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Independent Auditor’s Report 
 
 
 

Board of Directors 
Marion County Hospital District #1 of Marion County, Kansas 
d/b/a St. Luke Hospital and Living Center 
Marion, Kansas 
 
 
We have audited the accompanying financial statements of Marion County Hospital District #1 of 
Marion County, Kansas d/b/a St. Luke Hospital and Living Center (the Hospital) and its discretely 
presented component unit as of and for the years ended September 30, 2014 and 2013, and the related 
notes to the financial statements, which collectively comprise the Hospital’s basic financial 
statements as listed in the table of contents.   

Management’s Responsibility for the Financial Statements 

Management is responsible for the preparation and fair presentation of these financial statements in 
accordance with accounting principles generally accepted in the United States of America; this 
includes the design, implementation and maintenance of internal control relevant to the preparation 
and fair presentation of financial statements that are free from material misstatement, whether due to 
fraud or error. 

Auditor’s Responsibility 

Our responsibility is to express opinions 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 and Accounting Guide.  Those standards require that we 
plan and perform the audit to obtain reasonable assurance about whether the financial statements are 
free from material misstatement. 

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures 
in the financial statements.  The procedures selected depend on the auditor’s judgment, including the 
assessment of the risks of material misstatement of the financial statements, whether due to fraud or 
error.  In making those risk assessments, the auditor considers internal control relevant to the entity’s 
preparation and fair presentation of the financial statements in order to design audit procedures that 
are appropriate in the circumstances, but not for the purpose of expressing an opinion on the 
effectiveness of the entity’s internal control.  Accordingly, we express no such opinion.  An audit also 
includes evaluating the appropriateness of accounting policies used and the reasonableness of 
significant accounting estimates made by management, as well as evaluating the overall presentation 
of the financial statements.   

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis 
for our audit opinions. 
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Opinions 

In our opinion, the financial statements referred to above present fairly, in all material respects, the 
respective financial position of Marion County Hospital District #1 of Marion County, Kansas d/b/a 
St. Luke Hospital and Living Center and of its discretely presented component unit as of  
September 30, 2014 and 2013, and the respective changes in financial position and cash flows, where 
applicable, thereof for the years then ended in accordance with accounting principles generally 
accepted in the United States of America. 

Emphasis of Matter 

As discussed in Note 1 to the financial statements, in 2014 the Hospital implemented provisions of 
Governmental Accounting Standards Board (GASB) Statement No. 65, Items Previously Reported as 
Assets and Liabilities, which changed its method of accounting for deferred financing costs through 
retroactive application to prior year’s financial statements.  Our opinions are not modified with 
respect to this matter. 

Other Matters 

Required Supplementary Information 

Accounting principles generally accepted in the United States of America require that the 
management’s discussion and analysis listed in the table of contents be presented to supplement the 
basic financial statements.  Such information, although not part of the basic 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 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 consistency with management’s responses to our inquiries, the 
basic financial statements and other knowledge we obtained during our audits of the basic 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. 

Supplementary Information 

Our audits were conducted for the purpose of forming an opinion on the financial statements as a 
whole.  The Comparison of Revenues and Expenses on the Cash Basis and the Insurance Coverage 
supplementary information as listed in the table of contents is presented for purposes of additional 
analysis and is not a required part of the financial statements.  Such information is the responsibility 
of management and was derived from and relates directly to the underlying accounting and other 
records used to prepare the financial statements.  The information has been subjected to the auditing 
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procedures applied in the audits of the financial statements and certain additional procedures, 
including comparing and reconciling such information directly to the underlying accounting and other 
records used to prepare the financial statements or to the financial statements themselves, and other 
additional procedures in accordance with auditing standards generally accepted in the United States of 
America.  In our opinion, the information is fairly stated in all material respects in relation to the 
financial statements as a whole. 

 

Wichita, Kansas 
January 26, 2015 



Marion County Hospital District #1 of Marion County, Kansas 
d/b/a St. Luke Hospital and Living Center 

Management’s Discussion and Analysis 

Years Ended September 30, 2014 and 2013 
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Introduction 

This management’s discussion and analysis of the financial performance of St. Luke Hospital and Living 
Center (the Hospital) provides an overview of the Hospital’s financial activities for the years ended 
September 30, 2014 and 2013.  It should be read in conjunction with the accompanying financial 
statements of the Hospital. 

Financial Highlights 

 Cash and cash equivalents and short-term certificates of deposit increased by $358,483 or 10% and 
$1,328,357 or 57% in 2014 and 2013, respectively. 

 The Hospital’s net position increased by $359,516 or 7% and $473,259 or 10% in 2014 and 2013, 
respectively. 

 The Hospital reported operating losses in both 2014 ($196,410) and 2013 ($48,665).  The operating 
loss in 2014 increased by $147,745 or 304% over the operating loss reported in 2013.  The 
operating loss in 2013 decreased by $466,833 or 91% from the operating loss reported in 2012. 

Using This Annual Report 

The Hospital’s financial statements consist of three statements – a balance sheet; a statement of revenues, 
expenses and changes in net position; and a statement 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 accounted 
for as a business-type activity and presents its financial statements using the economic resources 
measurement focus and the accrual basis of accounting. 

The Balance Sheet and Statement 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 balance sheet and the statement of revenues, 
expenses and changes in net position report information about the Hospital’s resources and its 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 basis of accounting means that 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 them.  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 non-financial 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. 
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The Statement of Cash Flows 

The statement of cash flows reports cash receipts, cash payments and net changes in cash 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 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 balance sheet.  
The Hospital’s net position increased by $359,516 or 7% in 2014 over 2013, and increased by $473,259 
or 10% in 2013 over 2012, as shown in Table 1. 

Table 1:  Assets, Liabilities and Net Position 

2014 2013 2012
Assets (As Restated) (As Restated)

Cash and short-term certificate of deposits 4,003,547$   3,645,064$   2,316,707$   
Restricted cash - held under bond indenture 666,280         667,013         668,269         
Patient accounts receivable, net 1,048,924      1,205,766      841,477         
Estimated amounts due from Medicare

and Medicaid 142,411         29,484           290,000         
Other current assets 169,211         220,162         254,670         
Electronic health records incentive receivable -                     -                     230,000         
Capital assets, net 6,770,761    6,939,501    7,354,985     

Total assets 12,801,134$ 12,706,990$ 11,956,108$  

Liabilities
Long-term debt, including current portion 5,972,144$   5,960,180$   6,097,135$   
Accounts payable and accrued expenses 265,283         262,251         234,663         
Accrued interest expense 150,904         152,488         153,821         
Accrued wages and benefits 415,338         429,122         520,799         
Estimated amounts due to Medicare 215,000       480,000       -                    

Total liabilities 7,018,669    7,284,041    7,006,418     

Net Position
Net investment in capital assets 798,617         979,321         1,257,850      
Restricted expendable 666,280         667,013         668,269         
Unrestricted 4,317,568    3,776,615    3,023,571     

Total net position 5,782,465    5,422,949    4,949,690     

Total liabilities and net position 12,801,134$ 12,706,990$ 11,956,108$  

 

Significant changes in the Hospital’s assets in 2014 include an increase in cash and a decrease patient 
accounts receivable, net.  Capital assets, net decreased due to depreciation and no major additions in the 
current year.  Estimated amounts due to Medicare are a significant liability.  Part of the increase in cash at 
year end related to being overpaid by Medicare during the year. 
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Operating Results and Changes in the Hospital’s Net Position 

In 2014, the Hospital’s net position increased by $359,516 or 7%, as shown in Table 2.  This increase is 
made up of several different components.  The Hospital’s net position increased by $473,259 or 10% in 
2013. 

Table 2:  Operating Results and Changes in Net Position 

2014 2013 2012
Operating Revenues (As Restated) (As Restated)

Net patient service revenue 8,565,860$   8,303,002$   7,654,760$   
Other operating revenues 103,678       112,702       110,416        

Total operating revenues 8,669,538    8,415,704    7,765,176     

Operating Expenses
Salaries and wages and employee benefits 4,746,371      4,398,614      4,101,445      
Purchased services and professional fees 1,599,995      1,737,866      1,874,522      
Depreciation 694,091         693,234         641,021         
Other operating expenses 1,825,491    1,634,655    1,663,686     

Total operating expenses 8,865,948    8,464,369    8,280,674     

Operating Loss (196,410)      (48,665)         (515,498)       

Nonoperating Revenues (Expenses)
Property taxes 727,784         720,522         714,298         
Investment income 5,870             4,463             5,261             
Build America Bonds subsidy 119,526         120,332         109,072         
Noncapital grants and gifts 166,500         145,097         226,994         
Interest expense (463,754)      (468,490)      (397,726)       

Total nonoperating revenues 555,926       521,924       657,899        

Increase in Net Position 359,516$      473,259$      142,401$      

 

Operating Loss 

The first component of the overall change in the Hospital’s net position is its operating income or loss –
generally, the difference between net patient service and other operating revenues and the expenses 
incurred to perform those services.  In each of the past three years, the Hospital has reported an operating 
loss.  The Hospital levies property taxes to provide sufficient resources to enable the facility to serve 
lower income and other residents. 

The operating loss for 2014 increased by $147,745 or 304% as compared to 2013.  The primary 
components of the increased operating loss are: 

 An increase in salaries and wages and employee benefits of $347,757 or 8%.  This increase was 
supported by an increase in patient volume and corresponding increase in net patient service revenue 
as noted above as well as a decrease in purchased services and professional fees of $137,871 or 8%.   

 An increase in supplies and other of $190,836 or 12%. 
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The operating loss for 2013 decreased by $466,833 or 91% as compared to 2012.  The primary 
components of the decreased operating loss are: 

 An increase in net patient service revenue of $648,242 or 8%. 

 An increase in salaries and wages and employee benefits of $297,169 or 7%.  This increase was 
supported by an increase in patient volume and corresponding increase in net patient service revenue 
as noted above as well as a decrease in purchased services and professional fees of $136,656 or 7%.  
In prior years the Hospital used locum tenants to staff Emergency Room (ER) coverage, a doctor was 
hired during 2013 that resulted in part of the increased salaries and wages, but provided the Hospital 
with the ability to cover ER coverage on its own and no longer require locum tenants services.   

 An increase in depreciation of $52,213 or 8%.   

Nonoperating Revenues 

Nonoperating revenues consist principally of property taxes and noncapital grants and gifts.  Property tax 
revenue remained relatively stable in all three years.  The Hospital receives noncapital grants and gifts 
from various state and federal agencies and individuals.  Noncapital grants and gifts received in 2014 
totaled $166,500 as compared to $145,097 in 2013 and $226,994 in 2012. 

The Hospital’s Cash Flows 

Changes in the Hospital’s cash flows are consistent with changes in operating losses and nonoperating 
revenues, discussed earlier, with no exceptions. 

Capital Asset and Debt Administration 

Capital Assets 

At the end of 2014, the Hospital had $6,770,761 invested in capital assets, net of accumulated 
depreciation, as detailed in Note 5 to the financial statements.  The Hospital purchased new equipment 
costing $525,351 and $282,535 in 2014 and 2013, respectively.    

Debt 

At September 30, 2014, the Hospital had $5,972,144 in bond and capital lease obligations outstanding, as 
detailed in Note 7 to the financial statements.  In the current year, the Hospital issued a new capital lease 
in the amount of $173,818 for a capital asset.  The Hospital issued bonds in May 2010 to fund the 
building project that was started in August 2010 and completed in December 2011.   

Contacting the Hospital’s Financial Management 

This financial report is designed to provide our 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 Business Administration by telephoning 620.382.2177. 



Marion County Hospital District #1 of Marion County, Kansas 
d/b/a St. Luke Hospital and Living Center 

Balance Sheets 

September 30, 2014 and 2013 

 

 

See Notes to Financial Statements  

Assets
2014 2013

Current Assets (As Restated)
Cash and cash equivalents 4,003,547$      3,645,064$      
Restricted cash - held under bond indenture 234,376           236,004           
Patient accounts receivable, net of allowance;

2014 - $340,300, 2013 - $321,400 1,048,924        1,205,766        
Estimated amounts due from third-party payers 142,411           29,484             
Supplies 112,667           136,360           
Prepaid expenses and other 56,544             83,802             

Total current assets          5,598,469          5,336,480 

Noncurrent Cash and Investments
Held under bond indenture for debt service 431,904           431,009           

431,904           431,009           

Capital Assets, Net 6,770,761        6,939,501        

Total assets 12,801,134$   12,706,990$    
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Liabilities and Net Position
2014 2013

Current Liabilities (As Restated)
Current maturities of long-term debt 176,816$         140,000$         
Accounts payable 265,283           262,251           
Accrued expenses 566,242           581,610           
Estimated amounts due to third-party payers 215,000           480,000           

Total current liabilities 1,223,341        1,463,861        

Long-term Debt 5,795,328        5,820,180        

Total liabilities 7,018,669        7,284,041        

Net Position
Net investment in capital assets 798,617           979,321           
Restricted - expendable for debt service 666,280           667,013           
Unrestricted 4,317,568        3,776,615        

Total net position 5,782,465        5,422,949        

Total liabilities and net position 12,801,134$   12,706,990$    

 

 



Marion County Hospital District #1 of Marion County, Kansas 
d/b/a St. Luke Hospital and Living Center 

St. Luke Hospital Foundation 
Statements of Financial Position 

September 30, 2014 and 2013 

 

 

See Notes to Financial Statements 9 

2014 2013

Assets
Cash  $         466,061  $         535,778 
Short-term certificates of deposit               60,035             116,503 
Long-term certificates of deposit               56,609                         - 
Contributions receivable, net of allowance;

2014 - $31,000, 2013 - $24,000               34,673               85,218 

Total assets $         617,378  $         737,499 

Unrestricted Net Assets  $         617,378  $         737,499 
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2014 2013
(As Restated)

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

accounts; 2014 – $345,000, 2013 – $290,000  $      8,565,860  $      8,303,002 
Other             103,678             112,702 

Total operating revenues          8,669,538          8,415,704 

Operating Expenses
Salaries and wages          4,033,653          3,698,456 
Employee benefits             712,718             700,158 
Purchased services and professional fees          1,599,995          1,737,866 
Supplies and other          1,825,491          1,634,655 
Depreciation and amortization             694,091             693,234 

Total operating expenses          8,865,948          8,464,369 

Operating Loss           (196,410)             (48,665)

Nonoperating Revenues (Expenses)
Property taxes             727,784             720,522 
Investment income                 5,870                 4,463 
Build America Bonds subsidy             119,526             120,332 
Interest expense           (463,754)           (468,490)
Noncapital grants and gifts             166,500             145,097 

Total nonoperating revenues             555,926             521,924 

Increase in Net Position             359,516             473,259 

Net Position, Beginning of Year, as restated          5,422,949          4,949,690 

Net Position, End of Year $      5,782,465  $      5,422,949 
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2014 2013

Unrestricted Revenues, Gains and Other Support
Contributions  $           35,436  $         136,332 
Interest income                    491                    817 

Total revenues, gains and other support               35,927             137,149 

Unrestricted Expenses
Support to St. Luke Hospital and Living Center             156,048             146,944 

Total expenses             156,048             146,944 

Change in Unrestricted Net Assets           (120,121)               (9,795)

Unrestricted Net Assets, Beginning of Year             737,499             747,294 

Unrestricted Net Assets, End of Year $         617,378  $         737,499 
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2014 2013
(As Restated)

Operating Activities
Receipts from and on behalf of patients 8,344,775$      8,909,229$      
Payments to suppliers and contractors (3,371,503)       (3,310,425)       
Payments to and on behalf of employees (4,761,739)       (4,491,624)       
Other receipts (payments), net 103,678           117,486           

Net cash provided by operating activities 315,211           1,224,666        

Noncapital Financing Activities
Property taxes supporting operations 727,784           720,522           
Noncapital grants and gifts 166,500           145,097           

Net cash provided by noncapital financing activities 894,284           865,619           

Capital and Related Financing Activities
Principal paid on long-term debt (161,854)          (136,955)          
Build America Bonds subsidy 119,526           120,332           
Interest paid on long-term debt (463,754)          (468,490)          
Purchase of capital assets (351,533)          (282,534)          

Net cash used in capital and related
      financing activities (857,615)          (767,647)          

Investing Activities
Investment income 5,870               4,463               
Net change in construction escrow and debt-related 

accounts (895)                 (80)                   

Net cash provided by investing activities 4,975               4,383               

Increase in Cash and Cash Equivalents 356,855           1,327,021        

Cash and Cash Equivalents, Beginning of Year 3,881,068        2,554,047        

Cash and Cash Equivalents, End of Year 4,237,923$     3,881,068$      

 



Marion County Hospital District #1 of Marion County, Kansas 
d/b/a St. Luke Hospital and Living Center 

Statements of Cash Flows (Continued) 

Years Ended September 30, 2014 and 2013 
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2014 2013

Reconciliation of Cash to the Balance Sheets

Cash and cash equivalents in current assets  $      4,003,547  $      3,645,064 
Restricted cash in current assets             234,376             236,004 

Total cash $      4,237,923  $      3,881,068 

 
Reconciliation of Net Operating Loss to Cash 

Provided by Operating Activities
Operating loss (196,410)$        (48,665)$          
Depreciation and amortization 694,091           693,234           
Loss on disposal of capital assets -                       4,784               
Changes in operating assets and liabilities

Patient accounts receivable, net 156,842           (364,289)          
Estimated amounts due from and to third-party payers (377,927)          740,516           
Accounts payable and accrued expenses (12,336)            (65,422)            
Other assets and liabilities 50,951             264,508           

Net cash provided by operating activities 315,211$        1,224,666$      

Supplemental Cash Flows Information

Capital lease obligation incurred for capital assets  $         173,818  $                     - 



Marion County Hospital District #1 of Marion County, Kansas 
d/b/a St. Luke Hospital and Living Center 

Notes to Financial Statements 

September 30, 2014 and 2013 
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Note 1: Nature of Operations and Summary of Significant Accounting Policies 

Nature of Operations and Reporting Entity 

Marion County Hospital District #1 of Marion County, Kansas d/b/a St. Luke Hospital and Living 
Center (Hospital) owns and operates an acute care hospital located in Marion, Kansas.  The 
Hospital is operated by a Board of Directors elected by the qualified voters of the District.  The 
Hospital primarily earns revenues by providing inpatient, outpatient, emergency and residential 
long-term care services in the Marion County area.  It also operates a home health agency in the 
same geographic 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, 
liabilities, and deferred inflows and outflows from exchange and exchange-like transactions are 
recognized when the exchange transaction takes place.  Operating revenues and expenses include 
exchange transactions.  Property taxes, interest income and interest on capital assets-related debt 
are included in nonoperating revenues and expenses.  The Hospital first applies restricted net 
position when an expense or outlay is incurred for purposes for which both restricted and 
unrestricted net position 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).   

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. 

Cash Equivalents 

The Hospital considers all liquid investments with original maturities of three months or less to be 
cash equivalents.  At September 30, 2014 and 2013, cash equivalents consisted primarily of 
certificates of deposit or money market accounts. 



Marion County Hospital District #1 of Marion County, Kansas 
d/b/a St. Luke Hospital and Living Center 

Notes to Financial Statements 

September 30, 2014 and 2013 
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Property Taxes 

The Hospital received approximately 8% of its financial support from property taxes in both 2014 
and 2013.  One hundred percent of these funds were used to support operations in both years. 

Property taxes are levied in November of one year and are received beginning in January of the 
following year.  Property tax revenue is recognized in full in the year following the year the taxes 
were levied, which is 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. 

Investments and Investment Income 

Investments in U.S. Treasury, agency and instrumentality obligations with a remaining maturity of 
one year or less at time of acquisition and in nonnegotiable certificates of deposit are carried at 
amortized cost.  All other investments are carried at fair value.  Fair value is determined using 
quoted market prices.  Investment income includes interest income. 

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. 



Marion County Hospital District #1 of Marion County, Kansas 
d/b/a St. Luke Hospital and Living Center 

Notes to Financial Statements 

September 30, 2014 and 2013 
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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 10 years 
Buildings 10 – 50 years 
Fixed equipment 3 – 20 years 
Major moveable equipment 3 – 20 years 

 

Compensated Absences 

Hospital policies permit most employees to accumulate vacation and sick leave benefits that may be 
realized as paid time off.  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 Position 

Net position of the Hospital is classified in three components.  Net investment in capital assets 
consists 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 position is made up of 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 position is the remaining net position that does not meet the definition of net 
investment in capital assets or restricted net position. 



Marion County Hospital District #1 of Marion County, Kansas 
d/b/a St. Luke Hospital and Living Center 

Notes to Financial Statements 

September 30, 2014 and 2013 
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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 
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 entity, 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.   

Foundation 

St. Luke Hospital Foundation (the Foundation) is a legally separate, tax-exempt component unit of 
the Hospital.  The Foundation’s primary function is to raise and hold funds to support the Hospital 
and its programs.  The board of the Foundation is self-perpetuating. 

Although the Hospital does not control the timing or amount of receipts from the Foundation, the 
Foundation’s by-laws restrict its resources and related income to be used for the benefit of the 
Hospital.  Because these resources held by the Foundation can only be used by, or for the benefit 
of, the Hospital, the Foundation is considered a component unit of the Hospital and is discretely 
presented in the Hospital’s financial statements. 

During the fiscal years ended September 30, 2014 and 2013, the Foundation provided $156,048 
and $146,944 of support to the Hospital, respectively. 

Implementation of New Accounting Principles 

In 2014, the Hospital implemented the provisions of GASB Statement No. 65, Items Previously 
Reported as Assets and Liabilities, which established accounting and financial reporting standards 
that reclassify, as deferred outflows of resources or deferred inflows of resources, certain items that 
were previously reported as assets and liabilities and recognizes, as outflows of resources or 
inflows of resources, certain items that were previously reported as assets and liabilities.   
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Adoption of GASB 65, among other things, requires debt issuance costs, except any portion related 
to prepaid insurance costs, to be expensed in the period incurred, and resulted in the following 
reclassification and restatements: 

As Previously Implementation As
Reported of Restated

2013 GASB 65 2013

Balance Sheet Items Affected
Deferred bond costs  $         157,342  $       (157,342)  $                     - 
Total assets 12,864,332      (157,342)          12,706,990      
Net position - unrestricted 3,933,958        (157,343)          3,776,615        

Total net position 5,580,291        (157,342)          5,422,949        

Statement of Revenues, Expenses and
    Changes in Net Position Items Affected

Depreciation and amortization 699,153           (5,919)              693,234           
Total operating expenses 8,470,288        (5,919)              8,464,369        
Operating loss (54,584)            5,919               (48,665)            
Change in net position 467,340           5,919               473,259           
Net position, beginning of year 5,112,951        (163,261)          4,949,690        
Net position, end of year 5,580,291        (157,342)          5,422,949        

Statement of Cash Flows
Operating loss (54,584)            5,919               (48,665)            
Depreciation and amortization 699,153           (5,919)              693,234            

 

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 at one 
hundred one percent (101%) of allowable costs for certain inpatient and outpatient services.  
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.  Home health services are paid on a per-episode basis 
using clinical, diagnostic and other factors. 
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Medicaid.  The Hospital is paid for inpatient and outpatient services rendered to Medicaid 
program beneficiaries who are not part of a Medicaid managed care network on a cost 
reimbursement methodology.  Medicaid managed care patients are reimbursed under a 
prospective reimbursement methodology.  Medicaid rural health clinic services are 
reimbursed under a cost-based methodology.  The Hospital and rural health clinic are 
reimbursed at tentative rates with final settlements determined after submission of annual cost 
reports by the Hospital and reviews thereof by the Kansas Department of Health and 
Environment.   

Medicaid reimbursement for long-term care facility residents is based on a cost-based 
prospective reimbursement methodology.  The Hospital is reimbursed at a prospective rate 
with annual cost reports submitted to the Medicaid program.  Rates are computed each 
calendar quarter using an average of the 2008, 2009 and 2010 cost reports and changes in the 
Medicaid resident case mix index.  The Medicaid cost reports are subject to audit by the State 
and adjustments to rates can be made retroactively.   

Approximately 63% and 62% of net patient service revenue is from participation in the Medicare 
and state-sponsored Medicaid programs for years ended September 30, 2014 and 2013, 
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, Investments 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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At September 30, 2014 and 2013, respectively, $3,562,202 and $3,205,204 of the Hospital’s bank 
balance of $4,312,202 and $3,955,518 were exposed to custodial credit risk as follows: 

2014 2013

Uninsured and collateral held by pledging financial 
institution’s trust department or agent in other
than the Hospital’s name 3,562,202$     3,205,204$       

Investments 

The Hospital may legally invest in direct obligations of and other obligations guaranteed as to 
principal by the U.S. Treasury and U.S. agencies and instrumentalities and in bank repurchase 
agreements.  It may also invest to a limited extent in corporate bonds and equity securities. 

At September 30, 2014 and 2013, the Hospital had the following investments and maturities: 

Less More
Type Fair Value Than 1 1-5 6-10 Than 10

State of Kansas pooled 
investment fund 431,904$     431,904$    -$                -$                 -$                

Maturities in Years
2014

 

Less More
Type Fair Value Than 1 1-5 6-10 Than 10

State of Kansas pooled 
investment fund 431,009$     431,009$    -$                -$                 -$                

2013
Maturities in Years

 

The Hospital is required to hold a set amount of funds with the state (acting as the bond trustee) for 
a debt reserve fund as required by the 2010 bond covenants.  The state invests the funds in a 
municipal investment pool.  The state investments in underlying investments in accordance with 
state statutes.  Interest earned by the pool is allocated based on percentage of funds contributed to 
the fund.  A very limited amount of interest is earned on the funds annually.   

Interest Rate Risk - As a means of limiting its exposure to fair value losses arising from rising 
interest rates, the Hospital’s investment policy does not limit the percentage of investment in 
various term investments.   
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Credit Risk - Credit risk is the risk that the issuer or other counterparty to an investment will not 
fulfill its obligations.  It is the Hospital’s policy to limit its investments in corporate bonds to 
investment grade ratings issued by nationally recognized statistical rating organizations (NRSROs).  
At September 30, 2014 and 2013, the Hospital had no investments in corporate bonds.  All 
investments were in the Kansas state managed pool. 

Custodial Credit Risk - For an investment, custodial credit risk is the risk that, in the event of the 
failure of the counterparty, the Hospital will not be able to recover the value of its investment or 
collateral securities that are in the possession of an outside party.  The Hospital’s investment policy 
does not address how securities underlying repurchase agreements are to be held. 

Concentration of Credit Risk - The Hospital places no limit on the amount that may be invested in 
any one issuer.  At September 30, 2014 and 2013, the Hospital had no investment in individual 
corporate bonds; all investments were made through the Kansas state managed pool. 

Summary of Carrying Values 

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

2014 2013

Carrying value
Deposits 4,237,623$      3,880,768$      
Petty cash 300                  300                  
Investments             431,904             431,009 

4,669,827$     4,312,077$      
 

Included in the following balance sheet captions: 

2014 2013

Cash and cash equivalents 4,003,547$      3,645,064$      
Restricted cash - held under bond indenture 234,376           236,004           
Held under bond indenture for debt service 431,904           431,009           

4,669,827$     4,312,077$      
 

Investment Income 

All investment income for the years ended September 30, 2014 and 2013, consisted of interest 
income. 
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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 September 30, 2014 
and 2013, consisted of: 

2014 2013

Medicare 274,454$          504,873$        
Medicaid 102,327           85,843            
Blue Cross 168,806           122,663          
Other third-party payers 204,069           176,751          
Patients 639,588           637,004          

1,389,244        1,527,134       
Less allowance for uncollectible accounts 340,320           321,368          

1,048,924$       1,205,766$     
 

 

Note 5: Capital Assets 

Capital assets activity for the years ended September 30, 2014 and 2013, was: 

Beginning Ending
Balance Additions Disposals Transfers Balance

Land  28,253$     -$               -$               -$                28,253$     
Land improvements 60,601       -                -                -                 60,601       
Buildings 8,494,682  17,730      -                -                 8,512,412  
Fixed equipment 585,780     -                -                -                 585,780     
Major moveable equipment 3,139,325  507,621    (55,997)     -                 3,590,949  

12,308,641 525,351    (55,997)     -                 12,777,995 

Less accumulated
depreciation

Land improvements 46,668       1,483        -                -                 48,151       
Buildings 2,346,950  397,609    -                -                 2,744,559  
Fixed equipment 442,373     23,656      -                -                 466,029     
Major moveable 
    equipment 2,533,149  271,343    (55,997)     -                 2,748,495  

5,369,140  694,091    (55,997)     -                 6,007,234  

Capital Assets, Net 6,939,501$ (168,740)$  -$               -$                6,770,761$

2014
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Beginning Ending
Balance Additions Disposals Transfers Balance

Land  28,253$        -$                -$                 -$                28,253$        
Land improvements 50,908          10,348         -                   (655)            60,601          
Buildings 8,392,746     99,180         -                   2,756           8,494,682     
Fixed equipment 1,112,909     -                  -                   (527,129)     585,780        
Major moveable 

equipment 3,340,626     173,006       (899,335)      525,028       3,139,325     

12,925,442   282,534       (899,335)      -                  12,308,641   

Less accumulated 
depreciation

Land improvements 50,908          1,405           -                   (5,645)         46,668          
Buildings 1,945,774     397,267       -                   3,909           2,346,950     
Fixed equipment 967,777        25,910         -                   (551,314)     442,373        
Major moveable 
    equipment 2,605,998     268,652       (894,551)      553,050       2,533,149     

5,570,457     693,234       (894,551)      -                  5,369,140     

Capital Assets, Net 7,354,985$   (410,700)$  (4,784)$       -$                6,939,501$  

2013

 

 

Note 6: Medical Malpractice Coverage and Claims 

The Hospital purchases medical malpractice insurance under a claims-made policy with a fixed 
premium 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. 
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Note 7: Long-term Debt 

The following is a summary of long-term debt transactions for the Hospital for the years ended 
September 30, 2014 and 2013: 

Beginning Ending Current
Balance Additions Deductions Balance Portion

Long-term debt
2010 revenue bonds

Series A 4,450,000$  -$                (100,000)$     4,350,000$ 100,000$    
Series B 1,400,000    -                  -                    1,400,000   -                  

Capital lease obligations 110,180       173,818      (61,854)         222,144      76,816        

Total long-term debt 5,960,180$ 173,818$   (161,854)$    5,972,144$ 176,816$   

2014

 

Beginning Ending Current
Balance Additions Deductions Balance Portion

Long-term debt
2010 revenue bonds

Series A 4,550,000$  -$                (100,000)$     4,450,000$ 100,000$    
Series B 1,400,000    -                  -                    1,400,000   -                  

Capital lease obligations 147,135       -                  (36,955)         110,180      40,000        

Total long-term debt 6,097,135$ -$               (136,955)$    5,960,180$ 140,000$   

2013

 

2010 Revenue Bonds 

The 2010 bond issue consists of Series A taxable bonds in the original amount of $4,600,000 and 
Series B tax-exempt bonds in the original amount of $1,400,000 dated May 1, 2010, which bear 
interest at 8.72% and 6.25%, respectively.  The Series A bonds were issued as part of the Build 
America Bonds program and are subject to a 35% rebate of interest paid.  The Bonds are payable in 
annual installments through December 1, 2040.  The Hospital is required to make monthly transfers 
of approximately $46,000 to the debt service fund.  Proceeds from the issuance of these bonds were 
used for renovation of the Hospital.  The Bonds are secured by the net revenues and accounts 
receivable of the Hospital and the assets restricted under the bond indenture agreement. 
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The indenture agreement requires that certain funds be established.  Accordingly, these funds are 
included as funds held under bond indenture in the balance sheets.  The indenture agreement also 
requires the Hospital to comply with certain restrictive covenants including minimum insurance 
coverage, restrictions on incurrence of additional debt and maintaining a historical debt-service 
coverage ratio of at least 1.15 during construction and at least 1.40 thereafter.  For the year ended 
September 30, 2014, the Hospital’s historical debt-service coverage ratio was 2.73. 

The debt service requirements as of September 30, 2014, are as follows: 

Total to be
Year Ending September 30, Paid Principal Interest

2015 550,088$         100,000$         450,088$         
2016 549,444           105,000           444,444           
2017 547,988           110,000           437,988           
2018 540,838           110,000           430,838           
2019 538,100           115,000           423,100           
2020-2024 2,634,813        660,000           1,974,813        
2025-2029 2,534,031        845,000           1,689,031        
2030-2034 2,500,844        1,125,000        1,375,844        
2035-2039 2,338,800        1,500,000        838,800           
2040-2041 1,193,850        1,080,000        113,850           

13,928,796$   5,750,000$     8,178,796$      
 

Capital Lease Obligations 

The Hospital is obligated under leases for equipment that are accounted for as capital leases.  
Assets under capital leases at September 30, 2014 and 2013, totaled $270,003 and $100,608, 
respectively, net of accumulated depreciation of $165,114 and $94,117, respectively.  The 
following is a schedule by year of future minimum lease payments under capital leases including 
interest rates of 2.68% to 7.94% together with the present value of the future minimum lease 
payments as of September 30, 2014: 

Year Ending September 30,
2015 84,499$           
2016 64,784             
2017 37,184             
2018 37,184             
2019 12,394             

236,045           
Less amount representing interest 13,901             

Present value of future minimum lease payments 222,144$         
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Note 8: Pension Plan 

The Hospital contributes to a defined contribution pension plan covering substantially all 
employees.  Pension expense is recorded for the amount of the Hospital’s required contributions, 
determined in accordance with the terms of the plan.  The plan is administered by the Hospital.  
The plan provides retirement and death benefits to plan members and their beneficiaries.  Benefit 
provisions are contained in the plan document and were established and can be amended by action 
of the Hospital’s governing body.  Employees may contribute up to 60% of eligible compensation 
subject to a maximum established by the Internal Revenue Service.  Contributions actually made 
by plan members and the Hospital aggregated $125,902 and $31,864, respectively, during 2014, 
and $118,631 and $28,818, respectively, during 2013. 

Defined Contribution Plan 

The Hospital provides a 457 plan to substantially all employees.  The employee’s total salary     
deferral is limited by the Internal Revenue Service annually.  The Hospital does not make 
contributions to the 457 plan. 

 

Note 9: St. Luke Hospital Foundation 

Financial Statements 

The financial statements of the Foundation are presented in accordance with the provisions of the 
Financial Accounting Standards Board Accounting Standards Codification (FASB ASC).  The 
FASB ASC requires the Foundation to distinguish between contributions that increase permanently 
restricted net assets, temporarily restricted net assets and unrestricted net assets.  It also requires 
recognition of contributions, including contributed services meeting certain criteria, at fair values.  
The FASB ASC establishes standards for external financial statements of not-for-profit 
organizations and requires a statement of financial position, a statement of activities and a 
statement of cash flows.  As permitted by GASB Statement No. 34, the Hospital has elected not to 
present a statement of cash flows for the Foundation in the basic financial statements of the 
Hospital’s reporting entity. 
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Contributions Receivable 

Contributions receivable consisted of the following: 

Temporarily Permanently
Unrestricted Restricted Restricted Total

Due within one year $           65,673 $                     - $                     -  $           65,673 
Less

Allowance for uncollectible 
contributions              31,000                        -                        -               31,000 

$           34,673 $                     - $                     -  $           34,673 

September 30, 2014

 

Temporarily Permanently
Unrestricted Restricted Restricted Total

Due within one year $         109,218 $                     - $                     -  $         109,218 
Less

Allowance for uncollectible 
contributions              24,000                        -                        -               24,000 

$           85,218 $                     - $                     -  $           85,218 

September 30, 2013

 

 

Note 10: Patient Protection and Affordable Care Act 

The Patient Protection and Affordable Care Act (PPACA) will substantially reform the United 
States health care system.  The legislation impacts multiple aspects of the health care system, 
including many provisions that change payments from Medicare, Medicaid and insurance 
companies.  Starting in 2014, the legislation requires the establishment of health insurance 
exchanges, which will provide individuals without employer-provided health care coverage the 
opportunity to purchase insurance.  It is anticipated that some employers currently offering 
insurance to employees will opt to have employees seek insurance coverage through the insurance 
exchanges.  It is possible the reimbursement rates paid by insurers participating in the insurance 
exchanges may be substantially different than rates paid under current health insurance products.  
Another significant component of the PPACA is the expansion of the Medicaid program to a wide 
range of newly eligible individuals.  In anticipation of this expansion, payments under certain 
existing programs, such as Medicare disproportionate share, will be substantially decreased.  Each 
state’s participation in an expanded Medicaid program is optional. 
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The state of Kansas has not indicated whether or not it will participate in the expansion of the 
Medicaid program.  The legislature has passed HCR 5013 indicating it does not intend to pursue 
Medicaid expansion, however, that is not yet law as of the date of this report.  The impact of that 
decision on the overall reimbursement to the Hospital cannot be quantified at this point. 

The PPACA is extremely complex and may be difficult for the federal government and each state 
to implement.  While the overall impact of the PPACA cannot currently be estimated, it is possible 
it will have a negative impact on the Hospital’s net patient service revenue.  In addition, it is 
possible the Hospital will experience payment delays and other operational challenges during 
PPACA’s implementation.  
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Actual Tax Budget

Actual Over 
(Under) 
Budget

Net patient service revenue  $      8,305,530  $      7,150,000  $      1,155,530 

Other revenue             115,446             113,000                 2,446 

Total operating revenue          8,420,976          7,263,000          1,157,976 

Operating expenses          9,742,019          9,578,688             163,331 

Interest paid             466,689                         -             466,689 

Operating expenses        10,208,708          9,578,688             630,020 

Operating loss        (1,787,732)        (2,315,688)             527,956 

Property tax revenue             723,750             725,283               (1,533)

Other nonoperating revenues             261,128               78,000             183,128 

Total nonoperating revenues             984,878             803,283             181,595 

Deficiency of revenue over expenses $       (802,854) $    (1,512,405)  $         709,551 
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Coverage Limits
CHUBB

Expiring October 1, 2014:
Buildings and contents 21,569,000$                 
Electronic data processing equipment Included in building

and contents
Business income with extra expense 6,000,000                     
Flood or earthquake 500,000                        
Earthquake 5,000,000                     

Cincinnati Insurance Company
Expiring October 1, 2014:

Directors and officers with employment practices 2,000,000                     

Expiring October 28, 2014:
Employee theft 500,000                        
Forgery and alteration 500,000                        

Expiring October 28, 2014:
Commercial automobile 1,000,000                     

KHA Workers’ Compensation Fund, Inc.
Expiring January 1, 2015:

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

Kansas Medical Mutual Insurance Company
Expiring October 15, 2014:

Professional liability 200,000/600,000
Kansas Healthcare Stabilization Fund 800,000/2,400,000
General liability 1,000,000/3,000,000
Additional insureds 5,000,000/5,000,000
Fire legal liability 50,000                          

Old Republic Surety Company
Expiring January 1, 2015:

Durable medical equipment 50,000                           
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