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Independent Accountant’s Report on 
Applying Agreed-Upon Procedures 

 
 

Board of Trustees 
University of Kentucky 
Lexington, Kentucky 
 and 
Board of Directors and Management 
Kentucky Medical Services Foundation, Inc. 
Lexington, Kentucky 
 
 
We have performed the procedures enumerated below, which were agreed to by the University of 
Kentucky (UK) and Kentucky Medical Services Foundation, Inc. (KMSF), on assessing compliance 
with certain elements with sections 5, 6, 7, 8, 9, 10, 11, 18, 19 and 23 of the Agreement dated July 1, 
2015, between the board of trustees of UK and the KMSF (Agreement) for the year ended June 30, 
2017.  The management of KMSF is responsible for the aforementioned compliance elements.  The 
sufficiency of these procedures is solely the responsibility of the parties specified in this report.  
Consequently, we make no representation regarding the sufficiency of the procedures described in 
this report for the purpose for which this report has been requested or for any other purpose. 

The procedures performed and findings obtained are described in the report below. 

We obtained the Agreement for the year ended June 30, 2017, and performed the following: 

Section 5 – Payments to University of Kentucky 

1. We obtained a listing of request for payments (RFP) of faculty and staff payroll and current 
operating expense (COE) for the year ended June 30, 2017, and selected a sample of four 
months, September 2016, December 2016, February 2017 and June 2017. 

2. We agreed the amounts of each of the RFPs noted in #1 above to wire transfer confirmations 
for each payment of monthly costs invoiced by UK to KMSF without exception and as 
prescribed in Section 5, Items B, C and D of the Agreement. 

3. We agreed the September RFP in the amount of $24,302,094, the December RFP in the 
amount of $20,589,354, the February RFP in the amount of $23,166,065 and the June RFP in 
the amount of $21,881,074 without exception and noted that all were paid within 30 days as 
noted in Section 5, Items B, C and D of the Agreement. 

Section 6 – Reimbursement of Kentucky Medical Services Foundation, Inc. 

4. We obtained summary documentation of actual property management costs for the year 
ended June 30, 2017, and compared those costs to the negotiated rates paid by UK as 
discussed in Item G of the contract.  We noted no formal arrangement that included the 
negotiated rate; per KMSF documentation the negotiated rate was $6.10 per square foot while 
the actual costs were $9.62 per square foot. 



Board of Trustees 
University of Kentucky 
 and 
Board of Directors and Management 
Kentucky Medical Services Foundation, Inc. 
Page 2 
 
 

 

5. We agreed the actual property management costs summary worksheet totals of $1,300,891 to 
the recorded general ledger balances without exception. 

6. We selected a sample of five items (documents:  100049391, 1900457935, 190048007, 
1900462232 and 1900500437) from the general ledger and compared those items to 
supporting documentation such as invoice or journal vouchers, agreeing all items without 
exceptions.  For one of the selections, employer payroll FICA taxes #100049391, an invoice 
was not available; therefore, we obtained the payroll tax statistics for the related pay date, 
April 16, 2017, and noted that the amount agreed without exception.  Additionally, we footed 
the total amount of the employer portion of FICA taxes per payroll detail without exception. 

Section 7 – Cost Settlement 

7. We obtained documentation of the mutual agreement and calculation between KMSF and UK 
for the cost sharing arrangement for the year ended June 30, 2017.  As noted in the 
Agreement, costs are shared between KMSF and UK.  

8. We obtained the calculations for the cost sharing arrangement for the year ended June 30, 
2017, and noted that total expenses were shared 50% each between UK and KMSF.  We 
viewed invoices and calculations for all costs allocated for the year ended June 30, 2017.  We 
noted that there was no memorandum of understanding regarding the 50% cost sharing 
percentages.  Costs were shared 50% each for the entire year without exception. 

Section 8 – Academic Enrichment Fund 

9. We inquired of KMSF management who represented to us that 8% of actual clinical income 
subject to Dean’s Overhead collected was deposited and maintained in an account by KMSF.  

10. We obtained the summary of the monthly clinical income deposited into the account 
maintained by KMSF and recalculated that 8% of the actual clinical income was deposited 
for the year ended June 30, 2017.  The reconciliation of clinical income detail totaled 
$192,000,418 resulting in an 8% allocation of $15,360,033.  We noted that the 8% allocation 
varied from the total clinical income as certain items included in clinical income were not 
included for the purpose of the calculation such as drugs and supplies revenue, as well as cash 
collected on behalf of Hospital Owned Community Practices, Shriner’s Hospital, College of 
Nursing, College of Health Science and certain special services contracts.  We noted that 
$15,417,432 was deposited into the account for the year ended June 30, 2017, as payments 
from KMSF to UK resulting in a difference of $57,398. 
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Section 9 – Particular Covenants of Kentucky Medical Services Foundation,  
          Inc. 

11. We inquired of KMSF management who represented to us that the by-laws of KMSF were 
amended on May 19, 2017.  The purpose of the change was to combine the audit and finance 
committees into one single committee.  Management noted that there were no other 
amendments or adoptions that would effectively alter the character of KMSF during the year 
ended June 30, 2017. 

12. We inquired of KMSF management who represented to us that KMSF has not engaged in the 
practice of medicine, solicited, administered, received or accepted any gift, grant, devise or 
bequest with or from any governmental unit, entity or subdivision or any person, corporation, 
partnership, association or other entity whatsoever unless permitted by the contract during the 
year ended June 30, 2017. 

13. We inquired of KMSF management who represented to us that KMSF did not merge with any 
corporation or convey any substantial portion of its assets to another entity, except as 
permitted by the contract, during the year ended June 30, 2017. 

Section 10 – Membership and Benefits 

14. We obtained a listing of all UK faculty in a clinical department or unit which KMSF 
management has represented to us is complete and all-inclusive.  We selected 25 employees 
and agreed that each of these individuals had a corresponding complete, signed practice 
agreement between the employee, UK and KMSF, except for one employee who is in a  
two-year fellowship. 

15. We inquired of KMSF management who represented to us that KMSF has not billed, 
collected or administered any item of income for any person or entity that does not hold 
membership in the plan during the year ended June 30, 2017. 

16. We obtained a listing of all voting board members of KMSF who represented to us is 
complete and all-inclusive for the year ended June 30, 2017, and agreed that all members 
listed on the board of KMSF were listed as members of the plan with the exception of two 
voting members, Community Outside Directors, who are not plan members, which KMSF 
represented, is approved in the KMSF by-laws. 

17. We inquired of KMSF management who represented to us that the billing and collections on 
behalf of UK for instances which are covered under Section 10, Item D of the contract 
occurred during the year ended June 30, 2017.  We noted five unified billing arrangements 
with Department for Environmental Protection, Kentucky State Police, College of Health 
Sciences, College of Nursing and Kentucky Department of Labor, Office of Workers’ 
Claims, which are covered under Section 10, Item D of the contract.  The total revenue under 
the unified billing arrangements was $220,079, $98,014, $7,477, $90,400 and $120,480 for 
the year ended June 30, 2017, respectively, for the previously mentioned organizations.  We  
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noted that each of the unified billing arrangements were reviewed and signed by UK legal 
counsel except the College of Nursing and College of Health Sciences arrangements, which 
were prepared by UK legal department and signed by the UK Executive Vice President for 
Health Affairs. 

18. We inquired of KMSF management who represented to us that KMSF assumes responsibility 
for the costs of drugs and supplies used in patient care programs and clinics.  We also 
inquired, and KMSF management represented to us that KMSF billed, collected and 
deposited in KMSF accounts all revenues for these nonancillary items for the year ended  
June 30, 2017. 

19. We inquired of KMSF management who represented to us that Practice Agreements and 
Assignments were strictly enforced during the year ended June 30, 2017.  KMSF 
management also represented to us that if any individual failed or refused to abide thereby, it 
would be promptly reported to UK, none of which occurred during the year ended June 30, 
2017. 

Section 11 – Personnel 

20. We obtained a listing of the names and job titles of each employee employed under Section 
11, Item A, of the contract from representatives of KMSF who represented to us that this 
listing was complete and all-inclusive.  

21. We inquired of KMSF staff as to whether they employed any other persons, other than 
described in Section 11, Item A, to perform services in UK patient care or college programs, 
for the year ended June 30, 2017, who represented to us that no employees outside of  
Section 11, Item A of the contract were employed.  Therefore, no approval listing of 
employment by the Executive Vice President for Health Affairs and the Dean of the College 
of Medicine was obtained.  

Section 18 – Provision of Professional Liability Insurance 

22. We inquired of KMSF management, who represented to us that KMSF was required by the 
Medical Malpractice Claims Committee to deposit funds into a separate bank account within 
KMSF for the physicians’ pro rata share of malpractice claims.  

23. We obtained the Central Bank KMSF Malpractice account reconciliation and account 
summary, noting account balance was a total of $19,940,008 for the physicians’ share of the 
malpractice, which KMSF represented is sufficient per the PricewaterhouseCoopers (PWC) 
actuary report, as of June 30, 2017. 
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Section 19 – Administration of Departmental Funds 

24. We obtained the KMSF cash and investments detail including a listing of fund balances 
which KMSF management has represented is complete and all-inclusive, noting 21 separate 
accounts held by KMSF for each of the departments’ funds noted in the Agreement.  We also 
noted that three accounts (Barnstable Brown, Behavioral Science and Norfolk Valley) were 
not listed in the Agreement but that Section 19, Item A of the Agreement includes a line item 
allowing for other departments designated by UK to be included.  

Section 23 – Additional Activities 

25. We inquired of KMSF management, who represented to us that KMSF has not provided or 
engaged in the practice of medicine or duplicated other activities of the University of 
Kentucky Medical Center during the year ended June 30, 2017. 

This agreed-upon procedures engagement was conducted in accordance with attestation standards 
established by the American Institute of Certified Public Accountants.  We were not engaged to and 
did not conduct an examination or a review, the objective of which would be the expression of an 
opinion or conclusion, respectively, on compliance with certain elements within the Agreement.  
Accordingly, we do not express such an opinion or conclusion.  Had we performed additional 
procedures, other matters might have come to our attention that would have been reported to you. 

* * * * * * 

This report is intended solely for the information and use of the specified parties listed above and is 
not intended to be, and should not be, used by anyone other than these specified parties.  

 

Louisville, Kentucky 
October 19, 2017 
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