
 

 

 
 
 
 

Board of Directors 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, 2012, 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 audited combined and 
consolidated financial statements. 

Alternative Accounting Treatments 

No matters are reportable. 
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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.  We proposed and management recorded one adjustment during the audit in relation to the 
accounting for a Christel House Dropout Recover School grant. 

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 

Other Material Written Communications 

Listed below are other material written communications between management and us related to the 
audit is the management representation letter, a copy of which is attached. 

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, 2012, in accordance with auditing 
standards generally accepted in the United States of America, we considered 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 Christel House’s internal control.  
Accordingly, we do not express an opinion on the effectiveness of Christel House’s internal control. 
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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 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 Christel House’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 and 
was not designed to identify all deficiencies in internal control that might be deficiencies, significant 
deficiencies or material weaknesses.  We did not identify any deficiencies in internal control that we 
consider to be  material weaknesses, as defined above.   

OTHER MATTERS 

We observed the following matters and offer these comments and suggestions with respect to matters 
which came to our attention during the course of the audit of the combined and consolidated financial 
statements.  Our audit procedures are designed primarily to enable us to form an opinion on the 
combined and consolidated financial statements and, therefore, may not bring to light all weaknesses 
in policies and procedures that may exist.  However, these matters are offered as constructive 
suggestions for the consideration of management as part of the ongoing process of modifying and 
improving financial and administrative practices and procedures.  We can discuss these matters 
further at your convenience and may provide implementation assistance for changes or 
improvements. 

Advance Funding to Affiliates 

In order to take advantage of favorable exchange rates, CHI has advanced significant funding to 
affiliates over the past couple of years.  An unfavorable change in the economic or governmental 
climate of these countries may lead to an adverse effect.  We recommend drafting policies detailing 
conditions under which advance funding would be considered, factors to be considered during the 
decision making process and the documentation and approvals required to authorize transfers. 

Management’s Response:  Management agrees with the recommendation of formalizing the 
advanced funding decision-making process.  Such policy will be developed for consideration by the 
Board of Directors in connection with the August 2013 meeting. 

Christel House Academy (CHA) and Christel House Dropout Recover School (DORS) 

During 2012, certain grants were applied for by CHI and passed through to CHA and DORS.  Other 
grants were awarded directly to these individual entities and, therefore, are not reflected as 
contributions on the books and records of CHI.  As the activities of CHA and DORS continue to 
expand, we recommend establishing policies and procedures to ensure these financial transactions are 
properly recorded in accordance with generally accepted accounting principles.  CHI should be sure 
to evaluate grant agreements with the criteria outlined in ASC 958 Topic 605 to ensure it is 
appropriate to reflect a contribution on CHI’s records as opposed to a liability for agency funds to be 
transferred to a recipient organization. 
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Management’s Response:  During August 2013, CHI financial management will meet with BKD to 
thoroughly understand grant revenue recognition criteria and establish appropriate policies to 
strengthen the review of grant receipts ensuring proper recording under generally accepted accounting 
principles. 

FUTURE ACCOUNTING CONSIDERATIONS 

AICPA Audit and Accounting Guide Not-for-Profit Entities - Overhaul Project 

The Financial Reporting Executive Committee, the Not-for-Profit Entities Expert Panel and the Not-
for-Profit Guide Task Force have released a draft of a new comprehensive revised Audit and 
Accounting Guide Not-for-Profit Entities.  Enhancements are being made to improve user 
understanding and minimize diversity in practice.  Some of the more significant changes in the draft 
include: 

• A greatly expanded chapter about reporting relationships with other entities, including 
relationships with not-for-profit and for-profit corporations, limited liability partnerships, 
general partnerships and financially interrelated entities. 

• New sections about reporting and measuring noncash gifts, including gifts-in-kind; 
contributions of fundraising materials, informational materials, advertising and media time or 
space; below-market interest rate loans; and bargain purchases. 

• A new chapter was added on program-related investments and microfinance loans. 

• New guidance for reporting the expiration of donor-imposed restrictions. 

• Expanded discussion about the legal and regulatory environment in which not-for-profit 
organizations operate. 

Once revisions are made based on feedback provided during the comment period, a final guide will be 
issued. 

Financial Accounting Foundation Private Company Council and Not-for-Profit Advisory 
Committee 

In May 2012, the Financial Accounting Foundation (FAF) announced establishment of the Private 
Company Council (PCC), a new body tasked specifically to improve the process of setting U.S. 
generally accepted accounting principles (GAAP) for private companies, which currently includes 
not-for-profit organizations. 

For private companies that produce GAAP-based financial statements, the PCC will determine 
whether exceptions and modifications to existing nongovernmental U.S. GAAP are required to 
address the needs of users of private company financial statements and will advise the Financial 
Accounting Standards Board (FASB) on whether and when to modify U.S. GAAP for private 
companies.  The PCC will serve as the primary advisory body to FASB on the appropriate treatment 
for private companies for items under active consideration on FASB’s technical agenda.  

The PCC and FASB will agree on criteria for determining whether and when exceptions or 
modifications to U.S. GAAP are warranted for private companies.  The PCC will develop, deliberate 
on and formally vote on proposed exceptions or modifications to U.S. GAAP and present them to 
FASB for endorsement.  Differences in financial reporting between existing U.S. GAAP will be 
evaluated, particularly in areas of recognition and measurement, using the agreed-upon criteria.  
Assuming endorsement, FASB will issue an Accounting Standards Update (ASU), describing 
amendments to the Accounting Standards Codification (ASC), and the exceptions or modifications 
will be incorporated into U.S. GAAP. 
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In addition to the newly established PCC, the FASB Not-for-Profit Advisory Committee continues to 
meet to discuss matters specific to not-for-profit organizations.  Discussion topics have included: 

• Definition of a nonpublic entity 

• Proposed liquidity risk disclosures 

• Accounting for government assistance 

• Financial reporting projects on other financial communications and financial statements 

We will continue to keep Christel House apprised of these matters as discussions progress. 

Management’s written responses to the other matters identified in our audit have not been subjected 
to the auditing procedures applied in the audit of the combined and consolidated financial statements, 
and accordingly, we express no opinion on them. 

This communication is intended solely for the information and use of management, the Board of 
Directors and others within the organization and is not intended to be and should not be used by 
anyone other than these specified parties. 

 

 

August 19, 2013 

 














