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. INTRODUCTION

This manual was prepared and promulgated by the State of Alabama, Department
of Examiners of Public Accounts (EPA) under the authority and responsibility provided by
Act No. 205, Acts of Alabama 1967, page 569. Act No. 205 provides that certified public
accountants, subject to the control of the Alabama State Board of Public Accountancy, may
audit the books and records of publicly owned hospitals, nursing homes, and other publicly
owned medical institutions. These audits must be performed in accordance with
procedures promulgated by the Chief Examiner of Public Accounts.

Specifically, this manual establishes uniform auditing and reporting standards for
audits of county hospitals which fulfill requirements of the Code of Alabama, 1975, § 22-
21-4 and § 41-5-1 through 41-5-24*. This manual also requires that audits of hospitals be
made in accordance with the following:

Generally Accepted Auditing Standards as promulgated by the Auditing Standards
Board of the American Institute of Certified Public Accountants (AICPA)

Government Auditing Standards, issued by the Comptroller General of the United
States

AICPA Audit and Accounting Guide, “State and Local Governments” and
“Government Auditing Standards and Single Audits”.

As additional statements and pronouncements are issued by the authoritative accounting
and auditing standards setting bodies, they should be adopted and incorporated into this
manual unless they are specifically excluded by the Department of Examiners of Public

Accounts.

1 Act 2018-129, Acts of Alabama, repealed Sections 41-5-1 through 41-5-24 which established the Department of
Examiners of Public Accounts and created a new section of the Code 41-5A-1 through 41-5A-22.
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NOTE: As a general rule, Medicaid arrangements between the state and providers are
contracts for services and not federal financial assistance; therefore, they would not be

covered by the Single Audit Act.
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If you have any questions concerning the necessary reports for a particular entity,
contact the Department of Examiners of Public Accounts, Coordinator of Hospital Audits.

EFFECTIVE DATE

The provisions of this manual are effective immediately upon issuance.

CHIEF EXAMINER TO RECEIVE NOTIFICATION OF ENGAGEMENT

The Code of Alabama 1975, Section 22-21-4, states “The books and records of
publicly owned hospitals, nursing homes, rest homes or any other publicly owned medical
institution may, upon request of the governing board of the particular institution, be
audited annually by any certified public accountant who is subject to the control of the
Alabama State Board of Public Accountancy. The selection of the certified public
accountant to perform the audit shall be the responsibility of the governing board of the
particular institution.... The audit to be performed by the certified public accountant
shall...comply with the procedures promulgated by the Chief Examiner of Public
Accounts”. In accordance with the Code of Alabama 1975, the governing board of all
public hospitals shall notify this office of any audit engagement. Acceptable forms of
notification include: a copy of the engagement letter signed by a representative of the
governing board; or, a letter of transmittal signed by a representative of the governing board
accompanying an engagement letter. The engagement letter must include a statement that
the audit will be performed in accordance with the Hospital Audit Guide published by the

Alabama Department of Examiners of Public Accounts.
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CONTACTS WITH THE DEPARTMENT OF EXAMINERS OF PUBLIC
ACCOUNTS

The following address should be used for correspondence:
Chief Examiner of Public Accounts
Department of Examiners of Public Accounts
P. O. Box 302251
Montgomery, AL 36130-2251
Attention: Coordinator of Hospital Audits
The Department will provide technical assistance upon request. Requests may be

made in writing or by telephone at (334) 242-9200. Contacts with the Chief Examiner

should be made by the auditor when:

a. the auditor is engaged

b. evidence of fraud, abuse, irregularities or illegal acts is discovered

C. there is uncertainty about audit requirements

d. the auditor cannot gain access to necessary records

e. the report is completed and ready for submission to the Chief Examiner
AUDIT SCOPE

The scope of the audit of the financial statements must be sufficient to enable the

auditor to report on the following:

a. Fairness of presentation of the financial statements as to the financial
position and the results of operations in accordance with generally accepted
accounting principles.

b. Compliance with applicable state and local governmental laws and
regulations, as well as applicable legal opinions and interpretations (i.e.,
ordinances and Attorney General's opinions).

C. The internal control of the Hospital.

4
06/18



VI.

The audit should include all funds under the supervision and control of the Hospital
as well as all component units required to be included as part of the reporting entity by the
Governmental Accounting Standards Board.

STANDARDS OF FIELD WORK

Audits are to be performed in conformity with generally accepted auditing
standards and generally accepted government auditing standards contained in the Yellow
Book that pertain to financial audits.

Procedures used during field work should be guided by State and Local
Governments and Government Auditing Standards and Single Audits issued by the
AICPA and any applicable Statements of Position (SOP) issued by the AICPA. The auditor
is not limited to these procedures and should use such procedures as are necessary to
perform an audit of sufficient scope according to the required standards.

The Department of Examiners of Public Accounts (EPA) has adopted certain additions to
the standards for field work as described for financial audits in the Yellow Book. EPA
additions to the Yellow Book standards for field work are as follows:

a. Yellow Book standards require the auditor to design the audit to provide
reasonable assurance of detecting misstatements resulting from violations
of provisions of contracts or grant agreements that have a direct and material
effect on the determination of financial statement amounts or other financial
data significant to the audit objectives. The Chief Examiner of Public
Accounts requires that tests of financial transactions be made to determine
compliance with state and local statutes, ordinances, regulations, and

Attorney General's opinions which pertain to financial transactions
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regardless of the effect on the financial statements. The auditor should

be knowledgeable about and report on the auditee's compliance with state
and local statutes, ordinances, regulations, and Attorney General’s opinions
which pertain to the auditee’s financial transactions both specifically as a
hospital and generally as a public institution.

The Chief Examiner of Public Accounts requires that the Department of
Examiners of Public Accounts, Coordinator of Hospital Audits, be
consulted when legal questions arise concerning the interpretation of laws
and regulations. Auditors should not release reports that involve possible
noncompliance with laws and regulations without consulting first with the
Department of Examiners of Public Accounts, Coordinator of Hospital
Audits.

The Chief Examiner requires that the Department of Examiners of Public
Accounts, Coordinator of Hospital Audits, be notified immediately when
evidence concerning the existence of fraud, abuse or illegal acts is
uncovered. The Chief Examiner will assist in determining the nature and
extent of fraud, abuse, and illegal acts and in bringing any resulting charges
against officials or employees. In addition, auditors should not release
information or reports containing information on illegal acts or indications
of such acts without consulting with the Coordinator of Hospital Audits.

If the auditor cannot obtain necessary records, the Coordinator of Hospital
Audits should be notified. The Chief Examiner has statutory authority to

subpoena necessary records.
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VII.

VIII.

PROCEDURES FOR FIELD WORK

Procedures used during field work should be guided by the AICPA Audit and
Accounting Guide, Health Care Organizations, as well as applicable portions of the
AICPA Audit and Accounting Guides, and any subsequent related authoritative guides or
materials. The auditor is not limited to these procedures and should use such procedures
as are necessary to perform an audit of sufficient scope according to the required standards.

STANDARDS OF REPORTING

Examples of the required financial statements, reports, and schedules are
contained in Appendix I. A brief discussion of each is contained on the following pages.
For additional guidance, refer to GASB’s Codification of Governmental Accounting and
Financial Reporting Standards, Section 2200.

A draft copy of the report should be sent to the Coordinator of Hospital Audits
upon completion of the audit. After review of the draft copy, the Coordinator of Hospital
Audits will notify the auditor of any changes that should be made to the report before it is
published. The auditor should send the final corrected copy of the report and a pdf file to
the Coordinator of Hospital Audits. The cover letter accompanying the final report
should state if the auditor has delivered copies of the report to the board of the hospital
being audited

A. Financial Statements

The financial statements of the Hospital are to be presented in conformity with
generally accepted accounting principles (GAAP) for special purpose governments.
The key to determining the appropriate financial reporting model for a hospital is
determining whether it has governmental activities or business-type activities

(BTA) or both. Governmental activities generally are financed through taxes,
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intergovernmental revenues, or other nonexchange revenues. Business-type
activities are financed in whole or in part by fees charged to external parties for
goods or services. Enterprise funds may be used to report any activity for which a
fee is charged to external users for goods or services (GASB Codification
1300.109). The required financial statements for a hospital depend on whether the
hospital is engaged in more than one governmental program or has both
governmental and business-type activities, or is engaged only in providing
business-type activities. This determination should be based on auditor judgment
in consultation with the management of the hospital.

Many hospitals may choose to report as an entity engaged only in BTA. For
this reason, the BTA reporting model is illustrated in Appendix I. The illustrated
financial statements examples contained in Appendix | should not be interpreted as
an endorsement of one method of presentation over another presentation method
allowable under GAAP. A hospital may choose to report as a special-purpose
government engaged in governmental activities or one engaged in both
governmental and business-type activities. If other presentation methods are
chosen, the reporting guidance in GASB Codification Sp20 (See also Ho5) should
be followed.

If the hospital reports as an entity engaged only in BTA, it should present
only the financial statements required for enterprise funds. The basic financial
statements and required supplementary information (RSI) for a hospital reporting
as a BTA are (See GASB Codification Sp20.107 and Ho5.104):

e Management’s Discussion and Analysis (MD&A)
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e Enterprise fund financial statements consisting of:
a. Statement of net position or balance sheet
b. Statement of revenues, expenses, and changes in net position
c. Statement of cash flows
e Notes to the financial statements
e RSI other than MD&A,, if applicable
Assets and liabilities of proprietary funds should be presented in a classified format
to distinguish between current and long-term assets and liabilities. Either a net
position format — assets plus deferred outflows of resources less liabilities less
deferred inflows of resources equal net position — or a balance sheet format — assets
plus deferred outflows of resources equal liabilities plus deferred inflows or
resources plus net position— may be used. The entity should also establish a policy
that defines operating revenues and expenses and disclose it in the summary of
significant accounting policies. (See GASB Codification P80.115)
Disclosures relating to the financial statements should be in conformity with
disclosure requirements set forth by the GASB. A list of common note disclosures
is included in Appendix I. For additional guidance refer to the GASB Codification
of Governmental Accounting and Financial Reporting Standards.

. Required Supplementary Information (RSI)

Required Supplementary Information (RSI) is financial information that GASB
standards require to be presented with, but outside of, the basic financial statements.
Depending on a hospital’s specific circumstances, six types of RSl may be required

to be presented — 1) Management’s Discussion and Analysis (MD&A), 2)
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Budgetary Comparison Schedule(s), 3) Infrastructure Condition and Maintenance
Data (for hospitals using the modified approach for infrastructure assets), 4)
Required Schedule(s) - Pension Plans and/or Other Postemployment Benefits, and
5) Revenues and Claims Development Trend Data (for public entity risk pools).
The MD&A may be the most commonly applicable type of RSI for hospitals. If
the hospital reports governmental activities and presents fund financial statements,
a budgetary comparison schedule is required for the general fund and for each major
special revenue fund that has a legally adopted annual budget. More detailed
guidance regarding the other types of RSI can be found in the GASB Codification.
Normally, RSI is presented following the Notes to the Financial Statements.
However, MD&A information is the exception and should be presented preceding
the financial statements. All other applicable RSI should be presented after the
Notes. Below is a brief discussion of the MD&A.

Management’s Discussion and Analysis — The MD&A should be prepared by

the entity’s management and should provide an objective and easily readable
analysis of the hospital’s financial activities based on currently known facts,
decisions or conditions. The MD&A should discuss the current-year results in
comparison with the prior year, with emphasis on the current year. This fact-based
analysis should discuss the positive and negative aspects of the comparison with
the prior year. The information required to be reported in the MD&A is general
rather than specific in order to encourage financial managers to effectively report

only the most relevant information and to avoid “boilerplate” discussion. The
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information presented should be confined to the items outlined in GASB
Codification 2200.109.

Pension Schedules - If the hospital provides pension benefits and/or

postemployment benefits other than pensions under a defined benefit plan as a
single and agent employer or cost sharing employer, the following information
should be presented for a ten (10 year period (for additional guidance refer to the
GASB Codification of Governmental Accounting and Financial Reporting
Standards P20):

e Single and Agent Employers — a schedule of changes in the net pension
liability and a schedule of employer contributions should be presented for each
single-employer and agent pension plan through which pensions are provided.
The net pension liability information (e.g., changes in net pension information,
total pension liability, the pension plan’s fiduciary net position, net pension
liability, the pension plan’s net pension as a percentage of the total pension
liability, covered-employee payroll, and net pension liability, the pension
plan’s fiduciary net position as a percentage of total pension liability, covered-
employee payroll, and net pension liability as a percentage of covered-payroll.)
should be determined as of the measurement date of the net pension liability
and may be presented in a single schedule. The employee contributions
(actuarially determined calculation or not) should be determined as of the
employer’s most recent fiscal year-end and presented in a 10-year schedule
with required elements as specified in the aforementioned GASB Codification.

Significant methods and assumptions used in calculating the actuarially

11
06/18



determined contributions, if any, should be presented as notes to the required
schedules.

e Cost- Sharing Employers — a 10-year schedule should be presented to provide
funding progress with information measured as of the measurement date of the
net pension liability. In addition, a 10-year schedule should be presented of
statutorily or contractually required contributions. See GASB Codification
section P20 for data elements required to be included in the schedules.
Information about factors that significantly affect trends in the amounts
reported in the schedules should be reported as notes to the schedules.

Other Postemployment Benefits (OPEB) Schedules — If the Hospital provides Other
postemployment benefits other than pensions, information about those benefits is
required to be presented in the financial statements, notes and required supplementary
information. GASB Statement 75 identifies the schedules employers are required to
present when Other Postemployment benefits are provided to employees as part of the
OPEB Plan. The information contained in the required schedule(s) will depend upon
whether the plan is a single and agent plan, a cost-sharing plan, and/or whether there is
a special funding situation. Practitioners should refer to GASB 75 for additional
information and/or to Sections P50 — P54 of the GASB Codification ensure that the
required information is presented in the Required Supplementary Information.

Financial and Legal Compliance Audits

Auditors should follow the guidance in this manual, generally accepted auditing
standards promulgated by the Auditing Standards Board of the American Institute of

Certified Public Accountants (AICPA), Government Auditing Standards issued by
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the Comptroller General of the United States, and other applicable AICPA

pronouncements and Statements of Positions (SOPs). Auditors are required to

perform tests of compliance in every audit of hospitals.

1.

Auditee’s Responsibility

Auditee Response — The auditee is required to prepare a response when

deficiencies in internal control, fraud, illegal acts, violations of provision of
contracts or grant agreements or abuse are reported by the auditor. The
auditor should normally request that this response is submitted in writing,
stating the responsible officials’ view on the reported findings, conclusions,
and recommendations, as well as management’s planned corrective actions.
When the audited entity’s comments oppose the report’s findings,
conclusions, or recommendations, and are not, in the auditor’s opinion,
valid, or when planned corrective actions do not adequately address the
auditor’s recommendations, the auditors should state their reasons for

disagreeing with the comments or planned corrective action.

2. Auditor’s Reports

The auditor should prepare the following reports. Examples of these reports

and schedules are included in Appendix I.

a.

Independent Auditor’s Report — an opinion or disclaimer of opinion as to

whether the financial statements are presented fairly in all material
respects in conformity with generally accepted accounting principles.

(See Example in Appendix I)
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b. Report on Internal Control Over Financial Reporting and on Compliance

and Other Matters Based on an Audit of Financial Statements Performed in

Accordance with Government Auditing Standards — The purpose of this

report is to: 1) report any significant deficiencies (including material
weaknesses) which are identified as a result of performing the audit of the
financial statements, and 2) report occurrences of noncompliance with
provision of laws, regulations, contracts and grants which could have a
direct and material effect on the required financial statements, as well as
abuse. (See Example in Appendix I)

D. Additional Reporting Requirements

The Department of Examiners of Public Accounts (EPA) has adopted the following
additional reporting requirements:

1. Inaddition to the reporting responsibilities regarding fraud, illegal acts,
violations of provisions of contracts or grant agreements, other
noncompliance with laws and regulations or abuse contained in the
Yellow Book, the Chief Examiner of Public Accounts requires that the
Department of Examiners of Public Accounts, Coordinator of Hospital
Audits also be notified.

2. A Schedule of Board Members should be included. Refer to the example
report in Appendix | of this manual for guidance concerning the format and
content of this schedule.

IX. PROCEDURES FOR REPORTING

A. Form and Content

14
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The overall format of the report should generally be as shown in the example report
(Appendix ). As discussed previously, the format and content of the financial
statements will vary depending on the reporting model for the individual hospital. The
appropriate note disclosures are a matter of professional judgment and will vary
depending on the specific circumstances encountered. However, included in Appendix
I are sample note disclosures which are typically applicable to governmental entities.
Professional judgment, along with materiality considerations, should be used in
determining which disclosures are appropriate for a fair presentation in accordance with
GAAP for a particular hospital.

. SAFE Program

Public hospitals are subject to the SAFE Act. This has an impact on the information
required by generally accepted accounting principles to be disclosed in the notes to the
financial statements on audits of these hospitals. Auditors performing audits of the
public hospitals should be aware of the provisions so that they can determine
compliance with the Act and ensure that appropriate note disclosure is made.

Public hospitals” monies that have been deposited with financial institutions or banks
in accordance with the provision of the SAFE Program are considered fully insured and
collateralized. Below is a brief summary of the provisions of the SAFE Program.

The SAFE Program was established by the Alabama Legislature and is governed by
the provisions contained in the Code of Alabama 1975, Section 41-14A-1 through 41-
14A-14. All public entities covered under the SAFE Program are required to deposit
their funds with banks or financial institutions that meet all the requirements of the

SAFE Program and have been designated as Qualified Public Depositories (QPDs).
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These public funds are protected through a collateral pool administered by the Alabama
State Treasurer’s Office. The financial institutions (QPDs) holding deposits of public
funds must pledge securities as collateral against those deposits. In the event of failure
of a financial institution, securities pledged by the financial institution would be
liquidated by the State Treasurer to replace the public deposits not covered by the
Federal Depository Insurance Corporation (FDIC). If the securities pledged fail to
produce adequate funds, every institution participating in the pool would share the
liability for the remaining balance.

The QPD is required to provide an annual statement as of September 30™" to each public
depositor that summarizes their deposit account relationship and provides balances of
deposits. The public depositor is required to verify the deposit account information
and notify the QPD within 60 calendar days of receipt of the statement of any
inaccuracies.

Act No. 2009-47, Acts of Alabama, amended the SAFE Act. This amendment allows
hospitals to enter into agreements with banks that are covered by the SAFE Program to
purchase certificates of deposit (CDs) on the hospital’s behalf with other federally
insured banks or savings association in such amounts so that the hospital’s deposits,
including any accrued interest, are fully covered by FDIC. If complied with, this
arrangement generally eliminates custodial credit risk.

The auditor should perform procedures to determine whether the provisions of the
SAFE Act have been complied with and ensure that the appropriate disclosures have
been made in the notes to the financial statements.

C. Special Reports
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All management letters and audit reports submitted to the auditee must also be
submitted to the Chief Examiner of Public Accounts along with the copies of the audit
report. The management letter will become a part of the permanent file.

. Audit Report Distribution

Reports must be forwarded to the Chief Examiner of Public Accounts, postpaid, by
registered mail not later than March 31% of the year following the end of the audit
period. Reports are not considered final until formally approved and released by the
Chief Examiner of Public Accounts. The auditor may issue the same basic financial
statements contained in the report forwarded to the Chief Examiner to the auditee to
satisfy the requirements of other financial statement users. The auditor should submit
one copy for the Chairman of the Board, one copy for each Board member (if the
auditor has not furnished a copy to Board members), and 5 extra copies of the audit
report, along with a PDF File to the Chief Examiner. The cover letter accompanying
the final report sent to the Coordinator of Hospital Audits should state that these copies
of the report have been provided to all Board members. The distribution and release of
the reports forwarded to the EPA is the responsibility of the Chief Examiner.

. Additional Statements on Auditing Standards and Accounting Pronouncements

As additional statements on auditing standards and accounting pronouncements are
issued by applicable standards setting bodies (AICPA, GASB, Comptroller General of
the United States, etc.), they will be adopted and incorporated into this manual unless
the Chief Examiner specifically excludes them.

When new pronouncements are issued, the Department of Examiners of Public
Accounts will strive to update the manual in a timely manner. However, it is the
responsibility of the auditor to ensure that the financial statements are fairly presented
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in accordance with generally accepted accounting principles and that the audit is

conducted in accordance with all applicable auditing standards.
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APPENDIX |

EXAMPLE REPORT

(ILLUSTRATIVE ONLY)
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Independent Auditor's Report?

[INSERT APPROPRIATE ADDRESSEE]
Report on the Financial Statements

We have audited the accompanying basic financial statements of the County
Hospital Board, as of and for the years ended September 30, 2XX4 and 2XX3 and the related
notes to the financial statements, which collectively comprise the basic financial statements of
the County Hospital Board, as listed in the table of contents as Exhibits 1 through .
Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with accounting principles generally accepted in the United States of
America; this includes the design, implementation, and maintenance of internal control relevant
to the preparation and fair presentation of financial statements that are free of material
misstatement, whether due to fraud or error.
Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit.
We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the auditing 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 audits to obtain reasonable assurance about

whether the basic financial statements are free of material misstatement.

22 This report has been updated for changes due to the implementation of the clarity standards which was effective
for audits of financial statements for periods ending on or after December 15, 2012. See AU-C Section 700 — 799
for additional guidance.
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An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor’s judgment,
including the assessment of the risks of material misstatement of the financial statements, whether
due to fraud or error. In making those risk assessments, the auditor considers internal control
relevant to the entity’s preparation and fair presentation of the financial statements in order to
design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we express
no such opinion. An audit also includes evaluating the appropriateness of accounting policies used
and the reasonableness of significant accounting estimates made by management, as well as
evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide
a basis for our audit opinions.

Opinions

In our opinion, the basic financial statements referred to above present fairly, in all material
respects, the financial position of County Hospital Board, as of September 30, 2XX4
and 2XX3, and its changes in financial position, and where applicable, cash flows thereof, for the
years then ended in conformity with accounting principles generally accepted in the United States
of America.

Other Matters

Accounting principles generally accepted in the United States of America require that the
Management Discussion and Analysis on pages  and __ and [identify other required
supplementary information included in report] be presented to supplement the basic financial

statements. Such information, although not a part of the basic financial statements is required by
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the Governmental Accounting Standards Board who considers it to be an essential part of financial
reporting for placing the basic financial statements in an appropriate operational, economic, or
historical context. We have applied certain limited procedures to the required supplementary
information in accordance with auditing standards generally accepted in the United States of
America, which consisted of inquiries of management about the methods of preparing the
information and comparing the information for consistency with management’s responses to our
inquiries, the basic financial statements, and other knowledge we obtained during our audit of the
basic financial statements. We do not express an opinion or provide any assurance on the
information because the limited procedures do not provide us with sufficient evidence to express
an opinion or provide any assurance.
Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated

on our consideration of County Hospital Board’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 in considering the County Hospital Board’s

internal control over financial reporting and compliance.

Firm Name

[Auditor’s City and State]
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[Date of Auditor’s Report]
NOTE: This is an example of an unmodified report for a County Hospital Board on

comparative financial statements reporting with the BTA only model.
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SAMPLE FINANCIAL STATEMENTS

24

06/14



PERPETUAL COUNTY HOSPITAL BOARD

BALANCE SHEETS
SEPTEMBER 30, 2XXZ AND 2XXXY

(n thousands)

Assets
Current Assets:
Cash and cash equivalents
Short-term imvestments
Patient accounts receivable, net of
estimated uncollectibles of $2,125
in 2XXZ and $2,040 in 2XXY
Supplies and other current assets
Total current assets
Noncurrent cash and investments:
Internally designated for capital acquisitions
Other long-term investments
Held by trustee for debt service
Restricted by contributors and grantors for
capital acquisitions and research
Principal of permanent endowments
Delinquent property taxes
Capital assets:
Land
Depreciable capital assets, net of accumulated
depreciation
Total capital assets, net of accumulated
depreciation
Other assets
Total assets
Deferred Ouflows of Resources

Liabilities
Current Liabilities:
Current maturities of long-term debt
Accounts payable and accrued expenses
Estimated third-party payor settlements
Other current liabilities
Total current liabilities
Long-term debt, net of current maturities
Other long-term liabil
Total Liabilities

Deferred Inflows of Resources

Net Position:
Net Investment in capital assets
Restricted:
For debt service
Expendable for capital acquisitions
Expendable for research
Expendable for specific operating activities
Nonexpendable permanent endowments
Unrestricted
Total Net Position

See accompanying Notes to the Financial Statements.
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2XXZ

7,136
3,142

19,834

2,270

32,382
15,000
2,605
1,945
1,124
3,003
385
3,590

39,792

43,382
1,056

1,250
4,945
1,822
1,673
9,690

19,672

3,361

32,723

22,460

1,945
733
781
331

3,003

38,906
68,159

2XXY

7,557
3,423

16,727

2,428

30,135
15,000
1,327
2,005
1,078
2,919
229
3,590

39,328

42,918
936

1,488
4,575
1,651
1,797
9,511
20,412

2,690

32,613

21,018

2,005
628
899
573

2,919

35,892
63,934
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PERPETUAL COUNTY HOSPITAL BOARD

STATEMENTS OF REVENUES, EXPENSES, AND CHANGES IN NET POSITION

FOR THE YEARS ENDED SEPTEMBER 30, 2XXZ AND 2XXY

(In thousands)

Operating revenues:
Net patient service revenue (net of provision
for bad debts of $859 in 2XXZ amd $938 om 2XXY
Premium revenue
Other
Total operating revenues

Operating expenses:
Salaries and benefits
Medical supplies and drugs
Insurance
Other supplies
Depreciation and amortization
Total Expenses

Operating income (loss)

Nonoperating revenues (expenses):
Property taxes
Investment income
Interest expense
Noncapital grants and contributions
Other
Total nonoperating revenues (expenses)

Excess of revenues over expenses before
capital grants, contributions, and
additions to permanent endowments

Capital grants and contributions
Additions to permanent endowments
Increase in net position
Net position - beginning of the year

Net position - end of the year

26

$

2XXZ

43,305
9,876
3,416

56,597

46,845
12,746
7,030
10,314
4,065

81,000

(24,403)

23,895
5,653
(1,489)

170
(425)
27,804

3,401
824

4,225
63,934

68,159

2XXY

$ 43,736

13,058
3,248

60,042

43,235
7,986
7,382

11,166
3,638

73,407

(13,365)

15,309
5,304
(1,552)

853

19,914

6,549

2560
351
9,460
54,474

$ 63,934
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PERPETUAL COUNTY HOSPITAL BOARD

STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED SEPTEMBER 30, 2XXZ AND 2XXY

(In thousands)

Cash flows from operating activities:
Receipts from and on behalf of patients
Payments to suppliers and contractors
Payments to employees
Other receipts and payments, net

Net cash provided by operating activities

Cash flows from noncapital financing
activities:
Property taxes
Noncapital grants and contributions
Contributions to permanent endowments
Other
Net cash provided by noncapital financing
activities

Cash flows from capital and related
financing activities:
Capital grants and contributions
Property taxes restricted to capital acquisitions
Principal paid on long-term debt
Interest paid on long-term debt
Purchase of capital assets
Net cash used by capital and related financing
activities

Cash flows from investing activities:
Interest and dividends on investments
Purchase of investments
Proceeds from sale of investments

Net cash provided by investing activities

Net increase (decrease) in cash and cash
equivalents

Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year
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2XXZ

50,074

(30,029)
(46,955)

4,591

(22,319)

20,739
170

(425)

20,484

824
3,000
(1,488)
(1,489)

(4,019)

(3,172) .

2,737
(1,045)
2,327

4,019

(988)
9,101

8,113

2XXY

$ 54,680
(26,634)
(43,460)

3,597

(11,817)

12,224
853
351

13,428

2,560
3,000
(1,896)
(1,552)
(4,111)

(1,999)
2,124
(289)

683

2,518

2,130

6,971

$ 9,101
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PERPETUAL COUNTY HOSPITAL BOARD

STATEMENTS OF CASH FLOWS (continued)

FOR THE YEARS ENDED SEPTEMBER 30, 2XXZ AND 2XXY

(In thousands)

Reconciliation of cash and cash equivalents to

the balance sheet:

Cash and cash equivalents in current assets
Restricted cash and cash equivalents
Total cash and cash equivalents

Reconciliation of operating income (loss) to net
cash provided (used) by operating activities:
Operating income (loss)
Adjustments to reconcile operating income to
net cash flows used in operating activities:
Depreciation and amortization
Provision for bad debts

Changes in:

Patient accounts receivable
Supplies and other current assets

Other assets

Accounts payable, accrued expenses, and
other current liabilities
Estimated third-party payor settlements
Other liabilities related to operating activities
Net cash used in operating activities

Noncash Investing, Capital, and Financing Activities:

The Board entered into capital lease obligations of $510,000 for new equipment in 2XXZ.

The Board held investments at September 30, 2XXZ with a fair value of $XXX. During

| &

$

2XXZ

7,136
977
8,113

(24,403)

4,065
859

(3,966)
158
(120)

246
171
671

(22,319)

2XXZ, the net increase in the fair value of these investments was $XXX.

See accompanying Notes to the Financial Statements.

28

2XXY

$ 7,557
1,544

$ 9,101

$ (13,365)

3,638
938

(2,909)
100

(225)
(235)
241

$ (11,817)
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NOTES TO THE FINANCIAL STATEMENTS?

3 Note: The accompanying sample notes are for illustrative purposes only and, therefore, the amounts included may
not agree with the sample set of financial statements. All of the notes shown may not be applicable. In addition,
there may be other note disclosures which are required. The auditor should ensure that the Board/Hospital has made
the appropriate note disclosures based on the provisions of generally accepted accounting principles (GAAP) and on
the specific circumstances.
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PERPETUAL COUNTY HOSPITAL BOARD
NOTES TO THE FINANCIAL STATEMENTS
SEPTEMBER 30, 2XXZ AND 2XXY

1. Description of Reporting Entity and Summary of Significant Accounting Policies

Reporting Entity - The Perpetual County Hospital Board (the Board) is a not-for-profit public
corporation that owns and operates Perpetual Medical Center, (the Hospital) a 75 bed hospital
that serves Perpetual and surrounding counties. The Perpetual County Hospital Board was
originally incorporated under the provisions of Code of Alabama 1975, §22-21-70 through 22-
21-83. As of October 1, 19XX, the Board was designated to operate as a hospital corporation
under the provisions of the Code of Alabama 1975, §22-21-100 through 22-21-112.

Tax Status - As a governmental unit, the Board is exempt from federal and state income taxes

Related Organization - The Board is appointed by the Perpetual County Commission. The
County, however, is not financially accountable (because it does not impose will or have a
financial benefit or burden relationship) for the Board and the Board is not considered part of the
Commission’'s financial reporting entity. The Board is considered a related organization of the
County Commission.

Use of Estimates - The preparation of financial statements in conformity with generally
accepted accounting principles 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.

Enterprise Fund Accounting - The Board uses enterprise fund accounting. Revenues and
expenses are recognized on the accrual basis using the economic resources measurement focus.
Substantially all revenues and expenses are subject to accrual

Cash and Cash Equivalents - Cash and cash equivalents include investments in highly liquid
debt instruments with an original maturity of three months or less.

Capital Assets — Capital assets are those assets with an initial, individual cost of more than

$ and an estimated useful life in excess of year(s). The Board’s capital assets are
reported at historical costs. Contributed capital assets are reported at their estimated fair value at
the time of their donation. All capital assets other than land are depreciated or amortized (in the

case of capital leases) using the straight-line method of depreciation using these asset lives:

Land improvements 15 to 20 years

Buildings and building improvements 20 to 40 years

Equipment, computers, and furniture 2 to 7 years
30
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Costs of Borrowing — Except for capital assets acquired through gifts, contributions, or capital
grants, interest cost incurred on borrowed funds during the period of construction of capital
assets is capitalized as a component of the cost of acquiring those assets. None of the hospital’s
interest cost was capitalized in either 2XXZ or 2XXY.

Property Taxes — The Board received approximately 29 percent in 2XXZ and 19 percent in
2XXY of it financial support from property taxes. These funds were used as follows:

2XXZ 2XXY
Used to support operations $20,895 $12,309
Levied for debt service 3,000 3,000

Property taxes are levied in February of each year based on the assessments for property as of the
previous October 1. The taxes are due the following October 1 and are considered delinquent
after December 31.

Grants and Contributions — From time to time, the Board receives grants from the State of
Alabama as well as contributions from individuals and private organizations. Revenues from
grants and contributions (including contributions of capital assets) are recognized when all
eligibility requirements, including time requirements are met. Grants and contributions may be
restricted for either specific operating purposes or for capital purposes. Amounts that are
unrestricted or that are restricted to a specific operating purpose are reported as honoperating
revenues. Amounts restricted to capital acquisitions are reported after nonoperating revenues
and expenses. (Use this note only if applicable)

Endowments — Endowments are provided to the Board on a voluntary basis by individuals and
private organizations. Permanent endowments require that the principal or corpus of the
endowment be retained in perpetuity. If a donor has not provided specific instructions, Alabama
state law permits the Board to authorize for expenditure the net appreciation of the investments
of endowment funds, as discussed in Note . (Use this note only if applicable)

Assets limited as to use — Assets limited as to use primarily include assets held by trustees under
indenture agreements and designated assets set aside by the Board for future capital
improvements, over which the Board retains control and may at its discretion subsequently use
for other purposes. Amounts required to meet current liabilities of the Hospital have been
reclassified in the balance sheet at September 30, 2XXZ and 2XXY.

Restricted Resources — When the Board has both restricted and unrestricted resources available
to finance a particular program; it is the Board’s policy to use restricted resources before
unrestricted resources.

Net Position — Net position of the Board is classified in the following three components:

e Net Investment in Capital Assets — consist of capital assets net of accumulated
depreciation and reduced by the current balances of any outstanding borrowing used
to finance the purchase or construction of those assets. Deferred Outflows of
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Resources and Deferred Inflows of Resources related to acquiring, constructing and
improving those assets or related are also included.
e Restricted:
= expendable — consist of noncapital net assets that must be used for a
particular purpose, as specified by creditors, grantors, or contributors
external to the Board, including amounts deposited with trustees as
required by revenue bond indentures, discussed in Note .
= nonexpendable — equal the principal portion of permanent endowments.
e Unrestricted — consist of the remaining net position that do not meet the definition of
net investment in capital assets or restricted.

Operating Revenues and Expenses — The Board’s statement of revenues, expenses, and
changes in net position distinguishes between operating and nonoperating revenues and
expenses. Operating revenues result from exchange transactions associated with providing
health care services, the Board’s principal activity. Nonexchange revenues, including taxes,
grants and contributions received for purposes other than capital asset acquisition, are reported as
nonoperating revenues. Operating expenses are all expenses incurred to provide health care
services, other than financing costs.

Compensated Absences — The Board’s employees earn vacation days at varying rates
depending on years of service. Vacation time does not accumulate. Generally, any days not
used at year-end expire. Employees also earn sick leave benefits based on varying rates
depending on years of service. Employees may accumulate sick leave up to a specified
maximum. Employees are not paid for accumulated sick leave if they leave before retirement.
However, employees who retire from the Board may convert accumulated sick leave to
termination payments at varying rates, depending on the employee’s contract. The estimated
amount of sick leave payable as termination payments is reported as a noncurrent liability in both
2XXZ and 2XXY. (This is an example of a policy. The Board’s policy should be described.)

(NOTE: The Governmental Accounting Standards Board (GASB) requires the accrual of a
liability for vacation leave as the benefits are earned by employees if both of the following
conditions are met: 1) the employees’ rights to receive compensation are attributable to services
already rendered and 2) it is probable that the employer will compensate the employees for the
benefits through paid time off or some other means, such as cash payments at termination or
retirement)

Risk Management — The Board is exposed to various risks of loss from torts; theft of, damage
to, and destruction of assets; business interruption; errors and omissions; employee injuries and
illnesses; natural disasters; medical malpractice; and employee health, dental, and accident
benefits. Commercial insurance coverage is purchased for claims arising from such matters.
Settled claims have not exceeded this commercial coverage in any of the three preceding years.
(NOTE: Care should be taken to ensure that this note is modified to reflect the individual
circumstances.)

Investments in Debt and Equity Securities — Investments in debt and equity securities are
reported at fair value except for short-term highly liquid investments that have a remaining
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maturity at the time they are purchased of one year or less. These investments are carried at
amortized cost. Interest, dividends, and gains and losses, both realized and unrealized, on
investments in debt and equity securities are included in nonoperating revenues when earned.

Net Patient Service Revenue - The Hospital has agreements with third-party payors that
provide for payments to the hospital at amounts different from its established rates. Payment
arrangements include prospectively determined rates per discharge, reimbursed costs, discounted
charges, and per diem payments. Net patient service revenue is reported at the estimated net
realizable amounts from patients, third party payers, and others for services rendered including
estimated retroactive adjustments under reimbursement agreements with third-party payers.
Retroactive adjustments are accrued on an estimated basis in the period the related services are
rendered and adjusted in future periods as final settlements are determined.

Premium Revenue - The Hospital has agreements with various Health Maintenance
Organizations (HMOs) to provide medical services to subscribing participants. Under these
agreements, the Hospital receives monthly capitation payments based on the number of each
HMO's participants, regardless of services actually performed by the Hospital. In addition, the
HMOs make fee-for-service payments to the Hospital for certain covered services based upon
discounted fee schedules.

Charity Care - The Hospital provides care to patients who meet certain criteria under its charity
care policy without charge or at amounts less than its established rates. Because the Hospital
does not pursue collection of amounts determined to qualify as charity care, they are not reported
as revenue.

2. Net Patient Service Revenue

The Hospital has agreements with third-party payors that provide for payments to the Hospital at
amounts different from its established rates. A summary of the payment arrangements with
major third-party payors follows:

Medicare. Inpatient acute care services and outpatient services rendered to Medicare program
beneficiaries are paid at prospectively determined rates. These rates vary according to a patient
classification system that is based on clinical, diagnostic, and other factors. Inpatient nonacute
services and defined capital and medical education costs related to Medicare beneficiaries are
paid based on a cost reimbursement methodology. The Hospital is reimbursed for cost
reimbursable items at a tentative rate with final settlement determined after submission of annual
cost reports by the Hospital and audits thereof by the Medicare fiscal intermediary. Beginning in
2XXW, the Hospital claimed Medicare payments based on an interpretation of certain
“disproportionate share” rules. The intermediary disagreed and declined to pay the excess
reimbursement claimed under that interpretation. Through 19XX, the Hospital has not included
the claimed excess in net patient revenues pending resolution of the matter. In 20XZ, the
intermediary accepted the claims and paid the outstanding claims, including $950,000 applicable
to 20XY and $300,000 applicable to 20X5 and prior, which has been included in 20XZ net
revenues. Approximately % and __ % of the Hospital’s gross patient revenues were derived
from Medicare beneficiaries in fiscal years 20XZ and 20XY, respectively.
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Medicaid - Inpatient services and outpatient services rendered to Medicaid program beneficiaries
are reimbursed under a cost reimbursement methodology. The Hospital is reimbursed at a
tentative rate with final settlement determined after submission of annual cost reports by the
Hospital and audits thereof by the Medicaid fiscal intermediary. The inpatient rates are
established by the prepaid health plan of which the Hospital is a member. Outpatient services
are reimbursed based on an established fee schedule. Annually, a copy of the Medicare cost
report is submitted to the Medicaid agency to assist the agency in monitoring the program.
Approximately % and ___ % of the Hospital’s gross patient revenues were derived from
Medicaid beneficiaries in fiscal years 2XXZ and 2XXY, respectively.

Blue Cross — Inpatient and outpatient services rendered to Blue Cross subscribers are reimbursed
based on a cost reimbursement methodology. The Authority is reimbursed at a tentative rate
with final settlement determined after submission of annual cost reports by the Hospital and
audits thereof by Blue Cross. The Hospital’s Blue Cross cost reports have been audited by Blue
Cross through September 30, 20XX. Approximately % and % of the Hospital’s gross
patient revenues were derived from Blue Cross subscribers in fiscal years 2XXZ and 2XXY,
respectively.

Other - The Hospital also has entered into payment agreements with certain commercial
insurance carriers, health maintenance organizations, and preferred provider organizations. The
basis for payment to the Hospital under these agreements includes prospectively determined rates
per discharge, discounts from established charges, and prospectively determined daily rates.
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3. Endowments and Restricted Net Position

Restricted, expendable net position are available for the following purposes:

2XXZ 2XXY

Program A Activities:

Purchase of Equipment $ 404 $321

Research 53 683

General 46 63
Program B Activities:

Purchase of Equipment $235 $235

Research 184 151

General 79 110
Program C Activities:

General 206 400

Buildings and Equipment 94 72

Research _ 44 __ 65
Total temporarily restricted net position $1,845 $2,100

Unless the contributor provides specific instruction, Alabama state law permits the Board to
authorize for expenditure the net appreciation (realized and unrealized) of the investments in its
endowments. When administering its power to spend net appreciation, the Board of Trustees is
required to consider the Hospital’s “long- and short-term needs, present and anticipated financial
requirements, expected total return on its investments, price-level trends, and general economic
conditions.” Any net appreciation that is spent is required to be spent for the purposes
designated by the contributor.

The Board chooses to spend only a portion of the investment income (including changes in the
value of investments) each year. Under the policy established by the Board, 5 percent of the
average market value of endowment investments at the end of the previous three years has been
authorized for expenditure. The Board retains the remaining amount, if any, to be used in future
years when the amount computed using the spending policy exceeds investment income. At
September 30, 2XXZ and 2XXY, net appreciation of $864 and $953, respectively, is available to
be spent, of which $402 and $682, respectively, is reported as restricted expendable net position ,
and the balance is in unrestricted net position .
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Restricted nonexpendable net position as of September 30, 2XXZ and 2XXY, represent the
principal amounts of permanent endowments, restricted to investment in perpetuity. Investment
earning from the Board’s permanent endowments are expendable to support these programs as

established by the contributor:

Program A activities
Program B activities
Program C activities
Any activities of the Board

Endowment requiring income to be added to
Original gift until fund's value is $2,125
Total restricted nonexpendable net position

4. Designated Net Position

2XXZ

$ 158
176
423

_854

1,611

1,392
3,003

2XXY

$ 158
176
423
854

1,611

1,392
3,003

Of the $40,851 and $37,897 of unrestricted net position reported in 2XXZ and 2XXY,
respectively, $15,000 has been designated by the Board for capital acquisition. Designated funds
remain under the control of the Board, which may at its discretion later use the funds for other

purposes.

5. Deposits and Investments

A. Deposits

The Board’s deposits at year-end were held by financial institutions that participate in the State
of Alabama’s Security for Alabama Funds Enhancement (SAFE) Program. The SAFE Program
was established by the Alabama Legislature and is governed by the provisions contained in the
Code of Alabama 1975, Sections 41-14A-1 through 41-14A-14. Under the SAFE Program all
public funds are protected through a collateral pool administered by the Alabama State
Treasurer’s Office. Under this program, financial institutions holding deposits of public funds
must pledge securities as collateral against those deposits. In the event of failure of a financial
institution, securities pledged by that financial institution would be liquidated by the State
Treasurer to replace the public deposits not covered by the Federal Depository Insurance
Corporation (FDIC). If the securities pledged failed to produce adequate funds, every institution

participating in the pool would share the liability for the remaining balance.

State of Alabama Act No. 2009-471 allows the Board to enter into agreements with banks that
are covered by the SAFE Program to purchase certificates of deposit (CDs) on the Board’s
behalf with other federally insured banks or savings association in such amounts so that the
Board’s deposits, including any accrued interest, are fully covered by FDIC. (NOTE: This
arrangement is commonly referred to as participation in the Certificate of Deposit
Accounts Registry Service (CDARS). Include this paragraph only if the Board has entered

into such an arrangement.)
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B. Investments
(NOTE: The Board is required to briefly describe its investment policy for each type of
applicable risk [e.g. credit risk, interest rate risk, etc.]; the legal or contractual provisions for
investments, including repurchase agreements; commitments to resell securities under yield
maintenance repurchase agreements and losses due to default by counterparties. The following
illustrations provide example of possible policies. They are for illustration purposes only.
The auditor should ensure that the specific policy formally adopted by the Board is disclosed and
that disclosures meet the requirements of all applicable standards.)

As discussed in Note 1, the Board's investments generally are carried at fair value. At September
30, 2XXZ and 2XXY, the Board had the following investments and maturities, all of which were
held in the Board’s name by a custodial bank that is an agent of the Board.*

September 30, 2XXZ

Investment Maturities (in Years)

Carrying Less More
Investment Type Amount Than 1 1-5 6-10 Than 10
U.S. Treasuries $21,774 $ XXX $ XXX $ XXX $ XXX
Federal National
Mortgage Association 3,580 XXX XXX XXX XXX
Government National
Mortgage Association 3,580 XXX XXX XXX XXX
Total $ 28,934 $ XXX $ XXX $ XXX $ XXX
September 30, 2XXY Investment Maturities (in Years)
Carrying Less More
Investment Type Amount Than 1 1-5 6-10 Than 10
U.S. Treasuries $ 20,039 $ XXX $ XXX $ XXX $ XXX
Federal National
Mortgage Association 3,365 XXX XXX XXX XXX
Government National
Mortgage Association 3,366 XXX XXX XXX XXX
Total $ 26,770 $ XXX $ XXX $ XXX $ XXX

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an
investment. As a means of limiting its exposure to fair value losses arising from rising interest
rates, the Board’s investment policy limits at least half of the Board’s investment portfolio to
maturities of less than one year. Investment maturities are limited as follows:

4 This illustrative note presents interest rate information using the segmented time distribution method. Other
methods for illustrating interest rate information are described in paragraph 15 of GASB State No. 40, Deposit and
Investment Risk Disclosures.
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Maturity Maximum Investment

One to five years 35%
Six to ten years 15%
More than ten years 5%

(NOTE: If the Board does not have a policy the following should be stated: The Board
does not have a formal investment policy that limits investment maturities as a means of
managing its exposure to fair value losses from changing interest rates. In addition,
investments that are highly sensitive to interest rate change should be disclosed.)

Credit Risk

(NOTE: Credit Risk is the risk that an issuer or other counterparty to an investment will
not fulfill its obligation. GASB Statement No. 40 requires that information about the credit
risk associated with investments be provided by disclosing the credit quality ratings of
investment in debt securities as described by nationally recognized statistical rating
organizations such as Standard & Poor’s, Moody’s Investors Service, and Fitch Ratings,
rating agencies, as of the date of the financial statements. U.S. government or obligations
explicitly guaranteed by the U.S. government are not considered to have credit risk and do
not require disclosure. If a credit quality disclosure is required and the investment is
unrated, the disclosure should indicate this fact. The credit quality ratings of external
investment pools, money market funds, bond mutual funds, and other pooled investments
of fixed-income securities in which the government has invested should be disclosed. If the
Board has investments with credit risk and the Board does not have a formally adopted
credit risk policy, this fact must be disclosed.) Example note follows:

The Board’s policy requires that investments be made only in U.S. government obligations held
by the Board’s third-party agent. As of September 30, 2XXZ and 2XXY, the Board’s
investments in Federal National Mortgage Association were rated AAA by Standard and Poor’s

and Fitch Ratings and Aaa by Moody’s Investor Services.

Custodial Credit Risk

For an investment, this is the risk that, in the event of the failure of the counterparty, the
government will not be able to cover the value of its investments or collateral securities that are
in the possession of an outside party. The Board’s investment policy limits the amount of
securities that can be held by counterparties to no more than $XX,XXX. (Include this last
sentence only when the Board has adopted a formal custodial credit risk policy. Otherwise state
that the Board has no policy.) Of the investment in corporate bonds of $XXX, XXX, the Board
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has a custodial credit risk exposure of $XX, XXX because the related securities are uninsured,
unregistered and held by the Board’s brokerage firm which is also the counterparty of these
particular securities.

Concentrations of Credit Risk

Concentration of credit risk is the risk of loss attributed to the magnitude of the Board’s
investment in a single issuer. The Board places no limit on the amount is may invest in any one
issuer. More than 5 percent of the Board’s investments at September 30, 2XXZ and 2XXY are
invested in the Federal National Mortgage Association. These investments are 12.37% and
12.57%, respectively, of the Board’s total investments at September 30, 2XXZ and 2XXY.
(NOTE: The amount and issuer of investments in any one issuer that represent 5 percent
or more of the total investments must be disclosed. This does not include U.S. government
securities and investments in mutual funds, external investment pools and other pooled
investments.)

(If the Board’s investments are exposed to foreign currency risk, the U.S. Dollar balance of
such investments organized by currency denomination should be disclosed.

(Security Lending Transactions — transactions in which governmental entities transfer
their securities to broker-dealers and other entities for collateral which may be cash,
securities, or letters of credit, and simultaneously agree to return the collateral for the same
securities in the future. If the Board has security lending collateral that is reported in the
statement of net assets/balance sheet, GASB Statement No. 40, paragraph 10, disclosures
should be made.)

The carrying amount of deposits and investments are included in the Board’s balance sheets as
follows:

2XXZ 2XXY
A. Carrying amount
B Deposits $ 5,021 $ 6,539
Investments 28,934 26,770
$33,955 $33,309
C. Included in the following balance sheet captions
Cash and cash equivalents $ 7,136 $ 7,557
Short-term investments 3,142 3,423
Noncurrent cash and investments:
Other long-term investments 2,605 1,327
Restricted by contributors and grantors for
D. Capital acquisitions and research 1,124 1,078
Internally designated for capital acquisition 15,000 15,000
Held by trustee for debt service 1,945 2,005
Principal of permanent endowments 3,003 2,919

$33,955 $33,309
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6. Derivative Instruments

NOTE: Refer to the guidance on derivatives contained in GASB Codification D40 to
determine if the hospital has derivatives and, if so, ensure that the applicable disclosures as
outlined in Section D40.165-.175 have been made. The note should be specifically tailored
to fit the individual circumstances. Some disclosures related to the derivative instruments
may need to be made in other parts of the notes and cross-referenced to this note. For
example, if an investment derivative exposes the entity to interest rate risk, that exposure
should be disclosed as required by GASB Statement No. 40 under the Deposits and
Investments Note. Similarly, if a hedging derivative relates to debt, disclosures may need
to be made in the Long-Term Debt Note.

7. Charity Care

Charges excluded from revenue under the Board's charity care policy were $7,100 and $6,845 for
2XXZ and 2XXY, respectively.

8. Accounts Receivable and Payable

Patient accounts receivable and accounts payable (including accrued expenses) reported as
current assets and liabilities by the Board at September 30, 2XXZ and 2XXY consisted of these
amounts:

Patient Accounts Receivable 2XXZ 2XXY
Receivable from patients and their
insurance carriers $ 13,976 $11,868
Receivable from Medicare 4,286 3,002
Receivable from Medicaid 3,697 3,897
Total patient accounts receivable 21,959 18,767
Less allowance for uncollectibles amounts 2,125 2,040
Patient accounts receivable, net $19.834 $16,727
Accounts Payable and Accrued Expenses
2XXZ 2XXY
Payable to employees (including payroll taxes) $2,437 $1,970
Payable to suppliers 2,481 2,591
Other 27 14
Total amounts payable and accrued expenses $4,945 $4,575
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9. Capital Assets

Capital asset additions, retirements, and balances for the years ended September 30, 2XXZ and

2XXY were as follows:

Capital Assets not being depreciated:

Land
Capital Assets being Depreciated:
Land improvements
Buildings and improvements
Equipment
Totals Capital Assets being

depreciated at historical cost

Less accumulated depreciation for:
Land improvements
Buildings and improvements
Equipment
Total accumulated depreciation

Total Capital assets being depreciated,

net
Total Capital Assets

Capital Assets not being depreciated:
Land
Capital Assets being depreciated
Land improvements
Buildings and improvements
Equipment
Totals capital assets being
depreciated at historical cost
Less accumulated depreciation for:
Land improvements
Buildings and improvements
Equipment
Total accumulated depreciation
Total Capital assets being depreciated, net
Total Capital Assets

Balance Balance
October September
1, 2XXY Additions Retirements 30, 2XXZ
$ 3,590 $ 3,590
645 17 662
29,265 965 (810) 29,420
30,375 3,547 (1,860) 32,062
$60,285 $4,529 ($2,670) $62,144
(291) (65) (356)
(5,352) (582) 810 (5,124)
(15,314) (3,418) 1,860 (16,872)
(20,957) (4,065) 2,670 (22,352)
$39,328 $ 464 $ O $39,792
$42918 $ 464 $ O $43,382

Balance Balance
October 1, September
2XXX Additions Retirements 30, 2XXY
$ 3,590 $ 3,590
608 112 (75) 645
29,187 78 29,265
26,710 3,921 (256) 30,375
$56,505 $4,111 ($331) $60,285
(309) (57) 75 (291)
(4,826) (526) (5,352)
(12,515) (3,055) 256 (15,314)
(17,650) (3,638) 331 (20,957)
$38,855 $ 473 % 0 $39,328
$42,445 $ 473 % 0 $42,918
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Additional disclosures may be necessary related to capital assets (See GASB Codification

Section 1400 for additional information.)

10. Long-Term Debt and Other noncurrent Liabilities

A schedule of changes in the Board’s noncurrent liabilities for 2XXZ and 2XXY follows:

Bonds and Notes
Payable:
Revenue notes
Mortgage loan
Note Payable
Total long-term debt
Capital lease obligations
Other Liabilities:
Compensated absences
Net pension obligation
Total other liabilities
Total noncurrent
liabilities

Bonds and Notes
Payable:
Revenue notes
Mortgage loan
Note Payable
Total long-term debt
Capital lease obligations
Other Liabilities:
Compensated absences
Net pension obligation
Total other liabilities
Total noncurrent
liabilities

Balance Balance Amounts
October 1, September 30, Due Within
2XXY Additions Reductions 2XXZ One Year
$ 18,714 ($457) $ 18,257 $ 620
1,808 (99) 1,709 99
570 (464) 106 106
21,092 (1,020) 20,072 825
808 510 (468) 850 425
2,625 662 (6) 3,281
65 15 80 See Note 9
2,690 677 (6) 3,361
$ 24,590 $1,187 ($1,494) $ 24,283 $1.250
Balance Balance Amounts
October 1, September 30, Due Within
2XXX Additions Reductions 2XXY One Year
$ 19,568 ($854) $ 18,714 $ 457
1,907 (99) 1,808 99
1,045 (475) 570 464
22,520 (1,428) 21,092 1,020
1,276 (468) 808 468
2,400 236 (12) 2,625
49 16 65 See Note 9
2,449 252 (12) 2,690
$ 26,245 $252 (%$1,907) $ 24,590 $1,488

Long-term debt — The terms and due dates of the Board’s long-term debt, including capital lease
obligations, at September 30, 2XXZ and 2XXY, follow:
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e 7.25 percent Revenue Notes, due November 1, 2XZ7, collateralized by a pledge of the
Board’s gross receipts. Thus all operating and nonoperating revenues of the board are
similarly pledged.

e 9.25 percent mortgage loan, due January 2XY5, collateralized by a mortgage on property
and equipment with a depreciated cost of $1,530 on September 30, 2XX7.

e 9.75 percent note payable, due March 2XX8, unsecured.

e Capital lease obligations, at varying rates of imputed interest from 9.8 percent to 12.3
percent collateralized by leased equipment with cost of $1,275 at September 30, 2XX7.

Under the terms of the Revenue Note Indenture, the Board is required to maintain certain
deposits with a trustee. Such deposits are included with restricted cash and investments on the
balance sheet. The Revenue Note Indenture also places limits on the incurrence of additional
borrowings and requires that the Board satisfy certain measures of financial performance as long
as the notes are outstanding.

Schedule principal and interest repayments on long-term debt and payments on capital lease
obligations are as follows:

Long-term Debt Capital Lease
Obligations

Year Ending
September 30: Principal  Interest Principal Interest
2XX8 $ 825 $ 553 $ 425 $ 58
2XX9 775 487 213 27
2XYO0 836 465 212 13
2XY1 900 448
2XY?2 972 432
2XY3 10 2XY7 5,764 1,769
2XY8to 2XZ2 4,824 1,492
2XZ3 to 2XZ7 5,176 1,116
Total $ 20,072 $6.,762 $ 850 $98

11. Commitments under Noncancelable Operating Leases

The Board is committed under various noncancelable operating leases, all of which are for
equipment and computers. These expire in various years through 2XY9. Future minimum
operating lease payments are as follows:

Year Ending September 30:

2XX8 $ 3,109
2XX9 2,898
2XY0 2,795
2XY1 2,780
2XY2 2,575
2XY3 to 2XY7 4,215
2XY8 to 2XY9 1,065
Total $ 19,437
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12. Termination Benefits

NOTE: Termination benefits are inducements provided to employees to hasten
termination of service which can be voluntary or involuntary. It includes early retirement
incentives, severance benefits and other termination related costs. It does not include
unemployment compensation or other postemployment benefits. It also would not include
payments for compensated absences. If an entity has termination benefits, the related
liability and expense should be recognized in the financial statements, and the following
information disclosed: 1) A description of the termination benefits arrangements
(including types of benefits provided, number of employees, and the period of time which
benefits are expected to be provided) for the period in which the employer becomes
obligated for termination benefits and any future periods in which the employee is required
to render services to receive the termination benefits, 2) in the period in which the
employer becomes obligated for the termination benefits, the cost of the benefits, if that
information is not otherwise identifiable from the face of the financial statements, 3) for all
periods in which termination benefits are reported, the significant methods and
assumptions used to determine the liability, and 4) if termination benefits are not
estimable, that fact should be stated. For additional guidance, see GASB Codification T25.

13. Defined Benefit Pension Plan

(NOTE: The following is an example of the note disclosures required by GASB Statement
No. 68, "*Accounting and Financial Reporting for Pensions. This information is for
Hospital Boards which participate in the Employees’ Retirement System of Alabama
(ERS). If the entity participates in another pension plan in addition to or instead of the
ERS, disclosure relevant to the other plan(s) should be made similar to what is provided
below. For more detailed guidance refer to GASB Codification P20, Pe5 or Pe6, whichever
is appropriate.)

A. General Information about the Pension Plan

Plan description. The Employees’ Retirement System of Alabama, an agency multiple-employer
plan, was established October 1, 1945 under the provisions of Act 515 of the Legislature of 1945
for the purpose of providing retirement allowances and other specified benefits for state
employees, State Police, and on an elective basis, to all cities, counties, towns and quasi-public
organizations. The responsibility for the general administration and operation of ERS is vested in
its Board of Control. The ERS Board of Control consists of 13 trustees. The Plan is administered
by the Retirement Systems of Alabama (RSA). Title 36-Chapter 27 of the Code of Alabama grants
the authority to establish and amend the benefit terms to the ERS Board of Control. The Plan
issues a publicly available financial report that can be obtained at www.rsa-al.gov.
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The ERS Board of Control consists of 13 trustees as follows:

1) The Governor, ex officio.

2) The State Treasurer, ex officio.

3) The State Personnel Director, ex officio.

4) The State Director of Finance, ex officio.

5) Three vested members of ERS appointed by the Governor for a term of four years, no
two of whom are from the same department of state government nor from any
department of which an ex officio trustee is the head.

6) Six members of ERS who are elected by members from the same category of ERS for
a term of four years as follows:

a. Two retired members with one from the ranks of retired state employees and
one from the ranks of retired employees of a county, county, or a public agency
each of whom is an active beneficiary of ERS.

b. Two vested active state employees.

c. Two vested active employees of an employer participating in ERS pursuant to
§ 36-27-6.

Benefits provided. State law establishes retirement benefits as well as death and disability
benefits and any ad hoc increase in postretirement benefits for the ERS. Benefits for ERS
members vest after 10 years of creditable service. State employees who retire after age 60 (52 for
State Police) with 10 years or more of creditable service or with 25 years of service (regardless
of age) are entitled to an annual retirement benefit, payable monthly for life. Local employees
who retire after age 60 with 10 years or more of creditable service or with 25 or 30 years of
service (regardless of age), depending on the particular entity’s election, are entitled to an annual
retirement benefit, payable monthly for life. Service and disability retirement benefits are based
on a guaranteed minimum or a formula method, with the member receiving payment under the
method that yields the highest monthly benefit. Under the formula method, members of the ERS
(except State Police) are allowed 2.0125% of their average final compensation (highest 3 of the
last 10 years) for each year of service. State Police are allowed 2.875% for each year of State
Police service in computing the formula method.

Act 377 of the Legislature of 2012 established a new tier of benefits (Tier 2) for members hired
on or after January 1, 2013. Tier 2 ERS members are eligible for retirement after age 62 (56 for
State Police) with 10 years or more of creditable service and are entitled to an annual retirement
benefit, payable monthly for life. Service and disability retirement benefits are based on a
guaranteed minimum or a formula method, with the member receiving payment under the
method that yields the highest monthly benefit. Under the formula method, Tier 2 members of
the ERS (except State Police) are allowed 1.65% of their average final compensation (highest 5
of the last 10 years) for each year of service. State Police are allowed 2.375% for each year of
state police service in computing the formula method.

Members are eligible for disability retirement if they have 10 years of credible service, are

currently in-service, and determined by the RSA Medical Board to be permanently incapacitated
from further performance of duty. Preretirement death benefits are calculated and paid to the
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beneficiary on the member’s age, service credit, employment status and eligibility for retirement.

The ERS serves approximately 846 local participating employers. These participating employers
include 287 cities, 65 counties, and 494 other public entities. The ERS membership includes
approximately 83,874 participants. As of September 30, 2014, membership consisted of:

Retirees and beneficiaries
currently receiving benefits 21,691
Terminated employees entitled
to but not yet receiving benefits | 1,252
Terminated employees not

entitled to a benefit 5,048
Active Members 55,883
Total 83,874

Contributions. Covered members of the ERS contributed 5% of earnable compensation to the ERS
as required by statute until September 30, 2011. From October 1, 2011, to September 30, 2012,
covered members of the ERS were required by statute to contribute 7.25% of earnable
compensation. Effective October 1, 2012, covered members of the ERS are required by statute to
contribute 7.50% of earnable compensation. Certified law enforcement, correctional officers, and
firefighters of the ERS contributed 6% of earnable compensation as required by statute until
September 30, 2011. From October 1, 2011, to September 30, 2012, certified law enforcement,
correctional officers, and firefighters of the ERS were required by statute to contribute 8.25% of
earnable compensation. Effective October 1, 2012, certified law enforcement, correctional
officers, and firefighters of the ERS are required by statute to contribute 8.50% of earnable
compensation. State Police of the ERS contribute 10% of earnable compensation. ERS local
participating employers are not required by statute to increase contribution rates for their members.

Tier 2 covered members of the ERS contribute 6% of earnable compensation to the ERS as
required by statute. Tier 2 certified law enforcement, correctional officers, and firefighters of the
ERS are required by statute to contribute 7% of earnable compensation. Tier 2 State Police
members of the ERS contribute 10% of earnable compensation. These contributions rates are the
same for Tier 2 covered members of ERS local participating employers.

The ERS establishes rates based upon an actuarially determined rate recommended by an
independent actuary. The actuarially determined rate is the estimated amount necessary to finance
the costs of benefits earned by employees during the year, with additional amounts t