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October 29, 2008

To the Board of Directors
E A Hawse Health Center, Inc.
Baker, WV

In plarming and performing our audit of the financial statements of E.A Hawse Health Center, Inc. for
the year ended May 31, 2008, we considered the Organization's internal control to plan our auditing procedures
for the purpose of expressing our opinion on the financial staternents and not to provide assurance on the
internal control

However, during our audit, we became aware of certain matters that provide an opportunity for
strengthening internal controls and operating efficiency. (We previously reported on the Organization’s
internal control in our report dated October 29, 2008 ) This letter does not affect our report dated October 29,
2008, on the financial statements of E A Hawse Health Center, Inc

We will review the status of these comments during our next audit engagement. We have already
discussed many of these comments and suggestions with various Organization personnel, and we will be
pleased to discuss these comments in further detail at your convenience, to perform any additional study of
these matters, or to assist you in implementing the recommendations Our comments are sunmarized as

follows:

We noted a few financial oversight issues that would make reporting throughout the year more
accurate  First, we recommend that on a monthly basis either the Chief Executive Officer, or someone
appointed by him, review the balance sheet accounts to ensure that the balances in MAS-90 agree to the
supporting documentation. The following item can be easily verified on a monthly basis:

1 Accounts Receivable should reconcile to the balance in HealthI'ro

We wish to thank Gary Johnson, Brenda Varney, Leslie Sheets, and the remaining staff of E A. Hawse
Health Center, Inc for their assistance and hospitality during our audit and commend them for the cooperative
attitude they have displayed in implementing suggestions we've made

This report is intended solely for the information and use of the Board of Directors, management, and
others within the organization and is not intended to be and should not be used by anyone other than these

specified parties
Very truly yours,
HUBER, MICHAELS & CO
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Timothy P Michaels, CPA, CVA .
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Qctober 29, 2008

To the Board of Directors of
E A Hawse Health Center, Inc

We have audited the financial statements of E A Hawse Health Center, Inc. for the year ended May 31, 2008,
and have issued our report thereon dated October 29, 2008. Professional standards require that we provide you
with the following information related to our audit

Our Responsibility under U.S. Generally Accepted Auditing Standards and OMB Circular A-133

As stated in our engagement letter dated June 9, 2008, our responsibility, as described by professionat standards,
is to express an opinion about whether the financial statements prepared by management with your oversight are
fairly presented, in all material respects, in conformity with U 8. generally accepted accounting principles Our
audit of the financial statements does not relieve you or management of your responsibilities

In planning and performing our audit, we considered E.A Hawse Health Center's internal control over financial
reporting in order to determine our auditing procedures for the purpose of expressing our apinion on the financial
statements and not to provide assurance on the intermal control over financial reporting. We also considered
internal control over compliance with requirements that could have a direct and material effect on a major federal
program in order to determine our auditing procedures for the purpose of expressing our opinion on compliance
and to test and report on internal control over compliance in accordance with OMB Circular A-133

As part of obtaining reasonable assurance about whether E A Hawse Health Center's financial statements are
free of material misstatement, we performed tests of its compliance with certain provisions of laws, reguiations,
contracts, and grants, noncompliancé with which could have a direct and material effect on the determination of
financial statement amounts However, providing an opinion on compliance with those provisions was not an
objective of our audit. Also in accordance with OMB Circular A-133, we examined, on a test basis, evidence about
E.A. Hawse Health Center's compliance with the types of compliance requirements described in the “U S Office
of Management and Budget (OMB) Circular A-133 Compliance Supplement” applicable to each of its major
federal programs for the purpose of expressing an opinion on E A Hawse Health Center’s compliance with those
requirements While our audit provides a reasonable basis for our opinion, it does not provide a legal
determination on E A Hawse Health Center's compliance with those requirements

Planned Scope and Timing of the Audit

We performed the audit according to the planned scope and timing previously communicated to you in our
meeting about planning matters on June 10, 2008

Significant Audit Findings
Qualitative Aspects of Accounting Practices

Management is responsible for the selection and use of appropriate accounting policies The significant
accounting policies used by E A Hawse Health Center are described in Note 1 to the financial statements No
new accounting policies were adopted and the application of existing policies was not changed during 2008 We
noted no transactions entered into by the Organization during the year for which there is a lack of authoritative
guidance or consensus There are no significant transactions that have been recognized in the financial
statements in a different period than when the transaction occurred.

Accounting estimates are an integral part of the financial statements prepared by management and are based on
management’s knowledge and experience about past and current events and assumptions about future events
Certain accounting estimates are particularly sensitive because of their significance to the financial statements




and because of the possibility that future events affecting them may differ significantly from those expected The
most sensitive estimates affecting the financial statements were:

Management's estimate of the allowance for doubtful accounts receivable is based on historical
collection rates. We evaluated the key factors and assumptions used to develop the allowance for
doubtful accounts receivable in determining that it is reasonable in relation to the financial statements
taken as a whole

Management's estimate of the useful lives of fixed assets is based on historical experience with simitar
assets We evaluated the key factors and assumptions used to develop the useful lives of fixed assets
in determining that it is reasonable in relation to the financial statements taken as a whole

Difficulties Encountered in Performing the Audit
We encountered no significant difficulties in dealing with management in performing and completing our audit
Corrected and Uncorrected Misstatements

Professional standards require us to accumulate all known and likely misstatements identified during the audit,
other than those that are trivial, and communicate them to the appropriate level of management Management
has corrected all such misstatements. In addition, none of the misstatements detected as a result of audit
procedures and corrected by management were material, either individually or in the aggregate, to the financial
statements taken as a whole.

Disagreements with Management

For purposes of this letter, professional standards define a disagreement with management as a financial
accounting, reporting, or auditing matter, whether or not resclved to our satisfaction, that could be significant to
the financial statements or the auditor’s report We are pleased to report that no such disagreements arose during
the course of our audit.

Management Representations

We have requested certain representations from management that are included in the management
representation letter dated October 29, 2008

Management Consultations with Other Independent Accountants

In some cases, management may decide to consult with other accountants about auditing and accounting matters,
similar to obtaining a “second opinion” on certain situations. If a consultation involves application of an accounting
principle to the Organization’s financial statements or a determination of the type of auditor's opinion that may be
expressed on those statements, our professional standards require the consulting accountant to check with us to
determing that the consultant has all the relevant facts. To our knowledge, there were no such consultations with

other accountants
Other Audit Findings or Issues

We generally discuss a variety of matters, including the application of accounting principles and auditing
standards, with management each year prior to retention as the Organization's auditors However, these
discussions occurred in the normal course of our professional relationship and our responses were not a condition
to our retention

This information is intended solely for the use of the Board of Directors and management of E A. Hawse Heaith
Center, Inc and is not intended to be and should not be used by anyone other than these specified parties

Very truly yours,

M M_ZL/Z ¥ waﬁi

Huber, Michaels & Company
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To the Board of Directors
E.A Hawse Health Center, Inc.
Baker, West Virginia

We have audited the accompanying statements of financial position of E A Hawse Health Center, Inc. (a
nonprofit organization) as of May 31, 2008 and 2007, and the related statements of activities and cash flows for the
years then ended. These financial statements are the responsibility of the Organization's management. Qur
responsibility is to express an opinion on these financial statements based on our audit

We conducted our audit in accordance with anditing standards generally accepted i the United States of
Ametica and the standards applicable to financial audits contained in Government Auditing Standards, issued by
the Comptroller General of the United States. Those standards requite that we plan and perform the andit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. Anaudit
also includes assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides a reasonable basis for

our opinion.

In our opinion, the financial statements refeired to above present fairly, in all material respects, the
financial position of E.A. Hawse Health Center, Inc. as of May 31, 2008 and 2007, and the changes in its net assets
and its cash flows for the years then ended in conformiity with accounting pt inciples generally accepted in the
United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated October 29,
2008, on our consideration of E.A. Hawse Health Center Ing s internal control over financial reporting and our
tests of its compliance with certain provisions of laws, regulations, contracts and grant agreements and other
matters, The purpose of that report is to describe the scope of our testing of internal control over financial
reporting or on compliance That report is an integral part of an audit performed in accordance with Government
Auditing Standards and important for assessing the results of our andit.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements of E A.
Hawse Health Center, Inc. taken as a whole. The schedule of awards is presented for purposes of additional
analysis and is not a required part of the financial statements of the Organization. Such information has been
subjected to the auditing procedures applied in the audit of the basic financial statements and, in our opiaion, is
fairly stated, in all material respects, in relation to the basic financial statements taken as a whole. L

Mltee, Do ) GZM _

Cumbsezland, Maryland
October 29, 2008 . . o




E.A. HAWSE HEALTH CENTER, INC.

STATEMENTS OF FINANCIAL POSITION

May 31, 20608 and 2007

ASSETS

CURRENT ASSETS
Cash and cash equivalents
Investments
Accounts receivable, less aliowance for doubtful accounts of $88,547
Grants reccivable
Miscellanecus other receivables
Inventory
Prepaid expenses

Total Current Assets

PROPERTY, PLANT AND EQUIPMENT
Net of aceumulated depreciation

TOTAL ASSETS

LIABILITIES AND NET ASSETS

CURRENT LIABILITIES
Agcounts payable
Accrued liabilities
Grant liabilities
Current portion of leng term debt

Total Current Liabilities
LONG TERM LIABILITIES
Deferred vevenue
2004 Construction loan payable
2007 Construction loan payable
Capital lease, less current portion
Total Long Term Liabilities
Tota! Liabilities
NET ASSETS
Unrestricted
Restricted
Total Net Assets

TOTAL LIABILITIES AND NET ASSETS

(See accompanying notes and Indeperdent Auditors' Report)
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2008 2007
$410,319 $457,778
9,600 9,600
520,575 466,746
3,200 1,500
27,936 6,483
§2,386 62,390
15,280 8,844
1,069,296 1,013,341
1,810,714 1,397,191
$2,880,010 $2,410,532
$48,829 $25,003
120,177 197,200
63,395 64,634
21,248 18,586
253,649 305,423
29,200 29,600
261,209 270,658
481,303 0
8,903 0
780,705 300,258
1,034,354 605,681
1,776,852 1,734,808
68,804 70,043
1,845,656 1,804,851
$2,880,010 $2,410,532




-

——pp

{20day SICIPRY JUSPUSA0DT] PUR §9900 SWATEIMONE 298)

158°%08°T § £P0'0L s EPEL'T  § 95o5PE T 8 P02°89 $ el % ook jo pE2 *SLIESY 1IN
PLLFILT - [Ga 1587081 +08'8% BORVEL'L persnfpr eaA jo Smamleg ‘Queey 1IN
) BO¥'S 160%'S) 0 [+ 0 (£1 M0N 265) PUET] PANDSIY ATRIGNUII] 10} ImTmsnlpy
BELVIL'T L1659 L58°059°1 158'%03°1 £H0'0L SOSPELD Jwod yo Jormisg SI9SSY T9N
LLO06 e 09¢'68 5080y [Clrat )] PYOTY Sp@ase 19T m SSmegD
BIL T F = BEELS 191°628'F - 191628 ¥ sesuRdxg oY
S0E ¥l S0E'H1 6E6°61 65661 ST RO
/] 0 154 655 TeSodsyp WSSE U0 $3507)
96909L 9G¥ 09L $16'148 S15°1L8 sTeaunsoeaLegd parerog
25THE 85THT 1] "} werForL] HMARAYY TeoT FISPUIS AN
p91°92 ¥91'98 L¥8E LygeeE sy 1592908y
S65°56 $66°56 10L°60T 10£'501 #503dx3 199p peg
$1€'%68 €1E%8 iR raal BISTTL ssuadie gonerasdsg
fival A L Porl 0D ATA
OEL'TL 9ELTL $88°01 $3801 Iwwmdinba 10wy
080°CS 080°5 £LF99 LYoy Sxedal pur OTTUITIRY
TUS'ET 78T 9L5'9T 9L5°0T TRACGEST 31584 / SIUTANY
o3y LI TS 825 Teseas jusdinby
¥O8°9] $08'01 el wuen SaE LSpransd PrEpII
L1927 (AN $TTIT STTTT souensT
S¥9°8T $v0'3T #SHRE PEE'RE 35Sy suonesnand ; sonp ; 20T9Igmn))
9186 918'cT 66T TH6°5T Fomgnsaor)
L85° £85°¢ 60¥'L 60Y°L o]
L6Y'8 L6¥3 [5#'6 3343 Smsnreapy
601'5T 80852 £68'17 86812 Su0udNIL
€181 1€1'8L 09891 09891 sdmsag
366'0¥E 266'9¥E FLL68E bLL'6RE ssuadxe qe
968'55¢ 958697 $5TT08 65TTOS soriddns TEuep PUE [EOTPI
OLL'SOT AN 74 SOU'FLL 901422 Sensq sofoydry
9T'EHIT 99Z°6pi'T 918'182°T S18'18TT sofem 2 sauEeg
sesaadxg

S6L91S°Y LiL BUSSIEY C56'698"Y (354 YOC 1.8 ¥ ano2avy pie ueddng [e10;

B 1E0°T) BEF1EO'T [} (0657000 1) 06500071 STOLEIIO 10] PISN “STOROLASAL WL POSESSE SISSE 19
96 QSL 969°09¢ SIS'ILE $16°1£8 STRnnagrEaIregd pageTo
Sto'or 91g'or 85190 85149 SO0 STOATRT[IATA
00029 00T 05685 056'3¢ InTAVAA I0RLE TIRO
¥L6°0LE PE6'0SE Op1°€6Z 0y1'e67 spesd Jmanmsaed amg
197'6¢9 192°659 13 19T°LED 19ULYY s KRS 1AL [BRpeL
899'c89T § 399'¢89'T  § THEREE'T § YErE6T $ Nmaaa SIS 1690ed 3N

poddns rago poR ‘eured ‘satimasy
wey PAaIOsTY PpegoLnsazo) (=504 PR PAARSITY
Aqreioduray, Anrefodma],
LOOT 0T

LO0T PUE R00Z “IE AMTA PIPUT SI3} 3 104
SEILIAILOY 40 SINHINHELV.LS

TONI SFAANTD HLTVIH ASMVH V'H



E.A. HAWSE HEALTH CENTER, INC, L

STATEMENTS OF CASH FLOWS
Years Ended May 31, 2008 and 2007

2008 2007
CASH FLOWS FROM OPERATING ACTIVITIES
Change in net asseis 3 40,805 $ 80,077
Adjustments to reconcile change in net assets to nef cash
provided by operating activities
Loss on disposal of property, plant and equipment 4,539 0
Depreciation 122,518 89,313
Change in:
Accounts receivable . (53,829) 08,226
Ghants receivable {1,700) 500
Other miscellaneous 1eceivables (21,453} (2,598)
Inventoties (19,996) {11,440)
Prepaid expenses (6,436) (1,306)
Accounts payabie 23,826 {18,594)
Accrued liabilities (77,023) 2,727
Deferred revenue (400) 29,600
Grant liabilities (1,239) ‘ 717
Net cash provided by opetating activities 0,612 277222
CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of property, plant and equipment __{527.89]) (107,174)
Net cash used in investing activities _{(527,891) Qo1
CASH FL. OWS FROM FINANCING ACTIVITIES
Proceeds from constiuction loan 490,895 0
Payments on line of credit 0 (7,000)
Payments on building loau (18,086) (49,277
Paymenis on capital lease (1,989) (2,400)
Net cash provided/(used) by financing activities 470,820 (58,671
Net increase/(decrease) in cash and cash equivalents (47,459) 111,371
Beginning cash and cash equivalents 457,778 346,407
Ending cash and cash equivalents $ 410,319 § 457,778
Interest Paid $ 17,847 $ 26,104

(See accompanying notes and Independent Auditors' Report)
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NOTE1 -

E.A. HAWSE HEALTH CENTER, INC.

NOTES TO FINANCIAL STATEMENTS

NATURE OF ACTIVITIES AND SIGNIFICANT ACCOUNTING POLICIES

Nature of Activities

E.A. Hawse Health Center, Inc (the Organization} is a non-profit cotporation
organized under the laws of the State of West Virginia for the purpose of operating a
community health center to provide health care to area residents. The Organization is
exempt from income taxes under Section 501(c)(3) of the Internal Revenue Code and
similar sections of the state statutes. The Organization has been classified by the
Internal Revenue Service as a non-profit corporation.

Significant Accounting Policies

Use of Estimates

Management uses estimates and assumptions in prepating financial statements.
Those estimates and assumptions affect the reported amounts of assets and liabilities,
the disclosure of contingent assets and liabilities, and reported revenues and expenses.
Significant estimates used in preparing these financial statements include those
assumed in determining the collectability of accounts receivable, useful lives of fixed
assets, and payments to be made on unreported medical claims, Itisat least reasonably
possible that the significant estimates used will change within the next year.

Basis of Presentation

Net assets and revenues and gains and losses aie classified based on donor
imposed restrictions. Accordingly, net assets of the Organization and changes therein
are classified and reported as follows:

Unrestricted - Resources over which the Board of Trustees has discretionary
control Designated amounts represent those net assets which the Organization
has set aside for a particular purpose




NOTE1 -

E.A. HAWSE HEALTH CENTER, INC.

NOTES TO FINANCIAL STATEMENTS

NATURE OF ACTIVITIES AND SIGNIFICANT ACCOUNTING POLICIES -
Continued

Sionificant Accounting Policies - Continued

Basis of Presentation - Continued

Temperarily restricted - Resources subject to donor imposed restrictions that
either expire by the passage of time or can be fulfilled and removed by actions of
the Organization pursuant to the donots' stipulations. The Organization currently
has temporarily restricted net assets of $68,804. $63,395 represents grant monies
received but not vet eatned and $5,409 represents restricted land use.

Permanently restricted - Resources from contributions and other inflows of
assets whose use by the Organization is limited by donot-imposed stipulations
that neither expire by passage of time nor can be fulfilled or otherwise removed
by actions of the Organization. The Organization currently has no permanently
restricted net assets.

Cash and Cash Equivalents

For purposes of reporting cash flows, cash and cash equivalents include cash on
deposit with financial institutions and brokerage firms, and all highly liquid debt
investments purchased with an original matutity of three months or less.

Property and Equipment

Expenditures for the acquisition of property and equipment are capitalized at cost.
Depreciation is computed by the straight-line method over estimated useful lives of the
assets ranging from three to 40 years.

Revenue Recognition

The organization's major sources of revenue consist of patient fee revenue and
public support in the form of Federal and State grants. Patient revenue is based on
third party payot’s maximum allowable fees coupled with regional market competitive
pricing and is recognized when earned (billed). Grant revenue resulting from exchange
transactions is recognized when the related costs are incurred

-6 -




E.A. HAWSE HEALTH CENTER, INC.

NOTES TO FINANCIAL STATEMENTS

NOTE1- NATURE QOF ACTIVITIES AND SIGNIFICANT ACCOUNTING POLICIES -

NOTE 2 -

Continued

Sionificant Accounting Policies - Continued

Investments

Investments in debt securities and equities are measwred at fair value in the
statement of financial position, Invesiment income, realized, and unrealized gains on
investments are included in the change in net assets.

The Organization ieports its investments in accordance with Statement of
Financial Accounting Standards (SFAS) No. 124, Accounting for Certain Investments
held by Not-for-Profit Organizations. SFAS No. 124 establishes accounting standards
for investments in cerfain equity securities and for all debt securities. The Statement
prescribes that covered investments be reported in the statement of financial position at
fair value with any realized or unrealized gains or losses reported in the statement of
activities

Investment income is recognized as revenue in the period it is earned and gains
and losses are recognized as changes in net assets in the accounting period in which
they occur.

CASH CONCENTRATIONS

As of May 31, 2008, the Organization had deposits at two financial institutions
totaling $518,204. Deposits at both of the financial institutions exceeded the FDIC
coverage of $100,000. The Organization has an agreement with Summit Community
Bank to collateralize deposits in excess of the FDIC (Federal Deposit Insurance
Corporation) limit with federal securities. The total market value of these pledged
securities was $60,727. The Organization also has an agteement with Capon Valley
Bank to collateralize deposits in excess of the FDIC limit The total market value of
these pledged securities was $300,000.



NOTE 3 -

NOTE 4 -

NOTES -

E.A. HAWSE HEALTH CENTER, INC,
NOTES TO FINANCIAL STATEMENTS

INVESTMENTS

The Organization curtently holds 300 shares of equity securities with a fan
market value of $9,375 as of May 31,2008 . Cartying value on the financial statements
is $9,600 An adjustment is not made to record the investment at fair market value
because it is immaterial to the financial statements The Organization’s cost of the
securities is $6,000 The Organization does not require collatetal to secure its
investments

ACCOUNTS RECEIVABLE

Accounts receivable as of May 31, 2008 and 2007 consist of:

2008 2007
Patient and third party receivable $ 609,122 $ 525,272
Allowance for adjustments and doubtful accounts 88.547 58,526
Net accounts 1eceivable $ 520,575 § 466,746

The Organization's accounts receivable are not collateralized.

The Organization’s policy for determining when receivables are past due or
delinquent is as follows:

If payment is not received in ninety (90) days, a certified letter signed by the
Finance Director is mailed to all patients with a delinquent balance advising the patient
that unless they make payment in full on the accounts, or contact the Health Center
within ten (10) days, their account will be placed in the hands of the collection agency.
When an account has been submitted to the collection agency, the account is written off
as bad debt.

GRANTS RECEIVABLE

Grants receivable consists of grant awards which have been spent as of May 31,
2008, for which reimbursement has not yet been received. Grants receivable of'$3,200
are to be collected in the next fiscal year Management believes all current grant
receivables to be collectable and, therefore, no allowance for doubtful accounts has
been recorded

8-




NOTEG6 -

NOTE 7 -

NOTE 8§ -

E.A. HAWSE HEALTH CENTER, INC,
NOTES TO FINANCIAL STATEMENTS

PROPERTY, PLANT, AND EQUIPMENT

A summary of property, plant, and equipment is as follows:

2008 2007 ..

Land $ 38,638 $ 38,638
Buildings 2,135,879 1,632,814
Equipment 946,790 930,706
Vehicles 27,043 _27.043
3,148,350 2,629,201

Less accumulated depreciation _(1,337,636) (1,232,010)
Total Property and Equipment $1.810.714 $ 1,397,191

Depreciation expense for the years ended May 31, 2008 and 2007 was $122,518
and $89,313 respectively.

INVENTORY

Inventories of materials and supplies are valued at cost, based on the last invoice
price

NET PATIENT SERVICE REVENUE

The Organization provides services to patients which are paid or reimbursed at
amounts different from that which are billed. Net patient service revenue for the year
ended May 31, 2008 and 2007 are:

__ 2008 _ 2007
Gross patient setvice revenue $4,182,355 $ 3,765,156
Policy discounts, sliding scale,
and other adjustments (1,247.413) _{1,081,488)
Net patient service revenus $2934942 $ 2,683,668



NOTE ¢ -

NOTE 10 -

E.A. HAWSE HEALTH CENTER, INC.
NOTES TO FINANCIAL STATEMENTS

CONCENTRATIONS

The Organization receives grant funds from the federal government and state
government, Total grant revenue for the year ended May 31,2008 is $999,351 Three
grant sources account for more than ninety nine {99%) of the total grant revenue. A
loss of any of these grants funds would be material to the Organization.

The nature of geographical location and supply of health care providers in the local
area make if necessary for the Organization to recruit physicians from other regions of
the country A loss of provider(s) has the ability to decrease revenue due to the time
needed to recruit and relocate a new provider.

LONG-TERM DEBT

As of May 31, 2005, E A. Hawse Health Center, Inc. had a construction loan
payable in the amount of $379,354 for the addition to the facilities In fiscal yeat 2000,
the loan was refinanced for $350,000 with interest at 6.99% and a maturity date of July
15, 2020, Principal and interest payments of $3,150.59 are due monthly and began
August 1, 2005, On September 4, 2008, after fiscal year end, this loan was refinanced
again for $270,000. The loan bears interest at 6 25% and the maturity date is
Septemnber 4,2028 Principal and interest payments 0f $1,973 90 are due monthly and
will begin Qctober 4, 2008

AsofMay 31,2008, E A Hawse Health Center, Inc had another construction loan
payable in the amount of $490,895 for another addition to the facilities. The loan bears
interest at 6 25% and interest only payments were made. On September 4, 2008, after
fiscal vear end, this loan was refinanced for $560,000. The loan refinance bears
interest at 6.25% and the maturity date is September 4, 2028, Principal and interest
payments of $4,094 02 are due monthly and will begin October 4, 2008

E A. Hawse also maintains a capital lease for a copier which was leased on August

27, 2007. The total amount financed was $12,689.60. The lease bears inferest at
9.368%. Payments of $265.69 are made monthly through August 27, 2012.

210 -




E.A. HAWSE HEALTH CENTER, INC,

NOTES TO FINANCIAL STATEMENTS

NOTE 10 - LONG-TERM DEBT — Continued

NOTE 11 -

NOTE 12 -

Matutrities of long-term debt are as follows:

2009 $ 21,248

2010 24,923

2011 26,608

2012 28,410

2013 27,869

2014 and thereafier 643,695
Total $ 772,753

CAPITALIZED INTEREST

Interest and fees related to the construction loan in the amount of $5,085 have
been capitalized as part of the cost of the building addition,

LEASE AGREEMENT

E. A. Hawse Health Center, Inc, has a lease agteement with a pharmacist for the
pharmacy located within the Health Center facility Approximately 530 square feet
of floot space is rented by the pharmacist for a fee of $4,800 per year ($400 per
month) and is inclusive of all fixtures, housekeeping services, and utilities except for
telephone. The lease agresment is for one year, and began on September 1, 2006.

B A.Hawse Health Center, Inc. also has a lease agreement with Hemlock, LLC.
This lease is for land that the Health Center owns, but where a musing home is
located. The original lease that began on August 9, 1983 stated that the lessee was to
pay $1 a year for 99 years. In October 2006, the agreement was amended and a lump
sum of $30,000 was agreed upon for the remaining 75 years of the leass. Theretore,
$400 of rental income was recognized for FY 2007 and the remaining $29,600 is
considered deferred revenue, with $400 being 1eleased every year until 2082. The
balance as of May 31, 2008 is $29,200,

-11 -




NOTE 13 -

TEMPORARILY RESTRICTED ASSET

The land that E A. Hawse Health Center, Inc. is leasing to Hemlock, LLC was
acquired as part of a larger tract which includes the location of the community health
center. Therefore, aportion of that land is considered a temporarily restricted asset as
the land cannot be sold or donated fot the remainder of the lease agreement. It has
been estimated that the leased land is 14% of the entire tract, The original carrying
value of the leased land is $5,409

-12.
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E.A. HAWSE HEALTH CENTER, INC.
SINGLE AUDIT REPORT

AS OF MAY 31, 2008 AND FOR THE YEAR THEN ENDED
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J Huber, Michaels
! & Company

INDEPENDENT AUDITORS' REPORT ON SCHEDULE OF
EXPENDITURES OF FEDERAL AWARDS

To the Board of Directors
E.A Hawse Health Centet, Inc.
Baker, West Virginia

We have audited the financial statements of E A, Hawse Health Center, Inc. {(a nonprofit organization)
as of and for the year ended May 31, 2008, and have issued our report thereon dated October 29, 2008 These
financial statements are the responsibility of the Organization's management. Ourresponsibility is to express
an opinion on these basic financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States
of America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States, and Office of Management and Budget (OMB)
Circnlar A-133, Audits of States, Local Governments, and Non-Prafit Organizations. Those standards and
OMB Circular A-133 require that we plan and perform the audit to obtain reasonable assurance about whether
the financial statements are fiee of material misstatement, An audit includes examining, on a test basis,
svidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing
the accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation, We believe that our audit provides a reasonable basis for our opinion.

In accordance with Government Auditing Standards, we have also issued our report dated Ootober 29,
2008, on our consideration of E.A. Hawse Health Center’s internal control over financial reporting and on out
tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements and other
matters The purpose of that report is to describe the scope of our testing of internal control over financial
reporting and compliance and the tesults of that testing and not to provide an opinion on the internal control
over financial reporting o1 on compliance. That report is an integral part of an audit performed in accordance
with Government Auditing Standards and should be considered in assessing the results of our audit.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements of
E A. Hawse Health Center, Inc. The accompanying schedule of expenditures of federal awards is presented
for purposes of additional analysis as required by OMB Circular A-133, 4udits of States, Local Governments,
and Non-Profit Organizations, and is not a required part of the basic financial statements. Such information
has been subjected to the auditing procedures applied in the audit of the basic financial statements, and, in our
opinion, is faitly stated, in all matetial respects, in relation to the basic financial statements taken. as awhole.

Cumberland, Maryland
October 29, 2008

Certified Public Accountants
110 S. Centre Sireet, Cumberland, MD 21502 « PH (301)722-4455 « FAX (301)722-5004 « www.hmccpa.com




E.A. HAWSE HEALTH CENTER, INC. .

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
Year Ended May 31, 2008

Federat Grantor Catalog of
Pass- Through Grantor Federal Domestic
Program Title Assistance Numbei Expenditures

U S. Department of Health and Human Services:

Community Health Centers Program* 93224 3647261
TOTAL FEDERAIL AWARDS 3$647,261

* Tested as a major program

See Notes to Schedule of Expenditures of Federal Awards

iy
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E.A. HAWSE HEALTH CENTER, INC,

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

NOTE 1- BASIS OF PRESENTATION

The schedule of expenditwes of federal awards is prepared on the accrual basis
of accounting in accordance with generally accepted accounting principles.

NOTEZ - FISCAIL PERIOD AUDITED

Single audit testing procedures were performed for program tiansactions
occurring duting the fiscal year ended May 31, 2008.

NOTE3 - FIXED ASSETS

Purchases of fixed assets from Federal awards are recorded as a Federal
expenditure This is not consistent with Generally Accepted Accounting Principles
(GAAP).

(See Independent Auditors' Report on the Schedule of Expenditures of Federal Awards)

-3-
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¥ & Com
pany Ceitified Public Accountants
110 8. Centre Street, Cumberland, MD 21502 » PH (301)722-4455 » FAX (301)722-5004 « wwwhmccpa com

_ REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN
AUDIT OF FINANCIAL STATEMENTS PERFORMED
IN ACCORDANCE WITH GOVERNMENT AUDI TING STANDARDS

To the Board of Directors
E.A. Hawse Health Center, Inc
Baker, West Virginia

We have audited the financial statements of E.A. Hawse Health Center, Inc. (a nonprofit
organization) as of and for the year ended May 31, 2008, and have issued our report thereon dated
October 29, 2008, We conducted our audit in accordance with auditing standards generally accepied
in the United States of America and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller Gereral of the United States.

Internal Control Over Financial Reporting

Tn planning and performing our audit, we considered E.A. Hawse Health Center, Inc's
internal control over financial reporting as a basis of designing our auditing procedures for the
purpose of expressing our opinion on the financial staterents, but not for the purpose of expressing
an opinion on the effectiveness of E.A. Hawse Health Center, Inc *s internal control over financial
reporting. Accordingly, we do not express an opinion on the effectiveness of the Organization’s
internal control over financial reporting,

Our consideration of internal control over financial reporting was for the limited purpose
described in the preceding paragraph and would not necessarily identify all deficiencies in internal
control over financial reporting that might be significant deficiencies o1 material weaknesses.
Howevet, as discussed below, we identified certain deficiencies in internal control over financial
reporting that we consider to be significant deficiencies.

A control deficiency exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent or
detect misstatements on a timely basis. A significant deficiency is a control deficiency, or
combination of control deficiencies, that adversely affects the organization’s ability to initiate,
authorize, record, process, or report financial data reliably in accordance with generally accepted
accounting principles, such that there is more than a remofe likelihood that a misstatement of the
organization’s financial statements that is more than inconsequential will not be prevented oz

-4-




detected by the organization’s internal control. We consider finding 2008-1 to be a significant
deficiency in internal control over financial reporting

A material weakness is a significant deficiency, or combination of significant deficiencies,
that results in more than a remote likelihood that a material misstatement of the financial statements
will not be prevented or detected by the organization’s inteinal control,

Our consideration of the internal control over financial teporting was for the limited purpose
described in the first paragraph of this section and would not necessarily identify all deficiencies in
internal control over financial reporting that might be significant deficiencies and, accordingly would
not necessarily disclose all significant deficiencies that are also considered to be material
weaknesses. However, of the significant deficiencies described above, we consider finding 2008-1
to be a material weakness.

Compliance and Other Matters

As patt of obtaining reasonable assurance about whether E.A. Hawse Health Center, Inc 's
financial statements are free of material misstatement, we performed tests of its compliance with
certain provisions of laws, regulations, coniracts, and grant agreements, noncompliance with which
could have a direct and material effect on the determination of financial statement amounts.
However, providing an opinion on compliance with those provisions was not an objective of our
audit, and accordingly, we do not express such an opinion. The results of our tests disclosed no
instances of noncompliance that are required to be reported under Government Auditing Standards.

We noted certain matters that we reported to management of E.A. Hawse Health Center, Inc
in a sepatate letter dated October 29, 2008.

This report is intended solely for the information and use of the audit committee,

management, others within the organization and federal awarding agencies and pass-through entities
and is not intended to be and should not be used by anyone other than these specified parties.

)élam.., PP obadls - pav-famaf’

Cumberland, Maryland
Octover 29, 2008
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REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE
TO EACH MAJOR PROGRAM AND ON INTERNAL CONTROL OVER

Tl U e el

To the Board of Directors
E A. Hawse Health Center, Inc.
Baker, West Virginia

Compliance

We have audited the compliance of E A. Hawse Health Centet, Inc (a non-profit organization)
with the types of compliance requirements described in the U.S. Office of Management and Budget
{OMB) Circular A-133 Compliance Supplenent that are applicable to each of its major federal programs
for the year ended May 31, 2008. E A Hawse Health Center, Inc 's major federal programs are identified
in the summary of auditor's results section of the accompanying schedule of findings and questioned
costs. Compliance with the requirements of laws, regulations, contracts, and grants applicable to each of
its major federal programs is the responsibility of E.A. Hawse Health Center, Inc 's management Qur
responsibility is to express an opinion on E.A, Hawse Health Center, Inc's compliance based on out

audit

We conducted our audit of compliance in accordance with auditing standards generaily accepted
in the United States of America; the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States; and OMB Circular A-133,
Audits of States, Local Governments, and Non-Profit Organizations. Those standards and OMB
Circular A-133 require that we plan and pet form the audit fo obtain reasonable assurance about whether
noncompliance with the types of compliance requirements referred to above that could have a direct and
matetial effect on a major federal progiam occumred. An audit includes examining, on a test basis,
evidence about E A. Hawse Health Center, Inc.'s compliance with those requirements and performing
such other procedurcs as we considered necessary in the circuimstances. We believe that our audit
provides a reagonable basis for our opinion. QOur audit does not provide a legal determination of E.A.
Hawse Health Center, Inc's compliance with those requirements.

In our opinion, E.A. Hawse Health Centet, Inc. complied, in all material respects, with the
requirements referred to above that are applicable to cach of its major federal programs for the year ended
May 31, 2008. However, the results of our auditing procedures disclosed instances of noncompliance
with those requirements, which are required to be reported in accordance with OMB Circular A-133 and
which are described in the accompanying schedule of findings and questioned costs as item FIC-2008-1

Internal Control OQver Compliance

The management of E.A. Hawse Health Center, Inc is responsible for establishing and
maintaining effective internal control over compliance with the requirements of laws, regulations,
-6




contracts, and giants applicable to federal programs. In planning and per forming our audit, we considered
E A Hawse Health Center, Inc 's internal control over compliance with 1equirements that could have a
direct and matetial effect on a major federal program in order to determine our auditing procedures for the
purpose of expressing our opinion on compliance, but not for the purpose of expressing an opinion on the
effectiveness of internal control over compliance Accordingly, we do not express an opinion on the
effectiveness of E.A Fawse Health Center, Inc.’s internal control over compliance.

A control deficiency in an entity’s internal control over compliance exists when the design or
opetation of a control does not allow management o1 employees, in the normal course of performing their
assigned functions to prevent or detect noncompliance with a type of compliance requirement of a federal
program on a timely basis. A significant deficiency is a control deficiency, or combination of control
deficiencies, that adversely affects the entity’s ability to administer a federal program such that there is
more than a 1emote likelihood that noncompliance with a type of compliance requirement of a federal
program that is more than inconsequential will not be prevented or detected by the entity’s internal
control

A material weakness is a significant deficiency, or combination of significant deficiencies, that
results in more than a remote likelihood that material noncompliance with a type of compliance
requirement of a federal program will not be prevented or detected by the entity’s internal control.

Our consideration of intetnal control over compliance was for the limited purpose described in the
first paragtaph of this section and would not necessarily identify all deficiencies in internal control that
might be significant deficiencies o1 material weaknesses. We did not identify any deficiencies in internal
control over compliance that we consider to be matetial weaknesses, as defined above,

Schedule of Expenditures of Federal Awards

We have audited the basic financial statements of E A Hawse Health Center, Inc, as of and for
the year ended May 31, 2008, and have issued our report thereon dated October 29, 2008 Our audit was
petformed for the purpose of forming and opinion on the basic financial statements taken as a whole. The
accompanying schedule of expenditures of federal awards is presented for purposes of additional analysis
as required by OMB Circular A-133 and is not a required part of the basic financial statements Such
information has been subjected to the auditing procedures applied in the audit of the basic financial
statements and, in our opinion, is fairly stated, in all material respects, in relation to the basic financial
statements taken as a whole.

E A Hawse Health Center Inc.’s response to the findings identified in our audit is described in the
accompanying schedule of findings and questioned costs. WE did not audit E. A Hawse Health Center
Inc.’s response and, accordingly, we express no opinion on it

This 1epott is intended solely for the information and use of the audit committee, management,
others within the organization and federal awarding agencies and pass-through entities and is not intended
to be and should not be used by anyone other than these specified patties

;(ZQ;«_, P eboacly = f oy
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Cumbetland, Maryland
October 29, 2008




E.A. HAWSE HEALTH CENTER, INC.

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
Year Ended May 31, 2008

SUMMARY OF AUDITORS' RESULTS

The Independent Auditors' Report on the financial statements of E A. Hawse Health
Center, Inc. as of and for the year ended May 31, 2008 was an unqualified opinion.

The audit of the financial statements disclosed a significant deficiency in internal
confrol that is considered to be a material weakness.

The audit disclosed no instances of noncompliance which are material to the financial
statements of E A. Hawse Health Centet, Inc

The audit of compliance disclosed no significant deficiencies in internal control over
Major Programs.

The Independent Auditors' Report on compliance with requitements applicable to
each major federal program for the year ended May 31, 2008 was an unqualified opinion.

The audit disclosed no findings, which we ate required to report under section 51 O(a)
of OMB Circular A-133.

Community Health Centers Program, CFDA # 93224, was tested as a major
program.

The threshold for distinguishing between Type A and Type B programs was $500,000
expended for the year ended May 31, 2008

The Organization did not qualify as a low-risk auditee.




E.A. HAWSE HEALTH CENTER, INC.

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
Year Ended May 31, 2008

H FINDINGS AND QUESTIONED COSTS - MAJOR PROGRAM AUDIT

A Material Weakness in Internal Control

1.

2008-1 Inadequate Design of Internal Control over Financial Reporting

Criteria: The Organization should have a system of internal controls adequately
designed to prepare complete and accurate financial statement disclosures in
accordance with generally accepted accounting principles

Condition: The Organization has not adequately assessed 1isk over the

preparation of financial statement disclosures.

Effect: Material financial statement disclosures could be inaccurate or omitted
from the {inancial statements,

Recommendation; We recommend the Organization design a system of internal
controls that propetly assess risk over the preparation of financial statement
disclosures to ensure they are accurate and complete in accordance with generally
accepted accounting principles.




E.A. HAWSE HEALTH CENTER, INC.

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
Year Ended May 31, 2008

No prior year audit findings.
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