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DORTON 
DEAN DORTO"< . • ~ u PLc 

To the Board of Trustees 
Perry County Memorial Hospital 
Tell City, Ind iana 

Report on the Financial Statements 

Report of Independ ent Auditors 

We have audited the accompanying combined financial statements of Perry County Memorial Hospital (the 
Hospital, see Note 1), a component unit of Perry County, Indiana, which comprise the combined statements of net 
position as of December 31, 2016 and 2015, and the related combined statements of operations and changes in net 
position and cash flows fo r the years then ended, and the related notes to the combined financial statements. 

Management's Responsibility for th e Financial Statemen ts 

Management is responsible for the preparation and fair presentation of these combined 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 
combined financial statements that are free from material misstatement, whether due to fraud or error. 

Auditor's Responsibility 

Ou r responsibility is to express an opinion on these combined fin ancial sta tements based on our audit. We 
conducted our audit in accordance with auditing s tandards generally accepted in the United States of America 
and the standard s applicable to financia l audits contained in Government Auditing Standards, issued by the 
Comptroll er General of the United States. Those standards require that we plan and perform the audit to obtain 
reasonable assurance about whether the combined fi nancial statements are free from material misstatement. 

An aud it involves performing procedures to obtain audit evidence about the amounts and disclosures in the 
combined financial statements. The procedures selected depend on the auditor's judgment, including the 
assessment of the risks of material misstatement of the combined financial statements, whether due to fra ud or 
error. In making those risk assessments, the auditor considers internal control relevant to the entity's preparation 
and fair presentation of the combined financia l statements in o rder to design aud it procedures that are 
appropriate in the circumstances, but not for the pu rpose of expressing an opinion on the effectiveness of the 
enti ty'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 accoun ting estimates made by 
management, as well as evaluating the overall presentation of the combined financia l state ments. 

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

Opinion 

In our opinion, the combined financial statements referred to above present fairly, in all material respects, the 
financial position of Perry County Memorial I lospital as of December 31, 2016 and 2015, and the changes in its net 
position and its cash flows for the years then ended in accordance w ith accounting principles generally accepted 
in the United States of America. 

106 W Vine Street, Suite 600 Lexington, KY 40507 859 255 2341 phone 859-255-0125 fax 
500 W Jefferson Street Suite 1400 Lou1sv1ll KY 4 202 502 589 60" phone 502-5111 ~ 6 fax dorton .com 



Board of Trustees 
Perry County Memorial Hospital 
Report of Independent Auditors, continued 

Emphasis of Matter 

As discussed in o te 2 to the combined financia l statements, 2015 combined fi nancial statements have been 
restated to correct misstatements based upon a change in accounting estimate and to correct presentation as 
requi red by the regulato ry agency. Our opini on is not modified wi th respect to th is matter. 

Other Matters 

Combining Information 

Our audits were conducted for the purpose of forming an opinion on the combined financial statements as a 
whole. The combining information on pages 24 - 29 is presented for pu rposes of addi tional analysis of the 
combined fi nancial statements rather than to present the financia l position, resu lts of operations, and cash flows 
of the individual enti ties and is not a required part of the combined financial statemen ts. Such information is the 
responsibility of management and was derived from and relates directly to the underlying accounting and o ther 
records used to prepare the com bined financial sta tements. The combining information has been subjected to the 
auditing procedures applied in the aud its of the combined financial statements and certain add itional procedures, 
including comparing and reconcil ing su ch information directly to the underlying accounting and other records 
used to prepare the combined financial s tatements o r to the combined financial s ta tements themselves, and o ther 
additional procedures in accordance w ith auditing standards generally accepted in the United States of America. 
In our opinion, the combining information is fa irly sta ted in all material respects in relation to the combined 
financial sta tements as a w hole. 

Supplementary Information 

Management has omitted management's d iscussion and analysis that accounting principles generally accepted in 
the United States of America require to be presented to su pp le ment the basic financial statements. Such missing 
information, although no t a part of the basic fi nancial statements, is required by the Gove rnm ental Accounting 
Standards Board w ho considers it to be an essential part of financial re porting fo r placing the basic fi nancial 
sta tements in an appropriate opera tional, economic, or historical context. Our opinion on the basic financial 
sta tements is no t affected by this missing information. 

Other Reportin g Required by Govem m en t A uditing Standards 

In accord ance with Government Auditing Standards, we have also issued our report dated Ju ly 7, 2017 on our 
consideration of the Hospital's internal control over financial reporting and on our tests of its compliance w ith 
certain provisions of laws, regula tions, contracts, and grant agreements and other matters. The purpose of that 
report is to describe the scope of ou r tes ti ng of inte rnal control over financial reporting and compliance and the 
results of that testing, and not to provide an o pin ion on the internal control over financial reporting or on 
compl iance. That report is an integral part of an audit performed in accordance w ith Government Auditing 

Standards in considering the Hospital's internal control over financial reporting and compliance. 

July 7, 2017 
Louisville, Kentucky 
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PERRY COUNTY MEMORIAL HOSPITAL 

Combined Statements of Net Position 

December 31, 2016 and 2015 

Current assets: 
Cash and cash equivalents 
Investments 

Assets 

Assets limited as to use for current liabil ities 
Patient accounts receivable, net of estimated uncollectibles an d 

contractuals of approxi mately $5,066,000 and $5,103,000, 
respectively 

Other accounts receivable 
Inven tories 
Prepa id expenses and other current assets 
Estimated third-party payor settlements 

Total current assets 

Assets limited as to use: 
Permanently restricted funds 
Construction and reserve funds held by trustee 

Total assets limited as to use 
Less amount requ ired to meet current debt li abilities 

Capital assets, net 
Assets ava ilable for sale 
Other assets 

Total assets 

3 

$ 1,410,492 $ 

5,689,725 
587,000 

4,741,462 

458,287 
1,040,957 

483,899 

14,411,822 

155,000 
1 ,820,000 

1,975,000 
(587,000) 

1,388,000 

51,912,459 

2,107,590 

69,819,871 

2,140,330 

5,941,157 
567,000 

5,636,778 

606,039 
1,026,740 

624,503 
288,988 

16,831,535 

155,000 
1.820,000 

1,975,000 
(567,000) 

1,408,000 

54,058,509 

2,107,590 
25 000 

74,430,634 



2016 2015 

Liabilities and Net Position 

Current liabilities: 
Accoun ts payable 2,065,784 1,889,578 

Construction payables 50,000 50,000 

Accrued payrol l 1,310,257 1,518,351 

Other accrued expenses 686,926 777,829 

Due to related parties 87,212 37,289 

Esti mated third-party payor settlements 507,313 

Current portion of long-te rm debt 587,000 717 075 

Tota l cu rrent liabilities 5,294,492 4,990,122 

Long-term debt, net of current portio n 38,563,000 39,150,000 

Total li abilities 43,857,492 44,140,122 

et position: 

et investment in capital assets 12,712,459 14,166,434 

Restricted: 

onexpendable 155,000 155,000 

Expendable 1,820,000 1,820,000 

Unrest ricted 11,274,920 14,149,078 

Total net position $ 25,962,379 $ 30,290,512 

See accompanying notes. 

4 



PERRY COUNTY MEMORIAL HOSPITAL 

Combined Statements of Operations and Changes in et Position 

Years ended December 31, 2016 and 2015 

2016 2015 

Operating revenues: 
Net patient service revenue, net of provision for bad debts of 

$3,705,845 in 2016 and $4,162,435 in 2015 $ 35,751,658 $ 36,290,162 

Other revenue 881,497 536,900 

Total operating revenues 36,633,155 36,827,062 

Operating expenses: 

Salaries and o ther wage costs 20,106,456 19,590,194 
Supplies and other expenses 3,825,808 3,599,102 
General and administrative expenses 1,952,853 2,086,668 

Professional fees 1,082,874 1,994,944 
Contracted services 7,939,856 6,976,258 
Depreciation and amortization 2,765,739 2,057,165 

Provider tax expense 591,979 654,400 

Other expense 1,750,344 L372,937 

Total operating expenses 40,015,909 38,331 ,668 

Operating loss (3,382,754) (1,504,606) 

onoperating revenues (expenses): 
Investment income (loss) 176,641 (22,263) 

Interest expense (1,236,111) (778,613) 

et unrealized gains (losses) on investments 114 091 (106,870) 

Total nonoperating losses (945,379) (907,746) 

Decrease in net position (4,328,133) (2,412,352) 

Net position, beginning of year, as previously reported 30,290,512 33,072,848 

Resta tements (see Note 2) (369,984) 

Net position, beginning of year, as restated 30,290,512 32,702,864 

et position, end of year s 25,962,379 $ 30,290,512 

See accompanying notes. 
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PERRY COUNTY MEMORIAL HOSPITAL 

Combined Sta te men ts of Cash Flows 

Years ended December 31, 2016 and 2015 

2016 2015 
Cash flows from operating activities: 

Receip ts from and on behalf of patients $ 37,591,027 s 34,180,763 
Paymen ts to suppliers and contractors (14,4 73, 798) (13,516,589) 
Payments to or on behalf of employees (20,411,589) (19,583, 150) 
Other receipts and paymen ts, net (1,460,826) (1,490.437) 

N e t cash p rovided by (used in) operating activi ties 1,244,814 (409,413) 

Cash flows from cap ita l and rela ted financing activities: 

Proceeds from long-term debt 6,971,953 

In te rest paid on long-term debt (1,229,975) (768,385) 
Principal payments on long-term debt (717,075) (409,152) 

Purchases of capital assets (619,689) {13,600.471) 

Net cash used in capital and related financing activities (2,566,739) (7,806,055) 

Cash flows from inves ting activities: 

Net rea lized (gai n) loss on investments (151,862) 118,886 

Decrease in investments, net 718,805 3,263,469 

Inte rest and dividend income (24,779) (96,623) 
Receip ts from rela ted pa rties, ne t 49 923 37 289 

et cash provided by investing activities 592,087 3,323,021 

Net d ecrease in cash and cash equivalen ts (729,838) ( 4,892,447) 

Cash and cash equivalents, beginning of year 4,115,330 9 007 777 

Cash and cash equivalents, end o f year $ 3,385,492 $ 4,1 15,330 

Reconci l iation of s ta tem e n ts of net position to cash and cash 

equiva lents, end of year: 
Cash and cash equiva lents $ 1,410,492 $ 2,140,330 

Assets limited as to use: 
Pe rmanently restricted funds 155,000 155,000 

Construction and reserve funds held by trustee 1,820,000 1.820.000 

Cash and cash eq u ivalen ts, end of year $ 3,385,492 $ 4,115,330 
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PERRY COUNTY MEMORIAL HOSPITAL 

Statements of Cash Flows, continued 

Years ended December 31, 2016 and 2015 

Reconciliation of operating loss to n et cash used in operating 
activiti es: 

Operating loss 

Adjustments to reconcile operating loss to net cash flows provided 
by (used in) operati ng activities: 

Provision for bad debts 

Depreciation and amortization 
Increase (decrease) in cash due to changes in : 

Accounts receivable 
Inventories 

Prepaid expenses and other assets 

Accounts payable 
Accrued payroll and other accrued expenses 
Estimated third party settlements 

Net cash provided by (used in) operating activ iti es 

See acco111 panying notes. 
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$ 

$ 

(3,382,754) $ (1,504,606) 

3,705,845 4,162,435 
2,765,739 2,057,165 

(2,662, 777) (4,401,263) 
(14,217) (180,522) 
165,604 30,547 

176,206 1,299,123 
(305,133) (1,721) 
796,301 (1.870.571) 

1,244,814 $ (409,413) 



PERRY COUNTY MEMORIAL HOSPITAL 

Notes to the Combined Financial Statements 

1. Description of the Organization and Reporting Entity 

Governmental Accounting Standards Boa rd (GASB) Statement No. 14, The Financial Reporting Entity as 
amended by GASB No. 39, Determining Whether Certain Organizations Are Component Units and GASB No. 61, 
The Financial Reporting Entity: Omnibus -- an Amendment of GASB Statements No . 14 and No . 34 define the 
financial reporting entity as an enti ty that consists of the primary governmental and all of its component units. 
Com ponen t units are legally separate organizations that have a fiscal dependency and financial benefit or 
burden relationship w ith the primary government and other organi zations for which the s igni ficance of their 
relationship with the primary government are such that exclusion would cause the financial statements to be 
misleading or incomplete. 

The accompanying combined financial statements include the transactions and accounts of Perry County 
Memorial Hospital District (the District), Perry County Memorial Hospital Association, Perry County 
Memor ial Hospital Foundation, and the leased skilled nursing facility (SNF) discussed a t Note 13 (collectively, 
the Hospi tal). 

The H ospital operates under a board establ ished in accordance with Indiana County Hospital Law, Indiana 
Code 16-22. The Board of County Com missioners of Perry County (the County) appoints the Governing 
Board of the Hospital and a financial benefit/burden relationship exists between the County and the Hospital. 
For these reasons, the Hospital is considered a com ponent unit of Perry County. 

The Hospital primarily earns revenues by providing inpatient, outpatient and emergency care services to 
patients in Perry County and its surround ing counties. 

Although it is legally separate from the Hospital, Perry County Memorial Foundation (the Found ation) is 
reported if it were a part of the Hospital because it provides services entirely or almost entirely to the 
H ospi tal. The Foundation's purpose is to support the Hospital through fundraising drives. The Foundation 
has been recognized as tax exempt under section 501(c)(3) of the Internal Revenue Code (the Code). The 
Foundation has a financial benefit relationship with the District and therefore is a blended component unit of 
the District. 

Perry County Memorial Hospi tal Association (the Association) w as created pursuant to the provisions of 
Indiana Code 16-22-6 fo r the exclusive pu rpose of financing and constructing hospital facilit ies fo r the 
Hospi ta l. The Association has fiscal dependency relationship w ith the District and therefore is a blended 
component unit of the Distr ict. 

Add itionally, the co mbined financia l statements of the Hospital include a join t-venture, Perry County Pain 
Management, LLC (Pain Management), in which the Hospital ma intains a controlling interest. Management 
has elected not to show the minority owners' interests in the entity as "noncontrolling interest" in the 
combined net position of the Hospital as it deems the amount of equity not controlled by the Hospital to be 
immaterial to the Hospita l's combined financial statements. The joint-venture is presented wi thin the District's 
financi al sta tements. 

Complete financial statements for the District, Foundation, Association and Pain Management can be obtain.ed 
by writing to: Perry County Memorial Hospital c/o Brian Herw ig, President/CEO at 8885 State Route 237, Tell 
City, IN 47586. 
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PERRY CO UNTY M EMORIAL HOSPITAL 

otes to the Combined Financial Statements 

2. Summary of Signifi cant Accounting Polici es 

Basis of Presentation 

The Hospital presents its financi al statements in conformity with accounting principles generally accepted in 
the United States of America (GAAP) as applied to government units. GASB is the accepted standard-setting 
body for establishing governmental accounting and financial reporting principles. As a proprietary activity, 
the Hospital has adopted GASB Statement No. 62, Codification of Accou11ti11g and Financial Reporting Guidance 
Contained in Pre-November 30, 1989 FASB and A/CPA Pronouncements . Therefo re, the Hospital follows GASB 
pronouncements and all Financial Accounting Standards Board and p redecessor boards' pronouncements 
except those that conflict with or con trad ict GASB pronouncements. 

Use of Estimates 

The preparation of fi nancial statements in confo rmity with GAAP requires management to make estimates 
and assu mpti ons that affect the reported amounts of assets and liabili ties and disclosu re of contingent assets 
and liabilities at the date of financial statements and the reported amounts of revenues and expenses during 
the repo rting period. Actual results could d iffe r from those esti mates. 

Principles of Combination 

The combined fi nancial statements include lhe financial statements of the District, the Association, the 
Found ation, and the leased skilled nursing facility described at J ote 13. All significant intercompany 
accounts and transactions are eliminated in combination. 

Cash and Cash Equivalents 

Cash and cash equivalents consist of cash and other hi ghly liqu id resources, such as investments in certificates 
of deposit and money market funds, with an original maturi ty of three months or less when purchased. 

Al limes, balances in the Hospi tal's cash accounts may exceed federal ly insured limits. The Hospital has not 
experienced any losses on such accounts. The Hospital believes it is not exposed to any signi.ficant custodial 
cred it ris k on cash and cash equivalents. 

Custodial credit risk is the risk that, in the event of a bank fa ilure, the H ospita l deposits may not be retu rned to 
it. Indi ana Code 16-22-3-16 a llows the Hospital to deposit public funds in a financial institution. The Hospital 
does not have a formal policy regarding custodial credit risk fo r deposits. The ba nk ba lances were insu red by 
the Federal Deposit Insurance Corporation or the Public Deposit Insurance Fund, which covers all public 
funds held in approved depos itories. 

Investments 

Investments in equity secu rities with read ily determinable fair values and all investments in debt securi ties are 
measured at fair value in the balance sheet. Interest, dividends, and gains and losses, both realized and 
unreali zed, on investments in debt and equity securities are included in nonoperating revenue when earned. 

9 



PERRY COUNTY MEMO RIAL HOSPITAL 

ates to the Combined Financial Statements 

2. Summary of Significant Accounting Policies, co ntinued 

Investments, continued 

The Hospital has elected not to further d isaggregate the investments as displayed in ates 3 and 4 as 
add itional risk informati on is not deemed material to the combined financial statements. 

Patient Accounts Receivable 

Patient accounts receivable consist of amounts du e from government programs (e.g., Medicare and Medicaid) 
and non-government payors (e.g., self-pay and commercial payors). Management believes there are minimal 
credit risks associated with the receivables from government programs. on-government receivables are from 
various payors that are subject to differing economic condi tions. Management continually monitors and 
adjusts the allowance fo r uncollectible accounts associated with credit risk of patient accounts receivable. 

Inventories 

Inventories (principal ly pharmaceuticals and medica l supplies) are stated at the lower of cost (first-in, first-out 
method) o r market. 

Assets Limited as to Use 

Assets limited as to use include assets held by trustees under debt agreements, assets whose use is restricted 
by a donor and designated assets set aside by the Board of Trustees for future capital improvements, over 
which the Board retains control and may, at its discretion, subsequently use for other purposes. All the assets 
consist of cash and cash equivalents. 

Ca pital Assets 

Capita l asset acquisitions are recorded at cost. Depreciation is provided over the estimated useful life of each 
class of depreciable asset and is computed using the s traight-line method. The Hospital capitalizes all items 
w ith a useful life over one year and cost of $5,000, ind ividually or in the aggregate. Equipment under capital 
lease obligations is amortized on the straight-l ine method over the shorter period of the lease term or the 
esti mated useful life of the equipment. Such amortization is incl uded in depreciation and amortization in the 
financial statements. Interest cost incurred on borrowed funds during the period of construction of capital 
assets is capitalized as a component of the cost of acqu iring those assets. 

Assets Available for Sale 

Due to the completion and move into the new hospital facili ty, the former facility was vacated and reclassified 
as an asset available for sale in August 2015. As of December 31, 2016, the asset has not been sold and no gain 
or loss has been recognized in the Combined Statements of Operations and Changes in J et Position. 
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PERRY COUNTY MEMORIAL HOSPITAL 

I otes to the Combined Financial Statements 

2. Summary of Significa nt Accounting Policies, continued 

Restricted Resources 

When the Hospital has both restricted and unrestricted resou rces available to finance a particular program, it 
is the Hospital's pol icy to use restricted resources before unrestricted resources. As of December 31, 2016 and 
2015, the H ospi tal had no such resources . 

et Position 

1 et posi tion of the Hospital is classified in four components. Net investment in capital assets consist of capital 
assets net of accumulated depreciation and reduced by the current balances of any outstanding borrowings 
used to finance the purchase o r construction of those assets. Restricted expendable net position is non ca pi ta! net 
position that must be used for a particular purpose, as specified by credito rs, grantors, or contributors external 
to the Hospi tal, including amounts deposi ted with trustees as required by bond indentures. Restricted 
nonexpendable 11et position equal the pri ncipal portion of permanent end owments. Unrestricted net position is 
remaining net position that does not meet the definition of invested in capital assets net of related debt or restricted. 

Operati ng Revenues and Expenses 

The Hospital's state ments of operations and changes in net posi tion distinguishes between operating and 
nonoperating revenues and expenses. Operating revenues result from exchange transactions associated w ith 
p rovid ing healthcare services - the Hospi tal's p rincipal activity. Nonexchange revenues, including taxes, 
grants, and contributions received fo r pu rposes other than capital asset acquisi tion, are reported as 
nonoperating revenues. Operating expenses are al l expenses incurred to provide healthcare services, other 
than financing costs. 

Grants and Contributions 

From time to time, the Hospital receives grants and contributions from individuals and private organizations. 
Revenues from grants and contributions (including contributions of capital assets) are recognized when all 
eligibili ty requi rements, including time requirements, are met. Grants and contributions may be restricted fo r 
ei ther s pecific operating pu rposes or fo r ca pi tal purposes. Amounts that are unrest ricted or that are restricted 
to a s pecific operating purpose are reported as nonoperating revenues. Amounts restricted to capital 
acquisiti ons are reported after nonoperaling revenues and expenses. 

Net Patient Service Revenue 

The Hospital has agreements with third-party payors that provide fo r payments to the Hospital at amounts 
different from its establ ished rates. Payment arrangements include prospectively determined rates per is 
discharge, reimbu rsed costs, discounted charges, and per diem payments. e t patient service revenue 
reported at the estimated net realizable amounts from patients, third-party payors, and others for services 
rendered, including esti mated retroactive adjustments under reimbursement agreements with third-party 
payors. Retroactive adjustments are accrued on an esti mated basis in the period the related services are 
rendered and adjusted in future periods as final settlements are determined. 
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PERRY COUNTY MEMORIAL HOSPITAL 

ates to the Combined Financial Statements 

2. Summary of Significant Accounting Polici es, continued 

Risk Management 

The Hospital is exposed to various risks of loss from torts; theft of, damage to, and destruction of assets; 
business interruption; errors and omissions; job related injuries and illnesses to employees; natural disasters; 
and e mployee health, dental, and accident benefits. Commercial insurance coverage is purchased for claims 
arising from such matters other than medical malpractice. Settled cl aims have not exceeded this commercial 
coverage in any of the three preced ing years. 

Compensated Absences 

Hospital employees earn sick leave at the rate of 12 days per year. Unused sick leave may be accumulated to a 
maximum of 30 days. Accumulated sick leave is not paid to employees upon retirement or te rmination. 

Hospital employees earn vacation leave at rates from 5 days to 25 days per year based upon the number of 
yea rs of service. Accrued vacation may be used upon completion of a 90-day wai ting period. It is highly 
recommended that employees use thei r allotted vaca tion time yearl y. Unused vaca tion leave is paid to 
em ployees through cash payment u pon termi nation. 

Chari t:y Care 

The I lospital accepts pa tients regardless of their ability to pay. A patient is classified as a cha rity patient based 
on ce rtain established policies. Essentially, these policies define charity services as those services for which no 
payment is anticipated. In assessing a patient's inability to pay, the Hospital includes certain cases where 
incurred charges are signi ficant when compared to the patient's income. These charges arc not included in net 
patient service revenue as payment is not expected . 

Sta tu tory Authorization for Investments 

India na Code 16-22-3-20 authorizes the Hospi tal to invest in any interest bearing account that is authorized to 
be set up and offered by a fi nancial institu tion o r brokerage firm registered and authorized to do business in 
Indiana. It also allows the Hospita l to repu rchase or resale agreements involving the purchase and guara nteed 
resale of any interest bearing obl igations issued or fu lly insured or guaranteed by the United States of America 
or any United States government agency in which type of agreement the amount of money must be fully 
collalera li zed by interest bearing obligations as determined by the current market value computed on the day 
the agreement is effecti ve. Mutual funds offered by a financial institution or brokerage firm registered and 
au thori zed to do business in Ind iana. Securit ies backed by the full faith and cred it of the United States 
Treasury or fully insu red or guaranteed by the United States o r any United States government agency. Pooled 
fund investments for participating hospitals offered, managed, and administered by a financial institution or 
brokerage firm registered or authorized to d o business in Indiana. 
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PERRY COUNTY MEMORIAL HOSPITAL 

Notes to the Combined Financial Statements 

2. Summary of Significant Accou nt ing Policies, continued 

Inco me Taxes 

The District and Association are exempt from taxation pursuant to Internal Revenue Code (the Code) Section 
115. The Foundation is a not- for-profit organi za tion as described in Section 501(c)(3) of the Code and is exempt 
from federal income taxes on related income pursuant to 501(a) of the Code. Accord ingly, no provision for 
fed eral income tax is required . However, the H ospital is subject to federal income tax on any unrela ted 
business taxable income. Management believes they d o not have any unrelated business taxable income. 

Subsequent Events 

Management has eval uated subsequent events for accounting and disclosure requirements through July 7, 
2017, the date that the combined financial statements were available to be issued. 

Reclassifications 

Certain amounts in the 2015 combined financial statements have been reclassified to conform to the 2016 
presentation with no impact on total assets, li abilities, net position or change in net position. 

Restatements 

During fiscal 2016, the Hospital changed the method it used to calculate the contractual adjustment al lowance. 
The fiscal 2014 and 2015 contractual adjustment allowance was restated to conform to the fiscal 2016 method 
of accounting fo r the allowance. The 2014 resta tement decreased assets and unrestricted net assets by $496,115. 
The 2015 restatement decreased assets and unrestri cted net assets by $1,015,649. 

During fiscal 2016, the Hospi tal changed its method of presenting the leased SNF (Note 13) in o rder to 
confo rm to Indiana s tate requirements. The fiscal 2014 change in presentation of the SNF was resta ted to 
conform to the fisca l 2016 presenta tion of the SNF. The 2014 restatement increased assets by $39,618, decreased 
liabili ties by $133,989 and increased unrestricted net assets by $173,607. This resulted in a restated 2015 
beginning net position of $47,476 for the S F. This was elimi nated at the combined level to conform to fiscal 

2016 presentation of the SNF. 

2015 2014 

Combined net position, end of year, as originally issued $ 31,306,161 $ 33,072,848 

SNF adjustments 173,607 

Contractual allowance and bad debt adjustment (1,015,649) (496,115) 

El imination of Si F net position, beginning of year (47,476) 

Combined net posi tion, end of year, as restated $ 30,290,512 $ 32,702,864 

As a result of these restatements, the 2015 decrease in net position of $1,766,687 was increased by $645,665 to 

$2,412,352. 

13 



PERRY COUNTY MEMORIAL HOSPITAL 

ates to the Combined Financial Statemen ts 

3. Investments 

4. 

Investments, stated at fair value, at December 31, 2016 and 2015, include: 

2016 2015 

Certificates of deposit $ 569,822 $ 569,822 
Mutu al fu nds 5,038,903 5,320,335 
Equi ty interest in joint venture 81000 51 000 

$ 5,689,725 $ 5 941157 

Investment income and gains for assets limited as to use and cash equivalents are comprised of the follow ing 
for the years ended December 31, 2016 and 2015: 

2016 2015 

Investment income: 

Interest and dividends $ 24,779 $ 96,623 
Net realized and unreali zed gains (losses) on sales 151,862 (118,886) 
Net unrealized gains (losses) 114 091 (106,870) 

$ 290,732 $ (129,133) 

Fair Value Measurements 

The H ospital classifies its investments based on a hierarchy consisting of: Level 1 (valued using quoted prices 
from active markets for identical assets), Level 2 (not traded on an active market but for which observable 

market inputs are readily available), and Level 3 (valued based on significant unobservable inputs). The 
asset's or liabi lity's fai r va lue measurement level within the fair value hierarchy is based on the lowest level of 

any input that is significant to the fair value measurement. Valuation techniques used need to maximize the 
use of observable inputs and minimize the use of unobservable inputs. 

Following is a description of the valuation methodologies used for assets measured at fair value on a recurring 
basis: 

Mu tw1lfunds: Valued at the daily closi ng pri ce as reported by the fund. Mutual funds held by the HospitaJ 
are open-end mutual funds that a re regis tered with the Securities and Exchange Commission. These funds 

are required to publish their daily net asset value (NA V) and to transact at that price. The mutual funds 
held by the Hospital arc deemed to be actively traded. 

There have been no changes in the valuation methodologies used at December 31, 2016. 
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PERRY COUNTY M EMORIAL HOS PIT AL 

ates to the Combined Financial Sta tements 

4. Fair Value Measure ments, co ntinued 

The methods described above may produce a fair value calcu lation that may not be indicative of net reali zable 
value o r reflective of future fai r values. Furthermore, while the Hospita l believes the valuation methods are 
appropriate and consistent with other market participants, the use of different methodologies o r assumptions 
to dete rmine the fair value of certain financia l ins truments could result in a different fa ir value measurement 
at the reporting date. 

The fol lowing tables set forth by level, within the fai r value hierarchy, the Hospital's investments at fa ir va lue 
as of December 31: 

2016 Level 1 Level 2 Leve13 Total 

Mutual funds $ 5.038.903 $ $ $ 5,038,903 

Total investments $ 5 ,038,903 s $ $ 5,038,903 

2015 Level 1 Level 2 Level3 Total 

Mutual funds $ 5,320,335 $ $ $ 5,320.335 

Total investments $ 5,320,335 $ $ $ 5,320,335 

15 



PERRY COUNTY MEMORIAL HOSPITA L 

Notes to the Combined Financial Statements 

5. Capital Assets 

Capital asset addi tions, retirements, and ba lances fo r the years end ed December 31, 2016 and 2015, were as 
follows: 

Balance Retirements/ Balance 
Dec. 31, 2015 Additions Write Downs Transfers Dec. 31, 2016 

Land and 
improvements $ 2,581,499 $ $ $ $ 2,581,499 

Build ings and 
improvements 43,808,262 1,399 (136,399) 43,673,262 

Machinery and 

equipment 23,931,323 659,392 (2,441,763) 22,148,952 
Leasehold 

improvements 1,494,906 2,725 1,497,631 
Construction in 

progress 31,210 312JO 

71,815,990 694,726 (2,578,162) 69,932,554 
Less accumulated 

depreciation 17,757,481 2,765,739 (2,503,125) 18,020,095 

Ca p ital assets, net $ 54,058,509 $ (2,071,013) $ (75,037) $ $ 51,912,459 

Balance Reti rements/ Balance 
Dec. 31, 2014 Ad ditions Write Downs Transfers Dec. 31, 2015 

Land and 

improvements $ 2,945,631 $ $ (1,424, 132) $ 1,060,000 $ 2,581,499 
Buildings and 

improvements 10,365,854 (6,958,082) 40,400,490 43,808,262 
Machinery and 

equipment 15,862,797 595,085 (139,840) 7,613,281 23,931,323 
Leasehold 

improvements 1,494,906 1,494,906 
Construction in 

progress 39,976,152 9 097 619 (49,073,771 ) 

70,645,340 9,692,704 (8,522,054) 71,815,990 
Less accumulated 

depreciation 22.114.780 2,057,165 (6,414,464) 17,757.481 

Capital assets, net $ 48,530,560 $ 7,635,539 $ (2, 107,590) $ $ 54,058,509 
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PERRY COUNTY MEMORIAL HOSPITAL 

otes to the Combined Financial Statements 

6. Long-Term Debt 

A schedule of changes in the Hospital's long-term debt during 2016 and 2015 follows: 

Amounts Due 
Balance Balance Within One 

D ec. 31, 2015 Additions Reductions Dec. 31, 2016 Year 

USDA construction 
loan payable $ 39,717,000 $ $ 567,000 $ 39,150,000 $ 587,000 

Bank note payable 11,725 11,725 
Mortgage note 

payable 31485 31,485 

Total bonds and 
notes payable 39,760,210 610,210 39,150,000 587,000 

Equipment financing 
arrangements 106.865 106,865 

Long-term debt $ 39,867,075 $ $ 717,075 $ 39,150,000 $ 587,000 

Amounts Due 
Balance Balance Within One 

Dec. 31, 2014 Additions Red uctions Dec. 31, 2015 Year 

USDA constructi on 
loan payable $ 33,156,185 $ 6,843,815 $ 283,000 $ 39,717,000 $ 567,000 

Bank note payable 57,209 45,484 11,725 11,725 
Mortgage note 

payable 86 645 55160 31485 31485 

Total loans and 
notes payable 33,300,039 6,843,815 383,644 39,760,210 610,210 

Capital lease 
ob ligations 4,135 4,135 

Equipment financing 
arrangements 128,238 21373 106,865 106.865 

Total other 
liabilities 4135 128,238 25,508 106,865 106,865 

Long-term debt $ 33,304,1 74 $ 6,972,053 $ 409 152 s 39,867,075 5 717 075 
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PERRY COUNTY MEMORIAL HOSPITAL 

Notes to the Combined Financial Sta tements 

6. Long-Term Debt, continued 

The terms and due dates of the Hospita l's long-term debt, incl uding capital lease obligations, at December 31, 

2016 and 2015 are as follows: 

• USDA construction loan payable not to exceed $40,000,000, m aturing semi -annually through January 
2053 in the form of Pe rry County Hospital Association Lease Revenue Bonds, Series 2013 w ith an 
interest rate not to exceed 3.5%. The interest rate at both December 31, 2016 and 2015 was 3.125%. The 
bonds are payable semiannually beginning in July 2015 until the maturity date. 

• Bank note payable, bearing interest at 4.93% as of both December 31, 2016 and 2015, payable in monthly 
insta llments of principal and interes t o f $3,940 was pa id off in 2016. 

• Mortgage note payable, bearing interest at 4.70% as of both December 31, 2016 and 2015, payable in 

monthly installments of pr incipal and interest of $3,940 was paid off in 2016. 

• Equipment financing loan, bearing no interest, payable in six monthly installments of $21,373 was paid 

off in 2016. 

Under the terms of the USDA loan payable, the Hospita l is requi red to maintain certain deposi ts with a 
trustee. Such deposits are included in assets limi ted as to use. The USDA loan payable also places limits on 

the incurrence of add itional borrowings and requi res the Hospital to satisfy certain measures of fina ncial 

performance as long as the bonds are outstanding . 

Scheduled principal an d interest repayments on long-term debt and payments on capital lease obligations are 

as fo llows: 

Long-term Debt 

Year ending December 31: Princi pal fnterest 

2017 $ 587,000 $ 1,219,005 

2018 605,000 1,200,522 

2019 624,000 1,181,461 

2020 641,000 1,164,976 

2021 665,000 1,141,620 

2022 to 2026 2,872,000 5,383,633 

2027 to 2031 4,128,000 4,771,985 

2032 to 2036 4,823,000 4,059,320 

2037 to 2041 5,633,000 3,222,089 

2042 to 2046 6,578,000 2,247,043 

2047 to 2051 7,682,000 1,108,668 

2052 to 2053 4,312,000 82 892 

Total $ 39,150,000 $ 26? 83,214 
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PERRY COUNTY MEMORIAL HOSPITAL 

Notes to the Combined Financial Statements 

6. Long-Term Debt, continued 

7. 

A summary of interest cost and investment income on borrowed fund s held by the trustee under the USDA 
loan du ring the years ended December 31, 2016 and 2015 are as fo llows: 

2016 2015 

Interest cost: 
Capi talized $ s 564,719 
Charged to operations 1,236,111 778 613 

$ 1,236,111 $ 1,343,332 

Net Patient Service Reve nue 

The Hospital has agreements w ith fede ral, state and third-pa rty payers that provide for payments at amounts 
d ifferen t from its established rates. Contractual adjustments under th ird-party reimbursement programs 
represe nt the d iffere nce between bil lings at establ ished rates and amounts rei mbursed by third-party payers. 
The Hos pital pa rticipa tes in the Med icare and Med icaid programs. Approximately 43% and 18%, respectively, 
of the H ospital's 2016 net patient service revenue was derived from services to patients covered by these 
programs. Compa rable percentages fo r 2015 were 46% and 18%, respecti vely. Changes in the Medicare and/or 
Medicaid programs and the reduction of funding levels could have an adverse impact on the Hospita l. A 
summary of the payment arrangements w ith major third-party payers fol lows: 

Hospital 

Medicare 

The Hospital has been granted Critical Access Hospital (CAH ) status by Medicare. Under the CAH 
designation, services rendered to Med icare program benefi ciaries are reimbursed under a cost 
re imbursement methodology. 

Medicaid 

The Hospital has been granted CJ\ H status by Medicare. Under the CAH designation, most services 
rendered to Med icaid program beneficia ries are reimbursed under a cost reimbursement methodology. 

For cost-reimbursed services, the Hospital receives interim payments from Medicare and Medicaid. Final 
settlements are determined after submission of annual cost reports filed by the Hospi tal and audit or desk 
review thereof by Medicare or Med icaid . Man agement feels that adequate provision has been made fo r the 
effects, if any, of aud its or desk reviews by either program. 

The Hospital has also en tered into reimbursement agreements w ith certain commercial insurance carriers and 
other o rganizations. The basis for reimbursement under these agreements includes prospectively determined 
rates per discharge, discounts from established charges, and prospectively determined per-diem rates. 

19 



PERRY COUNTY MEMORIAL HOS PIT AL 

Notes to the Combined Financial Statements 

7. Net Patient Service Revenue, continued 

8. 

Following is a summary of gross and net patient service revenue for the years end ed December 31: 

2016 2015 

Cross patient service revenue $ 84,153,806 $ 82,116,228 

Less provisions for: 

Contractual adjustments under third-party reimbursement 
programs 44,031,781 40,651,276 

Charity care 493,782 805,741 
Provision for bad debts 3,705,845 4,162,435 
Administrative, personnel and other adjustments 170 740 206,614 

48,402.148 45,826.066 

Ne t patient service revenue $ 35,751,658 $ 36,290,162 

Charity Care 

The amounts of indirect and direct costs incurred by the Hospi ta l for services and s upplies furnished under 

the Hospital's chari ty care policy were approximately $182,400 and $297,700 for the years ended December 31, 
2016 and 2015, respectively . These costs were estimated by management using a ratio of cost to gross charges. 

9. Retirement Plan 

The I !ospi tal has a defined contribution re tirement plan administered by Plan Administrators as authorized 
by Indiana Code 16-22-3-11. The plan provides retirement, disability, and death benefits to p lan members and 

beneficiar ies. The plan was established by written agreement between the Hospital Board of Trustees and the 
Plan J\dministrator. The Plan Administrato r issues a publicly available fi nancial report that includes financial 
s tatements and required supplementary information of the plan. That report may be obtained by contacting: 

Plan Admini stra tors, Inc. 
115 S. Wisconsin Street 
Depere, W I 54775-2765 
Ph. (920) 337-9906 

The Hospital Board of Trustees approved discretionary contribution to the 403(b) retirement accounts of 
eligible employees of three percent of the annual covered salary plus an optional three percent matching 
contribution. Employer contributions to the plan were $514,142 and $537,299, respectively. 
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PERRY COUNTY M EMO RIAL HOSPITAL 

Notes to the Combined Financial Statements 

10. Employee Health Clai ms 

Substantially all of the Hospital's employees and their dependents are eligible to participate in the Hospital's 
employee hea lth insurance plan. The Hospital is self-insured for health claims of parti cipating employees and 
dependents up to an ind ividual employee amount of $300,000 per year. Commercial s top-loss insurance 
coverage is purchased fo r cl aims in excess o f the aggregate annual amount. A provision is accrued for self­

insured employee health claims includ ing both cla ims reported and claims incurred but not yet reported. The 
accrual is estimated based on economic and social factors. It is reasonably possible that the Hospital's estimate 
w ill change by a material amount in the near future. 

11. Concentration of Credit Risk 

Patient Accounts Receivable 

The Hospital grants cred it without collateral to its patients, most of whom are local residents and are insured 
under third-party payer agreements. TI1e mix of receivables from patients and third-party payers are as 
follows as of December 31: 

2016 2015 

Medicare 37 % 36 % 
Med ica id 11 14 

Commercial 14 16 
All o ther 38 34 

100 % 100 % 

Management believes the credit risks associated with the receivables from governmental programs are 
minimal. Non-govern ment receivables are from various payers that are subject to differing economic 

conditions. Such non-government receivables do not rep resent any concentration risks to the Hospital. 
Management continually monitors and adjusts the allowance for uncollectible accounts associated w ith the 

cred it risk o f patient accounts receivable. 

12. Provider Tax 

The Indiana General Assembly enacted legislati on which established a Hospital Assessment Fee for the 
purpose of funding the Medicaid program and providing the s ta te share of the disproportionate share hospital 
(DSH) payments. The Hospital Assessment Fee and increases in funding leve ls are to continue through June 
30, 2015 based on recently passed legislation. The calculation of the assess ment fee is based on the hospita l's 
cost report informa tion. Due to the I lospital Assessment Fee, inpatient and outpatient Medicaid payment rates 
were increased by certain published adjustment factors, for both fee-for-service and managed care programs. 

DSH funds were paid to the Hospi ta l based on its respecti ve hospital specifi c limit. For the yea rs ended 
December 31, 2016 and 2015, provider taxes amounted to $591,979 and $654,400, respecti vely. For the years 

ended December 31, 2016 and 2015, OSI I funds paid to the Hospital were $828,780 and $610,712, respectively. 
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PERRY COUNTY MEMORIAL HOSPITAL 

l ates to the Combined Financial Statements 

13. Commitments 

1&.o.g-Term Care Operating Lease 

The l lospital entered into an agreement to lease the faci li ties and equipment for the operation of a skill ed 
nursing facility (SNF). The SNF is considered to be a component unit of the District and, as such, the revenues 
and expenses (and related assets and liabilities) resulting from the operations of the S F are included in the 
District's financial statements. 

Along with the lease agreement, the Hospital also entered into a management agreement with the facil ity's 
previous manager (Manager) to continue to operate the facility. These agreements expired in June 2016. The 
Hospital and Manager opted into the optional two year extension until June 2018. The management 
agreement includes an optional termination clause by either party if material changes in circumstances occur, 
as defined in the agreement. 

The agreements call for various rental, management, incentive, royalty and other fees. Fees paid to the 
Manager in 2016 and 2015 were $176,273 and $140,264, respectively. As of December 31, 2016, there were no 
amounts due lo the Manager by the Hospital and, as of December 31, 2015, amounts due to the Manager by 
the Hospital were $77,569. 

Management Contract 

The 1 lospital has contracted with Alliant Management Services (Alliant) to operate, manage and supervise 
day-lo-day activi ties of the Hospi tal. Under the terms of the contract, the management fee is approximately 
$706,000 and adjusted annually by an agreed-upon innationary adjustment. Total management and consulting 
fees paid to Alliant during the years ended December 31, 2016 and 2015 were $896,415 and $743,648, 

respectively. 

Blue & Co., LLC, an accounting firm related to Alliant, was paid $546,815 and $286,280 during 2016 and 2015, 

respectively, for various consulting services. 

14. Ri sk Mana gement and Contingent Liabilities 

The I lospital 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; natu ral disasters; and employee 
heal th and accident benefits. Commercial insurance coverage is purchased for claims arising from such 
matters. The Hospital is insured for medical malpractice claims and judgments via healthcare professional 
and general liability insurance on a claims-made basis. Insurance coverages are $1,000,000 individually and 
$2,000,000 in the aggregate, annually, for both the Hospital's professional and general liability policies. ln 
addition the Hospital has an excess healthcare professional liability policy and a healthcare umbrella liability 
policy that offer additional coverage. Management intends to maintain such coverages in the future and is of 
the opin ion that insurance coverages are adequate to cover any potential losses on asserted claims. 
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PERRY COUNTY MEMORIAL HOSPITAL 

Notes to the Combined Financial Statemen ts 

15. Healthcare Reform 

Patient Protection and Affordable Care Act 

On March 23, 2010, The Patient Protection and Affordable Care Act (the Act) was signed into law. The effects of 
this leg islation on hospitals are wide-ranging and potentially dramatic. In particular, the Act imposes 
additional requ irements on hospital seeking to obtain or maintain chari table tax-exempt s tatus as defined 
under Section 501 of the Code. Hospitals seeking to obtain or maintain charitable tax-exempt sta tus must now: 

1) Conduct a community health needs assessment. Hospitals must conduct a community health needs 
assessment once every three years and then ad opt and implement a stra tegy addressing the needs 
associated wi th the assessment. 

2) Establish written financial assistance and emergency care policies. 

3) Limit billed charge amounts for emergency or other medically necessary care to patients eligible for financial 
assistance. 

4) Prohibit the use of "extraordinary" collection efforts on patients who qualifiJ for financial assistance. 

Charitable hospitals seeking to obtain or maintain charitable tax-exempt status must meet the new 
requirements by fiscal years beginning after March 23, 2010 with the exception of the community health needs 
assessment which is requ ired for fiscal years beg inning after March 23, 2012. 

The Hospital believes it is in compliance w ith the Act. 

The Recovery Act 

On February 17, 2009, the American Recovery and Reinvestment Act of 2009 (the Recovery Act) was signed 
into law. A major component of the Recovery Act is its emphasis on improving health information technology 
(also known as HIT). The federal govern ment believes the implementation of technology wi ll ultimately 
increase the quality and reduce the cost of healthcare. 

To accomplish the improvement in HIT, the Recovery Act includes payment incentives fo r qualifying 
professionals. Physicians and hospi tals that are considered early adopters of electronic hea lth records can 
become eligible to receive a significant amount of money from Medica re or Medica id. 

The Hospital did not receive any HIT fun ds during the fiscal yea rs ended December 31, 2016 and 2015. The 
Hospi ta l intends to apply fo r additional fu nd s in the coming years. The funds received and any funds from 
future applications are dependent upon reaching certain metrics and various states of "meaningful use" as 
defined by the Recovery Act. 
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Current assets: 
Cash and cash equivalents 

Investments 

Assets 

Assets limited as to use for current liabilities 

Patient accounts receivable, net 
Other accounts receivable 
Inventories 
Prepaid expenses and other current assets 

Total current assets 

Asseb limited as to use: 
l'ermanentl y restricted funds 
Construction and reserve funds held by trustee 

Total assets limited as to use 
Less amount required to meet current debt liabilities 

Cap ital assets, net 

Assets available for sale 

Total assets 

PERRY COUNTY MEMORIAL HOS PIT AL 

Combining Statement of et Position 

December 31, 2016 

District Association Foundation 

s 951,729 s 60,658 s 43,443 

3,608,395 2,081,330 
587,000 

4,846,656 
458,287 

1,040,957 
483 899 

11,389,923 647,658 2,124,773 

155,000 

1.820,000 

1,975,000 
(587,000) 

1,975,000 (587,000) 

5,929, 111 45,924,739 
2,107,590 

21,401,624 45,985,397 2 124 773 
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$ 

Skilled Nu rsing 
Facility 

354,662 

258,819 

613,481 

58,609 

672 090 

Eliminations 

s 

(364,013) 

(364,013) 

{364,013) 

Combined 

s 1,410,492 
5,689,725 

587,000 
4,741,462 

458,287 
1,040,957 

483 899 

14,411,822 

155,000 
1.820,000 

1,975,000 
(587,000) 

1,388,000 

51,912,459 
2107 590 
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PERRY COUNTY MEMORIAL HOSPITAL 

Combining Statement of et Position, continued 

December 31, 2016 

Skilled Nursing 
District Association Foundation Facility Eliminations Combined 

Liabilities and Net Position 

Current liabilttie~. 
Accounts payable 1,805,232 260,552 2,065,784 

Construclton payables 50,000 50,000 

Accrued payroll 1,310,257 1,310,257 

Olher accrued expenses 402,482 581,083 8,765 (305,404) 686,926 
Due to related parties (265,717) 352,929 87,212 

Estimated third-pa rty payor settlements 507,313 507,313 
Current portion of long-term debt 587 000 587 000 

Tot,11 rnrrent liabilities 3,759,567 1,218,083 8,765 308,077 5,294,492 

Long-term due to related pa rty (11,361,466) 11,361,466 

Long-term dl•bt, net of current portion 38.563.000 18.563.000 

Total liabilities (7,601,899) 51,142,549 8,765 308,077 43,857,492 

Net position (deficit) 
~et mve~tment in capital assets 17,290,577 (4,636,727) 58,609 12,712,459 
Re~tnctcd 

1 one>.pendablc 155,000 155,000 
E>.pcndablc 1,820,000 1,820,000 

UnreslrictcJ 9 737 946 (520,425) 2 11 6 008 305 404 (364.013) 11274920 

Total net position (deficit) s 29,003,523 s (5, 157, 152) s 2 116 008 s 364 013 s (364,013) s 25,962,379 

See Report of Independent Auditors. 
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PERRY COUNTY MEMORIAL HOSPITAL 

Combining Statement of Operations and Changes in Net Position 

Year ended December 31, 2016 

Skilled lursmg 

District Association Foundation Facilit:z:: Eliminations Combined 

Operating revenues: 
Net patient service revenue s 33,860,108 s s s 2,067,823 s (176,273) s 35,751,658 

Other revenue (loss) 863 982 172 304 (154,789) 881 497 

Total operating revenues 34,724,090 172,304 1,913,034 (176,273) 36,633,155 

Operating expenses: 
Salaries and other wage costs 18,464,862 1,641,594 20,106,456 

Supplies and other expenses 3,768,657 57,151 3,825,808 

General and adm1mstrative expenses 1,940,767 12,086 1,952,853 

Professional fees 1,082,874 1,082,874 

Contracted services 7,921,980 17,876 7,939,856 

Depreciation and amortization 776,877 1,988,862 2,765,739 

Provider tax expense 591,979 591,979 

Other expense 1 541 265 201 ,025 8 054 1750344 

Total operating expenses 36,089,261 1,988,862 201 025 1 736 761 40 015 909 

Operating income (loss) (1,365, 171) (1,988,862) (28,721) 176,273 (176,273) (3,382,754) 

Nonoperating revenues (expenses): 
Investment income 151,862 24,779 176,641 

Interest expense (1,743) (1,234,368) (l,236,111) 

Net unrealized gains on investments 114 091 114 091 

Total nonoperating revenues (losses) 150119 (1,234,368) 138 870 (945.379) 

Increase (decrease) in net position (1,215,052) (3,223,230) 110,149 176,273 (176,273) (4,328, 133) 

Net position (d eficit), beginning of year 30.218,575 (1,933,922) 2,005,~59 187 740 (187,740) 30.290,512 

Net position (deficit), end of year $ 29,003,523 $ (5, 157, 152) $ 2,116,008 $ 364 013 s (364,013) $ 25,962,379 

See Report of Independent Auditors. 
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Current assets: 
Cash and cash equivalents 
Investments 

Assets 

Assets limited as lo use for current liabilities 
Patient accounts receivable, net 
Other accounts receivable 
Inventories 
Prepaid expenses and other current assets 
Estimated third-party settlements 

Total current assets 

Assets limited as to use: 
Permanently restricted funds 
Construction and reserve funds held by trustee 

Total assets limited as to use 
Less amount required lo meet current debt liabilities 

Capital assets, net 
Assets available for sale 
Other assets 

Total assets 
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PERRY COUNTY MEMORIAL HOSP IT AL 

Combining Statement of Net Position 

December 31, 2015 

District Association Foundation 

s 1,681,541 $ 2,815 s 
3,926,533 2,014,624 

567,000 
5,360,897 

606,039 
1,026,740 

624,503 
288 988 

14,082,241 2,815 2,014,624 

155,000 
1820000 

1,975,000 
(567,000) 

1,408,000 

6,086,299 47,913,601 
2,107,590 

25 000 

23,709,130 47916416 2 014 624 

$ 

Skilled Nursing 
Facility 

455,974 

463,621 

919,595 

58,609 

978 204 

Eliminations 

$ 

(187,740) 

(187,740) 

{187,740) 

Combined 

$ 2, 140,330 
5,941, 157 

567,000 
5,636,778 

606,039 
1,026,740 

624,503 
288 988 

16,831,535 

155,000 

1.820.000 

1,975,000 
(567,000) 

1,408,000 

54,058,509 

2,107,590 
25 000 

74430 634 



PERRY COUNTY MEMORIAL HOSPITAL 

Combining Statement of Net Position, continued 

December 31, 2015 

Skilled Nursing 
District Association Foundation Facilit:z: Eliminations Combined 

Liabilities and Net Positio n 

Current liabilities: 
Accounts payable 1,346,656 542,922 1,889,578 

Construction payables 50,000 50,000 

Accrued payroll 1.518,351 1,518,351 

Other accrued expenses 323,247 574,947 8,765 (129,130) 777,829 

Due to related parties (339,383) 376,672 37,289 

Current portion of long-term debt 150 075 567 000 717 075 

Total current liabilitie~ 2,998,946 1,191,947 8,765 790,464 4,990,122 

Long-term due to related party, net (9,508,391) 9,508,391 

Long-term debt, net of current portion 39.150,000 39,150,000 

Total liabilities (6,509,445) 49,850,338 8,765 790,464 44,140,122 

Net position (deficit): 
Net investment in capital assets 15,469,615 (1,361,790) 58,609 14,166,434 

Restricted: 
Nonexpendable 155,000 155,000 

Expendable 1,820,000 1,820,000 

Unrestricted 12 773 960 (572.132) 2,005,859 129 131 (187,740) 14 149 078 

Total net position (deficit) $ 30,218,575 $ (1 ,933,922) s 2,005,859 $ 187 740 $ (187.740) $ 30,290,512 

See Report of Independen t A uditors. 
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PERRY COUNTY MEMORIAL HOSPITAL 

Combining Sta tement of Operations and Changes in Net Position 

Year ended December 31, 2015 

Skilled Nursing 
District Association Found a hon Facilit:!'. Ehminahons Combined 

Opcrahng revenues: 
Net pahent service revl'nue s 34,446,474 s s s 1,983,952 s (140,264) $ 36,290,162 

Other revenue (loss) 520 534 88 160 (71.794) 536 900 

Total opera ting revenues 34,967,008 88, 160 1,912, 158 (140,264) 36,827,062 

Operating expenses: 
Salan,•s and other w.1ge rnsts 17,925,311 1,664,883 19,590,194 

Supplies and other c'pcnses 3,536,557 62,545 3,599,102 

General and admin1strallvc e'penses 2,063,705 22,963 2,086,668 

Professional fees 1,994,944 1,994,944 

Contracted services 6,964,236 12,022 6,976,258 

Depreciation and amortl,;ation 896,995 1,160,170 2,057,165 

Provider ta'C expense 654,400 654,400 

Other expense 1 335 217 28 239 9 481 I 372 937 

Total operating e>.pcnscs 35 371 365 1160170 28 239 1 771 894 38.331.668 

Operating income (loss) (404,357) (!, 160, 170) 59,921 140,264 (140,264) (1,504,606) 

Nonoperating revenue (e,penses)· 

Investment (loss) income (118,886) 96,623 (22,263) 

Interest expense (4,861) (773,752) (778,613) 

Net unrealized losses on investments (106,870) (106.870) 

Total nonoperating losses (1 23,747) (773,752) (10,24Z) (907,746) 

Increase (decrease) in net pos1hon (528,104) (1,933,922) 49,674 140,264 (140,264) (2,4 12,352) 

et position, beginning of year, as previously reported 31,242,794 1,956,185 (126, 131) 33,072,848 

Restatements (see Note 2) (496.115) 173 607 (47,476) (369,984) 

Net position, beginning of year, ;is restated 30,746,679 1956 185 47 476 (47,476) 32.702.864 

~ct position (deficit), end of yt'ilr, as restated s 30,218,575 s (1,933,922) s 2 005 859 s 187 740 s (187,740) s 30,290,512 

See Report of Independent Auditors. 

29 



111 
r DORTON 

DEAN DORTON ALLEN FORD ,g LLC • • . 
' 1<.eport on Internal Control Over Fmanc1al Reportmg and on 
Compliance and Other Matters Based on an Audit of Financial 

Statements Performed in Accordance with Government A uditing Standards 

To the Board of Trustees 
Perry County Memorial Hospi tal 
Tell City, Indiana 

We have au di ted, in accordance with the auditing standards generally accepted in the United States of America 
and the standards applicable to financia l aud its contained in Government Auditing Standards issued by the 
Comptroller General of the United States, the combined financial statements of Perry County MemoriaJ Hospital 
(the Hospital), which comprise the combined statement of net position as of December 31, 2016, and the related 
combined statements of operations and changes in net position for the year ended December 31, 2016, and the 
related notes to the combined financial statements, which coll ectively comprise the Hospital's basic financial 
statements, and have issued our report thereon dated July 7, 2017. 

Internal Control Over Financial Reporting 

In planning and performing our audit of the combined financial sta tements, we considered the Hospital's internal 
control over financial reporting (internal control) to determine the audit procedures that are appropriate in the 
circumstances for the purpose of expressing our opinion on the combined financiaJ statements, but not for the 
purpose of expressing an opinion on the effectiveness of the H ospital 's internal control. Accordingly, we do n ot 
express an opinion on the effectiveness of the Hospital 's internal control. 

A deficiency in internal control exists when the design or operation of a control does not allow management or 
employees, in the normal course of performing their assigned functions, to prevent, or detect and correct 
misstatements on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in intemaJ 
control such that there is a reasonable possibility that a material misstatement of the enti ty's combined financial 
statements will not be prevented, or detected and corrected on a timely basis. A significant deficiency is a 
deficiency, or a combination of deficiencies, in internal control th at is less severe than a material weakness, yet 
important enough to merit attention by those charged with governance. 

Our consideration of the internal control was fo r the limi ted purpose described in the first paragraph of this 
section and was not designed to identify all deficiencies in internal control over financial reporting that might be 
material weaknesses or significant deficiencies. Given these limitations, during our audit we d id not identify any 
deficiencies in internal control that we consider to be material weaknesses. However, material weaknesses may 
exist that have not been identified. We did identify certain deficiencies in internal control, described in the 
accompanying schedu le of find ings and responses, that we consider to be signi fican t deficiencies. 2016-001, 2016-

002, 2016-003 and 2016-004. 

106 W. Vine Street, Suite 600 Lexington, KY 40507 859 255-2341 phone 859-255-0125 fax 

500 W. Jefferson Street, Suite 1400 Lou1sv1\I~ KY 40202 502-589 6( phone 502-581-9016 fax dorton.com 



Board of Trustees 
Perry County Memorial Hospital 
Report on Internal Control, continued 

Compliance and Other Matters 

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

Purpose of this Report 

This purpose of this report is solely to describe the scope of our testing of in ternal control and compliance and the 
results of that testing, and not to provide an opinion on the effectiveness of the Hospital's internal control or on 
compliance. This report is an integral part of an audit performed in accordance wi th Government Auditing 

Standards in considering the Hospital's internal control and comp liance. Accordingly, this communication is not 
suitable for any other purpose. 

July 7, 2017 
Lexington, Kentucky 
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Perry County Memorial Hospital 

Schedule of Findings and Responses 

Year ended December 31, 2016 

Finding 2016-001: 

Criteria and Condition: 

During ou r audit, we noted substantial errors in reports and spreadsheets that were produced by 
management. Based upon internal contro l over financial reporting best practices, all reports and spreadsheets 
shoul d be reconciled to the general ledger as part of the year-end closing process. 

Context: 

We reviewed spreadsheets which calcula ted the contractual and bad debt reserves, the Association trial 
balance, and S F trial balance which all contained various errors varying in magnitude. 

Effect: 

The effect of these errors were that bad debt and contractua l reserves were incorrect, the Association's 
depreciation and interest expenses were overstated, and the SNF's trial balance was incorrectly recorded 
which caused multiple adjusting entries. Based upon al l of the entries reco rded after initial receipt of the trial 
bala nce (including audit adjustments and client prepared entries), the decrease in net position increased by 
$1,792,659. 

Ca use: 

Discuss ions with accounting personnel have led us to believe that this is due to ineffective training and 
inefficient use of spreadsheet files. 

Recommendation: 

We recommend that this s itu ation be corrected as soon as possible with improved tra ining for all accounting 
depa rtment employees on the use of such software. We also recommend that the personnel be trained upon 
and follow all policies and procedures over financial reporting. 

Views of Responsible Offici als: 

All spreadsheets w ill be reviewed and co rrected. Also, addi ti onal training will be provided to accounting 
staff. 
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Perry County Memorial Hospital 

Schedule of Findings and Responses, continued 

Yea r ended December 31, 2016 

Finding 2016-002 (Repeat of 2015-001): 

Criteria and Condition: 

During our testing of bank reconcili ations, we noted a number of reconciling items which were up to a year 
o ld. Based upon accounting p ractices, old reconci ling items should be resolved in a timely manner. 

Context: 

We reviewed bank reconciliations for all of the Hospital 's bank accounts as of December 31, 2016 and noted 

reconciling items relating to patient cha rges that had not been credited to the pro per pati ent accounts. Bank 
deposits were credited to a clearing account until such deposits have been reconci led to the proper patient 
account. 

Effect: 

The effect of these items is that patient accounts and cash could be misstated or items could be written off 
incorrectly . The net impact of these old reconcili ng items was overall immaterial to the financial statements, 
however, represents a fai lu re of internal contro ls. 

Cause: 

Discussions w ith accounting personnel have led us to believe that this is due to s taffing shortages w hich do 
no t provide the proper time to research and reconci le these items o n a timely basis. 

Recommendation: 

We recommend that bank accounts be reconciled and all differences between book and bank balances be 
investigated on a timely basis by appropriate accounting personnel so that errors and adjustments can be 
quickly identified and corrected. 

Views of Respons ible Officia ls: 

Reconci ling items will be investigated and resolved timely with adjustments made to the appropriate 
accounts. 
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Perry County Memorial Hospital 

Schedule of Findings and Responses, continued 

Year ended December 31, 2016 

Finding 2016-003 (Repeat of 2015-002) 

Criteria and Condition: 

During- our audit, we noted that management was unable to provide a listing of accounts receivable, by 
pat ient, for the clinics as of December 31, 2016. We also noted that the detail provided by management, which 
was by financial class, included accounts that had been sent to collections, which were not included in the 
allowance for doubtfu l accounts or written off. Due to the audi t being performed as of December 31, 2016, an 
accounts receivable sub-ledger that reconci les to the general ledger shou ld be provided as of year-end for 
accuracy in financial reporting and aud it tes ting. 

Context: 

We tested the clinic patient accounts receivable balance and through discussions with management and 
accoun ting personnel, identified the balance that had been sent to collection agencies. 

Effect: 

The effect of management's failure to provide a patient level accounts receivable detai l as of year-end was that 
we had to perform our patient accounts receivable testing as of the date of fieldwork, instead of at year-end. 
As a result of management of including those accounts that had been sent to collections bad debt, and 
contractual reserves were incorrectly reported. An entry was recorded to adjust these balances at year-end 
which increased the allowances by $200,179. 

Cause: 

Discussions with management and accounting personnel have led us to believe that these errors are due to the 
disconnect between the patient accounts receivable processes at the clinics from those at the Hospital and a 
lack of oversight from H ospital management over accounts receivable accounting at the clinics. 

Recommendation: 

We recommend that a more detailed ana lysis of the clinic patient accounts receivable be developed and 
allowances be establ ished fo r accounts determined to be uncollectible. We further recommend that 
management retains a patient level detail of accounts receivable as of year-end, which will allow for more 
accurate reporting and analysis. We also recommend that management develop and adhere to a written 
financial close process manual that includes applicable internal controls over financial reporting. 

Views of Responsible Officials: 

Patient level detail of clinic accounts receivable will be prepared on a monthly basis. 
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Perry County Memorial Hospital 

Schedule of Findings and Responses, continued 

Yea r ended December 31, 2016 

Finding 2016-004: 

Criteria and Condition : 

During our audit, we encountered delays in receiving information and accounting records, primarily related 
to the contractual and bad debt allowance, pain management cl inic, and the SNF. We also noted that the 
general ledgers for the Association, the Foundation and SNF are maintained in Excel. It is expected that 
management conforms to the agreed upon timeline of the audit in order to a llow for audit efficiency and 
effectiveness and that management has a formal financial statement closing process. 

Context: 

Maintaining accounting records in Excel, versus maintaining them in the Hospital's accounting software, is 
inefficient and increases the likelihood of errors and misstatements. 

Effect: 

As a resu lt of these errors, our audit was inefficient and time spent on audit questions and requests by 
Hospital management and staff was significantly increased. Based upon all of the entri es recorded as part of 
the aud it, the decrease in net position increased by $1,792,659. 

Cause: 

Discussions with management and accounting personnel have led us to believe that this is due to a lack of 
training regarding the financial statement close process and budgetary constraints regarding purchases of 
add itional accounting software. 

Recommenda tion: 

We recommend that all entities that arc combined into the Hospital's financial statements be included in a 
formal financial statement closing process and that the Hospital implement a system that allows for the 
segregation or tracki ng of these transactions. 

Views of Responsible Officials: 

We will prepare and have the referenced accou nts included in our monthly closing process. 
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Perry Cou nty Memorial Hos pital 

Schedule of Prior Year Findings 

Year end ed December 31, 2016 

Find ing 2015-001: 

Condition, Effect, and Recommendation: 

During our review of the December 31, 2015 bank reconciliations, we noted that reconciling items were 
iden tified through the reconci liation process, but were not recorded into the general ledger timely (Cause) to 
ensure that the Hospital's cash account bala nces are accu rately reflected in the financia l statemen ts and that 
the funds remain intact. This resulted in entri es to accounts payable and investmen ts. 

We recommend that the both the preparer and the reviewer of the monthly cash account reconciliations 
evaluate any reconciling items noted and take necessary actions to ensure that they are investigated and 
resolved in a timely manner. 

Current Year S ta tus : 

See find ing 2016-002 

Fin di ng 2015-002: 

Cond ition, Effect, an d Recommend ation: 

During the audit, we noted that historically the clinic accounts receivable is analyzed by third-party 
consultants. Hospita l accounting staff records cash receipt, adjustments and charges each month. A deta iled 
review of the accounts receivables is not completed (Cause). 

We recommend that a more detai led analysis of the clinic accounts receivable be developed and allowances be 
established for amou nts determined to be uncollectible. 

Current Year Status: 

See find ing 2016-003 
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