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INDEPENDENT AUDITORS' REPORT

Members of the Board of Health |
Shawnee County Health Agency:

We have audited the accompanying financial statements of the governmental activities of the Shawnee
County Health Agency (the Agency) (a special revenue fund of Shawnee County, Kansas) as of and for
the years ended December 31, 2004 and 2003. These financial statements are the responsibility of the
Agency's management. Our responsibility is to express an opinion on these financial statements based
on our audits.

We conducted our audits in accordance with auditing standards generally accepted 1n the United States
of America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States. Those standards require that we plan
and perform the audits to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the accounting principles
used and significant estimates made by management as well as evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for our opinion.

As discussed in Note 1, the financial statements of the Agency (a special revenue fund of Shawnee
County, Kansas) are intended to present the financial position and the changes in financial position of
only the portion of the governmental activities of Shawnee County that is attributable to the transactions
of the Agency. They do not purport to, and do not, present fairly the financial position of Shawnee
County as of December 31, 2004 and 2003 and the changes in its financial position for the years then
ended in conformity with accounting principles generally accepted in the United States of America.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the governmental activities of Shawnee County Health Agency (a special revenue
fund of Shawnee County, Kansas) as of December 31, 2004 and 2003, and the changes in financial
position for the years then ended in conformity with accounting principles generally accepted in the
United States of America.
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In accordance with Government Auditing Standards, we have also issued. our report dated March 31,
2005 on our consideration of the Agency's internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts and grant agreements and other
matters. The purpose of that report is to describe the scope of our testing of internal control over
financial reporting and compliance and the results of that testing, and not to provide an opinion on the
internal control over financial reporting or on compliance. That report is an integral part of an audit
performed in accordance with Government Auditing Standards and should be considered in assessing the
results of our audit.

Generally accepted accounting principles require the presentation of Management’s Discussion and
Analysis. Because the financial statements represent one fund of Shawnee County, Kansas, the
Management’s Discussion and Analysis has not been presented.

Our audits were conducted for the purpose of forming an opinion on the basic financial statements taken
as a whole. The supplementary information, including the schedule of expenditures of federal awards as
required by U.S. Office of Management and Budget Circular A-133, Audits of States, Local
Governments, and Non-Profit Organizations, is presented for purposes of additional analysis and is not a
required part of the basic financial statements of the Shawnee County Health Agency. Such information
has been subjected to the auditing procedures applied in the audit-of the basic financial statements and,
in our opinion, s fairly stated, in all material respects, in relation to the basic financial statements taken
as a whole.

- BuborictJpadan £ Ca PA.

March 31, 2005




SHAWNEE COUNTY HEAL‘T_H AGENCY

BALANCE SHEETS

December 31, 2004 and 2003

2004 2003
ASSETS
Assets: _
Cash and short-term investments ' $ 1,467,356 656,832
Accounts receivable-patients, net Qf aliowance of § 245,871
and $ 442,326 in 2004 and 2003, respectively 320,804 337,491
Third party payor receivables 214,000 536,167
Due from other governments 555,998 477,191
Inventory 44 698 457218
Total assets - $ 2,602,856 2,052,899
LIABILITIES AND FUND BALANCES.
Liabilities:
Accounts payable $ - 23,031
Accrued liabilities ' 362,985 548,054
Deferred revenue 262,452 56,902
Total liabilities 625,437 627,987
Fund balances:
Reserved for encumbrances : - 20,492
Reserved for inventory 44,698 45218
Unreserved : 1,932,721 1,359,202
1,977,419 1,424,912
Total liabilities and fund balances $. 2,602,856 2,052,899

See accompanying notes to financial statements.

=3.




SHAWNEE COUNTY HEALTH AGENCY

STATEMENTS OF REVENUES, EXPENDITURES AND CHANGES

IN FUND BALANCES

Years Ended December 31, 2004 and 2003

2004 2003
Revenues:
Taxes and assessments 3,791,806 3,577,175
Intergovernmental 3,248,740 3,115,234
Net patient service revenue 1,948,456 1,877,606
Charges for service 204,240 208,196
Other agency revenue 214,749 319,815
Other 12,846 15,114
Total revenues 9,420,837 9,113,140
Expenditures (Schedule 1):
Health and welfare:
Personal services 6,718,268 6,522,765
Contractual services 1,024,116 976,110
Commodities 551,403 550,305
Capital outlay 76,717 78,249
Bad debt expense 244,357 439,908
Indirect cost allocation 253,469 270,968
Total expenditures 8,868,330 8,838,305
Change in fund balances 552,507 274,835
Fund balances, beginning of year, as previously reported 1,424,912 613,910
Prior period adjustment - correction of an error - 536,167
Fund balances, beginning of year, as restated 1,424,912 1,150,077
Fund balances, end of year 1,977,419 1,424.912

. See accompanying notes to financial statements.
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SHAWNEE COUNTY HEALTH AGENCY
NOTES TO FINANCIAL STATEMENTS

December 31, 2004 and 2003

1 - Nature of Organization and Summgr_y_ of Significant Accounting Policies
Nature of Organization

The Shawnee County Health Agency (the Agency) is funded by and operates as a special revenue
fund of Shawnee County, Kansas (the County). The financial statements of the County have
been separately andited and reported on.

‘Measurement Focus/Basis of Accounting

Measurement focus refers to what is being measured; basis of accounting refers to when revenues
and expenditures are recognized in the accounts and reported in the financial statements. Basis
of accounting relates to the timing of the measurement made, regardless of the measurement
focus applied.

The accounting and financial reporting treatment applied is determined by its measurement
focus. The Agency is accounted for using a current financial resources measurement focus.
With this measurement focus, only current assets and current liabilities generally are included on
the balance sheet. The operating statement presents increases (revenues and other financing
sources) and decreases (expenditures and other financing uses) in net current assets.

The Agency utilizes the modified accrual basis of accounting. Under this basis of accounting,
revenues are recognized when susceptible to accrual (i.e., when they become both measurable
and available). "Measurable” means the amount of the tramsaction can be determined and
"available" means collectible within the current period or soon enough thereafter (typically 60
days) to be used to pay liabilities. Expenditures are recorded when a liability is incurred.
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SHAWNEE COUNTY HEALTH AGENCY

NOTES TO FINANCIAL STATEMENTS
(Continued)

‘Nature of Organization and Summary of Significant Accounting Policies (Continued)

Cash and Short-Term Investments

The County maintains a cash and investment pool which is available for use by all funds. These
pooled investments consist primarily of operating accounts, nonnegotiable certificates of deposit
and money market instruments, such as U.S. Treasury and Agency obligations. As provided for
in GASB Statement No. 31, the nonnegotiable certificates of deposit are recorded at cost, as they
are not affected by market rate changes. GASB Statement No. 31 also provides that
governmental entities may report all other investments at fair value or they may elect to report
certain money market investments at amortized cost. U.S. Treasury and Agency obligations are
carried at amortized cost. The U.S. Treasury and Agency obligations are held at the Federal
Reserve on account in the County's name. The County also invests in the State of Kansas
Municipal Investment Pool (MIP). The MIP is overseen by the State of Kansas. The fair value
of the County’s position in the MIP is the same as the value of the pool shares. Earnings on the
pooled funds are apportioned and paid or credited to the funds required to accumulate earnings
based on their average monthly balances. If a fund is not required to account for its own earnings
by law or regulation, the earnings are allocated by the County to the General Fund.

Accounts Receivables-Patients

Patient receivables where a third-party payor is responsible for paying the amount, are carried at
a net amount determined by the original charge for the service provided, less an estimate for
contractual adjustments or discounts provided to third-party payors.

Patient receivables due directly from the patients are carried at the original charge for the service
provided less amounts covered by third-party payors and less an estimated allowance for doubtful
receivables based on a review of all outstanding amounts on a monthly basis. Management
determines the allowance for doubtful accounts by identifying troubled accounts, by historical
experience applied to an aging of accounts and by considering the patient's financial history,
credit history and current economic conditions. Patient receivables are written off to bad debt
when deemed uncollectible. Recoveries of receivables prevmusly written off are recorded as a
reduction of bad debt when received.

Receivables or payables related to estimated settlements on various risk contracts that Agency
participates in are reported as third-party payor receivables or payables.



SHAWNEE COUNTY HEALTH AGENCY

NOTES TO FINANCIAL STATEMENTS
(Continued)

1 - Nature of Organization and Summary of Significant Accounting Policies (Continued)

Inventory

Inventory consists of medical supplies carried at cost, which is determined using the first-in first-
out (FIFO) method. The inventory is considered expended when consumed by the various
departments.

Deferred Revenue

Deferred revenue represents grant monies received in advance of the period earned.

Vacation and Sick Leavé Benefits

Under the terms of the County's personnel policy, County employees are granted vacation and
sick leave in varying amounts. Vacation is accumulated at the rate of 18 to 30 days per year,
depending on the employee's length of service. Sick leave is-accumulated at the rate of 13 days
per year. The maximum amount of vacation which an employee may carry forward from year to
year is 30 days, and the maximum amount of accrued sick leave for which a retiring employee
may be compensated is 35% of their sick leave balance. Only retiring employees are
compensated for unused sick leave. The amount of accrued vacation is included as a liability in
the accompanying basic financial statements. A liability for sick leave is reported at such time as
it is known that an employee is retiring in the subsequent year.

Reserves

Reserves of fund balances are reported to indicate that a portion of the fund balance is set aside
for a specific purpose. _

Net Patient Service Revenue

Net patient service revenue is reported at the estimated net realizable amounts from patients,
third-party payors, and others for services rendered, including estimated retroactive adjustments
under reimbursement agreements with third-party payors. Retroactive adjustments are accrued
on an estimated basis in the period the related services are rendered and adjusted in future
periods as final settlements are determined. -



SHAWNEE COUNTY HEALTH AGENCY

NOTES TO FINANCIAL STATEMENTS
(Continued)

Nature of Qrganization and Summary of Signiﬁcant'Accounting Policies (Continued)

Use of Estimates

The preparation of financial statements in conformity with the modified accrual basis of
accounting requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of
the financial statements and the reported amounts of revenues and expenses during the reporting
period. Actual results could differ from those estimates.

Intergovernmental Revenues and Receivables

Intergovernmental revenues consisted of the following for the years ended December 31:

2004 2003

Federal:
Department of Health and Human Services 3 569,200 3 525,586
State:
Department of: _
Health and Environment - 2,352,433 2,257,979
. Aging 19,685 24,247
Social and Rehabilitation Services 112,500 112,500
2,484,618 2,394,726
Local: .
Shawnee County 194,922 _ 194,922
Total g 3,248,740 ¥ 3,115,234

Amounts due from other governments consisted of the following at December 31:
2004 2003

State:

Department of;
Health and Environment b 555,998 $ 477,191
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SHAWNEE COUNTY HEALTH AGENCY

NOTES TO FINANCIAL STATEMENTS
~ (Continued)

Related Party Transactions

The County allocates a portion of its ad valorem taxes and assessments to the Agency. For the
years ended December 31, 2004 and 2003, the County transferred $ 3,791,806 and § 3,577,175,
respectively, to the Agency.

The Agency reimbutses the County for its portion of indirect costs incurred by the County. The
amounts reimbursed to the County were $ 253,469 and $270,968 for the years ended
December 31, 2004 and 2003, respect:lvely

Employee's Retirement System

Shawnee County participates in the Kansas Public Employees Retirement System (KPERS)
which is a cost-sharing multiple-employer defined benefit pension plan as provided by K.S.A.
74-4901, et seq. KPERS provides retirement benefits, life insurance, disability income benefits,
and death benefits. Kansas law establishes and amends benefit provisions. KPERS issues a
publicly available financial report that includes financial statements and required supplementary
information. That report may be obtained by writing to KPERS (611 S. Kansas Avenue, Suite
100; Topeka, KS 66603-3803) or by calling 1-888-275-5737.

K.S.A. 74-4919 establishes the KPERS member-employee contribution rate at 4% of covered
salary. The employer collects and remits member-employee contributions according to the
provisions of Section 414(h) of the Internal Revenue Code. State law provides that the employer
contribution rates be determined annually based on the results of an annual actuarial valuation.
KPERS is funded on an actuarial reserve basis. State law sets a limitation on annual increases in

- the employer contribution rates, The KPERS employer rate established by statute from January

through June 2004 was 3.22% and from July through December 2004 was 3.82%. Shawnee
County’s contributions to KPERS for the years ending December 31, 2004, 2003, and 2002 were
approximately $ 1,083,000, § 927,000, and $ 860,000, respectively, equal to the statutorily
required contributions for each year.



SHAWNEE COUNTY HEALTH AGENCY

NOTES TO FINANCIAL STATEMENTS
' (Continued)

Operating Lease
The Agency has a month-to-month lease agreement for office space which is paid twice a year in

March and in September. Rent expense was $ 47,642 and § 51,428 for years ending December
2004 and 2003, respectively.

Prior Period Adjustment - Correction of an Error

In prior years, amounts owed to the Agency for Medicaid cost settlements were not recognized as
assets and related patient service revenue. The effect of this change on fund balance at January 1,
2003 was to increase unreserved fund balance by $ 536,167 and to increase the change in
unreserved fund balance for the year ended December 31, 2002 by $ 100,000.

-10-
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SHAWNEE COUNTY HEALTH AGENCY

SCHEDULES OF EXPENDITURES BY PROGRAM

Years Ended December 31, 2004 and 2003

Administrative Services:
Personal services
Contractual services
Commodities
Capital outlay
Indirect cost allocation

Environmental Health:
Personal services
Contractual services
Commodities
Capital outlay

Adult Field Services:
Personal services
Contractual services
Commodities
Non-cash expenditures

Communicable Disease Control:

Personal services
Contractual services
Commodities

Non-cash expenditures -

Schedule 1

2004 2003

$ 1,171,539 1,162,489
392,157 384,190
140,989 170,706
17,494 14,225
253,469 270,968
1,975,648 2,002,578
521,964 525,800
15,517 12,829
32,030 23,320

1,047 -
570,558 561,949
883,117 869,041
91,607 65,928
12,415 10,572
- 7,338
987,139 952,879
138,746 178,235
9,148 18,552
1,621 1,825
8,992 22,229
$ 158,507 220,841

(Continued)
-11-



SHAWNEE COUNTY HEALTH AGENCY

SCHEDULES OF EXPENDITURES BY PROGRAM

Primary Care:
Personal services
Contractual services
Commodities
Capital outlay
Non-cash expenditures

Public Health:
Personal services
Contractual services
Commodities
Capital outlay
Non-cash expenditures

Adult Health;
Contractual services
Commodities

Total expenditures

(Continued)

Years Ended December 31, 2004 and 2003

-12-

Schedule 1. con't.

2004 2003
2,694,264 2,366,407
264,128 264,735
102,788 99,625
3,032 9,984
211,039 364,321
3,275,251 3,105,072
1,308,638 1,420,793
218,694 202,077
259,696 243,742
55,144 54,040
24,326 46,020
1,866,498 1,966,672
32,865 27,799
1,864 515
34,729 28,314
8,868,330 8,838,305
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SHAWNEE COUNTY HEALTH AGENCY
NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

December 31, 2004

1 - General

The accompanying schedule of expenditures of federal awards presents the activity of all federal
awards of Shawnee County Health Agency.

2 - Basis of Accounting

The accompanying schedule uses the modified accrual basis of accounting.

15~




SHAWNEE COUNTY HEALTH AGENCY |

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

Year Ended December 31, 2004

Section I - Summary of Independent Auditors’ Results

Financial Statements

Type of auditors’ report issued:
Internal control over financial reporting:
Material weaknesses identified:

Reportable conditions identified that are not considered
to be material weaknesses:

Noncompliance material to financial statements:
Federal Awards
Internal control over major programs:

Material weaknesses identified:

Reportable conditions identified that are not considered
to be material weaknesses: '

Type of auditors’ report issued on compliance for major programs:

Any audit findings that are required to be reported in accordance
with Section 510(a) of Circular A-133:

Identification of major programs:
CFDA Number

93.224
93.991/93.994

-16-

Unqualified

None

See RC-1

None

None

None reported

Ungqualified

See 2004-1 and 2004-2

Name of Federal Program

Community Health Center
Maternal & Child Health — Block



SHAWNEE COUNTY HEALTH AGENCY

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
(Continued)

Dollar threshold used to distinguish between Type A and
Type B programs: $ 300,000

Auditee qualified as a low-risk auditee: ' Yes

Section II - Financial Statement Findings

Reportable Condition —RC -1
The Agency does not record revenues on an accrual basis throughout the year. Revenues should be recorded at

their net realizable amounts. Historical information should be accumulated to determine appropriate contractual
or bad debt write-offs which should be recorded monthly.

Section III — Federal Award Findings and Questioned Costs

2004-1

Federal Program - Community Health Center (CHC) (CFDA No. 93.224)

Condition — As of December 31, 2004, the governing bdard for the CHC grant was not composed of a majority of -
persons receiving services from the Agency. Of the 11 positions on the governing board, six should have been
filled by individuals receiving services from the Agency. Of the six positions, only two were filled at
December 31, 2004. As a result, a majority of Board positions were held by those not receiving services from the
Agency. '

Criteria — According to OMB 4-133 Compliance Supplement, “Specials Tests and Provisions” section, the
governing board for the CHC grant must be “composed of individuals, a majority of whom are being served by

the center and who, as a group, represent the individuals being served by the center.”

Effect — The persons served by the CHC grant and the Agency are not adequately represented on the governing
board. ' '

Questioned Costs — None

Recommendation ~ Vacant board positions should be filled as soon as possible by individuals who receive
services from the Agency.

-17-




SHAWNEE COUNTY HEALTH AGENCY

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
(Continued) '

2004-2 .
Federal Program — Maternal & Child Health — Block Grant (MCH) (CFDA No. 93.991/93.994)

Condition — The amount reported for contractual services in “MCH Block Grant Affidavit of Expenditures”
report for the quarter ended September 30, 2004 was incorrect. The amount reported represented the year-to-date
expenditures instead of the quarter-to-date expenditures. Reviews of the report did not catch the errors before the
report was subimitted.

Criteria — The “MCH Block Grant Affidavit of Expenditures” is required to be filed for MCH every quarter,
indicating correct amounts of Federal and Non-Federal Shares of expenditures for the current quarter and year-to-
date,

Effect — The amounts reported to the grantor state agency were misstated. Errors of this kind could result in
future loss of funding. '

Questioned Costs — None

Recommendation ~ The completed “MCH Block Grant Affidavit of Expenditures” should be independently
reviewed by someone other than the preparer and vouched to supporting documentation. We understand that an
amended report has been filed with the grantor state agency. '

Corrective Actions Taken or Planned:

RC-1 Shawnee County Health Agency continues to address the receivables issue and will continues to work with
other county management to make the necessary changes. The Shawnee County Information Technology
division is designing and developing an automated system for the collection and extraction of the data required to
address this problem. Supplemental reports are being utilized at the Agency (i.e. bad debt write offs, aging) to
track this information.

2004-1 Federal Program Community Health Center (CHC)—The CHC Governing Board is working diligently to
recruit and fill the Consumer Board positions. At the present time the Board only has one position left to fill.

2004-2 Federal Program Maternal & Child Health Block Grant (MCH). The expenditures in this grant will be
reviewed and compared to other reports for accuracy in expenditure amounts. The quarter in error was corrected.

-18-




SHAWNEE COUNTY HEALTH AGENCY |
SUMMARY SCHEDULE OF PRIOR YEAR AUDIT FINDINGS

Year Ended December 31, 2004

Prior Year Reportable Condition RC-1

The Agency does not record revenues on an accrual basis throughout the year. Revenues should be recorded at
their net realizable amounts. Historical information should be accumulated to determine appropriate contractual
or bad debt write-offs which should be recorded monthly. '

Follow-Up — This reportable condition is repeated in the current year and is shown as RC-1 in the schedule of
findings and questioned costs. Shawnee County management is working with the departments in addressing
these issues and will continue to do all that is necessary to make the corrections to internal procedures.

Prior Year Finding 2003-1

Federal Program - Special Supplemental Nutrition Program for Women, Infants and Children (WIC) - CFDA
No. 10.557 '

Condition — Of the 23 WIC participant files tested under compliance requirement eligibility guidelines, one
participant’s computer file contained an input error in the income determination' module. The participant’s
income was understated as a result. ' :

Criteria ~ Eligibility guidelines stipulate' that participants must meet an income standard, Accurate
documentation of the participant’s income determination must be present in the participant’s file.

Cause — Information entered into the participant’s computer file was not double-checked or reviewed prior to
making the income determination. '

Effect — A participant received WIC assistance when it was not definite that the pai"ticipant met the income
standard.

Questioned Costs — Unknown

Recommendation — Participant information should be double-checked or reviewed by another person prior to the
participant receiving WIC benefits. The income documentation in the computer file should be more descriptive
regarding what kind of proof of income was received from the participant.

Follow-up — A one-month grace period is allowed for the participant to bring in proof of income before the

participant can participate in the WIC program. Upon receipt of the proof of incotne, the information is input in
the computer system and reviewed by another WIC employee.
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SHAWNEE COUNTY HEALTH AGENCY

SUMMARY SCHEDULE OF PRIOR YEAR AUDIT FINDINGS
(Continued)

Prior Year Finding 2003-2

Federal Program — Special Supplemental Nutrition. Program for Women, Infants and Children (WIC) — CFDA
No. 10.557 '

Condition — The November 2003 “WIC Program Affidavit of Expenditures” reported an inaccurate amount of
WIC payroll hours for one employee of the five tested for that month.

Criteria —Reporting guidelines under OMB Circular A-133 stipulate that amounts reported to the grantor must be
accurate and complete. '

Cause — The WIC payroll hours were not compared to the timesheets by another person independent of affidavit
preparation. '

Effect — The Agency over-reported expenditures on the affidavit and therefore received more WIC funds than
actually spent.

Questioned Costs — $ 110.46

Recommendation — The payroll hours reported on the affidavit should be reviewed by a persoﬁ independent of
the preparation. This review should include comparing the hours reported on the affidavit to the hours on the
employee’s timesheet.

Follow-up — Payroll information is now reviewed by the Team Leader for WIC.
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... Berberich Trahan & Co., PA.

Cerified Public Accountants . Telephone 785 234 3427

_ Toll Free 1 800 530 5526
3630 SW Buriingome Road - Facsimile 785 233 1768
Topeka, KS 66611-2050 E-mail cpe@cpakansas.com

REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON
COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL
- STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

Members of the Board of Health
Shawnee County Health Agency:

We have andited the basic financial statements of the Shawnee County Health Agency (the Agency) as
of and for the year ended December 31, 2004, and have issued our report thereon dated March 31, 2005.
We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits containéd in Government Auditing Standards,
issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting
In planning and performing our audit, we considered the Agency's internal control over financial

reporting in order to determine our auditing procedures for the purpose of expressing our opinion on the
financial statements and not to provide an opinion on the internal control over financial reporting.
However, we noted a certain matter involving the internal control over financial reporting and its
operation that we consider to be a reportable condition. Reportable conditions involve matters coming
to our attention relating to significant deficiencies in the design or operation of the internal control over
financial reporting that, in our judgment, could adversely affect the Agency's ability to record, process,
summarize and report financial data consistent with the assertions of management in the financial
statements. The reportable condition is described in the accompanylng schedule of findings and
questioned costs as item RC-1.

A material weakness is a reportable condition in which the design or operation of one or more of the
internal control components does not reduce to a relatively low level the risk that misstatements caused
by error or fraud in amounts that would be material in relation to the financial statements being audited
may occur and not be detected within a timely period by employees in the normal course of performing
their assigned functions. Our consideration of the internal control over financial reporting would not
necessarily disclose all matters in the internal control that might be reportable conditions and,
accordingly, would not necessarily disclose all reportable conditions that are also considered to be
material weaknesses, However, we believe the reportable condition described above is not a material
weakness. We also noted other matters involving the internal control over financial reporting that we
have reported to management of the Agency in a separate letter dated March 31, 2005.

MCSGLADREY NETWORK

An Independently Owned Member
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Compliance and Other Matters

- As part of obtaining reasonable assurance about whether the Agency's financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements, noncompliance with which could have a direct and material effect on
the determination of financial statement amounts. However, providing an opinion on compliance with
those provisions was not an objective of our audit and, accordingly, we do not express such an opinion.
The resuits of our tests disclosed instances of noncompliance or other matters that are required to be
reported under Government Auditing Standards and which are described in the accompanying schedule
of findings and questioned costs as 2004-1 and 2004-2.

This report is intended solely for the information and use of management, federal awarding agencies and
pass-through entities and is not intended to be and should not be used by anyone other than those
specified parties.

- Drberecd Fradan £ 0o, PA.

March 31, 2005
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REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH .
MAJOR PROGRAM AND INTERNAL CONTROL OVER COMPLIANCE
IN ACCORDANCE WITH OMB CIRCULAR A-133

Members of the Board of Health
Shawnee County Health Agency:

Compliance
We have audited the compliance of the Shawnee County Health Agency (the Agency) with the types of

compliance requirements described in the U.S. Office of Management and Budget (OMB) Circular A-133
Compliance Supplement that are applicable to each of its major federal programs for the year ended
December 31, 2004. The Agency's major federal programs are identified in the summary of independent
auditors’ results section of the accompanying schedule of findings and questioned costs. Compliance with the
requirements of laws, regulations, contracts and grants applicable to each of its major federal programs is the
responsibility of the Agency's management. Our responsibility is to express an opinion on the Agency's
compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the United
States of America; the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States; and OMB Circular A-133 Audits of States, Local
Governments, and Non-Profit Organizations. Those standards and OMB Circular A-133 require that we plan
and perform the audit to obtain reasonable assurance about whether noncompliance with the types of compliance
requirements referred to above that could have a direct and material effect on 2 major federal program occurred.
An audit includes examining, on a test basis, evidence about the Agency's compliance with those requirements
and performing such other procedures as we considered necessary in the circumstances. We believe that our
audit provides a reasonable basis for our opinion. Our audit does not provide a legal determination of the
Agency's compliance with those requirements.

In our opinion, the Agency complied, in all material respects, with the requirements referred to above that are
applicable to each of its major federal programs for the year ended December 31, 2004. However, the results of
our auditing procedures disclosed instances of noncompliance with those requirements that are required to be
reported in accordance with OMB Circular A-133 and which are described in the accompanying schedule of
findings and questioned costs as 2004-1 and 2004-2.

Internal Control Over Compliance :

The management of the Agency is responsible for establishing and maintaining effective internal control over
compliance with requirements of laws, regulations, contracts and grants applicable to federal programs. In
planning and performing our audit, we considered the Agency's internal control over compliance with
requirements that could have a direct and material effect on a major federal program in order to determine our
auditing procedures for the purpose of expressing our opinion on compliance and to test and report on the
internal control over compliance in accordance with OMB Circular A-133.
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Our consideration of the internal  control over compliance would not necessarily disclose all matters in the
internal control that might be material weaknesses. A material weakness is a reportable condition in which the
‘design or operation of one or more of the internal control components does not reduce to a relatively low level
the risk that noncompliance with applicable requirements of laws, regulations, contracts and grants caused by
error or fraud that would be material in relation to a major federal program being audited may occur and not be
detected within a timely period by employees in the normal course of performing their assigned functions. We
noted no matters involving the internal control over compliance and its operatlon that we consider to be material
weaknesses.

This report is intended for the information and use of management, federal awarding agencies, and pass-through
entities and is not intended to be and should not be used by anyone other than those specified parties.

BeberictTrnban £ Cn, PA.

March 31, 2005
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