CHAPTER 17:
ACCOUNTING FOR HEALTH CARE ORGANIZATIONS

OUTLINE

	Number
	Topic
	Type/Task
	Status

(re: 12/e)

	Questions:
	
	
	

	17-1
	Fund accounting
	Explain
	Revised

	17-2
	Financial statements
	List
	Revised

	17-3
	Capital assets
	Compare
	New

	17-4
	Deductions from revenue
	Explain
	Revised

	17-5
	Investments
	Compare
	Same

	17-6
	Restricted gifts
	Describe
	Revised

	17-7
	Assets limited as to use
	Explain
	New

	17-8
	Contingent liabilities
	Describe
	Same

	17-9
	Diagnosis-related groups
	Explain
	Same

	17-10


	Auditing issues
	List
	

	Cases:
	
	
	

	17-1
	Charity care
	Evaluate
	Same

	17-2
	Purchase of a health care organization
	Evaluate
	Same

	17-3
	Medicare and Medicaid
	Internet
	New

	17-4

	Health care reform
	Internet
	New

	Exercises/Problems:
	

	17-1
	Various
	Multiple Choice
	Revised

	17-2
	Not-for-profit hospital
	Journal Entries, F. S.
	Revised

	17-3
	Restricted contributions
	Journal Entries
	Same

	17-4
	Third party payors
	Calculate
	Revised

	17-5
	Not-for-profit facility
	Financial statements
	Revised

	17-6
	Public hospital – Enterprise Fund
	Journal Entries
	Revised

	17-7
	Governmental hospital
	Analysis
	Revised

	17-8
	Not-for-profit hospital
	Analysis
	Same
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Answers to Questions
17-1.
For-profit, not-for-profit and public health care organizations may choose to use fund accounting for internal reporting purposes.  The use of fund accounting allows organizations to separately account for revenues and expenses for which there may be donor or legal/regulatory restrictions.  Additionally, public health care organizations that operate as governmental entities (not as stand-alone business-type entities) would use fund accounting for external reporting purposes.

17-2.
SFAS No. 117 requires health care providers to issue a statement of financial position, statement of operations, and a statement of cash flows, as well as notes to the financial statements. Additionally, information concerning changes in equity is to be included in the statement of activities or in a separate statement of changes in equity.  Considerable discretion is allowed in presenting financial information.  Governmental health care organizations that engage in business-type activities provide a statement of net assets (balance sheet); statement of revenues, expenses, and changes in net assets; a statement of cash flows; and notes to the financial statements.  
17-3.
Performance indicators relate to the results of operations.  An example of a performance indicator is the excess of revenues and gains over expenses and losses.  Items that would be omitted from the performance indicator include: extraordinary items, discontinued operations, cumulative effect of an accounting change, unrealized gains/losses, distributions/receipts from owners, and restricted contributions.  The performance indicator given, excess of revenues and gains over expenses and losses, is most comparable to income after taxes (but before discontinued items) in a for-profit organization.
17-4.
The AICPA's Audit and Accounting Guide Health Care Organizations requires that patient discounts and contractual adjustments be netted against gross patient revenue in arriving at net patient revenue. The provision for bad debts is reported as an operating expense. Charity service is not reported on the statement of operations; however, the amount, as well as management’s policies regarding charity service, must be disclosed in the notes to the financial statements.  The one difference between not-for-profit organizations and governmental organizations is in the recognition of bad debts.  The GASB requires that any provision for bad debt be netted against patient revenue (i.e., a provision for bad debts is considered a contra-revenue not an operating expense).
17-5.
Investments in all types of organizations are generally recorded at fair value. Exact accounting treatment differs depending on whether the organization is a for-profit organization (see SFAS No. 115), a not-for-profit organization (see SFAS No. 124), or a governmental organization (see GASBS 31). For example, not-for-profit organizations and governmental organizations do not classify investments into three categories (trading securities, available-for-sale, and held-to-maturity) as is required of for-profit 
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organizations under SFAS No. 115. All investment income, and unrealized gains and losses are reported on the statement of operations for not-for-profit and governmental organizations; whereas, for-profit organizations report unrealized gains or losses on "available for sale" securities in the calculation of other comprehensive income. Another difference is that all debt securities in not-for-profit and government organizations are recorded at fair value, whereas some debt securities in for-profit organizations are recorded at amortized cost.

17-6.   a.
If Breyer is a governmental hospital following proprietary fund accounting (the most common case), it would report $100,000 of nonexchange (generally nonoperating) revenue and $25,000 as operating expenses on the statement of revenues, expenses, and changes in net assets.  At the fiscal year end, Breyer would need to adjust restricted net assets on the balance sheet to reflect the increase of $75,000 related to donor restricted contributions.  
b. If Breyer were a not-for-profit hospital, it would first report $100,000 as an increase in temporarily restricted net assets.  As the funds are spent, it would release $25,000 from temporarily restricted net assets and increase unrestricted net assets by the same amount, and then show a $25,000 decrease in unrestricted net assets reflecting the heart research expenses(on the statement of activities. The balance sheet would show $75,000 in temporarily restricted net assets at the end of the year.

Yes.  For a governmental entity a cost reimbursement requirement imposes an eligibility criterion.  Therefore, the governmental entity would not be able to recognize the $100,000 in revenue given that only $25,000 in costs were incurred (see Chapter 4).  The governmental entity can only recognize $25,000 in revenue.  For the not-for-profit hospital, the cost reimbursement requirement is a conditional promise; therefore, the ability to recognize the $100,000 as revenue will depend on whether the hospital considers the possibility of not incurring $100,000 in costs (expenses) remote.
17-7.
The FASB recognizes assets limited as to use as unrestricted assets whose use is limited by contract or agreements with outside parties, or by the governing body.  Restrictions imposed on assets by donors or grantors are not included in the definition of assets limited as to use.  The GASB defines restricted assets as those with restrictions such that the restriction limits the ability of the entity to use the asset to pay current liabilities.  Under the GASB definition a restriction can include contracts or agreements with outside parties, in addition to assets received with donor or grantor restrictions.  
17-8.
A health care provider may not receive the full amount of gross patient billings if the patient is covered by insurance or other third-party payor arrangements. The difference between the gross charges and the final settlement is called “Contractual Adjustments (or Allowances).”
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17-9.
The federal government initiated the DRG (diagnosis-related group) system in 1984 in connection with Medicare payments to hospitals for inpatient services. Payment to the provider is based on the DRG case-mix classification (e.g., maternity patient or heart transplant patient), a relative index, and predetermined rates of payment. The hospital may not receive the full cost of treating the patient. The cost accounting system must adequately capture the cost of each DRG and a “cost report” must be filed with the government each year.

17-10.
Some audit issues that significantly impact health care organizations relate to contingencies including lawsuits, third-party payors and the related contractual adjustments, related entities, and mergers.  In addition, federal legislation in the last decade has focused increasing attention on fraud and improper acts, so audits must assess compliance with those laws and regulations in the course of an external financial audit.

Solutions to Cases
17-1.
a.
There are no precise guidelines discussed in the text or in Internal Revenue Service announcements regarding the amount of charity care that must be provided in order to retain tax-exempt status. The Burton-Hill Act of 1946 that made construction loans available to hospitals did require that some level of care to indigent patients be delivered; however, the Act does not indicate any specific minimum level of care.

b.
The chart appears to show that the sum of charity and uncompensated care for all three hospitals exceeds the estimated taxes the hospitals would pay if they were not tax-exempt. When the extra costs incurred for community service programs are included, more evidence exists to indicate that the hospitals are meeting their “obligation” to serve the public at large. Presumably the unpaid cost of Medicaid and Medicare is the contractual adjustment that arises when any health care provider expects payment from third-party payors. Teaching and research hospitals that are not fully reimbursed for research or graduate medical education would report the expenses related to this function, but would not consider this “charity service.” Note, however, that this chart was prepared by a reporter and the numbers used may neither be audited nor directly comparable across hospitals.

c.
The audited annual financial statements of these three hospitals would be useful. The amount of charity care and the hospitals’ policies should be disclosed in the notes to the financial statements. We could also determine the difference in size and purpose of the hospitals, which may be relevant. We might also be able to calculate the amount of taxes that would be paid if the organization was not tax-exempt. Presumably the reported "estimated taxes" was based on the “excess of revenues over expenses;” however, it is not clear whether all items on a statement of operations would be subject to taxation.
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17-2.
a.
DATE:

________________


MEMO TO:
Supervisor


FROM:

Accountant


RE:


Analysis of the Statement of Operations of Arbor Community Hospital

The hospital appears financially sound for several reasons. There has been an excess of unrestricted revenue, gains, and other support over expenses for the last two years, even after nonoperating and extraordinary items are considered. The ratio of “excess of unrestricted revenues, gains and other support over expenses” to “total revenues” (broadly defined) is 2% (($900,659/$43,134,157) in year 2008 which is consistent with that of the prior year ($703,508/$39,602,049). Operating margin, however, is actually higher if only operating revenues and expenses (not nonoperating) revenues and expenses are considered.

The hospital appears stable as there is a 9% increase in both unrestricted revenues and unrestricted expenses over the last two years. Investment income on temporarily restricted net assets in 2008 was more than double that in 2007. However, two areas warrant further investigation. Unrestricted contributions and net gain on investments were significantly lower in 2008 than in 2007, although contributions in total (i.e., unrestricted and temporarily restricted) were up substantially.

This report is based only on the statements of operations for two years. A more thorough analysis can be done based on the whole set of audited annual financial statements over a longer time horizon.

b.
Many other financial and nonfinancial factors are involved in purchasing a “business.” Students should reflect upon whether the decision process in this purchase is any different for a not-for-profit hospital, than for a for-profit hospital, or for any other business outside of the health care industry. For example, it is important to know whether the purchasing hospital has adequate cash flow to invest in this acquisition, whether the purchase should be paid in cash or financed with debt, and whether there is sufficient demand for these services not currently met by competitors.

c.
The audited annual financial statements are critical and information over a longer time horizon, for example 10 years, would be valuable. There may also be financial analyses that have been conducted by bond rating agencies and federal health care oversight bodies that are available to the public. Management letters from auditors from past years, and comparison of the wide range of financial ratios mentioned in the text to benchmarks (comparable hospitals) would be critical in a decision to buy this hospital.
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17-3. a.  In general, Medicare benefits are provided to individuals aged 65 and over.  Medicare benefits may also be provided to individuals younger than 65 if certain health related qualifications are met.  Medicaid benefits are provided to individuals and families with low incomes and resources as determined by certain eligibility criteria. Unlike Medicare, which is federally funded, Medicaid is jointly funded by the federal and state governments.

b. The amount of expenditures will vary by year.  For the 2003 fiscal year, the federal outlay for Medicare benefits was $272.7 billion and the federal outlay for Medicaid benefits was $152.8 billion.  These numbers do not include administrative costs.

c. CMS is the Center for Medicare and Medicaid Services.  The Center is charged with administering the Medicare program, and works with states in administering the Medicaid and other health related programs.  In addition, CMS is responsible for setting minimum quality standards for health care facilities.

d. The National Program on Integrity is designed to help identify fraud and abuse, and to reduce improper payments.  Its goal is to ensure that the right amount is paid to the right provider for the right service to the right beneficiary.  In addition, the program carries out numerous other activities ranging from education to oversight.  Program reviews are an oversight function related to the Medicaid program and are conducted at the state level.  The objectives of the reviews are to ensure that states have policies and procedures in place to identify, receive and process potential fraud and abuse information, to ensure state compliance with federal law and regulations, and to assist states by identifying ‘benchmark practices’ that can be used to improve state programs.
e. Students will have a number of answers for this question, some of which may raise ethical points of view.  Additionally, risk factors identified in the audit chapter should be considered, including such factors as the size of the program, inherent risk, and subrecipient monitoring.

17-4.
The two organizations listed (in a. and b.) are concerned with the provision of quality health care services.  However, the organizations approach quality from different perspectives—the New York State Health Accountability Foundation provides information from the purchasers’ perspective, in particular the employer, while the America Health Quality Association provides information from the providers’ perspective.  Students are asked to locate information provided by their state’s agency (requirement c.), which provides a third perspective on quality—that of the consumer.  


a.
The New York State Health Accountability Foundation is a not-for-profit organization that provides purchasers with information that is helpful in assessing health care services.  Its goal is to “enhance the power of the employers' voice in the health care marketplace.”  To assist in achieving its goal, the Foundation provides information about competition, choice, best practices and other value related information.  
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b.
The American Health Quality Association is a not-for-profit organization that represents health care professionals and organizations focused on quality improvement.  The Association and it members are dedicated to providing quality health care through “community-based, independent quality evaluation and improvement programs.”  The Quality Improvement in Action section of the Web page allows viewers to click on a state and find examples of “success stories” or health care quality stories in a particular state.
c.
The location of state consumer protection or information agencies will vary from state to state.  Frequently such agencies are located within the State Attorney General’s Office, a Department of Health or a specially designated health care agency.  Information provided can relate to information about health care facilities, how to file complaints, and how to select a health care facility.  It may include information about physicians; however, this information is more frequently found at the state’s department of regulation Web site (if the state makes such information publicly available).
Solutions to Exercises and Problems
17-1.
1.    d.
  6.    b.


2.    b.
  7.    b.


3.    a.
  8.    d.


4.    d.
  9.    a.


5.    d.
10.    c.
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17-2. a.

GONZALEZ COMMUNITY HOSPITAL

GENERAL JOURNAL ENTRIES

FISCAL YEAR 2008





Debits
Credits

1.
ACCOUNTS AND NOTES RECEIVABLE
3,461,900


CONTRACTUAL ADJUSTMENTS
123,000



PATIENT SERVICES REVENUE

3,584,900

2.
CASH

3,775,600


ASSETS LIMITED AS TO USE(CASH
 7,350


ACCOUNTS AND NOTES RECEIVABLE

3,575,600



CONTRIBUTIONS(UNRESTRICTED

200,000



INVESTMENT INCOME(UNRESTRICTED

 7,350

3.
FISCAL AND ADMIN. SERVICES EXPENSES
167,900


GENERAL SERVICE EXPENSES
181,200


NURSING SERVICES EXPENSES
278,800


OTHER PROFESSIONAL SERVICES




EXPENSES
263,100



ACCOUNTS PAYABLE

891,000

4.
FISCAL AND ADMIN. SERVICES EXPENSES
253,700


GENERAL SERVICES EXPENSES
179,200


NURSING SERVICES EXPENSES
559,200


OTHER PROFESSIONAL SERVICES




EXPENSES
422,400



ACCRUED PAYROLL

1,414,500
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Debits
Credits

5.
INTEREST EXPENSE
280,000


MORTGAGE PAYABLE
500,000


ACCOUNTS PAYABLE
936,800


ACCRUED PAYROLL
1,479,500


ASSETS LIMITED AS TO USE(CASH
30,000



CASH

3,226,300


6.(a).
ASSETS LIMITED AS TO USE(CASH
10,590


ASSETS LIMITED AS TO USE(INVESTMENTS

10,000



INVESTMENT INCOME(UNRESTRICTED

590

   (b).
ASSETS LIMITED AS TO USE(INVESTMENTS
30,000



ASSETS LIMITED AS TO USE(CASH

30,000

   (c).
EQUIPMENT 
12,300


ASSETS LIMITED AS TO USE(CASH

12,300
7.
DEPRECIATION EXPENSE
245,500



ACCUMULATED DEPRECIATION(BUILDINGS

117,000



ACCUMULATED DEPRECIATION(EQUIPMENT

128,500

8.(a).
PROVISION FOR BAD DEBTS
   3,800


ALLOWANCE FOR UNCOLLECTIBLES

 3,800
  (b).
INVENTORY
2,100


FISCAL AND ADMIN. SERVICES EXPENSES
700


NURSING SERVICES EXPENSES 
200



OTHER PROFESSIONAL SERVICES EXPENSES

2,700



GENERAL SERVICES EXPENSES

300
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Calculations:  

73,100 – 71,000 =  2,100 

  8,000 –   7,300 =     700 

17,000 – 16,800 =     200

40,000 – 37,300 =  2,700 

  9,000 –   8,700 =     300 






Debits
Credits
  (c).
MORTGAGE PAYABLE


500,000


CURRENT PORTION OF MORTGAGE PAYABLE

500,000

9.
No adjusting journal entry required.

10(a).   FISCAL AND ADMIN. SERVICES EXPENSES
 97,021

GENERAL SERVICES EXPENSES
82,730

NURSING SERVICES EXPENSES
192,612

OTHER PROFESSIONAL EXPENSES
156,937


PROVISION FOR BAD DEBTS

 3,800



INTEREST EXPENSE

280,000



DEPRECIATION EXPENSE

245,500

	
	Interest Expense
	Depreciation Expense
	Provision for Bad Debts
	Totals

	Fiscal and Administrative
	51,324
	45,000
	  697
	 97,021

	General Services
	43,764
	38,372
	  594
	82,730

	Nursing Services
	101,892
	89,337
	1,383
	192,612

	Other Professional Services
	83,020
	72,791
	1,126
	156,937

	
	280,000
	245,500
	 3,800
	529,300


Proportion of each functional expense to total functional expenses before any allocation:
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422,300 + 360,100 + 838,200 + 682,800 = 2,303,400

422,300/2,303,400 = 18.33%

360,100/2,303,400 = 15.63%

838,200/2,303,400 = 36.39%

682,800 / 2,303,400 = 29.65%






Debits
Credits

10(b).
 Closing Entry:


PATIENT SERVICES REVENUE
3,584,900


CONTRIBUTIONS(UNRESTRICTED
200,000


INVESTMENT INCOME(UNRESTRICTED    
  7,940



CONTRACTUAL ADJUSTMENTS

123,000


FISCAL AND ADMIN. SERVICES EXPENSES

519,321


GENERAL SERVICES EXPENSES

442,830


NURSING SERVICES EXPENSES

1,030,812


OTHER PROFESSIONAL SERVICES EXPENSES

839,737


NET ASSETS(UNRESTRICTED, UNDESIGNATED

837,140
11.
NET ASSETS—UNRESTRICTED, UNDESIGNATED
25,640


NET ASSETS—UNRESTRICTED, DESIGNATED 



  FOR PLANT REPLACEMENT

25,640
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b.

BALANCE SHEET 


AS OF DECEMBER 31, 2008
ASSETS:

CURRENT ASSETS:

CASH


$   614,300

ACCOUNTS AND NOTES RECEIVABLE
$     26,300


LESS:  ALLOWANCE FOR UNCOLLECTIBLES
        15,800
10,500


INVENTORY

    73,100


TOTAL CURRENT ASSETS

   697,900
ASSETS LIMITED AS TO USE:


CASH

17,140

INVESTMENTS
   230,000


TOTAL ASSETS LIMITED AS TO USE

   247,140
PROPERTY, PLANT, AND EQUIPMENT:


LAND


  208,000


BUILDINGS
4,516,000


LESS:  ACCUMULATED DEPRECIATION
 1,623,000
 2,893,000


EQUIPMENT
2,883,300

LESS:  ACCUMULATED DEPRECIATION
   1,024,500
 1,858,800


   TOTAL PROPERTY, PLANT, AND EQUIPMENT

 4,959,800
TOTAL ASSETS

$5,904,840
LIABILITIES AND NET ASSETS:

CURRENT LIABILITIES:

ACCOUNTS PAYABLE

$     19,200


ACCRUED PAYROLL

 45,000


CURRENT PORTION OF MORTGAGE PAYABLE

   500,000


TOTAL CURRENT LIABILITIES

564,200

LONG-TERM DEBT—MORTGAGE PAYABLE

 2,500,000
TOTAL LIABILITIES

 3,064,200
NET ASSETS:


UNRESTRICTED, UNDESIGNATED
2,593,500


UNRESTRICTED, DESIGNATED 
   247,140
 2,840,640

TOTAL LIABILITIES AND NET ASSETS

$5,904,840
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c.
GONZALEZ COMMUNITY HOSPITAL


STATEMENT OF OPERATIONS


FOR YEAR ENDED DECEMBER 31, 2008
NET PATIENT SERVICE REVENUE (NOTE 1)

$3,461,900

EXPENSES (NOTE 2):


FISCAL AND ADMIN. SERVICES EXPENSES
$  519,321

GENERAL SERVICES EXPENSES
442,830

NURSING SERVICES EXPENSES
1,030,812

OTHER PROFESSIONAL SERVICES EXPENSES
       839,737 



TOTAL EXPENSES

 2,832,700



INCOME FROM OPERATIONS

629,200

NONOPERATING GAINS (LOSSES)


CONTRIBUTIONS—UNRESTRICTED
   200,000


INVESTMENT INCOME—UNRESTRICTED
      7,940
    207,940
REVENUE AND GAINS IN EXCESS OF 


EXPENSES AND LOSSES

$   837,140
NOTE 1: 
NET OF CONTRACTUAL ADJUSTMENTS AMOUNTING TO $123,000.

NOTE 2:
DEPRECIATION EXPENSE, INTEREST EXPENSE, and PROVISION FOR BAD DEBTS ARE ALLOCATED TO THE PROGRAMS (FUNCTIONAL EXPENSES) BASED ON THE RELATIVE WEIGHT OF EXPENSES IN THOSE FUNCTIONS BEFORE ALLOCATIONS.
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17-3.
JACKSON HOSPITAL


GENERAL JOURNAL





Debits
Credits

1.
CASH

100,000




CONTRIBUTIONS(TEMPORARILY RESTRICTED  

100,000

2.
INVESTMENTS
97,850


ACCRUED INTEREST RECEIVABLE
823




CASH

98,673

3.
CASH

2,850




ACCRUED INTEREST RECEIVABLE

823




INVESTMENT INCOME(TEMPORARILY RESTRICTED

2,027

4.
CASH

99,243




INVESTMENTS

97,850




INVESTMENT INCOME(TEMPORARILY RESTRICTED

443




NET CHANGE IN FAIR VALUE OF INVESTMENT 

950

5.
RESEARCH EXPENSES(GERONTOLOGY
3,420




CASH

3,420


NET ASSETS RELEASED FROM RESTRICTION—



TEMPORARILY RESTRICTED
3,420





NET ASSETS RELEASED FROM 





  RESTRICTIONS(UNRESTRICTED

3,420
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WHITWORTH MEMORIAL HOSPITAL
17-4.
 a.


Debits
Credits

1.

ACCOUNTS RECEIVABLE
83,850,000




PATIENT SERVICE REVENUE

83,850,000

2.

CONTRACTUAL ADJUSTMENTS
44,450,000




ALLOWANCE FOR CONTRACTUAL





ADJUSTMENTS

44,450,000

3.

CASH
35,469,000




ALLOWANCE FOR CONTRACTUAL 




ADJUSTMENTS
39,996,000





ACCOUNTS RECEIVABLE

75,465,000

4.

CASH
2,600,000




INTERIM PAYMENTS

2,600,000

5.

INTERIM PAYMENTS
1,000,000




CASH

1,000,000

b.  Net Patient Service Revenue is $39,400,000  (83,850,000 - 44,450,000).

c.
Net Cash Flow is $37,069,000 (35,469,000 + 2,600,000 - 1,000,000).

d.  There is a settlement adjustment (a payable) of $1,600,000 ($2,600,000 interim payment received from Medicare less $1,000,000 returned to them).

Note:  This problem would be greatly complicated in practice with settlement revisions between the parties and multiple years' charges in accounts receivable.
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17-5.
CLEARVIEW DRUG REHABILITATION CENTER

BALANCE SHEET 


AS OF DECEMBER 31, 2008

ASSETS
CASH


$   120,000

SHORT-TERM INVESTMENTS

500,000

ACCOUNTS AND NOTES RECEIVABLE
$   137,000

LESS: ALLOWANCE FOR UNCOLLECTIBLES
    27,000
110,000

INVENTORY

    74,000


TOTAL CURRENT ASSETS

  804,000

ASSETS RESTRICTED

FOR PLANT EXPANSION:



CASH
53,800



INVESTMENTS
    871,200
  925,000

FOR ENDOWMENT:


CASH
6,000

  

INVESTMENTS
1,260,000
1,266,000



TOTAL RESTRICTED ASSETS

2,191,000
PROPERTY, PLANT AND EQUIPMENT:


LAND

400,000


BUILDINGS
2,750,000


LESS: ACCUMULATED DEPRECIATION
   525,000
2,225,000


EQUIPMENT
  1,380,000


LESS: ACCUMULATED DEPRECIATION
   434,000
    946,000


TOTAL PROPERTY, PLANT, AND EQUIPMENT

  3,571,000
TOTAL ASSETS

$6,566,000


LIABILITIES AND NET ASSETS
ACCOUNTS PAYABLE
$     516,000

ACCRUED EXPENSE—PAYABLE
        96,000
612,000
LONG-TERM DEBT:


MORTGAGE BONDS PAYABLE

     950,000


TOTAL LIABILITIES

     1,562,000

NET ASSETS:


   NET ASSETS(PERMANENTLY RESTRICTED
1,266,000

   NET ASSETS(TEMPORARILY RESTRICTED— 

     FOR PLANT EXPANSION
    925,000
   NET ASSETS(UNRESTRICTED, UNDESIGNATED
   2,813,000
5,004,000
TOTAL LIABILITIES AND NET ASSETS

$6,566,000
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17-6. a.
CITY GENERAL HOSPITAL


GENERAL JOURNAL 


FOR THE YEAR 2008





Debits
Credits

1.
ACCOUNTS AND NOTES RECEIVABLE
1,364,900



PATIENT SERVICE REVENUES

1,364,900

2.
PATIENT SERVICE REVENUES
53,500



ACCOUNTS AND NOTES RECEIVABLE

53,500

3.
CONTRACTUAL ADJUSTMENTS
318,000

PROVISION FOR BAD DEBTS
20,400



ACCOUNTS AND NOTES RECEIVABLE

318,000


ALLOWANCE FOR UNCOLLECTIBLES

20,400

4.
CASH 

56,500


CONTRIBUTIONS—UNRESTRICTED

50,000


INVESTMENT INCOME—UNRESTRICTED

6,500

5.
RESEARCH EXPENSES
200,000


CASH

200,000


CASH

200,000



CONTRIBUTIONS—UNRESTRICTED

200,000

6.
EQUIPMENT
39,000



CASH

39,000


CASH

500


LOSS ON DISPOSAL OF EQUIPMENT
1,900


ACCUMULATED DEPRECIATION(EQUIPMENT
28,600



EQUIPMENT

31,000
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Debits
Credits

7.
FISCAL AND ADMINISTRATIVE SERVICE 



EXPENSES
241,800


GENERAL SERVICES EXPENSES
253,100


NURSING SERVICES EXPENSES
585,000


OTHER PROFESSIONAL SERVICES EXPENSES
185,600


INVENTORY
67,500


ACCRUED EXPENSES PAYABLE
6,800



VOUCHERS PAYABLE

1,339,800

8.
CASH

1,159,000


ALLOWANCE FOR UNCOLLECTIBLES
11,900



ACCOUNTS AND NOTES RECEIVABLE

1,170,900

9.
VOUCHERS PAYABLE
1,031,200



CASH

1,031,200

10.
NURSING SERVICES EXPENSES
68,000



INVENTORY

68,000

11.
ACCRUED INTEREST RECEIVABLE
800



INVESTMENT INCOME(UNRESTRICTED

800

12.
DEPRECIATION EXPENSE
117,000



ACCUMULATED DEPRECIATION(BUILDINGS

44,000



ACCUMULATED DEPRECIATION(EQUIPMENT

73,000
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Debits
Credits

13.
Closing Entries:

PATIENT SERVICE REVENUES
1,311,400


INVESTMENT INCOME
7,300


CONTRIBUTIONS(UNRESTRICTED
250,000


*NET ASSETS - UNRESTRICTED
422,100


CONTRACTUAL ADJUSTMENTS

318,000



PROVISION FOR BAD DEBTS

20,400



RESEARCH EXPENSES

200,000



FISCAL AND ADMINISTRATIVE 




SERVICES EXPENSES

241,800



GENERAL SERVICE EXPENSES

253,100



NURSING SERVICES EXPENSES

653,000



OTHER PROFESSIONAL SERVICES EXPENSES

185,600



DEPRECIATION EXPENSE

117,000



LOSS ON DISPOSAL OF EQUIPMENT

1,900

*NOTE:  
ALTHOUGH IT WAS NOT DISCUSSED IN THE CHAPTER, IT WOULD BE NECESSARY TO ADJUST NET ASSETS(UNRESTRICTED, NET ASSETS—RESTRICTED, AND NET ASSETS(INVESTED IN CAPITAL ASSETS, NET OF RELATED DEBT FOR THE EFFECTS OF CAPITAL ASSET ACQUISITIONS AND DISPOSITIONS (Entry 6), AND DEPRECIATION (Entry 12).  

GASBS 34 REQUIRES THAT NET ASSETS BE REPORTED IN THESE THREE CATEGORIES:  UNRESTRICTED; RESTRICTED; AND INVESTED IN CAPITAL ASSETS, NET OF RELATED DEBT.
b.  Net patient service revenue would be:

       
patient service revenue adjusted for charity care 



(transactions 1 and 2)
$1,311,400


less:  contractual adjustments
                           (318,000)


net patient service revenue
$   993,400
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17-7.  

a. On the balance sheet net assets should be identified as unrestricted and invested in capital assets, net of related debt, at a minimum.  From the information provided it cannot be determined whether there are also restricted net assets that should be reported.  The statement of operations (more appropriately termed the statement of revenues, expenses and changes in net assets) should identify operating and nonoperating revenues and expenses.  Finally, the GASB requires that the statement of cash flow be prepared using the direct method with a reconciliation of operating income to net cash provided (used) by operating activity shown at the bottom of the statement.

b. For 2008 Current Assets are 14.3% of Total Assets, up somewhat from the prior year’s 10.8%. Noncurrent Assets are 85.7% of Total Assets in 2008 and 89.2% in 2007.  It is not surprising that a relatively large investment for hospitals is in the building and specialized equipment.  We expect that the “Capital Assets” notes to the financial statements will provide more detail on the additions and deletions of capital assets for the year, the policy on capitalizing assets, the current depreciation expense for each category of asset along with depreciation methods and estimated service lives.  The notes should provide information related to asset restrictions (restricted net assets) that prevent assets from being used for current operating purposes.  
c. Net patient revenue should be the gross charge to patients for each service the hospital provides, less any patient discounts, less any contractual adjustments (or allowances) due to agreed upon charges to certain third-party payors (e.g., Medicare and Blue Cross/Blue Shield), and less any provision for bad debts.  Charity service does not explain the difference between gross and net patient revenue.  Charity service in merely disclosed in the notes to the financial statements.
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d. For 2008, the net assets decreased by $87,276 so you could say this hospital did not have a profitable year; however, the decrease is due to the hospital making a big transfer to the College in 2008, perhaps to “plug” the College’s deficit.  The prior year was profitable as revenues exceeded expenses by $147,785. This information appears on the statement of operations.

e. Cash decreased by $5,829 in 2008 because cash flows from noncapital  financing activities, capital and relating financing activities, and operations were negative; only cash flows from investing was positive.  In the prior year, there was an increase in cash and cash equivalents.  The 2007 increase is due to the $97,344 provision of cash from operating activities.

17-8. 

a. For 2008 Current Assets are 10.4% of Total Assets, down somewhat from the prior year’s 11.2%. This not-for-profit hospital also has a relatively high amount of Assets with Limited Use—representing 32.9% of Total Assets in 2008 and 31.4% in the prior year.  Other noncurrent assets, such as Investments, and Property and Equipment are 56.6% of Total Assets in 2008 and 57.4% the prior year.  As with the public hospital in Problem 17-7, it is not surprising that the hospital carries a relatively large investment of assets in the form of buildings and specialized equipment.  

We expect that the “Capital Assets” notes to the financial statements will provide detail similar to that found in for-profit financial statements, including information on capitalization policies, the basis for valuation, depreciation methods and estimated service lives.  Additionally, any information related to donor-imposed restrictions should be disclosed in the notes.  Since the net asset categories are not shown on the face of the financial statements, the notes should break net assets into three categories:  unrestricted, temporarily restricted, and 
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permanently restricted (note: this is a not-for-profit hospital following SFAS No. 117).

b. Net patient revenue should be the gross charge to patients for each service the hospital provides, less any patient discounts, less any contractual adjustments (or allowances) due to agreed upon charges to certain third-party payors (e.g., Medicare and Blue Cross/Blue Shield).  Charity service and bad debt expense do not explain the difference between gross and net patient revenue.  Charity service in merely disclosed in the notes to the financial statements, and bad debts expense is reported as an operating expense.

c. For 2008, the net assets decreased by $65,283 so you could say this hospital did not have a profitable year.  The prior year, however, was profitable as revenues exceeded expenses by $27,983. This information appears on the statement of operations. Of course, further analysis of operating and nonoperating items will assist the reader in determining the profitability of the organization.

d.
Cash increased by $14,666 in 2008 because cash flows from operations were positive.  In 2007, there was a decrease in cash and cash equivalents of $1,728 primarily because cash flows from investing activities was a negative $ 128,331, and although cash flows from operations and financing activities were positive they were relatively small amounts. 
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