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Independent Accountants’ Report on Financial
Statements and Supplementary Information

Board of Pirectors
KVC Health Systerns, Inc.
Olathe, Kansas

We have audited the accompanying consolidated statements of financial position of KVC Health Systems, Inc.
as of June 30, 2012 and 2011, and the related consolidated statements of activities and cash flows for the years
then ended These financial statements are the responsibility of the Organization’s management. Our respon-
sibility is to express an opinion on these financial statements based on cur audits

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America Qur 2012 audit was also conducted in accordance with 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 audit 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 prin-
ciples used and the 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

In our opinion, the consolidated financial statements refeired o above present faiily, in all mateiial respects, the
financial position of KVC Health Systems, Inc. as of June 30, 2012 and 2011, and the changes in its net assets
and its cash flows for the years then ended in conformity with accounting principles generally accepted in the
United States of America

In accordance with Government Auditing Standards, we have also issued our report dated December 6, 2012,
on our consideration of the Organization’s internal control over financial reporting and our tests of its compli-
ance with certain provisions of laws, regulations, contracts and grant agreements and other matters The pur-
pose 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 intemal control over financial
1eporting or on compliance That report is an integral part of an audit performed in accordance with Govera-
ment Auditing Standards and should be considered in assessing the results of our audit

Our audits were conducted for the purpose of forming an opinion on the consolidated financial statements as a
whole The accompanying Supplementary Information, including the schedule of expenditures of federal
awards required by the U.S. Office of Management and Budget Circular A-133, dudit of States, Local Gov-
ernments and Non-Profit Organizations, as listed in the table of contents, is presented for puiposes of addi-
tional analysis and is not a required part of the consolidated financial statements. The consolidating
information is presented for purposes of additional analysis of the consolidated financial statements rather than
to present the financial position, results of operations, changes in net assets and cash flows of the individual
entities. 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 consolidated financial statements The infor-
mation has been subjected to the auditing procedures applied in the audits of the consolidated financial state-
ments and certain additional procedures, including comparing and reconciling such information directly to the
underlying accounting and other records used to prepare the consolidated financial statements or to the consol-
idated financial statements themselves, and other additional procedures in accordance with auditing standards
generally accepted in the United States of America. In our opinion, the information is faitly stated in all mate-
rial respects in relation to the consolidated financial statements as a whole.

BED L P

Kansas City, Missouri ; =
December 6, 2012 DHHRA - Finance

U Raceived




KVC Health Systems, Inc.

Consolidated Statements of Financial Position

June 30, 2012 and 2011

Assets
Current Assets
Cash and cash equivalents
Accounts receivable, net of allowance;
2012 - $940,000, 2011 - $688,000
Grants receivable
Prepaid expenses

Total current assets
Property and Equnipment, net

Other Assets
Goodwill
Deposits and other assets

Total assets

Liabilities and Net Assets

Current Liabilities
Current maturities of long-term debt
Accounts payable
Accrued salaries
Accrued compensated absences
Other accrued expenses
Deferred revenue

Total current liabilities

Long-term Debt
Capital lease obligations

Total liabilities

Net Assets
Unrestricted

Total net assets

Total liabilities and net assets

See Notes to Consolidated Financial Sfatements

2012 2011
§ 3,956,458 § 5,512,778
9,803,661 7,859,696
314,883 131,187
821,436 1,501,729
14,896,438 15,005,390
10,914,417 14,620,746
545,000 661,406
510,857 323,322
1,055,857 984,728

$ 26,866,712

$ 30,610,864

$ 184,940 $ 1,331,031
2,608.491 4,570,893
1,469,226 3,727,873

804,982 1,227,823
1,223,720 1,952,244
119,320 8,112,653
6,410,679 20,922,517
21,922 206,862
21,922 206,862
6,432,601 21,129,379
20,434,111 9,481,485
20,434,111 9,481,485

£ 26,866,712

$ 30,610,864




KVC Health Systems, Inc.

Consolidated Statements of Activities

Years Ended June 30, 2012 and 2011

Unrestricted Revenues, Gains and Other Support
Contract family presetvation, reintegration and adoption
Child placing services
Inpatient services
Cutpatient services
Contributions and grants
Interest income
Gain on disposition of assets
Miscellaneous

Total unrestricted revenues, gains and other support

Operating Expenses
Client care
Administrative and general
Fund raising

Total operating expenses

Change in Unrestricted Net Assets

Change in Temporarily Restricted Net Assets

Change in Net Assets

Net Assets, Beginning of Year

Net Assets, End of Year

See Nofes fo Consolidated Financial Statements

2012 2011
$ 83,165,551 § 86,047,436
13,834,618 10,970,354
14,465,541 13,632,818
8,138,327 9,565,343
3,162,069 3,417,587
13,056 13,193
34,253 1,171,773
666,513 502,076
123,479,928 125,326,580
99,929,526 117,243,196
12,367,054 13,010,862
230,722 206,844
112,527,302 130,460,902
10,952,626 (5,134,322)
- (3,000)
10,952,626 (5,137,322)
9,481,485 14,618,807
$ 20,434,111 5 9481485
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KVC Health Systems, Inc.

Consolidated Statements of Cash Flows
Years Ended June 30, 2012 and 2011

2012 2011
Operating Activities
Change in net assets $ 10,952,626 $ (5,137,322)
Ttems not requiring (providing) operating activities cash flows
Depreciation and amortization 1,675,990 1,662,208
Gain on disposition of assets {34,253) (1,177,773)
Goodwill impairment loss 116,406 288,194
Changes in
Accounts receivable (1,943,963) (184,714)
Grants receivable {183,696) 32,172
Prepaid expenses 680,293 (933,528)
Other asseis (187,535) (95,394)
Accounts payable (1,962,402) 1,560,275
Accrued salaries (2,258,647 1,442,652
Accrued compensated absences (422.841) 272,330
Other accrued expenses (728.524) (1,562,579
Deferred revenue (7.993,333) 8,061,514
Net cash provided by (used in) operating activities (2,289,881) 4,208,035
Investing Activities
Purchase of property and equipment (811,108} {(4,155,848)
Proceeds from disposition of property and equipment 2,875,700 . 3,272,504
Net cash provided by (used in) investing activities 2,064,592 (883,344)
Financing Activities
Proceeds from issuance of long-term debt - 1,113,835
Principal payments on long-term debt (1,331,031) (1,190,786}
Net cash used in financing activities (1,331,031) (76,951)
Increase (Decrease) in Cash and Cash Equivalents (1,556,320) 3,247,740
Cash and Cash Equivalents, Beginning of Year 5,512,778 2,265,038
Cash and Cash Equivalents, End of Year $ 3,956,458 $ 5,512,778
Supplemental Cash Flows Information
Capital lease obligations incurred for property and equipment $ - 3 15,992
See Notes to Consolidated Financial Stafements 4




KVC Health Systems, Inc.
Notes to Consolidated Financial Statements
June 30, 2012 and 2011

Note 1: Nature of Operations and Summary of Significant Accounting Policies

Nature of Operations and Principles of Consolidation

KVC Health Systems, Inc. is the sole corporate member of the following affiliates, collectively
referred to as the Organization:

KVC Behavioral HealthCare, inc.

KVC Behavioral HealthCare, Inc. is a Kansas not-for-profit organization headquartered in Olathe,
Kansas. It provides an integrated array of programs for emotionally and behaviorally impaired,
abused, neglected, runaway and homeless youth, ages birth to twenty-one, and their families.

KVC Behavioral Healthcare West Virginia, inc.

KVC Behavioral Healthcare West Virginia, Inc. is a West Virginia not-for-profit organization
headquartered in Charleston, West Virginia whose mission and principal activities are to
provide an integrated array of programs for emotionally and behaviorally impaired, abused,
neglected, runaway and homeless youth, ages birth to twenty-one, and their families.

KVC Behavioral Healthcare Kentucky, Inc

KVC Behavioral Healthcare Kentucky, Inc. is a Kentucky not-for-profit organization head-
quartered in Lexington, Kentucky whose mission and principal activities are to provide mental
health, educational and case management setvices to children with mental health needs who are
either placed in out-of-home care, hospitalized or who are facing imminent removal from their
biological home in the state of Kentucky.

KVC Behavioral Healthcare Nebraska, Inc.

KVC Behaviotal Healthcare Nebraska, Inc. is a Nebraska not-for-profit organization head-
quartered in Omaha, Nebraska whose mission and principal activities are to provide service
coordination, fostet care, family preservation, and supportive mental health services to the
children and families of Nebraska As further discussed in Note 3, two contracts representing a
substantial portion of 2012 and 2011 revenues were terminated on June 30, 2012

KVC Hospitals, Inc.

KVC Hospitals, Inc. is a Kansas not-for-profit organization headquartered in Olathe, Kansas,
whose mission and principal activities are to provide psychiatric care to children and adolescents
out of facilities in Kansas City, Kansas and Hays, Kansas




KVC Health Systems, Inc.

Notes to Consolidated Financial Statements
June 30, 2012 and 2011

KVC Real Estate Hoidings. Inc.

KVC Real Estate Holdings, Inc is a Kansas not-for-profit organization in Olathe, Kansas.
The organization was established to own and manage all the buildings and land that help
support KVC Health Systems, Inc. and its affiliates.

KVC Foundation, Inc.

KVC Foundation, Inc. is a Kansas not-for-profit organization in Olathe, Kansas. The Foundation
was created to establish an endowment and provide fundraising activities to support the progtams
of KVC Health Systems, Inc. and its affiliates.

The accompanying consolidated financial statements include the accounts of KVC Health Systems,
Inc., and it affiliates Al significant intercompany accounts and transactions have been eliminated in
consolidation.

Use of Estimales

The preparation of financial statements in conformity with accounting principies generally accepted 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 staternents and the reported amounts of revenues, expenses, gains, losses and other
changes in net assets during the reporting period. Actual results could differ from those estimates.

Cash Equivalents

The Organization considers all liquid investments with original maturities of three months or less
to be cash equivalents. At June 30, 2012 and 2011, cash equivalents consisted primarily of money
market accounts with banks.

Effective July 21, 2010, the FDIC’s insurance limits were permanently increased to $250,000. At
June 30, 2012, the Organization’s cash accounts exceeded federally insured limits by approximate-
Iy $1,929,000

Pursuant to legislation enacted in 2010, the FDIC will fully insure all noninterest-bearing transac-
tion accounts beginning December 31, 2010 through December 31, 2012, at all FDIC-insured insti-
tutions.

Accounts Receivable

Accounts receivable are stated at the net realizable value, which is the amount management expects
to collect from outstanding balances. The Organization provides an allowance for doubtful accounts,
which is based upon a review of outstanding receivables, historical collection information and existing
econormic conditions Accounts receivable are ordinarily due 30 days after the issuance of the invoice.
Accounts past due more than 90 days are considered delinquent. Delinquent receivables are written
off based on individual credit evaluation and specific circumstances of the customer.




KVC Health Systems, Inc.

Notes to Consolidated Financial Statements
June 30, 2012 and 2011

Property and Equipment

Property and equipmient are stated at cost less accumulated depreciation. Depreciation is charged
to expense using the straight-line method over the estimated useful life of cach asset  Assets under
capital lease obligations and leasehold improvements are depreciated over the shorter of the lease
term or their respective estimated useful lives.

The estimated useful lives for each major depreciable classification of property and equipment are
as follows:

Buildings and leasehold improvements 5-40 years
Furniture and equipment 5-10 years
Computer equipment and vehicles 5 years

Long-lived Asset Impairment

The Organization evaluates the recoverability of the carrying value of long-lived assets whenever
events or circumstances indicate the carrying amount may not be recoverable If a long-lived asset
is tested for recoverability and the undiscounted estimated future cash flows expected to result
from the use and eventual disposition of the asset is less than the carrying amount of the asset, the
asset cost is adjusted to fair value and an impairment loss is recognized as the amount by which the
carrying amount of a long-lived asset exceeds it fair value.

Contributions

Gifis of cash and other assets received without donor stipulations are reported as unrestricted revenue
and net assets. Gifis received with a donor stipulation that limits their use are reported as temporarily
or permanently restricted revenue and net assets. When a donor stipulated time restriction ends or
purpose restriction is accomplished, temporarily restricted net assets are reclassified to unrestricted
net assets and reported in the statement of activities as net assets released from restrictions. Gifts
having donor stipulations that are satisfied in the period the gift is received are reported as unrestricted
revenue and net assets

Unconditional gifts expected to be collected within one year are reported at their net realizable
value. Unconditional gifts expected to be collected in future years are initially reported at fair
value determined using the discounted present value of estimated future cash flows technique. The
resulting discount is amortized using the level-yield method and is reported as confribution revenue.

Goodwill

Goodwill is tested annually for impairment. If the implied fair value of goodwilt is lower than its
cantying amount, a goodwill impairment is indicated and goodwill is written down to its implied
fair value. Subsequent increases in goodwill value are not recognized in the financial statements.




KVC Health Systems, Inc.

Notes to Consolidated Financial Statements
June 30, 2012 and 2011

In-Kind Contributions

In addition to receiving cash contributions, the Organization receives in-kind contributions of goods
and services from various donors. It is the policy of the Organization to record the estimated fait
value of certain in-kind donations as an expense in its financial statements, and similarly increase
contribution revenue by a like amount For the years ended June 30, 2012 and 2011, $175,495 and
$126,072, respectively, was received in in-kind contributions.

Deferred Revenue

Revenue from contracts, grants and other miscellaneous fees is deferred and recognized over the
petiods in which the services are performed.

income Taxes

The Organizations are exempt from income taxes under Section 501 of the Internal Revenue Code
and a similar provision of state law. However, the Organizations ate subject to federal income
tax on any unrelated business taxable income. The Organizations file tax returns in the U.S.
federal jurisdiction With a few exceptions, the Organizations are no longer subject to U.S. federal
examinations by tax authorities for years before 2009

Functional Allocation of Expenses

The costs of supporting the vatious programs and other activities have been summarized on a
functional basis in the statement of activities Certain costs have been allocated among the program,
management and general and fund raising categot ies based on time expended, usage and other
methods.

Reclassifications

Cettain reclassifications have been made to the 2011 financial statements to conform to the 2012
financial statement presentation. These reclassifications bad no effect on the change in net assets.

Subsequent Events

Subsequent events have been cvaluated through the date of the Independent Accountants’ Report,
which is the date the financial statements were available to be issued.




KVC Health Systems, Inc.

Notes to Consolidated Financial Statements
June 30, 2012 and 2011

Note 2: Revenue Concentrations — KVC Behavioral HealthCare, Inc.

On July 1, 2005, the Organization was awarded a Foster Care Reintegration Services contract from
a state agency to provide foster care setvices to Region II of the State of Kansas. The contract is
for a term of four years, with an option to extend for additional yeats. The current contract exten-
sion is through June 30, 2013

Revenues for the contract amounted to $30,608,130 and $29,220,926, which tepresents 25% and
23% of the Organization’s unrestricted revenues, gains and support for the years ended June 30,
2012 and 2011, respectively Accounts receivable related to the foster care reintegration contract
amounted to $2,611,742 and $2,495,234 at June 30, 2012 and 2011, respectively.

Note 3: Revenue Concentrations — KVC Behavioral Healthcare Nebraska, Inc.

KVC Behavioral Healthcare Nebraska, Inc. entered into two contracts with the Department of
Health and Human Services of the state of Nebraska (DHHS) to provide foster care services in the
regions known as the Eastern Service Area and the Southeast Service Area Both contracts’
original terms were November 1, 2009 through June 30, 2014, Both contracts were terminated as
of June 30, 2012 in accordance with the termination clauses of the contracts

Revenues for the contracts amounted to $52,557,421 and $56,826,510, which represents 43% and
45% of the Organization’s unrestricted revenues, gains and support for the years ended June 30,
2012 and 2011, respectively. Accounts receivable related to the foster care reintegration contracts
amounted to $145,132 and $54,559 at June 30, 2012 and 2011, respectively.

Note 4 Revenue Concentrations — KVC Hospitals, Inc.

KVC Hospitals, Inc. provides a substantial amount of its services under Medicaid billed through a
state agency. During the years ended June 30, 2012 and 2011, fees from Medicaid totaled $10,783,766
and $11,484,587, respectively, which represents 9% of the Organization’s total unrestt icted reve-
nue, gains and other support for both years. At June 30,2012 and 2011, $1,169,398 and $1,708,113,
respectively, due from Medicaid is included in accounts receivable.




KVC Health Systems, Inc.

Notes to Consolidated Financial Statements
June 30, 2012 and 2011

Note 5: Property and Equipment

Property and equipment at June 30 consists of:

2012 2011

L.and and land improvements $ 1,373,701 $ 1,703,701
Buildings and leasehold improvements 12,898,704 15,094,877
Furniture and equipment 4,743,668 4,743,668
Works of art 95,142 95,142
Computer equipment 3,187,896 2,993,141
Vehicles 178,609 178,609
Contstruction in progress 188,729 -
22,666,449 24,809,138

Less accumulated depreciation and ameortization 11,752,032 10,188,392
$ 10,914,417 $ 14,620,746

Note 6: Line of Credit

The Organization has a $5,000,000 revolving bank line of credit expiring in April 2013. At June 30,
2012 and 2011, there wete no borrowings against this line. The line is collateralized by property

and equipment. Interest was 4 25% on June 30, 2012 and is payable monthly.

Note 7: Long-term Debt

2012 2011
Note payable, bank (A) $ - 8 1,113,835
Capital lease obligations (B) 206,862 424,058
206,862 1,537,893
Less current matutities 184,940 1,331,031
Noncurrent pottion 3 21,922 $ 206,862

(A} Due October 22, 2011; payable in one payment of all outstanding principal plus all accrued
interest at 5.5% on the maturity date; secured by property and equipment. The note was paid

off during 2012.

(B) Capital leases include leases with varying imputed interest rates from 3 00% to 17 00%, due

through 2014, collateralized by equipment.

10




KVC Health Systems, Inc.

Notes to Consolidated Financial Statements
June 30, 2012 and 2011

Payments on capital lease obligations at June 30, 2012, are:

2013 $ 200,508
2014 25,780

226,288
Less amount representing interest 19,426
Present value of future minimum lease payments $ 206,862

Property and equipment include the following property under capital leases at June 30:

2012 2011
Equipment § 798,660 $ 800,870
Less accumulated depreciation 608,235 387,194

§ 190,425 $ 413,676

Note 8: Defined Contribution Plan

The Organization has a defined contribution plan (the Plan) covering all full-time employees who
have at least one year of service and who are at least 21 years of age. Participants receive 20%
vesting for each eligible year of service. Each year, the Board of Directors determines the amount
of the contribution to the Plan, Total expenses for the years ended June 30, 2012 and 2011 were
approximately $451,000 and $115,000, respectively

Note 9: Operating Leases

Noncancellable operating leases for office space expire in various years through 2019, These leases
generally contain renewal options for periods ranging from one to five years and require the
Organization to pay all executory costs (property taxes, maintenance and insurance). Total rental
expense for property leases for the years ended June 30, 2012 and 2011 was $2,733,403 and
$2,635,737, respectively

Noncancellable operating leases for equipment expire in various yeats through 2016. Total
rental expense for equipment leases for the years ended June 30, 2012 and 2011 was $350,457 and
$226,482, respectively. :

11




KVC Health Systems, Inc.

Notes to Consolidated Financial Statements
June 30, 2012 and 2011

Future minimum lease payments at June 30, 2012, were:

Equipment Property Total
2013 $ 300,130 $ 1,683,540 $ 1,983,670
2014 215,023 1,048,147 1,263,170
2015 92,860 243,697 336,557
2016 24,772 118,250 143,022
2017 - 118,250 118,250
Thereaftet - 167,521 167,521

$ 632,785 $ 3,379,405 $ 4,012,190

Note 10: Current Economic Conditions

The current protracted economic decline continues to present organizations with difficult
circumstances and challenges, which in some cases have resulted in large and unanticipated declines
in the fair value of assets, large declines in grants and conttibutions, constraints on liquidity and
difficulty obtaining financing. The financial statements have been prepared using values and
information currently available to the Organization. Given the volatility of current economic
conditions, the values of assets and liabilities recorded in the financial statements could change
rapidly, tesulting in material future adjustments in asset values, allowances for accounts receivable
and the valuation of intangibles that could negatively impact the Organization’s ability to maintain
sufficient liquidity

Note 11: Subsequent Event

On July 1, 2012, the Organization was awarded a Family Preservation Reunification Services
(FPP) and Diversion Services contract from a state agency to provide services to the Big Sandy,
Bluegrass Rural, Fayette, FIVCO, Gateway/Buffalo Trace, KIPDA Rural, KY Rivet, and Northern
Blucgrass areas of the State of Kentucky The contract is fot a term of two years, with an option to
extend for additional years. The contract totals approximately $8,600,000 pet year for the initial
two year term,

Note 12: Litigation

The Organization is subject to claims and lawsuits that arose primarily in the ordinary course of its
activities. It is the opinion of management that the disposition o ultimate resolution of such claims
and lawsuits will not have a material adverse effect on the financial position, change in net assets
and cash flows of the Organization. Events could occur that would change this estimate materially
in the near term

12




Supplementary Information
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Salaries and wages
Payroll taxes
Employee benefits
Total salaries. wages and related expenses

Office supplies and printing

Copier and fax expense

Postage

Employee recruitment and advertising

Licenses and dues

Tnsurance

Travel

Telephone

Professional fees

Contract labor

Contract psychiatrist

Consulting and ather contractual expenses

Staff development

Promotion

Office rent

Equipment cXpenses

Maintenance and repairs

Safety services and materials

Food

Food - outings

Housekeeping sapplies

Miscellanecus housekeeping

Utilities

Payinents to foster parents

Subcontractor ~ foster home payments

Foster family training

Subconiractor payments

Child care payments

Tncidentals

Medical supplies

Vehicle expenses and repairs

Vehicle rental

General program supplies

Clothing

Misceilaneous

Interest

Bad debts

Property tax expense

Cost of in-kind donated goods

Medicaid assessments

Flex fund

Kids activity fund

Loss on impairment of assets
Expenses before depreciation. amortization

and intercompany fees

Depreciation and amortization
Infercompany management and residential fees
Eliminations
Totals. Year Ended June 30, 2012
Totals, Year Ended June 30 2011

KVC Health Systems, Inc.

Consolidated Functional Expenses
Year Ended June 30, 2012
(with Comparative Totals for 2011)

Client Administrative Fund Total 2011 Total
Care and General Raising Expenses Expenses

3 35208491 8 5528476 § 97364 8§ 40834331 % 46 507,973
3302198 481 42¢ § 388 3,792,206 4,002 735
4,160,922 607,257 17,609 4,785,788 5,137,365
42671611 6.617 153 123.561 49,412,325 55648073
252362 93 988 2436 348 786 463 168
190.538 34 662 - 245 200 231456

88 664 53957 554 143,175 113 539
115981 108,610 - 224,591 262 218
i32.53% 110,582 1.500 244,641 247109

- 647115 - 647115 606 405

3349274 126 879 - 3476,153 4010913
1.138 434 248 380 - 1386.814 1536548
279130 483 394 - 762,724 737 376
615741 133 389 17381 766 514 514,153
1670717 - - 1670717 1.543.452
5765 560 446,373 - 6211933 10 554 943
165993 183351 - 349 344 420,945
29239 36 626 6384 72 269 91.767
3448 332 878271 6536 4333159 4,028,937
240 038 270 348 - 510386 253,547
213102 74 618 - 287.720 396314
90.400 23.764 - 114 164 102,375

462 632 6.391 - 469 523 549,496
141,771 51238 23.114 216,123 153,349
45745 6030 - 31775 83 080
357016 116 449 - 473 465 528959
278382 129 085 - 407467 446 541
18019617 - - 18.019 617 16 553 484
6962 761 - - 6962761 12 520,065
284 819 117 622 - 402 441 351,055
8739076 - - 8.739.076 12035711
1139,784 - - 1.139,784 980,081
(1,412) - - {1.412) 1366
626919 - - 626919 603 D05
286 246 16.182 - 3062428 215070
683,325 18 181 - 701 506 921,261
135160 14 567 - 149,667 140 889
460 346 - - 460 346 532136
112513 26812 49236 188 561 131 446
306 46 451 - 46757 148205

- 867,447 - 867.447 485 236

7.294 4924 - 12218 41 310

180 175495 - 175 675 126.072

46,283 - - 46.283 101.924
400,779 - - 400.779 447198
41173 - - 41173 37.518

- 116,406 - 116,406 288,194

99 688,410 12,305.380 230,722 112 224,512 130 151,894
1008916 667 074 - 1675.990 1.662 208
665,652 8,573,500 3,000 9,242,152 9,251,870
(1,433,452) (9,178,900} (3,000) (10,615,352) {10,643,070)
$ 99929526 8§ 12,367054 8 230,722 % 112,527,302 8 130,460,502
$ 117243196  § 13010862 § 206,844 $ 130,460,902
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KVC Health Systems, Inc.

Functional Expenses — KVC Health Systems, Inc.

Year Ended June 30, 2012
Client Administrative Fund Total
Care and General Raising Expenses

Salaries and wages 3 - $ 4137313 % 97 364 3 4234 677
Payroil taxes - 347101 8,588 355,689
Employee benefits - 417,264 17,609 434,873
Total salaries. wages and related expenses - 4901678 123561 5025239
Office supplies and printing - 71,212 2436 73,648
Copier and fax expense - 36,305 - 36,305
Postage - 28,719 - 28 719
Employee recruitment and advertising - 106,995 - 106 995
Licenses and dues - 94 466 - 94 466
Insurance - 33.167 - 53167
Travel - 86,747 - 86.747
Telephone - 179365 - 179 365
Professional fees - 469 651 - 469.651
Contract labor - 133 389 17381 150,770
Contract psychiatrist - - - -
Consulting and other contractual expenses - 368,762 - 363,762
Staff development - 162321 - 162 321
Promotion - 20,653 6384 27,037
Office rent - 571025 6.556 577581
Equipment expenses - 253,470 - 253 470
Maintenance and repaiis - 70291 - 70,201
Safety services and materials - 12,097 - 12,097
Food - 67 - 67
Food — outings - 36.685 23114 59,799
Housekeeping supplies ’ - 5,884 - 5884
Miscellaneous housekeeping - 114574 - 114,574
Utilities - 126,531 - 126 531
Payments to foster parents - - - -
Subcentractor — foster home payments - - - -
Foster family training - 113,759 - 113,759
Subcontractor paymennts - - - -
Child care paymentis - - - -
Incidentals - - - -
Medical supplies - - - -
Vehicle expenses and repairs - 7326 - 7326
Vehicle rental - 17.606 - 17 606
General program supplies - 13717 - 13.717
Clothing - - - -
Miscellaneous - 8821 554 9,375
Interest - 1998 - 1.998
Bad debts - - - -
Property tax expense - - - -
Cost of in-kind donated goods - - - -
Medicaid assessments - - - -
Flex fund - - - -
Kids activity fund - - - -
Loss on impairment of assets - - - -

Expenses before depreciation, amortization
and intercompany fees - 8.067.281 179986 8247267
Depreciation and amortization - 277 179 - 217179
Intercompany management and residential fees - - - -
Eliminations - - - -
Totals. Year Ended June 30. 2012 $ - % 8344460 & 179986 % 8,524,446




Salaries and wages
Payroll taxes
Employee benefits

Total salaries. wages and related expenses

Office supplies and printing
Copier and fax expense
Postage

Employee recruitment and advertising
T icenses and dues

Insurance

Travel

Telephone

Professional fees

Contract laber

Contract psychiatrist
Consulting and other contractual expenses
Staff development
Promotion

Office rent

Equipment expenses
Maintenance and repairs
Safety services and materials
Food

Food — outings
Housekeeping supplies
Miscellaneous housekeeping
Utilities ]
Payments to foster parents
Subcontractor — foster home payments
Foster family training
Subcontractor payments
Child care payments
Incidentals

Medical supplies

Vehicle expenses and repairs
Vehicle rental

Generat program supplies
Clothing

Miscellaneous

Interest

Bad debts

Property tax expense

Cost of in-kind donated goods
Medicaid assessments

Flex fimd

Kids activity fund

Loss on impairment of assefs

KVC Health Systems, Inc.

Functional Expenses — KVC Behavioral HealthCare, Inc.

Expenses before depreciation amortization

and intercompany fees

Depreciation and amortization

Intercompany management and residential fees

Eliminations

Totals Year Ended June 30, 2012

Year Ended June 30, 2012
Client Administrative Fund Total
Care and General Raising Expenses
3 9288364 5 589 896 3 - 3 5 878 260
843 275 56,650 - 899 925
1,249,177 75,033 - 1,324,210
11 380 816 721.57% - 12,102 395
92 311 3767 - 96 078
69224 2654 - 71918
40 709 4 287 - 44 994
6171 - - 6171
35119 10 - 35129
- 147 942 . 147 942
797209 1932 - 799 141
205 301 9051 - 304,352
12684 - - 12 684
828 - - 828
593.774 - - 593 774
20506 25 - 20,931
21354 - - 21,354
802 432 39000 - 841 432
47182 - - 47182
40,497 - - 40,497
26,751 - - 26 751
14092 - - 14,092
50837 2092 - 52929
13784 109 - 13.893
53428 - - 53428
95364 - - 95364
7.466 539 - B 7 466 539
1962197 - - 1962197
108073 - - 108.073
793.070 - - 793.070
1.138,128 . - 1138,128
(1,412) - - {1,412)
16 890 - - 16890
192 556 - - 192 356
273.512 - - 273512
46,888 - . 46.888
323775 - - 323,775
6489 4286 - 10,775
306 5977 - 6283
225 - . 225
- 129 089 - 129 089
150,166 - - 150,166
40050 - - 40,050
27028225 1.071 840 - 28,100 065
150 398 17.159 - 167 557
21060 3 042,000 - 3.063 060
3 27.199.683 $ 4,130,999 § - % 31,330,682




KVC Health Systems, Inc.
Functional Expenses — KVC Behavioral Healthcare West Virginia, Inc.
Year Ended June 30, 2012

Salaries and wages
Payroll taxes
Employee benefits
Total salaries, wages and related expenses

Office supplies and printing

Copier and fax expense

Postage

Employee recraitment and advertising

Licenses and dues

Insurance

Travel

Tetephone

Professional fees

Contract labor

Contract psychiatrist

Comsulting and other contractual expenses

Staff development

Promotion

Office rent

FEquipment expenses

Maintenance and repairs

Safety services and materials

Food

Food — outings

Housekeeping supplies

Miscetlaneous housekeeping

Utilities

Payments to foster parents

Subeontractor — foster home payments

Foster family training

Subcontractor paymenis

Child care payments

Incidentals

Medical supplies

Vehicle expenses and repairs

Vehicle renta

General program supplies

Clothing

Miscellaneous

Interest

Bad debts

Property tax expense

Cost of in-kind donated goods

Medicaid assessments

Flex fund

Kids activity fund

Loss on impairment of assets
Expenses before depreciation, amortization

and intercompany fees

Depreciation and amortization
Intercompany management and residential fees

Eliminations

Totals, Year Ended June 30 2012

Client Administrative Fund Total

Care and General Raising Expenses
3 3257588 $ 261.171 $ - § 3.518759
429 502 28,708 “ 4358 610
383,277 34,731 - 418,008
4,070 767 324,610 - 4,395 377
28123 15,141 - 43264
28982 9418 - 38400
4146 5924 - 10.070
16.587 1.369 - 17956
30650 5950 - 36.600
- 68 678 - 68678
389231 4 689 - 393,920
04 953 29 144 . 124 097
- 9.119 - 9119
135325 - - 135325
19 554 72119 - 91 673
31748 16248 - 47 556
431 3747 - 4178
396 836 21239 - 418 075
36 677 11702 - 48379
3724 1778 - 5502
10 846 $.283 - 20129
14 656 6453 - 21109
1920 37 - 1957
42 362 81 - 42 443
32706 197 - 32903
2.979 686 - - 29794586
62.273 3863 - 86136
4482 3336 - 7818
567 - - 567
5011 62 - 5073
40950 - - 40950
16 662 11,744 - 28,406
- 15465 - 15.465
- 141 256 - 141,256
7069 4101 - 11.170
- 46 406 - 46 406
31 640 - - 31 640
- 116,406 - 116,406
8538 564 959,565 - 9 498,129
- 49297 - 49 267
- 487 500 - 487.500
3 8538564 % 1,496,362 % -3 10,034,926
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KVC Healith Systems, Inc.
Functional Expenses — KVC Behavioral Healthcare Kentucky, inc.
Year Ended June 30, 2012

Client Administrative Fund Total
Care and General_ Raising Expenses
Salaries and wages 3 3591043 $ 257 337 3 - § 3848380
Payroll taxes 288750 20940 - 309 69¢
Employee benefits 444,337 38,022 - 482,359
Total salaries. wages and related expenses 4324130 316299 - 4.640.429
Office supplies and printing 7033 3336 - 10,369
Copier and fax expense 952 6 404 - 7.356
Postage 3582 2 860 - 6442
Employee recruitment and advertising - 246 - 246
[.icenses and dues 19.881 1347 - 21228
Insurance - 44 611 - 44611
Travel 129124 1915 - 131039
Telephone 61,713 19290 - 81.003
Professional fees - 4824 - 4824
Contract labor 1.793 - - 1793
Coniract psychiatiist 81212 - - 81212
Consulting and other contractual expenses 8287 3.692 - i1 975
Staff development 22.455 3773 - 26228
Promotion 1,448 - - 1448
Office rent 93,688 14 368 - 108,056
Equipment expenses 4225 248 - 4473
Maintenance and repairs 2413 2252 - 4 665
Safety services and materials 1172 2384 - 3556
Food - - - -
Food — oufings 18207 10013 - 28 220
Housekeeping supplies 70 - - 70
Miscellangous housekeeping 6244 1761 - 8005
Utilities 6.488 2322 - 8.810
Payments to foster parents 184 379 - - 184379
Subcontractor — foster home payments - - - .-
Foster family training 4021 - - 4021
Subcontractor payments - - - -
Child care payments - - - -
Incidentals - - ' - .
Medical supplies - - - -
Vehicle expenses and repairs 10343 2210 - 12553
Yehicle rental 16,062 44 - 16.106
General program supplies 13124 - - 13124
Clothing - - - -
Misceilaneous 6425 824 - 7,249
Interest - - - -
Bad debts - 7691 - 7691
Property 1ax expense - 750 - 750
Cost of in-kind donated goods - - - -
Medicaid assessments - - - -
Flex fiund i8.162 - - 18 162
Kids activity fund - - - -
L.oss on impairment of assets - - - -
Expenses before depreciation amoriization
and intercompany fees 5.046.673 453 464 - 5500 137
Depreciation and amortization - 3596 - 3.596
Intercompany management and residential fees - 22000 B 22,000

Eliminations - - - -

Totals Year Ended June 30 2012 5 5,046,673 3 479,060 $ - $ 5,525,733
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Salaries and wages
Payroll taxes
Employee benefits

Total salaries wages and related expenses

Office supplies and printing
Copier and fax expense
Pasiage

Employee recruitment and advertising
Licenses and dues
Insurance

Travel

Telephone

Professional fees

Contract labor

Contraci psychiatrist

Consulting and other contractual expenses

Staff development
Promotion

Office rent

Equipment expenses
Mainferance and repairs
Safety services and materials
Food

Food — outings
Housekeeping supplies
Miscellaneous housekeeping
Utilities

Payments to foster parents
Subcontracter ~ foster home payments
Foster family training
Subcontractor payments
Child care payments
Tncidentats

Medical supplies

Vehicle expenses and repairs
Vehicle rental

General program supplies
Clothing

Miscellaneous

Interest

Bad debts

Property 1ax expense

Cost of in-kind donated goods
Medicaid assessments

Flex fund

Kids activity fund

Loss on impairment of assets

KVC Health Systems, Inc.

Functional Expenses — KVC Behavioral Healthcare Nebraska, Inc.
Year Ended June 30, 2012

Expenses before depreciation. amortization

and intercompany fees

Depreciation and amortization

Intercompany management and residential fees

Eliminations

Totals Year Bnded Tune 30 2012

Client Administrative Fund Total

Care and General Raising Expenses
$ 12 498 601 5 282759 3 - $ 12 781 360
1142 582 28,021 - 1170613
t,341,064 42,207 - 1,383,271
14,982 257 352987 - 15335244
77085 532 - 77617
74 555 (159} - 74 396
35893 12,167 - 48,060
89248 - - 89248
13 37C 8309 - 21 679
- 212,161 - 212.161
1975 306 31 596 - 2 006 902
567 963 11 330 - 579 495
204 204 - - 204 204
32890 - - 32990
4216518 500 - 4217 418
65316 984 - 66,300
1212 12226 - 13438
1468323 12 639 - 1480 962
84 686 4928 - 89614
4519 297 - 4 816
10100 - - 10,100
8734 371 - 9105
42 961 2 448 - 45 409
1226 - - 1226
14 326 33 - 14359
21,636 - - 21636
7389013 - - 7389013
5.000.564 - - 5.000,564
110.452 - - 110.452
7 946 006 - - 7 946 006
1656 - - 1656
74,026 - - 74.026
536 633 3310 - 59943
385 151 531 - 385682
7391 728 - 8,119
71974 - - 71,974
76,188 315 2285 78788
- 3339 - 3539
- 97 500 - 97 500
180 - - 186G
232 336 - - 232 336
45 344 400 769 472 2285 46 116 157
397375 - - 397 375
644 592 3.727 000 - 4371592
3 46,386,367 $ 4,496,472 % 2,285 3 50,885,124

————
— ]
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KVC Health Systems, Inc.

Functional Expenses — KVC Hospitals, Inc.

Year Ended June 30, 2012
Client Administrative Fund Total
Care and General Raising Expenses

Sataries and wages 3 6.572.895 5 - 8 - 3 6.572.895
Payroll taxes 597679 - - 597 679
Employee benefits 743,067 - - 743,067
Tatal salaries. wages and related expenses 7913 641 - - 7913 641
Office supplies and printing 47 810 - - 47 810
Copier and fax expense 16 785 - - 16.785
Postage 4334 - - 4334
Employee recruitment and advertising 3975 - - 3,975
[icenses and dues 33.539 - - 33539
[nsurance - 90.403 - 90 403
Travel 58404 - - 58404
Telephone 118,502 - - 118,502
Professional fees 62242 - - 62,242
Congract labor 613120 - - 613120
Contract psychiatrist 1421 190 - - 1421.190
Consulting and other contractual expenses 927.027 - - 927.027
Staff development 25 568 - - 25,568
Promotion 4 814 - - 4 814
Office rent 687.053 - - 687 053
Equipment expenses 67268 - - 67268
Maintenance and repairs 161 949 - - 161.949
Safety services and materials 41 531 - - 41.531
Foed 425150 - - 425150
Food — outings 29766 - - 29 766
Housekeeping sapplies 28,745 - - 28.745
Miscellaneous housekeeping 240 656 - - 240 656
Utilities 122188 - - 122188
Payments to foster parents - - " -
Subcontractor — foster home payments - - - -
Foster family {rairing - - - -
Subcontractor payments - - - -
Child care payments - - - -
Incidentals - - - -
Medical supplies 536,003 - - 536 003
Vehicle expenses and repairs 227232 - - 22.232
Vehicle rental 8033 - - 8033
General program supplies 62.746 - - 62,746
Clothing 23.647 - - 23,647
Miscellanecus 6749 822 - 7,571
Interest - 5.467 - 5467
Bad debis - 621 00C - 621,000
Property tax expense - - - -
Cost of in-kind donated goods - - -
Medicaid assessments 14 643 - - 14,643
Flex fund 115 - - 115
Kids activity fund £.123 - - 1123
Loss on impaimment of assets - - o -

Expenses before depreciation. amortization
and intercompany fees 13 730.548 717 692 - 14.448,240
Depreciation and amertization 461,143 - - 461,143
Intercompany management and residential fees - 1235000 1235000
Eliminations - - - -
Totals. Year Ended June 30 2012 $ 14,191,691 $ 1,952,692 3 - 3 16,144,383
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KVC Health Systems, Inc.

Functional Expenses — KVC Foundation, Inc.

Salaries and wages
Payroli taxes
Employee benefits
Total salaries. wages and related expenses

Office supplies and printing

Copier and fax expense

Postage

Employee recruitment and advertising

1icenses and dues

Insurance

Travel

Telephone

Professional fees

Contract labor

Contract psychiatrisi

Consulting and other contractual expenses

Staff development

Prometion

Office rent

Equipment sxpenses

Maintenance and repairs

Safety services and materials

Food

Food — outings

Housekeeping supplies

Miscellaneous housekeeping

Utilities

Payments to foster parents

Subeontractor ~ foster home payments

Foster family training

Subcontractor payments

Child care payments

Incidentals

Medical supplies

Vehicle expenses and repairs

Vehicle rental

General program supplies

Clothing

Miscellancous

Interest

Bad debts

Property tax expense

Cost of in-kind donated goods

Medicaid assessments

Flex find

Kids activity fund

L.oss on impairment of assets
Expenses before depreciation amortization

and intercompany fees

Depreciation and amortization
Intercompany mauagement and residential fees

Elimmations

Totals. Year Ended June 30 2012

Year Ended June 30, 2012

Client
Care

Administrative
and General

Fund
Raising

Totai
Expenses

48 451

3.000

48 451

3,000

$ 51451

|
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KVC Health Systems, Inc.

Functional Expenses — KVC Real Estate Holdings, Inc.
Year Ended June 30, 2012

Client Administrative Fund Totat
Care and General Raising Expenses

Salaries and wages 8 - 5 - 8 - 3 -
Payroll taxes - - - -
Employee benefits - - - -

Total salaries, wages and related expenses - - - -

Office supplies and printing - - - -
Copier and fax expense - - - -
Postage - - - -
Employee recruitment and advertising - - - -
Licenses and dues - 500 - 500
Insurance - 30,153 - 30153
Travel - - - R
Telephone . - - -
Professional fees - - - -
Contract [abor - . . -
Contract psychiatrist . - -
Consulting and other contractual expenses - 1300 - 1300
Staff development - . - -
Promotion - -
Office rent - 220 000 - 220 000
Equipment expensas - - - -
Maintenance and repairs - - - -
Safety services and materials . - - R
Food - - - M
Food — outings - - - -
Housekeeping supplies - - . -
Miscellaneous housekeeping - - - -
Utilities - 35 - 35
Payments to foster parents - - - -
Subcontractor — foster home payments - - - -
Foster famity training - - - -
Subcontractor payments - - - -
Child care payments - . - -
Incidentals - - - .
Medical supplies - - - .
Vehicle expenses and repairs - - - -
Vehicle rental - . - -
General program supplies - . - R
Clothing - - . .
Miscellaneous - -
Interest - 14,005 - 14 005
Bad debts - - . -
Property tax expense - 73 - 73
Cost of in-kind donated goods - - -
Medicaid assessments - . - -
Flex fund R - - .
Kids activity fund - - - -
1.08s on impairment of assets - - .
Expenses before depreciation, amortization
and intercompany fees - 266066 - 266.066

Depreciation and amortization - 319 843 - 319843
Intercompany management and residential fees - 60.000 60.000
Eliminations - - - -

Totals, Year Ended June 30, 2012 $ - 8 645905 % - 3 645,909

|
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KVC Health Systems, Inc.
Schedule of Revenue and Expenses for
Kansas Department of Social and Rehabilitation Services
Reintegration/Foster Care Services — Region 2
Year Ended June 30, 2012

Revenue
SRS contract $ 30,608,130
Contributions 448,576
Other - interest and miscellaneous 116,179
Total revenue 31,172,885

Expenses

Administration

Salaries and wages (including taxes and benefits} 1,459,846
Rent and utilities 217,836
Contractual ' 169,688
Other 479,946
Total administration 2,327,336

Case management

Salaries and wages (including taxes and benefits) 7,858,974
Other - all other case management expenses 1,803,725
Total case management 9,662,699
Mental health 365,342
Independent living 13,461
Child care 1,138,128
Residential
Foster care and relatives 5,969,244
Diversion foster care 4,230,690
Level TV and emergency shelters 800,191
Total residential 11,000,125
Other
Clothing 322,064
Transportation 1,006,587
Other - depreciation and amortization 113,768
T otal othex 1,442,419
Total expenses 25,949,540
Revenues over expenses $ 5,223,345

28




KVC Health Systems, Inc.

Schedule of System of Care Grant
Year Ended June 30, 2012

Revenue
Grant revenug $ 59,138
Total revenue 59,138

Expenses
Salaries and wages 38,662
Taxes and benefits 8,221
Office supplies and expenses 2,822
Indirect administrative expenses 5,376
Other (telephone, utilities, etc.) 4,057
Total expenses 59,138
Revenues over expenses 3 -
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KVC Health Systems, Inc.

Schedule of Expenditures of Federal Awards
Year Ended June 30, 2012

Grant or
CFDA Identifying
Cluster / Program Federal Agency/Pass-Through Entity Number Number Amount
Healih Care and Other Facilities U S Department of Health and Human Services 93 887 10C76HF19835 § 446,479
Initiative to Reduce Long-Term Foster U8 Depariment of Health and Human Services 93 648 20CT0152/01 332,113
Cars passed through the University of Kansas Center
for Research, Inc
Promoting Safe and Stable Families U S Department of Health and Human Services 93 556 LFEAH/ZEAU 128,006
passed through the Kentucky Cabinet for Health
and Family Services
National Scheol Lunch Program U S Department of Agriculture passed through the 10555 X0925 66,523
Kansas State Department of Education
School Breakfast Program U 8 Department of Agriculture passed through the 10553 X0925 __M

Kansas Siaie Depariment of Education

$1.013,545

Notes to Schedule

1. This schedule includes the federal awards activity of KVC Health Systems, Inc, KVC Behavioral
HealthCare, Inc., KVC Behavioral Healthcare Kentucky, Inc. and KVC Hospitals, Inc. and is present-
ed on the accrual basis of accounting. The information in this schedule is presented in accordance
with the requirements of OMB Circular A-133, Audits of States, Local Governments, and Non-
Profit Organizations. Therefore, some amounts presented in this schedule may differ from amounts
presented in, o1 used in the preparation of, the basic financial statements.

2. The Organization did not provide federal awards to subrecipients during the year ended June 30,
2012.
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Independent Accountants’ Report on Internal Control Over Financial
Reporting and on Compliance and Other Matters Based on an Audit
of the Financial Statements Performed in Accordance with
Government Auditing Standards

Board of Directors
KVC Health Systems, Inc.
Olathe, Kansas

We have audited the consolidated financial statements of KVC Health Systems, Inc. as of and for the year
ended June 30, 2012 and have issued our report thereon dated December 6, 2012, We conducted our au-
dit 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
Compiroller General of the United States.

Internal Control Over Financial Reporting

Management of the Organization is responsible for establishing and maintaining effective internal control
over financial reporting. In planning and performing our audit, we considered the Organization’s internal
control over financial reporting as a basis for designing our auditing procedures fot the purpose of ex-
pressing our opinion on the financial statements, but not for the purpose of expressing an opinion on the
effectiveness of the Organization’s internal control over financial reporting. Accordingly, we do not ex-
press an opinion on the effectiveness of the Organization’s internal control over financial reporting.

A deficiency in internal control exists when the design or operation of a control does not allow manage-
ment or employees, in the normal course of performing their assigned functions, to prevent or detect and
correct misstatements on a timely basis. A material weakness is a deficiency, or a combination of defi-
ciencies, in internal control such that there is a reasonable possibility that a material misstatement of the
Organization’s financial statements will not be prevented or detected and corrected on a timely basis.

Our consideration of internal control over {inancial 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 that
might be deficiencies, significant deficiencies or material weaknesses. We did not identify any deficien-
cies in internal control over financial reporting that we consider to be material weaknesses as defined
above

Compiiance and Other Matters

As part of obtaining reasonable assurance about whether the Organization’s financial statemenis are free
of material misstatement, we petformed tests of its compliance with certain provisions of laws, regula-
tions, contracts and grant agreements, noncompliance with which could have a direct and material effect
on the determination of financial statement amounts. Howevet, 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 no instances of noncompliance or other matters that are required to be
reported under Government Auditing Standards.

experience
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Board of Directors
KVC Health Systems, Inc.
Page 2

We noted certain matters that we reported to the Organization’s management in a separate letter dated
December 6, 2012,

This report is intended solely for the information and use of the governing body, management, others
within the Organization, 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.

BED Luwp

Kansas City, Missouri
December 6, 2012

DHHR - Finance

JAN B4 an
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Independent Accountants’ 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
KVC Health Systems, Inc.
Olathe, Kansas

Compliance

We have audited the compliance of KVC Health Systems, Inc. with the types of compliance requirements
described in the 1.8, Office of Management and Budget (OMB) Circular A-133 Compliance Supplement
that could have a direct and material effect on each of its major federal programs for the year ended

June 30, 2012. The Organization’s major federal programs are identified in the summary of auditors’ re-
sults section of the accompanying schedule of findings and questioned costs. Compliance with the re-
quirements of laws, regulations, contracts and grants applicable to each of its major federal programs is
the responsibility of the Organization’s management. Our responsibility is to express an opinion on the
compliance of KVC Health Systems, Inc. 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 duditing
Standards, issued by the Comptroller General of the United States; and OMB Circular A-133, dudits 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 matetial effect
on a major federal program occurred. An audit includes examining, on a test basis, evidence about the
Organization’s compliance with those requirements and performing such other procedures as we consid-
ered necessary in the circumstances. We believe that our audit provides a reasonable basis for ow opin-
ion. Qur audit does not provide a legal determination on the Organization’s compliance with those
requirements.

In our opinion, KVC Health Systems, Inc. complied, in all material respects, with the compliance re-
quirements referred to above that could have a direct and material effect on each of its major federal pro-
grams for the year ended June 30, 2012,

Internal Control Over Compliance

The management of KVC Health Systems, Inc. is responsible for establishing and maintaining effective
internal control over compliance with the requirements of laws, regulations, contracts and grants applica-
bie to federal programs. In planning and performing our audit, we considered the Organization’s internal
control over compliance with the requirements that could have a direct and material effect on a major fed-
eral program in order to determine owr auditing procedures 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 control over com-
pliance, Accordingly, we do not express an opinion on the effectiveness of the Organization’s internal
control over compliance

*
i
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Board of Directors
KVC Health Systems, Inc
Page 2

A deficiency in internal control over compliance exists when the design or operation of a control over
compliance does not allow management ot 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 deficien-
cy, o1 combination of deficiencies, in internal control over compliance such that there is a reasonable pos-
sibility that material noncompliance with a type of compliance requirement of a federal program will not
be prevented, or detected and corrected, on a timely basis.

Our consideration of internal control over compliance was for the limited purpose described in the first
patagraph of this section and was not designed to identify all deficiencies in internal control over compli-
ance that might be deficiencies, significant deficiencies or material weaknesses. We did not identify any
deficiencies in internal control over compliance that we consider to be material weaknesses, as defined
above. However, we identified a certain deficiency in internal control over compliance that we consid-
ered to be a significant deficiency as deseribed in the accompanying schedule of findings and questioned
costs as item 12-01. A significant deficiency in internal control over compliance is a deficiency, ot a
combination of deficiencies, in internal control 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 im-
portant enough to merit attention by those charged with governance.

The Organization’s response to the finding identified in our audit is described in the accompanying
schedule of findings and questioned costs. We did not audit the Organization’s response and, according-
ly, we express no opinion on the response

This report is intended solely for the information and use of the governing body, management, others

within the Organization, 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.

BKD P

Kansas City, Missouri
Decembet 6, 2012

DHHR - Finance

34




KVC Health Systems, Inc.

Schedule of Findings and Questioned Costs
Year Ended June 30, 2012

Summary of Auditors’ Results

1.

(7]

The opinion expressed in the independent accountants’ report was:
B4 Ungualified [ 1 Qualified L] Adverse ] Disclaimed

The independent accountants’ report on internal control over financial reporting disclosed:

Significant deficiency(ies)? [] Yes No
Material weakness{es)? ] Yes > No

Noncompliance considered material to the financial statements
was disclosed by the audit? ] Yes X No

The independent accountants’ report on internal control over compliance with requirements that could
have a direct and material effect on major federal awards programs disclosed:

Significant deficiency(ies)? Yes [INo
Material weakness(es)? [] Yes No

The opinion expressed in the independent accountants’ report on compliance with requirements
that could have a direct and material effect on major federal awards was:

Ungqualified [] Qualified [] Adverse [] Disclaimed

The audit disclosed findings required to be reported by OMB
Circular A-133? [] Yes X] No

The Organization’s major programs were:

Program CFDA Number
Health Care and Other Facilities 93 887
Initiative to Reduce Long-Term Foster Care 93.648

The threshold used to distinguish between Type A and Type B programs as those terms are defined in
OMB Circular A-133 was $300,000.

The Organization qualified as a low-risk auditee as that term is
defined in OMB Circular A-133? L] Yes I No
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KVC Health Systems, Inc.

Schedule of Findings and Questioned Costs (Continued)

Year Ended June 30, 2012

Findings Required to be Reported by Government Auditing Standards

Reference Questioned
Number Finding Costs
No matters are reportable
Findings Required to be Reported by OMB Circular A-133
Reference Questioned
Number Finding Costs
i2-01 Criteria or Specific Requirement - Identification of Federal
Funds None

Condition — The Organization received and expended federal
funds during the fiscal year. During our testing, we inquired of
management as to the existence of federal fund revenues and ex-
penditures. At that time, management did not identify any federal
fund revenues o1 expenditures exceeding $500,000 in aggregate as
designated by the Office of Management and Budget (OMB) Cir-
cular A-133, for the fiscal year.

Context — Management did not properly identify the audit re-
quirement for organizations which expend more than $500,000 in
federal rewards in aggregate during the fiscal year.

Effect - Single Audit requirement was not timely identified.

Recommendation — We recommend that management review all
significant agreements to ascertain whether federal funds are being
received or expended to determine if a Single Audit is required

Management’s Response — While reviewing transactions for
identification of federal funds, accounting management initially
failed to recognize the Organization’s receipt of federal funds ex-
ceeding $500,000 due to the receipt of a one-time federal funding
received in the current fiscal year. Processes have been put in
place so that a more thorough review will be conducted to correct-
ly identify federal funds prior to the beginning of audit testing.
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