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INDEPENDENT AUDITOR'S REPORY

Board of Directors
West Virginia Health Improvement Institute, Inc.
Cross Lanes, West Virginia

We have audited the accompanying statement of financial position of West Virginia Health
Improvement Institute, Inc. (a non-protit organization) as of Deceraber 31, 2010, and the related statement
of activities, functional expenses and cash flows for the year then ended. These financial statements are the
responsibility of the Organization’s management. Our responsibility is to express an opinion on these
financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in 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 planand
perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An andit includes examining, on atest 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 audit provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material 1espects, the
financial position of West Virginia Health Tmprovement Institute, Inc. as of December 31, 2010 and the
changes in its net assets and its cash flows for the year then ended in conformity with accounting principles

generally accepted in the United States of America

In accordance with Government Auditing Standar ds, we bave also issued our report dated September
19, 2011 on our consideration of West Virginia Health Improvement Institute, Inc ’s internal control over
financial reporting and on out tests of its compliance with certain provisions of laws, regulations, contracts,
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




ducted for the purpose of forming an opinion on the financial statements as a
ederal awards is presented for purposes of additional
d Budget Circular A-133, Audits of States, Local

Our andit was coil
whole. The accompanying schedule of expenditures of F

analysis as required by U.S. Office of Management an
Governments, and Non-Profit Organizations, and is not a required part of the basic financial statements

Such information is the responsibility of management and was derived from and relates directly to the
underlying accounting and other records used to prepare the financial staternents The information has been
subjected to the auditing procedures applied in the audit of the financial statements and certain additional

procedures, including comparing and reconeiling such information directly to the underlying accounting and
other records used to prepare the financial statements o1 to the financial statements themselves, and other
anditing standards generally accepted in the United States of

additional procedures in accordance with
America In our opinion, the information is faitly stated in all material respects in relation to the financial

statements as a whole.

%#s&éf.& Aiee

Huntington, West Virginia
September 19, 2011
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WEST VIRGINIA HEALTH IMPROVEMENT INSTITUTE, INC.

STATEMENT OF FINANCIAL POSITION
FOR THE YEAR ENDED DECEMBER 31, 2010

ASSETS

2010
CURRENT ASSETS:
Cash and cash equivalents $ 256,167
Receivables 527,222
Prepaid expenses 2,931
TOTAL CURRENT ASSETS 786,370
OTHER ASSETS:
Deposits _ 7,000
TOTAL ASSETS $ 793,370
TLIABILITIES AND NET ASSETS
CURRENT LIABILITIES:
Accounts payable $ 542,126
... Accrued expenses 4252
TOTAL CURRENT LIABILITIES 546,378
OTHER LIABILITIES:
Grants received, not recognized 157,313
TOTAL LIABHLITIES 703,691
NET ASSETS
Unrestricted 89.679
5 193370

TOTAL LIABI?IT]ES AND NET ASSETS

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THE FINANCIAL STATEMENIS
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WEST VIRGINIA HEALTH IMPROVEMENT INSITIUTE, INC.
STATEMENT OF ACTIVITY
FOR THE YEAR ENDED DECEMBER 31, 2010

UNRESTRICTED REVENUE AND SUPPORT
(Grant 1evenue
Membership fees
Donated services
Program match income
Interest income

; TOTAL UNRESTRICTED REVENUE,
AND SUPPORT

EXPENSES
Program services:
Medicaid transformation
Money follows the person
T1i-state children’s health improvement
Health information technology

TOTAL PROGRAM SERVICES

Supporting services: _
Non-programatic administiative

TOTAL EXPENSES

INCREASE IN UNRESTRICTED NET ASSETS
UNRESTRICTED ASSETS, BEGINNING OF YEAR
| NET ASSETS, END OF YEAR

2,863,858
121,200
79,514
14,156

_ 13089

3.080,037

1,252,329
83,010
151,241
1,510,637

2,997,217

1.677

$

2.998.894

81,143

‘ 8,536

89,679

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THE FINANCIAL STATEMENTS
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WEST VIRGINIA HEALTH IMPROVEMENT INSTITUTE, INC.

STATEMEN1 OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31, 2010

CASH FLOWS FROM OPERATING ACTIVITIES

Increase in uniestricted net assets

Adjustments to reconcile increase in net assets

to net cash used by operations:

Increase in accounts receivable
Increase in pre-paid expenses
Tncrease in accounts payable
Increase in accrued expenses
Decrease in grants received, not recognized

Net cash used by operations

CASH FLOWS FROM INVESTING ACTIVITIES
Security deposits ‘

Net cash used by investing activities
NET DECREASE TN CASH AND CASH EQUIVALENTS
CASII AND CASH EQUIVALENTS, BEGINNING OF YEAR

CASH AND CASH EQUIVALENTS, END OF YEAR

$

$

81,143

(363,822)
(2,981)
542,126
4,252

QN

(616,880

(356.,168)

{7.000)
(7.000)

(363,168)
619.335

256.167

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF IHE FINANCIAL STATEMENTS
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WEST VIRGINIA HEALTH IMPROVEMENT INS IITUIE, INC.
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2010

NOTE A - NATURE OF ACTIVITIES AND SIGNIFICANT ACCOUNTING POLICIES

NATURE OF ACTIVITIES

West Virginia Health Improvement Institate, Inc (“WVHIF”) is a non-profit corporation organized
for the purpose of providing healthcare stakeholders a forum to improve the health status of all West
Virginians through initiatives focusing on improved access, prevention, promotion of wellness and health
lifestyle choices, evidence-based care delivery and adoption of electronic technology. WVHI was formed

LT ot LTIt ~r s
P oratinm Non Ia‘nu

as a West Virginia corporation on ary 14, 2009,

NOTE B - SIGNIFICANT ACCOUNTING POLICIES

Use of estimates - T he preparation of financial statements in conformity with generally accepted accounting
principles in the United States of America 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

Cash and cash equivalents - Cash and cash equivalents incude short-term, highly Hiquid investments both
readily convertible to known amounts of cash and so near matutity at acquisition (three months or less) that
there is an insignificant risk of change in value because of changes in interest rates. Cash equivalents are

stated at cost, which approximates fair value.

Receivables - Receivables consist of amounts due for services rendered under federal; state and private -
contracts. Receivables are written off when determined to be uncollectable by review of reccivables, aging
and other factors. Recoveties of accounts previously written off are recorded as a reduction of bad debt
expense when teceived. Interest is not charged on receivables WVILI does not require collateral to secure

outstanding receivables.

Net assets - Unzestricted net assets are those whose use by WVHII is not subject to imposed siipulations.
Temporarily restricted net assets are those whose use by WV has been limited to a specific time, period
or purpose. Permanently restricted net assets are those nse by WVHILis limited in perpetuity At December

31, 2010, WVHH bad no temporarily o1 permanently restricted net asseis

Revenue recognition - WVHII 1ecognized from fixed-price ¢ontracts on methods which approximate the
percentage-of-completion method. Revenue from annual subscriptions aie 1ecognized annually on the date
such annual subscription is entered as a receivable Revenues from cost-reimbursement contacts are
recognized when the services have been provided and the related expenses have been incurred. Contracts
include all direct and indirect costs related to contract performance. Provisions for estimated Jlogsses on
uncompleted contracts are made in the period in which those losses ate determined

Indirect expense allocation - Expenses which are not specifically identified with particular program services
are allocated to the various programs based upon direct labor and fiinge amounts




WEST VIRGINIA HEALTH IMPROVEMENT INSTITUTE, INC.
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31,2010

NOTE B - SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Contributions, grants and awards - All contyibutions, grants and awards ate considered to be available for
unrestricted use unless specifically restricted by the donot/grantor. Amounts received that are desi gnated for
future periods, ot restricted by the donot/grantor for a specific purpose are reporied as deferred revenue or
astemporarily o1 permanently Testricted net assets. As of Deceraber 31,2010, WVHII kad $157,313 of funds
received that are to be recognized in future periods or returned to the funding source

Income taxes - The Internal Revenue Service has ruled that WVHII is a tax-exempt organization as defined

under Section 501(c)(3) of the Internal Revnue Code; accordingly, no provision for federal income taxes has
been made in the financial statements. WVHILis also excmpt from state income taxes. WVHIL has adopted
the provisions of Financial Accounting Standards Board (“FASB”) Accounting Standards Codification 740
(“FASB ASC 740", as of and for the year ended December 31, 2010 WVHII®s policy is to record a liability
for any penalties, when it is more likely than not the position taken by management with respect to a
transaction o class or transactions will be overturned by a taxing authority upon examination. Management
believes there are no such positions as of December 31, 2010, accordingly no liability has been accrued.

NOTE C - GOVERNMENT CONTRACT REVENUES AND RECEIVABLES

The revenue earned undet WVHIDs contracts with U S Department of Health and Human Services Office
ofthe National Coordinator for Health Informationand T echnology (“ONC”), and West Virginia Department
of Health and Fuman Resoutces (“WVBMS”) acconnt for the majority of the revenues of WVHII for the
year ended December 31, 2010. A significant reduction in the revenues granted under feture contracts wounld

have a significant impact on WVHI’
extended under the above contracts. The following is a summary of the receivables as of Decembesx 31,2010

Federal contracts $ 133,225
State contracts 326,767
Private confracts 67,230

$ 527222

NOTE D - SERVICE CONTRACT COMMITMENTS

WVHII has ertered into a cost 1eimbursement contract with ONC  Such contract is number 90RC0017
assigns WVHII to serve as the West Virginia state-wide Regional Extension Centet (“WVRHITEC”) for the
period of February 8, 2010 through February 7, 2014 As of December 31, 2010, WVHII had received a
Notice of Grant Award (“NGA™) totaling $6,204,000 WVHII must match 10% of any federal funding

received
In 2009, WVHII entered into a contract with WVBMS, agreement number G100390 (the “Transformation

Grant””) under which WVHI was awarded up to $1,677,797 on a cost reimbursement basis As of December
31, 2010, WVHII has recognized revenue of $1,381,113 for this grant, had been paid $1,353,016 and had

outstanding 1eceivables of $326,767.

s program services W VHII does not require collateral fo secure cedits ™~ 7 T 7T T :



WEST VIRGINIA HEALTH IMPROVEMENT INSTITUTE, INC.
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2010

NOTE D - SERVICE CONTRACT COMMITMENIS (CONTINUED)

WYVHII entered into & grant agreement with West Virginia department of Administration for the benefit of
the West Virginia Children’s Health Insurance Program (“WVCHIP”) to operate the Tri-state Children’s
Health Improvement Consortium (“TCHIC”). The grant is for the period from February 22, 201 0 through
February 21, 2015 and provided up to $3,631,015 on funds on a cost reimbursement hasis, During the year
ended December 31, 2010, WVHII recognized $166,366 from this grant, and had $33,634 of deferred

revenue 1¢lated to this grant.

WVHII entered into agieement number G110857 with WVBMS for a program to develop an operational
protocol to be submitted with the Money Follows the Person grant application (“MFP”) The grant is for the
petiod from October 1, 2010 through January 31, 2011 and provides up to $200,000 of funds on a cost
Lcimbursement basis. During the year ended December 31, 201 0, WVHI bad not completed this program

and had not recognized any revenue

WVHI entered into agreement numbet G101036 with WVBMS for a program to improve the health status
of West Virginias (“Health Improvement”) The grant is for the period from June 1, 2010 throngh March 31,
2011 and provides up to $60,000 of funds on a cost reimbursement basis. During the year ended December
31, 2010, WVHII had not completed this program and had not recognized any revenue.

NOTE E - RELATED PARTIES

7 ?jwﬂ 7\/HH has entered mtoajnt_lac_fhaiagieements with the Commuﬁlfy Health Network ofWe"st‘V‘irg‘iﬂia',"a"' Tt o

non—pxoﬁt_oxganization and CSI Solutions, LLC, a private consulting firm specializing in the health care
industry Both organizations are represented by a member of WVHII’s board of directors.

The Community Health Network provides contraciual services to the Regional Extension Center
(“WVRHITEC”) relating to administration, care, and direct assistance services, and to the Medicaid

Transformation Program (“BMS”) asa sub-giantee performing an Electronic Health Records Incentives Pilot

CSI Solutions provides management services to the WYRHITEC, TCHIC and BMS programs as wellasa

subgrantee of the BMS program, preforming a Medical Home Savings Pilot and a Reporting Feasibility Pilot.

NOTE F - COMMITMENTS AND CONTINGENCIES

T.conomic dependency - WVHII generatesa substantial portion of its revenue from contracts with ONC and
WYVBMS. Discontinuation of support from these sources could significantly impact operations During 2010,
WV received 1evenue of approximately $2,864,000 from these sources, and at December 31, 2010, the

receivable from these entities was approximately $460,000.

Cash balances in excess of FDIC ipsurance - WVHI maintains cash in a demand deposit account with
a federally insured bank At times the balances in this account may exceed the federally insured limits




_ Management _evaluated the eife

WEST VIRGINIA HEALTH IMPROVEMENT INSTITUTE, INC.
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2010

NOTE F - COMMITMENTS AND CONTINGENCIES (CONTINUED)

Risks and uncertainties - WVHIL is subject to certain claims which arise in the ordinary course of business.
Tt is not possible, at the present time, to estimate the ultimate legal and financial liability, if any, with respect
to such claims that may presented to WVHIL In the opinion of management, the eventual outcome of any
such claim would not have a material adverse effect on WVHII's financial position. Depending on the
amounts and timing of any such resolution, an unfavorable outcome could materially affect the results of

operations ot cash flowsina particular period

WVHI receives significant financial assistance from the U .S. Government and the State of West Virginia
in the form of contracts and other federal awards Entitlement to those resources is generally conditioned
upon compliance with the terms and conditions of the contracts and applicable fedetal and state re gulations,
including the expenditure of the resources for allowable purposes. WVHII provides for estimates of any
material disallowance arising in connection with the operation of these programs when such amounts become
reasonably estimable. Federal awards are subject to financial compliance audits undes either the federal
Single Audit Act or by contracting agencies of the federal government or their designees. The ultimate
obligations that may arise {Tom cost disallowance o1 sanctions as a result of those audits and the related
impact on the finanical statements of WV is unknown The ultimate resolution of any regulatory review
process could materially impact WVHIL's future operations ot cash flows in a particular period.

NOTE G - SUBSEQUENT EVENTS

ct subsequent events would have on the financial statements through
September 19, 2011, which is the date the financial statements were available to be issued.

On February 8, 2011, the NGA related to WVRIITEC from the ONC were amended to increase the federal
funding under the WVRHITEC contract by $506,755 to $6,710,775 These increased funds are being
provided to provide services to critical access hospitals, rural hospitals and other healthcare providers.

On January 27,2011, WVBMS amended the Transformation Grant by increasing the funds available under
the grant by $535,120 and altering the statement of woik to include more services as pait of the program

On August 8, 2011, WVHII refunded WVBMS $103,032 of unused funds collected by WVIHII undes the
Transformation Gramt

In Tanuary 2011 twelve employees of WVCHN became employees of WVHIL Arrangements between the
two organizations for reimbursements of allocated employes compensation, rental of facilities and other

office overhead expenses are being negotiated

0




ACCOMPANYING INFORMATION
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WEST VIRGINIA HEALTH IMPROVEMENT INSTITUTE, INC.
NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE YEAR ENDED DECEMBER 31, 2010

NOTE A - BASIS OF PRESENTATION

The accompanying schedule of expendituzes of federal awards (the Schedule) includes the Federal grant
activity of the West Virginia Health Improvement Institute, Inc. (WVHII) under programs of the federal

government for the year ended December 31, 2010

The information in this Schedule is piesented in accordance with tequizements of OMB Circular A-133,

“ Audits of States, Local Governments, and Non-Profit O1 ganizations.” Because the Schedule presents

only a selected portion of the operations of the WVHII, it is not intended to and does not present the
financial position, changes in net assefs, or cash flows of the WVHIL

NOTE B - SIGNIFICANT ACCOUNTING POLICIES

1) Expenditures reported on the Schedule are reported on the accrual basis of accounting. Such
expenditures are recognized following the cost principles contained in OMB Circular A-122, “Cost
Principles for Non-Profit Organizations,” wherein cerfain types of expenditures are not allowable or are

{imited as to reimbursement.

2) Pass-through entity identifying numbers are piesented where available.

12



WEST VIRGINIA HEALTH IMPROVEMENT INSTITUTE, INC.
NOTES T'0 SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE YEAR ENDED DECEMBER 31, 2010

NOTE C - SUBRECIPIENTS

Of the federal expenditures presented in the schedule, WVHII provided federal awards to subrecipients

as follows:
Amount Provided
CFDA Number Program Name 1o Subrecipients

93,793 Medicaid Transformation Grant $1,185,561

i3



INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL
OVER FINANCIAL REPORTING AND ON COMPLIANCE
AND OTHER MATTERS



Ware & Hall, PLLC

Certified Public Accountants

The River Tower, Suite 601, 1108 3" Avenue
Post Office Box 819, Huntington, West Virginia 25712-0819
Felephone: (304) 5257202 Fex: (304) 525-1282

Daniel 7. Ware, CPA Membex's .of
William L. Hall, CPA American Institute of
Certified Public Accountants

WV Society of Certified Public Accountants

INDEPENDENT AUDITORS’ 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

Boaid of Ditectors
West Virginia Health Improvernent Instiiute, Inc.
Cross Lanes, West Virginia

We have audited the financial statements of West Virginia Health Improvement Institute, Inc. (a
nonprofit organization) as of and for the year ended December 31, 2010, and have issued our 1eport
thereon dated September 19, 2011. We conducted our audit in accordance with auditing standards generally
accepted in the United States of American and the standards applicable to financial audits contained n
Government Auditing Standards, issued by the Comptroller General of the United States

Tnternal Control Over Financial Reposting

In planning and performing our audit, we consider ed West Virginia Health Improvement Institute,
Inc ’s internal control over financial reporting as a basis for designing our auditing procedures for the
purpose of expressing onr opinion on the financial statements, but not for the purpose of expressing an
opinion on the effectiveness of West Virginia Health Improvement Institute, Inc.’s internal control over
financial reporting. Accordingly, we do not express an opinion on the effectiveness of the Organization’s

internal control over financial reporting.

A deficiency in internal control exists when the design o opelation of a control does not allow
management or employees, in the noumal course of performing their assigned functions, to prevent, o1
detect and correct misstatements on a timely basis. A material weakness is a deficiency, or combination
of deficiencies, in internal contzol such that there is a 1easonable possibility that a material misstatemnent
of the entity’s financial statements will not be prevented, o1 detected and corrected on a timely basis

Our consideration of internal control over financial reporting was for the limited purpose described
in the first paragraph of this section and was not designed to identify all deficiencies in internal control
over financial reporting that might be deficiencies, significant deficiencies, or material weaknesses We
did not identify any deficiencies in internal control over financial reporting that we consider to be material

weaknesses, as defined above

14




Compliance and Other Matters

As part of obtaining reasonable assurance about whether West Virginia Health Improvement
Institute, Inc.’s financial statements are free of material misstatement, we performed tests of its compliance
with certain provisions of laws 1egulations, contracts, and grant agreements, noncompliance with which
could have a direct and material effect on the determination of financial 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 results 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 items 10-1, 10-2 and 10-3.

West Virginia Health Improvement Institute, Inc.’s response to the findings identified in our audit
is described in the accompanying schedule of findings and questioned costs We did not audit West
Virginia Health Improvement Institute, Inoc.’s response and, accordingly, we express no opinion on it.

This report is intended solely for the information and use of management, the Board of Directozs,
others within the entity, and federal awarding agencies and pass-through entities and is not intended to be
and should not be used by anyone other than these specified parties

Mu— f(.s%m’—l Plee

Huntington, West Virginia
September 19, 2011
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Daniel . Waze, CPA Members of

William L. Hall, CPA Aamnerican Institute of
Certified Public Accountants

WV Society of Certified Public Accountants

INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE WITH REQUIREMENTS
THAT COULD HAVE A DIRECT AND MATERIAL EFFECT ON EACH
MAJOR PROGRAM AND ON INTERNAL CONTROL OVER COMPLIANCE IN
ACCORDANCE WITH OMB CIRCULAR A-133

Board of Directors
West Virginia Health Improvement Institute, Inc
Cioss Lanes, West Virginia

We have audited West Virginia Health Improvement Institute, Inc.’s compliance requirements
described in the OMB Circular A-133 Compliance Supplement that could have a direct and material effect
on each of West Virginia Health Improvement Institute, Inc ’s major federal programs for the year ended
December 31, 2010 West Virginia Health Improvement Institute, Inc.’s major federal progiams are
identified in the summary of auditor’s results section of the accompanying schedule of findings and
questioned costs. Compliance with the requirements of laws, regulations, contiacts, and grants applicable
to each of its major federal programs is the responsibility of West Virginia Health Improvement Institute,

“Inc.’s management. Our responsibility is to express an opinion on West Virginia Health Improvement
Institute, Inc.’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 Citcular A-133,
Audits of States, Local Governments, and Non-Profit Organizations. Those standards and OMB Circular
A-133 require that we plan and perform ihe audit to obtain 1easonable assurance azbout whether
noncompliance with the types of compliance requirements referzed to above that could have a direct and
material effect on a major federal program occurted. An andit includes examining on a test basis, evidence
about West Virginia Health Improvement Institute, Inc.’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 West

Viiginia Health Improvement Institute, Inc ’s compliance with those requirements.

As described in items 10-4 through 10-8 in the accompanying schedule of findings and questioned
costs West Virginia Health Improvement Institute, Inc did not comply with requirements 1egaiding
allowable costs/cost principles; cash management procuiement, suspension and debarment; anc
subrecipient monitoring requirements that are applicable to its RHITEC and Medicaid Transformation
programs. Compliance with such requirements is necessary, in out opinion for West Virginia Health
Improvement Institute, Inc o comply with requirements applicable (o those programs
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In our opinion, except for the noncompliance described in the preceding paragraph, West Virginia
Health Improvement Institute, Inc. complied in all material respects with the compliance requirements
referred to above that could have a direct and material effect on each of its major federal programs for the

year ended December 31, 2010

Internal Control Over Compliance

Management of West Virginia Health Improvement Institute, Inc. is responsible for establishing
and maintaining effective internal control over compliance with the requirements of laws, regulations,
contracts and grants applicable to fede1al programs In planning and petforming our audit, we considered
West Virginia Health Improvement Institute, Inc.’s internal control over compliance with the requirements
that could have a direct and a material effect on a major federal program fo determine the audifing
procedutes for the purpose of expressing our opinion on compliance and to test and report on internal

control over compliance in accordance with OMB Circular A-133, but not for the purpose of expressing

an opinion on the effectiveness of internal conirol over compliance. Accordingly, we do not express an
opinion on the effectiveness of West Virginia Health Impiovement Tnstitute, Inc ’s internal control over

compliance

Our consideration of internal control over compliance was for the limited purpose described in the
preceding par agraph and was not designed to identify all deficiencies in internal control over compliance
that might be significant deficiencies o1 material weaknesses and therefore, there can be no assurance that
all deficiencies, significant deficiencies, o1 material weaknesses have been identified However, as
discussed below, we identified certain deficiencies in internal control over compliance that we consider

to be significant deficiencies.

A deficiency in internal control over compliance exists when the design or operation of a contiol
over compliance does not allow management ol employees, in the normal course of performing their
-assigned functions, to prevent, or detect and correct, noncompliance with a type of compliance requirement
of a federal program on a timely basis. A material weakness in internal control over compliance is a
deficiency, or combination of deficiencies, in internal control over compliance, such that there is a
reasonable possibility that material poncompliance with a type compliance requirement of a federal
program will not be prevented, or detected and cortected, on a timely basis. We consider the deficiencies
in internal control over comphance described in the accompanying schedule of findings and questioned
costs as items 10-4,10-5 and 10-8 to be material weaknesses

A significant deficiency in internal control over compliance is a deficiency, or a combination of
deficiencies, in internal contiol over compliance with a type of compliance requirement of a federal
program that is less severe than a material weakness in internal control over compliance, yet important
enongh to merit attention by those charged with goveinance We consider the deficiencies in internal
control over compliance described in the accompanying schedule of findings and questioned costs as itemns

10-6 and 10-7 to be significant deficiencies

West Virginia Health Improvement Institute, Inc.’s 1esponses to the findings identified in our audit
are described in the accompanying schedule of findings and questioned costs We did not audit West
Virginia Health Tmprovement Institute, Inc.’s 1esponses and, accordingly, we express no opinion on the

1eSponses.
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This 1eport is intended solely for the information and use
others within the entity, federal awarding agencies and pass-thro
should not be used by anyone other than these specified parties.

Mw #s&lu’—t Aree

Huntington, West Virginia
September 19, 2011
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS



WEST VIRGINIA HEALTH IMPROVEMENT INSTITUTE, INC.
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED DECEMBER 31, 2010

SECTION I - SUMMARY OF AUDITORS’ RESULTS
FINANCIAL STATEMENTS
Type of Auditor’s Report Issued - Ungualified

Internal Comirol Over Financial Reporting:

— i
e Material weakness(es) identified? Yes No
»  Significant deficiency (ies) identified that are not - 4
considered 1o be material weaknesses? Yes None
Reported
Noncompliance material to the financial statements? v -
Yes No
FEDERAL AWARDS
Imternal Control Over Major Programs:
'l _
s Material weakness(es) identified? Yes No
s Significant deficiency (ies) identified that are not e o
considered to be material weaknesses? Yes None
Reported
Type of Auditor’s Report Issued on Compliance for Major Programs - Qualified
Any audit findings disclosed that are requited to be reported d .
in accordance with section 510(z) of OMB Circular A-133? Yes No
{dentification of Major Programs:
Program
Department of Health and Human Services CFDA #
West Virginia Regional Health Information
Technology Progiam 93 718
Medicaid Transformation Grant 93 793
Dollar (fzeshold nsed to distinguish between
Type A and Type B piograms: $ 300.600
Auditee qualified as Jow-risk auditee? o i
Yes No
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WEST VIRGINIA HEALTH IMPROVEMENT INSTITUTE, INC.
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED DECEMBER 31, 2010

SECTION II - FINANCIAL STATEMENT F INDINGS

10-1

Indirect Cost Allocation

Condition: The agency charged the Medicaid Transformation Award with a 10% overhead
charge, but no indirect cost proposal was prepared or negotiated.

Criteria: OMB Circular A-133 “Cost Principles for Non-Profit Organizations: defines indirect
costs as costs that have been incurred for common or joint objectives and cannot be readily
identified with a particular final cost objective, such as general administration expenses. To
tecover indirect costs, a Non-Profit organization must prepare an indirect cost proposal which
is based on the most curtent financial data supported by the Organization’s accounting and
audited financial statements, if applicable. The circular further states that if a non- profit
organization has not previously established an indirect cost rate with a federal agency that it shall
submit its initial cost proposal immediately after the organization is advised that an award will
be made and, in no event, later than three months after the effective date of the awaid.

Effect: Allocation of common or joint general and administrative costs without the completion
and negotiation of an acceptable indizect allocation proposal can result in noncompliance as well
as possible disallowed costs

Recommendation: Review the cost principles set forth in OMB Circular a-122 and othex federal
regulations, and then develop and implement the proper procedutes to ensure that indirect costs
are allocated based on a properly prepared and negotiated indirect cost 1ate proposal

Subrecipient Monitoring

Condition; The Organization did not perform adequate during-the-award monitoring of the
subrecipients’ use of federal awards to provide reasonable assurance that the subteciplents
administered the federal awards in compliance with laws, regulations, and the provisions of
contracts oi grant agreements and that performance goals were achieved. Further, the
O1ganization did not take the appropriate steps to verify the subrecipients received an annual
audit if required and took timely and appropriate corrective action for any findings

Criteria; OMB Circular A-110, “Uniformn Administiative Requirements for Grants and
Agreements with Institutions of Higher Education, Hospitals, and Non-Profit Organizations,
states that the recipients are responsible for managing and monitoring each project, program,
subaward, function or activity supported by the award Recipients also shall monitor subawards
to ensuze subrecipients have met the applicable audit requitements.
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WEST VIRGINIA HEALTH IMPROVEMENT INSTITUTE, INC.,
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED DECEMBER 31, 2010

SECTION II - FINANCIAL STATEMENT FINDINGS (CONTINUED)

10 -2

10 -3

Subrecipient Monitoring (continued)

Effect: The Organization is in noncompliance with the subsecipient monitoring requirements.
Further, the Organization could be responsible for repaying funds that were found to be
questionable costs as a result of a subrecipient’s operations.

Recommendation: Develop and implement the necessary policies and procedures to monitor the
activities of those agencies to whom federal grant fund are passed. Additionally, ensure these

procedures include requirements to obtain and review the andits of the subrecipients and that
timely, appropiiate corrective action was taken for any findings noted in the audits

Cost Allocation

Condition: Tt was noted during our review that costs incurred for common o1 joint objectives of
several programs including operation and maintenance and general and administrative costs were
directly allocated to the progiams. No docurmentation was maintained to verify that the costs
wete prorated using a base which accur ately measuzes the bepefits provided to each award or

other activity.

Criteria: OMB Circular A-122 “Cost Principles for Nonp: ofit O1ganizations” states that the
direct allocation of method is acceptable, provided each joint cost 1s prorated using a base which

‘accurately measures the benefits provided to cach award or other activity. The base must be

established in accordance with Teasonable criteria, and be supported by current data.

Effect: Allocation of costs to particular awards without documentation to suppott the base used
could result in noncompliance with grant regulations and possible disallowed costs.

Recommendation: Review the cost principles set forth in OMB Circular A-122 and other federal
regulations, and then develop and implement the proper procedures to ensure that costs are
directly allocated using a base supported by curzent data that accurately measures the benefits
provided to each activity. The ct iteria and methodology of allocation should also be documented

to support the allowability of costs charged against each award



WEST VIRGINIA HEALTH IMPROVEMENT INSTITUTE, INC.

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED DECEMBER 31, 2010

SECTION III - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

Department of Health and Human Services:

160 -4

10-5

10-6

10 -7

Medicaid Transformation Grant - CFDA No. 93.793

Grant No., G100390
Grant Period 7/1/09 - 3/31/11
The finding identified in 10-1, indirect cost allocation,

also applies to this program
Questioned Costs

Medicaid Transformation Grant - CFDA No. 93,793

Grant No. G100390

Grant Period 7/1/09 - 3/31/11
The finding identified in 10-2, subrecipient monitoting,
also applies to this program.

Questioned Costs

West Virginia Regional Health Information Technology
Program - CFDA No. 93.718

_ Grant No. 90RC0017/01

Grant Period 2/8/10 - 2/7/14 A
Medicaid Transformation Grant - CFDA No. 93.793
Grant No. G100390
Grant Period 7/1/09 - 3/31/11

The finding identified in 10-3, cost allocation,

also applies to these programs.

Questioned Costs

Medicaid Transformation Grant - CFDA No. 93.793

Grant No. G100390
Grant Period 7/1/09 - 3/31/11

Cash Management

Condition: The Organization drew funds from the pass-thiough
agency in equal quartetly installments without consideration for
the immediate cash requirements for carrying out the purpose
of the approved program Further, the Organization had a
substantial deferred revenue for this program at the fiscal year
indicating that cash draws were in excess of expendituies.
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Questioned
Costs

None

None

None




WEST VIRGINIA HEALTH IMPROVEMENT INSTITUTE, INC.
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED DECEMBER 31, 2010

SECTION Il - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS (CONTINUED)

Department of Health and Human Services:

10-7

10-8

Cash Management: (Continued)

Criterta: OMB Circular A-110 “Giants and Agreements with
Institutions of Higher Education, Hospitals, and Other Non-

Profit Organizations: requites that cash advances to a recipient

organization be limited to the minimum amounts needed and be
timed to be in accordance with the actual, immediate cash
requirements of the tecipient organization in carrying out the

purpose of the approved program or project.

Effect: The drawing down of funds in excess of immediate cash
needs results in noncompliance with federal regulations.

Recommendation: Review the federal regulations and sections
of the funding award related to the advance payment of federal
funds and develop and implement the necessary policies and
procedures to minimize the time elapsing between the transfer
of funds and disbursement by the recipient.

Questioned Costs:

West Virginia Regional Health Information Technology
Program - CFDA No. 93.718

Grant No. 90RC0017/01

Grant Period 2/8/10 - 2/7/14

Medicaid Transformation Grant - CFDA No. 93.793
Grant No. G100390

Grant Period 7/1/09 - 3/31/11

Procurement, Suspension and Debarment

Condition: The O1ganization entered into several contracts with
various agencies without verilying that these agencies were not
debarred, suspended o1 otherwise excluded from of ineligible
for participation in Federal asgistance programs or activities

Futher, the O1ganization did not maintain proper documentation
on the selection of contractors or the reasons for limiting
competition in those cases where competition was limited Also,
entities who helped develop the specification for various
activities of the project also were awarded these contracts

Questioned
_Costs

None




WEST VIRGINIA HEALTH IMPROVEMENT INSTITUTE, INC.
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED DECEMBER 31, 2010

SECTION III - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS (CONTINUED)

Department of Health and Human Services:
Questioned

Costs

10 -8  Procurement, Suspension and Debarment {Continned)

Criteria: OMB Circular A-110 Giants and Agreements with
Institations of Highe: Education, Hospitals, and Other Non-
Profit Organizations: requires recipients to comply with the
nonprocurement debarment and suspension common rule that
restricts subawards and contracts with certain parties that are
debarred, suspended or otherwise excluded from participation
in Federal assistance programs or activities. The recipient is
required to perform a verification check for covered
transactions by checking the Excluded Parties List System
(EPLS) before enfering into the confracts or agreements.
Further, the circular specifies that procurement records and
files for purchases in excess of the small purchase threshold
(contracts greater than $25,000 and the subawards of any
“amounts) shall include a minimum: {(a) basis for confractor
selection, (b) justification for lack of competition when
competitive bids o1 offers are not obtained, and (c) basis for
award cost or price. Also, in order to enmsuie objective
contractor performance and eliminate unfait competitive
advantage, contractors that develop or draft specification,
requiternents, stateroents of work, invitations for bids and/or

. vmen semmating for

requests for proposals shail be excluded from competing o1
such procurements.

Effect: The failure to comply with all aspects of the
procurement requitements found in the OMB Circular A-110 or
other federal regulations could result in the disallowance of

COsts

Recommendation: Review the federal regulations and agency’s
policies related to procurement to strengthen the conirois to
ensure complete compliance with all requirements.

Questioned Costs None




MANAGEMENT’S RESPONSE AND CORRECTIVE ACTION PLAN



| 1{1:{ West Virginia
| Hea fth Improvement Institute

Ware & Hall, PLLC

The Riyer Tower Suite

1108 3™ Avenue

Suite 601

Post Office Box 819

Huntington West Virginja 25712-0819

September 25, 2011

Dear Sifs:

this letter regresanits Management's resporise to your findings and recommieridations from your
A-133 audit for-the Wast Vi ginia Health improvément lnstltute far the yaar ended Decermber 31; 2010
The audlt penod addressed represented tha ftrst aperatlonai year of the HeaTth Impmvement instz‘tute

Auditor’s Condition: The agency charged the award with a 10% overhead charge, but no indirect

cost proposal was prépared or negotiated

Criteria: OMB Circular A-122 “Cost Principles for Non-Profit Grganizations” defines indirect
costsas costs that have been- mcurred for-common of joint objentwes and cannot be readily
;dentlf“ed thh & partlcular fmal cost objec’flve such ds general administration: expenses. 7o
recover mdlrect costs, a Non-Profit Orgamzatfon must prepare an indirect cost pmposa! which is
hased on the most current financial data supported by the organization’s accounting ahd
audited financial statemants, if applicable The dircular further states that if a non-profit
organization has not previously established an indirect cost rate with a Federal agency it shall
submit its initial indirect cost propesal immediately after the organization is advised that an




111 West Virginia
J Health Improvemeni Instltui:e

award will be made and, in no event, later than three months after the effective date of the

award.

Effect: Aflogation of cormon ot joint general and administrative costs without the completion
ard: nego’ctatlon af 2n. acceptable indirett allotation proposai can result in honcampliance 85

well as possible g;_lg_sa]fo,wgd €os!s.

Recommendation: Review the cost prin nciples set forth in GMB Circular A-122 and other federal
regulations; andthen develop and implement the proper procedures ko) ensure ‘thyat indivect
costs are allocated based oH & properly prepared and negotisted indirect ¢ost fate proposal.

ed fransitioned

the sub reCIplents use of federa"i awards to pmwde reasanable assurance that the sub reup;ents
e ey ] $lam ~F

admmxstered ?:he fed 'ral awa{ds in cempnance with faws; reguiations; @pd the pi ovisigns of
4 c -and that perﬁarmance goals wereachieved. Further, the

Organ;za’tlon dld not take the appropnate steps to verify tha stib recipi ienits received an annual
audit if regtired #nd took timely and appropriate corrective action for any findings.

Critéria: OMB Circular A-110, “Uniform Administrative Requirements for Grants and Agreements
with Institutions of Higher Education, Hospitais, and Non-Profit Organizations, states that
recipients are responsible for managing and monitoring each project, program, subaward,
function or activity supporied by the award. Recipients also shall monitor subawards to ensure

sub recipients have me the applicable gudit requirements




_ TTT West Virginia
: ‘3% E{E Hea%th Impmvement instttute

Effect: The Orgamza’clon is in noncompliance with the subrecipient monitoring requirements.
Further, the Organization could be responsible for repaying funds that were found to be
questionabl’*é costs as a result of a subrecipient’s operations

Recommendation: Develop and implernent the necessary policies and procedures to moniter the
activities of thosa agencies to whori federal grant fund are passed. Additionally, erisure these

procedures mclude requnements to obtain and review the audits of the sub recipients and that

s eofrective action was taken for any findings noteci if the awdits.

GF memtmmg of sub rec:paents, as defined in OB Gircular No. A53 Part
viat ' '}zat;ens contratted to perfcrm the

mest appropriat ' 141 15100 ‘ {
services. OMB Ctrcu!ar No. _,133 Part 210{6) mdlcates tha‘t iy mvaking
" “subrecipiént of -ventor relationship exists, the substance of the relationship is moreini partant than

the;fg;,m of ;h__e,agr-eemen WVHI ‘theiefore had consndered the pilot sub-giantees as véndors rather

ination of whether a

EY U

,Afore any subsequent paymen’ts w.oula be ag}p[o i 9‘1 VL Thes f
able to the auditors because they were not maintained by the accounting

records were not made avail
staff that partxcxpated inthe audit and who had limited knowledge of the operational details of the

program. These fecords cah be radg available, and will be maintained in the corporate office in the

future so that they can be readily available for such an audit.

16-%  Cost Allacation

Auditor’s Condition: It was noted during our review that costs incurred for common or joint
objectives of several programs including operation and maintenance and general and
administration costs were directly allocated to the programs No documentation was maintained




}iil West Virginia
Heaith Impmvement Inst;iute

to verify that the costs were prorated usinga hase which accurately measures the benefits

provided to each award or other activity

Criteria; OMB Circular A-122 “Cost Principles for Nonprofit Organizations” states that the direct
allecatioh method is acceptabie, prcwded each jo;nt costis pr@rated usmg a base which accurately

gould resuIt in noncomphance wrth grant regtﬂattons and pessib[e dlsaIIOWEd coils, ThlS app!ies
nt CFDA No 93, 793 Grant Number 6100390 (grant penod

RESPONSE:

BecauseWV il is.a new-entity it does not havean established indirect rate. As noted previously, the
]nﬁ;ge_g; rate was: p«;hmatpd at 10% for the initial penod while WVHIlis estabhshmg the history

regtiired to obtaifva federally approved indirect rate; this is anticipated to be for the year ended 2011,

Allocation of overhead costs charged to the WVHIFwas estimated for 2010. For 2011, detailed records

are behig maintainéd ‘of staff tise using a time’ accountmg system The various categenes of
overhead such as space and telecommuriications wilibe allocated on the basis of staff effor’c Policies
on criteria and methodology for dllocation are being developed and will'‘be applied for ath future

accounting perfods,




West Virginia
%/ EEEI Health Improvement Instztute

rpation Grant - CFDA Ne, 93793

15-4 Medicaid Transfe
RESPONSE:

With respect to'ﬁh&fﬁgﬁidéhﬁﬁed.in 19-1, indirect cost allocation, please refer to our response to 10-1,
above.

16.5  Medicaid Transformation Graaf - CFDA Ne. 93,763

RESPONSE:

Witl‘i respect to findingidentified in 102, subrecipient moniforing, please referto our response 10 10-

With respect to ﬁn,ding:i‘dentifiéd; in 16-3, cost allocation, ‘p':le'ase refef to cqrgréspan:se 1o 10:3; ai;ege

Seciion 1k Federal Award Findings and Questionsd Costs

purpose -Df'the ap,p._; O‘v_’.e.d program-or pro;e-ct.

Effect: The drawing down of funds in excess of immedidgte cash needs resuits in noncompliance
with federal regulations.

rRecommendaticn:; Review the federal regutations and sections of the funding award related to
the advance payment of federal funds and develop and implement the necessary policies and
procedures ta minimiize the time elapsing between the transfer of funds and disbursement by

the recipient.




71T West Virginia
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RESPONSE:

The Medicaid Transformation Grant is a grant agreement between the West Virginia Health

Improvement Institute (“WVHII” or the “arganization”} and the state of West Viiginia Bureau for

Medical Services. The grant provided for the draw of funds according to a schedule incorporated into
he West Virginia Department of Health and Human

h grant draw and obtam a manua! check; thls process.

the grant;-agreement;i This was done becausg t

A policy will-be wiitterythat adidresses the timing.on ftvoicing and funds dra Srakgrants and

cooperative agreements:

108

Beoiis ke

Auditer’ s--Gondxtlon The Organization entered irito several covered contracis with various
agenties wsthout verifying that these agencies werg not debarred, suspended of otherwise
excluded from or: mehgible for participation in Federal assistance programs Of dctlvities
Further, the orgamzatlon did not maintain proper documentation on the sélection of
contractors or the reasons for llmltmg competition in those cases where competition wes
limited . Also, entities who helped develop the specifications for various activities of the project

also were awarded these contacts

Criteria: OMB Circular A-110 Grants and Agreements with Institutions of Higher Education,
Hospitats, and Other Nen-Profit Organizations” requires recipients to comply with the non-
orocurement debarment and suspension common rule that restricts subawards and contracts
with certain parties that are debarred, suspended or otherwise excluded from participation in




_{1 West Virginia
141, riea ith Impmvement Iﬁstztute

Federal assistance programs or activities. The recipient is required to perform a verification
chetk for covered fransactions by checking the Excluded Parties List System (EPLS) before
entering inte the contracts or agreements. Further, the circular specifies that procurement
records and files fér purchases it excess of the- smail purchase threshold fcontracts greater than
$25:000 and subawards of any amounts)” ludé at a painimums [a).basis for contractor
selection, (b} justification for tack of competition when competitive bids or offers arenot
obtaingd; ahd s ) basis for award gost or price. Also, In ordes toensure ebje y&-gantrattor
e;and ehmxnate unfalr c;ompetltwe advantage contractors tnat cteverop of ara?‘

procurement

the pnme grantee (the Bureau for Med!ca! Semces) M;nutes of aH work gr oup meetings were
scuss:sns of the; group and can be made availabie All ef the grantees

records were bemg requested 50 thES audit determmatmn was made wrtho ut the data ’chat was
available. WVHI will make the required changes to our records retentton such that. prcuect materials
such as this will be made available in the future to the auditors from a central location:




T T West Virginia
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Swmmmany

Management wolitd like te tharik the auditors for their diligence in review of the audit and financial
orocesses The recommendations are constructive and the recessary thanges in policy and procedures
have been implemerited, The audit did not revealany material deficiencies or disallowed costs. The
audit will be rewewed by the Fiance Committee of the Board and presented ta the full board

Respectfulty subgitted;

DHHR -~ Finance

tP 28
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Ware & Hall, PLIC

Certified Public Accountants

The River Tower, Suite 601, 1108 3% Avenus
Post Office Box 819, Huntington, West Virginia 25712-0819
Telephone: (304) 525-7202  Fax: (304) 525-7282

Danicl I Ware, CPA Members of
William L. Hall, CPA. American Institute of

Certified Public Accountants
WV Society of Certified Public Accountants

September 19, 201 1

West Virginia Health Improvement Institute, Inc.
Cross Lanes, West Virginia

We have audited the financial statements of West Virginia Health Improvement Institute,
Inc. for the year ended December 31, 2010 and have issued our report thereon dated September
19, 2011. Professional standaids require that we provide you with information about our
responsibilities under generally accepted auditing standards, Government Auditing Standards
and OMB Circular A-133, as well as certain information related to the planned scope and timing
of our audit. We have communicated such information in our engagement letter to you dated
March 19, 2011. Professional standards also require that we communicate to you the following

information related to our audit.

Significant Audit Findings
Qualitative Aspects of Accounting Practices

Management is responsible for the selection and use of appropriate accounting polices.
The significant accounting policies used by West Virginia Health Improvement Institute, Inc. are
described in Note B to the financial statements No new accounting policies were adopted and
the application of existing policies was not changed during 2010. We noted no transactions
entered into by the Oirganization during the year for which there is a lack of authoritative
guidance or consensus. All significant transactions have been recognized in the financial

statements in the proper period.

Accounting estimates are an infegral part of the financial statements prepared by
management and are based on management’s knowledge and experience about past and current
events and assumptions about future events Certain accounfing estimates are particularly
sensitive because of their significance to the financial statements and because of the possibility
that future events affecting them may differ significantly from those expected. The most
sensitive estimate affecting the financial statements was:




Management’s allocation of costs between the various program activities and
administrative functions.

We have commented and made recommendations regarding direct and indirect cost
allocation as findings 10-1 and 10-3 in the Schedule of Findings and Questioned Costs section of

our report.
Difficuliies Encountered in Performing the Audit

We encountered no significant difficulties in dealing with management in performing and
completing our audit.

Corrvected and Uncorrected Misstatements

Professional standards require us to accumulate all known and likely misstatements
identified during this audit, other than those that are trivial, and communicate them to the
appropriate level of management. Management has cotrected all such misstatements. In addition,
none of the misstatements detected as a result of audit procedures and corrected by management
wete matetial, either individually or in the aggregate, to the financial statements taken as a

whole.

Disagreements with Management

For purposes of this letter, professional standards define a disagreement with

management as a financial accounting, reporting, or auditing matter, whether or not 1esolved to
our satisfaction, that could be significant to the financial statements o1 the auditor’s report. We
are pleased to report that no such disagreements arose during the course of our audit.

Management Representations

We have requested certain representations from management that are included in the
“management repiesentation letter dated September 19, 2011,

Management Consultations with Other Independent Accountants

In some cases, management may decide to consult with other accountants about auditing
and accounting matters, similar to obtaining a “second opinion” on certain situations. If a
consultation involves application of an accounting principle to the Organization’s financial
statements or a determination of the type of auditor’s opinion that may be expressed on those
statements, our professional standaids require the consulting accountant to check with us to
determine that the consultant has all the relevant facts To owr knowledge, there were no such

consultations with other accountants.




Other Audit Findings or Issues

We generally discuss a variety of matters, including the application of accounting
principles and auditing standards, with management ecach year prior to retention as the
Organization’s auditors. However, these discussions occurred in the normal course of our
professional relationship and our responses were not a condition to our retention.

The results of our audit disclosed no significant deficiencies in the Organization’s
internal control over financial reporting. However, three items of noncompliance material to the

financial statements were disclosed.

Five significant deficiencies were noted during the audit of the two major federal award
programs. Three of the deficienciés were considered to be material weaknesses.

For further information concerning the audit findings please refer to the Schedule of
Findings and Questioned Costs section of our report.

This information is intended solely for the use of the Board of Directors and
Management of West Virginia Health Improvement Institute, Inc. and is not infended and should

not be used by anyone other than these parties.

Very truly yours,
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DHMER - Finance
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