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To the Board of Directors
Shenandoah Medical Center
Shenandoah, Iowa:
Dear Board of Directors:
We are pleased to present this report related to our audit of the consolidated financial statements of Shenandoah
Medical Center and Affiliate (Medical Center), as of and for the year ended December 31, 2015. This report
summarizes certain matters required by professional standards to be communicated to you in your oversight
responsibility for the Medical Center’s financial reporting process.
This report is intended solely for the information and use of the Board of Directors 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 the
Medical Center.

Omaha, Nebraska,
June 22, 2016.
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Shenandoah Medical Center and Affiliate
Required Communications
As of and for the Year Ended December 31, 2015

Generally accepted auditing standards (AU-C 260, The Auditor’s Communication with Those Charged with
Governance) require the auditor to promote effective two-way communication between the auditor and those
charged with governance. Consistent with this requirement, the following summarizes our responsibilities regarding
the financial statement audit as well as observations arising from our audit that are significant and relevant to your
responsibility to oversee the financial reporting process.
Auditor's Responsibility Under Professional Standards
Our responsibility under auditing standards generally accepted in the United States of America has been described
to you in our arrangement letter dated November 25, 2015. Our audit of the financial statements does not relieve
management or those charged with governance of their responsibilities which are also described in that letter.
We have issued a separate communication regarding the planned scope and timing of our audit and have discussed
with you our identification of and planned audit response to significant risks of material misstatement.
The following individuals were assigned to your audit:
Years of
Service
Randy D. Hoffman
Joseph L. Harnisch
John M. Shurtliff
Cody J. Powers

22
15
3
2

Accounting Practices
Preferability of Accounting Policies and Practices
Under generally accepted principles, in certain circumstances, management may select among alternative
accounting practices. In our view, in such circumstances, management has selected the preferable accounting
practice.
Adoption of, or Changes in, Accounting Policies
Management has the ultimate responsibility for the appropriateness of the accounting policies used by the Medical
Center. There have been no changes in existing significant policies during the current period.
Significant or Unusual Transactions
We did not identify any significant or unusual transactions or significant accounting policies in controversial or
emerging areas for which there is a lack of authoritative guidance or consensus.
Management’s Judgments and Accounting Estimates
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.”
Audit Adjustments
There were seven audit adjusting entries, plus six client provided adjusting entries, made to the trial balance
presented to us for our audit. The audit journal entries are summarized in the attached “Summary of Audit
Adjustment Entries.”
Several reclassification entries were made for financial presentation purposes.
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Shenandoah Medical Center and Affiliate
Required Communications
As of and for the Year Ended December 31, 2015

Uncorrected Misstatements
We also accumulated three uncorrected misstatements (passed audit adjustments) which were discussed with
management, and were determined by management to be immaterial, both individually and in the aggregate, to the
consolidated financial statements taken as a whole. Therefore, the adjustments to correct the misstatements were
not made to the financial statements. These uncorrected misstatements are summarized in the attached “Summary
of Uncorrected Misstatements.”
Disagreements with Management
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.
Consultation with Other Accountants
We are not aware of any consultations management had with other accountants about accounting or auditing
matters.
Significant Issues Discussed with Management
No significant issues arising from the audit were discussed or were the subject of correspondence with
management.
Difficulties Encountered in Performing the Audit
We did not encounter any difficulties in dealing with management during the audit.
Letter Communicating Internal Control Related Matters
We have separately communicated the internal control related matters identified during our audit of the consolidated
financial statements and this communication is attached as Exhibit A.
Certain Written Communications Between Management and Seim Johnson, LLP
In connection with our audit we received a representation letter from management confirming it has the primary
responsibility for the fair presentation in the consolidated financial statements in conformity with generally accepted
accounting principles in the United States of America. The representation letter reduces to writing the more
significant oral representations made by management during the course of the audit. A copy of this representation
letter can be provided upon request.
Quality Review
A copy of our most recent quality review is attached to this correspondence.
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Shenandoah Medical Center and Affiliate
Summary of Significant Accounting Estimates
As of and for the Year Ended December 31, 2015

Accounting estimates are an integral part of the preparation of consolidated 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 Medical Center’s December 31, 2015 financial statements.

Allowance for Doubtful Accounts:
Accounting Policy: The Medical Center evaluates for the collectibility of account receivables at the end of each
month and establishes an allowance for bad debts for all accounts or portions thereof considered uncollectible.
Estimation Process: The Medical Center establishes an allowance based on an analysis of outstanding accounts
which considers payor types, the aging of accounts, historical performance and industry averages.
Comments: Based on our testing, the allowance for doubtful accounts appears reasonable.

Contractual Adjustments:
Accounting Policy: The Medical Center evaluates the net realizable value of accounts receivables at the end of
each month and establishes an allowance for contractual adjustments. The Medical Center also evaluates the
retroactive settlements with the Medicare and Medicaid programs and establishes a payable or receivable for those
settlements.
Estimation Process: The Medical Center performs an estimate for contractual allowances and retroactive
settlements using a significant amount of detail at the end of each month. The allowances and settlements are
adjusted to those estimates.
Comments: Based on our testing, after adjustment, the contractual allowances and settlement estimates appear
reasonable.

Depreciation Expense:
Accounting Policy: Property and equipment acquisitions are stated at cost. Depreciation is provided over the
estimated useful life of each class of depreciable asset and is computed using the straight-line method.
Estimation Process: The Medical Center uses the Estimated Useful Lives of Depreciable Hospital Assets issued by
the American Hospital Association as a guide to help determine useful life for depreciation purposes.
Comments: Based on our testing, after adjustment, the calculation for depreciation expense appears reasonable.
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Shenandoah Medical Center and Affiliate
Summary of Audit Adjustment Entries
As of and for the Year Ended December 31, 2015
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Shenandoah Medical Center and Affiliate
Summary of Audit Adjustment Entries
As of and for the Year Ended December 31, 2015
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Summary of Audit Adjustment Entries
As of and for the Year Ended December 31, 2015
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Shenandoah Medical Center and Affiliate
Summary of Audit Adjustment Entries
As of and for the Year Ended December 31, 2015
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Shenandoah Medical Center and Affiliate
Summary of Audit Adjustment Entries
As of and for the Year Ended December 31, 2015
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Shenandoah Medical Center and Affiliate
Summary of Uncorrected Misstatements
As of and for the Year Ended December 31, 2015

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 combined statements of financial position, results of
operations, and cash flows and to the related financial statement disclosures. Following is a summary of those
differences:
Description
To correct over accrual of bonuses

Assets
$

To correct accounts payable reconciliation
To adjust Medicaid accounts receivable
allowance

Increase (Decrease)
Equity
Revenue

Expenses

--

(32,000)

32,000

--

(32,000)

--

(97,000)

97,000

--

(97,000)

(100,000)
$

Liabilities

(100,000)

-(129,000)

(100,000)

(100,000)

29,000

(100,000)

-(129,000)
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Shenandoah Medical Center and Affiliate
Quality Review
As of and for the Year Ended December 31, 2015
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Shenandoah Medical Center and Affiliate
Letter Communicating Internal Control Related Matters
As of and for the Year Ended December 31, 2015

Internal Control Related Matters Letter
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To the Board of Directors
Shenandoah Medical Center
Shenandoah, Iowa:
In planning and performing our audit of the financial statements of Shenandoah Medical Center and Affiliate
(Medical Center), as of and for the year ended December 31, 2015, in accordance with auditing standards generally
accepted in the United States of America, we considered the Medical Center's internal control over financial
reporting (internal control) as a basis for designing our auditing procedures for the purpose of expressing our opinion
on the consolidated financial statements, but not for the purpose of expressing an opinion on the effectiveness of the
Medical Center's internal control. Accordingly, we do not express an opinion on the effectiveness of the Medical
Center's internal control.
Our consideration of internal control was for the limited purpose described in the preceding paragraph and was not
designed to identify all deficiencies in internal control that might be significant deficiencies or material weaknesses
and therefore, there can be no assurance that all deficiencies, significant deficiencies, or material weaknesses have
been identified. However, as discussed below, we identified certain deficiencies in internal control that we consider
to be significant deficiencies.
A deficiency in internal control exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent, or detect and correct
misstatements on a timely basis. A material weakness is a deficiency, or combination of deficiencies, in internal
control, such that there is a reasonable possibility that a material misstatement of the financial statements will not be
prevented, or detected and corrected on a timely basis.
A significant deficiency is a deficiency, or combination of deficiencies, in internal control that is less severe than a
material weakness, yet important enough to merit attention by those charged with governance. We consider the
following to be a significant deficiency:
Account Reconciliations and Management Estimates
Account Reconciliations
The design or operation of the Medical Center’s internal controls should allow management or employees, in the
normal course of performing their assigned functions, to prevent or detect misstatements in the financial
statements on a timely basis. During our audit we identified certain misstatements that were not initially
identified by the Medical Center’s internal controls.
There was a change in accounting software used by management during the fiscal year which led to
inaccuracies in the reconciliations of certain accounts, including accounts payable and accounts receivable by
payor. We recommend that management continue to evaluate the new accounting software and implement
control procedures that will allow the Medical Center to accurately reconcile all account balances to supporting
details.
Management Estimates
In addition, the preparation of financial statements in conformity with accounting principles generally accepted in
the United States of America requires management to make estimations that affect the reported amounts of
assets and liabilities as of the date of the consolidated financial statements. As part of the audit, we reviewed
significant estimates made by management including, but not limited to, the allowance for doubtful accounts,
allowance for third party payor adjustments, and third party payor settlements.
Management utilizes various templates during its estimate process that utilize current and historical data as well
as management’s assumptions. In addition, management consults with external cost reporting resources. Due
to changes in business operations, the implementation of new accounting software, staff turnover, and data
accumulation by payor type, additional analysis was needed to validate estimates. Management recorded an
initial settlement due to time constraints and did not have adequate time to investigate inconsistencies in the
settlement tools. During the audit, the inconsistencies were resolved and an adjustment was required to correct
management’s initial estimate. We recommend that management continue to enhance its year-end estimates to
ensure those estimates are as accurate as possible.
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__________
The following items are offered as constructive suggestions for the consideration of management as part of the
ongoing process of modifying and improving the Medical Center’s practices and procedures:
Construction Accounting
Accounting for construction projects involves detailed recording of transactional activity. Typical examples of the
types of construction project costs incurred are:


Architectural and engineering



Construction



Marketing and development



Capitalized interest



Land and improvements



Other planning costs

Construction-type costs pertain to the components of the project and are considered hard costs. Each component
generally has an estimated useful life assigned for depreciation purposes upon capitalization. Costs associated with
planning, design, and intangible type items are considered soft costs. These costs generally do not carry an
estimated useful life and do not undergo the same type of treatment as hard costs during capitalization.
Once the project has been completed and placed into service, the most accurate method of capitalization involves
componentizing the construction project and assigning a useful life, based on published guidelines, to each identified
component. This allows for individual fixed assets to be assigned a specific useful life and depreciated accordingly.
As the construction-type items are capitalized, it is important to also capitalize the design, planning, and other soft
costs. The most common method for capitalizing soft costs involves performing a pro rata allocation based on the
individual component or hard cost. In order to effectively capitalize the construction project by component, accurate
records must be maintained allowing for specific assignment of cost by construction project type. We recommend
management closely monitor the construction project costs and record in a manner consistent with the component
method of capitalization.
Loan Covenant Compliance
During our audit we noted the Medical Center is in the beginning stages of developing a formalized process relating
to loan covenant compliance. In times of employee turnover or employee absence a centralized, standard loan
covenant compliance checklist may alleviate the possibility of missed deadlines. The checklist should include a
listing of the covenants and requirements of the Medical Center, the person responsible for fulfilling the task, and the
due date. Upon implementation of permanent financing through the USDA, we recommend the Medical Center
develop a loan covenant compliance checklist to prevent noncompliance with outstanding loans.
Revenue Recognition
In May 2014, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update 2014-09,
Revenue from Contracts with Customers (Topic 606) in an effort to converge standards between U.S. generally
accepted accounting principles and the International Financial Reporting Standards. The guidance supersedes
revenue recognition requirements in general and in most industry guidance.
Healthcare-specific standards are being largely superseded by this standard and are replaced with a principle-based
approach. Impacts on healthcare revenue recognition will include the recognition and measurement of revenue from
self-pay patients. Collection of payment must be considered probable in order to account for a contract. If it is
determined that payment is probable, revenue will be recognized by estimating the variable consideration if the
customer is offered a price concession. The provision for uncollectible accounts will no longer show as a deduction
to net patient service revenue on the face of the financial statements as the standards will require that an estimate of
collectability be incorporated at the time revenue is recorded. This, in theory, will reduce the overall amount of the
provision.
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The AICPA has created task forces for many different industries, including healthcare, which will issue guidance
related to specific implementation issues. We will monitor their issuances and will continue to give you more
detailed guidance in upcoming discussions with management and during future audits. The standard is applicable to
public entities, including not-for-profits that have issued, or are conduit bond obligors for, securities that are publicly
traded, listed, or quoted, for annual periods beginning after December 15, 2016. For all other entities, it will be
effective for annual periods beginning after December 15, 2017. Effectively, this will be applicable for your entity for
fiscal years ending on or after December 31, 2018.
Internal Revenue Code §501(r)
The Patient Protection and Affordable Care Act required the addition of section 501(r) to the Internal Revenue Code,
which created new requirements for tax-exempt hospitals. Each hospital organization must meet four requirements:


Establish written financial assistance and emergency medical care policies



Limit amounts charged for emergency and other specified services for patients eligible for the financial
assistance policy



Make reasonable efforts to determine if patients are eligible for the financial assistance policy prior to
certain collection efforts



Perform a community health needs assessment and adopt an implementation strategy at least every third
year

Further, when calculating the limitation on charges for patients eligible for the financial assistance policy, two
methods may be utilized. The look-back method is performed once per year and is calculated by the allowance
insured amounts as a percentage of the total related gross charges. This can be performed by business segment.
The alternative method is the prospective method, in which charges are limited to the Medicare fee-for-service rates.
The final regulations were issued December 29, 2014. Certain portions are effective now and the final regulations
are effective for the first tax year following December 29, 2015. We recommend the Medical Center review the full
regulations along with current policies and procedures in order to maintain tax-exempt status. The Board of
Directors is required to have an active role in these matters as they must adopt the financial assistance policy, billing
and collection policy, and emergency Medicare care policy, along with any revisions.
340B Drug Pricing Program Proposed Omnibus Guidance
The Health Resources and Services Administration recently released proposed omnibus guidance in an effort to
reduce inconsistencies in the application of policies and procedures over the 340B Drug Discount Program. The
proposal strives to provide more definitive guidance for compliance. A primary focus of the proposal is to clarify the
definition of an eligible patient. Under the proposal, a patient is deemed eligible if he or she meets the following
criteria:


The individual receives a health care service at a registered covered entity



The service was provided by an employed provider or an independent contractor of the covered entity and
the covered entity can bill for the service



The drug is ordered or prescribed by that provider as a result of the service



The service is consistent with the federal grant, project, designation or contract (generally not applicable to
hospitals)



The service is billed as an outpatient service



The hospital maintains a medical record for the individual

The proposed guidance has significant differences from the various interpretations of current guidance. Some
situations that would not be eligible include infusion-only services in which the provider is not contracted or
employed and prescriptions resulting from referrals. We anticipate many critical access hospitals will have reduced
340B activity due to these exclusions.
Annual audits, by an independent auditor, along with quarterly reviews of contract pharmacy transactions would be
required. Any violations noted through those procedures and any other issues noted would need to be reported to
Health and Human Services within 90 days of identification. Auditable records must be maintained for a minimum of
five years in order to demonstrate compliance.
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We recommend management and the 340B compliance officer review the omnibus guidance for the precise
definitions and potential changes. In addition, we recommend management review split-billing software in order to
determine what modifications could be made to the system in order to ensure compliance.
2016 OIG Work Plan
In November 2015, the Office of Inspector General (OIG) released its work plan for the 2016 federal fiscal year. The
OIG is meant to “protect the integrity of HHS programs and operations and the well-being of beneficiaries by
detecting and preventing fraud, waste, and abuse; identifying opportunities to improve program economy, efficiency,
and effectiveness; and holding accountable those who do not meet program requirements or who violate federal
health care laws” per the work plan. During federal fiscal year 2015, the OIG reported expected recoveries of over
$3 billion through their efforts.
Much of the plan is carried forward from prior years including items such as:






Reconciliations of outlier payments
Reviewing the use of outpatient and inpatient stays under the two-midnight rule
Medicare costs associated with defective medical devices
Analysis of salaries used in hospital cost reports to determine reasonable remuneration
Comparing provider-based and freestanding clinics to determine the difference in payments made for
similar procedures and analyze impact on Medicare provider-based status

New and revised portions of the plan include review of:


The number of provider-based facilities that hospitals own and review of whether facilities meet the related
requirements due to concern that financial incentives of provider-based facilities are too great and that
Medicare should seek to pay more consistent amounts for similar services



Medical records for medical necessity



Payments related to replacement of medical devices to determine if they were appropriate due to concerns
of improper payment



Payments made related to Part B outpatient services during inpatient stays to ensure that certain items,
supplies and services are not separately billed



Validation of quality reporting data



Payments made for prolonged services billed by providers

The full work plan can be found at http://oig.hhs.gov/reports-and-publications/archives/workplan/2016/oig-work-plan2016.pdf. We recommend management become familiar with the plan in order adequately assess any related
business risks.
Not-For-Profit Financial Reporting
On April 22, 2015, the FASB issued a Proposed Accounting Standards Update (PASU) to improve net asset
classification requirements and information presented regarding liquidity, financial performance, and cash flows for
Not-For-Profit entities. The PASU was drafted in response to concerns regarding complexities related to the current
three classes of net assets and inconsistencies related to intermediate measures of operations and expenses. The
main changes required by the PASU would include:


Converting from three classes of net assets to two – those with donor restrictions and those without



Presentation of an intermediate measure of operations based on operating activities and other activities



Reporting on the direct method for the statement of cash flows



Reclassification of certain transactions on the statement of cash flows



Certain enhanced disclosures



Elimination of the option to release the donor-imposed restrictions related to long-lived assets over the
estimated useful life of the underlying asset



Reporting of investment income net of investment expenses
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The FASB feels that these changes would improve the usefulness of the information presented in financial
statements and would reduce complexities and costs associated with preparing financial statements. In addition, the
intermediate measures of operations would serve to provide a more standardized measure. The FASB is
considering comment letters prior to finalization of the proposed standard. However, we recommend that
management become familiar with the update in order to ensure that the Medical Center is prepared for any
upcoming changes.
Accounting for Leases
In February 2016, the FASB issued ASU No. 2016-02, Leases (Topic 842). The update’s main provisions require
recognition of lease assets and lease liabilities for all leases with terms longer than 12 months. Lessee accounting
for leases will require significant changes as a result of this update.
Lessees will recognize a lease liability and a right-of-use asset. The lease liability should include optional period
payments if the lessee is reasonably certain to exercise an option to extend the lease or not terminate the lease.
Requirements related to finance leases include:


Recognition of a right-of-use asset and a lease liability, measured at the present value of the lease
payments



Recognition of interest separately from amortization of the right-of-use asset



Inclusion of repayments of lease liabilities in financing activities and inclusion of interest on the lease liability
in operating activities in the statement of cash flows
Requirements related to operating leases include:


Recognition of a right-of-use asset and a lease liability, measured at the present value of the lease
payments



Recognition of a single lease cost on a straight-line basis



Inclusion of all cash payments within operating activities in the statement of cash flows

Preparing for implementation will be imperative for a smooth transition and management should consider the impact
on existing leases and future financing options. This standard will be effective for your entity for fiscal years ending
on or after December 31, 2020. Lessees will be required to recognize and measure leases at the beginning of the
earliest period presented using a modified retrospective approach which includes available practical expedients.
Medicaid Managed Care Payments
Medicaid Managed Care plans reimburse facilities based on the Medicaid interim payment rates in place at the date
of service. Fluctuations in facility volumes can significantly change the actual cost of providing service which may
exceed interim payment rates. Unlike traditional Medicaid, Medicaid Managed Care plans typically do not provide for
a settlement based on actual costs versus interim rates. The Medical Center should contact its Medicaid Managed
Care plans to ensure that current rates are accurate and to ensure timely receipt of settlement amounts, if provided.
__________
The recommendations outlined above are for management's use only and are not intended to be part of a formal
report which would customarily be delivered to outside lenders, third-party payors, etc. We would be pleased to
answer any questions you may have regarding the comments and suggestions contained in the preceding
paragraphs.

Omaha, Nebraska,
June 22, 2016.
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