


































































































 

LarsonAllen LLP 

 
 
Board of Trustees 
Wayne County Hospital 
Corydon, Iowa 
 
In planning and performing our audit of the financial statements of Wayne County Hospital (the 
Hospital) as of and for the year ended June 30, 2007, in accordance with U.S. generally accepted 
auditing standards, we considered the Hospital’s internal control over financial reporting (internal 
control) as a basis for designing our auditing procedures for the purpose of expressing our opinion on 
the financial statements, but not for the purpose of expressing an opinion on the effectiveness of the 
Hospital’s internal control. Accordingly, we do not express an opinion on the effectiveness of the 
Hospital’s internal controls. 
 
Our consideration of internal control was for the limited purpose described in the preceding paragraph 
and would not necessarily identify all deficiencies in internal control that might be significant 
deficiencies or material weaknesses. However, as discussed below, we noted certain deficiencies in 
internal control that we consider to be significant deficiencies and deficiencies that we consider to be 
material weaknesses. 
 
A control deficiency 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 
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination of 
control deficiencies, that adversely affects the entity’s ability to initiate, authorize, record, process, or 
report financial data reliably in accordance with U.S. generally accepted accounting principles such 
that there is more than a remote likelihood that a misstatement of the entity’s financial statements that 
is more than inconsequential will not be prevented or detected by the entity’s internal control.  
 
A material weakness is a significant deficiency, or combination of significant deficiencies, that results 
in more than a remote likelihood that a material misstatement of the financial statements will not be 
prevented or detected by the entity’s internal control.  
 
The existence of significant deficiencies or material weaknesses may already be known to 
management and may represent a conscious decision by management or those charged with 
governance to accept that degree of risk because of cost or other considerations.  Management is 
responsible for making decisions concerning costs to be incurred in internal controls with related 
benefits.  Our responsibility is to communicate significant deficiencies and material weaknesses in 
accordance with professional standards regardless of management decisions.   
 
We believe that the following deficiencies constitute material weaknesses.  

MATERIAL WEAKNESSES 

Material Audit Adjustments 
Management is responsible for the accuracy and completeness of all financial records and related 
information. Included in these responsibilities are controls over the period-end financial reporting 
process, including controls over procedures used to enter transaction totals into the general ledger, 
initiate, authorize, record, and process adjusting journal entries into the general ledger; and record 
recurring and nonrecurring adjustments to the financial statements. 
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During the completion of this years’ audit, there were a total of 15 adjusting entries proposed with the 
impact of increasing net income by approximately $154,000.  These entries consisted of a 
combination of entries provided by the Hospital staff and those identified during the course of the 
audit.  Several of these entries resulted in material changes to financial information included in 
previously issued internal financial statements, in addition to the changes to net income identified 
above.  Throughout the year management chooses to maintain a relatively conservative approach to 
financial reporting, and so acknowledges that this conservative approach to financial reporting can 
often result in the over-accrual of costs or under-accrual of revenues that require us to propose audit 
adjustments at year end.  However, because of the number of entries and corresponding material 
impact on net income, total assets and liabilities, we have assessed the controls over financial 
reporting to have material weaknesses. 
 
During the course of reviewing manual journal entries we also identified numerous entries recorded 
each month for which the description indicated they were corrections of previously misposted journal 
entries.  In order to enhance controls over financial reporting and to assist with limiting the number 
journal entries posted that are incorrect we recommend ensuring that all manual journal entries are 
reviewed for accuracy and that approval is documented. 

Control over the Financial Reporting Process 
Management is responsible for establishing and maintaining internal controls, including monitoring, 
and for the fair presentation in the financial statements of financial position, results of operations, and 
cash flows, including the notes to financial statements, in conformity with U.S. generally accepted 
accounting principles. 
 
At times, management may choose to outsource certain accounting functions due to cost or training 
considerations. Such accounting functions and service providers must be governed by the internal 
control policies and procedures of the organization. Management is as responsible for outsourced 
functions performed by a service provider as it is for your personnel. 
 
Management is also responsible for management decisions and functions; for designating an 
individual with suitable skill, knowledge, or experience to oversee any outsourced services and for 
evaluating the adequacy and results of those services and accepting responsibility for them. 
 
As part of the audit, management requested us to prepare a draft of your financial statements, 
including the related notes to financial statements. Management reviewed, approved, and accepted 
responsibility for those financial statements prior to their issuance; however, management did not 
perform a detailed review of the financial statements and the completeness of the footnote 
disclosures. Management is responsible for establishing and maintaining internal controls and for the 
fair presentation of the financial position, results of operations, cash flows, and disclosures in the 
financial statements, in conformity with U.S. generally accepted accounting principles (GAAP).   
 
The outsourcing of these services is not unusual in organizations of this size and is a result of a cost 
benefit decision to rely on our accounting expertise rather than incurring this internal resource cost. 
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GENERAL COMMENTS AND RECOMMENDATIONS 

In addition to the comments identified above, we had the following observations and 
recommendations for consideration by Wayne County Hospital’s management and Board of Trustees.   

Accounts Receivable 
We identified the following items related to the accounts receivable aging that we would like to bring 
to your attention: 
 
Subsidiary Ledger Variance: 
The Hospital’s accounts receivable subsidiary ledger has reflected a variance from the general ledger 
balance for a number of years.  At June 30, 2007, the subsidiary ledger reflected a balance 
approximately $8,700 more than the general ledger.  At June 30, 2006, the subsidiary ledger was 
approximately $12,700 less than the general ledger.  Management has been monitoring the variance, 
but has been unsuccessful in identifying the cause.  We recommend adjusting the general ledger to the 
subsidiary ledger, then closely monitoring any variances generated from month to month. 
 
Accounts Receivable Aging: 
The most significant source of cash flow for a Hospital is from the collection of cash from patient 
revenue, therefore the timely billing and collection of patient accounts receivable is a critical process 
within an organization.  The balance in the accounts receivable aging increased approximately 31% or 
$523,000 through June 30, 2007 to 59 days revenue outstanding.  While 59 days revenue outstanding 
is a reasonable level for the industry, this increase represents approximately 19 days cash on hand that 
remains in accounts receivable.  From inquiry of management and business office personnel and 
review of the revenue/receivable process the main contributing factors to the increase are changes to 
and loss of business office personnel.  With the significant capital expenditures that the Hospital is 
currently considering and the financial stresses that this can place on an organization, it is important 
to address the personnel issues causing the increase in order to expedite the billing and collection of 
patient accounts receivable. 
 
Wayne County Hospital’s written responses to the significant deficiencies and material weaknesses 
identified in our audit has not been subjected to the auditing procedures applied in the audit of the 
financial statements and, accordingly, we express no opinion on it. 
 
 
 
 
 LarsonAllen LLP 
Austin, Minnesota 
September 28, 2007 
 




