














































































JOHNSON 

September 9, 2008 

To the Board of Directors 
Henry County Soldiers' and Sailors' Memorial Hospital 
d/b/a Henry County Health Center 
Mount Pleasant, Iowa: 

In planning and performing our audit of the financial statements of Henry County Soldiers' and Sailors' 
Memorial Hospital d/b/a Henry County Health Center (Health Center), as of and for the•year ended June 30, 
2008 in accordance with auditing standards generally accepted in the United States of America, we 
considered the Health Center'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 Health Center's internal control. 
Accordingly, we do not express an opinion on the effectiveness of the Health Center's internal control. 

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 financial 
statement misstatements on a timely basis. A deficiency in design exists when a control necessary to meet 
the control objective is missing, or when an existing control is not properly designed so that even if the 
control operates as designed, the control objective is not always met. A deficiency in operation exists when 
a properly designed control does not operate as designed or when the person performing the control does 
not possess the necessary authority or qualifications to perform the control effectively. 

A significant deficiency is a control or a combination of control deficiencies, that adversely affect 
the entity's ability to authorize, initiate, record, process or report financial data reliably in accordance with 
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. 

A material weakness is a significant deficiency, or a 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. 

Our consideration of interna' control was for the 'imited purpose described in the first paragraph and would 
not necessarily identify all deficiencies in internal control that might be significant deficiencies or material 
weaknesses. We did not identify any deficiencies in internal control that we consider to be material 
weaknesses, as defined above. 

The following is a description of the identified significant deficiency that we determined did not constitute a 

materia' weakness. 

Segregation of Duties over Financial Reporting 

One important aspect of internal control over financial reporting is segregation of duties among employees to 
prevent an individual employee the ability to circumvent the system of internal controL In reviewing the 
process and contro's of the Health Center, due to a limited number of administrative personnel, a lack of 
segregation of duties exists. Proper segregation of duties ensures an adequate internal control structure 
and, without this segregation, a greater risk of fraud and defalcation may exist. We recommend the Health 
Center continue to monitor and improve its segregation of duties. 
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Management is aware of this deficiency in internal control and believes it is economically not feasible for the 

Health Center to employ additional personnel for the purpose of greater segregation of duties. The Health 

Center will continue to maintain and improve its segregation of duties. 

The following are offered as constructive suggestions to be considered part of the ongoing process of 

modifying and improving the Health Center's policies and procedures: 

Medicare Reimbursement Issues — 2005 Appeal 

The Health Center's Medicare cost report was selected for detaded audit by the fiscal intermediary (Cahaba) 

for the cost reporting period ending June 30, 2005, which coincides with the Health Center's move to the 

critical access hospital program. Certain adjustments made by Cahaba had a significant impact on 

reimbursement. The Health Center has contested several of these adjustments and has filed an appeal with 

the Provider Reimbursement Review Board (PRRB). 

Effective May 1, 2008, Wisconsin Physicians Service (WPS) became the Health Centers new fiscal 

intermediary. During the PRRB appeal process WPS will review the adjustments that were proposed by 

Cahaba. 

Medicare Reimbursement 

The Health Center has been designated as a critical access hospital (CAH). Under the CAH program, 

providers are reimbursed 101% of allowable cost as computed on the Medicare cost report for providing 

services to Medicare beneficiaries. The Medicare program does not recognize certain costs (bad debts, 

Physician recruitment, etc.) and requires certain allocation methodologies that may not be beneficial to the 

computation of reimbursable costs. The Medicare cost report separates departments into the following 

categories: 

• General cost centers (support departments) 
• Reimbursable cost centers (routine and ancillary departments) 
• Non-reimbursable cost centers (non-hospital departments and services) 

Costs included in general cost centers are allocated to the reimbursable and non-reimbursable departments 

utilizing various statistical methods. The existence and size of these non-reimbursable cost centers directly 

impacts the allocation of the general service costs to the Medicare reimbursable departments. In light of 

recent Medicare audits conducted by Cahaba, we assisted the Health Center in evaluating the following non- 

reimbursable departments: 

• Park Place 
• Public Health 
• Medical Office Buildings 
• Emergency Medical Services 
• Obstetric Services 

We understand management has reviewed these concepts and is aware of the negative Medicare and 

Medicaid reimbursement impact caused by the Health Center's non-reimbursable departments. We would 

be happy to discuss this issue in further detail. 

To the Board of Directors 
Henry County Soldiers' and Sailors' Memorial Hospital 
dlbla Henry County Health Center 
Henry County Health Center 
September 9, 2008 
Page 2 

Management is aware of this deficiency in internal control and believes it is economically not feasible for the 

Health Center to employ additional personnel for the purpose of greater segregation of duties. The Health 

Center will continue to maintain and improve its segregation of duties. 

The following are offered as constructive suggestions to be considered part of the ongoing process of 

modifying and improving the Health Center's policies and procedures: 

Medicare Reimbursement Issues — 2005 Appeal 

The Health Center's Medicare cost report was selected for detaded audit by the fiscal intermediary (Cahaba) 

for the cost reporting period ending June 30, 2005, which coincides with the Health Center's move to the 

critical access hospital program. Certain adjustments made by Cahaba had a significant impact on 

reimbursement. The Health Center has contested several of these adjustments and has filed an appeal with 

the Provider Reimbursement Review Board (PRRB). 

Effective May 1, 2008, Wisconsin Physicians Service (WPS) became the Health Center's new fiscal 

intermediary. During the PRRB appeal process WPS will review the adjustments that were proposed by 

Cahaba. 

Medicare Reimbursement 

The Health Center has been designated as a critical access hospital (CAH). Under the CAH program, 

providers are reimbursed 101% of allowable cost as computed on the Medicare cost report for providing 

services to Medicare beneficiaries. The Medicare program does not recognize certain costs (bad debts, 

Physician recruitment, etc.) and requires certain allocation methodologies that may not be beneficial to the 

computation of reimbursable costs. The Medicare cost report separates departments into the following 

categories: 

• General cost centers (support departments) 
• Reimbursable cost centers (routine and ancillary departments) 
• Non-reimbursable cost centers (non-hospital departments and services) 

Costs included in general cost centers are allocated to the reimbursable and non-reimbursable departments 

utilizing various statistical methods. The existence and size of these non-reimbursable cost centers directly 

impacts the allocation of the general service costs to the Medicare reimbursable departments. In light of 

recent Medicare audits conducted by Cahaba, we assisted the Health Center in evaluating the following non- 

reimbursable departments: 

• Park Place 
• Public Health 
• Medical Office Buildings 
• Emergency Medical Services 
• Obstetric Services 

We understand management has reviewed these concepts and is aware of the negative Medicare and 

Medicaid reimbursement impact caused by the Health Center's non-reimbursable departments. We would 

be happy to discuss this issue in further detail. 



To the Board of Directors 
Henry County Soldiers' and Sailors' Memorial Hospital 
d/b/a Henry County Health Center 
Henry County Health Center 
September 9, 2008 
Page 3 

Estimating Interim Contractual Adjustments and Related Settlements 

Tremendous detail is required to accurately estimate Medicare and Medicaid contractual allowances and 

related settlements. We recommend performing a detail analysis of operating expenses, contractual 
allowance expense and related settlement accounts on a regular basis to ensure that third party payor 
settlements and patient accounts receivable are recorded at net realizable values in the Health Center's 
interim financial statements. We assisted Management in preparing a detailed estimate at June 30, 2008. 

Self-Funded Health Insurance 

The Health Center utilizes a self-funded health insurance plan for its employees. Due to each employee and 

their dependents claim processing procedures, at any given point in time, the Health Center will have a 

liability for incurred but not yet reported healthcare claims. The Health Center is limited to the amount of 

claims paid per participant on annual basis. Once the claims paid threshold is met by the participant, the 

Health Center will be reimbursed for any subsequent payments made in the plan year. It is important to 

estimate and record a periodic liability, net of any unpaid receivables, associated with these types of claims 

on the Health Centers financial statements to ensure their accuracy. Based upon our audit procedures, the 

amount of unrecorded liability for claims was estimated without the inclusion of claims receivable. We 

recommend the Health Center monitor the net liability and periodically review the liability with insurance 

industry standards and actual Health Center claims activity. 

Employee Handbook, Policy and Procedures Manual 

As part of the audit we obtained the most recent employee handbook, as well as the policy and procedures 

manual from management for review. During this review, we noted that policies and procedures related to 

paid time off were documented but were not being followed in the everyday operations of the Health Center. 

We also noted the Health Center has a prompt pay discount for employees that are not documented in the 

employee handbook. We recommend that management review all manuals and determine if additions or 

adjustment to the policies and procedures are necessary to incorporate the operational activity of the Health 

Center. 

Property and Equipment 

The Health Center has a policy that all additions in excess of $5,000 will be capitalized and depreciated over 

the asset's useful life. During our review of the equipment expense account it was noted that a piece of 

equipment which met the Health Center's capitalization policy was inadvertently expensed. We recommend 
that management review its policies and procedures for monitoring the capitalization of purchases to adhere 
to the capitalization policy. 

New Auditing Standards 

Risk Assessment Standards — Statement of Auditing Standards No. 104-111 

The AICPA has issued eight new standards, Statement of Auditing Standards No. 104-1 11, to establish new 

standards and provide guidance concerning the auditor's assessment of risk in a financial statement audit 

and the design and performance of audit procedures responsive to the assessed risks. The primary 

objective of the statements is to enhance auditors' application of the audit risk model in practice by 

specifying: 

• More in-depth understanding of the entity and its environment, including internal controls, to identify 

the risks of material misstatement in the financial statements and what the entity is doing to mitigate 

them. 

• More rigorous assessment of the risks of material misstatement of the financial statements based 

upon that understanding. 
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Improved linkage between the assessed risks and the nature, timing, and extent of audit procedures 
performed in response to those risks. 

These new audit standards were implemented during the 2008 audit of the financial statements. 

The recommendations that we have outlined above are for managemenVs use only and are not intended to 

be part of a formal report which would customarily be delivered to outside lenders, third-party payors, etc. 
We would be pleased to answer any questions you may have regarding the comments and suggestions 
contained in the preceding paragraphs. 

Sincerely, 

SEIM, JOHNSON, SESTAK & QUIST, LLP 

Brian D. Green 

BDG:kd 
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