
 
 

Johnson County Audit Services  
 
 
 
 
 
 
February 15, 2001 
 
Honorable Members of the Board of County Commissioners: 
 
The Johnson County Audit Services Department has completed a limited scope 
financial related audit of the County’s Self-Insured Health Care Fund.  Our 
examination was conducted in accordance with Generally Accepted Governmental 
Auditing Standards, with the exception of a peer review. 
 
We undertook this audit in response to concerns expressed by the Board of County 
Commissioners and the County Administrator.  Our audit was performed to 
provide the Board of County Commission and the County Administrator with an 
objective evaluation of the management and program administration of Johnson 
County’s Health Care Fund.   
 
In our opinion, the County’s Health Care Fund requires extensive managerial and 
disclosure changes to ensure that sufficient funds are available to meet current and 
future employee health care expenses, as noted in the Findings section of this 
report. 
 
Audit findings were discussed in detail with County Administrator Michael Press.  
The County Administrator’s written response is included in Appendix A of this 
report.  We appreciate the assistance, courtesy, and cooperation extended to us by 
the County Administrator and members of his management team.   
 
 
 
 
Martin J. Kolkin 
County Auditor 
 



 
Self-Insured Health Care Fund Audit 

Report Number 2001-01 
Executive Summary 

 
 

The Johnson County Audit Services Department has completed a limited scope audit of the 
County’s Self-Insured Health Care Fund.  Our review identified the following significant 
opportunities for increased managerial control and oversight: 
 
1. The Healthcare Fund has operated at net loss in excess of $9 million over the fiscal 

periods 1998 – 2000.  Written policies and procedures providing specific departmental 
oversight responsibility to County departments for the operation of the Health Care Fund 
do not exist (refer to page 2). 

 
The County Auditor recommends that the County Administrator or his representatives establish 
written policies and procedures that delineate budgetary authority for the Health Care Fund and 
clearly establish departmental oversight responsibilities.   
 
2. A separate annual budgeted fund dedicated solely to the operation of the Self-

Insured Health Care, a nearly $13 million fund for fiscal 2000, does not exist within 
the County’s Annual Operating Budget (refer to page 3). 

 
The County Auditor recommends that the County Administrator or his representatives establish 
annual budgetary practices that include the Health Care Fund. 
 
3. The County’s current Annual Operating Budget does not include nearly $190,000 of 

annual health care interest revenue (refer to page 4). 
 
The County Auditor recommends that the County Administrator or his representatives require the 
inclusion of all known revenues and expenditures within the annual operating budget. 
 
4. During Fiscal 1998, County financial representatives reallocated approximately $2 

million of funds originally budgeted for the employer’s portion of health care 
premiums without obtaining written authorization from the Board of County 
Commissioners or the County Administrator (refer to page 4). 

 
The County Auditor believes that prudent business practices dictate that management obtain 
sufficient evidential matter to document all budgetary assumptions or accounting transactions. 
 
5. The reallocation transaction noted above improperly recorded an interfund 

transaction using a non-generally accepted accounting principle methodology, 
resulting in an overstatement of approximately $2 million of Health Care Revenues and 
an overstatement of approximately $2 million of Health Care Expenditures spread across 
eight County Funds (refer to page 6). 

 



The County Auditor recommends that the County Administrator instruct County financial 
representatives to transfer this approximately $2 million to its original budgetary destination, the 
Health Care Fund, during Fiscal 2000.  The County Auditor further recommends that the General 
Fund would be the appropriate source of this operating transfer. 
 
6. Interest revenues of $733,160 earned on the Health Care cash investments, in the 

County’s investment pool during fiscal 1998, were not distributed to the Health 
Care Fund.  The $733,160 of interest revenue was instead reported as interest income in 
the General Fund (refer to page 9). 

 
The County Auditor recommends that the County Administrator instruct County financial 
representatives to transfer this $733,160 to its original budgetary destination, the Health Care Fund, 
during Fiscal 2000.  The County Auditor further recommends that the General Fund would be the 
appropriate source of this operating transfer.  
 
7. The County Auditor maintains that approximately $460,000 of revenues 

attributable to Fiscal 2000 were recorded in Fiscal 1999 because health care 
revenues were recognized on a cash basis instead of accrual basis (refer to page 10). 
 

 

OFM representatives disagreed and will review the methodology of recording health care revenues 
in greater detail with the County’s external Certified Public Accounting firm. 
 

8. No policy exists establishing a threshold or percentage of necessary unencumbered 
cash balance for unforeseen circumstances in the self-insurance fund (refer to page 
10). 
 

The County Auditor recommends that the County Administrator or his representatives establish 
written policies and procedures establishing and maintaining an appropriate unencumbered cash 
balance, for unforeseen circumstances, within the Health Care Fund.  
 
9. The County Auditor additional recommends a follow-up review of the Health Care 

Fund to be conducted by Audit Services during Fiscal 2002. 
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Self-Insured Health Care Fund Audit 
Report Number 2001-01 

Preliminary Section 
 
 

INTRODUCTION 
In accordance with the approved audit workplan, the County Auditor completed an examination 
of Johnson County’s Self-Insured Health Care Fund (“Health Care Fund”). 
 

OBJECTIVE 
This report provides the Johnson County (“County”) Board of County Commissioners 
(“BOCC”) and the County Administrator (“CA”) with an objective evaluation of the 
management and program administration of Johnson County’s Health Care Fund. 
 

BACKGROUND 
The Health Care Fund operates as a self-insured entity for the sole purpose of withholding health 
care premiums, both the employer and employees’ share, and for paying employees’ health care 
expenses.  This type of entity meets the accounting criteria for classification as an internal 
service fund1, and is correctly classified as such on the County’s financial system. 
 

Table One 
Health Care Fund Annual Operating Revenues, Expenditures 

 & Net Operating Income/<Loss> 
 

Fiscal 
Year 

Operating 
Revenues 

Operating 
Expenditures 

Net Operating 
Income/<Loss> 

   1994 $5,845,582 4,604,215 $ 1,241,367 
   1995 7,645,495 5,733,293    1,912,202 
   1996 8,386,759 5,858,637   2,528,122 
   1997 7,385,545 7,094,157      291,388 
   1998 4,872,900 8,915,167   <4,042,267> 
   1999 7,947,325 13,242,263   <5,295,938> 
* 2000 10,741,000 12,791,000   <2,050,000> 
* 2001  12,541,000 14,710,000   <2,169,000> 

 

Source: Comprehensive Annual Report, Combining Statement of Revenues, Expenses, and Changes in Retained 
 Earnings, Internal Service Funds. 
Auditor’s Note: Net Operating Income/<Loss> does not include Interest Income or Operating Transfers. 
* - Projected for Dec 2000 and Fiscal 2001. 
 

AUDIT SCOPE & METHODOLOGY 
The County Auditor judgmentally selected the period Fiscal 1997 - Fiscal 2000 for audit 
examination based upon the notable drop of net operating income for these fiscal periods.  
 

This examination included, but was not limited to the following: 
 

• A review of BOCC, CA, Human Resources (“HR”), and Office of Financial Management 
(“OFM”) memoranda, meeting minutes, audio tapes of public meetings, notes, computations, 
and supporting documentation; 

• Analytical examination of Johnson County budget data and financial information; and  
• Interviews and discussions with relevant County personnel. 

                                                           
1 Internal Service Funds account for goods or services provided by one governmental unit to other governmental units on a cost-reimbursement basis. 
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Report Number 2001-01 
Findings 

 
 

The County’s Health Care Fund requires extensive managerial and disclosure changes to ensure 
that sufficient funds are available to meet current and future employee health care expenses. 
 

INSUFFICIENT MANAGERIAL CONTROLS 
 

Budgetary Policies and Procedures 
Written policies and procedures providing specific departmental oversight responsibility to 
County departments for the operation of the Health Care Fund do not exist. 
 

The Human and Organizational Development Department (“HOD”) exercised informal authority 
for the Health Care Fund budget through the Fiscal 2000 budget process.  However, with the 
restructuring of the HOD Department into the HR Department, it is now an opportune time to 
formalize the County’s policies and practices for the Health Care Fund.  
 

RECOMMENDATION 
The County Auditor recommends that the CA establish written policies and procedures that 
delineate budgetary authority for the Health Care Fund and clearly establish departmental 
responsibilities.   
 

The CA concurs that formal policies and procedures for the operation of the Health Care Fund 
need to be established within the County’s Financial Policies of Johnson County, KS.  The CA 
stated that the formation of these written policies and procedures was underway.   
 

Budgetary Presentation 
The Health Care Fund is reported as a fund within the County’s Comprehensive Annual Report 
(“CAFR”).  Yet, an annual budget dedicated solely to this approximately $12.8 million of Fiscal 
2000 expenditures does not exist within the County’s Annual Operating Budget. 
 

Key decision-makers, such as the BOCC and the CA, thus are unable to periodically compare 
actual health care operations to budgetary expectations in interim financial reports. 
  

Governmental Accounting Standards Board (“GASB”) Cod. Sec. 1100.101 states: 
 

“Budgeting is an essential element of the financial planning, control, 
and evaluation process of governments.  Every governmental unit 
should prepare a comprehensive budget covering all governmental, 
proprietary, and fiduciary funds for each annual fiscal period.” 
 

Current Accounting Practices 
OFM representatives “expense” the County’s portion of health care premiums to the Health Care 
Fund by fund type (see Figure 1) on a quarterly basis.  Health care expenses paid to providers, 
such as hospitals, doctors, and dentists, are paid directly out of the Health Care Fund. 
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Governmental Accountings Standards require that this type of a transaction be recorded as an 
expenditure in each of the funds paying for the health care premium, and as a revenue in the 
Health Care Fund. This transaction is necessary to accurately reflect the revenues (sales) of the 
Health Care Fund financed through other County funds. Accounting Standards classify this 
unique interfund transaction as a “quasi-external transaction”2, rather than a transfer. 
 

Figure 1 
Employer’s Quarterly Contribution Health Care Premiums 

 
 

Recording Expenditure/Revenue 
 

Employer’s Portion 
of Health Care Expenditures        Health Care Revenues 
 

General Fund    
Public Works Fund    
Risk Management Fund    
Nursing Center Fund 
Developmental Supports         Health Care Fund   
Airport Fund    
Library Fund    
Wastewater Fund    
            
Cash Transfer 
 

Cash Payment           Cash Receipt 
 

General Fund      
Public Works Fund    
Risk Management Fund    
Nursing Center Fund 
Developmental Supports         Health Care Fund   
Airport Fund    
Library Fund    
Wastewater Fund   
 
 

Source: Fiscal Year 2000 Annual Operating Budget and Quarterly Journal Vouchers 
 

Note: The recording of the expenditure/revenue and the cash transfers will be for identical amounts, since 
the cash transfer is contingent upon the dollar amount of the quarterly expenditure/revenue. 

 
RECOMMENDATION 
The County Auditor recommends that the CA require that the County’s budgetary practices to 
budget for the Health Care Fund, a Fund with expenditures expected to reach nearly $15 million 
in Fiscal 2001. 
 
OFM representatives indicated that it was the County’s past practice to only include funds with a 
statutory requirement in the annual operating budget, as indicated in the footnotes to the annual 
CAFR.  The Health Care Fund is currently regarded as an “off budget”3 item. 
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2 GASB Cod. Sec 1800.103 & 104 
3 “Off budget” is defined as not included within the County’s published Annual Operating budget. 



At the exit conference for this audit, the Chief Financial Officer (“CFO”) indicated a willingness 
to explore new methods of presenting budgetary information for the Health Care Fund, 
contingent upon the BOCC’s preference for receiving this information. 
 
Budgetary Practices for Health Care Interest 
Interest income attributable to the Health Care Fund is not included in the County’s Annual 
Operating Budget.  Although interest for the Health Care Fund is not budgeted, actual interest 
earned by the Health Care investments result in revenues to the Health Care Fund, (except for 
Fiscal 1998, as noted in the Interest Attributable to the Health Care Fund, Fiscal 1998 section of 
this report). 
 
The County Auditor believes that prudent business practices dictate that all known material 
revenues and expenditures be included within the annual operating budget. 
 
OFM representatives explained that the Health Care Fund is currently reflected as an “off 
budget” Fund, and accordingly, the interest associated with the Health Care Fund also is “off 
budget”.  The CFO stated that the presentation of health care interest revenue would be 
contingent on the manner in which the Health Care Fund is presented, either budgeted or “off 
budget”. 
 

     Table Two 
     Schedule of Actual Health Care Fund 

     Interest Income 
 

Fiscal Year Interest Income 
  

   1994 $147,703 
   1995 223,297 
   1996 464,744 
   1997 611,849 
   1998    12,523 
   1999 326,263 
* 2000 187,000 
* 2001  187,000 

 

Source: Comprehensive Annual Report, Combining Statement of Revenues, Expenses, and Changes in Retained Earnings, Internal Service Funds. 
 
RECOMMENDATION 
The County Auditor recommends that the CA require the inclusion of all known revenues and 
expenditures within the annual operating budget, including interest income for the Health Care 
Fund. 
 
DEFICIENT DOCUMENTATION, REPORTING, and DISCLOSURE 
 
Documentation of Operating Budget Revisions 
During Fiscal 1998, OFM representatives reallocated approximately $2 million of funds 
originally budgeted for the County’s portion of health care premiums without obtaining written 
authorization from the CA or the BOCC. The reallocation transaction moved budgeted monies 
from the eight Funds listed in Figure 1 of this report to the General, Library, and Wastewater 
Funds operating budgets.  
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County Fiscal Policy Number 120, Operating Budget Revisions, states that: 
 

“The County Administrator or his designee is responsible for authorizing budget 
revisions which do not increase Fund level budget authority…Budget revisions 
usually involve changes in category appropriations (personal services, contractual 
services, commodities, capital outlay, debt service) within a single department or 
agency’s budget.” 
 

OFM representatives stated that appropriate authorization for this budget revision was obtained, 
although OFM officials were not able to provide written authorization for this budget revision. 
 
The County Auditor notes that without sufficient evidential matter4, in this circumstance either 
written documentation or discussion of the matter at a recorded public meeting, the validity of 
the reallocation of approximately $2 million budgeted health care charges could not be verified. 
 
RECOMMENDATION 
The County Auditor believes that prudent business practices dictate that management obtain 
sufficient evidential matter to document all budgetary assumptions or accounting transactions. 
 
Reallocation of Budgeted County Funds 
According to a memorandum, dated September 4, 1998, OFM representatives noted that it was 
unnecessary to transfer approximately $2 million of employer health care premiums to the 
Health Care Fund in Fiscal 1998, due to the large cash balances available in the Health Care 
Fund.  Rather, the approximately $2 million of budgeted employer health care premiums were to 
be reallocated in the manner noted in Table Three, Reallocation of Health Care Expenditures: 
 

Table Three 
Reallocation of Health Care Expenditures 

 
 
 
 

Fund 

Original 
Budgeted Health 

Care 
Expenditure  

Reallocation  
For Operations or 

Year-End  
Fund Balance 

  
Risk Management $       3,000 $               0 
Airport 15,000 0 
Nursing Center 65,250 0 
Public Works 72,750 0 
Developmental Supports 155,685 0 
Subtotal $311,685  
  
General 1,142,052 1,453,737 
Library 242,100 242,100 
Wastewater 303,750 303,750 
  
Total $1,999,587 $1,999,587 

                                                           
4 Statement of Auditing Standards AU Section 326.13-326.19, provides guidelines for the nature, competence, and sufficiency of evidential matter. 
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Accounting Entries Needed to Accomplish Reallocation 
An Operating Transfer-Out of $311,685 from the sum of the health care premiums budgeted for 
Risk Management, Airport, Nursing Center, and Developmental Supports Funds (refer to Table 
Three, Subtotal) to a $311,685 Operating Transfer-In to the General Fund would require the 
reallocation in the manner described in Table Three.  However, this type of Operating Transfer 
would violate Kansas Statutes Annotated (“K.S.A.) 79-2934, which prohibits the diversion of 
monies from Funds, such as the Risk Management, Airport, Nursing Center, and Developmental 
Supports, to the General Fund for the purpose of operations or to build fund balances. 
 

No additional entry would have been required to accomplish the reallocation noted in Table 
Three.  However, budget revisions involving changes in category appropriations (personal 
services, contractual services, commodities, capital outlay, debt service) within a single 
department or agency’s budget would have required authorization from the CA. 
 

Reallocation Methodology Utilized 
OFM officials stated that the following accounting methodology was selected for its managerial 
ease in implementing and accomplishing the goals of the reallocation of the County’s share of 
health care premiums (‘reallocation transaction”), as noted in Table Four of this report: 
 

Figure 2 
Reallocation of $2 Million of Employer’s Contribution to Health Care Premiums 

 
 

Recording Expenditure/Revenue 
 

Employer’s Portion 
of Health Care Expenditures         Revenues 
 

General Fund  $1,142,052  
Public Works Fund        72,750   
Risk Management Fund          3,000   
Nursing Center Fund            65,250      
Developmental Supports    155,685 
Airport Fund        15,000    
Library Fund       242,100        General Fund 
Wastewater Fund       303,750        $1,999,587  
 

Totals $1,999,587        $1,999,587 
   ========          ======== 
            
 

Cash Transfer & Operating Transfer 
 

Cash Payment           Cash Receipt 
 

General Fund  $1,142,052    
Public Works Fund        72,750   
Risk Management Fund          3,000   
Nursing Center Fund             65,250 
Developmental Supports     155,685        General Fund   
Airport Fund          15,000        $1,453,737     
 

Operating Transfer-In          Operating Transfer-Out 
 

Library Fund       242,100        General Fund    
Wastewater Fund       303,750        $   545,850 
 

Totals  $1,999,587        $1,999,587 
    ========           ======== 
Source: Fiscal Year 1998 Journal Vouchers 
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Misclassification of Interfund Transaction 
The reallocation transaction (illustrated in Figure 2 of this report) improperly records an 
interfund transaction using expenditures and revenues, rather than the appropriate use of 
operating transfers-in and operating transfers-out.  It is necessary to record interfund transactions 
with expenditures and revenues to an internal service fund to accurately reflect the expenditures 
paid from other County Funds to the County’s Health Care Fund as revenues (sales).  However, 
interfund transactions to the General Fund must be recorded as transfers5. 
 

GASB Cod. Sec 1800.101, Statement of Principle Transfer, Revenue, Expenditure, and Expense 
Account Classification states: 
 

“Use of proper terminology and appropriate classification is essential throughout 
the budgeting, accounting and reporting processes.  It is especially important that 
(a) interfund transfers …be distinguished from fund revenues and expenditures…” 

 

Impact of Misclassification of Reallocations 
The reallocation transaction misclassified and inaccurately stated the financial results of eight 
County Funds by a collective $2 million overstatement of employer’s health care premiums not 
paid and a collective $2 million overstatement of Health Care Revenues never received. 
 

Table Four 
Impact of Reallocation Transaction 

On Revenues and Expenditures 
 

 
 

Fund 

Overstated 
Health Care 
Expenditures  

Overstated  
General Fund 

Revenue 
  
Risk Management $       3,000 $               0 
Airport 15,000 0 
Nursing Center 65,250 0 
Public Works 72,750 0 
Developmental Supports 155,685 0 
Totals - Group A $311,685 $311,685 
  
General $1,142,052  
Totals - General Fund Group $1,142,052 $1,142,052 
  
Library 242,100  
Wastewater 303,750  
Totals – Group B $545,850 $545,850 
  
Grand Total $1,999,587 $1,999,587 

 

Strictly for discussion purposes in this report, the eight County funds noted in Table Four have 
been classified into three Groups, Group A, General Fund Group, and Group B. 
 
                                                           
5 GASB Cod. Sec 1800.106 provides the criteria for interfund transfers. 
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Reallocation Transaction - Group A 
In violation of K.S.A. 79-2934, OFM representatives transferred $311,685 (refer to Table Four 
Group – Group A) of monies from the Risk Management, Airport, Nursing Center, Public Works, 
and Developmental Supports Funds to the General Fund.  K.S.A. 79-2934 prohibits the diversion 
of monies from Funds, such as the Risk Management, Airport, Nursing Center, and 
Developmental Supports, to the General Fund for the purpose of operations or building fund 
balances. 
 
Additionally, health Care expenditures within the Risk Management, Airport, Nursing Center, 
Public Works, and Developmental Supports Funds were overstated by $311,685 and revenues in 
the General Fund were overstated by $311,685 (refer to Table Four, Totals – Group A). 
 
Financial Impact 
The $311,685 transferred into the General Fund was applied to General Fund’s year-end fund 
balance. 
 
Reallocation Transaction – General Fund Group 
Health care Expenditures within the General Fund were overstated by $1,142,052 (refer to Table 
Four, Totals – General Fund Group) and revenues within the General Fund were overstated by 
$1,142,052. 
 
Financial Impact 
The $1,142,052 reallocated within the General Fund was applied to General Fund’s year-end 
fund balance. 
 
Reallocation Transaction - Group B  
Health care Expenditures within the Library and Wastewater Funds were overstated by $242,100 
and $303,750 respectively, (refer to Table Four, Totals - Group B). Revenues within the General 
Fund were overstated by the same $242,100 and $303,750. 
 
The reallocation transaction for Group B did not result in an actual transfer of cash between 
funds (refer to Figure 2).  The financial resources for this portion of the entry were provided by 
an operating transfer-out of $545,850 from the General Fund and operating transfers-in of 
$242,100 to the Library Fund and a $303,750 to the Wastewater Fund.  However, operating 
transfers must ultimately culminate in a cash transfer.  No cash transfer occurred for this portion 
of the reallocation transaction. 
 
Resultantly, the operating transfers-in for the Library and Wastewater Funds were overstated by 
$242,100 and $303,750, respectively, for Fiscal 1998, and the General Fund transfers-out were, 
also, overstated by the total of the two transfers, $545,850. 
 
Financial Impact 
The net financial impact of these unconventional accounting entries resulted in $242,100 
applicable to the Library’s year-end fund balance, $303,750 applicable to Wastewater’s year-end 
fund balance, and $0 applicable to the General Fund since no cash transfer occurred. 
 
Health Care Fund 

 8



The Auditor notes that the reallocation transaction did not impact the actual Health Care 
Fund. 
 

RECOMMENDATION 
The County Auditor recommends that the CA direct OFM representatives to be aware of and 
adhere to Governmental Accounting and Financial Reporting Standards (“GAFRS”), particularly 
when recording interfund transactions.  Additionally, the County Auditor recommends that OFM 
representatives initial accounting journal entry forms indicating compliance with generally 
accepted accounting principals for unusual financial transactions. 
 

The misstatement of the financial statements associated with the reallocation transaction is not 
significant enough to require reissuing the financial statements or making a prior period adjustment 
to the current financial statements.  However, during Fiscal 1998, $1,999,587 was approved in the 
Fiscal 1998 Operating Budget for the purpose of the County’s portion of health care premiums for 
employees.  The County Auditor recommends that the CA instruct OFM representatives to transfer 
this $1,999,587 to the appropriate budgetary destination, the Health Care Fund, during Fiscal 2000.  
The County Auditor further recommends that the General Fund would be the appropriate source of 
this operating transfer.  
 

Interest Attributable to the Health Care Fund, Fiscal 1998 
Interest revenues of $733,160 earned on the Health Care cash investments, in the County’s 
investment pool, were not distributed to the Health Care Fund6.  The $733,160 of interest revenue 
was instead reported as interest income in the General Fund. 
 

GASB Cod. Sec. I50.112 requires that each fund in an internal investment pool receive the 
investment interest attributable to that fund7.   
 

“If, however, the investment income is assigned to another fund for other than 
legal or contractual reasons - for example management decision - the income 
should be recognized in the fund that reports the investments.  The transfer of 
income to the recipient fund should be reported as an operating transfer.” 
 

The Health Care Fund operated under the informal authority of the HOD during Fiscal 1998 
(refer to the Budgetary Policies and Procedures section of this report).  In a memorandum dated 
April 1, 1998, the Co-Director of HOD indicated: 
 

“HOD approves changing the distribution of the interest income earned on the 
health insurance reserves to a pro-rated distribution to all of the other fund 
balances effective 1/1/98.” 

 

The County Auditor notes that interest income for the Health Care Fund was recorded in the 
General Fund, not “distributed to other fund balances”. 
 

RECOMMENDATION 
The County Auditor recommends that the CA direct OFM representatives to be aware of and 
adhere to GAFRS, particularly when recording investment income. 

 

The misstatement of the financial statements associated with the transaction are not significant 
enough to require reissuing the financial statements or making a prior period adjustment to the  
current financial statements.  The County Auditor, therefore, recommends that the CA instruct 
OFM representatives to transfer this $733,160 to the appropriate fund destination, the Health Care 
                                                           
6 Table Two of this report, Schedule of Actual Health Care Interest Income notes $12,523 of interest revenue.  The County Auditor determined 
that this was not interest income.  The $12,523 entry is a misposted transfer-in from the dependant care and medical reimbursement fund. 
7 GASB Cod. Sec. I50 provides exceptions for certain legal or contractual obligations. 
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Fund, during Fiscal 2000.  The County Auditor further recommends that the General Fund would 
be the appropriate source of this operating transfer.  
 

Revenue Recognition for the Health Care Fund 
The County Auditor maintains that OFM representatives recognize health care revenues when 
received (cash basis of accounting) instead of when revenues are earned (accrual basis of 
accounting).  The CAFR states that the County’s proprietary funds operate on the accrual basis of 
accounting.  Resultantly, approximately $460,000 of revenues attributable to Fiscal 2000 were 
incorrectly recorded in Fiscal 1999.  
 

OFM representatives disagreed and will review this methodology of recording health care 
revenues in greater detail with the County’s external Certified Public Accounting firm. 
 

RECOMMENDATION 
The County Auditor recommends that the CA direct OFM representatives to review and correctly 
record revenues on the appropriate basis for each County fund. 
 

RECOMMENDATION 
The County Auditor recommends that the CA instruct OFM representatives to perform an 
appropriate search for unrecorded liabilities at fiscal year-end. 
  

OTHER MATTERS 
Unencumbered Cash Fund Balance 
The Health Care Fund is a County self-insured entity for the sole purpose of withholding health 
care premiums, both the employer and employee’s share, and for paying employee’s health care 
expenses.  Currently, no policy exists establishing a threshold or percentage of necessary 
unencumbered cash balance for unforeseen circumstances in this highly violable fund.   
 

Table Five 
Schedule of Unencumbered Cash Balances 

 

Fiscal 
Year 

Cash & Cash 
Equivalents 

Current  
Liabilities 

Add Transfers from 
the General Fund 

Unencumbered
Cash Balance 

   1994 $  3,859,506 $ 803,018  $  3,056,488
   1995 6,228,349 1,162,500  5,065,849
   1996 9,291,943 1,241,000  8,050,943
   1997 10,453,996 1,373,236  9,080,760
   1998 6,221,099 1,224,736  4,996,363
   1999 2,484,102 2,479,854 $1,580,000 $1,584,248

 

Source: Comprehensive Annual Report, Combining Balance Sheet. 
Note: At the date of issuance of this report, final balances for fiscal 2000 accounts were not available. 
 

RECOMMENDATION 
The County Auditor recommends that the CA establish written policies and procedures 
establishing and maintaining an unencumbered cash balance for unforeseen circumstances within 
the Health Care Fund.  
Additional Comments 
The County Auditor additional recommends a follow-up review of the Health Care Fund to be 
conducted by Audit Services during Fiscal 2002. 
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