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INDEPENDENT AUDITOR'S REPORT

Board of Trustees
Bedford County Nursing Home
Shelbyville, Tennessee

We have audited the accompanying financial statements of Bedford County Nursing Home, a separately reported
fund of Bedford County, Tennessee as of and for the year ended June 30, 2008, as listed in the table of contents.
These financial statements are the responsibility of Bedford County Nursing Home’s management. Our
responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America
and the standards applicable to financial audits contained in Government Auditing Standards issued by the
Comptroller General of the United States. Those standards require that we plan and perform the audit 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. An audit
also includes assessing the accounting principles used and the 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.

As discussed in Note A, the financial statements present only the Bedford County Nursing Home fund and do not
purport to, and do not, present fairly the financial position of Bedford County, Tennessee, as of June 30, 2008, and
the changes in its financial position, or, where applicable, its cash flows for the year then ended in conformity with
accounting principles generally accepted in the United States of America,

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of Bedford County Nursing Home, a separately reported fund of Bedford County, Tennessee, as of June 30,
2008, and the changes in financial position and cash flows thereof for the year then ended in conformity with
accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated October 24, 2008 on
our consideration of Bedford County Nursing Home's internal control over financial reporting and on 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 and
compliance and the results of that testing, and not to provide an opinion on the 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 audit.

Bedford County Nursing Home has not presented the management’s discussion and analysis that the Governmental
Accounting Standards Board has determined is necessary to supplement, although not required to be part of the
basic financial statements. The management’s discussion and analysis includes a narrative overview and analysis of
financial activities, condensed financial information, analysis of budgetary changes, description of capital asset and
long-term debt activity, and a description of currently known facts that are expected to have a material effect on the
entity.



Our audit was conducted for the purpose of forming an opinion on the financial statements that collectively
comprise Bedford County Nursing Home's basic financial statements. The introductory section is presented for
purposes of additional analysis and is not a required part of the basic financial statements. The introductory section
has not been subjected to the auditing procedures applied in the audit of the basic financial statements, and,

accordingly, we express no opinion on it.
%—f Mr ' AA’W‘VJ‘_'Z:‘:

Certified Public Accountants
Murfreesboro, Tennessee
October 24, 2008



BEDFORD COUNTY NURSING HOME

Shelbyville, Tennessee

Balance Sheet

June 30, 2008

ASSETS

Current Assets-

Cash
Patient accounts receivable, net of allowance of $330,675.19
Estimated third-party payor settlements
Inventory
Prepaid expenses
TOTAL CURRENT ASSETS

Assets limited as to use

Property and Equipment-

Land

Land improvements
Building and improvements
Equipment

Construction in progress

Less: Accumulated depreciation

TOTAL ASSETS

LIABILITIES

Current Liabilities-

Current portion of long-term capital lease
Accounts payable - trade
Accrued fines and penalties
Accrued salaries and wages payable
Accrued expenses
Accrued payroll taxes and employee withholdings
Patients' funds held in trust
Due to Bedford County
TOTAL CURRENT LIABILITIES

NET ASSETS

Net Assets -

Invested in capital assets, net of related debt
Unrestricted net assets

TOTAL LIABILITIES AND NET ASSETS

See notes to financial statements.

& o

727,834.75
406,682.58
53,723.00
8,055.86
98,897.19

1,295,193.38

137,910.12

150,148.69
24,547.30
1,340,699.28
1,039,355.08
1,800.00

2,556,550.35
1,419,693.09

1,136,857.26

2,569,960.76

7,360.21
193,544.55
161,785.00
162,082.14
1,238.97
47,515.52
26,605.58
243,004.24

843,136.21

1,129,497.05
597,327.50

1,726,824.55

2,569,960.76




BEDFORD COUNTY NURSING HOME

Shelbyville, Tennessce

Statement of Revenues, Expenses and Changes in Net Assets

For the Year Ended June 30, 2008

Operating Revenue -

Patient service revenue S
Net allowance for contractual adjustments
NET PATIENT SERVICE REVENUE 5
Other revenue
TOTAL OPERATING REVENUE $
Operating Expenses -
Medical and nursing $
Employee benefits
Administrative and general
Therapy and ancillary services
Dietary services
Plant operation and maintenance
Bed license fees
Laundry and linen
Housekeeping services
Depreciation
Medical records
Social services
Recreational activities
Other operating expenses
TOTAL OPERATING EXPENSES $
OPERATING LOSS $
Non-Operating Revenue (Expense) -
Interest income $
Interest expense
LOSS BEFORE TRANSFERS $
Transfers in $
CHANGE IN NET ASSETS $
NET ASSETS AT BEGINNING OF YEAR b
NET ASSETS AT END OF YEAR $

See notes to financial statements.

6,665,120.91
(71,988.95)

6,593,131.96

5,966.78

6,599,098.74

2,987,190.64
788,425.27
717,965.47
571,891.84
500,667.88
273,870.11
238,074.96
172,300.63
166,319.90
125,903.41
57,188.14
46,372.50
42,258.40
18,815.00

6,707,244.15

(108,145.41)

64.57
(1,539.63)

(1,475.06)

(109,620.47)

99,393.00

(10,227.47)

1,737,052.02

1,726,824.55




BEDFORD COUNTY NURSING HOME

Shelbyville, Tennessee

Statement of Cash Flows

For the Year Ended June 30, 2008

Cash Flows from Operating Activities -
Received from residents and third-party payors
Received from others
Paid to suppliers for goods and services
Paid to employees for services
NET CASH PROVIDED BY OPERATING ACTIVITIES

Cash Flows from Noncapital Financing Activities -
Payments on funds borrowed from county
NET CASH USED FOR NONCAPITAL FINANCING ACTIVITIES

Cash Flows from Capital and Related Financing Activities -
Principal paid on capitalized lease obligations
Interest paid on capitalized lease obligations
Purchases of equipment and building improvements
NET CASH USED FOR CAPITAL AND RELATED FINANCING
ACTIVITIES

Cash Flows from Investing Activities -
Interest received on bank deposits
NET CASH PROVIDED BY INVESTING ACTIVITIES

NET INCREASE IN CASH

Cash, July 1, 2007
CASH, JUNE 30, 2008

See notes to financial statements.

6,746,123.93

5,966.78
(2,973,663.73)
(3,275,672.21)

502,754.77

(60,000.00)

(60,000.00)

(17,900.13)
(1,539.63)
(70,593.86)

(90,033.62)

64.57

64.57

352,785.72
412,353.57

765,139.29




BEDFORD COUNTY NURSING HOME

Shelbyville, Tennessee

Statement of Cash Flows (continued)

For the Year Ended June.30, 2008

Reconciliation of Operating Loss to Net Cash Provided by Operating Activities -
Operating loss $
Adjustments to reconcile operating loss to net cash
flows from operating activities -

Depreciation

Provision for bad debts
Changes in assets and liabilities -

Decrease in patient accounts receivable

Increase in estimated third-party payor settlement

Decrease in prepaid expenses

Increase in accounts payable-trade

Increase in accounts payable - other

Increase in accrued salaries and wages payable

Decrease in accrued expenses

Increase in accrued payroll taxes and employee withholdings

NET CASH PROVIDED BY OPERATING ACTIVITIES $

Non-Cash Capital and Related Financing Activities -
Equipment costs included in accounts payable $
Dietary equipment received from Bedford County

Reconciliation to Cash Presented in Balance Sheet -
Cash g
Cash - memorial fund (see Note M)

See notes to financial statements,

(108,145.41)

125,903.41
173,145.51

202,758.97
(49,767.00)
27,386.69
40,277.40
161,785.00
26,886.09
(99,665.39)
2,189.50

502,754.77

13,174.68
99,393.00

112,567.68

727,834.75
37,304.54

765,139.29




BEDFORD COUNTY NURSING HOME

Shelbyville, Tennessee

Notes to Financial Statements

June 30, 2008

Note A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
This summary of significant accounting policies of Bedford County Nursing Home (the Nursing Home) is presented to assist
in understanding the Nursing Home's financial statements. The financial statements and notes are representations of the
Nursing Home's management who is responsible for their integrity and objectivity. These accounting policies conform to
generally accepted accounting principles.

Financial Reporting Entity — Bedford County Nursing Home was organized by the Bedford County Board of Commissioners
and is a separately reported fund of Bedford County, Tennessee (the County). The Nursing Home is administered by a Board
of Trustees appointed by the County Commission. The County has authorized the Board of Trustees to manage the
operations of the nursing home. The nursing home may not issue bond debt without the County’s approval. The Nursing
Home is not a legal entity separate and apart from the County and, accordingly, it is blended as an enterprise fund as part of
the financial statements of the County.

At June 30, 2008, there were related receivables or payables between Bedford County and the Nursing Home as described in
Note I.

Basis of Presentation - The financial statements are presented on the full accrual basis of accounting and conform to
accounting principles generally accepted in the United States of America. The Nursing Home has elected under GASB
Statement No. 20, Accounting and Financial Reporting for Proprietary Funds and Other Governmental Funds that Use
Proprietary Fund Accounting, to apply all FASB Statements and Interpretations issued after November 30, 1989, except for
those that conflict with or contradict GASB pronouncements.

The accounting and financial reporting treatment applied to the Nursing Home is determined by its measurement focus. The
transactions of the Nursing Home are accounted for on a flow of economic resources measurement focus. With this
measurement focus, all assets and all liabilities associated with the operations are included on the balance sheet. Net assets
(i.e. total assets net of total liabilities) are segregated into invested in capital assets, net of related debt and unrestricted
components.

Cash Flow — Cash and Cash Equivalents- Bedford County Nursing Home presents its cash flow statement using the direct
method. For purposes of cash flow presentation, the Nursing Home considers cash in operating bank accounts, cash on hand,
and certificates of deposit, which have original maturities of three months or less as cash and cash equivalents. There were
no cash equivalents at June 30, 2008.

Patient Service Revenue and Accounts Receivable - Patient service revenue is reported at the estimated net realizable
amounts from residents, third-party payers, and others for services rendered. Revenue under third-party payer agreements is
subject to audit and retroactive adjustment. Provisions for estimated third-party payer settlements are provided in the period
the related services are rendered. Differences between the estimated amounts accrued and interim and final settlements are
reported in operations in the year of settlement. The Nursing Home does not have a formal policy regarding accrual of
interest income on past due receivables.

Allowance for Doubtful Accounts — The Nursing Home uses the allowance method to account for uncollectible accounts
receivable. The allowance for doubtful accounts was $330,675.19 at June 30, 2008. Management considers the following
factors when determining the collectibility of specific patient accounts: patient’s credit-worthiness, past transaction history
with the patient, current economic and industry trends, and changes in the patient’s payment terms. Ifthe financial condition
of the nursing home’s patients were to deteriorate, adversely affecting their ability to make payments, additional allowances
would be required. Accounts receivable are continually evaluated to identify amounts that are uncollectible and those
amounts are written off when all collection attempts have been exhausted.

Inventories — Inventories are stated at the lower of cost (first-in, first-out) or market,

i



BEDFORD COUNTY NURSING HOME

Shelbyville, Tennessee

Notes to Financial Statements (continued)

June 30, 2008

Note A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Property and Equipment - Property and equipment are stated at cost. Generally, purchases in excess of $500.00 are
capitalized. For financial statement purposes, depreciation of property and equipment is provided using the straight-line
method. Equipment under capital lease obligations is amortized on the straight-line method over the estimated useful life of
the equipment. Such amortization is included in depreciation in the financial statements. The general range of useful lives
estimated for property and equipment is 3 to 50 years. Maintenance and repairs are charged to operations when incurred.
The Nursing Home eliminates the costs and related allowances from the accounts for properties sold or retired, and any
resulting gains or losses are included in income.

Compensated Absences - Nursing Home employees accrue vacation, sick and holiday time, or compensated absences, by a
prescribed formula based on length of service. Compensated absences related to the nursing home employees are recorded
within the period earned.

Estimates - The preparation of financial statements in conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect certain reported amounts and disclosures. Accordingly, actual
results could differ from those estimates.

Income Taxes — The Nursing Home, as a separately reported fund of Bedford County, is an exempt organization as described
in section 501(a) of the United States Internal Revenue Code. Accordingly, the financial statements do not reflect a provision
for income taxes.

Operating Revenues and Expenses - The Nursing Home’s operating revenues and expenses consist of revenues earned and
expenses incurred relating to the operation and maintenance of its facility. All other revenues and expenses are reported as
non-operating revenues and expenses and consist of those revenues and expenses that are related to financing and investing
type of activities and result from non-exchange transactions or ancillary activities.

Note B— CASH AND CASH EQUIVALENTS
Interest Rate Risk and Concentration of Credit Risk — The Nursing Home does not have a formal investment policy that limits
investment maturities as a means of managing its exposure to fair value losses arising from changing interest rates. The
Nursing Home places no limit on the amount it may invest in any one issuer.

Credit Risk — The Nursing Home is authorized to make investments in bonds, notes or treasury bills of the United States,
Federal Loan Bank bonds, Federal Home Loan Bank notes and bonds, Federal National Mortgage Association notes and
debentures, banks or cooperative debentures, or any of its other agencies, or obligations guaranteed as to principal and interest
by the United States or any of its agencies with a maturity not greater than one year, or in the pooled investment fund
established under Tennessee law.

During the year ended June 30, 2008, the board of trustees chose to limit the investment of funds to demand deposits at
banking institutions.

At June 30, 2008, the carrying amount of cash deposits, including patient funds, was $791,744.87 and the bank balance was
$907,293.07. AtlJune 30,2008, the entire bank balance was covered by federal depository insurance, or by collateral held in
the Tennessee Bank Collateral Pool. The Tennessee Bank Collateral Pool is a multiple financial institution collateral pool in
which member financial institutions holding public funds pledge collateral securities. In the event any member financial
institution fails, the entire collateral pool becomes available to satisfy the claims of governmental entities. The pool also has
the ability to make additional assessments on a pro rata basis to the members of the pool if the value of collateral is inadequate
to cover a loss.



BEDFORD COUNTY NURSING HOME

Shelbyville, Tennessee

Notes to Financial Statements (continued)

June 30, 2008

Note C — CAPITAL ASSETS
Capital assets are summarized as follows:

July 1, June 30,
2007 Additions Deletions 2008
Capital assets, not being depreciated
Land $ 150,148.69 $ 150,148.69
Construction in progress $ 1,800.00 1,800.00
Subtotal § 150,148.69 § 1,800.00 $ 151,948.69
Capital assets, being depreciated -
Land improvements $ 24,547.30 $ 24,547.30
Building and improvements 1,340,699.28 1,340,699.28
Departmental equipment 527,240.22 §  81,968.54 609,208.76
Fixed Equipment 330,753.32 330,753.32
Dietary Equipment 99,393.00 99,393.00
Subtotal $§ 222324012 $ 181,361.54 $  2,404,601.66
Less accumulated depreciation -
Land improvements $  (24,547.30) $ (24,547.30)
Building and improvements (719,525.33) § (42,035.48) (761,560.81)
Departmental equipment (285,599.91) (74,471.75) (360,071.66)
Fixed equipment (264,117.14) (9,396.18) (273,513.32)
Subtotal $ (1,293,789.68) $ (125,903.41) $ _(1,419,693.09)
Capital assets, being depreciated,net § 92945044 §  55458.13 $ 984,908.57
Total capital assets, net $ 1,079,599.13 $§  57,258.13 $ 1,136,857.26

Depreciation expense for the year ended June 30, 2008 was $125,903 .41,

Note D - PATIENT FUNDS HELD IN TRUST

At June 30, 2008, the Nursing Home had a fiduciary responsibility for funds in the amount of $26,605.58 held on behalf of the
residents.

The Nursing Home is required to maintain a cash account as a depository for patient funds. The fund is restricted in use and can
be used only for providing spending money for patients, purchasing supplies for patients with cash in the fund, or paying amounts
due to the Nursing Home for patient care, provided the amount does not include monies stipulated for patients' use only. All
funds in excess of $100.00 per recipient are required to be placed in an insured interest-bearing account.

Note E - PENSION PLAN

Plan Description - Employees of Bedford County are members of the Political Subdivision Pension Plan (PSPP), an agent
multiple-employer defined benefit pension plan administered by the Tennessee Consolidated Retirement System (TCRS). TCRS
provides retirement benefits as well as death and disability benefits. Benefits are determined by a formula using the member's
high five-year average salary and years of service. Members become eligible to retire at the age of 60 with five years of service
or atany age with 30 years of service. A reduced retirement benefit is available to vested members at age 55. Disability benefits
are available to active members with five years of service who become disabled and cannot engage in gainful employment. There
is no service requirement for disability that is the result of an accident or injury occurring while the member is in performance of
duty. Members joining the system on or after July 1, 1979 become vested after five years of service, and members joining prior
to July 1, 1979 were vested afier four years of service. Benefit provisions are established in state statute found in Title 8, Chapter
34-37 of the Tennessee Code Annotated (TCA).

-9-



BEDFORD COUNTY NURSING HOME

Shelbyville, Tennessce

Notes to Financial Statements (continued)

June 30, 2008

Note E - PENSION PLAN (continued)
State statutes are amended by the Tennessee General Assembly. Political subdivisions such as Bedford County participate in the
TCRS as individual entities and are liable for all costs associated with the operation and administration of their plan. Benefit
improvements are not applicable to a political subdivision unless approved by the chief governing body.

The TCRS issues a publicly available financial report that includes financial statements and required supplementary information
for the PSPP. That report may be obtained by writing to Tennessee Treasury Department, Consolidated Retirement System, 10™
Floor Andrew Jackson Building, Nashville, TN 37243-0230 or can be accessed at http://treasury.state.tn.us/tcrs/PS/.

The retirement plan for Bedford County Nursing Home is included in the total retirement program for Bedford County.
Therefore, separate retirement information for the Nursing Home is not available. Details relative to the funding status and
progress, actuarially determined contribution requirements and contribution made, and trend information regarding the retirement
plan can be found in the Comprehensive Annual Financial Report for Bedford County. Total contributions to the plan by the
Nursing Home for the year ended June 30, 2008 amounted to $119,167.14. Bedford County requires employees to contribute
5.0 percent of earnable compensation and Bedford County is required to contribute at an actuarially determined rate. The rate for
fiscal year ended June 30, 2008 was 5.59% of annual covered payroll.

Note F - CONCENTRATION OF CREDIT RISK
The Nursing Home grants credits without collateral to its patients, most of who are insured under third-party payor agreements.
Approximately 82.33% of net patient revenue is derived from third-party payers. The mix of receivables from patients and third-
party payors are as follows:

Medicaid 36.01 %
Medicare 31.79 %
Private 17.67 %
Insurance 14.53 %

Note G - RISK MANAGEMENT —
Risks related to the operation of the Nursing Home are managed through the purchase of commercial insurance policies. Settled

claims have not exceeded this commercial coverage in any of the past three fiscal years. Information related to insurance
coverage is as follows:

Worker's Compensation Coverage - The Nursing Home's workers' compensation policy was issued with liability limits of
$100,000.00 per individual per accident with a policy limit of $500,000.00. This is a retrospectively rated policy, a policy in
which the initial premium is adjusted based on actual experience during the period of coverage.

Comprehensive Liability Coverage - The Nursing Home's liability policy was issued by various casualty companies. The policies
provide general and professional liability coverage of $1,000,000.00 per occurrence with a maximum liability limit of
$3.000,000.00.

Property Coverage - The Nursing Home's property insurance coverage had liability limits of $6,531,000.00 for the buildings and
personal property, $1,000,000.00 for auto, and $547,000.00 for blanket business income.



BEDFORD COUNTY NURSING HOME

Shelbyville, Tennessee

Notes to Financial Statements (continued)

June 30, 2008

Note H - HEALTH CARE REGULATIONS

The health care industry is subject to numerous laws and regulations of Federal, state and local governments. These laws
and regulations include, but are not necessarily limited to, matters such as licensure, accreditation, government health care
program participation requirements, reimbursement for patient services, and Medicare and Medicaid fraud and abuse.
Recently, government activity has increased with respect to investigations and allegations concerning possible violations of
fraud and abuse statutes and regulations by health care providers. Violations of these laws and regulations could result in
expulsion from government health care programs together with the imposition of significant fines and penalties, as well as
repayments for patient services previously billed. Management believes that the Nursing Home is in compliance with fraud
and abuse statutes as well as other applicable government laws and regulations. Compliance with such laws and regulations
can be subject to future government review and interpretation as well as regulatory actions unknown or unasserted at this
time.

Note | - RELATED PARTY TRANSACTIONS
The Nursing Home paid Bedford County $60,000.00 during the fiscal year ended June 30, 2008. The remaining balance due
the County as of June 30, 2008 is $243,004.24.

During the fiscal year ended June 30, 2008, Bedford County transferred dietary equipment valued at $99,393.00 to the
nursing home. This amount is included as “Transfers in” on the financial statements. The County has possession of
$74,000.00 that the legal council of Bedford County has determined is due to the Nursing Home for the designated memorial
fund. This amount is presented in the financial statements as “Assets limited as to use” (see Note L).

Note J — CAPITAL LEASES
During the fiscal year ended June 30, 2006 the Nursing Home entered into various lease agreements as lessee for financing
the acquisition of equipment. These lease agreements are treated as capital leases for accounting purposes and, therefore,
have been reported at the present value of the future minimum lease payments.

The assets acquired through capital leases are as follows:

Copier $ 22,934.83

Telephone System 32,745.00
Less: accumulated amortization (13,101.81°

Total $ 42,578.02

The future minimum lease obligations and the net present value of the minimum lease payments as of June 30, 2008 for the
year ending June 30, 2009 are the following:

Total minimum lease payments $  7,698.26 .
Less amount representing interest (338.05)

Present value of future minimum lease payments  $  7,360.21



BEDFORD COUNTY NURSING HOME

Shelbyville, Tennessee

Notes to Financial Statements (continued)

June 30, 2008

Note J — CAPITAL LEASES (continued)
The capital lease obligations are presented in the accompanying balance sheet as the current portion of long-term capital
lease in the amount of $7,360.21.

Changes in long-term obligations for the year ended June 30, 2008, are as follows:

July 1,2007 Increases Decreases  June 30, 2008
Capital leases $25,260.34 $17,900.13 $£7,360.21

Note K — LITIGATION
The Nursing Home is subject to claims and suits which arise in the ordinary course of business. In May of 2008, a resident
was involved in an incident and subsequently died as a result of the injuries sustained. Subsequent to the end of the fiscal
year, a wrongful death claim was filed by the resident’s estate. In the opinion of management, the ultimate resolution of such
pending legal proceedings has been adequately provided for through commercial insurance.

Note L — ASSETS LIMITED AS TO USE
Certain asset amounts have been presented in the financial statements as limited as to their use. The details of these
amounts are as follows:

Cash in Memorial Fund $ 37,304.54
Due from Bedford County to the Memorial Fund 74,000.00
Patient funds held in trust 26,605.58

Total assets limited astouse  $ 137,91'0.12

Note M — DESIGNATED UNRESTRICTED NET ASSETS
Certain asset amounts have been internally designated by the board of directors. The details of these amounts are as

follows:
Cash in Memorial Fund (See Note L) §  37,304.54
Due from Bedford County to the Memorial Fund (See Note L) 74,000.00
Designated Unrestricted Net Assets ~ §  111,304.54
Undesignated Unrestricted Net Assets 486,022.96

Unrestricted Net Assets  $  597,327.50

Note N — SUBSEQUENT EVENT
In accordance with applicable regulations, the Nursing Home self-reported the incident described in Note K to state
authorities. The state subsequently conducted a special survey of the facility and noted certain deficiencies. On September
22,2008, the Nursing Home paid $161,785.00 in state and federal penalties assessed as a result of the noted deficiencies.
This amount has been accrued as an expense in the financial statements for the current fiscal year. This amount is presented
in the financial statements as “Accrued Fines and Penalties”.



INTERNAL CONTROL AND COMPLIANCE SECTION
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INDEPENDENT AUDITOR'S 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 AUDITING STANDARDS

Board of Trustees
Bedford County Nursing Home
Shelbyville, Tennessee

We have audited the financial statements of Bedford County Nursing Home, a separately reported fund of Bedford
County, Tennessee, as of and for the year ended June 30, 2008 which comprise Bedford County Nursing Home's
basic financial statements, and have issued our report thereon dated October 24, 2008. 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.

Internal Control over Financial Reporting

In planning and performing our audit, we considered Bedford County Nursing Home's internal control over financial
reporting as a basis for designing our auditing procedures for the purpose of expressing our opinion on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of the Bedford County Nursing
Home’s internal control over financial reporting. Accordingly, we do not express an opinion on the effectiveness of
Bedford County Nursing Home'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 or material weaknesses. However, 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
Bedford County Nursing Home'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 remote likelihood that a
misstatement of the Bedford County Nursing Home's financial statements that is more than inconsequential will not
be prevented or detected by the Bedford County Nursing Home's internal control. We consider the deficiency
described in the accompanying schedule of findings and responses to be a significant deficiency in internal control
over financial reporting. [2008-1]

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
Bedford County Nursing Home’s internal control.

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



Compliance and Other Matters

As part of obtaining reasonable assurance about whether Bedford County Nursing Home's financial statements
are free of material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts 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 or other matters that are required to be reported under
Government Auditing Standards.

We noted certain matters that we reported to management of Bedford County Nursing Home, in a separate letter
dated October 24, 2008.

This report is intended solely for the information and use of the board of trustees of Bedford County Nursing
Home, management, state and federal audit agencies, and Bedford County and is not intended to be and should
not be used by anyone other than these specified parties. However, this report is a matter of public record, and

its distribution is not limited. . i
/
Certified Public Accoufitants

Murfreesboro, Tennessee
October 24, 2008



BEDFORD COUNTY NURSING HOME

Schedule of Findings and Responses

Year Ended June 30, 2008

FINDINGS - FINANCIAL STATEMENTS AUDIT
2008-1.

Condition:  Transactions affecting Cash, Accounts Receivable, Prepaid Expenses, Accounts
Payable, Accrued Payroll and the related Revenue and Expense accounts were not recorded or
were not recorded properly.

Criteria: The design and operation of internal control should be sufficient to allow appropriate
personnel, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. Specifically, the internal control system should include processes
and procedures to detect unrecorded or improperly recorded transactions.

Effect: Those responsible for financial reporting were either unaware of the need to record a
transaction or were not notified that transactions were recorded improperly.

Recommendation: Proper channels of communication, as well as periodic reviews, should be in
place to verify that all necessary information is available for use by those responsible for recording
amounts and adjustments in the accounting records.

Response: In response to the audit of the Bedford County Nursing Home for the Fiscal Year

completed June 30, 2008; we concur with the findings of the audit and plan to take appropriate
steps to comply with all the recommendations in the audit report.

-15-



