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Independent Accountants’ Report on Financial Statements 
and Supplementary Information 

 
 
 

Board of Trustees 
Norton County Hospital 
Norton, Kansas 
 
 
We have audited the accompanying balance sheets of Norton County Hospital, a component unit of 
Norton County, Kansas, as of June 30, 2011 and 2010, and the related statements of revenues, 
expenses and changes in net assets and cash flows for the years then ended.  These financial 
statements are the responsibility of the Hospital’s management.  Our responsibility is to express an 
opinion on these financial statements based on our audits. 

We conducted our audits in accordance with auditing standards generally accepted in the United 
States of America and the Kansas Municipal Audit Guide.  Our 2011 audit was also conducted in 
accordance with the standards applicable to financial audits contained in Government Auditing 
Standards, issued by the Comptroller General of the United States.  Those standards require that we 
plan and perform the audit to obtain reasonable assurance about whether the financial statements are 
free of material misstatement.  An audit includes examining, on a test basis, evidence supporting the 
amounts and disclosures in the financial statements.  An audit also includes assessing the accounting 
principles used and significant estimates made by management, as well as evaluating the overall 
financial statement presentation.  We believe that our audits provide a reasonable basis for our 
opinion. 

In our opinion, the financial statements referred to above present fairly, in all material respects, the 
financial position of Norton County Hospital as of June 30, 2011 and 2010, and the changes in its 
financial position and its cash flows for the years then ended in conformity with accounting principles 
generally accepted in the United States of America. 

In accordance with Government Auditing Standards, we have also issued our report dated October 13, 
2011, on our consideration of Norton County Hospital’s internal control over financial reporting and 
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 the internal control over financial reporting or on compliance.  That report is an 
integral part of an audit performed in accordance with Government Auditing Standards and should be 
considered in assessing the results of our audit. 

The Hospital has not presented management’s discussion and analysis that the Governmental 
Accounting Standards Board has determined is necessary to supplement, although not required to be a 
part of, the basic financial statements. 
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Our audits were conducted for the purpose of forming an opinion on the Hospital’s basic financial 
statements.  The accompanying supplementary information, including the schedule of expenditures of 
federal awards required by U.S. Office of Management and Budget Circular A-133, Audits of States, 
Local Governments and Non-Profit Organizations, as listed in the table of contents is presented for 
purposes of additional analysis and is not a required part of the basic financial statements.  Such 
information has been subjected to the auditing procedures applied in the audits of the basic financial 
statements and, in our opinion, is fairly stated, in all material respects, in relation to the basic financial 
statements taken as a whole. 

 

October 13, 2011



Norton County Hospital 
A Component Unit of Norton County, Kansas 

Balance Sheets 

June 30, 2011 and 2010 

 

 

See Notes to Financial Statements 

Assets
2011 2010

Current Assets
Cash 2,073,215$      867,056$         
Short-term certificates of deposit 4,064,460        6,117,798        
Restricted cash – current 59,704             109,721           
Patient accounts receivable, net of allowance;

2011 - $1,345,000, 2010 - $1,164,000 1,204,677        874,288           
Intergovernmental revenue receivable 43,550             30,550             
Estimated amounts due from third-party payers 455,000           247,091           
Supplies 204,910           210,438           
Prepaid expenses 136,214           134,923           

Total current assets 8,241,730        8,591,865        

Noncurrent Cash and Certificates of Deposit
Held under bond indenture for debt service 59,704             51,215             
Restricted by donors for specific operating activities 88,534             92,870             

148,238           144,085           
Less amount required to meet current obligations 59,704             109,721           

88,534             34,364             

Capital Assets, Net 7,780,112        5,319,946        

Other Assets 114,938           149,630           

Total assets 16,225,314$    14,095,805$    
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Liabilities and Net Assets
2011 2010

Current Liabilities
Current maturities of long-term debt 267,122$         109,721$         
Accounts payable 208,949           119,116           
Accrued expenses 501,446           604,022           
Accrued self-insurance costs 36,000             31,000             
Deferred grant revenue 2,000               2,000               

Total current liabilities 1,015,517        865,859           

Long-term Debt 2,817,537        844,659           

Total liabilities 3,833,054        1,710,518        

Net Assets
Invested in capital assets, net of related debt 4,674,809        4,343,565        
Restricted - expendable for

Debt service 59,704             51,215             
Specific operating activities 88,534             92,870             

Unrestricted 7,569,213        7,897,637        

Total net assets 12,392,260      12,385,287      

Total liabilities and net assets 16,225,314$   14,095,805$    

 



Norton County Hospital 
A Component Unit of Norton County, Kansas 

Statements of Revenues, Expenses and Changes in Net Assets 

Years Ended June 30, 2011 and 2010 

 

 

See Notes to Financial Statements 4 

2011 2010

Operating Revenues
Net patient service revenue, net of provision for uncollectible 

accounts; 2011 – $552,206, 2010 – $191,309  $      9,620,302  $      9,172,680 
Other               84,734               93,638 

Total operating revenues          9,705,036          9,266,318 

Operating Expenses
Salaries          4,984,713          4,653,855 
Employee benefits          1,104,033          1,047,110 
Purchased services and professional fees             561,240             461,034 
Drugs             950,313             921,189 
Medical and surgical supplies             374,564             367,857 
Food               72,390               69,911 
Utilities             249,187             228,728 
Legal and accounting fees               62,097               53,389 
Other supplies and expenses             986,968             867,430 
Depreciation             722,152             628,528 

Total operating expenses        10,067,657          9,299,031 

Operating Loss           (362,621)             (32,713)

Nonoperating Revenues (Expenses)
Intergovernmental revenue             112,500               90,000 
Interest income               44,896               86,762 
Interest expense               (2,445)             (34,992)
Noncapital grants and gifts               43,979             134,857 
Restricted income                    664                    111 
Scholarship awarded               (5,000)               (1,000)

Total nonoperating revenues (expenses)             194,594             275,738 

Excess (Deficiency) of Revenues Over Expenses Before
Capital Grants and Gifts           (168,027)             243,025 

Capital Grants and Gifts             175,000                         - 

Increase in Net Assets                 6,973             243,025 

Net Assets, Beginning of Year        12,385,287        12,142,262 

Net Assets, End of Year $    12,392,260  $    12,385,287 
 



Norton County Hospital 
A Component Unit of Norton County, Kansas 

Statements of Cash Flows 

Years Ended June 30, 2011 and 2010 

 

 

See Notes to Financial Statements  5

2011 2010

Operating Activities
Receipts from and on behalf of patients  $      9,082,004  $      8,616,771 
Payments to suppliers and contractors        (3,120,735)        (3,054,738)
Payments to employees        (6,191,322)        (5,645,556)
Other receipts, net               84,734               93,638 

Net cash provided by (used in) operating activities           (145,319)               10,115 

Noncapital Financing Activities
Intergovernmental revenue supporting operations               99,500               94,450 
Noncapital grants and gifts               43,979             134,857 
Scholarship income                    664                    111 
Scholarship awarded               (5,000)               (1,000)

Net cash provided by noncapital financing activities             139,143             228,418 

Capital and Related Financing Activities
Capital grants and gifts             175,000                         - 
Proceeds from issuance of long-term debt          2,240,000                         - 
Principal paid on long-term debt           (109,721)           (108,056)
Interest paid on long-term debt               (3,350)             (35,752)
Purchase of capital assets        (3,183,675)           (771,524)

Net cash used in capital and related
financing activities           (881,746)           (915,332)

Investing Activities
Interest income received               44,896               86,762 
Net change in short-term certificates of deposit          2,053,338             353,019 

Net cash provided by investing activities          2,098,234             439,781 

Increase (Decrease) in Cash and Cash Equivalents          1,210,312           (237,018)

Cash and Cash Equivalents, Beginning of Year          1,011,141          1,248,159 

Cash and Cash Equivalents, End of Year $      2,221,453  $      1,011,141 

 



Norton County Hospital 
A Component Unit of Norton County, Kansas 

Statements of Cash Flows (Continued) 

Years Ended June 30, 2011 and 2010 

 

 

See Notes to Financial Statements 6 

2011 2010

Reconciliation of Cash and Cash Equivalents to the Balance Sheets
Cash and cash equivalents in current assets  $      2,073,215  $         867,056 
Cash and cash equivalents in current assets - restricted               59,704             109,721 
Cash and cash equivalents in noncurrent cash               88,534               34,364 

Total cash and cash equivalents $      2,221,453  $      1,011,141 

Reconciliation of Net Operating Revenues (Expenses)
 to Net Cash Provided by (Used in) Operating Activities

Operating loss  $       (362,621)  $         (32,713)
Depreciation             722,152             628,528 
Forgiveness of other receivables               39,692               19,804 
Changes in operating assets and liabilities

Patient accounts receivable, net           (330,389)               51,182 
Estimated amounts due from and to third-party payers           (207,909)           (607,091)
Accounts payable and accrued expenses               (5,481)             (24,693)
Other assets and liabilities                  (763)             (24,902)

Net cash provided by (used in) operating activities $       (145,319)  $           10,115 

Supplemental Cash Flows Information

Capital assets acquisitions included in accounts payable 20,644$           22,001$           
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Notes to Financial Statements 

June 30, 2011 and 2010 
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Note 1: Nature of Operations and Summary of Significant Accounting Policies 

Nature of Operations and Reporting Entity 

Norton County Hospital (Hospital) is an acute care hospital located in Norton, Kansas.  The 
Hospital is a component unit of Norton County (County), and the Board of County Commissioners 
appoints members to the Board of Trustees of the Hospital.  The Hospital primarily earns revenues 
by providing inpatient, outpatient and emergency care services to patients in the Norton County 
area. 

Basis of Accounting and Presentation 

The financial statements of the Hospital have been prepared on the accrual basis of accounting 
using the economic resources measurement focus.  Revenues, expenses, gains, losses, assets and 
liabilities from exchange and exchange-like transactions are recognized when the exchange 
transaction takes place, while those from government-mandated nonexchange transactions are 
recognized when all applicable eligibility requirements are met.  Operating revenues and expenses 
include exchange transactions.  Government-mandated nonexchange transactions that are not 
program specific such as intergovernmental revenue, investment income and interest on capital 
assets-related debt are included in nonoperating revenues and expenses.  The Hospital first applies 
restricted net assets when an expense or outlay is incurred for purposes for which both restricted 
and unrestricted net assets are available. 

The Hospital prepares its financial statements as a business-type activity in conformity with 
applicable pronouncements of the Governmental Accounting Standards Board (GASB).  Pursuant 
to GASB Statement No. 20, the Hospital has elected to apply the provisions of all relevant 
pronouncements of the Financial Accounting Standards Board (FASB) that were issued on or 
before November 30, 1989, and do not conflict with or contradict GASB pronouncements. 

Use of Estimates 

The preparation of 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 disclosure of contingent assets and 
liabilities at the date of the financial statements and the reported amounts of revenues and expenses 
during the reporting period.  Actual results could differ from those estimates. 

Intergovernmental Revenue 

These funds were used as follows: 

2011 2010

Percentage used to support operations 100% 100%
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Notes to Financial Statements 

June 30, 2011 and 2010 
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Property taxes are assessed in November and are received beginning in January of each year.  
Intergovernmental revenue is recognized in full in the year in which use is first permitted. 

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; employee injuries and illnesses; natural 
disasters; and employee health, dental and accident benefits.  Commercial insurance coverage is 
purchased for claims arising from such matters.  Settled claims have not exceeded this commercial 
coverage in any of the three preceding years. 

The partially self-insured health and dental insurance plan covers medical and dental services up to 
$25,000 per individual.  Claims in excess of $25,000 per individual are covered through a 
reinsurance policy.  Management believes adequate accruals are in place to cover claims under 
$25,000 which have been incurred but not reported.   

Patient Accounts Receivable 

The Hospital reports patient accounts receivable for services rendered at net realizable amounts 
from third-party payers, patients and others.  The Hospital provides an allowance for uncollectible 
accounts based upon a review of outstanding receivables, historical collection information and 
existing economic conditions.  

Supplies 

Supply inventories are stated at the lower of cost, determined using the first-in, first-out method, or 
market. 

Capital Assets 

Capital assets are recorded at cost at the date of acquisition, or fair value at the date of donation if 
acquired by gift.  Depreciation is computed using the straight-line method over the estimated useful 
life of each asset.  Assets under capital lease obligations are depreciated over the shorter of the 
lease term or their respective estimated useful lives.  The following estimated useful lives are being 
used by the Hospital: 

Land improvements 5 – 20 years 
Buildings 5 – 40 years 
Equipment 3 – 20 years 



Norton County Hospital 
A Component Unit of Norton County, Kansas 

Notes to Financial Statements 

June 30, 2011 and 2010 
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The Hospital capitalizes interest costs as a component of construction in progress, based on the 
weighted-average rates paid for long-term borrowing.  Total interest incurred was: 

2011 2010

Interest costs capitalized  $         33,561  $                  - 
Interest costs charged to expense               1,487             34,992 

Total interest incurred  $         35,048  $         34,992 
 

Compensated Absences 

Hospital policies permit most employees to accumulate vacation and sick leave benefits that may 
be realized as paid time off or, in limited circumstances, as a cash payment.  Expense and the 
related liability are recognized as vacation benefits are earned whether the employee is expected to 
realize the benefit as time off or in cash.  Expense and the related liability for sick leave benefits 
are recognized when earned to the extent the employee is expected to realize the benefit in cash 
determined using the termination payment method.  Sick leave benefits expected to be realized as 
paid time off are recognized as expense when the time off occurs, and no liability is accrued for 
such benefits employees have earned but not yet realized.  Compensated absence liabilities are 
computed using the regular pay and termination pay rates in effect at the balance sheet date plus an 
additional amount for compensation-related payments such as Social Security and Medicare taxes 
computed using rates in effect at that date. 

Net Assets 

Net assets of the Hospital are classified in three components.  Net assets invested in capital assets, 
net of related debt, consist of capital assets net of accumulated depreciation and reduced by the 
outstanding balances of borrowings used to finance the purchase or construction of those assets.  
Restricted expendable net assets are noncapital assets that must be used for a particular purpose as 
specified by creditors, grantors or donors external to the Hospital, including amounts deposited 
with trustees as required by bond indentures, reduced by the outstanding balances of any related 
borrowings.  Unrestricted net assets are remaining assets less remaining liabilities that do not meet 
the definition of invested in capital assets, net of related debt or restricted expendable. 

Net Patient Service Revenue 

The Hospital has agreements with third-party payers that provide for payments to the Hospital at 
amounts different from its established rates.  Net patient service revenue is reported at the 
estimated net realizable amounts from patients, third-party payers and others for services rendered 
and includes estimated retroactive revenue adjustments and a provision for uncollectible accounts.  
Retroactive adjustments are considered in the recognition of revenue on an estimated basis in the 
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Notes to Financial Statements 

June 30, 2011 and 2010 
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period the related services are rendered and such estimated amounts are revised in future periods as 
adjustments become known. 

Charity Care 

The Hospital provides care without charge or at amounts less than its established rates to patients 
meeting certain criteria under its charity care policy.  Because the Hospital does not pursue 
collection of amounts determined to qualify as charity care, these amounts are not reported as net 
patient service revenue. 

Income Taxes 

As an essential government function of the County, the Hospital is generally exempt from federal 
and state income taxes under Section 115 of the Internal Revenue Code and a similar provision of 
state law.  However, the Hospital is subject to federal income tax on any unrelated business taxable 
income.  The Hospital has obtained 501(c)(3) tax-exempt status with the IRS for the purpose of 
employees participating in Section 403(b) annuities. 

Reclassifications 

Certain reclassifications have been made to the 2010 financial statements to conform to the 2011 
presentation.  The reclassifications had no effect on the changes in financial position. 

Subsequent Events 

Subsequent events have been evaluated through October 13, 2011, which is the date the financial 
statements were available to be issued. 

 

Note 2: Net Patient Service Revenue 

The Hospital has agreements with third-party payers that provide for payments to the Hospital at 
amounts different from its established rates.  These payment arrangements include: 

Medicare.  The Hospital is recognized as a Critical Access Hospital (CAH), and is paid for 
inpatient acute care, skilled swing-bed and outpatient services rendered to Medicare program 
beneficiaries at one hundred one percent (101%) of actual cost subject to certain limitations.  
The Hospital is reimbursed for certain services at tentative rates with final settlement 
determined after submission of annual cost reports by the Hospital and audits thereof by the 
Medicare Administrative Contractor. 
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Notes to Financial Statements 

June 30, 2011 and 2010 
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Medicaid.  The Medicaid state plan provides for a cost reimbursement methodology for 
inpatient and outpatient services rendered to beneficiaries who are not part of a Medicaid 
managed care network.  Rural Health Clinic services are reimbursed on a cost reimbursement 
methodology.  The Hospital is reimbursed at tentative rates with final settlements determined 
after submission of annual cost reports by the Hospital and reviews thereof by the Kansas 
Health Policy Authority.  The Hospital is reimbursed on a prospective payment methodology 
for inpatient and outpatient services rendered to beneficiaries who are part of a Medicaid 
managed care network.   

Due to certain financial and clinical criteria, the Hospital also receives Medicaid 
disproportionate share (DSH) funding.  Medicaid DSH payments were approximately 
$248,377 in 2011 and $376,883 in 2010. 

Approximately 59% and 57% of net patient service revenue are from participation in the Medicare 
and state-sponsored Medicaid programs for the years ended June 30, 2011 and 2010, respectively.  
Laws and regulations governing the Medicare and Medicaid programs are complex and subject to 
interpretation and change.  As a result, it is reasonably possible that recorded estimates will change 
materially in the near term. 

The Hospital has also entered into payment agreements with certain commercial insurance carriers, 
health maintenance organizations and preferred provider organizations.  The basis for payment to 
the Hospital under these agreements includes prospectively determined rates per discharge, 
discounts from established charges and prospectively determined daily rates. 

 

Note 3: Deposits and Investment Income 

Deposits 

Custodial credit risk is the risk that in the event of a bank failure, a government’s deposits may not 
be returned to it.  The Hospital’s deposit policy for custodial credit risk requires compliance with 
the provisions of state law.  

State law requires collateralization of all deposits with federal depository insurance; bonds and 
other obligations of the U.S. Treasury, U.S. agencies or instrumentalities or the state of Kansas; 
bonds of any city, county, school district or special road district of the state of Kansas; bonds of 
any state; or a surety bond having an aggregate value at least equal to the amount of the deposits. 
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June 30, 2011 and 2010 
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At June 30, 2011 and 2010, respectively, $5,787,403 and $6,403,812 of the Hospital’s bank 
balances of $6,363,441 and $7,153,812 were exposed to custodial credit risk as follows: 

2011 2010

Uninsured and collateral held by pledging financial 
institution’s trust department or agent in other
than the Hospital’s name 5,787,403$    6,403,812$     

Summary of Carrying Values 

The carrying values of deposits shown above are included in the balance sheets as follows: 

2011 2010

Carrying value
Deposits 6,285,913$    7,128,939$    

Included in the following balance sheet captions
Cash and cash equivalents 2,073,215$    867,056$       
Short-term certificates of deposit 4,064,460      6,117,798      
Restricted cash – current 59,704           109,721         
Noncurrent cash 88,534           34,364           

6,285,913$    7,128,939$    
 

Investment Income 

Investment income for the years ended June 30, 2011 and 2010, consisted of: 

2011 2010

Interest income 44,896$         86,762$         
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Note 4: Patient Accounts Receivable 

The Hospital grants credit without collateral to its patients, many of whom are area residents and 
are insured under third-party payer agreements.  Patient accounts receivable at June 30, 2011 and 
2010, consisted of: 

2011 2010

Medicare  $       663,235  $       427,337 
Medicaid             94,957             86,040 
Other third-party payers           361,439           275,884 
Patients        1,430,046        1,249,027 

       2,549,677        2,038,288 
Less allowance for uncollectible accounts        1,345,000        1,164,000 

 $    1,204,677  $       874,288 
 

 

Note 5: Capital Assets 

Capital assets activity for the years ended June 30, 2011 and 2010, were: 

Beginning Ending
Balance Additions Disposals Transfers Balance

Land 157,482$     -$                 -$                 -$                 157,482$     
Land improvements 272,520       23,000         -                   -                   295,520       
Buildings 7,501,207    33,561         -                   2,534,628    10,069,396  
Equipment 5,714,026    516,546       -                   (20,423)        6,210,149    
Construction in progress 227,804       2,609,211    -                   (2,514,205)   322,810       

13,873,039  3,182,318    -                   -                   17,055,357  

Less accumulated 
depreciation

Land improvements 102,848       17,544         -                   -                   120,392       
Buildings 3,763,026    376,146       -                   -                   4,139,172    
Equipment 4,687,219    328,462       -                   -                   5,015,681    

8,553,093    722,152       -                   -                   9,275,245    

Capital assets, net 5,319,946$  2,460,166$ -$                -$                 7,780,112$ 

2011
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Beginning Ending
Balance Additions Disposals Transfers Balance

Land 157,482$     -$                 -$                 -$                 157,482$     
Land improvements 272,520       -                   -                   -                   272,520       
Buildings 7,501,207    -                   -                   -                   7,501,207    
Equipment 5,134,546    513,795       -                   65,685         5,714,026    
Construction in progress 45,875         247,614       -                   (65,685)        227,804       

13,111,630  761,409       -                   -                   13,873,039  

Less accumulated 
depreciation

Land improvements 86,432         16,416         -                   -                   102,848       
Buildings 3,448,616    314,410       -                   -                   3,763,026    
Equipment 4,389,517    297,702       -                   -                   4,687,219    

7,924,565    628,528       -                   -                   8,553,093    

Capital assets, net 5,187,065$  132,881$    -$                -$                 5,319,946$ 

2010

 

 

Note 6: Accounts Payable and Accrued Expenses 

Accounts payable and accrued expenses included in current liabilities at June 30, 2011 and 2010, 
consisted of: 

2011 2010

Payable to suppliers and contractors 208,949$       119,116$       
Payable to employees (including payroll taxes 

and benefits) 496,686         600,167         
Accrued interest payable 4,760             3,855             
Accrued health and dental claims 36,000           31,000           

746,395$       754,138$       
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Note 7: Medical Malpractice Coverage and Claims 

The Hospital purchases medical malpractice insurance which provides $200,000 of coverage for 
each medical incident and $600,000 of aggregate coverage for each policy year.  The policy only 
covers claims made and reported to the insurer during the policy term, regardless of when the 
incident giving rise to the claim occurred.  The Kansas Health Care Stabilization Fund provides an 
additional $800,000 of coverage for each medical incident and $2,400,000 of aggregate coverage 
for each policy year. 

Accounting principles generally accepted in the United States of America require a health care 
provider to accrue the expense of its share of malpractice claim costs, if any, for any reported and 
unreported incidents of potential improper professional service occurring during the year by 
estimating the probable ultimate costs of the incidents.  Based upon the Hospital’s claims 
experience, no such accrual has been made.  It is reasonably possible that this estimate could 
change materially in the near term. 

 

Note 8: Employee Health Claims 

Substantially all of the Hospital’s employees and their dependents are eligible to participate in the 
Hospital’s employee health insurance plan.  The Hospital is self-insured for health claims of 
participating employees and dependents up to an annual aggregate amount of $25,000 per covered 
employee.  Commercial stop-loss insurance coverage is purchased for claims in excess of the 
aggregate annual amount.  A provision is accrued for self-insured employee health claims 
including both claims reported and claims incurred but not yet reported.  The accrual is estimated 
based on consideration of prior claims experience, recently settled claims, frequency of claims and 
other economic and social factors.  It is reasonably possible that the Hospital’s estimate will change 
by a material amount in the near term.   

Activity in the Hospital’s accrued employee health claims liability during 2011 and 2010 is 
summarized as follows: 

2011 2010

Balance, beginning of year 31,000$         41,000$         
Current year claims incurred and changes in 

estimates for claims incurred in prior years 409,908         462,586         
Claims and expenses paid (404,908)        (472,586)        

Balance, end of year 36,000$         31,000$         
{

{ 
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Note 9: Long-term Debt 

The following is a summary of long-term debt transactions for the Hospital for the years ended 
June 30, 2011 and 2010: 

Beginning Ending Current
Balance Additions Balance  Portion

Long-term debt
Revenue bonds payable - (A) 954,380$    -$                109,721$    844,659$    111,375$    
Revenue bonds payable - (B) -                  2,240,000   -                  2,240,000   155,747      

Total long-term debt 954,380$   2,240,000$ 109,721$   3,084,659$ 267,122$   

Deductions

2011

 

Beginning Ending Current
Balance Additions Deductions Balance  Portion

Long-term debt
Revenue bonds payable - (A) 1,062,436$ -$               108,056$   954,380$    109,721$   

2010

 

Revenue Bonds Payable – (A) 

The revenue bonds payable consists of the Norton County, Kansas Hospital Revenue Bonds Series 
2004A, 2004C and 2005 in the original amounts of $200,000, $450,000 and $950,000, 
respectively.  The bonds are payable in annual installments through May 27, 2026.  The Hospital, 
acting as its own trustee, is required to make monthly deposits of approximately $11,857 to a debt 
service fund.  All of the bonds still outstanding may be redeemed at the Hospital’s option at any 
time at a redemption price of 100%.  The bonds are secured by the net revenues of the Hospital and 
the assets restricted under the bond indenture agreement. 

The indenture agreement requires that certain funds be established at the Hospital.  Accordingly, 
these funds are included as assets held by the Hospital for debt service and capital acquisitions in 
the balance sheets.  The indenture agreement also requires the Hospital to comply with certain 
restrictive covenants including minimum insurance coverage, maintaining a debt-service coverage 
ratio of at least 1.10 to 1 and restrictions on incurrence of additional debt. 
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Revenue Bonds Payable – (B) 

The revenue bonds payable consists of the Norton County, Kansas Hospital Revenue Bonds Series 
2011A and 2011B in the original amounts of $1,200,000 and $1,040,000, respectively.  The bonds 
are payable in annual installments through June 15, 2031.  The Hospital, acting as its own trustee, 
is required to make monthly deposits of approximately $16,979 to a debt service fund.  All of the 
bonds still outstanding may be redeemed at the Hospital’s option at any time at a redemption price 
of 100%.  The bonds are secured by the net revenues of the Hospital and the assets restricted under 
the bond indenture agreement. 

The indenture agreement requires that certain funds be established at the Hospital.  Accordingly, 
these funds are included as assets held by the Hospital for debt service and capital acquisitions in 
the balance sheets.  The indenture agreement also requires the Hospital to comply with certain 
restrictive covenants including minimum insurance coverage, maintaining a debt-service coverage 
ratio of at least 1.10 to 1 and restrictions on incurrence of additional debt. 

The revenue bond debt service requirements as of June 30, 2011, are as follows: 

Total
Year Ending June 30, to be Paid Principal Interest

2012 345,951$       267,122$       78,829$         
2013 346,167         270,756         75,411           
2014 276,168         204,327         71,841           
2015 276,167         208,046         68,121           
2016 275,991         211,747         64,244           
2017 - 2021 1,265,047      1,007,970      257,077         
2022 - 2026 657,517         521,526         135,991         
2027 - 2031 441,579         393,165         48,414           

3,884,587$    3,084,659$    799,928$       
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Note 10: Restricted Net Assets 

At June 30, 2011 and 2010, restricted expendable net assets were available for the following 
purposes: 

2011 2010

Debt service 59,704$         51,215$         
Specific operating activities

Nursing scholarships 88,534           92,870           

Total restricted expendable net assets 148,238$       144,085$       
 

 

Note 11: Pension Plan 

Plan Description 

The Hospital contributes to the Kansas Public Employees Retirement System (KPERS) Employee 
Pension Plan, a cost-sharing multiple-employer defined benefit pension plan administered by the 
KPERS Board of Trustees.  Pension expense is recorded for the amount the Hospital is 
contractually required to contribute for the year.  The plan provides retirement and disability 
benefits, including annual cost-of-living adjustments and death benefits to plan members and their 
beneficiaries.  The Kansas Legislature, with concurrence of the Governor, has the authority to 
establish and amend benefit provisions.  The plan issues a publicly available financial report that 
includes financial statements and required supplementary information for the plan.  The report may 
be obtained by writing to the plan at Kansas Public Employees Retirement System, 611 South 
Kansas Avenue, Suite 100, Topeka, Kansas  66603-3803, or by calling 1.888.275.5737. 

Funding Policy 

The authority to establish and amend requirements of plan members and the Hospital is set forth by 
the Kansas Legislature with the concurrence of the Governor.  Plan members are required to 
contribute 4% of their annual covered salary.  The Hospital is required to contribute at an 
actuarially determined rate; the rate was 7.74%, 7.14% and 6.54% of annual covered payroll for 
2011, 2010 and 2009, respectively.  The Hospital’s contributions to the plan for 2011, 2010 and 
2009 were $341,655, $271,592 and $221,588, respectively, which equaled the required 
contributions for each year.  State law limits the Hospital’s future contribution rate increases to a 
maximum of 0.6%. 
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Note 12: Current Economic Conditions 

The current protracted economic decline continues 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, large declines in contributions, constraints on liquidity and 
difficulty obtaining financing.  The 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 and other payers 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 on the government 
may have an adverse effect on cash flows related to the Medicare and Medicaid programs. 

Given the volatility of current economic conditions, the values of assets and liabilities recorded in 
the financial statements could change rapidly, resulting in material future adjustments in 
allowances for accounts receivable that could negatively impact the Hospital’s ability to meet debt 
covenants or maintain sufficient liquidity.



 

 

Supplementary Information



Norton County Hospital 
A Component Unit of Norton County, Kansas 

Net Patient Service Revenue 

Years Ended June 30, 2011 and 2010 

 

 

 

Inpatient Outpatient Total

Nursing, dietary and room services
Acute hospital  $      1,115,935  $                     -  $      1,115,935 
Swing-beds             540,075                         -             540,075 
Observation               23,703             340,883             364,586 

Nursery               45,089                         -               45,089 
Operating room               80,046             333,865             413,911 
Delivery room               38,439                         -               38,439 
Anesthesia               62,056             255,643             317,699 
Radiology             197,727          1,783,079          1,980,806 
Laboratory             420,178          1,517,222          1,937,400 
Respiratory therapy             315,662               42,718             358,380 
Physical therapy             106,561             366,930             473,491 
Speech therapy                 9,525                 3,904               13,429 
Electrocardiology               45,903             297,791             343,694 
Central supply             138,346             287,243             425,589 
Pharmacy             463,774          1,671,923          2,135,697 
Outpatient clinics                    242             104,888             105,130 
Lifeline                         -               29,505               29,505 
Rural health clinic                         -          2,057,936          2,057,936 
Emergency room               10,446             687,465             697,911 

$      3,613,707 $      9,780,995        13,394,702 

Provision for uncollectible accounts             552,206 

Less contractual allowances and charity care          3,222,194 

Net patient service revenue  $      9,620,302 

2011
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Inpatient Outpatient Total

 $      1,090,789  $                     -  $      1,090,789 
            570,012                         -             570,012 
              31,614             199,658             231,272 
              47,158                         -               47,158 
              60,862             268,431             329,293 
              48,804                         -               48,804 
              41,134             168,901             210,035 
            133,735          1,479,248          1,612,983 
            280,031          1,293,998          1,574,029 
            200,560               32,911             233,471 
              98,643             417,122             515,765 
                1,327                 3,226                 4,553 
              21,969             254,739             276,708 
            157,445             276,685             434,130 
            449,446          1,642,256          2,091,702 
                     32               84,110               84,142 
                        -               26,010               26,010 
                        -          1,811,626          1,811,626 
              23,701             585,017             608,718 

 $      3,257,262  $      8,543,938       11,801,200 

            191,309 

         2,437,211 

$      9,172,680 

2010
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Contractual Allowances and Charity Care 

2011 2010

Charity care  $         223,758  $         156,203 
Contractual allowances

Medicare          1,867,347          1,241,402 
Medicaid               87,940             150,729 
Blue Cross             772,617             693,602 
Other             262,733             186,355 

Employee discounts                 7,799                 8,920 

$      3,222,194  $      2,437,211 

 

 

Other Operating Revenues 

2011 2010

Cafeteria sales  $           57,301  $           60,350 
Rent               14,031               15,848 
Medical records transcript fees                 7,057                 6,634 
Medical supplies sold                 1,249                    467 
Education fees                    254                    706 
Laundry services                    131                    805 
Miscellaneous                 4,711                 8,828 

$           84,734  $           93,638 

 



Norton County Hospital 
A Component Unit of Norton County, Kansas 

Operating Expenses 

Years Ended June 30, 2011 and 2010 

 

 

  

Salaries Other Total

Nursing service  $         973,636  $           37,790  $      1,011,426 
Operating room and recovery room             107,035               39,213             146,248 
Delivery room               49,846                 4,441               54,287 
Anesthesia             178,191               40,147             218,338 
Radiology             238,716             323,167             561,883 
Laboratory             212,283             315,997             528,280 
Respiratory therapy               87,288               16,402             103,690 
Physical therapy               92,224             101,599             193,823 
Speech therapy                         -                 8,430                 8,430 
Electrocardiology               26,191               54,212               80,403 
Central supply               38,737             112,693             151,430 
Pharmacy               67,735             931,886             999,621 
Outpatient clinics               21,902                    434               22,336 
Doctors’ building clinic          1,559,596             169,049          1,728,645 
Emergency room             124,209               12,250             136,459 
Depreciation                         -             722,152             722,152 
Employee benefits                         -          1,104,033          1,104,033 
Administration and general             535,082             580,483          1,115,565 
Social services                 4,858                    999                 5,857 
Plant operation             112,937             358,534             471,471 
Laundry and linen               36,851                 9,708               46,559 
Housekeeping             117,261               21,247             138,508 
Dietary             201,177               90,166             291,343 
Nursing administration               85,526                 2,883               88,409 
Medical records             113,432               25,029             138,461 

$      4,984,713 $      5,082,944  $    10,067,657 

2011
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Salaries Other Total

 $         991,944  $           37,226  $      1,029,170 
            100,548               24,197             124,745 
              60,491                 6,177               66,668 
            191,249               17,881             209,130 
            237,436             206,628             444,064 
            194,100             281,964             476,064 
              53,541               21,829               75,370 
            117,667               79,380             197,047 
                        -                 3,630                 3,630 
              28,030               47,261               75,291 
              41,481             122,991             164,472 
              59,158             905,409             964,567 
              18,606                    697               19,303 
         1,250,670             103,726          1,354,396 
            108,705               62,386             171,091 
                        -             628,528             628,528 
                        -          1,047,110          1,047,110 
            537,121             555,280          1,092,401 
                8,844                 1,255               10,099 
            107,391             329,124             436,515 
              45,425               13,491               58,916 
            111,871               20,804             132,675 
            196,845               87,408             284,253 
              85,303                 3,018               88,321 
            107,429               37,776             145,205 

 $      4,653,855  $      4,645,176 $      9,299,031 

2010
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Employers Mutual Casualty Company
Policy No. 9A7-00-45-11, expiring April 1, 2012

All risk of physical loss, replacement cost;
90% coinsurance:

Buildings – Hospital and Clinic  $    14,560,000 
Contents – Hospital and Clinic          6,242,000 
Accounts receivable             620,000 

Comprehensive automobile liability:
Bodily injury and property damage
(Employer’s hired and non-hired auto liability)          1,000,000 

Commercial Inland Marine – Data processing:
Equipment               37,500 

Business income other than rental value          1,000,000 
Equipment breakdown        19,721,900 

Kansas Medical Mutual Insurance Company
Policy No. HPL 0015180, expiring March 1, 2012

Hospital Professional Liability
Insurance company coverage:

Per claim             200,000 
Annual aggregate             600,000 

Kansas Health Care Stabilization Fund Coverage:
Per claim             800,000 
Annual aggregate          2,400,000 

General Liability
Bodily injury, property damage and personal injury:

Per accident or event          1,000,000 
Annual aggregate          3,000,000 

Mid-level Provider Professional Liability
Insurance company coverage:

Per claim          1,000,000 
Aggregate          3,000,000 

Employee benefit liability
Per claim             250,000 
Aggregate             250,000 

Policy No. MPL 11560, expiring January 1, 2012
Physician Professional Liability

Insurance company coverage:
Per claim             200,000 
Aggregate             600,000 

Kansas Health Care Stabilization Fund Coverage:
Per claim             800,000 
Aggregate          2,400,000  



Norton County Hospital 
A Component Unit of Norton County, Kansas 

Insurance Coverage (Continued) 

June 30, 2011 

 

 

24 

Cincinnati Insurance Company
Policy No. BCP 875 75 61, expiring April 1, 2012

Directors and Officers’ Liability/Employment Practices:
Each incident  $      1,000,000 
Aggregate          1,000,000 

Kansas Hospital Association
Certificate No. 92, expiring January 1, 2012

Workers’ compensation:
Per accident             500,000 
Per employee disease             500,000 
Policy limit             500,000 

Employers Mutual Casualty Company
Bond No. RCB 0459029, expiring August 18, 2011

Employee Blanket Bond Policy               15,000 

Employers Mutual Casualty Company
Policy No. 21H-58-90-11, expiring June 5, 2012

Rental property (home dwelling)             141,900 
Other structure               14,190 
Personal property             113,520 
Loss of use               42,570 
Liability             100,000 
Medical payments                 1,000 
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Federal Agency/ CFDA Amount
Cluster/Program Pass-through Entity Number Expended

Community Facilities Loans and Grants - ARRA U.S. Department of Agriculture 10.780  $  1,200,000 

Rural Economic Development Loans and Grants U.S. Department of Agriculture 10.854      1,040,000 

 $  2,240,000 

 

Notes to Schedule 

1. This schedule includes the federal awards activity of the Norton County Hospital, a 
component unit of Norton County, Kansas, and is presented on the accrual basis of 
accounting.  The information in this schedule is presented in accordance with the 
requirements of OMB Circular A-133, Audits of States, Local Governments, and Non-Profit 
Organizations.  Therefore, some amounts presented in this schedule may differ from amounts 
presented in, or used in the preparation of, the basic financial statements. 

2. No federal awards were provided to subrecipients during this period. 

 



 

 

 
 
 

Independent Accountants’ Report on Internal Control Over 
Financial Reporting and on Compliance and Other Matters Based on an 

Audit of the Financial Statements Performed in Accordance with 
Government Auditing Standards 

 
 

Board of Trustees 
Norton County Hospital 
Norton, Kansas 
 
 
We have audited the financial statements of Norton County Hospital, a component unit of Norton 
County, Kansas, as of and for the year ended June 30, 2011, and have issued our report thereon dated 
October 13, 2011, which contained an explanatory paragraph regarding omission of required 
supplementary information.  We conducted our audit in accordance with auditing standards generally 
accepted in the United States of America and the standards applicable to financial audits contained in 
Government Auditing Standards, issued by the Comptroller General of the United States. 

Internal Control Over Financial Reporting 

In planning and performing our audit, we considered the Hospital’s internal control over financial 
reporting 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 over financial reporting.  Accordingly, we do not express an opinion on 
the effectiveness of the Hospital’s internal control over financial reporting. 

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 internal control such that there is a reasonable possibility that a 
material misstatement of the Hospital’s financial statements will not be prevented or detected and 
corrected on a timely basis. 

Our consideration of internal control over financial reporting was for the limited purpose described in 
the first paragraph of this section and would not necessarily identify all deficiencies in internal control 
over financial reporting that might be deficiencies, significant deficiencies or material weaknesses.  
We did not identify any deficiencies in internal control over financial reporting that we consider to be 
material weaknesses as defined above.  However, we identified certain deficiencies in internal control 
over financial reporting described in the accompanying schedule of findings and responses as item 
10-01 that we consider to be a significant deficiency in internal control over financial reporting.  A 
significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is less 
severe than a material weakness, yet important enough to merit attention by those charged with 
governance. 
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Compliance and Other Matters 

As part of obtaining reasonable assurance about whether the Hospital’s 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. 

We also noted certain matters that we reported to the Hospital’s management in a separate letter dated 
October 13, 2011. 

The Hospital’s responses to the findings identified in our audit are described in the accompanying 
schedule of findings and responses.  We did not audit the Hospital’s responses and, accordingly, we 
express no opinion on them. 

This report is intended solely for the information and use of the governing body, management and 
others within the entity and federal awarding agencies and pass-through entities and is not intended to 
be and should not be used by anyone other than these specified parties. 

 

October 13, 2011 

 
 



 

 

 
 
 

Independent Accountants’ Report on Compliance with Requirements That 
Could Have a Direct and Material Effect on Each Major Program and on 

Internal Control Over Compliance in Accordance with OMB Circular A-133 
 
 

Board of Trustees 
Norton County Hospital 
Norton, Kansas 
 
 
Compliance 

We have audited the compliance of Norton County Hospital, a component unit of Norton County, 
Kansas, with the types of compliance requirements described in the U.S. Office of Management and 
Budget (OMB) Circular A-133 Compliance Supplement that could have a direct and material effect 
on each of its major federal programs for the year ended June 30, 2011.  The Hospital’s major federal 
programs are identified in the summary of auditor’s results section of the accompanying schedule of 
findings and questioned costs.  Compliance with the requirements of laws, regulations, contracts and 
grants applicable to each of its major federal programs is the responsibility of the Hospital’s 
management.  Our responsibility is to express an opinion on the compliance of the Norton County 
Hospital based on our audit. 

We conducted our audit of compliance in accordance with auditing standards generally accepted in 
the United States of America; the standards applicable to financial audits contained in Government 
Auditing Standards, issued by the Comptroller General of the United States; and OMB Circular A-
133, Audits of States, Local Governments, and Non-Profit Organizations.  Those standards and OMB 
Circular A-133 require that we plan and perform the audit to obtain reasonable assurance about 
whether noncompliance with the types of compliance requirements referred to above that could have 
a direct and material effect on a major federal program occurred.  An audit includes examining, on a 
test basis, evidence about the Hospital’s compliance with those requirements and performing such 
other procedures as we considered necessary in the circumstances.  We believe that our audit provides 
a reasonable basis for our opinion.  Our audit does not provide a legal determination on the Hospital’s 
compliance with those requirements. 

In our opinion Norton County Hospital complied, in all material respects, with the compliance 
requirements referred to above that could have a direct and material effect on each of its major federal 
programs for the year ended June 30, 2011. 
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Internal Control Over Compliance 

The management of Norton County Hospital is responsible for establishing and maintaining effective 
internal control over compliance with the requirements of laws, regulations, contracts and grants 
applicable to federal programs.  In planning and performing our audit, we considered the Hospital’s 
internal control over compliance with the requirements that could have a direct and material effect on 
a major federal program in order to determine our auditing procedures for the purpose of expressing 
our opinion on compliance and to test and report on internal control over compliance in accordance 
with OMB Circular A-133, but not for the purpose of expressing an opinion on the effectiveness of 
internal control over compliance.  Accordingly, we do not express an opinion on the effectiveness of 
the Hospital’s internal control over compliance. 

A deficiency in internal control over compliance exists when the design or operation of a control over 
compliance does not allow management or employees, in the normal course of performing their 
assigned functions, to prevent, or detect and correct, noncompliance with a type of compliance 
requirement of a federal program on a timely basis.  A material weakness in internal control over 
compliance is a deficiency, or combination of deficiencies, in internal control over compliance such 
that there is a reasonable possibility that material noncompliance with a type of compliance 
requirement of a federal program will not be prevented, or detected and corrected, on a timely basis. 

Our consideration of internal control over compliance was for the limited purpose described in the 
first paragraph of this section and was not designed to identify all deficiencies in internal control over 
compliance that might be deficiencies, significant deficiencies or material weaknesses.  We did not 
identify any deficiencies in internal control over compliance that we consider to be material 
weaknesses, as defined above.   

This report is intended solely for the information and use of the governing body, management, others 
within the entity and federal awarding agencies and pass-through entities and is not intended to be 
and should not be used by anyone other than these specified parties. 

 

October 13, 2011  
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Summary of Auditor’s Results 

1. The opinion expressed in the independent accountants’ report was: 

 Unqualified    Qualified    Adverse   Disclaimed 

 

2. The independent accountants’ report on internal control over financial reporting disclosed: 

Significant deficiency(ies)?  Yes  No  

Material weakness(es)?  Yes   No  

 

3. Noncompliance considered material to the financial statements 
was disclosed by the audit? 

 
 Yes 

 
 No 

 

4. The independent accountants’ report on internal control over compliance with requirements that could 
have a direct and material effect on major federal awards programs disclosed: 

Significant deficiency(ies)?  Yes  No  

Material weakness(es)?  Yes   No  

 

5. The opinions expressed in the independent accountants’ report on compliance with requirements that 
could have a direct and material effect on major federal awards were:  

 Unqualified    Qualified    Adverse   Disclaimed 

 

6. The audit disclosed findings required to be reported by OMB 
Circular A-133? 

 

 
 Yes 

 
 No 
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7. The Hospital’s major programs were: 

Cluster/Program
CFDA 

Number

Community Facilities Direct Loan and Grants - ARRA 10.780
Rural Economic Development Loans and Grants 10.854  

 

8. The threshold used to distinguish between Type A and Type B programs as those terms are defined in 
OMB Circular A-133 was $300,000. 

 

9. The Hospital qualified as a low-risk auditee as that term is 
defined in OMB Circular A-133? 

 

 
 Yes 

 
 No 
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Findings Required to be Reported by Government Auditing Standards 

Reference 
Number Finding 

Questioned 
Costs 

   
10-01 Criteria or Specific Requirement – Management is responsible for 

establishing and maintaining effective internal control over financial 
reporting. 
 
Condition – The Hospital’s chief financial officer (CFO) has 
incompatible duties within the cash outflows and cash inflows cycle. 
 
Context – The CFO prepares bank reconciliations, EFT transactions 
and journal entries.  Currently no one is reviewing these 
reconciliations, transactions or journal entries.  The CFO also has the 
ability to add and modify accounts payable vendor information and 
sign checks. 
 
Effect – Potentially significant misstatements in financial statements 
or significant misappropriations of assets due to error or fraud could 
occur and not be prevented or detected in a timely manner. 
 
Cause – The duties regarding the CFO are not adequately segregated, 
and monitoring and compensating controls are insufficient.   
 
Recommendation – Management should periodically evaluate the 
costs versus the benefits of further segregation of duties or addition of 
monitoring or compensating controls and implement those changes it 
deems appropriate for which benefits are deemed to exceed costs. 
 
Views of Responsible Officials and Planned Corrective Actions – 
Management concurs with the finding and recommendation.  
Management will perform the suggested evaluation and create new 
policies and procedures as appropriate. 

None 

Findings Required to be Reported by OMB Circular A-133 

Reference 
Number Finding 

Questioned 
Costs 

 
 No matters are reportable. 
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Reference 
Number Summary of Finding Status 

   

 No matters are reportable.  

 


