
 
 

JOHNSON, HICKEY & MURCHISON, P.C. 
Certified Public Accountants 

Chattanooga, Tennessee 

CLAIBORNE COUNTY HOSPITAL & NURSING 
HOME AND SUBSIDIARY (A COMPONENT UNIT OF 

CLAIBORNE, TENNESSEE) 
 

Tazewell, Tennessee 
 

CONSOLIDATED FINANCIAL STATEMENTS 
 

Years Ended June 30, 2013 and 2012



 

i 

TABLE OF CONTENTS 
 
 
 
 
 

P a g e 
 
MANAGEMENT’S DISCUSSION AND ANALYSIS ii-vii 
 
INDEPENDENT AUDITORS’ REPORT 1-3 
 
CONSOLIDATED FINANCIAL STATEMENTS: 
 

Consolidated statements of net position 4-5 
 
Consolidated statements of revenues, expenses, and changes in net position 6 
 
Consolidated statements of cash flows 7-8 
 
Notes to consolidated financial statements 9-22 
 
 

INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL 
OVER FINANCIAL REPORTING AND ON COMPLIANCE AND 
OTHER MATTERS BASED ON AN AUDIT OF CONSOLIDATED 
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE 
WITH GOVERNMENT AUDITING STANDARDS 23-24 

 
 
 



Claiborne County Hospital & Nursing Home and Subsidiary 
Management’s Discussion and Analysis 

Years Ended June 30, 2013 and 2012 
 
 

ii 
 

Introduction 
 
This management’s discussion and analysis of the financial performance of Claiborne County Hospital 
and Nursing Home and Subsidiary (a component unit of Claiborne County, Tennessee) (the Hospital) 
provides an overview of the Hospital’s financial activities for the years ended June 30, 2013 and 2012. It 
should be read in conjunction with the accompanying consolidated financial statements of the Hospital. 
 
Financial Highlights 
 
 Cash decreased in 2013 by $894,756, or 34.95 percent and decreased in 2012 by $292,429, or 10.25 

percent. 
 

 The Hospital’s total net position decreased in each of the past two years with a $1,515,619, or 10.66 
percent decrease in 2013 and a $95,273, or 0.60 percent decrease in 2012. 
 

 The Hospital reported an operating loss of $1,344,455 and $660,522 in 2013 and 2012, respectively. 
Operational results in 2013 decreased by $683,933, or 103.54 percent under the operating loss reported 
in 2012. Operational results in 2012 increased by $175,679, or 21.01 percent over the operating loss 
reported in 2011.  
 

 Net nonoperating results decreased by $749,071, or 129.62 percent in 2013 compared to 2012. Net 
nonoperating results decreased by $1,631,591, or 73.84 percent in 2012 compared to 2011. 

 
Using This Annual Report 
 
The Hospital’s consolidated financial statements consist of three statements: consolidated statements of net 
position, consolidated statements of revenues, expenses and changes in net position and consolidated 
statements of cash flows. These statements provide information about the activities of the Hospital, 
including resources held by the Hospital but restricted for specific purposes by creditors, contributors, 
grantors or enabling legislation. The Hospital is a component unit of Claiborne County, Tennessee and is 
accounted for as a business-type activity. Consolidated financial statements are presented using the 
economic resources measurement focus and the accrual basis of accounting.  The accompanying notes to 
the consolidated financial statements are an integral part of the financial statements and are essential to 
understanding the data contained in the financial statements. 
 
Consolidated Statements of Net Position and Consolidated Statements of Revenues, 
Expenses and Changes in Net Position 
 
One of the most important questions asked about any hospital’s finances is “Is the hospital as a whole better 
or worse off as a result of the year’s activities?” The consolidated statements of net position and 
consolidated statements of revenues, expenses and changes in net position report information about the 
Hospital’s resources and activities in a way that helps answer this question. These statements include all 
restricted and unrestricted assets and all liabilities using the accrual basis of accounting. Using the accrual 
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basis of accounting means all of the current year’s revenues and expenses are taken into account regardless 
of when cash is received or paid. 
 
These two statements report the Hospital’s net position and changes in it. The Hospital’s total net position 
(the difference between assets and liabilities) is one measure of the Hospital’s financial health or financial 
position. Over time, increases or decreases in the Hospital’s net position is an indicator of whether its 
financial health is improving or deteriorating. Other nonfinancial factors, such as changes in the Hospital’s 
patient base, changes in legislation and regulations, measures of the quantity and quality of services 
provided to its patients and local economic factors should also be considered to assess the overall financial 
health of the Hospital. 
 
Consolidated Statement of Cash Flows 
 
The consolidated statement of cash flows reports cash receipts, cash payments and net changes in cash and 
cash equivalents resulting from four defined types of activities. It provides answers to such questions as 
where did cash come from, what was cash used for and what was the change in cash and cash equivalents 
during the reporting period. 
 
The Hospital’s Net Position 
 
The Hospital’s net position is the difference between its assets and liabilities reported in the consolidated 
statements of net position. The Hospital’s net position decreased by $1,515,619 (10.66 percent) in 2013 
over 2012 and by $95,273 (0.60 percent), in 2012 over 2011 as shown in Table 1. 
 
Table 1: Assets, Liabilities and Net Position 
 

        2013   2012   2011  
Assets 

Patient accounts receivable, net    $ 3,433,473 $ 4,764,445 $ 4,367,488 
Other current assets      2,798,531  4,254,781  4,002,974 
Capital assets, net      15,017,359  15,395,750  14,264,988 
Other noncurrent assets      1,738,778  1,059,304  2,132,305 

 
Total assets     $ 22,988,141 $ 25,474,280 $ 24,767,755 

  
Liabilities 

Long-term debt      5,746,470  6,468,333  6,539,334 
Current liabilities      4,545,721  4,794,378  3,921,579 

 
Total liabilities      10,292,191  11,262,711  10,460,913 
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        2013   2012   2011  
Net Position 

Invested in capital assets, net of  
related debt     $ 8,877,703 $ 8,554,497 $ 8,452,944 

Restricted—expendable for  
Foundation      297,810  250,107  395,142 

Unrestricted      3,520,437  5,406,965  5,458,756 
 

Total net position      12,695,950  14,211,569  14,306,842 
  

Total liabilities and net position    $ 22,988,141 $ 25,474,280 $ 24,767,755 
 
 
A significant change in the Hospital’s assets in 2013 is the decrease in patient accounts receivable of 
$1,330,972, or 27.93 percent as compared to 2012. The decrease results primarily from a combination of 
improvement in collections and reduction in days revenue outstanding in accounts receivable and reduced 
receivables overall from decrease in patient volumes, which is a nationwide trend in healthcare facilities 
based on the uncertainty of healthcare costs in the future. 
 
Operating Results and Changes in the Hospital’s Net Position 
 
In 2013, the Hospital’s net position decreased by $1,515,619, or 10.66 percent, as shown in Table 2. This 
decrease is made up of several different components and represents a decrease compared with the decrease 
in net position for 2012 of $95,273 or 0.60 percent. 
 
Table 2: Operating Results and Changes in Net Position 
 

        2013   2012   2011  
Operating Revenues 

Net patient service revenue     $ 25,755,462 $ 28,921,377 $ 29,549,337 
Other operating revenues      2,744,469  1,184,030  1,122,846 

 
Total operating revenues      28,499,931  30,105,407  30,672,183 

 
Operating Expenses 

Salaries and benefits      18,272,363  18,236,151  19,068,353 
Medical supplies and drugs      2,764,586  3,352,895  3,236,919 
Other supplies      824,025  887,720  760,917 
Insurance      792,168  719,495  792,450 
Depreciation and amortization      1,044,659  1,249,588  1,375,519 
Other expenses      6,146,585  6,320,080  6,274,226 

 
Total operating expenses      29,844,386  30,765,929  31,508,384 
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        2013   2012   2011  
 
Operating Loss      (1,344,455)  (660,522)  (836,201) 
 
Nonoperating Revenue (Expense) 

Interest expense      (258,631)  (237,952)  (324,660) 
Investment and other income      87,467  815,859  2,534,158 

 
Total nonoperating income (expense)     (171,164)  577,907  2,209,498 
 

Increase (Decrease) in Net Position    $ (1,515,619) $ (82,615) $ 1,373,297 
 
 

Operating Revenues and Expenses 
 
The first component of the overall change in the Hospital’s net position is its operating income (loss). 
Generally, operating income or loss is the difference between net patient service and other operating 
revenues and the expenses incurred to perform those services. The Hospital was formed and is operated 
primarily to serve residents of Claiborne County and the surrounding area. In order not to levy a tax to 
provide service, it is dependent on a positive operating margin. 
 
The operating results for 2013 decreased by $683,933, or 103.54 percent as compared to 2012. The primary 
components of the increased operating loss are: 
 
 A decrease in net patient service revenues of $3,165,915, or 10.95 percent.  The change was the result 

of a decline in 2013 of 13.50 percent in inpatient admissions and 1.74% in outpatient visits resulting in 
lower revenues. 
 

 Medical supplies and drugs expenses decreased by $588,309 or 17.55 percent primarily due to the 
decrease in patient volumes which resulted in reduced supply costs.  Supplies as a percent of net patient 
revenues improved to 10.6% in 2013 compared to 11.6% in 2012. 

 
 Depreciation and amortization expense decreased by $204,929 or 16.4 percent due to a decrease in 

purchase/exchange of equipment with short lives compared to previous years, resulting in a reduction in 
depreciation expense. 

 
 Salaries and benefits declines were offset by ramp-up costs associated with the opening of the Heart 

Center in January 2013 and an increase in self-insured health insurance claims costs of approximately 
$350,000. 

 
The Hospital saw an increase in other operating revenue for the 2013 and 2012 fiscal years. This was 
primarily due to the Electronic Health Records Incentive Program funds. The Hospital recognized 
approximately $1,880,000 and $252,394 in EHR Incentive revenue in 2013 and 2012, respectively .  
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Nonoperating Revenues and Expenses 
 
Nonoperating revenues and expenses consist of interest expense, investment income and other gains and 
losses. Interest expense was related to the long-term debt incurred on the borrowings for building and 
equipment upgrades. In 2012, the Hospital recognized a gain of $702,028 on the termination of it’s 
radiation therapy center as discussed in Note 10 to the consolidated financial statements. This gain is the 
primary factor in a decrease of $749,071, or 129.61 percent, in other nonoperating income. 
 
The Hospital’s Cash Flows 
 
Changes in the Hospital’s cash flows are consistent with operating losses and nonoperating revenues and 
expenses discussed earlier. 
 
Capital Assets and Debt Administration 
 

Capital Assets 
 
At the end of 2013, the Hospital had $15,017,359 invested in capital assets, net of accumulated 
depreciation. In 2013, the Hospital invested $668,268 in capital assets, compared to $2,127,102 in 2012. 
Additions in 2013 include various building improvements and equipment purchases.  Additions in 2012 
included a CT scanner and building renovations to accommodate the scanner and electronic medial records 
software.   
 

Debt 
 
As of June 30, 2013, the Hospital had $6,520,696 in debt compared to $7,353,150 at June 30, 2012, and 
$7,312,191 at June 30, 2011. The debt is currently decreasing by scheduled principal payments.  Principal 
payments were $824,435 and $908,186 in 2013 and 2012, respectively.  In 2012, the Hospital entered into 
two lease agreements totaling approximately $985,000 related to the CT scanner and electronic medical 
records software. 
 
Future Economic Factors 
 
The Hospital saw a decrease in inpatient services and an increase in outpatient services, which bas been a 
trend over the past several years.  The Hospital is exploring options to reverse the decreases in inpatient 
services. 
 
The Hospital has been able to decrease its operating expenses in each of the past three years. As uncertainty 
about the future of healthcare costs continues, it will be important for the Hospital to continue cost-cutting 
measures.  
 
Health care reform has initiated significant changes to the United States health care system, including 
potential material changes to the delivery of health care services and the reimbursement paid for such 
services by the government or other third-party payers. The long-term impact is unknown, as the long 
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period between passage and its implementation lends to some level of uncertainty. The Hospital will 
develop and execute strategies in an effort to leverage available opportunities and mitigate negative impacts 
of this legislation. 
 
Contacting the Hospital’s Financial Management 
 
This financial report is designed to provide patients, suppliers, taxpayers and creditors with a general 
overview of the Hospital’s finances and to show the Hospital’s accountability for the money it receives. 
Questions about this report and requests for additional financial information should be directed to the 
Hospital’s Business Administration by telephoning 423-526-2200. 
 
Board of Directors 
Chairman, Mayor Jack Daniels 
County Attorney, James Estep III, Esq. 
Vice Chairman, Robert Asbury, Esq. 
Secretary/Treasurer, Lindsey Cadle, Esq. 
Mike Robertson 
Chester Gibson 
William Dunavant, Jr. 
Russell Essary, Pharm. D.  
Tom Zachary 
 
Medical Chief of Staff 
Dr. Richard Clark 
 
Executive Administration 
CEO/Administrator, Timothy S. Brown 
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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 2013 consolidated financial statements referred to above present fairly, in all material 
respects, the financial position of the Hospital, as of June 30, 2013, and the changes in its financial position 
and its cash flows for the year then ended in accordance with accounting principles generally accepted in 
the United States of America. 
 
Emphasis of Matter 
 
As described in Note 17 to the consolidated financial statements, in 2013, the Hospital adopted new 
accounting guidance, GASB Statement No. 65, Items Previously Reported as Assets and Liabilities. Our 
opinion is not modified with respect to this matter. 
 
Other Matters 
 
Predecessor Auditor Opinion 
 
The consolidated financial statements of the Hospital as of June 30, 2012, were audited by other auditors 
whose report dated December 28, 2012, expressed an unmodified opinion on those consolidated financial 
statements. As discussed in Note 17 to the consolidated financial statements, the Hospital has adopted 
GASB Statement No. 65, Items Previously Reported as Assets and Liabilities, which required adjustment to 
the 2012 consolidated financial statements. The other auditors reported on the consolidated financial 
statements before the retrospective adjustment. 
 
As part of our audit of the 2013 consolidated financial statements, we also audited the adjustments to the 
2012 consolidated financial statements to retrospectively apply the change in accounting as described in 
Note 17. In our opinion, such adjustments are appropriate and have been properly applied. We were not 
engaged to audit, review, or apply any procedures to the Hospital’s 2012 consolidated financial statements 
other than with respect to the adjustments and, accordingly, we do not express an opinion or any other form 
of assurance on the 2012 consolidated financial statements as a whole. 
 
Required Supplementary Information 

Accounting principles  generally accepted in the United States of America require that the management’s 
discussion and analysis on pages ii through vii be presented to supplement the basic consolidated financial 
statements. Such information, although not a part of the basic consolidated financial statements, is required 
by the Governmental Accounting Standards Board, who considers it to be an essential part of financial 
reporting for placing the basic consolidated financial statements in an appropriate operational, economic, or 
historical context.  
 
We have applied certain limited procedures to the required supplementary information in accordance with 
auditing standards generally accepted in the United States of America, which consisted of inquiries of 
management about the methods of preparing the information and comparing the information for 
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consistency with management’s responses to our inquiries, the basic consolidated financial statements, and 
other knowledge we obtained during our audit of the basic consolidated financial statements. We do not 
express an opinion or provide any assurance on the information because the limited procedures do not 
provide us with sufficient evidence to express an opinion or provide any assurance.  
 
Other Reporting Required by Government Auditing Standards 
 
In accordance with Government Auditing Standards, we have also issued our report dated December 9, 
2013, on our consideration of the Hospital’s internal control over financial reporting and on our tests of 
its compliance with certain provisions of laws, regulations, contracts, and grant agreements and other 
matters. The purpose of that report is to describe the scope of our testing of internal control over 
financial reporting and compliance and the results of that testing, and not to provide an opinion on 
internal control over financial reporting or on compliance. That report is an integral part of an audit 
performed in accordance with Government Auditing Standards in considering the Hospital’s internal 
control over financial reporting and compliance. 
 

 

 
 
Chattanooga, Tennessee 
December 9, 2013



2013 2012

CURRENT ASSETS:
Cash 1,665,588$       2,560,344$       
Patient accounts receivable, net of estimated uncollectibles of

approximately $4,070,000 in 2013 and $2,300,000 in 2012 3,433,473         4,764,445         
Inventories 544,398            604,277            
Prepaid expenses 169,141            122,628            
Other assets 419,404            967,532            

Total current assets 6,232,004         9,019,226         

ASSETS LIMITED AS TO USE:
For construction of capital assets 64,780              182,839            
Foundation 297,810            250,107            
Under bond agreements - held by trustee 316,260            315,058            

678,850            748,004            

CAPITAL ASSETS, net of accumulated depreciation 15,017,359     15,395,750     

OTHER ASSETS:
Other assets 1,059,928         297,300            

1,059,928         297,300            

DEFERRED OUTFLOWS OF RESOURCES
Deferred loss on bond refunding -                       14,000              

22,988,141$     25,474,280$     

CONSOLIDATED STATEMENTS OF NET POSITION

ASSETS AND DEFERRED OUTFLOWS OF RESOURCES

CLAIBORNE COUNTY HOSPITAL & NURSING HOME AND SUBSIDIARY
(A COMPONENT UNIT OF CLAIBORNE COUNTY, TENNESSEE)

JUNE 30, 2013 AND 2012

(The accompanying notes are an integral part of these statements.)
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2013 2012

CURRENT LIABILITIES:
Current maturities of notes payable and capital leases 319,226$          429,817$          
Current maturities of bonds payable 455,000            455,000            
Accounts payable and accrued expenses 2,209,742         2,105,978         
Accrued payroll and withholdings 567,574            533,444            
Accrued compensated absences 773,233            869,456            
Accrued interest 50,435              53,659              
Estimated third-party payor settlements 170,511            347,024            

Total current liabilities 4,545,721         4,794,378         

LONG-TERM DEBT, net of current maturities:
Notes payable and capital leases 915,342            1,174,186         
Bonds payable 4,831,128         5,294,147         

5,746,470         6,468,333         

10,292,191       11,262,711       

NET POSITION:
Net investment in capital assets 8,877,703         8,554,497         
Restricted - expendable for Foundation 297,810            250,107            
Unrestricted 3,520,437         5,406,965         

12,695,950       14,211,569       

22,988,141$     25,474,280$     

LIABILITIES AND NET POSITION

(The accompanying notes are an integral part of these statements.)
5



2013 2012

OPERATING REVENUES:
Patient service revenue 30,118,509$     33,093,808$     
Provision for bad debts (4,363,047)        (4,172,431)       
Net patient service revenue 25,755,462       28,921,377       
Other revenue 2,744,469         1,184,030         

28,499,931       30,105,407       

OPERATING EXPENSES:
Salaries and benefits 18,272,363       18,236,151       
Medical supplies and drugs 2,764,586         3,352,895         
Other supplies 824,025            887,720            
Insurance 792,168            719,495            
Depreciation and amortization 1,044,659         1,249,588         
Other expenses 6,146,585         6,320,080         

29,844,386       30,765,929       

OPERATING LOSS (1,344,455)        (660,522)          

NONOPERATING REVENUES (EXPENSES):
Investment income 121,490            113,831            
Interest expense (258,631)           (237,952)          
Loss on note receivable (34,023)            -                       
Gain on termination of radiation therapy agreement -                       702,028            

(171,164)           577,907            

DECREASE IN NET POSITION (1,515,619)        (82,615)            

NET POSITION, beginning of year 14,211,569       14,306,842       

Prior period adjustment -                       (12,658)            

NET POSITION, beginning of year as restated 14,211,569     14,294,184     

NET POSITION, end of year 12,695,950$     14,211,569$     

CONSOLIDATED STATEMENTS OF REVENUES, EXPENSES,
AND CHANGES IN NET POSITION

CLAIBORNE COUNTY HOSPITAL & NURSING HOME AND SUBSIDIARY
(A COMPONENT UNIT OF CLAIBORNE COUNTY, TENNESSEE)

YEARS ENDED JUNE 30, 2013 AND 2012

(The accompanying notes are an integral part of these statements.)
6



2013 2012

CASH FLOWS FROM OPERATING ACTIVITIES:
Cash received from patients and third-party payors 26,909,921$     28,546,524$     
Cash payments to suppliers for goods and services (13,903,463)      (13,859,443)      
Cash payments to employees for services (15,137,453)      (15,597,734)      
Other revenue 2,744,469         1,184,030         

Net cash provided by operating activities 613,474            273,377            

CASH FLOWS FROM CAPITAL AND RELATED
FINANCING ACTIVITIES:
Interest paid on debt (255,874)           (240,629)           
Purchase of capital assets (548,209)           (2,127,102)        
Payments on long-term debt (824,435)           (908,186)           
Net (deposits to) withdrawals from funds held by trustee (1,202)              681,502            
Proceeds from termination of radiation therapy center agreement -                       770,000            

Net cash used by capital and related financing activities (1,629,720)        (1,824,415)        

CASH FLOWS FROM INVESTING ACTIVITIES:
Investment income received 121,490            113,831            

Net cash provided by investing activities 121,490            113,831            

NET DECREASE IN CASH (894,756)           (1,437,207)        

Beginning 2,560,344         3,997,551         

Ending 1,665,588$       2,560,344$       

CLAIBORNE COUNTY HOSPITAL & NURSING HOME AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF CASH FLOWS
(A COMPONENT UNIT OF CLAIBORNE COUNTY, TENNESSEE)

YEARS ENDED JUNE 30, 2013 AND 2012

(The accompanying notes are an integral part of these statements.)
7



2013 2012

RECONCILATION OF OPERATING LOSS TO NET
CASH PROVIDED BY OPERATING ACTIVITIES:
Operating loss (1,344,455)$      (660,522)$         
Adjustments to reconcile operating loss to

net cash provided by operating activities -
Depreciation and amortization 1,044,659         1,249,588         
Provision for bad debts 4,363,047         4,172,431         
Net (increase) decrease in operating assets -

Accounts receivable (3,032,075)        (4,569,386)        
Inventories 59,879              (16,117)            
Prepaid expenses (46,513)            27,901              
Other assets (296,226)           (694,032)           

Net increase (decrease) in operating liabilities -
Accounts payable and accrued expenses 103,764            693,759            
Accrued payroll and withholdings 34,130              (258,988)           
Accrued compensated absences (96,223)            54,245              
Estimated third party payor settlements (176,513)           274,498            

Net cash provided by operating activities 613,474$          273,377$          
-                                    

SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION:
Non-cash capital and related financing transactions - 

Capital assets purchased with assets limited as to use 118,059$          -$                 

Noncash investment in equipment through capital lease -$                 943,438$          

(The accompanying notes are an integral part of these statements.)
8
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(1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES: 
Organization – 
Claiborne County Hospital and Nursing Home (CCH) is an acute and general short-term healthcare 
provider and nursing home formed to provide services to Claiborne County and the surrounding 
communities. CCH is the sole shareholder of Multi-Specialty Medical, P.C., a for-profit physicians’ 
office, whose financial statements are consolidated with those of CCH. In addition, CCH is the 
primary beneficiary of the fundraising activities of Claiborne County Healthcare Foundation, Inc. (the 
Foundation). As such, the financial activity of the Foundation is included in the consolidated financial 
statements of CCH and its subsidiary. CCH, the for-profit subsidiary and the Foundation are 
collectively referred to as the Hospital. 
 
The Hospital is a component unit of Claiborne County, Tennessee (the County), which issues debt on 
the Hospital’s behalf. The Hospital’s board members are appointed by the Board of Commissioners of 
Claiborne County. The Hospital is included as a discretely presented component unit in the financial 
statements of the County. 
 
Basis of presentation – 
The Hospital’s consolidated financial statements are presented on the accrual basis of accounting 
using the economic measurement focus in accordance with the Governmental Accounting Standards 
Board (GASB), which establishes standards for external financial reporting for all state and local 
government entities. GASB requires the classification of net position into three components which are 
defined as follows –  
 

Net investment in capital assets – This component of net position consists of capital assets, net of 
accumulated depreciation reduced by the outstanding balances of bonds and other borrowings that 
are attributable to the acquisition, construction, or improvement of those assets. Deferred outflows 
of resources and deferred inflows of resources that are attributable to the acquisition, construction 
or improvement of those assets or related debt are also included in this component of net position. 
If there are significant unspent related debt proceeds or deferred inflows of resources at year-end, 
the portion of the debt or deferred inflows of resources attributable to the unspent proceeds is not 
included in the calculations of net investment in capital assets. Rather, that portion of the debt or 
deferred inflow of resources is included in the same net position component as the unspent 
proceeds. Net investment in capital assets is as follows –  
 
  2013   2012  
Capital assets, net $ 15,017,359 $ 15,395,750 
Assets limited as to use – construction of capital assets  64,780  182,839 
Assets limited as to use – under bond agreements  316,260  315,058 
Less –  

Current portion of long-term debt related to the 
acquisition of capital assets  (774,226)  (884,817) 

Long-term debt, excluding current portion, relating 
to the acquisition of capital assets  (5,746,470)  (6,454,333) 

 
Net investment in capital assets $ 8,877,703 $ 8,554,497 
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(1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued): 
Basis of presentation (continued) –  

Restricted – This component of net position consists of restricted assets reduced by liabilities and 
deferred inflows of resources related to those assets. Generally, a liability relates to restricted 
assets if the asset results from a resource flow that also results in the recognition of a liability or if 
the liability will be liquidated with the restricted assets reported. 
 
Unrestricted – This component of net position consists of the net amounts of assets, deferred 
outflows of resources, liabilities, and deferred inflows of resources that are not included in the 
determination of net investment in capital assets or restricted components of net position. 

 
Principles of consolidation –  
The consolidated financial statements include the accounts of CCH, its for-profit subsidiary and the 
Foundation after elimination of all significant intercompany accounts and transactions. 
 
Cash and cash equivalents – 
The Hospital considers currency on hand and demand deposits with financial institutions to be cash.  
The Hospital considers all highly liquid investments with a maturity of three months or less when 
purchased to be cash equivalents.  State statutes authorize the Hospital to invest in obligations of the 
U.S. Treasury, bank certificates of deposit, state approved repurchase agreements and pooled 
investment funds, and state or local bonds rate A or higher by a nationally recognized rating service.  
There were no cash equivalents at June 30, 2013 or 2012. 
 
Patient accounts receivable –  
Accounts receivable from patients and third-party payors are recorded on the accrual basis in the 
period in which services are rendered. The Hospital does not require collateral on accounts receivable. 
Accounts are charged to bad debt expense as they are determined to be uncollectible based upon a 
review of aging and collections. The Hospital establishes an allowance for doubtful accounts based 
upon factors surrounding the credit risk of specific payors and patients, historical trends and other 
information. 
 
Inventories – 
Inventories are stated at the lower of cost or market and are valued principally by methods which 
approximate the first-in, first-out (FIFO) method. 
 
Capital assets –  
Assets with a useful life of greater than one year and a cost of greater than $1,000 are recorded as 
capital assets and are stated at cost or fair value at date of donation.  Although title to certain land and 
buildings rests with the County, these assets have been recorded by the Hospital as the County has 
authorized their use by the Hospital. Repairs and maintenance costs are expensed as incurred while 
significant asset purchases and improvements are capitalized. Depreciation of property and equipment 
is computed by the straight-line method over the estimated useful lives of the assets.  
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(1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued): 
Capital assets (continued) –  
The estimated useful lives are based on guidelines established for the healthcare industry, which are 
summarized as follows –  
 

Buildings, improvements and fixed equipment 10 to 40 years 
Equipment 3 to 15 years 

 
Accrued compensated absences –  
The Hospital recognizes an expense and accrues a liability for compensated future employee absences 
in the period in which employees’ rights to such compensated absences are earned. 
 
Bond Premiums and discounts: 
Bond premiums and discounts are amortized over the period the bonds are outstanding using the 
effective interest method. 
 
Operating revenues and expenses –  
Revenue and expenses associated with the Hospital’s mission of providing healthcare services are 
considered to be operating activities. Nonoperating income consists primarily of investment 
income, including interest income and income from rental of Medical Office Building (MOB) 
suites, gains, and grants and general contributions to the Hospital. Operating expenses are all 
expenses incurred to provide health care services, other than financing costs. 
 
Income taxes –  
CCH is classified as a governmental organization exempt from income tax. The Foundation is a not-
for-profit organization defined by Section 501(c)(3) of the Internal Revenue Code as other than a 
private foundation. Accordingly, no provision for income taxes has been included in the consolidated 
accompanying financial statements for these entities. Income taxes related to Multi-Specialty 
Medical, P.C., if any, are included in other operating expenses. 
 
Charity care –  
The Hospital accepts patients regardless of their ability to pay. A patient is classified as a charity 
patient by reference to certain established policies of the Hospital. Charges at established rates related 
to charity care are not included in net patient service revenue. 
 
Patient service revenue –  
Patient service revenue is reported in the period in which services are provided, at rates which reflect 
the amount expected to be collected. Net patient service revenue includes amounts estimated by 
management to be reimbursable by third party payors under provisions of reimbursement formulas in 
effect and is net of the provision of bad debts. 
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(1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued): 
Deferred outflows/inflows of resources –  
During the current year, the Hospital adopted the provisions of GASB Statement No. 63, Financial 
Reporting of Deferred Outflows of Resources, Deferred Inflows of Resources, and Net Position. 
Under this Statement, GASB has defined deferred outflows of resources and deferred inflows of 
resources as follows –  
 
Deferred outflows of resources – a consumption of net assets by the government that is applicable to a 
future reporting period. 
 
Deferred inflows of resources – an acquisition of net assets by the government that is applicable to a 
future reporting period. 
 
As of June 30, 2012, the Hospital had $14,000 of deferred outflows of resources from a deferred loss 
on bond refunding.  The hospital had no deferred inflows of resources at June 30, 2013 or 2012. This 
statement had no significant impact on the Hospital. 
 
Risk management –  
The Hospital is self-insured for employee (including dependent) group health expenses and claims. 
Commercial insurance is purchased for significant exposure to various other risks typical to the 
Hospital’s operating environment and industry such as loss from torts; theft of, damage to, and 
destruction of assets; business interruption; errors and omissions; and natural disasters. There were no 
significant losses in excess of insurance coverage during the last three years. 
 
Use of estimates –  
The preparation of the consolidated financial statements in conformity with accounting principles 
generally accepted in the United States of America requires management to make estimates and 
assumptions that affect the reported amounts of assets and liabilities and disclosures of contingent 
assets and liabilities at the date of the consolidated financial statements and the reported amounts of 
revenues and expenses during the reporting period. Actual results could differ from those estimates. 
 
Reclassifications – 
Certain reclasifications have been made to the year ended June 30, 2012, balances previously reported 
in order to conform with the year ended June 30, 2013, presentation. 
 
 

(2) CASH AND CASH EQUIVALENTS: 
Custodial credit risk is the risk that in the event of a bank failure, the Hospital’s deposits may not be 
returned to it. Funds on deposit at financial institutions are insured by the Federal Deposit Insurance 
Corporation (FDIC) with uninsured amounts being collateralized primarily through the financial 
institution’s participation in the Bank Collateral Pool (the Collateral Pool), which is administered by 
the Collateral Pool Board and monitored by the Treasury Department of the State of Tennessee. 
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(2) CASH AND CASH EQUIVALENTS (Continued): 
The Hospital requires that all public funds (those not related to for profit entities) not insured by the 
FDIC to be part of the Collateral Pool or fully collateralized by specific investments as described 
above.  At June 30, 2013, approximately $70,000 of deposits were uninsured and uncollateralized. 
 
 

(3) NET PATIENT SERVICE REVENUE: 
A reconciliation of the amount of services provided to patients at established rates to net patient 
service revenue as presented in the consolidated statements of revenues, expenses and changes in net 
position is as follows –  
  2013   2012  
Gross patient service charges $ 81,421,079 $ 83,262,870 
Less: Contractual adjustments and discounts  (51,302,570)  (50,169,062) 
 Provision for bad debts  (4,363,047)  (4,172,431) 
 
Net patient service revenue $ 25,755,462 $ 28,921,377 
 
 
Net patient service revenues decreased by approximately $312,000 in 2013 due to prior year 
retroactive adjustments in excess of amounts previously estimated. 
 
 

(4) THIRD-PARTY PAYOR AGREEMENTS: 
The Hospital renders services to patients under contractual arrangements with the Medicare and 
TennCare programs. Laws, regulations and contracts governing third party payor programs can be 
extremely complex and subject to interpretation. Amounts earned under these contractual 
arrangements are subject to regulatory review and final determination by the various program 
intermediaries and other appropriate governmental authorities or their agents. In the opinion of 
management, adequate provision has been made in the consolidated financial statements for any 
adjustments which may result from such reviews. 
 
Medicare – 
The Medicare program pays inpatient services on a prospective basis primarily based upon diagnostic 
related group assignments as determined by the patient’s clinical diagnosis and medical procedures 
utilized. The Hospital receives additional payments from Medicare based on the provision of services 
to a disproportionate share of low income patients (as defined by the Medicare program). Medicare 
also pays for outpatient services on a prospective basis based upon ambulatory payment 
classifications and fee schedules.  Revenue from the Medicare program accounted for approximately 
28% and 31% for the years ended June 30, 2013 and 2012, respectively. 
 
TennCare – 
TennCare reimbursement for both inpatient and outpatient services is based upon prospectively 
determined rates and per diem amounts. Revenue from the TennCare program accounted for 
approximately 17% and 16% for the years ended June 30, 2013 and 2012, respectively. 
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(4) THIRD-PARTY PAYOR AGREEMENTS (Continued): 
Contractual adjustments for Medicare, TennCare and other third party discount arrangements are 
recognized when the related revenues are reported in the consolidated financial statements.  
 
Electronic Health Record (EHR) Incentive Program – 
The American Recovery and Reinvestment Act established incentive payments under the Medicare 
and TennCare programs for certain hospitals that “meaningfully use” certified electronic health 
records (EHR) technology. The Hospital recognizes EHR incentive payments when there is 
reasonable assurance that the Hospital will comply with the conditions of the meaningful use 
objectives and any other specific requirements. During 2013 and 2012, the Hospital recognized 
$1,884,199 and $252,394 in EHR incentive payments as other revenue in the consolidated statements 
of revenues, expenses and changes in net position.  EHR incentive income is subject to retrospective 
adjustment upon final settlement of the applicable cost report from which payments were initially 
calculated. Receipt of these funds is also subject to the fulfillment of certain obligations by the 
Hospital as prescribed by the program, subject to future audits and may be subject to repayment upon 
a determination of noncompliance. 
 
Other payors – 
The Hospital has also entered into reimbursement agreements with commercial insurance companies, 
health maintenance organizations and preferred provider organizations. The basis for reimbursement 
under these agreements includes prospectively determined rates, per diems and discounts from 
established charges. Receipt of these funds is subject to the fulfillment of certain obligations by the 
Hospital as prescribed by the program, subject to future audits and may be subject to repayment upon 
a determination of noncompliance. 
 
 

(5) RISK MANAGEMENT AND EMPLOYEE GROUP HEALTH CLAIMS: 
The Hospital is covered under the “Tennessee Governmental Tort Liability Act” (T.C.A. 29-20-101, 
et seq). In addition to requiring claims be made in conformance with this Act, special provisions 
include, but are not limited to, special notice of requirements imposed upon the claimant, a one year 
statute of limitations, and a requirement that the governmental entity purchase insurance or be self-
insured with certain limits. This Act also prohibits a judgment or award exceeding the minimum 
amounts of insurance coverage set out in the Act or the amount of insurance purchased by the 
governmental entity.  

 
The Hospital is insured for professional liability under a claims-made policy with an independent 
insurance carrier. The policy covers all claims reported to the carrier during the coverage period. The 
primary level of coverage is $1,000,000 per claim and $3,000,000 in the aggregate. Coverage for 
workers’ compensation insurance is provided on a claims-made basis. The primary level of coverage 
is $500,000 per claim, $500,000 per employee, and $500,000 in the aggregate. Premiums are 
determined by a variety of factors related to the Hospital. 
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(5) RISK MANAGEMENT AND EMPLOYEE GROUP HEALTH CLAIMS (Continued): 
The Hospital is self-insured for employee (and dependent) group health claims up to $70,000 per 
covered person annually. Commercial stop-loss coverage is purchased for claims in excess of the 
annual maximum up to $1,000,000 in the aggregate. A liability is recorded for those claims known 
but unpaid and estimated claims incurred but not reported. The liability for employee group health 
claims, included in accrued expenses, was $235,969 and $191,947 at June 30, 2013 and 2012, 
respectively. The total expense related to employee group health claims (net of employee paid 
premiums) was approximately $1,460,000 and $1,206,000 for 2013 and 2012, respectively. 

 
 

(6)   CAPITAL ASSETS: 
A summary of changes in capital assets follows – 
 
  2012   Additions   Retirements   Transfers   2013  

Land $ 308,092 $ - $ - $ - $ 308,092 
Buildings and improvements  20,002,972  369,699  -  -  20,372,671 
Equipment  16,296,899  296,569  -  -  16,593,468 
Construction in progress  -  -  -  -  - 

Totals at historical cost  36,607,963  666,268  -  -  37,274,231 
 
Less accumulated depreciation for: 

Buildings and improvements  7,955,011  536,919  -  -  8,491,930 
Equipment  13,257,202  507,740  -  -  13,764,942 

  21,212,213  1,044,659  -  -  22,256,872 
 

Capital assets, net $ 15,395,750 $ (378,391) $ -  - $ 15,017,359 
      

 
  2011   Additions   Retirements   Transfers   2012  
 

Land $ 308,092 $ - $ - $ - $ 308,092 
Buildings and improvements  18,940,980  893,094  -  168,898  20,002,972 
Equipment  14,882,337  585,865  -  828,697  16,296,899 
Construction in progress  88,771  908,824  -  (997,595)  - 

Totals at historical cost  34,220,180  2,387,783  -  -  36,607,963 
 
Less accumulated depreciation for: 

Buildings and improvements  7,438,708  517,558  (1,255)  -  7,955,011 
Equipment  12,516,484  740,718  -  -  13,257,202 

  19,955,192  1,258,276  (1,255)  -  21,212,213 
 

Capital assets, net $ 14,264,988 $ 2,127,102 $ (1,255) $ - $ 15,395,750 
 
 

(7)  OTHER ASSETS: 
The Hospital pays various fees and expenses to and on behalf of physicians who are recruited to 
practice at the Hospital. These expenses are recorded as assets and are amortized over the terms of the 
physicians’ contracts. At June 30, 2013 and 2012, respectively, the assets totaled $1,225,541 and 
956,894, net of accumulated amortization, and are included in other receivables and other assets in the 
consolidated statements of net position. 
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(8)   BONDS PAYABLE: 
 Changes in bonds payable are summarized as follows –  

 
     Balance      Principle   Balance 
     2012   Additions   Payments   2013  
 

Series 2010A Bonds   $ 3,720,000 $ - $ (315,000) $ 3,405,000 
Series 2010A New Money Bonds    975,000  -  (40,000)  935,000 
Series 2010B Bonds    885,000  -  (100,000)  785,000 

Total outstanding    5,580,000 $ - $ (455,000)  5,125,000 
Less unamortized discount    (1,609)      - 
Plus unamortized premium    170,756      161,128 
Less current portion    (455,000)      (455,000) 

Long-term portion   $ 5,294,147     $ 4,831,128 
 
     Balance      Principle   Balance 
     2011   Additions   Payments   2012  
 

Series 2010A Bonds   $ 4,015,000 $ - $ (295,000) $ 3,720,000 
Series 2010A New Money Bonds    980,000  -  (5,000)  975,000 
Series 2010B Bonds    980,000  -  (95,000)  885,000 

Total outstanding    5,975,000 $ - $ (395,000)  5,580,000 
Less unamortized discount    (2,165)      (1,609) 
Plus unamortized premium    180,378      170,756 
Less current portion    (395,000)      (455,000) 

Long-term portion   $ 5,758,213     $ 5,294,147 
 
 
On March 30, 2010, the County issued on behalf of CCH $6,190,000 of Series 2010A tax exempt and 
2010B taxable bonds. Interest on these bonds ranges from 2.5% to 4.125% for Series 2010A and 1% 
to 4.6% for Series 2010B. The Series 2010A tax exempt bond proceeds were used to refund 
previously issued bonds.   

 
The Series 2010A bonds are subject to redemption at the option of CCH, in whole or in part, at the 
redemption price of par plus accrued interest to the redemption date. 

 
Maturities related to the balances outstanding as of June 30, 2013, are summarized as follows –  

  
 Series Series 

  2010A   2010B   Total  
 

Years ended June 30,  2014 $ 355,000 $ 100,000 $ 455,000 
 2015  370,000  105,000  475,000 
 2016  260,000  105,000  365,000 
 2017  275,000  110,000  385,000 
 2018  285,000  115,000  400,000 
 2019 – 2023  1,010,000  250,000  1,260,000 
 2024 – 2028  1,225,000  -  1,225,000 
 2029 – 2030  560,000  -  560,000 

 $ 4,340,000 $ 785,000 $ 5,125,000 
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(8)   BONDS PAYABLE (Continued): 
Future interest payments related to the bonds are as follows –  

 
 Series Series 

  2010A   2010B   Total  
 

Years ended June 30, 2014 $ 171,394 $ 30,345 $ 201,739 
 2015  160,744  27,645  188,389 
 2016  145,944  24,285  170,229 
 2017  135,544  20,505  156,049 
 2018  121,794  16,325  138,119 
 2019 – 2023  474,006  17,360  491,366 
 2024 – 2028  264,781  -  264,781 
 2029 – 2030  34,513  -  34,513 

 
 $ 1,508,720 $ 136,465 $ 1,645,185 

 
The bonds are payable from the net revenues of the Hospital and collateralized by the ad valorem 
taxes to be levied on all taxable property within the corporate limits of the County. 

 
 

(9)   NOTES PAYABLE AND CAPITAL LEASES: 
In 2008, the Hospital obtained two notes through Powell Valley Electric Cooperative (PVEC) as a sub 
recipient of the Rural Economic Development Loan and Grant Program through the Rural Business 
Cooperative Service of the United States Department of Agriculture. Proceeds from the unsecured 
notes, in the amounts of $740,000 and $360,000, were restricted for use in constructing and 
completing a medical office building. As of June 30, 2013 and 2012, assets whose use is limited for 
construction of capital assets represents the proceeds remaining to be expended for this purpose. The 
notes are payable in monthly installments of $3,000 and $7,709, respectively, through 2018, and both 
notes are non-interest bearing. 
 
Notes payable and capital lease activity for the year ended June 30, 2013, is summarized as follows –  

 
     Balance      Principle   Balance 
     2012   Additions   Payments   2013  
 

PVEC   $ 204,000 $ - $ (36,000) $ 168,000 
PVEC    539,566  -  (92,508)  447,058 
Capital leases    860,437  -  (240,927)  619,510 

Total outstanding    1,604,003 $ - $ (369,435)  1,234,568 
Less current portion    (429,817)      (319,226) 

Long-term portion   $ 1,174,186     $ 915,342 
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(9)   NOTES PAYABLE AND CAPITAL LEASES (Continued): 
Notes payable and capital lease activity for the year ended June 30, 2012, is summarized as follows –  
 
     Balance      Principle   Balance 
     2011   Additions   Payments   2012  
 

PVEC   $ 240,000 $ - $ (36,000) $ 204,000 
PVEC    632,074  -  (92,508)  539,566 
Bank note payable    165,810  -  (165,810)  - 
Capital leases    135,867  943,438  (218,868)  860,437 

Total outstanding    1,173,751 $ 943,438 $ (513,186)  1,604,003 
Less current portion    (377,857)      (429,817) 

Long-term portion   $ 795,894     $ 1,174,186 
 
 

The Hospital entered into two new capital leases during the year ended June 30, 2012 to fund the 
acquisition and installation of medical equipment and software. Interest rates on all capital leases 
range from 3.2% to 5.8%. Monthly installments on the capital leases range from $4,424 to $12,467. 
 
Assets held under capital leases have a total cost of approximately $1,193,000 and a net book value of 
$810,000 as of June 30, 2013. Assets held under capital leases had a total cost of approximately 
$1,287,000 and a net book value of approximately $1,100,000 as of June 30, 2012. Amortization of 
assets under capital leases is included with depreciation expense in the accompanying financial 
statements. 
 
Scheduled payments on notes payable and capital leases are as follows as of June 30, 2013 –  

 
  Notes Payable   Capital Lease Obligations  
  Principal   Interest   Principal   Interest  

 
Years ended June 30, 2014 $ 128,508 $ - $ 190,718 $ 22,781 

 2015  128,508  -  165,003  15,248 
 2016  128,508  -  172,235  8,016 
 2017  128,508  -  91,554  1,677 
 2018  101,026  -  -  - 
 
  $ 615,058 $ - $ 619,510 $ 47,722 

 
 

(10) MANAGEMENT AGREEMENT AND INVESTMENT IN RADIATION THERAPY 
CENTER: 
During 2010, the Hospital entered into a five year agreement with a hospital management company 
for administrative services. The cost of services under the agreement is approximately $230,000 
annually. 
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(10)  MANAGEMENT AGREEMENT AND INVESTMENT IN RADIATION THERAPY 
CENTER (Continued): 
For several years, the Hospital had a sublease and management agreement with another health system 
(the Health System) for a radiation therapy center (the Center). The agreement and subsequent 
amendments gave the Hospital a 49% undivided interest in the leasehold pursuant to a master facility 
lease. The Hospital was also entitled to receive 49% of net income up to 50%, reserving the remaining 
50% for future capital needs. The agreement held the Hospital responsible for 49% of the Center’s 
expense shortfalls, if any. During 2012, the Hospital terminated this sublease and management 
agreement and received approximately $770,000 in cash, which fully repaid the outstanding 
receivable balance of approximately $68,000 and resulted in a gain of $702,028. 

 
 

(11)   INCOME TAXES: 
Multi-Specialty Medical, P.C. has a calendar year reporting basis for tax purposes. At December 31, 
2012, this entity had net operating loss carryforwards of approximately $1,725,000 for federal and 
state income tax purposes. The loss carryforwards relate to operating losses and expire in years 2021 
through 2032. The loss carryforwards may be offset against future taxable income as permitted by the 
Internal Revenue Code and the Tennessee Code Annotated. A valuation reserve, equal to the deferred 
tax assets arising from the net operating losses, has been established based on an estimate that the 
potential tax benefits of the loss carryforwards will not be realized.  

 
 

(12)  PENSION PLAN: 
The County and related entities, including the Hospital, participate in the Tennessee Consolidated 
Retirement System (TCRS) Pension Plan. The multiple-employer plan provides for both employee 
and employer contributions. Participating employees are required to contribute 5% of their salaries to 
the Plan. The Hospital is required to contribute at an actuarially determined rate, which was 5.41% 
and 5.7% of covered payroll for 2013 and 2012, respectively. Contributions by the Hospital totaled 
$616,127 and $699,246 for 2013 and 2012, respectively. During 2013 and 2012, participating 
employees contributed $569,526 and $612,300, respectively. Funding status, contribution 
requirements, and trends appear in the financial statements of the County and are not separately 
identified for the Hospital. 
 
 

(13)   CHARITY CARE: 
The Hospital estimates that the cost of providing care under the charity care policy was approximately 
$140,000 and $160,000 during the years ended June 30, 2013 and 2012, respectively. This is the cost 
of supplies and services provided to patients for which payment was foregone under the charity care 
policy, based on current cost to charge ratio for the Hospital. 
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(14)   FOUNDATION: 
At June 30, 2013 and 2012, the Foundation’s assets total $297,810 and $250,107 respectively, and 
consist primarily of cash and inventory (there are no significant liabilities recorded). The 2013 
consolidated statement of revenues, expenses and changes in net position includes Foundation 
contribution revenue of $90,479, interest income of $793 and distributions and other expenses of 
$54,684. The 2012 consolidated statement of revenues, expenses and changes in net position includes 
Foundation contribution revenue of $142,325, interest income of $1,201 and distributions and other 
expenses of $283,165. Separate financial statements of the Foundation are maintained by Hospital 
management. Except for certain expenses paid directly by the Foundation, the Hospital provides 
administrative services and pays for operating expenses to support the Foundation’s activities. 
 

 

(15)   CONCENTRATIONS OF CREDIT RISK: 
The Hospital is located in Claiborne County, Tennessee. The Hospital grants credit without collateral 
to its patients, most of whom are local residents and are insured under third-party payor agreements.  

 
The mix of receivables from patients and third-party payors at June 30, 2013 and 2012, follows – 
 
  2013   2012  

Medicare  19%  29% 
Medicaid/TennCare  14  18 
Other insurance  29  28 
Private pay  38   25  
 
  100%  100% 
 
 

(16) COMMITMENTS AND CONTINGENCIES: 
Litigation –  
The Hospital is subject to claims and suits which arise in the ordinary course of business. In the 
opinion of management, the ultimate resolution of such pending legal proceedings has been 
adequately provided for in the consolidated financial statements, and will not have a material effect on 
the Hospital’s results of operations or financial position. 
 
Uncertain tax positions –  
The Hospital accounts for uncertain tax positions related to its wholly-owned for-profit subsidiary and 
the Foundation with provisions of FASB ASC 740-10 “Accounting for Uncertainty in Income Taxes.” 
ASC 740-10 provides guidance on derecognition of tax benefits, classification on the consolidated 
statements of net position, interest and penalties, accounting in interim periods, disclosure and 
transition. The Hospital believes that it has appropriate support for any tax positions taken, and as 
such, does not have any uncertain tax positions that are material to the consolidated financial 
statements. As of June 30, 2013 and 2012, the Hospital did not record any interest or penalties 
associated with uncertain tax positions. 
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(16)   COMMITMENTS AND CONTINGENCIES (Continued): 
Uncertain tax positions (continued) – 
The Foundation’s Form 990’s, Return of Organization Exempt from Income Tax, and Multi-Specialty 
Medical’s Form 1120’s, U.S. Corporation Income Tax Return, for the years 2010 and beyond remain 
subject to examination by the IRS, generally for three years after they were filed. 
 
Current economic conditions –  
Due to the continuing economic decline and changes in healthcare coverage and regulation, the 
healthcare industry is subject to volatility that may impact the operations and financial results of the 
Hospital in the future. The Hospital has considered the potential impact in its plans and estimates. 
However, it is at least reasonably possible that these conditions could affect operations and estimates. 
 
These circumstances continue to present hospitals with difficult circumstances and challenges, which 
in some cases have resulted in large and unanticipated declines in the fair value of investments and 
other assets, constraints on liquidity, and difficulty obtaining financing. The consolidated financial 
statements have been prepared using values and information currently available to the Hospital. 
 
Current economic conditions, including the rising unemployment rate, have made it difficult for 
certain patients to pay for services rendered. As employers make adjustments to health insurance 
plans or more patients become unemployed, services provided to self-pay patients and those covered 
by other payors may significantly impact net patient service revenue, which could have an adverse 
impact on the Hospital’s future operating results. Further, the effect of economic conditions in the 
State of Tennessee and the United States of America may have an adverse effect on cash flows related 
to the Medicare and Medicaid programs. 
 
Given the volatility of the current economic conditions, the values of assets and liabilities could 
change rapidly, resulting in material future adjustments in allowances and contractual adjustments for 
accounts receivable that could negatively impact the Hospital’s ability to maintain sufficient liquidity. 
 
Letter of intent with Covenant Health – 
On August 15, 2013, the Hospital signed a non-binding letter of intent to lease the assets and 
properties comprising Claiborne County Hospital and Nursing Home.  The process is ongoing, 
pending final approval of the lease agreement by both parties.  
 
 

(17)   PRIOR PERIOD ADJUSTMENT: 
The Hospital has adopted the provisions of GASB Statement No. 65, Items Previously Reported as 
Assets and Liabilities. This Statement establishes accounting and financial reporting standards that 
reclassify certain items that were previously reported as assets and liabilities as deferred outflows of 
resources, deferred inflows of resources, or current period outflows and inflows. Under this guidance, 
debt issuance costs, except any portion related to prepaid insurance costs, should be recognized as an 
expense in the period incurred. 
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(17)   PRIOR PERIOD ADJUSTMENT (Continued): 
Prior to the issuance of this Statement, bond issuance costs were reported as deferred charges and 
amortized over the life of the bonds. The Hospital has restated its beginning net position for the year 
ended June 30, 2012, to comply with the provisions of GASB Statement No. 65. The effect on 
beginning net position is a decrease of $12,658. 
 
 

(18)  SUBSEQUENT EVENTS: 
The Hospital noted no transactions that would provide evidence about material conditions that did not 
exist at the balance sheet date but arose subsequently, through the date these consolidated financial 
statements were available to be issued, December 9, 2013. 
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Compliance and Other Matters 
 
As part of obtaining reasonable assurance about whether the Hospital’s consolidated financial statements 
are free of material misstatement, we performed tests of its compliance with 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 
 
The purpose of this report is solely to describe the scope of our testing of internal control and compliance 
and the results of that testing, and not to provide an opinion on the effectiveness of the entity’s internal 
control or on compliance. This report is an integral part of an audit performed in accordance with 
Government Auditing Standards in considering the entity’s internal control and compliance. Accordingly, 
this communication is not suitable for any other purpose. 

 

 
 
Chattanooga, Tennessee 
December 9, 2013 
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