Board of Directors; Finance, Audit and Compensation Committee and Management
Christel House International, Inc. and Affiliates
Indianapolis, Indiana

As part of our audit of the combined and consolidated financial statements of Christel House
International, Inc. (CHI) and Affiliates (collectively known as “Christel House”) as of and for the
year ended December 31, 2013, we wish to communicate the following to you.

AUDIT SCOPE AND RESULTS
Auditor’s Responsibility Under Auditing Standards Generally Accepted in the United States of
America
An audit performed in accordance with auditing standards generally accepted in the United States of
America is designed to obtain reasonable, rather than absolute, assurance about the financial
statements. In performing auditing procedures, we establish scopes of audit tests in relation to the
financial statements taken as a whole. Our engagement does not include a detailed audit of every
transaction. Our engagement letter more specifically describes our responsibilities.
These standards require communication of significant matters related to the financial statement audit
that are relevant to the responsibilities of those charged with governance in overseeing the financial
reporting process. Such matters are communicated in the remainder of this letter or have previously
been communicated during other phases of the audit. The standards do not require the auditor to
design procedures for the purpose of identifying other matters to be communicated with those
charged with governance.
An audit of the combined and consolidated financial statements does not relieve management or those
charged with governance of their responsibilities. Our engagement letter more specifically describes
your responsibilities.
Qualitative Aspects of Significant Accounting Policies and Practices
Significant Accounting Policies
Christel House’s significant accounting policies are described in Note 1 of the combined and
consolidated audited financial statements.
Alternative Accounting Treatments
No matters are reportable.

Management Judgments and Accounting Estimates
Accounting estimates are an integral part of financial statement preparation by management, based on
its judgments. The following areas involve significant estimates for which we are prepared to discuss
management’s estimation process and our procedures for testing the reasonableness of those
estimates:
•

The fair value of investments

•

The estimated useful lives of property and equipment

•

The allocation of functional expenses

Financial Statement Disclosures
The following areas involve particularly sensitive financial statement disclosures for which we are
prepared to discuss the issues involved and related judgments made in formulating those disclosures:
•

Fair value disclosures

•

Principles of combination and consolidation

Audit Adjustments
During the course of any audit, an auditor may propose adjustments to financial statement amounts.
Management evaluates our proposals and records those adjustments which, in its judgment, are
required to prevent the combined and consolidated financial statements from being materially
misstated. Some adjustments proposed were not recorded because their aggregate effect is not
currently material; however, they involve areas in which adjustments in the future could be material,
individually or in the aggregate. We proposed and management recorded one adjustment during the
audit in relation to interest receivable for Christel House South Africa.
Attached is a summary of uncorrected misstatements we aggregated during the current engagement
and pertaining to the latest period presented that were determined by management to be immaterial,
both individually and in the aggregate, to the combined and consolidated financial statements as a
whole.
Auditor’s Judgments About the Quality of the Entity’s Accounting Principles
During the course of the audit, we made the following observations regarding Christel House’s
application of accounting principles:
•

No matters are reportable

Significant Issues Discussed With Management
During the audit process, we discussed the provisions of FASB ASC Topic 958-605 and its
implications on the funds raised by Christel House for Christel House Academy and other domestic
charter schools not included in the combined and consolidated financial statements.
Other Material Written Communications
The only other material written communications between management and us related to the audit is
the management representation letter, a copy of which is attached.
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INTERNAL CONTROL OVER FINANCIAL REPORTING
In planning and performing our audit of the combined and consolidated financial statements of
Christel House as of and for the year ended December 31, 2013, in accordance with auditing
standards generally accepted in the United States of America, we considered the Christel House’s
internal control over financial reporting (internal control) as a basis for designing our auditing
procedures for the purpose of expressing our opinion on the combined and consolidated financial
statements, but not for the purpose of expressing an opinion on the effectiveness of the Christel
House’s internal control. Accordingly, we do not express an opinion on the effectiveness of the
Christel House’s internal control.
A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent or
detect and correct misstatements of the Christel House’s combined and consolidated financial
statements on a timely basis. A deficiency in design exists when a control necessary to meet a control
objective is missing or an existing control is not properly designed so that, even if the control operates
as designed, a control objective would not be met. A deficiency in operation exists when a properly
designed control does not operate as designed or when the person performing the control does not
possess the necessary authority or competence to perform the control effectively.
A material weakness is a deficiency, or a combination of deficiencies, in internal control, such that
there is a reasonable possibility that a material misstatement of the Company’s combined and
consolidated financial statements will not be prevented or detected and corrected on a timely basis.
Our consideration of internal control was for the limited purpose described in the first paragraph of
this section and was not designed to identify all deficiencies in internal control that might be
deficiencies, significant deficiencies or material weaknesses. Given these limitations, during our
audit, we did not identify any deficiencies in internal control that we consider to be material
weaknesses, as defined above. Material weaknesses may exist that have not been identified.

FUTURE ACCOUNTING CONSIDERATIONS
Potential Changes to Not-for-Profit Financial Reporting
The Financial Accounting Standards Board’s (FASB) Not-for-Profit Advisory Committee (NAC) was
established to develop recommendations for improving the financial reporting of not-for-profit
organizations. Recent FASB activity in response to the NAC’s recommendations could significantly
impact NFP financial reporting. Tentative decisions by the FASB board, described below, will serve
as basis for an exposure draft expected to be issued during 2014.
Changes to Net Asset Classification - FASB tentatively decided to replace the three existing net asset
classes with two classes of net assets: net assets with and without donor-imposed restrictions. FASB
also decided to remove the hard-line distinction between temporary and permanent restrictions.
Operating Measure - FASB tentatively decided to define an intermediate operating measure on the
basis of a mission dimension and an availability dimension. FASB decided to support an alternative
for presenting an intermediate operating measure that would present all legally available mission
related revenues before reductions for amounts designated by the governing board for use in future
periods, rather than only the net of those amounts. That presentation also would include amounts of
previously unavailable resources that the governing board made available for use in the current
period.
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Reporting Cash Flows - FASB tentatively decided to require the direct method of reporting cash
flows. FASB also discussed rearranging various components of the cash flow statement to better
align them with the tentative decision for an intermediate measure of operations.
We will continue to keep Christel House apprised of the FASB’s activities related to this issue.
Potential Changes to the Method of Accounting for Leases Under U.S. Generally Accepted
Accounting Principles (U.S. GAAP)
The FASB and IASB (Boards) began redeliberations in 2014 on significant issues raised on the
revised lease exposure draft issued in May 2013. The proposed standard requires all leases, other
than short-term leases, to be recognized on the balance sheet and includes a “dual model” income and
expense recognition approach, which will depend on lease classification. Lessees and lessors would
use similar criteria, based on the nature of the underlying asset, to classify leases as one of two types.
Some leases would result in straight-line expense recognition, while others would result in
accelerated expense recognition. Determining which approach to apply will depend on the level of
consumption of the underlying asset during the lease period. As a practical expedient, a presumption
can be made that leases of property, i.e., land or building, should result in a straight-line recognition
pattern and leases of non-property, e.g., equipment and vehicles, should result in a front-loaded
(accelerated) recognition pattern.
When adopted, this new approach will require more monitoring and recordkeeping. Companies
should evaluate the potential impacts on the financial statements, particularly with regard to financial
ratios, results and related matters. These changes may have unexpected impacts on debt covenants or
other contracts with lenders, vendors, employees, regulators, etc., that may require revision to
maintain the original intent.
The Boards have not yet established an expected effective date for the final standard, but it will likely
be no sooner than three years after issuance. The final standard would be required to be applied to all
leases outstanding as of the beginning of the earliest comparative period presented with the option of
applying a full retrospective or modified retrospective approach.
As a reminder, until a final standard is issued, any positions contained within the exposure draft are
still susceptible to change.
This communication is intended solely for the information and use of management; the Board of
Directors; the Audit, Finance and Compensation Committee and others within the organization and is
not intended to be and should not be used by anyone other than these specified parties.

August 27, 2014
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Christel House International and Affiliates
ATTACHMENT
This analysis and the attached "Schedule of Uncorrected Misstatements (Adjustments Passed)" reflects the effects on the financial
statements if the uncorrected misstatements identified were corrected.

QUANTITATIVE ANALYSIS
Before
Misstatements
Total Assets

BKD
AWP335-PC
12-2013

Subsequent to
Misstatements

Misstatements

% Change

56,412,000

0

56,412,000

0.00%

Total Liabilities

(12,301,000)

0

(12,301,000)

0.00%

Net Assets

(44,111,000)

0

(44,111,000)

0.00%

Revenues & Income

(11,851,000)

30,600

(11,820,400)

-0.26%

Costs & Expenses

12,048,000

0

12,048,000

0.00%

Change in Net Assets

197,000

30,600

227,600

15.53%

Client: Christel House International and Affiliates
Period Ending: December 31, 2013

SCHEDULE OF UNCORRECTED MISSTATEMENTS (ADJUSTMENTS PASSED)

Factual (F),
Judgmental (J),
Description
To record South Africa accrued
interest at 12/31/12 in 2012.

Location or Business Unit

Financial Statement Line Item

or Projected (P)

South Africa

(X)
Liabilities

Assets
DR

(CR)

DR

(CR)

Net Effect on Following Year

Net Assets
Revenues &

Costs &

Non

Income

Expenses

Tax

DR

(CR)

DR

Change in Net
Assets

(Beg. of year)

(CR)

DR

(CR)

DR

DR

(CR)

F
0

0

Net Assets
Investment Income

30,600

0

(30,600)
(30,600)

0

0

30,600

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

Taxable passed adjustments

30,600

Times (1 - effective tax rate of 00%)
Taxable passed adjustments net of tax impact
Nontaxable passed adjustments
Total passed adjustments, net of tax impact (if any)

100%
30,600
0
30,600

0
0

0
0
0

0
100%
0
0
0

Impact on Change in Net Assets

(30,600)
100%
(30,600)
0
(30,600)
30,600

Rollover Method
Impact on Net Assets
Iron Curtain Method

BKD
AWP335-PC
12-2013

Net Assets

(CR)

0

