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SUMMARY

The Auditor General is authorized by State law to perform independent audits of governmental entities in
Florida. Pursuant to Section 11.45(2)(1), Florida Statutes, the Legislative Auditing Committee, at its
March 9, 2009, meeting, directed us to conduct an audit of the Citrus County Hospital Board (Hospital
Board) and the Citrus Health Memorial Foundation, Inc. (Foundation). The summary of our findings for
the period January 2006 through December 2008, and selected actions taken prior and subsequent thereto,
is as follows:

ACCOUNTABILITY

Finding No. 1:  Although the Hospital Board exercised its authority in contracting the operation of the
Hospital to the Foundation, additional accountability measures should be implemented to ensure that
public funds are used in a prudent manner and the Hospital is operated efficiently.

Finding No. 2:  The Foundation does not maintain separate accountability for expenditures of ad valorem
taxes received from the Hospital Board.

Finding No. 3: The Foundation does not maintain separate accountability for expenditures of Low
Income Pool Program funds received from the Agency for Health Care Administration.

DEBT

Finding No. 4: Neither the Hospital Board nor the Foundation had developed formal policies and
procedures governing the issuance and monitoring of long-term debt. Additionally, the Hospital Board
approved and issued revenue bonds and notes in 2006 and 2008, respectively, that exceeded the
Foundation’s debt capacity, as calculated by the contracted financial advisor.

CONSTRUCTION ADMINISTRATION

Finding No.5: The Hospital Board did not require the Foundation to follow any specific policies and
procedures for construction processes related to the use of the 2008 revenue note proceeds and we noted
several issues of concern in the Foundation’s administration of the construction projects. Such concerns
include certain contract elements and costs, conflicts of interest, and subcontractor bid awards.

EXPENDITURES

Finding No. 6: Employee bonuses were paid to some Hospital officers and directors without the approval
of either the Executive Compensation Committee or the Foundation Board.

Finding No. 7:  Of the $58,260 in Foundation travel-related expenses we reviewed, $10,200 were only
supported by credit card statements, check requests, or handwritten notes (i.e., were not supported by
actual invoices); several hotel and restaurant invoices included alcohol, spa, and golf charges; and
16 banquet dinners were paid for by the Foundation for non-hospital-related attendees. Only $517 in
reimbursements were received by the Foundation related to these charges.

CONTRACTUAL SERVICES

Finding No. 8:  Travel costs totaling approximately $146,000 were paid by the Foundation either to the
vendor for transcriptionist services, or on behalf of the vendor, that were not authorized in the contract.

Finding No. 9: Some contracts, the total of which exceeded the Chief Executive Officer’s expenditure
authority, were not presented to the Foundation Board for approval.

OTHER MATTERS

Finding No. 10: We noted instances of actual or possible conflicts of interest during our audit period. The
Foundation’s by-laws established conflicts of interest policies and a Conflict Committee to address actual
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or possible conflicts of interest related to its directors, principal officers, and committee members.
However, the Conflict Committee did not operate during our audit period.

Finding No. 11: The Hospital Board did not always comply with controlling laws relating to voting,
meeting minutes, or check approvals.

BACKGROUND

Citrus County Hospital Board

The Citrus County Hospital Board (Hospital Board) is an independent special district originally created by a special act
of the Legislature in 1949 (Ch. 25728, Laws of Florida). Chapter 99-442 (as subsequently amended by Chapter 2001-
308), Laws of Florida, is the codification of all special acts relating to the Hospital Board.

The Hospital Board was created as a public nonprofit corporation without stock for the purpose of operating public
hospitals, medical nursing homes, and convalescent homes, primarily and chiefly for the benefit of the citizens and
residents of Citrus County. The Hospital Board is composed of, and governed by, a five-member board of trustees,

all of whom are appointed by the Governor with four-year terms.

The Hospital Board is authorized and empowered, in part, to: (1) own and acquire property by purchase, lease, gift,
grant, or transfer; (2) acquire, construct, maintain, operate, expand, alter, repair, change, lease, finance, and equip
hospitals, medical nursing homes, convalescent homes, medical care facilities, and clinics in Citrus County; (3) enter
into contracts with individuals, partnerships, corporations, and various governmental entities to carry out its purposes
in law; (4) adopt all necessary rules, regulations, and bylaws for the operation of said hospitals and related facilities; (5)
provide for admission and treatment of specified charity patients; and (0) establish a medical staff and employ

personnel.

In addition, the Hospital Board has express authority to: (1) borrow money, with or without issuing notes, for the
purpose(s) of constructing, maintaining, repairing, altering, expanding, equipping, leasing, and operating said hospitals
and related facilities; and (2) issue bonds, subject to approval by a referendum of the voters of Citrus County, and
Revenue Certificates, without such a referendum, the proceeds of which shall be used for erecting, equipping,
building, expanding, altering, changing, maintaining, operating, leasing, and repairing said hospitals and related
facilities.

The Hospital Board is authorized by the State of Florida to levy up to three (3) mills per year on all taxable real and
personal property in Citrus County. Up to one and one-half (1'2) mills per year, which is included in the maximum

millage of three (3) mills per year, may be used to repay bonds principal and interest.

Citrus Memorial Health Foundation, Inc.

In March 1987, the Hospital Board created the Citrus County Health Foundation, Inc., subsequently renamed in
November 1989 as the Citrus Memorial Health Foundation, Inc. (Foundation). The Foundation was created as a
nonprofit corporation, with the Hospital Board as its sole member, to carry out the purpose of the special act creating
the Hospital Board. The Foundation is currently doing business as the Citrus Memorial Health System, which
includes:

e 198-bed in-patient hospital

e 24-hour emergency room

e Laboratory and diagnostic services

o  Walk-in clinic
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e Home health agency
e Rehabilitation services
e Heart center

e Orthopedic services

According to the Articles of Restatement, the Foundation operates exclusively for charitable, scientific, and/or
educational purposes within the meaning of Section 501(c)(3) of the Internal Revenue Code of 1954, as amended.
The Foundation is managed by a board of directors comprised of the following: (1) the five trustees of the Hospital
Boartd, (2) a minimum of five and a maximum of seven at-large directors, and (3) the chief/president of the medical
staff who represents the medical staff of the Citrus Memorial Hospital. In the event of dissolution of the Foundation,

its assets, after payment of its liabilities, revert to the Hospital Board.

The Hospital Board entered into a lease agreement and an agreement for hospital care with the Foundation, both
effective March 1, 1990. The lease agreement expires on June 15, 2033, unless sooner terminated in accordance with
lease terms. The Foundation has the right to unconditionally renew the lease for an additional 45-year term, if the
Foundation is not in default under the lease agreement terms. In the event the lease is terminated, the Hospital Board
will take over the hospital facilities. The agreement for hospital care is automatically renewed each year for a total of
40 years, or for as long as the lease agreement remains in effect, unless terminated by the Foundation in accordance

with agreement terms.

Under the lease agreement, the Foundation has leased from the Hospital Board all of the land, buildings,
improvements, equipment, furniture, and fixtures of the Citrus Memorial Health System and agreed to make rental
payments equal to the principal and interest and any premiums on the Hospital Revenue and Revenue Refunding

Bonds issued by the Hospital Boatd.

Under the agreement for hospital care, the Hospital Board agreed to assist the Foundation with funding for
uncompensated care and the acquisition, expansion, and maintenance of proposed and existing hospital and health
facilities in exchange for medical services provided by the Foundation to the residents of Citrus County. In addition,
the Foundation is required to submit an annual operating and capital budget to the Hospital Board. The Hospital
Board is required to review the budget in conjunction with its own budget and, in accordance with its enabling
legislation, certify to the Citrus County Board of County Commissioners the millage rate required to be levied. Public
budget hearings are held as required by law. The Hospital Board is then required to pay to the Foundation its share of

the ad valorem tax revenues to fund activities and services identified in the Foundation operating and capital budget.

FINDINGS AND RECOMMENDATIONS

Accountability

Finding No. 1: Hospital Board Oversight

Section 155.40, Florida Statutes, provides general authority for any county, district, or municipal hospital to be sold or
leased to a for-profit or nonprofit Florida corporation and for the governmental entity to enter into an agreement
with the corporation for the operation of the hospital. Section 155.40(5), Florida Statutes, indicates that in the event a
hospital operated by the corporation receives more than $100,000 annually in revenues from the county, district, or

municipality that owns the hospital, the Florida corporation must be accountable to the county, district, or
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municipality with respect to the manner in which the funds are expended by either (a) having the revenues subject to
annual appropriations by the county, district, or municipality; or (b) where there is a contract to provide revenues to
the hospital, the term of which is longer than 12 months, the governing board of the county, district, or municipality
must be able to modify the contract upon 12 months notice to the hospital. The Foundation receives annual
appropriations from the Hospital Board in amounts exceeding $100,000. Florida Courts have recognized that,
although Section 155.40, Florida Statutes, provides that a district may reorganize a hospital entity for the purpose of
operating and managing the hospital, it does not authorize relinquishing to an independent private board effective
unfettered control over public property, powers, taxing authority, and money, including expenditure of ad valorem
taxes without public oversight or accountability. Florida courts have also held that the Hospital Board must exercise
sufficient control over the Foundation for the Foundation to be considered an instrumentality of a governmental

entity and, thus, entitled to sovereign immunity.

Pursuant to its authority, the Hospital Board entered into agreements with the Foundation, a nonprofit corporation,
to operate the Citrus County Hospital System (Hospital) pursuant to a lease agreement and an operating agreement
for hospital care. The agreement for hospital care is automatically renewed each year for 40 years, or as long as the
lease remains in effect. The lease agreement also provides, in addition to the 40-year term, a provision that the
Foundation has an unconditional right to renew the lease for an additional 45-year period. The Foundation has the
right to terminate the agreement for any reason if it provides notice of such termination no later than 30 days prior to
the annual automatic renewal date. Florida Statutes that apply to the operations of the Hospital Board, as a Florida
local government, generally do not apply to the operations of the Foundation, as a nonprofit corporation. The
agreements for the lease and operation of the Hospital do not incorporate or otherwise require the Foundation to
follow any specific Florida laws, other than the Sunshine and public records laws, in the operation of the Foundation
that are applicable to the Hospital Board. The agreements also do not prescribe specific good business practices to

ensure the efficient operation of the Hospital.

In this report, we have noted administrative deficiencies by the Foundation in the areas of accountability for public
funds provided by the Hospital Board and the State, debt management, construction project administration,
expenditure of funds, and other matters. The agreement for hospital care requires the Hospital Board to appropriate
sufficient funds to the Foundation in an amount based on an annual operating and capital budget submitted by the
Foundation to the Hospital Board. The Hospital Board must pay the Foundation public money for a period of at
least 40 years (or conceivably 85 years) with limited input from, or accountability to, the public. The Hospital Board,
unlike the Foundation, has no authority to unilaterally terminate the agreement. The Foundation is self-perpetuating
and structured so that the Hospital Board members serving as directors of the Foundation Board will always be a
minority. At its October 26, 2009, meeting, the Hospital Board passed a resolution whereby its members agreed to
resign as directors of the Foundation Board. However, as of November 30, 2009, written notifications of these
resignations had not been received by the Foundation, its Board, or its Chair. For such resignations to be effective,
Section 617.0807, Florida Statutes, require directors’ notices of resignation to be in writing and delivered to the board
of directors, its chair, or to the corporation. Section 4.9 of the Foundation’s by-laws also require resignations to be in
writing and delivered to the Chair or Vice-Chair. Although the Hospital Board has exercised its authority in
contracting the operation of the Hospital to another entity, it has a responsibility to ensure that proper accountability
measures are in place to carry out the responsibilities contained in its enabling legislation. Requiring the use of
specified good business practices would help ensure that the Hospital is operated in a more efficient manner and may
reduce the need for ad valorem tax revenues. Further, requiring accountability for any public funds used would

provide additional assurance that these funds are used in a prudent manner.
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Recommendation: The Hospital Board should consider either amending its agreement(s) with the
Foundation to require the Foundation to utilize policies and procedures adopting good management and
business practices, or evaluate the manner in which the Hospital has been administered by the Foundation
in determining the annual appropriation to the Foundation. Any such policies and procedures could require
the Foundation to follow selected Florida laws that are applicable to the Hospital Board; however, the
policies and procedures should, at a minimum, address the findings noted elsewhere in this report.
Amendments to the agreement(s) should also provide the Hospital Board with the ability to terminate the
agreement(s) with proper notice. Should the Hospital Board desire to amend the contract, it would require
concurrence of the Foundation.

Finding No. 2: Accounting for Ad Valorem Taxes

Section 6 of Chapter 99-442, Laws of Florida, states that the Board of County Commissioners of Citrus County shall
levy a hospital tax based on the millage certified by the trustees of the Hospital Board. The Hospital Boatd is
authorized to levy up to three (3) mills per year on all taxable real and personal property in Citrus County. The
collections are to be used for the purpose of erecting, building, equipping, maintaining, changing, altering, repairing,

leasing, and operating the public hospital.

As noted previously, the Hospital Board and the Foundation entered into agreements whereby the Foundation would
lease the Hospital Board’s real and personal property and provide hospital care in Citrus County. Article V of the
hospital care agreement states that in return for payments to be made by the Hospital Board to the Foundation, the
Foundation would operate the hospital system. Article VI of the agreement (amended on May 28, 1991, and February
27, 2000) states that the Foundation shall prepare an annual operating and capital budget and that the Hospital Board
shall use that budget to determine the ad valorem taxes to be levied. The Hospital Board would then certify the tax

assessment needed to fund the Foundation’s budget as well as its own expenses.

Ad valorem tax revenues, millage rates levied, and funds provided to or for the Foundation for the most recent four

years are shown in Table 1:

Table 1

Funds Provided
Ad Valorem for Eoundation
Fiscal Year Tax Millage Rate or Foundato
Revenue per Agreement
(Note 1)

2005-06 $ 8,031,865 0.9500 $ 7,585,000
2006-07 10,357,117 0.9200 9,900,000
2007-08 10,889,759 0.8990 10,050,000
2008-09 (Budgeted) | 12,799,305 1.1689 11,900,004

Note 1 — A portion of the funds are provided directly to the Foundation, while the remainder
is sent to the State on behalf of the Foundation (see additional discussion in finding No. 3)

operating revenues as noted in the budgets noted in Table 2:

The Foundation’s budgeted funding comes from net patient service revenue, Hospital Board tax transfers, and other
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Table 2

Budgeted Amounts by Fiscal Year
Budget Line ltem 2005-06 2006-07 2007-08 2008-09

Revenues:

Net Patient Service Revenue $ 123,574,000 $ 145,723,503 $ 154,039,236 $ 165,615,177
Funds from Hospital Board 7,585,000 9,900,000 10,050,000 11,900,004
Other Operating Revenues 500,000 1,731,000 2,125,872 1,981,116
Total Operating Revenues 131,659,000 157,354,503 166,215,108 179,496,297
Expenses:

Total Operating Expenses 130,926,000 155,345,103 166,553,761 176,833,152
Non-Operating Income 1,500,000 1,474,600 1,860,504 1,712,484
Excess of Revenue Over Expenses 2,233,000 3,484,000 1,521,851 4,375,629
Special Capital Outlay 3,579,400

Although budgets were prepared for the taxes levied as noted above, neither the Hospital Board nor the Foundation

budgets detailed the specific planned uses of the tax proceeds by the Foundation and the Foundation’s accounting

records did not identify the specific uses of the tax proceeds. As part of its budget process, the Foundation estimates

the operating revenues (excluding the ad valorem tax revenues) and expenditures (operating and capital outlay) for the

upcoming year and then requests the amount of tax collections needed to fund operations, including a small excess.

The Hospital Board then calculates the required tax rate based on the County’s estimated taxable values.

Table 3 summarizes the Foundation’s actual operating results for the 2005-06, 2006-07, and 2007-08 fiscal years, with

and without the ad valorem tax receipts:

Actual Operating Results by Fiscal Year
2005-06 2006-07 2007-08

Revenues:
Net Patient Service Revenue $ 134,573,656 $ 145,331,323 $ 158,364,191
Funds from Hospital Board 7,585,000 9,900,000 10,050,000
Other Operating Revenues 1,623,001 2,005,832 2,149,918
Total Operating Revenues 143,781,657 157,237,155 170,564,109
Expenses:
Total Operating Expenses 142,894,318 160,306,034 170,069,018
Non-Operating Income 1,783,109 1,801,736 2,055,956
Excess of Revenue Over (Under)
Expenses 2,670,448 (1,267,143) 2,551,047
Less: Funds from Hospital Board 7,585,000 9,900,000 10,050,000
Revised Income (Loss) without
Board Funds ($4,914,552) ($11,167,143) ($7,498,953)

Although Table 3 shows that more net patient revenues were received in fiscal years 2005-06 and 2007-08 than

anticipated in the budgets, additional expenses were also paid that exceeded the budgeted expenditures approved by

6
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the Foundation Board. While Table 3 shows that the Foundation relied on the ad valorem tax revenues to fund its
expenditures, given the lack of detail in the Foundation’s budgets and accounting records, along with deficiencies
discussed elsewhere in this report, it is not possible to determine if the ad valorem tax revenues were actually needed,

or the specific purposes for which they were needed, for the Foundation’s operations.

Recommendation: As part of its budgeting process, the Foundation and the Hospital Board should
identify the specific planned and authorized uses of the ad valorem tax proceeds. The Hospital Board
should require the Foundation to maintain separate accountability as to the use of funds received from ad
valorem tax proceeds.

Finding No. 3: Accounting for Low Income Pool Expenditures

The Hospital Board has participated with the Florida Agency for Health Care Administration’s (AHCA) Low Income
Pool (LIP) Program for each year since the 2005-06 fiscal year. According to AHCA, “the Low Income Pool (LIP)
will be established to ensure continued government support for the provision of health care services to Medicaid,
underinsured, and uninsured populations.” An agreement between the Hospital Board and AHCA provides that the
Hospital Board remit a certain amount each quarter to AHCA. The amounts remitted to AHCA are paid from the tax
revenues collected by the Hospital Board. AHCA then remits the moneys to the Foundation with a Medicaid
matching amount. The Foundation deposits LIP Program receipts into a separate revenue account. However, once
received and recorded, the funds are comingled with other Foundation receipts and the use is not accounted for

separately to document increased spending on eligible recipients.

The Foundation received LIP Program funds noted in Table 4:

Table 4

Total LIP
Fiscal Year PaySrrtlaetr:s to Matching Funds Rec':(al:\r;gj Y
Foundation
2005-06 $ 6,367,903 $ 1,114,059 $ 7,481,962
2006-07 6,367,910 1,429,506 7,797,416
2007-08 7,704,238 1,551,574 9,255,812
2008-09 5,483,686 1,607,576 7,091,262

Item No. 1 of the agreement states that “these funds will only be used to increase the provision of health services for
the Medicaid, uninsured, and underinsured people of the Board and the State of Florida at large.” Item No. 2 cites
ten programs by which the increased provision for health services will be accomplished. Item No. 4 states that the
Hospital Board and the State agree that the State will maintain necessary records and supporting documentation
applicable to the health services covered by the agreement. Further, the Hospital Board and State agree that the

Hospital Board shall have access to those records and the supporting documentation by requesting it from the State.

We requested documentation showing the increased spending on the qualified program recipients from the
Foundation. In its June 19, 2009, response to our inquiry, the Foundation indicated that it had requested the
documentation identified in Item No. 4 of the agreement from AHCA. As of November 30, 2009, we had not been
provided the documentation. Although the agreement indicates that the State will maintain the necessary records and

supporting documentation applicable to the health services covered by the agreement, because the Program funds
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received by the Foundation are restricted as to their use, it is incumbent upon the Foundation to track these

expenditures to ensure that these funds are not expended for unauthorized purposes.

Recommendation: The Foundation should develop documents and procedures to track and monitor the
use of LIP Program receipts through its accounting system, obtain documentation from AHCA to determine
to what extent these receipts have been expended for authorized purposes, and replenish any Program funds
used for unauthorized purposes from unrestricted sources.

In his response, the Chairman of the Foundation stated that the Foundation requests that this finding be
stricken and that the Foundation is not aware of any provision of contract or law that requires such an
accounting. Notwithstanding the provisions of the contract or law, the point of our finding is that the LIP
funds are restricted as to their use and, therefore, the Foundation should take steps to ensure that the funds
are used for allowable purposes.

The Chairman also stated that our finding “lis based upon the misguided premise that every dollar of LIP
funds must be spent on ‘qualified [Medicaid] program recipients.” That is not what AHCA’s standard letter
of agreement states. What it actually states is: The Foundation and the Agency have agreed that these
funds will only be used to increase the provision of Medicaid funded health services to the people of the
Foundation and the State of Florida at large.” However, we believe it is clear from the language in the
agreement between the Hospital Board and AHCA as quoted in our finding that the provision of services Is
Iimited to Medicaid, uninsured, and underinsured people.

Furthert, the Chairman stated that the total LIP funds listed in Table 4 vastly overstates the net amount that
the Foundation actually receives from AHCA because it includes substantial amounts of money that the
Hospital Board pays to the State that are merely returned to the Foundation along with LIP payments. The
Chairman also stated that the actual net LIP payments for each year are the amounts listed under
“Matching Funds” in Table 4. Finally, the Chairman provided a Web site for information on “how to
properly allocate LIP funds.” The Chairman’s response indicates that the Foundation does not believe that
the funds provided to the State by the Hospital Board become LIP program funds when provided to the
Foundation through AHCA. Section 1.a) of the Letter of Agreement between the Hospital Board and
AHCA, in reference to the funds provided by the Hospital Board, states “The Board and the Agency have
agreed that these funds will only be used to increase the provision of health services for Medicaid,
uninsured, and underinsured people of the Board and of the State of Florida at large.” Pursuant to the
Letter of Agreement, the Web site provided by the Chairman, and Section 409.91211, Florida Statutes, once
the Hospital Board provides funds to AHCA, the right to use such funds for any purpose other than the LIP
program 1is relinquished. As such, we believe the presentation of LIP funds received by the Foundation, as
shown in Table 4, is accurate.

Debt

Finding No. 4: Debt Management

The Hospital Board issued Series 2002 Hospital Revenue and Revenue Refunding Bonds for $45,000,000. The bonds
were issued with interest rates ranging from 6.250 to 6.375 percent to (i) refund outstanding 1992A Bonds; (i) pay a
portion of the costs of the acquisition, construction, and equipping the Series 2002 Project; and (iii) pay
Series 2002 Bond issuance costs. The Hospital Board issued the Series 2006 Hospital Revenue Bonds for $10,000,000
with a variable percentage interest rate based on the London Interbank Offered Rate (LIBOR), and the Series 2008
Hospital Revenue Note for $10,000,000, with a variable percentage interest rate also based on LIBOR, to finance and
reimburse costs of acquiring, constructing, and equipping health facility improvements owned by the Hospital Board

and leased to the Foundation. For all three debt issues, a simultaneous financing agreement was issued whereby the
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Hospital Board loaned the Foundation the debt proceeds. As a result, the bonds and notes are reported as debt by
the Foundation. Because the debt was conduit debt (authorized by the Hospital Board for tax exempt purposes), the
debt was not the legal liability of the Hospital Board. Although the conduit debt is not currently a legal liability of the
Hospital Board, in the event the agreements with the Foundation are terminated, the assets and liabilities of the
Foundation would revert to the Hospital Board. As a result, the Hospital Board could potentially be liable for

repayment of the debt issues.

Debt Management Policy. Neither the Hospital Board nor the Foundation had developed and documented formal
policies and procedures for the issuance and monitoring of long-term debt. Debt management policies are written
guidelines and restrictions that affect the amount and type of debt issued, the issuance process, and the management
of a debt portfolio. An effective debt management policy can help improve the quality of decisions, provide
justification for the structure of debt issuance, identify policy goals, and demonstrate a commitment to long-term
financial planning, including a multi-year capital plan. Adherence to a debt management policy provides assurances to
rating agencies and the capital markets that an entity is well-managed and should meet its obligations in a timely
manner. Debt levels and their related annual costs are important long-term obligations that must be managed within
available resources. An effective debt management policy provides guidelines for an entity to manage its debt

program in line with those resources.!

Debt Capacity. One definition of debt capacity is an assessment that determines the amount of debt an entity can
repay in a timely manner with current available resources without jeopardizing its financial viability. According to the
Board’s financial advisor, a debt capacity analysis attempts to calculate the amount of additional debt an entity can
support without lowering its existing bond ratings. We noted that in 2006 and 2008 the Hospital Board approved and
issued bonds or notes that exceeded the Foundation’s debt capacity calculated on a quantitative basis by the

contracted financial advisor, as follows:

» The financial advisot’s presentation for the Seties 2006 Revenue Bonds indicated that the Hospital System
administered by the Foundation had a quantitative incremental debt capacity of $3.8 million, but revenue

bonds were issued for $10 million.

» The financial advisot’s presentation for the Series 2008 Revenue Notes indicated that the Hospital System’s

quantitative debt capacity was negative $11.3 million, but revenue notes were issued for $10 million.

The presentation for the 2006 debt issue included non-quantitative credit strengths and stated that the Hospital
Board’s “taxing ability is a key strength with a significant increase in revenues expected in 2005 based on recent
increase in tax millage (the willingness to increase the millage will also be seen as a positive).” Again, the presentation
for the 2008 debt issue with debt capacity of negative $11.3 million cited the Hospital Board’s ability to tax as one of
the non-quantitative credit strengths and stated that the Board “should be able to issue between $5 and $10 million of

additional debt without negative rating consequences.”

In the presentation for the 2008 bond issue, the financial advisor indicated that the most current rating by one of the
rating agencies for the Hospital’s bonds was Baaa3, based on a report dated August 30, 2007, and the rating agency
analysts believed that the tax revenues recorded in recent years were not sustainable in the long term. In the

presentation, the following “credit challenges” were stated:
» “Recent legislation limits tax revenue growth in fiscal year 2008;

» High percentage of unprofitable Medicare and Medicaid utilization;

! Government Finance Officers Association’s Recommended Practices for Debt Management Policy (1995 and 2003)
9
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» Decline in operating performance in fiscal year 2007 due to the departure of radiology group, shift of cases
from an inpatient to outpatient setting with reduced reimbursement, and flat utilization trend in fiscal year
2007,

Decline in liquidity from fiscal year end 2005 to fiscal year end 2007,
Net revenue growth not keeping pace with expense growth; and

While market share is a positive strength, the Hospital has not generated positive financial results from this

strength.”

The Hospital Board and Foundation have a fiduciary duty to make prudent decisions to protect the public purpose of
providing health services to the citizens of Citrus County. Given that the purpose of a debt capacity calculation is to
determine whether it is prudent to issue additional debt, the decision to issue $10 million in debt when the debt
capacity was negative $11.3 million is questionable, particularly if the decision was partially based on the ability and

willingness to levy additional taxes.

Recommendation: Before authorizing future conduit debt to be repaid by the Foundation, the Hospital
Board should adopt formal policies and procedures regarding the issuance and monitoring of long-term
debt as a part of its comprehensive debt management practices. These policies and procedures should
include guidance on the restrictions and limitations for debt capacity, reserves, ratios and measurements,
reporting, benchmarks, selection and use of professional service providers, and criteria for determining the
sales method. The Hospital Board should also ensure that revenues from operations of the Hospital are the
primary source for repayment of bonds or notes and there is not an over-reliance on its taxing ability in the
determination to issue debt.

Construction Administration

Finding No. 5: Construction Projects

As previously noted, the Hospital Board issued conduit debt in form of a 2008 Hospital Revenue Note for
$10,000,000 in September 2008. The Note was issued primarily to fund construction of and equipment for the
Sugarmill Woods Medical Center ($4,366,288) and Emergency Room Expansion ($4,200,000). A simultaneous
financing agreement was issued whereby the Hospital Board loaned the Foundation the debt proceeds to complete
the projects. As a result, the Foundation reports the projects and equipment as assets and the notes as debt of the

Foundation. Our review of the above construction projects related to this debt issue noted the following:
Construction Policies and Procedures

In loaning the debt proceeds for the projects, the Hospital Board did not require the Foundation to follow any
specific policies and procedures for construction processes including project management, advertising, bidding,
awarding, and monitoring. It should be noted that had these construction projects been completed by the Hospital
Boatd rather than the Foundation, Section 287.055, Florida Statutes (the Consultants’ Competitive Negotiation Act),
would have been applicable. Although we noted that at times the Foundation followed certain good business
practices, management had not developed and documented formal policies and procedures, without which there is an
increased risk that planned processes may not be followed and adequate documentation of the process may not be
obtained. In these circumstances, there is an increased risk of the Foundation not completing construction projects of

satisfactory quality at the lowest possible cost.

10
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Sugarmill Woods Project

Public Advertisement. The Foundation’s procedures did not ensure that all qualified firms were considered for the

Sugarmill Woods Project. Using the proceeds from the 2008 Revenue Note, the Foundation decided to construct a
medical facility in southwest Citrus County near Homosassa Springs (Sugarmill Woods), expand the emergency room
facilities at the main hospital, and purchase equipment. The Foundation Directors appointed a three-member
Construction Committee from among its members and contracted with an owner’s representative firm for $287,000
to administer the Sugarmill Woods facility as a design-build project. The owner’s representative solicited and
prequalified firms using a modified bid process for selecting a design-build firm for the project. The owner’s
representative prepared a design criteria package and issued a “solicitation of interest” to contractors known by the
owner’s representative to be qualified to perform this type of work. The solicitation was distributed to approximately
ten firms, but was not publicly advertised. In the absence of public advertisement for the project, the representative
could not assure the Foundation that all qualified contractors considered applying for the project and, therefore, could
not demonstrate that the lowest and best price was obtained for the project consistent with product quality and

performance.

Potential Conflict of Interest. Two Foundation Board directors with potential conflicts of interest participated in the

selection process for a design-build firm. All three Construction Committee members participated in the Committee
discussions and deliberations including the decision to short-list four design-build firms. Then, according to the
Committee minutes, two of the three Committee members indicated possible conflict-of-interest issues with one of
the short-listed contractors and requested that the Foundation Chairperson assign two additional Committee
members. Two new members were in place at the next Construction Committee meeting whereby the final ranking

of the four short-listed firms was determined.

At the next meeting, the owner’s representative announced that one of the four finalists had withdrawn from
consideration. The three finalists then made presentations and the Committee designated two in a higher position
because of their experience with medical facilities. The third ranked firm was local but considered beneficial because
it would benefit the local economy. The Committee then unanimously approved the final ranking with the local

contractor designated as first and the local contractor was ultimately awarded the design-build contract.

In summary, the two members who approved short-listing the firm that was ultimately awarded the contract should
have recused themselves once that firm was under consideration, not after the short-listing was completed. The
participation of Committee members with a conflict-of-interest in the selection process could lead to the Foundation

not selecting the most qualified firm or not negotiating the best price for the project.

General Conditions. General Conditions charges for the Sugarmill Woods project were not adequately reviewed or

documented. The design-build firm charged the Foundation 10 percent of the agreed-upon General Conditions
amount on each monthly Application for Payment for 10 months without providing any documentation to support
the charges. In addition, the overall agreed-upon General Conditions amount of $361,011 included items that were
separately reimbursed to the design-build firm by the Foundation, and included other items that did not appear
reasonable. The items included in the General Conditions total that were also charged separately on the design-build

firm’s Application for Payment are noted in Table 5:

11
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Table 5

Per General Se P::ate
Item Conditions P
. Payment
Detail . .
Application

Builders’ Risk Insurance $ 17,500 $ 5,798
Building Permit Fees 13,300 12,500
Materials Testing 1,000 6,000

Without obtaining and reviewing sufficient supporting documentation for General Conditions charges, the ownet’s
representative cannot be assured that the Foundation is being properly charged for General Conditions costs or that
the Foundation is not paying for duplicate charges. In response to our inquiry related to General Conditions, the
ownet’s representative stated that “It is not uncommon in Design/Build (and negotiated construction manager)
contracts to fix General Conditions as a negotiated lump sum amount to eliminate the administrative burden of
reviewing those costs.” However, records provided for our review did not evidence on what basis the negotiated
lump sum amounts were determined. Items included in the General Conditions that did not appear reasonable were

subsistence, mileage, and warranty management.

Subcontractor Bidding Process. The Foundation had not established a formal subcontractor bidding process for the

construction projects. For the Sugarmill Woods project, our review indicated that subcontractor bids were awarded
by the design-build firm and detailed bidding information was maintained solely by the design-build firm, not by the
owner’s representative. The owner’s representative only retained summary information related to the subcontractor
bids. In addition, our inquiries determined that subcontractor bids were obtained by written bids and by telephone
calls. Our review noted instances where the subcontract was not awarded to the lowest bidder and no explanations

for the exceptions were included.

The design-builder identified $57,282 (or 1.8 percent) of the total subcontract work as being self-performed (i.e., by
the design-buildet), including $22,022 in labor for finish/trim carpentry work and $11,400 in labor for installation of
prefinished interior doors. Since there were no competing bids, the owner’s representative should have analyzed the
self-performed bids for reasonableness. For example, the charge to install the interior doors could have been analyzed
by cost per door. In addition, another $509,092 (or 15.7 percent) of the subcontract work was performed by other
companies related to the design-buildet’s officers and managers where the relationship was apparently not disclosed to
the Foundation or the owner’s representative, and it was not always apparent that the companies were the lowest
bidders. For example, the president of the subcontractor firm awarded $403,675 for site work was also an officer of
the design-build firm. Another subcontracting company operated by three of the design-build firm’s directors was
awarded subcontracts totaling $105,417.

Without an adequate and monitored subcontractor bidding process, the Foundation cannot be assured that the best

subcontractors and the best prices are selected.

Supporting Documentation. Applications for Payment for the Sugarmill Woods project did not always include

sufficient supporting documentation. Although the design-build firm’s payment applications were signed and
approved for payment by both the owner’s representative and the Foundation staff, the subcontractors’ charges were
not supported by detailed invoices. In addition, we noted several instances where subcontractor payment requests
were not signed and appeared to be prepared on the design-build firm’s form. Subcontractor charges generally

represent a large portion of work billed. For this project, subcontractor work represented 76 percent of the total

12
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contract amount. Absent adequate pre-audit of supporting invoices by appropriate staff, the Foundation cannot be

assured that payments are proper.

As a result of our audit inquities relating to this project, the Foundation contracted with a certified public accounting
firm to conduct agreed-upon procedures relative to this project to assist the Foundation in determining the final
contract value to the design-build firm.

Emergency Room Expansion Project

As of July 2009, construction had not begun on the Emergency Room Expansion Project. As a result, our review was

limited to the contract awarded.

General Conditions. A portion of the 2008 Revenue Note proceeds was used to contract with another firm to expand

the Hospital’s emergency room facilities under a construction manager contract. The Foundation engaged the same
owner’s representative firm as with the Sugarmill Woods project to act as its representative overseeing and managing
the Emergency Room Expansion Project. The agreed upon General Conditions amount, totaling $643,995, for the

Emergency Room Expansion Project included the following:

Table 6

Item Quantity Unit Cost Total Cost
Superintendent Labor 60 Weeks| $ 3,357 $ 201,420
Project Manager Labor 35 Weeks 3,200 112,000
Jobsite Secretary Labor 60 Weeks 864 51,840
Field Office Supplies 15 Months 800 12,000
Safety Supplies (Hard Hats) 14 Months 450 6,300

Records provided for our review did not evidence that the Foundation had determined the reasonableness of the

above-listed cost items included in the General Conditions amount.

Labor Burden Costs. The Foundation entered into a $4,200,000 guaranteed maximum price (GMP) contract with a

construction management firm for the Emergency Room Expansion Project. Under GMP contracts, the Foundation
may realize cost savings if the cost of construction is less than the GMP and as such, a GMP contract requires that
Foundation personnel closely monitor construction costs. The GMP contract included direct salary costs plus an
indirect salary element commonly referred to as the labor burden. According to the June 2009 Economic News Release
by the United States Department of Labor, Bureau of Labor Statistics (BLS), labor burden components for the
construction industry typically include legally required benefits (such as social security and Medicare taxes,
unemployment taxes, workers’ compensation), life and medical insurance, retitement plans, paid leave (including
vacation, sick, and holiday), and supplemental pay (such as overtime and shift differentials). These categories and
cost percentages according to the BLS and the construction manager’s GMP contract (let in February 2009) atre
included in Table 7:

13
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Table 7

Component Cost as Percentage of
Salaries/Wages
Component BLS GMP Contract
Legally Required Benefits 16.1 26.8
Insurance 10.6 13.8
Retirement 7.4 10.9
Paid Leave 5.2 14.2
Supplemental Pay 4.9 -
Incentives (Bonuses) - 15
Total 44.2 80.7

As shown in Table 7, the construction manager’s labor burden rate does not appear reasonable, when compared to

the BLS rates, as several of the rates appear excessive and the Incentives component appears unwarranted.

Considering this was a GMP contract, it does not appear reasonable for the construction manager to be paid a bonus
for completing the project by the contracted completion date and at the contracted cost. If utilized, bonuses should
be shown as a separate line item in the schedule of values, should require approval by the Foundation, and should be

based on predetermined measurable objectives, such as early completion of the project.

Unreasonable Costs. Our review of the construction manager contract for the Emergency Room Expansion Project

indicated that the construction manager could be reimbursed for certain costs that do not appear reasonable. The
contract allowed the construction manager to be reimbursed for items such as reinspection fees, warranty work above
the warranty escrow amount ($4,500), and defective work up to the amount of the guaranteed maximum price. Based
on the contract language, the Foundation is subject to paying for certain costs more than one time and to cotrect

errors of the construction manager.

Recommendation: To ensure that good business practices are used, the Hospital Board should require
the Foundation to follow specific policies and procedures for construction processes including construction
contracting and administration, soliciting proposals, contractor selection and awarding process, guaranteed
maximum price proposals, contract management, allowable labor burden rates, subcontractor selection,
self-performed work, payment application processing and documentation requirements, and project
closeout. The Foundation should seek to revise contract provisions identified above that reflect
unreasonable charges and reduce subsequent payments or request refunds for duplicate charges paid.
Further, the Foundation should ensure that only actual amounts that are supported by invoices or other
appropriate documentation for General Conditions items and other charges are included on payment
applications.

Regarding general conditions, the Chairman of the Foundation stated that actual mileage considerably
exceeded the $5,000/10,000 mile estimate and provided a mileage log and a few samples of the daily detail.
The Chairman also indicated that warranty management costs of $2,400 included in the negotiated amount
have been exceeded. Notwithstanding actual results, the point of our finding is that an analysis should be
performed to provide a basis for negotiated fixed amounts.
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Expenditures

Finding No. 6: Employee Bonuses

Article X of the Foundation’s by-laws address hospital management and Section 10.2 describes the authority and
duties of the Chief Executive Officer, including his responsibility to manage and operate the hospital; to select,
employ, control, discharge all administrative personnel, department heads, and other employees; to expend moneys
for any single capital item, or normal, non-personnel operating expenditure (capital or otherwise), the total value of

which is less than $50,000; and to establish compensation for employees with the approval of the Foundation Board.

The Foundation Board established an Executive Compensation Committee with authority to make decisions
regarding executive compensation. Based on the minutes of this Committee’s meetings, it appears that “executive
compensation” applied to that of the “Officers” (Chief Executive Officer, the Chief Operating Officer, the Chief
Financial Officer, and the Chief Nursing Officer).

In our review of employee bonuses, we noted the following:

» Bonuses totaling $35,462 were paid to the Chief Operating Officer and the Chief Financial Officer for the
2005-06 fiscal year. Due to a vacancy, the Chief Nursing Officer position did not qualify for the bonus that
year. Although requested, we were not provided with documentation that these bonuses were approved by

the Foundation Board or the Executive Compensation Committee.

» Bonuses totaling $113,925 and $164,974 were paid to directors (department heads that report to officers) for
the 2005-06 and 2007-08 fiscal years, respectively. Although requested, we were not provided with
documentation indicating that the Foundation Board had approved a bonus plan or payments to directors.
These bonuses had been approved by the Chief Executive Officer; however, the by-laws do not provide such
authority without Board approval.

» We noted inconsistencies in bonus calculations. For example, the 2005-06 fiscal year bonuses wete based on
fiscal year salary amounts, which included amounts for unused paid days off, as the salary base. However, the
2007-08 fiscal year bonus calculations used the ending salary rate (excluding unused paid days off payments)
for the 2007-08 fiscal year. Establishing formal policies and procedures over bonuses would provide
assurance that calculations were applied consistently and as intended by the Foundation Board or Executive

Compensation Committee.

We also noted two instances in which minutes to support approval of the Chief Executive Officer’s 2005-06 and
2007-08 fiscal year bonuses were not retained and, subsequent to audit inquitry, were re-created and we noted three

instances in which Executive Compensation Committee minutes were not signed.

Recommendation: The Foundation should ensure that bonuses ate not paid to employees unless
properly authorized by the Foundation Board or Executive Compensation Committee. Actions authorized
by the Executive Compensation Committee should be pursuant to duly signed minutes of Committee
meetings. Formal policies and procedures should be established governing eligibility, forms, factors and
goals, calculation, approval and payment of management performance bonuses.
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Finding No. 7: Travel-related Expenditures

The Foundation’s Administrative Policy and Procedure Manual (Policy), Code P-703, states that employees who were
authorized to travel were to complete and submit an Expense Report to be reimbursed for necessary expense incurred
on Hospital business including: 1) travel, 2) reasonable lodging accommodations, 3) reasonable costs of meals
(excluding entertainment), 4) costs of meeting/seminar registration and connected functions, 5) travel by automobile

at twenty-five (25) cents per mile, and 6) parking and tolls.

From our testing, we noted travel expenditures that were not adequately documented and, in some instances, did not
appear to be allowable under the Foundation’s Policy or reasonable under good business practices. We would also
note that if these travel expenditures were paid by the Hospital Board, Section 112.061, Florida Statutes, would have
been applicable. We reviewed the records for six retreats and meetings attended by various Foundation Board

directors and executive management during the 2006, 2007, and 2008 calendar years, as summarized in Table 8:

Table 8

Conference or Meeting No. of . .
L i et d Registration/ Lodai e Travel and = itel] G
ocation egistere Rental Fees odging eals Entertainment otal oS
Dates Attendees
Board Retreat
Longboat Key, FL 28 None $ 14,350 $ 10,519 NotProvided | $ 24,869
August 18/20, 2006
VHA Conference Unable to
Key Biscayne, FL 9 determine if 3,360 Not $ 1,104 4,464
October 11/13, 2006 paid Provided
Executive Management Meeting
Crystal River, FL 25 $ 140 1,496 1,636
April 5, 2007
VHA Conference
Key Biscayne, FL 12 4,740 5,129 468 1,310 11,647
September 26/28, 2007
American Hospital Association
Annual Meeting
Washington, D.C. 4 2,330 2,863 793 1,350 7,336
March 6/8, 2008
VHA Conference
Amelia Island, FL 10 4,075 3,506 190 537 8,308
September10/12, 2008
Total Cost $ 11285 | $ 29,208 | $ 13,466 | $ 4301 | $ 58,260

For the above charges, we noted the following:

» Many of the charges noted above were not supported by detailed invoices such as hotel bills or restaurant
receipts. Of the total charges above, $8,646 were only supported by credit card statements instead of actual

invoices.

» In some instances, attendees did not complete expense reports, but submitted check requests or handwritten

notes requesting reimbursements. Of the total charges tested, $1,554 were only supported by check requests
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or handwritten notes and without actual invoice support. Additionally, we noted several reimbursement

requests that were not signed by the traveler.

» Several hotel and restaurant invoices included charges for alcohol, totaling approximately $3,665, and we

noted $244 for spa and golf charges.

»  Periodically, attendees appeared to bring guests to the conferences or meetings and many costs associated
with the guests were not always reimbursed to the Foundation. For example, at the August 2006 Foundation
Board Retreat in Longboat Key, 42 banquet dinners were purchased at a cost of $49.95 per person for the
night of August 18, 2006. However, there were only 26 hospital-related attendees at the dinner. At that same
retreat, one attendee extended his/her hotel stay an extra night and did not reimburse the Foundation for the
extra night. Foundation’s records indicated that reimbursements totaling $517 had been received from

attendees for this retreat.

Although requested, the Foundation did not provide us with travel or entertainment costs for the August 2006,
Foundation Board Retreat in Longboat Key or the meals costs for the October 2006, VHA Conference in Key

Biscayne.

Requiring travelers to use the designated Expense Report would strengthen the Foundation’s pre-audit of procedures
for travel expenditures and enhance Foundation management’s ability to analyze and manage travel costs for meetings

and conferences.

Recommendation: The Foundation should wupdate its travel policies to require supporting
documentation for eligible travel expenses and require that all travel reimbursement requests: 1) be
submitted on the proper forms, 2) be signed by the traveler and appropriate supetvisory personnel, 3) be
supported by original vendor invoices and conference agendas, 4) identify personal costs of the traveler, and
5) indicate any amount to be paid by (or reimbursed to) the traveler. For amounts to be paid by travelers,
the Foundation should ensure that such reimbursements are ultimately obtained.

Contractual Services

Finding No. 8: Transcriptionist Contracts

The Foundation did not have a bidding policy or procedure. The Foundation contracted for transcriptionist services
with a vendor in 2003 and with a different vendor in 2007. Although requested, the Foundation did not provide us
with documents supporting the 2003 vendor selection process. For the 2007 process, while the Foundation provided
us with an analysis of four vendors’ apparent submissions, it did not provide us with records showing how the

vendors were solicited or selected.

Effective October 24, 2003, the Foundation signed a contract with a vendor to provide medical record transcription
services for overflow work that the Foundation transcriptionists could not handle in a timely manner. Although the
contract term was open-ended, Foundation personnel indicated that this contract was in effect until December 2007.
Section 5 of the contract addressed expenses and indicated that the client (Foundation) was responsible for all
reasonable vendor “Consultant” expenses, such as mileage of personal vehicle use. However, several other expense
items were struck through by the contract signers, including airfare, car rental, tolls, parking, lodging, business
telephone charges, gratuities, office supplies, and $30 per diem for food, thereby indicating that the Foundation would

not be responsible for these charges. Foundation personnel indicated that they struck through these expenses because
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the houtly rate was considered high ($44 per hour of regular time and $66 per hour for overtime) and those types of

expenses should have been built into the service rates.

Payments to the vendor under the 2003 contract for transcription services totaled $907,130 during the 2005-06 and
20006-07 fiscal years. However, our testing of these expenditures disclosed that vendor invoices included charges for
airfare, car rental, lodging, and per diem that were not allowable under the contract. We tested three payments, which

included 15 contractor invoices, totaling $105,173, and noted the following cost breakdown:

Table 9

Item Description Expense

Amount
1 Labor $ 75,764
2 Airfare 3,544
3 Car Rental 5,586
4 Parking and Tolls 19
5 Lodging 9,090
6 Per Diem Meals 6,510
7 Gasoline (related to car rentals) 804
8 Mileage 3,856
Total Vendor Charges $105,173

The invoices included in our test covered the following periods: December 25, 2005, through January 15, 2000;
March 6, 2006, through April 9, 2006; and July 16, 2007, through September 23, 2007. As noted in Table 9, items
2 through 7, totaling $25,553 (24.3 percent of the total), were not allowable costs according to the original signed
contract. The Foundation provided two addenda to the contract that provided for the Foundation to pay the services
at the same houtly rates in addition to travel costs from October 15, 2005, through October 21, 2005, and from
December 27, 2005, through January 17, 2006. The travel costs for this period included in our tests totaled $1,318.
As the Foundation considered the original contract’s houtly rates sufficiently high to cover travel expenses, it is not

apparent why the Foundation did not negotiate a lower houtly rate when it later agreed to pay the travel costs.

We also noted that the Foundation paid approximately $121,467 directly to an area hotel to house transcriptionists for
the above work. In response to our inquiry, the Foundation stated that the airfare, car rental, lodging, and per diem

meal costs were paid in error.

Recommendation: The Foundation should develop policies and procedures governing the procurement
of goods and services, including bid thresholds, contract management, and pre-audit of invoices submitted
for payment. Considering that the Foundation paid the vendor $907,130 over the 2005-06 and 2006-07 fiscal
years, and potentially a significant percentage of these costs were not allowable under the contract
provisions, the Foundation should review all payments made to the vendor to determine the actual total
charges that were not allowable under the contract and obtain a refund of those charges from the vendor,
including the amounts paid to the area hotel for transcriptionists’ lodging.

Finding No. 9: Foundation Board Approval of Contracts

Article X, Section 10.2, of the Foundation’s by-laws describes the authority and duties of the Chief Executive Officer,
including his authority to expend moneys for any single capital item, or normal, non-personnel operating expenditure
(capital or otherwise), the total value of which is less than $50,000. This section also states that any single,

non-personnel expenditure (capital or otherwise), the total value of which is over the sum of $50,000, shall require
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Foundation Board approval thereof. The Chief Executive Officer is also authorized in this section to establish

compensation for employees with the approval of the Foundation Board.

We noted the following instances in which contracts were entered into by the Foundation based on the approval of

the Chief Executive Officer, but without Foundation Board approval:

» The Foundation has contracted with the same individual since 1987 to direct its Pathology Department. The
original annual rate of $30,160 was increased to $33,760, effective July 1, 1994, by an updated agreement dated
June 15, 1994. The rate was then increased to $50,400 annually based on a memorandum from the
Foundation’s Director of Professional Services effective October 1, 2005, and then again to $96,000 per yeat,
effective October 1, 2006. According to Foundation personnel and our review of the Foundation Board
minutes, contract amendments were not prepared and the increases were not presented to the Foundation

Board for approval for the 2005 and 2006 increases.

» 'The contracts for transcriptionist services discussed in finding No. 8 were not presented to the Foundation
Boatd for its approval and the Foundation paid $397,720 and $630,877 in the 2005-06 and 2006-07 fiscal years,
respectively, in relation to the 2003 contract ($907,130 directly to the vendor and $121,467 to a hotel on behalf
of the vendor). The estimates noted in the Foundation’s records indicated that the annual cost on the
2007 contract was estimated to be $700,000.

» The Foundation entered into two leases for office space in which lease payments over the three-year terms
totaled $165,312 and $63,452, respectively.

Although some of the single payments on these contracts did not exceed the Chief Executive Officer’s authority, the

payments were made to the contractors pursuant to single contracts that, in total, exceeded the established threshold.

Recommendation: The Foundation should ensure that contracts, the total of which exceed the
expenditure authority of the Chief Executive Officer, are presented to the Foundation Board for approval.
The Foundation should also ensure that any changes to existing contracts are accomplished through the use
of formal contract amendments, signed by both parties.

Other Matters

Finding No. 10: Conflicts of Interest

To ensure public confidence over procurement practices, it is essential that any and all appearances of a conflict of
interest be avoided. Section 112.313(3), Florida Statutes, prohibits a public officer, acting in his official capacity, from
purchasing any goods or services for his own agency from any business entity of which the officer has a material
interest. The Hospital Board is subject to this section of Florida Statutes; however, most of the financial and

operational activity occurred within the Foundation, which is not subject to most Florida Statutes.

Section 7.14 of the Foundation by-laws, as amended in 2005, established policies and procedures to address actual or
potential conflicts of interests of its directors and staff members. Section 7.14.1 states, “The purpose of the conflicts
of interest policy is to protect the Corporation's interest when it is contemplating entering into a transaction ot
arrangement that might benefit the private interest of an officer or director of the Corporation. This policy is
intended to supplement but not replace any applicable state laws governing conflicts of interest applicable to

nonprofit and charitable corporations.” Section 7.14.2 defines:
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Interested Person as “Any director, principal officer, senior staff member, or member of a committee with board

delegated powers who has a direct or indirect financial interest.”

Under Financial Interest, “A person has a financial interest if the person has, directly or indirectly, through business,
investment or family, a) an ownership or investment interest in any entity with which the Corporation has a
transaction or arrangement, b) a compensation arrangement with the Corporation or with any entity or individual
with which the Corporation has a transaction or arrangement, or ¢) a potential ownership or investment interest in,
or compensation arrangement with, any entity or individual with which the Corporation is negotiating a transaction

or arrangement.”

Conlflict of Interest is “An actual or potential conflict of interest occurs when anyone is in a position to influence a

decision that may result in a personal gain for that person, or for any relative or business associate of that person, as

a result of the corporation's business dealings.”

The Foundation’s by-laws state that a financial interest is not necessarily a conflict of interest. However,
Section 7.14.4 states that for any actual or possible conflicts of interest, an interested person must disclose the
existence of his or her financial interest to the Conflict Committee, and must be given the opportunity to disclose all
material facts to the Conflict Committee. The Committee was to “consist of the Chairperson of the Citrus County
Hospital Board, Chairperson of the Citrus Memorial Health Foundation, the Director serving in the position of the
Chief of the Medical Staff, the President of the Citrus County Bar Association, and the President or Chairperson of
the Citrus County Association of Ministers (or like entity).” It concludes stating that, “In the event that the
Chairperson of the Hospital Board and Foundation are the same, then the Vice Chairperson of the Foundation shall
serve in that position.” In response to our inquiry, the Foundation indicated that although established in the 2005 by-
laws revision, the Conflict Committee has never held meetings, has made no reviews, and has had no minutes

prepared.

Section 7.14.7 requires that “each director, principal officer and member of a committee with board delegated powers
shall annually sign a statement which affirms that such person: a. has received a copy of the Conflicts of Interest
Policy, b. has read and understands the policy, c. has agreed to comply with the policy, and d. understands that the
Corporation is a charitable organization and that in order to maintain its federal tax exemption it must engage
primarily in activities which accomplish one or more of its tax-exempt purposes.” According to the Foundation, the

annual statements have not been prepared by or obtained from the respective individuals.

Our examination noted several actual or possible conflicts of interest for Foundation Board directors that should have

been disclosed to the Conflict Committee:

» One Foundation Board director’s spouse had contracted with the Hospital to direct its Pathology
Department since April 1, 1987. Although the Pathologist’s initial contract originated, and the director’s
appointment to the Foundation Board occurred prior to establishment of the Conflict Committee in 2005,
the relationship should have been disclosed to the Foundation’s Conflict Committee upon its establishment.
We found no instances in which this director participated in discussions or voted on matters related to the

contract; however, see additional discussion in finding No. 9.

» Two Foundation Board directors were also directors in a corporation that leased office suites to the
Foundation. The members had setrved on the Foundation Board since October 25, 2004, and
October 1, 2008, respectively. According to two leases effective August 1, 2006, and March 1, 2009, the
corporation provided the Hospital with 4,592 and 1,583 square feet of space, costing $12 and $13 per square

foot, per year, respectively. Based on the lease agreements, the amounts to be paid over the lease terms
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totaled $165,312 and $63,452, respectively. Although we found no instances in which these directors

participated in discussions or voted on matters related to the leases, see additional discussion in finding No. 9.

» As discussed in finding No. 5, two Foundation Board directors had potential relationships with a local
contractor and participated as members of the Construction Committee until the contractor was placed on
the project short-list. The directors subsequently recused themselves from the Construction Committee due
to the relationship and were replaced by two other Foundation Board directors. Ultimately, the contractor

with which the Foundation Board directors had a conflict was awarded the design-build project contract.

» One Foundation Board director was also the vice president of a local bank that provided banking services to
both the Hospital Board and Foundation organizations. We noted no instances in which this director

participated in discussions or voted on matters related to the banking agreements.

At one of the Foundation’s Board meetings, this director also declared a conflict of interest because a family
member was the owner of an insurance company that the Foundation was considering as a Hospital
insurance brokerage representative. The director recused himself from discussions and abstained from

voting.

» Another Foundation Board director worked for a natural gas company that provided natural gas to the
Hospital. We found no instances in which this director participated in discussions or voted on matters

related to the contract during our audit period.

Although at times Foundation Board directors recused themselves from discussions and abstained from voting, these
examples highlight the Foundation’s need to implement its already established policies and procedures to address
actual or possible conflicts of interest. Even in the instances where Foundation Board directors acknowledged
relationships and recused themselves from deliberations and decisions, the potential conflicts should have been

previously addressed and resolved by the Foundation’s Conflict Committee.

Recommendation: The Foundation Board should ensure the implementation of its established policies
and procedures regarding actual or possible conflicts of interest through its Conflict Committee, including
requiring each director, principal officer, and member of a committee with Board delegated powers to
prepare and sign the required annual statement regarding conflicts of interest.

Finding No. 11: Hospital Board Actions

In our review, we noted instances in which the Hospital Board did not comply with controlling laws:

Voting. Section 286.012, Florida Statutes, sets forth the voting requirements at meetings of governmental bodies.
The statute provides, in part, that no member of any governmental agency board who is present at any meeting of any
such body at which an official decision, ruling, or other official act is to be taken or adopted may abstain from voting
in regard to any such decision, ruling, or act; except when there is, or appears to be, a possible conflict of interest
pursuant to Sections 112.311, 112.313, or 112.3143, Florida Statutes. Hospital Board minutes show three instances
where members abstained from voting on Hospital Board actions. Two instances occurred at the August 25, 2008,
meeting and one at the October 27, 2008 meeting. The October 27, 2008, meeting minutes include a fourth
attempted abstention on a motion to designate Hospital Board officers. The minutes state that a question arose
regarding the inability of a member to abstain from voting and at that point the Hospital Board attorney agreed that
members cannot abstain. The Hospital Board minutes did not include explanations for the abstentions and no other

explanations were provided. Section 112.3143, Florida Statutes, generally requires written disclosure of the nature of
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any conflicts prior to a meeting or, if not known prior to the meeting, an oral explanation is required at the meeting
followed by written memorandum within 15 days explaining the same. While the members’ abstentions did not affect

the outcome of the motions in the three circumstances, the legal authority for abstaining is not apparent.

Meeting Minutes. Section 286.011, Florida Statutes, requires that minutes of a meeting of any board or commission

of any State agency or authority shall be promptly recorded, and such records shall be open to public inspection.
Further, Article VI, Section IV of the Hospital Board’s by-laws requires that the Secretary-Treasurer shall preserve in
books of the Board true minutes of the proceedings of such meetings. Minutes serve to document official actions of

the governing body.

Starting with its March 30, 2009, meeting, the Hospital Board ceased preparing minutes of the proceedings and started
relying on meeting transcripts or transcript excerpts as the official meeting record. As a result it was difficult to
identify the official actions of the Hospital Board. The transcripts or excerpts were long or disjointed and it was
difficult to clearly identify the subject, and at one point the wrong speaker was identified. For example, the transcript
excerpt of the May 14, 2009, meeting referred to a motion to sign an unidentified agreement and the March 30, 2009,
transcript identified the Chief Operating Officer of the Hospital as amending a Hospital Board motion.

Check Approvals. Section 3(c), Chapter 99-442, Laws of Florida, allows the Hospital Board to open depository

accounts located within Citrus County for the deposit of Hospital Board funds. Section 3(d) goes on to require that
all withdrawals by a check or warrant be signed by two Hospital Board trustees, one of which shall be the chair, vice
chair, or secretary-treasurer. This section also states that all checks or warrants must be approved in the Hospital
Board’s minutes. Our testing disclosed that the Hospital Board issued 40 checks between October 1, 2007, and
March 3, 2009, and all 40 checks were propetly signed by two Hospital Board members, with at least one being an
officer. However, our testing also determined that 36 of the 40 checks issued were not approved in the Hospital

Board’s minutes.

Recommendation: The Hospital Board should:

Comply with Section 286.012, Florida Statutes, regarding voting requirements, and no member should
abstain from voting unless it is clearly demonstrated that he or she is required to abstain due to a conflict of
interest as outlined under the provisions of Sections 112.311, 112.313, or 112.3143, Florida Statutes. The nature
of any conflicts should be described in writing as required by Section 112.3143, Florida Statutes.

Ensure that all future meeting minutes are clear as to the speaker and subject in relation to official actions of
the Hospital Board.

Enhance its procedures to ensure that all checks and warrants are approved and that such approval is
reflected in its minutes as required by Section 3(d), Chapter 99-442, Laws of Florida.

OBJECTIVES, SCOPE, AND METHODOLOGY

The Auditor General conducts operational audits of governmental entities to provide the Legislature, Florida’s
citizens, public entity management, and other stakeholders unbiased, timely, and relevant information for use in

promoting government accountability and stewardship and improving government operations.

We conducted this operational audit in accordance with generally accepted government auditing standards. Those
standards require that we plan and perform the audit to obtain sufficient, appropriate evidence to provide a reasonable
basis for our findings and conclusions based on our audit objectives. We believe that the evidence obtained provides

a reasonable basis for our findings and conclusions based on our audit objectives.
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This operational audit focused on the Hospital Board and Foundation’s administration of the Hospital. The overall

objectives of the audit were:

» To document our understanding of the Hospital Board and Foundation management controls relevant to the
organization structure, minutes, and by laws; capital projects; bonds; financing; and expenditures. Our
purpose in obtaining an understanding of management controls and making judgments with regard thereto

was to determine the nature, timing, and extent of substantive audit tests and procedures to be performed.

» To evaluate Hospital Board and Foundation management’s performance in administering its assigned
responsibilities in accordance with applicable laws, special acts, ordinances, grant agreements, bond

covenants, and other guidelines.

» To determine the extent to which the Hospital Board’s and Foundation’s management controls promote and
encourage the achievement of management's objectives in the categoties of compliance with controlling laws,
special acts, ordinances, grant agreements, bond covenants, and other guidelines; the economic and efficient

use of public money; the reliability of financial records and reports; and the safeguarding of assets.

Our audit included examinations of vatious records and transactions occurring from January 2006 through
December 2008, and selected transactions taken prior and subsequent thereto. In conducting our audit, we examined
actions related to allegations/concerns, including the public accountability of and the exetcise of propet authority in
the expenditure of public money and the proper use of bond proceeds, to determine whether such transactions were
executed, both in manner and substance, in accordance with governing provisions of laws, special acts, ordinances,

grant agreements, bond covenants, and other guidelines.

Our audit did not extend to an examination of the financial statements of Citrus County Hospital Board or the Citrus
Health Memorial Foundation, Inc. The financial statements for the fiscal year ended September 30, 2008, were

audited by a certified public accounting firm, and the audit reports are on file with the Hospital.

AUTHORITY MANAGEMENTS’ RESPONSES
Pursuant to the provisions of Section 11.45(2)(1), Managements’ responses to our findings are included as
Florida Statutes, I have directed that this report be Exhibits A and B.

prepared to present the results of our operational audit
of the Citrus County Hospital Board and the Citrus
Health Memorial Foundation, Inc., for the period
January 1, 2006, through December 31, 2008, and

selected actions taken prior and subsequent thereto.

SO &) A

David W. Martin, CPA
Auditor General
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