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Independent Accountants’ Report on Financial Statements 

and Supplementary Information 
 

Board of Directors 
Primary Health Care, Inc. 
Des Moines, Iowa 
 
We have audited the accompanying balance sheets of Primary Health Care, Inc. (the “Organization”) as of    
June 30, 2012 and 2011, and the related statements of operations, changes in net assets and cash flows for the 
years 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 audits. 

We conducted our audits 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 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 principles used and significant estimates made 
by management, as well as evaluating the overall financial statement presentation.  We believe that our 
audits provide a reasonable basis for our opinion. 

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial 
position of Primary Health Care, Inc. as of June 30, 2012 and 2011, and the results of its operations, 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 February 12, 2013, 
on our consideration of the Organization’s internal control over financial reporting and our tests of its 
compliance with certain provisions of laws, regulations, contracts and grant agreements and other matters.  
The purpose of that report is to describe the scope of our testing of internal control over financial reporting 
and compliance and the results of that testing, and not to provide an opinion on the internal control over 
financial reporting or on compliance.  That report is an integral part of an audit performed in accordance with 
Government Auditing Standards and should be considered in assessing the results of our audit. 

Our audits were conducted for the purpose of forming an opinion on the basic financial statements taken as a 
whole.  The accompanying schedule of expenditures of federal awards required by U.S. Office of 
Management and Budget Circular A-133, Audits of States, Local Governments, and Non-Profit 
Organizations, as listed in the table of contents, is presented for purposes of additional analysis 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 statements.  The information has been subjected to the auditing procedures applied in the audits of 
the basic financial statements and certain additional procedures, including comparing and reconciling such 
information directly to the underlying accounting and other records used to prepare the financial statements 
or to the 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 fairly stated 
in all material respects in relation to the basic financial statements taken as a whole. 

 

February 12, 2013 
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See Notes to Financial Statements 2 

Balance Sheets 

June 30, 2012 and 2011 

 

 

Assets
2012 2011

Current Assets
Cash  $         377,656  $      1,055,762 
Investments               39,526               43,711 
Patient accounts receivable, net of allowance;

2012 - $2,861,000, 2011 - $1,838,000          1,525,770             680,927 
Grant and other receivables             491,611             445,537 
Estimated amounts due from third-party payers             200,000                         - 
Contributions receivable                    260               11,301 
Inventories               68,917               74,902 
Prepaid expenses and other             187,931             192,385 

Total current assets          2,891,671          2,504,525 

Property and Equipment, At Cost
Land             554,419             554,419 
Buildings and improvements          7,296,089          4,622,239 
Equipment          1,248,124          1,433,826 
Construction in progress                         -             770,379 

         9,098,632          7,380,863 
Less accumulated depreciation          2,364,397          2,249,835 

         6,734,235          5,131,028 

Total assets  $      9,625,906  $      7,635,553 

Liabilities and Net Assets

Current Liabilities
Current maturities of long-term debt  $           35,593  $           18,875 
Accounts payable             214,545             325,201 
Accrued expenses             747,579             672,230 
Estimated amounts due to third-party payers                         -             105,000 

Total current liabilities             997,717          1,121,306 

Accrued Rent Payable               86,464             100,505 

Long-Term Debt             276,846             223,592 
Total liabilities          1,361,027          1,445,403 

Net Assets
Unrestricted          8,069,308          6,067,469 
Temporarily restricted             195,571             122,681 

Total net assets          8,264,879          6,190,150 

Total liabilities and net assets  $      9,625,906  $      7,635,553 
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See Notes to Financial Statements 3 

Statements of Operations 

Years Ended June 30, 2012 and 2011 

 

 
2012 2011

Unrestricted Revenues, Gains and Other Support
Net patient service revenue  $      9,488,638  $      8,845,843 
Grant revenue          4,988,934          5,311,143 
Contribution revenue             226,474             250,290 
Other             347,442               32,946 
Net assets released from restriction used for operations             113,850             188,365 

Total unrestricted revenues, gains and other support        15,165,338        14,628,587 

Expenses and Losses
Salaries and wages          8,166,823          7,925,599 
Employee benefits          2,137,403          2,037,293 
Supplies and other          2,372,883          2,321,274 
Pharmacy cost of goods sold             545,186             554,988 
Rent             363,966             352,000 
Depreciation             405,956             329,200 
Interest               17,539               13,221 
Provision for uncollectible accounts          1,030,095          1,251,700 
Federal grant passed through to House of Mercy               14,301               19,098 
Loss on disposal of equipment               15,208                         - 

Total expenses and losses        15,069,360        14,804,373 

Operating Income (Loss)               95,978            (175,786)

Other Income
Investment return                 3,460                 6,103 

Excess (Deficiency) of Revenues Over Expenses               99,438            (169,683)

Net assets released from restriction used for purchase of 
property and equipment               80,741               32,034 

Grants for acquisition of property and equipment          1,821,660          1,462,065 

Increase in Unrestricted Net Assets $      2,001,839  $      1,324,416 



Primary Health Care, Inc. 

See Notes to Financial Statements 4 

Statements of Changes in Net Assets 

Years Ended June 30, 2012 and 2011 

 

 
2012 2011

Unrestricted Net Assets
Excess (deficiency) of revenues over expenses 99,438$            (169,683)$        
Net assets released from restriction used for purchase of 

property and equipment 80,741              32,034              
Grants for acquisition of property and equipment 1,821,660         1,462,065         

Increase in unrestricted net assets 2,001,839         1,324,416         

Temporarily Restricted Net Assets
Contributions received 267,481            218,983            
Net assets released from restriction (194,591)          (220,399)          

Increase (decrease) in temporarily restricted net assets 72,890              (1,416)              

Change in Net Assets 2,074,729         1,323,000         

Net Assets, Beginning of Year 6,190,150         4,867,150         

Net Assets, End of Year 8,264,879$      6,190,150$      



Primary Health Care, Inc. 
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Statements of Cash Flows 

Years Ended June 30, 2012 and 2011 

 

 
2012 2011

Operating Activities
Change in net assets  $      2,074,729  $      1,323,000 
Items not requiring (providing) operating cash

Depreciation             405,956             329,200 
Loss on disposal of property and equipment               15,208                         - 
Restricted contributions received              (78,256)            (218,983)
Grants for acquisition of property and equipment         (1,821,660)         (1,462,065)

Changes in
Patient accounts receivable, net            (844,843)            (107,349)
Grant funds and other receivables              (46,074)                    312 
Contributions receivable               11,041               20,206 
Estimated amounts due from third-party payers            (305,000)            (180,000)
Inventories                 5,985                 3,273 
Prepaid assets                 4,454              (27,396)
Accounts payable, accrued expenses and deferred revenue             187,194            (389,742)

Net cash used in operating activities            (391,266)            (709,544)

Investing Activities
Purchase of investments                         -                (4,748)
Proceeds from disposition of investments                 4,185                         - 

Purchase of property and equipment         (2,180,215)         (1,473,801)
Proceeds from sale of property and equipment               11,701                         - 

Net cash used in investing activities         (2,164,329)         (1,478,549)

Financing Activities
Proceeds from restricted contributions               78,256             218,983 
Proceeds from grant for acquisition of property

and equipment          1,821,660          1,462,065 
Principal payments on notes payable to bank                         -            (165,000)
Proceeds from issuance of long-term debt                         -             250,000 
Principal payments on long-term debt              (22,427)              (19,954)

Net cash provided by financing activities          1,877,489          1,746,094 

Decrease in Cash            (678,106)            (441,999)

Cash, Beginning of Year          1,055,762          1,497,761 

Cash, End of Year  $         377,656  $      1,055,762 

Supplemental Cash Flows Information
Interest paid  $           17,539  $           13,221 
Accounts payable incurred for property and equipment  $                     -  $         236,542 
Capital lease obligation incurred for property and equipment  $           92,399  $                     - 
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Note 1: Nature of Operations and Summary of Significant Accounting Policies 

Nature of Operations 

Primary Health Care, Inc. (the “Organization”) primarily earns revenues by providing physician 
and related health care services through clinics located in central Iowa. 

Use of Estimates 

The preparation of financial statements in conformity with accounting principles 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 statements and the reported amounts of revenues and expenses 
during the reporting period.  Actual results could differ from those estimates. 

Cash  

Effective July 21, 2010, the FDIC’s insurance limits were permanently increased to $250,000.  At 
June 30, 2012, the Organization’s cash accounts did not exceed federally insured limits.  

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

Investments and Investment Return 

Investments in equity securities having a readily determinable fair value and in all debt securities 
are carried at fair value.  Investment return is comprised of interest income, dividends and realized 
and unrealized gains and losses on investments carried at fair value. 

Patient Accounts Receivable 

The Organization reports patient accounts receivable for services rendered at net realizable 
amounts from third-party payers, patients and others.  The Organization provides an allowance for 
uncollectible accounts based upon a review of outstanding receivables, historical collection 
information and existing economic conditions.  As a service to the patient, the Organization bills 
third-party payers directly and bills the patient when the patient’s liability is determined.  Patient 
accounts receivable are due in full when billed.  Accounts are considered delinquent and 
subsequently written off as bad debts based on individual credit evaluation and specific 
circumstances of the account. 

Inventories 

Inventories are stated at the lower of cost, determined using the first-in, first-out method, or market. 
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Property and Equipment 

Property and equipment acquisitions are recorded at cost and are depreciated on a straight-line 
basis over the estimated useful life of each asset.  Assets under leasehold improvements are 
depreciated over the shorter of the lease term or their respective estimated useful lives. 

Certain property and equipment have been purchased with grant funds received from the U.S. 
Department of Health and Human Services.  Such items or a portion thereof may be reclaimed by 
the federal government if not used to further the grant’s objectives. 

Donations of property and equipment are reported at fair value as an increase in unrestricted net 
assets unless use of the assets is restricted by the donor.  Monetary gifts that must be used to 
acquire property and equipment are reported as restricted support.  The expiration of such 
restrictions is reported as an increase in unrestricted net assets when the donated asset is placed in 
service. 

Temporarily Restricted Net Assets 

Temporarily restricted net assets are those whose use by the Organization has been limited by 
donors to a separate time period or purpose. 

Net Patient Service Revenue 

The Organization has agreements with third-party payers that provide for payments to the 
Organization at amounts different from its established rates.  Net patient service revenue is reported 
at the estimated net realizable amounts from patients, third-party payers and others for services 
rendered and includes estimated retroactive adjustments.  Retroactive adjustments are considered in 
the recognition of revenue on an estimated basis in the period the related services are rendered and 
such estimated amounts are revised in future periods as adjustments become known. 

Contributions 

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 contribution 
revenue. 

Gifts received with donor stipulations are reported as either temporarily or permanently restricted 
support.  When a donor restriction expires, that is, when a time restriction ends or purpose 
restriction is accomplished, temporarily restricted net assets are reclassified and reported as an 
increase in unrestricted net assets.  Donor-restricted contributions whose restrictions are met within 
the same year as received are reported as unrestricted contributions.  Conditional contributions are 
reported as liabilities until the condition is eliminated or the contributed assets are returned to the 
donor. 
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Government Grants 

Support funded by grants is recognized as the Organization performs the contracted services or 
incurs outlays eligible for reimbursement under the grant agreements.  Grant activities and outlays 
are subject to audit and acceptance by granting agencies and, as a result of such audits, adjustments 
could be required. 

Deferred Revenue 

Revenue from grants to provide health care services is deferred and recognized over the periods to 
which the eligibility requirements are met. 

Income Taxes 

The Organization has been recognized as exempt from income taxes under Section 501 of the 
Internal Revenue Code and a similar provision of state law.  However, the Organization is subject 
to federal income tax on any unrelated business taxable income. 

Electronic Health Records Incentive Program 

The Electronic Health Records Incentive Program, enacted as part of the American Recovery and 
Reinvestment Act of 2009, provides one-time incentive payments under both the Medicare and 
Medicaid programs to eligible community health centers that demonstrate meaningful use of 
certified electronic health records technology (EHR).  Payments under the Medicare program are 
generally made for up to four years based on a statutory formula.  Payments under the Medicaid 
program are generally made for up to six years based upon a statutory formula, as determined by 
the state, which is approved by the Centers for Medicare and Medicaid Services.  Payment under 
both programs are contingent on the Organization continuing to meet escalating meaningful use 
criteria and any other specific requirements that are applicable for the reporting period.  The final 
amount for any payment year is determined based upon an audit by the fiscal intermediary.  Events 
could occur that would cause the final amounts to differ materially from the initial payments under 
the program.   

The Organization recognizes revenue ratably over the reporting period starting at the point when 
management is reasonably assured it will meet all of the meaningful use objectives and any other 
specific grant requirements applicable for the reporting period. 

In 2012, the Organization completed the first-year requirements under the Medicaid program and 
has recorded revenue of approximately $318,750 which is included in other income within 
operating revenues in the statement of operations.  
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Excess (Deficiency) of Revenues Over Expenses 

The statements of operations include excess (deficiency) of revenues over expenses.  Changes in 
unrestricted net assets which are excluded from excess (deficiency) of revenues over expenses, 
consistent with industry practice, include unrealized gains and losses on investments other than 
trading securities, permanent transfers to and from affiliates for other than goods and services and 
contributions and grants of long-lived assets (including assets acquired using contributions or 
grants which by donor or granting agency restriction were to be used for the purpose of acquiring 
such assets). 

Subsequent Events 

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

 

Note 2: Grant Revenue 

The Organization is the recipient of a Consolidated Health Centers (CHC) grant from the U.S. 
Department of Health and Human Services (the “granting agency”).  The general purpose of the 
grant is to provide expanded health care service delivery for residents of central Iowa.  Terms of 
the grant generally provide for funding of the Organization’s operations based on an approved 
budget.  Grant revenue is recognized as qualifying expenditures are incurred over the grant period.  
During the years ended June 30, 2012 and 2011, the Organization received $3,694,090 and 
$3,621,212 in grant funds, respectively.  The Organization’s present CHC grant award covers the 
grant year ending May 31, 2013, and is approved at $3,674,797.  Future funding will be determined 
by the granting agency based on an application to be submitted by the Organization prior to 
expiration of the present grant award. 

The Organization has been awarded $2,615,429 under the Facility Investment Program (FIP) grant 
for the December 9, 2009, to December 8, 2011, period to assist in meeting the needs of their 
community.  During the years ended June 30, 2012 and 2011, the Organization recognized 
$1,821,659 and $793,770 in grant funds, respectively. 

In addition to these grants, the Organization receives additional financial support from other 
federal, state and private sources.  Generally, such support requires compliance with terms and 
conditions specified in the grant agreements and must be renewed on an annual basis. 
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Note 3: Net Patient Service Revenue 

The Organization is approved as a Federally Qualified Health Center (FQHC) for both Medicare 
and Medicaid reimbursement purposes.  The Organization has agreements with third-party payers 
that provide for payments to the Organization at amounts different from its established rates.  
These payment arrangements include: 

Medicare.  Covered FQHC services rendered to Medicare program beneficiaries are paid based 
on a cost reimbursement methodology.  The Organization is reimbursed for cost reimbursable 
items at a tentative rate with final settlement determined after submission of an annual cost report 
by the Organization and audit thereof by the Medicare fiscal intermediary.  Services not covered 
under the FQHC benefit are paid based on established fee schedules. 

Medicaid.  Covered FQHC services rendered to Medicaid program beneficiaries are paid based 
on a cost reimbursement methodology.  The Organization is reimbursed for cost reimbursable 
items at a tentative rate with final settlement determined after submission of an annual cost report 
by the Organization and audit thereof by the Medicaid fiscal intermediary. 

Approximately 55% and 56% of net patient service revenues are from participation in the Medicare 
and state-sponsored Medicaid programs for the years ended June 30, 2012 and 2011, respectively.  
Laws and regulations governing the Medicare and Medicaid programs are complex and subject to 
interpretation and change.  As a result it is reasonably possible that recorded estimates will change 
materially in the near term. 

The Organization has also entered into payment agreements with certain commercial insurance 
carriers, health maintenance organizations and preferred provider organizations.  The basis for 
payment to the Organization under these agreements includes prospectively determined rates and 
discounts from established charges. 

 

Note 4: Concentrations of Credit Risk 

The Organization grants credit without collateral to its patients, most of whom are area residents 
and are insured under third-party payer agreements.  The mix of receivables from patients and 
third-party payers at June 30, 2012 and 2011, is: 

2012 2011

Medicare 14% 5%
Medicaid 47% 61%
Other third-party payers 39% 34%

100% 100%
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Note 5: Investments and Investment Return 

Investments at June 30 include: 

2012 2011

Trading
Corporate bonds  $         11,495  $         13,891 
Income builder mutual funds             28,031             29,820 

Short-term investments $         39,526  $         43,711 

 

Investment Income 

Investment income for the years ended June 30, 2012 and 2011, consisted of: 

2012 2011

Interest and dividend income  $           2,341  $           2,581 
Unrealized gains (losses) on trading securities               1,119               3,522 

$           3,460  $           6,103 

 

Note 6: Medical Malpractice Claims 

The U.S. Department of Health and Human Services has deemed the Organization and its practicing 
providers covered under the Federal Tort Claims Act (FTCA) for damage for personal injury, 
including death resulting from the performance of medical, surgical, dental and related functions.  
FTCA coverage is comparable to an occurrence policy without a monetary cap. 

In 2012, the Organization adopted the provisions of Accounting Standards Update (ASU) 2010-24 
Health Care Entities (Topic 954):  Presentation of Insurance Claims and Related Insurance 
Recoveries, which eliminates the practice of netting claim liabilities with expected insurance 
recoveries for balance sheet presentation.  Claim liabilities are to be determined without consideration 
of insurance recoveries.  Expected recoveries are presented separately.  Prior to the adoption of ASU 
2010-24, accounting principles generally accepted in the United States of America require a health 
care provider to accrue only an estimate of the malpractice claims cost for both reported claims and 
claims incurred but not reported where the risk of loss had not been transferred to a financially viable 
insurer.  There was no impact of the ASU adoption to the Organization’s financial statements.  

Based upon the Organization’s claim experience, no accrual has been made for the Organization’s 
medical malpractice cost for the years ended June 30, 2012 and 2011.  However, because of the risk in 
providing health care services, it is possible that an event has occurred which will be the basis of a 
future medical claim. 
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Note 7: Line of Credit 

The Organization has a $300,000 revolving line of credit expiring March 10, 2014.  At June 30, 
2012 and 2011, there were $0 borrowings against this line.  The line is collateralized by the 
Organization’s accounts receivable and inventory.  Interest varies with the prime rate as published 
by the Wall Street Journal, but at no point shall be less than 5%.  The interest rate was 5% at     
June 30, 2012 and 2011, and is payable monthly. 

 

Note 8: Long-Term Debt 

2012 2011

Note payable (A)  $         223,693  $       242,467 
Capital lease obligation (B)              88,746                      - 

            312,439           242,467 
Less current maturities               35,593             18,875 

$         276,846 $       223,592 

 

(A) Note payable to First American Bank in the original amount of $250,000; due in monthly 
installments of $2,845 beginning on February 10, 2011, through January 10, 2016, including 
interest at 6.46%, secured by property. 

(B) Capital lease payable at 9.5% imputed interest, due through March 2017; collateralized by 
equipment.  Equipment included the following under capital leases: 

2012 2011

Equipment  $           92,399  $                   - 
Less accumulated depreciation                         -                       - 

$           92,399 $                   - 
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Aggregate annual maturities of long-term debt and payments on capital lease obligations at       
June 30, 2012, are: 

Long-Term
Debt

(Excluding Capital
Capital Lease Lease
Obligations) Obligations

2013  $           20,083  $         23,304 
2014               21,439             23,304 
2015               22,886             23,305 
2016             159,285             23,304 
2017                         -             17,481 

$         223,693          110,698 

Less amount representing interest             21,952 
Present value of future minimum lease payments             88,746 
Less current maturities             15,510 

Noncurrent portion $         73,236 

 

Note 9: Temporarily Restricted Net Assets 

Temporarily restricted net assets are available for the following purposes: 

2012 2011

Health care services $         71,615  $         15,000 
Dental services              1,445             22,800 
Diabetes collaborative          122,511             84,881 

$       195,571  $       122,681 

 

During the years ended June 30, 2012 and 2011, net assets were released from donor restrictions by 
incurring expenses, satisfying the restricted purposes in the amount of $194,591 and $220,399, 
respectively. 
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Note 10: Functional Expenses 

The Organization provides health care services to residents within its geographic area.  Expenses 
related to providing these services are as follows: 

2012 2011

Health care services $    9,722,850  $    9,371,395 
General and administrative       5,346,510        5,432,978 

$  15,069,360  $  14,804,373 

 

 

Note 11: Operating Lease 

The Organization has a noncancellable operating lease for a medical facility in Marshalltown, Iowa, 
expiring in 2020.  The lease can be renewed for two additional ten-year terms.  The Organization has 
various other operating leases that expire in years through 2016.   

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

2013  $       355,381 
2014           352,036 
2015           346,750 
2016           323,003 
2017           295,999 
Thereafter           636,427 

 $    2,309,596 
 

 

Note 12: Retirement Plan 

The Organization has a 401(k) defined contribution retirement plan covering all employees who 
have been employed for 60 days.  The Organization’s contributions to the plan are required by the 
plan documents.  The Organization matches 100% of employees’ contributions up to 3% of 
employee compensation and matches 50% of employee contributions from 3% to 5% of employee 
compensation.  Pension expense was $200,776 and $195,057 for the years ended June 30, 2012 and 
2011, respectively. 
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Note 13: Significant Estimates and Concentrations 

Accounting principles generally accepted in the United States of America require disclosure of certain 
significant estimates and current vulnerability due to certain concentrations.  Those matters include the 
following: 

Allowance for Net Patient Service Revenue Adjustments 

Estimates of allowances for adjustments included in net patient service revenue are described in 
Notes 1 and 3.   

Grant Revenues 

Concentration of revenues related to grant awards and other support are described in Note 2. 

Malpractice Claims 

Estimates related to the accrual for professional liability claims are described in Note 6. 

Self-Insurance  

The Organization is self-insured for employee group dental care.  Liabilities include an accrual for 
dental claims that have been incurred and an estimate of claims incurred but not reported.  Claims 
liabilities are reevaluated periodically to take into consideration recently settled claims, frequency of 
claims and other economic and social factors. 

Investments 

The Organization invests in various investment securities.  Investments securities are exposed to 
various risks such as interest rate, market and credit risks.  Due to the level of risk associated with 
certain investment securities, it is at least reasonably possible that changes in the values of 
investment securities will occur in the near term and that such change could materially affect the 
amounts reported in the accompanying balance sheets.  

Current Economic Conditions 

The current protracted economic decline continues to present health care organizations with 
difficult circumstances and challenges, which in some cases have resulted in large and 
unanticipated declines in the fair value of investments and large declines in contributions.  The 
financial statements have been prepared using values and information currently available to the 
Organization. 
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Current economic conditions have made it difficult for certain of our patients to pay for services 
rendered.  As employers make adjustments to health insurance plans or more patients become 
unemployed, services provided to self-pay and other payers may significantly impact net patient 
service revenue, which could have an adverse impact on the Organization’s future operating 
results.  Further, the effect of economic conditions on the state may have an adverse effect on cash 
flows related to the Medicaid program. 

Given the volatility of current economic conditions, the values of assets and liabilities recorded in 
the financial statements could change rapidly, resulting in future adjustments to the allowances for 
accounts and contributions receivable that could negatively impact the Organization. 

 

Note 14: Subsequent Event 

The Organization entered into a master participation agreement with Mercy Medical Center – Des 
Moines to form Iowa Medical Education Consortium on September 27, 2012.  This arrangement 
allows the participants to pursue the formation of internal medicine and family practice residency 
programs.  Funding for the programs is expected to come from federal funding, including the 
Health Resources and Services Administration (HRSA) Teaching Health Center Graduate Medical 
Education (GME) Payment Program Grant, the Medicare GME program, and other government 
program payments.  Initially, all residents of the residency programs will be employed directly by 
Mercy Medical Center – Des Moines. 

The Organization reached an agreement to acquire AID Greater Des Moines, Inc. on December 10, 
2012.  AID Greater Des Moines is a nonprofit corporation that provides direct care services to 
people living in Central Iowa with or affected by HIV/AIDS and provides prevention services to 
Iowans at-risk for contracting the disease under the trade name of Aids Project of Central Iowa.  
With this agreement, the Organization will assume the assets and selected contracts of AID Greater 
Des Moines with the intent of continuing the work of AID Greater Des Moines.  In order to 
facilitate the continuation of care, the acquisition includes continuation of the grant funding already 
in place for AID Greater Des Moines, Inc.  AID Greater Des Moines reported operating revenues 
of approximately $1,200,000 for the last 12 months of operation, which we did not audit. 
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Federal Agency/ Grant or
Pass-Through CFDA Identifying Amount

Cluster/Program Entity Number   Number  Expended

Consolidated Health Centers U.S. Department of Health and 93.224 6 H80 CS
Human Services 00715-10-03 2,059,281$    

Affordable Care Act Grants for U.S. Department of Health and 93.527 6 H80 CS
New and Expanded Services Human Services 00715-10-03 1,634,809       

        3,694,090 

ARRA - Grants to Health Center U.S. Department of Health and 93.703 4 C80 CS
Programs - Facility Human Services 16958-01-03
Investment Program 1,821,659       

Grants to Provide Outpatient U.S. Department of Health and 93.918 6 H76 HA
Early Intervention Services Human Services 00141-17-01
with Respect to HIV Disease 420,005        

Environmental Public Health U.S. Department of Health and 93.070 5882LP05
and Emergency Response Human Services/Iowa 

Department of Health 30,303            

ARRA - Lead-Based Paint Hazard U.S. Department of Housing and 14.907

Control in Privately-Owned Urban Development/City  
Housing of Marshalltown, Iowa 32,727            

Public Health Emergency U.S. Department of Health and 93.069 5889BT101
Preparedness Human Services/Iowa

Department of Health 2,333              

Projects for Assistance in U.S. Department of Health and 93.150

Transition from Human Services/Iowa 
Homelessness (PATH) Department of Health/City of 

Des Moines, Iowa 59,197            

Total forward        6,060,314 
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Federal Agency/ Grant or
Pass-Through CFDA Identifying Amount

Cluster/Program Entity Number   Number  Expended

Total forward  $     6,060,314 

National Center for Research U.S. Department of Health and 93.389 5 UL 1 RR
Resources Human Services/The University 024979-05

of Iowa              60,260 

Community Development Block U.S. Department of Housing and 14.218
Grants/Entitlement Grants Urban Development/City of 

Des Moines, Iowa               8,250 

Supportive Housing Program: U.S. Department of Housing and 14.235
Street Outreach and Urban Development/City  
Enhancement Project of Des Moines, Iowa 326,632          

Centers for Disease Control & U.S. Department of Health and 93.283
Prevention Investigation and Human Services/Iowa
Technical Assistance Department of Health 2,000              

Total expenditures  
of federal awards 6,457,456$    

 

Notes to Schedule 

1. This schedule includes the federal awards activity of Primary Health Care, Inc. and is presented 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, or used in the preparation of, the basic financial statements. 

 
2. Of the federal expenditures presented in the schedule, Primary Health Care, Inc. provided federal awards 

to subrecipients as follows: 
 

CFDA Amount
Program Number Subrecipient Provided

Supportive Housing Program 14.235 House of Mercy 
Enhancement Project 14,301$         
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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 
Primary Health Care, Inc. 
Des Moines, Iowa 
 
 
We have audited the financial statements of Primary Health Care, Inc. (the “Organization”) as of and for 
the year ended June 30, 2012, and have issued our report thereon dated February 12, 2013.  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. 

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 for the purpose of 
expressing 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 
express an opinion on the effectiveness of the Organization’s internal control over financial reporting. 

Our consideration of internal control over financial reporting was for the limited purpose described in the 
preceding paragraph and was not designed to identify all deficiencies in internal control over financial 
reporting that might be deficiencies, significant deficiencies or material weaknesses, and therefore, there 
can be no assurance that all deficiencies, significant deficiencies or material weaknesses have been 
identified.  However, as discussed in the accompanying schedule of findings and questioned costs, we 
identified certain deficiencies in internal control over financial reporting that we consider to be material 
weaknesses. 

A deficiency in internal control exists when the design or operation of a control does not allow 
management or employees, in the normal course of performing their assigned functions, to prevent or 
detect and correct misstatements on a timely basis.  A material weakness is a deficiency, or a combination 
of deficiencies, in internal control such that there is a reasonable possibility that a material misstatement 
of the Organization’s financial statements will not be prevented or detected and corrected on a timely 
basis.  We consider the deficiency described in the accompanying schedule of findings and questions 
costs as item 12-1 to be a material weakness. 
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Compliance and Other Matters 

As part of obtaining reasonable assurance about whether the Organization’s financial statements are free 
of material misstatement, we performed tests of its compliance with certain provisions of laws, 
regulations, contracts and grant agreements, noncompliance with which could have a direct and material 
effect on the determination of financial statement amounts.  However, providing an opinion on 
compliance with those provisions was not an objective of our audit and, accordingly, we do not express 
such an opinion.  The results of our tests disclosed no instances of noncompliance or other matters that 
are required to be reported under Government Auditing Standards. 

We noted certain matters that we reported to the Organization’s management in a separate letter dated 
February 12, 2013. 

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

 

 
 
February 12, 2013 
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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 
Primary Health Care, Inc. 
Des Moines, Iowa 
 
 
Compliance 
 
We have audited the compliance of Primary Health Care, Inc. (the “Organization”) with the types of 
compliance requirements described in the U.S. 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 auditor’s results section of the accompanying schedule of findings and questioned costs.  
Compliance with the requirements of laws, regulations, contracts and grants applicable to each of its 
major federal programs are the responsibility of the Organization’s management.  Our responsibility is to 
express an opinion on the compliance of Primary Health Care, 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 Auditing 
Standards, issued by the Comptroller General of the United States; and OMB Circular A-133, Audits of 
States, Local Governments, and Non-Profit Organizations.  Those standards and OMB Circular A-133 
require that we plan and perform the audit to obtain reasonable assurance about whether noncompliance 
with the types of compliance requirements referred to above that could have a direct and material effect 
on 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 
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 on the Organization’s compliance with those 
requirements. 

In our opinion, Primary Health Care, Inc. complied, in all material respects, with the requirements 
referred to above that could have a direct and material effect on each of its major federal programs for the 
year ended June 30, 2012.   

Internal Control Over Compliance 

 
The management of Primary Health Care, Inc. is responsible for establishing and maintaining effective 
internal control over compliance with the requirements of laws, regulations, contracts and grants 
applicable 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 federal program in order to determine our 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 compliance.  Accordingly, we do not express an opinion on the effectiveness of the 
Organization’s internal control over compliance. 
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A deficiency in internal control over compliance exists when the design or operation of a control over 
compliance does not allow management or 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 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 
paragraph of this section and was not designed to identify all deficiencies in internal control over 
compliance 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. 

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

 

February 12, 2013 
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Summary of Auditor’s Results 

1. The opinion expressed in the independent accountants’ report was: 

 Unqualified    Qualified   Adverse  Disclaimed 
 

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

Significant deficiency(ies)?  Yes  No  

Material weakness(es)?  Yes   No 

3. Noncompliance considered material to the financial statements 
was disclosed by the audit? 

 
 Yes 

 
 No 

 

4. 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  No  

Material weakness(es)?  Yes   No  

5. 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: 

 Unqualified    Qualified   Adverse  Disclaimed 
 

6. The audit disclosed findings required to be reported by OMB 
Circular A-133? 

 

 
 Yes 

 
 No 

 

7. The Organization’s major programs were: 

Cluster/Program CFDA Number
  

ARRA – Grants to Health Center Programs – Facility Investment Program 
HUD – Supportive Housing Grants 
 

93.703 
14.235 

 
  

8. 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. 

9. The Organization qualified as a low-risk auditee as that term is 
defined in OMB Circular A-133? 

 

 
 Yes 

 
 No 
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Findings Required to be Reported by Government Auditing Standards 

Reference 
Number 

 
Finding 

Questioned
Costs 

   
12-1 Criteria or Specific Requirement – Management is responsible for 

establishing and maintaining effective internal control over external 
financial reporting. 
 
Condition – The Organization’s implementation of electronic health 
records resulted in untimely accounts receivable system data being 
available and the financial statements required adjustments to be in 
conformity with generally accepted accounting principles.  The 
Organization’s system and procedures for accounting for property and 
equipment resulted in adjustments to the general ledger at year end.  
Areas in which adjustments were proposed, including those which 
management recorded, include: 
 

• Accounts receivable, allowance for uncollectible accounts and 
contractual adjustments, related allowances and bad debt expense 

• Accumulated depreciation and depreciation expense 
 
Context – The Organization’s financial statements should be presented in 
conformity with generally accepted accounting principles in a timely 
fashion. 
 
Effect – Adjusting journal entries were proposed. 
 
Cause – The Organization implemented electronic health records which 
resulted in significantly delayed reporting and incomplete monthly 
financial statements.  The system in place for accounting for property and 
equipment, accumulated depreciation and depreciation expense created 
variances with the general ledger.  These resulted in certain necessary 
adjustments required to present the financial statements in accordance 
with generally accepted accounting principles significantly after the close 
of the fiscal period ended on June 30, 2012. 
 
Recommendation – The Organization should complete the full 
implementation of electronic health records and catch up records so that 
timely financial statements can be prepared based on complete data.  The 
system in place for accounting for property and equipment, accumulated 
depreciation and depreciation expense should be reconsidered and 
policies and procedures evaluated to confirm the accuracy of the detailed 
records.   
 

None 
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Reference 
Number 

 
Finding 

Questioned
Costs 

   
12-1 

(Continued) 
Views of Responsible Officials and Planned Correction Actions – As 
noted, PHC had an unfortunate amount of difficulty with the 
implementation of our electronic health record system.  We have worked 
methodically to identify and address each item of concern, to determine 
the causes and effects, and to fix each one.  We are now confident that we 
have the majority of the problems under control, and our financial 
reporting will be complete with the timely preparation of our February 
2013 financial statements, and all subsequent months.  We will continue 
to analyze our processes and make improvements as necessary.  
Regarding the property and equipment accounting, we have purchased a 
fixed asset accounting software program to better track our accumulated 
depreciation and depreciation expense without spreadsheet errors. 
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Findings Required to be Reported by OMB Circular A-133 

Reference 
Number 

 
Finding 

Questioned
Costs 

   
 No matters are reportable.  
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Reference 
Number 

 
Summary of Finding 

 
Status 

   

 No matters are reportable.  
   
   

 


