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FINDINGS - INTERNAL CONTROL OVER FINANCIAL REPORTING 
 
2009-01 Patient Accounts Receivable and Related Allowances for Contractual Adjustments 

and Uncollectible Accounts: 
 During our audit in the prior fiscal year (fiscal year ended June 30, 2008), we 

observed certain negative trends related to financial ratios and other analytical 
analyses of patient accounts receivable and the related allowances, which we noted 
in our letter dated September 12, 2008.  During the current year’s audit (fiscal year 
ended June 30, 2009), we continued to see similar negative trends.  We also 
determined that certain reserve percentages related to “self-pay” patient accounts 
receivable had been reduced significantly from the reserve percentages utilized in 
the prior year.  These reserve percentages are used by management to formulate an 
estimate of the allowance for uncollectible patient accounts receivable.  The “self-
pay” reserve percentages utilized by management have historically been estimates in 
nature, and thus did not necessarily represent the average historical write-off 
percentages on “self-pay” accounts.  However, in the past the “self-pay” reserve 
percentages gave increasing recognition to the likelihood of accounts becoming 
uncollectible based on their age.  We understand that the Medical Center utilizes a 
third party collection agency in an effort to establish a contractual payment plan with 
“self-pay” accounts.  Management indicated that the Medical Center’s self pay 
reserves may be lower as of June 30, 2009 because, during 2009, there was an effort 
to write off many of the “older” self-pay accounts receivable, so that most of the 
remaining “self-pay” accounts receivable are established under a contractual 
payment plan.  However, based on our testing, we found that there were a substantial 
number of “self-pay” accounts which were not established under a contractual 
payment plan as of June 30, 2009.  The likelihood of collection is therefore less, and 
indeed we noted additional significant write offs of these accounts subsequent to 
June 30, 2009.  We presented the financial management team with our analyses of 
the potential for an understatement of the allowance for uncollectible accounts as of 
June 30, 2009.  We requested that the financial management team further analyze 
“self-pay” patient accounts receivable and the related allowance for uncollectible 
accounts.  The financial management team prepared an analysis of “self-pay” 
accounts receivable which estimated that the allowance for uncollectible accounts 
was understated by approximately $1,000,000 as of June 30, 2009.  Management 
posted an adjusting journal entry to increase the allowance for uncollectible accounts 
and the provision for bad debts by this amount for the year ended June 30, 2009.  
We concur with the adjustment posted by management. 
 

 On a going forward basis, we recommend that management base the reserve 
percentages for “self-pay” accounts on the actual historical write-offs for these types 
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 of accounts.  In addition, we believe that a strong system of internal controls 
surrounding these estimates and judgments should include a retrospective review of 
the prior period estimates, by evaluating the adequacy of prior period estimates 
through comparison to actual results.  Should actual results vary from estimates, 
management should determine the reason for the variance and adjust future 
estimates accordingly. 

   
 We also observed during our audit procedures that certain reserve percentages 

utilized by management to estimate reserves for contractual adjustments had not 
been updated appropriately based on system reports of historical contractual 
adjustments.  Management typically generates a system query report of historical 
contractual adjustments and utilizes these percentages, categorized by insurance 
payor, to estimate allowances for contractual adjustments.  Management indicated 
that this error in updating the reserve percentages was an accidental oversight.  The 
effect of this error was not specifically adjusted but was considered in the overall 
analysis of the adequacy of accounts receivable allowances.  We recommend that the 
Medical Center implement an additional internal control to require a secondary 
detailed review of the analysis prepared by management to estimate the allowances 
for contractual adjustments and uncollectible accounts.  A secondary review process 
should mitigate the risk of unintentional misstatements of the estimate of the 
allowance for contractual adjustments 

   
 Management’s Response - Management will periodically review recent bad debt and 

contractual write offs in order to determine the collectability of accounts receivable.  
Additionally, management will monitor and report trends in financial ratios and 
other analytical analysis of patient accounts receivable and related allowances. 
Management is considering implementing a secondary review to mitigate the risk of 
unintentional misstatements. 

   
2009-02 Year End Financial Close Process: 
 Several supporting schedules were not complete, or required revision by the 

accounting department, after the start of our audit fieldwork, July 27, 2009.  These 
supporting schedules are needed to prepare the financial statements and the related 
footnote disclosures.  As an example, the schedule of fixed asset activity did not 
reconcile to the general ledger and we experienced a significant delay in getting the 
schedule corrected by the accounting department.  We recommend that management 
redesign certain internal controls over financial reporting so that they are performed 
timely and so that secondary, detailed periodic reviews are performed to ensure 
accuracy.   

   

 Management’s Response - Management will strive to complete year end schedules 
prior to the start of audit fieldwork.   




