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Condie 
AND COMPANY, LLP 
Certified Public Accountants and Business Advisors 

Board of Directors 
Somervell County Hospital Authority 
Glen Rose, Texas 

July 18, 2012 

INDEPENDENT AUDITORS' REPORT 

f~ ~ 
993 North Third Street 

PO Box2993 

Abilene, Texas 79604-2993 

phone 325-677-6251 

fax 325-677-0006 

www.condley.com 

We have audited the accompanying consolidated balance sheet of Somervell County Hospital Authority (the "Authority") 
as of September 30, 20 l l , and the related consolidated statements of revenues, expenses, and changes in net assets, and 
cash flows for the year then ended. These fmancial statements are the responsibility of the Authority' s management. Our 
responsibility is to express an opinion on these financial statements based on our audit. 

We conducted our audit in accordance with auditing standards generally accepted in the United States of America. Those 
standards require that we plan and perform the audit to obtain reasonable assurance about whether the fmancial statements 
are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and 
disclosures in the fmancial statements. An audit also includes assessing the accounting principles used and significant 
estimates made by management, as well as evaluating the overall fmancial statement presentation. We believe that our 
audit provides a reasonable basis for our opinion. 

The Authority did not perform a complete physical inventory count as of September 30, 20 l l. The Authority's records 
relating to inventory do not permit the application of other auditing procedures to substantiate inventories and the effects 
on the fmancial statements are not reasonably determinable. 

In our opinion, except for the effects discussed in the preceding paragraph, the financial statements referred to above 
present fairly, in all material respects, the consolidated financial position of Somervell County Hospital Authority as of 
September 30, 20 l l, and the results of its consolidated operations and changes in its net assets, and its cash flows for the 
year then ended in conformity with accounting principles generally accepted in the United States of America. 

The accompanying management's discussion and analysis as listed in the table of contents is not a required part of the 
fmancial statements but is supplementary information required by Governmental Accounting Standards Board. We have 
applied certain limited procedures, which consisted principally of inquiries of management regarding the methods of 
measurement and presentation of the supplementary information. However, we did not audit the information and express 
no opinion on it. 

L.L. / . 

Certified Public Accountants 



MANAGEMENT'S DISCUSSION AND ANALYSIS 

September 30, 20 ll 

Our discussion and analysis of Somervell County Hospital Authority (the "Authority") frnancial performance 

provides an overview of the Authority's financial activities for the year ended September 30,2011. Please read it in 

conjunction with the Authority's consolidated financial statements, which begin on page 7. 

FINANCIAL HIGHLIGHTS 

• The Authority's net assets decreased by $1,826,054 compared to $119,505 for the nine 
months ended September 30, 2010. 

• The Authority reported an operating loss of $2,147,843 for the year ended September 30, 
2011. 

• Non-operating revenues were $321,789 for the year ended September 30, 20 ll. 

USING THIS ANNUAL REPORT 

The Authority's financial statements consist of three statements - a Balance Sheet; a Statement of Revenues, 

Expenses, and Changes in Net Assets; and a Statement of Cash Flows. These fmancial statements and related notes 

provide information about the activities of the Authority, including resources held by the Authority but restricted for 

specific purposes by contributors, grantors, or enabling legislation. 

The Balance Sheet and Statement of Revenues, Expenses, and Changes in Net Assets 

Our analysis of the Authority finances begins on page 7. One of the most important questions asked about the 

Authority's finances is, " [s the Authority 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 Assets report information about the 

Authority'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. 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 Authority's net assets and changes in them. You can think of the Authority's net 

assets -the difference between assets and liabilities - as one way to measure the Authority's financial health, or 

financial position. Over time, increases or decreases in the Authority's net assets are one indicator of whether its 

financial health is improving or deteriorating. You will need to consider other non-financial factors, however, such 

as changes in the Authority's patient base and measures of the quality of service it provides to the community, as 

well as local economic factors to assess the overall health of the Authority. 

The Statement of Cash Flows 

The final required statement is the Statement of Cash Flows. The statement reports cash receipts, cash payments, 

and net changes in cash resulting from operating, investing, and financing activities. £t provides answers to such 
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questions as "Where did cash come from?" " What was cash used for?" and "What was the change in cash balance 

during the reporting period?" 

THE AUTHORITY'S NET ASSETS 

The Authority's net assets are the difference between its assets and liabilities reported in the Balance Sheet on page 

8. The Authority's assets increased $1 ,869,821 (26 percent) during 20 11. 

Table 1: Assets, Liabilities, and Net Assets 

September 30, 

2011 2010 
Assets: 

Current assets $ 4,881 ,200 $ 4,512,280 
Assets limited as to use 472,855 409,673 
Capital assets, net 3,602,282 2,275,539 

Total Assets $ 8,956,337 $ 7,197,492 

Liabilities: 

Long-term debt outstanding $ 2,080,034 $ 551 ,626 
Other current and non-current liabilities 4,198,963 2,142,472 

Total Liabilities $ 6,278,997 $ 2,694,098 

Net Assets: 

Invested in capital assets, net of related debt $ 1,522,248 $ 1,723,913 
Unrestricted 1, 155,092 2,779,481 

Total Net Assets $ 2,677,340 $ 4,503,394 

There were a few significant components for the change in the Authority's assets for 2011. The unrestricted cash 

position (net of outstanding checks in excess of bank balance) of the Authority decreased by $736, !55 from 

September 30, 2010. Cash decreased due to expenditures for capital assets such as new accounting software and 

billing system and other various equipment as well as continued losses by the Authority. Net patient accounts 

receivable increased by $309,390 or more than 10% due in part to software conversion issues contributing to billing 

and collection issues as well as increasing self-pay amounts. Capital assets increased by $1 ,326,743 or 58% from 

September 30, 2010, due to capital asset acquisitions exceeding depreciation. 

Additional debt agreements were entered into during the year resulting in an increase of $1,528,408 or 277% from 

September 30, 2010. 
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OPERATING RESULTS AND CHANGES IN THE HOSPITAL'S NET ASSETS 

The Authority's net assets decreased by $1,826,054 or 41 percent during the year ended September 30, 2011 

compared to $119,505 for the period ended September 30, 20 I 0, as shown in Table 2. f1 J1 { 
Table 2: Operating Results and Changes in Net Assets 

Nine Months 

Year Ended Ended 

September 30, September 30, 

2011 20 10 

Operating Revenues and Other Support: 
Net patient service revenue $ 21,640,969 $ 16,737,248 
County contributions 1,658,325 1,1 4 1,761 

Total Operating Revenues and Other Support 23,299,294 17,879,009 

Operating Expenses: 
Salaries and employee benefits 14,643,026 9,269,443 
Supplies 3,207,347 2,469,852 
Purchased services 2,017,049 1,802,526 
Bad debt 1,671 ,550 1,972,606 
Provision for depreciation 662,799 383,076 
Other operating expenses 3,245,366 2,470,445 

Total Operating Expenses 25,447,137 18,367,948 

Operating Loss (2,147,843) (488,939) 

Non-Operating Income (Expenses): 
Contributions 46,202 132,358 
Interest expense (57,916) (35,990) 
Miscellaneous 333,503 273,066 

Total Non-operating Income 321,789 369,434 

Deficit of Revenues Over Expenses {1,826,054) (119,505) 

Net Assets at Beginning of Year 4,503,394 4,622,899 

Net Assets End of Year $ 2,677,340 $ 4,503,394 

Operating Profits (Losses) 

The first component of the overall change in the Authority's net assets 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 2011, the Authority reported an operating loss. The Authority's operations commenced January 1, 

2010, through a transition from Glen Rose Medical Foundation, Inc. , when it was agreed that a portion of its costs 

and cash needs would be subsidized by Somervell County, making the facility more affordable for the County's 

lower income residents . The operating loss not including County support amounted to $3 ,806,168, and with County 

support amounted to a loss of $2,147,843 . 
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Non-operating Revenues and Expenses 

Non-operating income consists primarily of rental income, grants received, and other miscellaneous items. 

THE AUTHORITY'S CASH FLOWS 

The Authority had a positive cash flow for the year ended September 30, 2011 of $267,960, however, at September 

30, 2011 outstanding checks in excess of bank balance totaled $984,115 which brings the net cash position to a 

negative $628,536. Cash was used primarily to fund capital asset purchases, to make principal and interest 

payments on long-term debt and to fund operations. 

CAPITAL ASSETS AND DEBT ADMINISTRATION 

Capital Assets 

At the end of20 ll , the Authority had $3 ,602,282 invested in capital assets, net of accumulated deprecation. For the 

year ended September 30, 2011 , the Hospital capitalized $1 ,9 54,729 in capital assets consisting primarily of new 

software and equipment. See Note 4 in the notes to the fmancial statements for additional information. 

Debt 

At year-end, the Authority had $2,080,034 in long-term obligations outstanding relating to the financing of various 

equipment, and leasing of various equipment. The Authority increased debt by $1 ,528,408 during the year ended 

September 30, 20 II. See Note 5 in the notes to the financial statements for additional information. 

OTHER ECONOMIC FACTORS 

Maintaining and increasing inpatient activity will be crucial as reimbursements from government payors will 

continue to be scrutinized and reduced as necessary. Maintaining and reducing expenses to offset decreasing 

reimbursements as well as reviewing areas for revenue maximization will play a key role in ensuring the Authority 's 

financial success. 

The Centers for Medicare and Medicaid Services or the Medicare (CMS) have continued to subject the Authority to 

Recovery Audit Contractor audits in search of overpayments. Any findings will be recouped through 

reimbursements and are not expected to have a material effect on the Authority. 

During 2011, three additional doctors were added to Glen Rose Healthcare, Inc., which is anticipated to help drive 

future growth and referrals to the hospital, thus increasing revenues and retaining patients in the Glen Rose area for 

treatment. 

Support from Somervell County was received through the use of the hospital facility and through cash contributions 

with a combined total of $1,658,325 in support received from the County for the year ended September 30, 20 ll. 

Accounts receivable payor mix did not experience any significant shifts from the period ending September 30, 20 I 0, 

with 58% of outstanding accounts receivable considered to be self-pay, which will continue to be a struggle in the 
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industry due to poor economic conditions. 

CONTACTmG THE HOSPITAL'S FmANCIAL MANAGEMENT 

This financial report is designed to provide our patients, suppliers, taxpayers, and creditors with a general overview 

of the Authority' s finances and to show the Authority' s accountability for the money it received. If you have 

questions about this report or need additional financial information, contact the Authority Administrator's Office at: 

Somervell County Hospital Authority 

1021 Holden Street 

Glen Rose, Texas 76043 

Ray Reynolds, Administrator 

(254) 897-2215 
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Current Assets: 

Cash and cash equivalents 

SOMER YELL COUNTY HOSPITAL AUTHORITY 
Glen Rose, Texas 

CONSOLIDATED BALANCE SHEET 

September 30, 2011 

ASSETS 

Patient accounts receivable, net of allowance for doubtful accounts 
of$11,069,708 

Estimated third-party payor settlements receivable 
[nventories 
Other current assets 

Total Current Assets 

Long-Term Assets: 

Assets limited as to use 

Total Long-Term Assets 

Other Assets: 

Capital assets, net 

Total Other Assets 

TOTAL ASSETS 

The accompanying notes are an integral part of the consolidated financial statements. 
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$ 355,579 

3,157,827 
353,196 
771,276 
243,322 

4,881,200 

472,855 

472,855 

3,602,282 

3,602,282 

$ 8,956,337 ========= 



UABIUTIES AND NET ASSETS 

Current Liabilities: 

Current portion of notes payable 
Outstanding checks in excess of bank balance 
Accounts payable 
Estimated third-party payor settlements payable 
Accrued expenses 

Total Current Liabilities 

Long-Term Liabilities: 

Notes payable, net of current portion 

Total Long-Term Liabilities 

Total Liabilities 

Net Assets: 

Invested in capital assets, net of related debt 
Unrestricted 

Total Net Assets 

TOTAL LIABILITIES AND NET ASSETS 
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$ 1,895,678 
984, ll5 

1,913,291 
270,857 

1,030,700 

6,094,641 

184,356 

184,356 

6,278,997 

1,522,248 
1,155,092 

2,677,340 

$ ===8,=9=56='=33=7= 



SOMER YELL COUNTY HOSPITAL AUTHORITY 
Glen Rose, Texas 

CONSOLIDATED STATEMENT OF REVENUES. EXPENSES AND CHANGES IN NET ASSETS 

Year Ended September 30, 2011 

Operating Revenues and Other Support: 
Net patient service revenue 
County contribution 

Total Operating Revenues and Other Support 

Operating Expenses: 
Salaries 
Employee benefits 
Supplies 
Purchased services 
Bad debt 
Rent and lease 
General and administrative 
Provision for depreciation 
Utilities 
Repair and maintenance 
Insurance 
Other operating expenses 

Total Operating Expenses 

Operating Loss 

Other Income (Expense): 
Donations 
Interest 
Miscellaneous non-operating revenue 

Total Nonoperating Income 

Deficit of Revenues Over Expenses 

NET ASSETS AT BEGINNING OF PERIOD 

NET ASSETS AT END OF PERIOD 

The accompanying notes are an integral part of the consolidated financial statements. 
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$ 

$ 

21 ,640,969 
1,658,325 

23,299,294 

10,732,434 
3,910,592 
3,207,347 
2,017,049 
1,671 ,550 
1,038,082 

811,413 
662,799 
641 ,574 
468,753 
285,296 

248 

25,447, 137 

(2 ,147,843) 

46,202 
(57,916) 
333,503 

321 ,789 

(I ,826,054) 

4,503,394 

2,677,340 



SOMERVELL COUNTY HOSPITAL AUTHORITY 
Glen Rose, Texas 

CONSOLIDATED STATEMENT OF CASH FLOWS 

Year Ended September 30, 20 I I 

CASH FLOWS FROM OPERATING ACTIVITIES: 
Receipts from and on behalf of patients 
Payments to suppliers and contractors 
Payments to employees 
Other receipts and payments, net 

Net Cash Provided by Operating Activities 

CASH FLOWS FROM NONCAPITAL FINANCrNG ACTIVITIES: 
Change in assets whose use is limited 
Other nonoperating income 

Net Cash Provided by Noncapital Financing Activities 

CASH FLOWS FROM CAPITAL AND RELATE D FrNANCING ACTIVITIES: 
Purchase of capital assets 
Proceeds from borrowings of long-term debt 
Principal payments on long-term debt 
Interest payments on long-term debt 

Net Cash Used by Capital and Related Financing Activities 

Net Increase in Cash and Cash Equivalents 

Cash and Cash Equivalents at Beginning of Year 

Cash and Cash Equivalents at End of Year 

The accompanying notes are an integral part of the consolidated financ ial statements. 
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$ 22,791 ,200 
(12,928,738) 
(10,732,433) 

1,305,644 

435,673 

(63, 182) 
379, 188 

316,006 

(! ,954,728) 
1,725,464 
(197,056) 

(57,399) 

(483 ,7!9) 

267,960 

87,619 

$ 355,579 



SOMERVELL COUNTY HOSPITAL AUTHORITY 
Glen Rose, Texas 

CONSOLIDATED STATEMENT OF CASH FLOWS (CONT'D) 

Year Ended September 30, 2011 

Reconciliation of operating loss to net cash provided by operating activities: 
Operating loss 

Adjustments to reconcile operating loss to net cash 
provided by operating activities: 

Depreciation and amortization 
Provision for bad debts 
(Increase) Decrease in operating assets: 

Patient accounts receivable 
Estimated Medicare and Medicaid settlements 
Inventory 
Other assets 

Increase in operating liabilities: 
Outstanding checks in excess of bank balance 
Accounts payable and accrued expenses 
Estimated Medicare and Medicaid settlements 
Net Cash Provided by Operating Activities 

The accompanying notes are an integral part of the consolidated financial statements. 
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(2, 147,843) 

662,799 
1,671,550 

( l ,869,964) 
(122,728) 
(23,0 17) 
208,386 

984, 115 
838,375 
234,000 

$ 435,673 



NOTE 1: 

SOMERVELL COUNTY HOSPITAL AUTHORITY 
Glen Rose, Texas 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

September 30, 20 ll 

DESCRIPTION OF ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING 
POLICIES 

The accounting and financial reporting policies of Somervell County Hospital Authority conform to 
accounting principles generally accepted in the United States of America and are based upon accounting 
practices generally followed by hospitals. 

In June 1999, the Government Accounting Standards Board (GASB) unanimously approved Statement No. 
34, Basic Financial Statements - and Management 's Discussion and Analysis -for State and Local 
Governments. The fmancial statements include a Management Discussion and Analysis (MD&A) section 
providing analysis of the Authority's overall financial position and results of operations. 

The more significant accounting policies are summarized as follows: 

Organization 

Somerve!l County Hospital Authority (the "Authority"), dba Glen Rose Medical Center was created by the 
Commissioners Court of Somervell County on October 19, 2009, under the provisions of the County 
Hospital Authority Act, Texas Health and Safety Code Ann. 264.001-264.050. The Authority is to be 
governed by a Board of Directors consisting of seven (7) members. 

The Authority was created to establish, maintain, and provide for access to adequate medical care and health 
facilities for the residents of Somervell County, Texas. This is performed through the operation of an acute 
care facility and related nursing home providing both inpatient and outpatient services. 

Effective January l, 20 I 0, the operations and all related assets and liabilities with the exception of the facility 
building and certain equipment, of Glen Rose Medical Foundation, Inc., a not-for-profit corporation, and 
Glen Rose Nursing Home, L.L.C. was transitioned to the Authority. On January I, 2010, Glen Rose 
Healthcare, Inc. (the "SOlA") entered into a management agreement with the Authority to provide for certain 
management services in exchange for a services fee. 

The facility and certain equipment is leased to the Authority from Somervell County as further described in 
Note 10. 

Enterprise Fund Accounting 

The Authority uses enterprise fund accounting. Revenues and expenses are recognized on the accrual basis 
using the economic resources measurement focus. Based on Governmental Accounting Standards Board 
(GASB) Statement No. 20, Accounting and Financial Reporting for Proprietary Funds and Other 
Governmental Entities That Use Proprietary Fund Accounting, as amended, the Authority has elected to 
apply the provisions of all relevant pronouncements of the Financial Accounting Standards Board (FASB), 
including those issued after November 30, 1989, that do not conflict with or contradict GASB 
pronouncements. 

Principles of Consolidation 

The Authority's consolidated fmancial statements include the operations of Glen Rose Medical Center (the 
" Hospital"), Glen Rose Nursing Home, (the "Nursing Home") and Glen Rose Healthcare, Inc. (the "SOlA"). 
All significant intercompany accounts and transactions have been eliminated. The basis for consolidation is 
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common control of the Hospital and Nursing Home by the Authority and controt and interretated op~ti:.~ O 
ofthe 50 I A. 

Cash and Cash Equivalents 

Cash and cash equivalents include certain investments in highly liquid debt instruments with original 
maturities of three months or less, excluding amounts whose use is limited by Board designation or other 
arrangements under trust agreements or with third-party payors. 

Method ofProviding for Uncollectible Accounts 

The provision for uncollectible accounts, including Medicare, Medicaid and commercial payor contractuals, 
bad debts, charity and other third-party contractual deductions, is made using the reserve method and is 
based upon management's continuing review of accounts receivable. 

Inventories 

The inventories of the Authority are valued at amounts which, in the aggregate, approximate the lower of 
cost or market on a first-in, first-out method. 

Assets Limited as to Use 

Assets limited as to use include designated assets required to be set aside in accordance with the lease 
agreement with the County described in Note 10. Amounts required to meet current liabilities of the 
Authority (if any) have been reclassified in the consolidated balance sheet as of September 30, 20 II. 

Capital Assets 

Capital asset acquisitions are recorded at historical cost. Depreciation is provided over the estimated useful 
life of each class of depreciable asset and is computed using the straight-line method. Lives range from a 
period of3-40 years. Equipment under capital lease obligations is amortized on the straight-line method over 
the shorter period of the lease term or the estimated useful life of the equipment. Such amortization is 
included in depreciation and amortization in the consolidated financial statements. 

Gifts of long-lived assets such as land, buildings or equipment are reported as unrestricted support, and are 
included in the excess of revenues over expenses, unless explicit donor stipulations specify how the donated 
assets must be used. Gifts of long-lived assets with explicit restrictions that specify how the assets are to be 
used and gifts of cash or other assets that must be used to acquire long-lived assets are reported as restricted 
support. Absent explicit donor stipulations about how long those long-lived assets must be maintained, 
expirations of donor restrictions are reported when the donated or acquired long-lived assets are placed in 
service. 

Compensated Absences 

The Authority accrues compensated absence liability for paid time off not taken by employees which is 
subject to a maximum level as defined in the Hospital's policy. The amount included in accrued expenses for 
compensated absences as of September 30, 20 II, was $683,496. 

Donor-Restricted Gifts 

Unconditional promises to give cash and other assets to the Authority are reported at fair value at the date the 
promise is received. Unconditional promises to give and indications of intentions to give are reported as 
temporarily or permanently restricted support if they are received with donor stipulations that limit the use of 
the donated assets. When a donor restriction expires, that is, when a stipulated time restriction ends or 
purpose restriction is accomplished, temporarily restricted net assets are reclassified as unrestricted net assets 
and reported in the statement of activities as net assets released from restrictions. Donor-restricted 
contributions whose restrictions are met within the same year as received are reported as unrestricted 
contributions in the accompanying financial statements. 
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Net Assets 

Net assets of the Authority 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 current balances of 
any outstanding borrowings used to finance the purchase or construction of those assets. Restricted net 
assets are noncapital net assets that must be used for a particular purpose, as specified by creditors, grantors, 
or contributors external to the Authority. Unrestricted net assets are remaining net assets that do not meet 
the defmition of invested in capital assets net of related debt or restricted 

Charity Care 

The Hospital provides care to patients who meet certain criteria under its charity care policy without charge 
or at amounts less than its established rates. Because the Hospital does not pursue collection of amounts 
determined to qualify as charity care, they are not reported as net patient service revenue. Charity care 
totaled $1 ,068,250 for the year ended September 30, 2011. 

The Authority is subject to the Texas Charity Care Act (the "Act"), which requires it to provide certain levels 
of charity care to qualifying patients. It is possible to satisfy the requirements of the Act by providing 
various levels of cost of charity care depending on the particular situation of the Authority. The Act also 
contains a number of exceptions and makeup provisions. 

Net Patient Service Revenue 

The Authority has agreements with third-party payors that provide for payments to the Authority at amounts 
different from its established rates. Payment arrangements include prospectively determined rates per 
discharge, reimbursed costs, discounted charges and per diem payments. Net patient service revenue is 
reported at the estimated net realizable amounts from patients, third-party payors and others for services 
rendered, including estimated retroactive adjustments under reimbursement agreements with third-party 
payors. Retroactive adjustments are accrued on an estimated basis in the period the related services are 
rendered and adjusted in future periods as final settlements are determined. 

Laws and regulations governing the Medicare and Medicaid programs are complex and subject to 
interpretation. Management believes that it is in compliance with all applicable laws and regulations. Final 
determination of compliance with such laws and regulations is subject to future government review and 
interpretation. Violations may result in significant regulatory action including, fines, penalties, and exclusion 
from the Medicare and Medicaid programs. 

Income Taxes 

The Authority was created as a political subdivision under the laws of the State of Texas; and therefore, it is 
exempt from federal income tax pursuant to Section 115 of the Internal Revenue Code. Additionally, it is not 
required to file an information return. The Authority is also unable to levy taxes. 

The Authority has adopted ASC 740-10, "Accounting for Uncertainty in Income Taxes" which prescribes a 
comprehensive model for recognizing, measuring, presenting, and disclosing in the fmancial statements 
uncertain tax positions that the Authority has taken or expects to take. Since the Authority has maintained its 
tax exempt status, management concluded that no adjustment to the fmancial statements is necessary to 
comply with the provisions of this guidance. The Authority has not been required to file a return related to 
unrelated business income and thus there is not a statute of limitations. 

Excess (Deficit) of Revenues Over Expenses 

The statement of operations includes excess (deficit) of revenues over expenses. Changes in unrestricted net 
assets which are excluded from excess (deficit) of revenues over expenses, consistent with industry practice, 
normally include permanent transfers of assets to and from affiliates for other than goods and services, and 
contributions of long-lived assets (including assets acquired using contributions which by donor restriction 
were to be used for the purposes of acquiring such assets). 
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Risk Management 

The Authority 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 disaster; and employee 
health, dental, and accidental benefits. Commercial insurance coverage is purchased for claims arising from 
such matters. 

Subsequent Events 

The Authority has evaluated subsequent events through July 18,2012, the date the financial statements were 
available to be issued. 

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. 

NOTE 2: ASSETS LIMITED AS TO USE 

NOTE 3: 

The composition of assets limited as to use at September 30, 20 ll is in cash and cash equivalents. Cash in 
the amount of $472,855 has been set aside for operational needs and capital improvements in accordance 
with the lease agreement with the County as described in Note 10. 

DEPOSITS AND lNVESTMENTS 

State law requires collateralization of all deposits with federal depository insurance and other acceptable 
collateral in specific amounts. All deposits as of September 30, 2011, were fully insured under FDIC 
insurance limitations. The Authority's investments generally are reported at fair value. 

Assets Limited As To Use 

The lease agreement as discussed in Note !0 has designated funds for operational needs and capital 
improvements. Assets limited as to use amounted to $472,855 and is comprised of cash as of September 30, 
2011. 

Interest Rate Risk 

The Authority does not have a formal investment policy that limits investment maturities as a means of 
managing its exposure to fair value losses arising from changing interest rates. 

Credit Risk 

Statutes authorize the Authority to invest in obligations of the U.S. Treasury, agencies, and instrumentalities, 
commercial paper rated A-1 by Standard & Poor's Corporation or P-1 by Moody's Commercial Paper 
Record, and banker's acceptances. 

Concentration of Credit Risk 

The Authority places no limit on the amount it may invest in any one issuer. 
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Custodial Credit Risk 

The Authority is not exposed to custodial credit risk at September 30, 20 II . 

Foreign Currency Risk 

The Authority is not exposed to foreign currency risk at September 30, 20 II. 

The carrying amounts of deposits and investments are included in the Authority's balance sheet as follows as 
of September 30, 20 II : 

Included in the following balance sheet captions: 

Cash and cash equivalents 
Assets limited as to use 

$ 355,579 
472,855 

$ 828,434 

NOTE 4: CAPITAL ASSETS 

Capital asset additions, retirements, and balances for the year ended September 30, 20 II follows: 

Balance Balance 
September 30, September 30, 

2010 Additions Reductions 20 II 

Land $ 244,851 $ 0 $ 0 $ 244,851 
Building improvements 828,348 69,679 0 898,027 
Equipment 4,914,722 1,919,863 0 6,834,585 

Totals at historical cost 5,987,921 1,989,542 0 7,977,463 

Less accumulated 
Depreciation (3,712,382) (662,799) 0 (4,375,181) 

Capital assets, net $ 2,275,539 $ 1,326,743 $ 0 $ 3,602,282 

Depreciation expense for the year ended September 30,20 II, was $662,799. 

NOTE 5: LONG-TERM DEBT 

A schedule of changes in the Authority's long-term debt for September 30, 2011 follows: 

Balance Balance 
September September Amounts 

30, 30, Due Within 
2010 Additions Reductions 2011 One Year 

Notes payable $ 527,419 $ 1,725,464 $ (172,849) $ 2,080,034 $ 1,895,678 

Capital leases 24,207 0 (24,207) 0 0 

$ 551,626 $ 1,725,464 $ (197,056) $ 2,080,034 $ 1,895,678 
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NOTE 6: 

The terms and due dates of the Authority's long-term debt at September 30, 20 II follows: 

• 6.00% note payable, due November 2011, collateralized by equipment. 
• 6.75% note payable with monthly payments of $1 ,214, due March 2012, collateralized by equipment 

purchased. 
• 6.25% note payable, due April 20 12, collateralized by equipment. 
• 7.44% note payable with monthly payments of $3 , 197, due July 2012, collateralized by equipment 

purchased. 
• 6.25% note payable, due July 2012, collateralized by equipment. 
• 7.25% note payable with monthly payments of $4,394, due October 2012, collateralized by equipment 

purchased. 
• 5.55% note payable with monthly payments of $743, due September 2013, collateralized by equipment 

purchased. 
• 7.25% note payable with monthly payments of $5,392, due August 2014, collateralized by equipment 

purchased. 
• 5.99% note payable with monthly payments of $725, due February 2015, collateralized by equipment 

purchased. 
• 6.95% note payable with monthly payments of $1,252, due May 2015, collateralized by equipment 

purchased. 

Scheduled principal and interest repayments for the long-term debt are as follows: 

Year Ending September 30: Principal Interest 

2012 $ 1,895,678 $ 69,801 
2013 91,953 9,743 
2014 79,352 3,698 

2015 13,051 296 

Total $ 2,080,034 $ 83,538 

EMPLOYEE RETIREMENT PLANS 

The Authority sponsors a defined contribution Section 403(b) pension plan available to substantially all 
employees. The Authority's contributions to the plan match the employee's contribution up to 150% based 
on years of service for the first 2% of employee contributions and up to l 00% based on years of service on 
the second 2% of employer. The Authority's matching portion of the contributions for the year ended 
September 30, 2011 was $142,838. The Authority funds retirement plan requirements to the fiduciary on a 
monthly basis. 

NOTE 7: NET PATIENT SERVICE REVENUE 

The Authority has agreements with third-party payors that provide for reimbursement to the Authority at 
amounts different from its established rates. The basis for reimbursement under these agreements includes 
prospectively determined rates per discharge, fee schedules, per diems, discounts from established charges 
and prompt payment discounts. Contractual adjustments under third-party reimbursement programs 
represent the difference between the Authority's established rates for services and amounts reimbursed by 
third-party payors. A summary of the basis of reimbursement with major third-party payors follows: 

Services rendered to Medicare recipients are primarily reimbursed according to 
prospectively determined rates on both inpatient and outpatient services. These rates 
vary according to patient classification systems which are based on clinical, diagnostic, 
and other factors . The Authority is reimbursed for cost reimbursable items at a 
tentative rate with fmal settlement determined after submission of annual cost reports 
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by the Hospital and audits thereof by the Medicare fiscal intermediary which can take 
several years to completely settle. 

Inpatient services rendered to Medicaid recipients are primarily reimbursed according 
to prospectively determined rates per discharge. These rates vary according to a patient 
classification system which is based on clinical, diagnostic, and other factors. 
Outpatient services are reimbursed through various payment systems including fee 
schedules, prospective rates, and a cost based method. The Authority is reimbursed for 
cost reimbursable items at a tentative rate with final settlement determined after 
submission of annual cost reports by the Authority and audits thereof by the Medicaid 
fiscal intermediary which can take several years to completely settle. 

Skilled nursing admissions are reimbursed by Medicare on a per day basis based on the 
Nursing Home's cost per day up to a routine limit. The majority of the Nursing Home's 
residents are beneficiaries of Medicare, which pays changes on a per day basis. 

The Authority has also entered into contractual agreements with certain other commercial insurance carriers, 
preferred provider organizations, and other organizations. The basis for payment to the Authority under 
these agreements includes prospectively determined rates per discharge, per diems, fee schedules, discounted 
fee-for-service rates and other similar contractual arrangements. These revenues are also subject to review 
and audit by the payors. 

Retroactively calculated contractual adjustments arising under reimbursement agreements with third-party 
payors are recognized on an estimated basis in the period the related services are rendered and adjusted in 
future periods as final settlements are determined. 

The laws and regulations under which the Medicare and Medicaid programs operate are complex, subject to 
frequent change and subject to interpretation. As part of operating under these programs, there is a 
possibility that governmental authorities may review the Authority's compliance with these laws and 
regulations . Such review may result in adjustments to reimbursement previously received and subject the 
Authority to fmes and penalties. Management believes they have complied with the requirements of the 
Medicare and Medicaid programs. 

A summary of gross and net patient service revenue for the year ended September 30, 2011 follows : 

Gross patient service revenue 

Less provisions for: 
Medicare and Medicaid 

contractual adjustments 
Other third-party payors 
Charity allowances 

Total Deductions from Revenue 

NET PATIENT SERVICE REVENUE 

18 

$ 59,838,358 

(22,834,765) 
(14,294,374) 
( 1 ,068,250) 

(38,493, 171) 

$ ==2 =I ,6=4=0''==96=9= 



NOTE 8: 

NOTE9: 

Subject to the above-mentioned review the net retroactive settlement receivable (payable) to these programs 
at September 30, 20 II, was $82,339. Adjustments to these amounts (if any) will be recognized in the year of 1 
detennination. The net receivable is composed of the following components at September 30, 20 II: f~50~ 

Cost report payable to Medicare $ (270,857) 
Cost report receivable from Medicaid 110, 107 
PlP receivable 243 ,089 

Net Receivable $ =~82~, 3;,;3;,:.9= 

RELATED PARTY TRANSACTIONS 

The Hospital has receivables recorded in the amount of $160,967 from various physicians and staff 
perfonning services in conjunction with the Authority. These receivables represent rent for office space, and 
other ancillary charges that are to be repaid. 

COMMITMENTS AND CONTINGENCIES 

Rental Payments 

Minimum rental payments incurred under operating leases and service agreements for the year ended 
September 30, 20 11 were $206,811. Payment requirements for operating leases and service agreements for 
the fiscal years ending 2012 through 2014 and thereafter are $183 ,908, $183 ,908, and $114,698, 
respectively. 

Physician Guarantees 

The Authority has entered into contractual commitments with one physician to provide guaranteed levels of 
income. This agreement requires the Authority to make advances in months the physician 's net practice 
income falls below agreed upon amounts. The physician must continue to practice in Glen Rose and the 
surrounding areas for a period of time designated in the agreement. At the completion of the guarantee 
period, the amount advanced will be forgiven over a three year period as designated in the agreement. [f the 
physician ceases to practice in Glen Rose or the surrounding area, the amount must be repaid with interest. 
Additionally, the physician has the option to repay the guarantee in lieu ofperfonning services. 

The Hospital advanced a total of$19,350 and forgave $63,954 for the year ended September 30, 2011. The 
remaining balance related to the guarantee was $117,716 as of September 30, 2011. 

Litigation and Worker's Compensation 

The Authority is a unit of government covered by the Texas Tort Claims Acts which generally limits its 
liability to $100,000 per person and $300,000 per occurrence. These limits coincide with the malpractice 
insurance coverage maintained by the Authority. The Authority, from time to time, may be subject to claims 
and suits for other damages as well. In the opinion of management, the ultimate resolution of the above types 
of legal proceedings (if any) will not have a material effect on the Authority's frnancial position or results of 
operations. 

The Authority is insured for workman 's compensation claims under a retrospectively rated policy. 
Therefore, premiums are accrued based on the ultimate loss experience to date of the Authority. 
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NOTE 10: COUNTY LEASE AGREEMENT 

The Authority and the County entered into a lease agreement related to the hospital facility effective January 
1, 2010. The initial term of the agreement was for a five year and nine month period, with automatic renewal 
if neither party gives notice. 

Under this agreement, the Authority leases from the County the hospital facilities and related equipment, 
fixtures, additions, and improvements to be used for the operation of an acute care hospital and reasonable 
related functions . Additionally, the Authority must maintain full licensing of the facility and certification in 
the federal Medicare program. 

The Authority pays the County a nominal rent of $1 per year as well as providing other non-cash 
considerations and assuming certain indigent care obligations of the County. The Authority is also required 
to use its best efforts to develop a reasonable fmancial reserve account out of its profits to protect against 
fmancial problems, and to provide for capital improvements which shall be funded annually by an amount no 
less than one-half percent (l /2 %) of its annual net revenue. 

The Authority has recorded the estimated value of the use of the facility and equipment as a contribution of 
$731,006 which is also included as rental expense for the year ended September 30, 20 ll. 

The lease agreement places certain restrictions on the issuance of debt, salary increases, and other 
miscellaneous issues without prior County approval, as well as maintaining appropriate financial ratios . 

NOTE 11: CONCENTRATIONS OF CREDIT RISK 

The Authority maintains cash balances at several fmancial institutions. At various times during the year, the 
Authority may have balances at the financial institutions in excess of insured limits. 

The Authority grants credit without collateral to its patients, most of whom are local residents and are insured 
under third-party payor agreements. The mix of gross receivables from patients and third-party payors at 
September 30, 20 ll , is as follows: 

Medicare 
Medicaid 
Other third-party payors 
Patients 

TOTAL 

NOTE 12: AFFILIATED ORGANIZATION 

16.50% 
4.77 

20.36 
58.37 

100.00 % 

During 2006, the Dr. Roger E. Marks Healthcare Foundation ("Foundation") was established in connection 
with the Authority dba Glen Rose Medical Center. The purpose of the Foundation is to enhance the level of 
regional health care by fostering goodwill within the community on behalf of Glen Rose Medical Center. 
The bylaws of the Foundation state that at least 75% of yearly contributions will provide support for Glen 
Rose Medical Center. No significant transactions occurred with the Foundation for the year ended 
September 30, 20 ll . 

NOTE 13: SUBSEQUENT EVENT 

On February 17, 2009, the American Recovery and Reinvestment Act of2009 (the Recovery Act) was signed 
into law. A major component of the Recovery Act is its emphasis on improving health information 
technology (also known as HIT). The federal government believes the implementation of technology will 
ultimately increase the quality and reduce the cost ofhealthcare. 
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~6~ 
To accomplish the improvement of HIT, the Recovery Act includes payment incentives for qualifying 
professionals. Physicians and hospitals that are considered early adopters of electronic health records can 
become eligible to receive a significant amount of money from Medicare and Medicaid. 

[n November 20 II, the Authority received $1 ,285,200 in Medicare H[T funds. The Authority intends to 
apply for additional funds in the coming years. These funds and any funds from future applications are 
dependent on reaching certain metrics and various states of "meaningful use" as defmed by the Recovery 
Act. 
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OTHER FINANCIAL INFORMATION 



Condie 
AND COMPANY, LLP 
Certified Public Accountants and Business Advisors 

Board of Directors 
Somervell County Hospital Authority 
Glen Rose, Texas 

July 18, 2012 

993 North Third Street 

PO Box2993 

Abilene, Texas 79604-2993 

phone 325-677-6251 

fax 325-677-0006 

www.condley.com 

INDEPENDENT AUD!TORS' REPORT ON OTHER FINANCIAL IN FORMAT/ON 

Our audit was made for the purpose of forming an opinion on the basic consolidated frnancial statements taken as a whole 
of Somervell County Hospital Authority as of and for the year ended September 30, 20 II, which is presented in the 
preceding section of this report. The other frnancial information presented hereinafter is presented for purposes of 
additional analysis and is not a required part of the basic consolidated financial statements. Such information has been 
subjected to the audit procedures applied in the audit of the basic consolidated financial statements and, in our opinion, is 
fairly stated, in all material respects, in relation to the basic consolidated financial statements taken as a whole. 

L .L .P. 

Certified Public Accountants 
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SOMERVELL COUNTY HOSPITAL AUTHORITY 

CONSOUDAT!NG BALANCE SHEET 

ASSETS 

Current Assets: 

Cash and cash equivalents 
Patient accounts receivable, net of estimated uncollectibles 
[nventories 
Estimated third-party payor settlements receivable 
Other current assets 

Total Current Assets 

Long-Term Assets: 

Assets Limited As To Use 

Other Assets: 

September 30, 20 ll 

[nvestment in Glen Rose Medical Center Nursing Home, L.L.C. 
Due from affiliates 
Capital assets, net 

Total Other Assets 

TOTAL ASSETS 

$ 

$ 

Glen Rose 
Medical Center 

187,698 
2,398,284 

720,643 
353,196 
23 1,3 19 

3,891,140 

472,855 

(73 8,444) 
4,491,703 
3,415,942 

7,169,20 I 

$ 

Glen Rose 
Nursing Home 

158,093 
546,921 

4,805 

3,882 

713,701 

0 

181 ,772 

181,772 

11,533,196 $ 895,473 =========== 



$ 

$ 

Glen Rose 
Healthcare, fnc . 

9,788 
212,622 

45,828 

8, 121 

276,359 

0 

4,568 . 

4,568 

$ 

280,927 $ 

Eliminations 

0 

0 

738,444 
(4,491,703) 

(3,753,259) 

$ 

Consolidated 
Somervell 

County Hospital 
Authority 

355,579 
3,157,827 

771,276 
353, 196 
243,322 

4,881 ,200 

472,855 

0 
0 

3,602,282 

3,602,282 

(3,753,259) $===8=,9=56='=33=7= 
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SOMER YELL COUNTY HOSPITAL AUTHORITY 

CONSOLIDATING BALANCE SHEET (CONT'D) 

September 30, 20 ll 

LIABILITIES AND NET ASSETS 

Current Liabilities: 

Current portion of notes payable 
Outstanding checks in excess of bank balance 
Accounts payable 
Estimated third-party payor settlements payable 

Accrued expenses 

Total Current Liabilities 

Long-Term Liabilities: 

Notes payable, net of current portion 

Total Long-Term Liabilities 

Other Liabilities: 

Due to affiliates 

Total Other Liabilities 

Total Liabilities 

Net Assets: 

Invested in capital assets, net of related debt 
Unrestricted 

Total Net Assets 

TOTAL LIABILITIES AND NET ASSETS 

25 

$ 

$ 

Glen Rose 
Medical Center 

1,895,678 
950,790 

!,89!,845 
270,857 
669,175 

5,678,345 

184,356 

!84,356 

0 

5,862,701 

!,335,908 
4,334,587 

5,670,495 

$ 

Glen Rose 
Nursing Home 

16,957 

237,333 

254,290 

0 

1,379,627 

1,379,627 

1,633,917 

181,772 
(920,216) 

(738,444) 

11,533,196 $====8=95=,4==7=3= 



$ 

$ 

Glen Rose 
Healthcare, Inc. 

33 ,325 
4,489 

124, 192 

162,006 

0 

3, 11 2,076 

3,112,076 

3,274,082 

4,568 
(2,997,723) 

(2,993, 155) 

$ 

280,927 $ 

Eliminations 

$ 

0 

0 

(4,491,703) 

(4,491 ,703) 

(4,491,703) 

738,444 

738,444 

Consolidated 
Somervell 

County Hospital 
Authority 

1,895,678 
984,115 

1,913,291 
270,857 

1,030,700 

6,094,641 

184,356 

184,356 

0 

0 

6,278,997 

1,522,248 
1,155,092 

2,677,340 

(3,753,259) $ ===8=,9=5=6,=33=7= 
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SOMERVELL COUNTY HOSPlTAL AUTHORITY 

CONSOLIDATING STATEMENT OF REVENUES. EXPENSES. AND CHANGES !N NET ASSETS 

Year Ended September 30, 20 I I 

Glen Rose Glen Rose 
Medical Center Nursin~ Home 

Operating Revenues and Other Support: 
Net patient service revenue $ 14,568,570 $ 4,856,843 
County contribution 1,630,549 27,776 

Total Operating Revenues and Other Support 16,199,119 4,884,619 

Operating Expenses: 
Salaries 5,816,946 2,986,138 
Employee benefits 2,283,180 1,039,888 
Supplies 2,402,384 657,482 
Purchased services 1,268,445 427,698 
Bad debt 1,671,550 
Rent and lease 921,050 53,898 
General and administrative 565,380 163,335 
Provision for depreciation 632,455 30,063 
Utilities 325,127 305,016 
Repair and maintenance 364,564 101 ,625 
Insurance 130,082 89,184 
Other operating expenses 248 

Total Operating Expenses 16,381 , 163 5,854,575 

Operating Loss ~182,044) (969,956) 

Nonoperating Income (Expense): 
Donations 46,202 
Change in investment in Glen Rose Medical Center Nursing Home, L.L.C. (958,344) 
Interest expense (57,399) (517) 
Miscellaneous non-operating revenue 321,356 12,129 

Total Nonoperating Income (Expense) (648, 185) 11 ,612 

Deficit of Revenues over Expenses (830,229) (958,344) 

NET ASSETS AT BEGfNNrNG OF PERIOD 6,500,724 219,900 

NET ASSETS AT END OF PERIOD $ 5,670,495 $ (738,444) 
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Consolidated 
Somervell 

Glen Rose County Hospital 
Healthcare, Inc. Eliminations Authority 

$ 2,215,556 $ $ 21 ,640,969 
1,658,325 

2,215,556 0 23 ,299,294 

1,929,350 10,732,434 
587,524 3,910,592 
147,481 3,207,347 
320,906 2,017,049 

1,671,550 
63 , 134 1,038,082 
82,698 8 11,413 

281 662,799 
11 ,431 641,574 
2,564 468,753 

66,030 285,296 
248 

3,211 ,399 0 25,447, 137 

(995,843) 0 (2, 147,843) 

46,202 
958,344 0 

(57,916) 
18 333,503 

18 958,344 321 ,789 

(995,825) 958,344 ( 1,826,054) 

~ 1,997,330) ~219,900) 4,503,394 

$ ~2,993 , 155) $ 738,444 $ 2,677,340 
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SOMER YELL COUNTY HOSPITAL AUTHORITY 

CONSOLIDATING STATEMENT OF CASH FLOWS 

Year Ended September 30, 20 ll 

Glen Rose Glen Rose 
Medical Center Nursing Home 

CASH FLOWS FROM OPERATING ACTIVITIES: 
Receipts from and on behalf of patients $ 13 ,528,440 $ 6,079,382 

Payments to suppliers and contractors (8,802,379) (2,888,714) 

Payments to employees (5,816,945) (2,986, 138) 

Other receipts and payments, net 1,293,515 12,129 

Net Cash Provided by Operating Activities 202,631 216,659 

CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES: 
Change in assets whose use is limited (63, 182) 
Other nonoperating income 367,558 11 ,612 

Net Cash Provided by Noncapital fmancing activities 304,376 11,612 

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES: 

Purchase of capital assets (1,829,470) (120,409) 
Proceeds from borrowings of long-term debt 1,725,464 
Principal payments on long-term debt (197,056) 

Interest payments on long-term debt (57,399) 

Net Cash Used by Capital and Related Financing Activities (358,461) (120,409) 

Net Increase in Cash and Cash Equivalents 148,546 107,862 

Cash and Cash Equivalents at Beginning of Year 39,152 50,231 

Cash and Cash Equivalents at End of Year $ 187,698 $ 158,093 
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Consolidated 
Sornervell 

Glen Rose County Hospital 
Healthcare, Inc. Eliminations Authority 

$ 3, 183,378 $ $ 22,791,200 
(1 ,237,645) (12,928,738) 
(1,929,350) (10,732,433) 

1,305,644 

16,383 0 435,673 

(63, 182) 
18 379,188 

18 0 316,006 

(4,849) ( 1 ,954, 728) 
1,725,464 
(197,056) 

(57,399) 

(4,849) 0 (483,719) 

11 ,552 267,960 

( 1,764) 87,6 19 

$ 9,788 $ 0 $ 355,579 

30 



SOMER YELL COUNTY HOSPITAL AUTHORITY 

CONSOLIDATING STATEMENT OF CASH FLOWS (CONT'D) 

Year Ended September 30, 20 II 

Reconciliation of operating loss to net cash provided by operating activities: 
Operating loss 

Adjustments to reconcile operating loss to net cash 
provided by operating activities: 
Depreciation and amortization 
Provision for bad debts 
(Increase) Decrease in operating assets: 

Patient accounts receivable 
Estimated Medicare and Medicaid settlements 
Inventory 
Due from affiliates 
Other assets 

Increase (Decrease) in operating liabilities: 
Outstanding checks in excess of bank balance 
Accounts payable and accrued expenses 

Estimated Medicare and Medicaid settlements 
Due to affiliates 

$ 

Glen Rose 
Medical Center 

(182,044) $ 

632,455 
1,671,550 

(1 ,873 ,286) 
(122,728) 

(1,686) 
(2,23 l ,907) 

159,619 

950,790 
965,868 

234,000 

Glen Rose 
Nursing Home 

(969,956) 

30,063 

(3,245) 

3,310 
1,299,370 

23 ,522 

(166,405) 

Net Cash Provided by Operating Activities $ 202,63 l $ ===2=1=6=,6=59= 
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Consolidated 
Somervell 

Glen Rose County Hospital 
Healthcare, Inc. Eliminations Authority 

$ (995,843) $ $ (2, 147,843) 

281 662,799 
1,671,550 

6,567 (1,869,964) 
(122,728) 

(24,641) (23,017) 
932,537 0 

25,245 208,386 

33 ,325 984,115 
38,912 838,375 

234,000 
932,537 (932,537) 0 

$ 16,383 $ 0 $ 435,673 
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Condie 
AND COMPANY, LLP 
Certified Public Accountants and Business Advisors 

To the Board of Directors 
Somervell County Hospital Authority 
Glen Rose, Texas 

July 18, 2012 

993 North Third Street 

PO Box2993 

Abilene, Texas 79604-2993 

phone 325-677-6251 

fax 325-677-0006 

www.condley.com 

We are pleased to present this report related to our audit of Somervell County Hospital Authority as of and for the 
year ended September 30, 2011 .. This report summarizes certain matters required by professional standards to be 
communicated to you in your oversight responsibility for Somervell County Hospital Authority's financial reporting 
process. 

This report is intended solely for the information and use of the Board of Directors, Finance Committee and 
management, and is not intended to be and should not be used by anyone other than these specified parties. It will 
be our pleasure to respond to any questions you have regarding this report. We appreciate the opportunity to be of 
service to Somervell County Hospital Authority. 

{!_~ a-nd Cm'f7 J '- / 
Certified Public Accountants 
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Required Communications 
Statement on Auditing Standards No. 114 requires the auditor to communicate certain matters to keep those charged 
with governance adequately informed about matters related to the financial statement audit that are, in our 
professional judgment, significant and relevant to the responsibilities of those charged with governance in overseeing 
the financial reporting process. The following summarizes these communications. 

Area 

Auditor's Responsibility Under Professional 
Standards 

Accounting Practices 

Comments 

Our responsibility under auditing standards generally 
accepted in the United States of America has been 
described to you in our arrangement letter dated April 8, 
2011 . 

Adoption of, or Change in, Accounting Policies 

Management has the ultimate responsibility for the 
appropriateness of the accounting policies used by the 
Organization. The Organization did not adopt any new 
significant accounting policies during the current period. 

Significant or Unusual Transactions 

We did not identify any unusual transactions or significant 
accounting policies in controversial or emerging areas for 
which there is a lack of authoritative guidance or consensus. 
No other significant transactions were identified. 

Alternative Treatments Discussed with Management 

We did not discuss with management any alternative 
treatments within generally accepted accounting principles 
for accounting policies and practices related to material 
items during the current audit period. 
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Area 

Management's Judgments and Accounting 
Estimates 

Financial Statement Disclosures 

Audit Adjustments 

Uncorrected Misstatements 

Disagreements with Management 

Consultations with Other Accountants 

Significant Issues Discussed with 
Management 

Difficulties Encountered in Performing the 
Audit 

Certain Written Communications Between 
Management and Our Firm 

_____________ c_o_m_m_e_nt_s ____________ f?St5 

Summary information about the process used by 
management in formulating particularly sensitive accounting 
estimates and about our conclusions regarding the 
reasonableness of those estimates is in the attached 
"Summary of Accounting Estimates." 

There were no specific disclosures that were separately 
discussed or were requested to be discussed or clarified. 

Audit adjustments recorded by Somervell County Hospital 
Authority are shown on the attached "Summary of Recorded 
Audit Adjustments." 

Uncorrected misstatements are summarized in the attached 
"Summaries of Uncorrected Misstatements." 

We encountered no disagreements with management over 
the application of significant accounting principles, the basis 
for management's judgments on any significant matters, the 
scope of the audit, or significant disclosures to be included in 
the financial statements. 

We are not aware of any consultations management had 
with other accountants about accounting or auditing matters. 

No significant issues arising form the audit were discussed 
or were the subject of correspondence with management. 

We did not encounter any difficulties in dealing with 
management during the audit. 

Copies of certain written communications between our firm 
and the management of the Authority are attached as Exhibit 
A. A management letter was also issued under separate 
cover. 
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Somervell County Hospital Authority 
Summary of Accounting Estimates 

September 30, 2011 

Accounting estimates are an integral part of the preparation of financial statements and are based upon 
management's current judgment. The process used by management encompasses their knowledge and experience 
about past and current events and certain assumptions about future events. You may wish to monitor throughout the 
year the process used to compute and record these accounting estimates. The following describes the significant 
accounting estimates reflected in the Authority's September 30, 2011 consolidated financial statements: 

Area 

Accounts receivable 
and allowance for 
doubtful accounts; 
third· party payor 
settlements 

Fixed asset lives 

Accounting Policy 

Receivables are 
recorded net of 
amounts considered 
uncollectible. Third· 
party payor settlements 
are recorded based on 
cost report and 
management estimates. 

Fixed assets are 
depreciated based on 
GAAP and industry 
guidelines. 

Estimation Process Comments 

The provision for The methodology for 
uncollectible accounts, estimating the allowance 
including Medicare, for uncollectible accounts 
Medicaid contractuals, and third-party settlements 
bad debts, and other was determined to be 
third-party contractual within GAAP guidelines. 
deductions is made 
using the reserve 
method and is based 
upon management's 
continuing review of 
accounts receivable. 
Third-party payor 
settlements are based 
on cost report 
calculations as well as 
any additional internal 
estimate of expected 
receivables or payables 
from third-party 
communications or 
other industry sources. 

Management estimates Fixed asset lives were 
the useful lives of determined to be within 
capitalized assets GAAP guidelines. 
based on the type and 
life expectancy as well 
as GAAP guidance and 
industry standards. 
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Somervell County Hospital Authority 
Summary of Recorded Audit Adjustments 

~s~1 September 30, 2011 

Effect -Increase (Decrease) 
Description Assets Liabilities Net Assets Revenue Expense 

Glen Rose Medical Center 

To reclass current portion of long-
term debt. $ $ 0 $ $ $ 

To adjust note payable to actual. (557) (557) 

To adjust financial reserve 
account based on County 
agreement. 0 

To adjust Medicare/Medicaid to 
actual. 395,175 35,174 (360,001) 

To reclass credit balances out of 
accounts receivable. 1,047,092 1,047,092 

To adjust allowance based on 
collectability estimate. (1 ,323,032) 1,323,032 

To adjust data processing 
equipment to actual. 133,247 (133,247) 

To adjust depreciation to actual. 25,517 (25,517) 

To record County donation and 
rent expense for use of facilities. 703,250 703,250 

Client proposed entry to adjust 
payroll liability to actual. (1,748) 1,470 (278) 

Client proposed entry to adjust 
note payable to actual. 51,340 52,309 969 

To record investment in nursing 
home (958,343) (958,343) 

To write of stale credit balances 
and reclass unapplied cash (110,976) (406,758) 295,782 

Total Effect $ 42,159 $ 1,507,651 

Balance Sheet Effect $ !739,980) $ 725,512 $ 0 
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Effect- Increase (Decrease} 
Descrietion Assets Liabilities Net Assets Revenue Exeense 

Glen Rose Nursing Home 09& 
To adjust cash balance to 
actual. $ (86,616) $ (86,616) $ $ $ 

To record nursing home 
refunds that were recorded on 
the balance sheet. (23,752) (23,752) 

To adjust nursing home 
accounts receivable to actual. (72,966) 72,966 

Client proposed entry to record 
year end salary accrual. 50,534 50,534 

Client proposed entry to record 
payroll liability at year end. 44,742 44,742 

To adjust depreciation to actual. (22,063) 22,063 

To record County donation and 
rent expense for use of 
facilities. 27,776 27,776 

To record allowance for 
doubtful accounts. (60,406) 60,406 

Total Effect $ 4,024 $ 278,487 

Balance Sheet Effect $ ~265,803) $ 8,660 $ 0 
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Effect -Increase (Decrease} 0)11 Description Assets Liabilities Net Assets Revenue Expense 

Glen Rose Healthcare, Inc. 

To adjust 501a cash balance to 
actual. $ (60,336) $ (60,336) $ $ $ 

To record 501a refunds that 
were recorded on the balance 
sheet. (2,629) (2,629) 

Client proposed entry to adjust 
payroll liability at year end . 34,234 34,234 

Client proposed entry to adjust 
payroll liability. (48,515) (48,515) 

To adjust depreciation to actual. (280) 280 

$ (2,629) $ (14,001) 

Balance Sheet Effect (Pretax) $ ~63,245) $ (74,617) $ 0 
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Somervell County Hospital Authority 
Summary of Uncorrected Misstatements 

September 30, 2011 

During the course of our audit, we accumulated uncorrected misstatements that were determined by management to 
be immaterial, both individually and in the aggregate, to the consolidated statements of financial position, results of 
operations, and cash flows and to the related financial statement disclosures. Following is a summary of those 
differences. 

Effect -Increase (Decrease) 
Description Assets Liabilities Net Assets Revenue Expense 

Glen Rose Medical Center 

To accrue interest expense. $ $ 20,825 $ $ $ 20,825 

Total Effect $ 0 $ 20,825 

Balance Sheet Effect $ 0 $ 20,825 $ 0 

Effect -Increase (Decrease) 
Description Assets Liabilities Net Assets Revenue Expense 

Glen Rose Nursing Home 

To adjust cash to actual. $ 9,571 $ $ $ 9,571 $ 

Total Effect $ 9,571 $ 0 

Balance Sheet Effect $ 9,571 $ 0 $ 0 

Effect -Increase (Decrease) 
Description Assets Liabilities Net Assets Revenue Expense 

Glen Rose Healthcare, Inc. 

None $ $ $ $ $ 

Total Effect $ 0 $ 0 

Balance Sheet Effect $ 0 $ 0 $ 0 
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Exhibit A· Certain Written Communications Between Management 
and Our Firm 

Page 10 



Exhibit 8 -Industry Developments, Accounting Updates and 
Other Matters for Consideration 

A number of accounting developments and other regulatory issues have been implemented or are being 
considered which will require the Authority's Board and management attention. This listing is designed to 
bring certain matters to the attention of the Authority and does not represent all possible pending 
legislation or accounting pronouncements. 

Patient Protection and Affordable Care Act 

The Patient Protection and Affordable Care Act (PPACA) was signed into law on March 23, 2010, 
including a new IRS section 501 (r) relating to exempt hospitals in order to retain exempt status. Certain 
elements of PPACA include a community health needs assessment, requ ired written financial assistance 
policies, a requirement to file audited financial statements with the Form 990, and implementation of 
written compliance plans that include sufficient resources devoted towards compliance. Additional 
requirements limit amounts charged for emergency or other medically necessary care that is provided to 
individuals who do not have insurance coverage. PPACA encompasses other areas and the entire Act 
should be reviewed for other critical requirements. PPACA requirements are currently under 
governmental reviews therefore will need to continue to be monitored in the upcoming fiscal year. 

FASB ASU No. 2010-23 Measuring Charity Care of Disclosure 

In August 2010, FASB issued FASB ASU No. 2010-23 in order to reduce the diversity in practices 
regarding the measurement basis used in the disclosure of charity care. Some entities determine their 
charity care disclosures on the basis of a cost measurement while others use a revenue measurement. 
The amendments in this ASU require that cost be used as the measurement basis for charity care 
disclosure purposes and that cost be identified as the direct and indirect costs of providing the charity 
care. This amendment also requires the disclosure of the method used to identify or determine such 
costs. This amendment is effective for annual reporting periods beginning after December 15, 2010. 

FASB ASU No. 2010-24 Presentation of Insurance Claims and Related Insurance Recoveries 

In August 2010, FASB issued FASB ASU No. 2010-24 to address current diversity in practice related to 
the accounting by health care entities for medical malpractice claims and similar liabilities and their 
related anticipated insurance recoveries. Most health care entities have netted anticipated insurance 
recoveries against the related accrued liability, although some entities have presented the anticipated 
insurance recovery and related liability on a gross basis. The amendments are consistent with the 
guidance on netting receivables and payables in ASC Subtopic 210-02, Balance Sheet- Offsetting. This 
amendment clarifies that a health care entity should not net insurance recoveries against a related claim 
liability. Additionally, the amount of the claim liability should be determined without consideration of 
insurance recoveries. The amendment is effective for fiscal years beginning after December 15, 2010. 

Financial Accounting Standards Board (FASB) Projects 

Ongoing projects are being conducted by the FASB in convergences with the International Accounting 
Standards Board (IASB) in an effort to move towards convergence with international accounting 
standards. Among these projects include consolidation , accounting for leases, insurance contracts, 
among other areas. Exposure drafts are expected on insurance contracts and leases in the first half of 
2012, and the deadline for comments for the consolidation and revenue recognition is also in the first half 
of 2012. 

In addition to these projects with IASB, the FASB is also engaged in projects relating to impairment 
issues, disclosure of loss contingencies, and other issues. Progress on all FASB projects will need to be 
monitored over the next fiscal year in anticipation of new accounting standards to be released . 

Page 11 



MEDICAL 
CENTER 

Condley and Company, L.L.P. 
993 N. 3'd Street 
Abilene, Texas 79601 

July 18, 2012 

In connection with your audit of the consolidated balance sheet of Somervell County Hospital Authority as of 
September 30, 2011, and the related consolidated statements of revenues, expenses, changes in net assets, and cash 
flows for the year then ended, we confirm, we are responsible for the fair presentation in financial statements of 
financial position, results of operations and cash flows in conformity with accounting principles generally accepted 
in the United States of America. 

We confirm, to the best of our knowledge and belief, as of July 18, 2012, the following representation made to you 
during your audit. 

I. The consolidated financial statements referred to above are fairly presented in conformity with accounting 
principles generally accepted in the United States of America. 

2. We have made available to you all: 

a. Financial records and related data. 

b. Minutes of the meetings of directors (trustees) and committees of directors (trustees) or summaries of 
actions of recent meetings for which minutes have not yet been prepared. 

c. Contracts with aU significant third-party payors or other providers. 

d. Peer review organizations, fiscal intermediary, and third-party payor reports. 

e. All financial records and related data of all funds and activities, including those of all special funds, 
programs, departments, projects, activities, etc., in existence at any time during the period covered by your 
audit. 

f. All communications from grantors, lenders, other funding sources, or regulatory agencies concerning 
noncompliance with: 

(1) Statutory, regulatory, or contractual provisions or requirements. 

(2) Financial reporting practices that could have a material effect on the financial statements. 

3. We have no kno;_,ledge of fraud or suspected fraud affecting the Organization involving: 

a. Management. 

b. Employees who have significant roles in the internal control. 

b. Others where the fraud could have a material effect on the consolidated financial statements. 

4. We acknowledge our responsibility for the design and implementation of programs and controls to provide 
reasonable assurance that fraud is prevented and detected. 

5. We have no knowledge of any allegations of fraud or suspected fraud affecting the Organization received in 
communications from employees, former employees, analysts, regulators, short sellers, or others. 

1021 Holden Street Glen Rose, TX 76043 
254-897-2215 Fax: 254-897-1427 



6. 

7. 

8. 

We have informed you of all significant deficiencies, including material weaknesses, in the design or operation 
of internal controls that could adversely affect the Organization's ability to record, process, summarize, and 
report frnancial data. 

There have been no communications from regulatory agencies concerning noncompliance with, or deficiencies 
in, financial reporting practices. 

We have no plans or intentions that may materially affect the carrying value or classification of assets. In that 
regard: 

a. The Organization has no significant amounts of idle property and equipment or permanent excess plant 
capacity. 

b. The Organization has no plans or intentions to discontinue the operations of any subsidiary or branch or to 
discontinue any significant services or activities. 

c. Provision has been made to reduce all investments, intangibles, and other ass~ts which have permanently 
declined in value to their realizable values. 

d. Long-lived assets, including intangibles, which are impaired or to be disposed of, have been recorded at the 
lower oftheir·cost or fair value. 

9. The following have been properly recorded and/or disclosed in the consolidated frnancial statements: 

a. Related-party relationships, transactions and related amounts receivable or payable including sales, 
.purchases, loans, transfers, leasing arrangements and guarantees, all of which have been recorded m 
accordance with the economic substance of the transactions. 

b. Guarantees, whether written or oral, under which the Organization is contingently liable. 

c. Arrangements with f.Lllancial institutions involving compensating balances or other arrangements involving 
restrictions on cash balances. 

d. Lines of credit or similar arrangements. 

e. Agreements to repurchase assets previously sold. 

f. Security agreements in effect under the Uniform Commercial Code. 

g. All other liens or encumbrances on assets and all other pledges of assets. 

h. Amounts of contractual obligations for construction and/or purchase of real property, equipment, other 
assets and intangibles. 

1. Investments in debt and equity securities, including their classification. 

j . All liabilities which are subordinated to any other actual or possible liabilities of the Organization. 

k. All leases and material amounts of rental obligations under long-term leases. 

1. All significant estimates and material concentrations ·known to management which are to be disclosed in 
ac9ordance with the Risks and Uncertainties Topic of the FASB Accounting Standards Codification. 
Significant estimates are estimates at. the balance sheet date which could change materially within the next 
year. Concentrations refer to vol~mes of business, revenues, available sources of supply, or markets for 
which events could occur which would significantly disrupt normal finances within the next year. 

m. Concentrations of credit risk. 

n. All recordable contributions, by appropriate net asset class. 

o. Conditional promises to give. 

p. Reclassifications between net asset classes. 

q. Assets and liabilities measured at fair value in accordance with the Fair Value Measurements and 
Disclosures Topic of the FASB Accounting Standards Codification, including split interest agreements. 
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r. Board designated unrestricted net assets. 

s. Composition of assets in amounts needed to comply with all donor restrictions. 

t. Deferred revenue from exchange transactions. 

u. The fair value of financial instruments and investments. 

v. Tax status. 

w. Disclosures related to third-party payor agreements and settlements. 

x. Disclosures related to professional liability insurance coverage. 

y. Compliance with bond indentures or other debt instruments. 

z. Impairment of capital assets. 

aa. Risk financing activities. 

bb. Assets and liabilities measured at fair value. 

cc. Deposits and investment securities category of custodial credit risk. 

10. We are responsible for making the accounting estimates included in the consolidated financial statements. 
Those estimates reflect our judgment based on our knowledge and experience about past and current events and 
our assumptions about conditions we expect to exist and courses of action we expect to take. In that regard, 
adequate provisions have been made: 

a. To reduce receivables, including contributions, to their estimated net coUectable amounts. 

b. To reduce obsolete, damaged, or excess inventories to their estimated net realizable values. 

c. Foraudit adjustments by intermediaries, third-party payors, or other regulatory agencies 

d. For estimated adjustments to revenue, such as den.ied claims, changes to diagnosis-related group (DRG) 
assigrunents, or other estimated retroactive adjustments by third-party payors. 

e. For obligations related to third-party payor contracts, including risk sharing and contractual settlements. 

f. For medical malpractice obligations expected to be incurred with respect to services. provided through 
September 30, 2011. 

g. For uninsured losses or loss retentions (deductibles) attributable to events occurring through September 30, 
2011 and /or for expected retroactive insurance premium adjustments applicable to periods through 
September 30, 2011. 

h. For pension obligations, post-retirement benefits other than pensions and deferred compensation 
agreements attributable to employee services rendered through September 30, 2011. 

i. For environmental cleanup obligations. 

J. To reduce investments, intangibles, and other assets which have permanently decline in value to their 
realizable value. 

k. For amounts held for other under agency and/or split interest agreements. -

I. For obligations related to providing future service under prepaid health care service contracts. 

m. - For any material loss to be sustained in the fulfillment of or from the inability to fulfill any commitment, 
including promises to give. 

n. For any material loss to be sustained as a result of purchase commitments for inventory quantities in excess 
of normal requirements or at prices in excess of the prevailing market prices. 



11. There are no: 

a. Material transactions that have not been properly recorded in the accounting records underlying the 
consolidated financial statements. 

b. Violations or possible violations oflaws or regulations whose effects should be considered for disclosure in 
the consolidated financial statements or as a basis for recording a loss contingency. In that regard, we 
specifically represent that we have not been designated as, or alleged to be, a "potentially responsible party" 
by the Environmental Protection Agency in connection with any environmental contamination. 

c. Other material liabilities or gain or loss contingencies that are required to be accrued or disclosed by the 
Contingencies Topic of the Accounting Standards Codification. 

d. Violations or possible violations oflaws or regulations, such as those related to the Medicare and Medicaid 
antifraud and abuse statutes, including but not limited to the Medicare and Medicaid Anti-Kickback 
Statute, Limitations on Certain Physician Referrals (the Stark law), and the False Claims Act, in any 
jurisdiction whose effects should be considered for disclosure in the consolidated financial statements or as 
a basis for recording a loss contingency. 

e. Communications, whether oral or written, from regulatory agencies, governmental representatives, 
employees, or others concerning investigations or allegations of noncompliance with laws and regulations 
in any jurisdiction, including those related to the Medicare and Medicaid antifraud and abuse statutes, 
deficiencies in financial reporting practices, or other matters that could have a material adverse effect on 
the consolidated financial statements . 

. 12. There are no unasserted claims or assessments that our lawyer has advised us are probable of assertion and must 
be disclosed in accordance with the Contingencies Topic of the Accounting Standards Codification. 

13. The Organization has satisfactory title to all owned assets. 

14. Recorded receivable valuation allowances are necessary, appropriate and properly supported. 

15. With respect to cost reports: 

a. We have filed all required Medicare, Medicaid and similar reports. 

b. We are responsible for the accuracy and propriety of all cost reports filed. 

c. All cost reflected on such reports are appropriate, allowable under applicable reimbursement rules and 
regulations, patient-related, and properly allocated to the applicable payers. 

d. The reimbursement methodologies and principles employed are in accordance with applicable rules and 
regulations. 

e. All items required to be disclosed, including disputed costs that are being claimed to establish as basis for a 
subsequent appeal, have been fully disclosed in the cost report. 

f. Recorded third-party settlements include differences between filed (and to be filed) cost reports and 
calculated settlements, which are necessary based upon historical experience or new or ambiguous 
regulations that may be subject to differing interpretations. While management believes the entity is entitled 
to all amounts claimed on the cost reports, management also believes the amounts of these differences are 
appropriate. 

16. Billings to third-party payors comply in all respects with applicable coding principles and laws and regulations 
(including those dealing with Medicare and Medicaid antifraud and abuse), and only reflect charges for goods 
and services that were medically necessary, properly approved by regulatory bodies (for example, the Food and 
Drug Administration), if required, and properly rendered. 

17. We have complied with all aspects of contractual agreements, grants and donor restrictions that would have a 
material effect on the fmancial statements in the event of noncompliance. In connection therewith, we 



specifically represent that we are responsible for determining that we are not subject to the requirements of the 
Single Audit Act and O!VIB Circular No. A-133, because we have not received, expended or othetwise been the 
beneficiary of the required amount of federal awards during the period of this audit. 

18. We have identified for you all organizations that are a part of this reporting entity or with which we have a 
relationship, as these organizations are defined in Section 2100 of the Governmental Accounting Standards 
Board's Codification of Accounting and Financial Reporting Standards, that are: 

a. Component units 

b. Other organizations for which the nature and significance of their relationship of Somervell 
County Hospital Authority are such that exclusion would cause the reporting entity's financial 
statements to be misleading or incomplete. 

c. Jointly governed organizations in which we participated. 

19. We are a component unit of Somervell County, Texas as this term is defined in Section 2100 of the 
Governmental Accounting Standards Board's Codification of Governmental Accounting and Financial 
Reporting Standards. 

20. We have identified for you all identifiable business type activities. 

21. We have properly classified all funds and activities. 

22 . Net asset components and fund balances are properly classified, and when applicable, approved. 

23 . We are responsible for compliance with laws and regulations applicable to Somervell County, Texas including 
adopting, approving, and amending budgets. 

24. We have reviewed, approved, and take full responsibility for the consolidated financial statements and related 
notes and acknowledge the auditor's role in the preparation of this information. 

25. Capital assets, including infrastructure assets, are properly capitalized,. reported, and depreciated. 

26. Required supplementary information is properly measured and presented. 

27. We have reviewed, approved, and take full responsibility for all adjustments and acknowledge the auditor's role 
in the preparation of the adjustments. 

28. We are responsible for determining that significant events or transactions that have occurred since the balance 
sheet date and through July 18, 2012, have been recognized or disclosed in the consolidated financial 
statements. No events or transactions other than those disclosed in the consolidated financial statements have 
occurred subsequent to the balance sheet date and through July 18, 2012 that would require recognition or 
disclosure in the consolidated financial statements. We further represent that as of July 18, 2012, the 
consolidated financial statements were complete . in a form and format that complied with accounting policies 
generally accepted in the United States of America, and all approvals necessary for issuance of the consolidated 
fmancial statements had been obtained. 

No events or transactions other than those disclosed in the consolidated fmancial statements have occurred 
subsequent to the balance sheet date that would require adjustment to, or disclosure in, the consolidated financial 
statements. 

During the course of your audit, you may have accumulated records containing data which should be reflected in our 
books and records. All such data have been so reflected. Accordingly, copies of such records in your possession are 
no longer needed by us. 



As of and for the Year Ended September 30,2011 

We believe that the effects of the uncorrected misstatements aggregated by you and summarized below are 
·immaterial, both individually and in the aggregate to the financial statements taken as a whole. For purposes of this 
representation, we consider items to be material, regardless of their size, if they involve the misstatement or 
omission of accounting information that, in light of surrounding circumstances, makes it probable that the judgment 
of a reasonable person relying on the information would be changed or influenced by the omission or misstatement. 

Effect -Increase (Decrease) 
Description Assets Liabilities Net Assets Revenue · Expense 

Glen Rose Medical Center 

To accrue interest expense $ $ 20,825 $ $ $ 20,825 

Total Effect $ 0 $ 20,825 

Balance Sheet Effect $ 0 $ 20,825 $ 0 

Effect- Increase (Decrease) 
Description Assets Liabilities Net Assets Revenue Expense 

Glen Rose Nursing Home 

To adjust Nursing Home 
cash to actual $ 9,571 $ $ $ 9,571 $ 

Total Effect $ 9,571 . $ 0 

Balance Sheet Effect $ 9,571 $ 0 $ 0 

Effect- Increase (Decrease) 
Description Assets Liabilities Net Assets Revenue Expense 

Glen Rose Healthcare1 Inc. 

None $ $ $ $ $ 

Total Effect $ 0 $ 0 

Balance Sheet Effect $ 0 $ 0 $ 0 

,~t:_~JJ 
Ray Reynolds, CEO 


