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S. W. CHIEPALICH

CERTIFIED PUBLIC ACCOUNTANT, PC.

3800 Airport Boulevard
Suite 101
P.O. Box 850335
Mobile, Alabama 36685
(251) 610-3792

March 26, 2015

INDEPENDENT AUDITOR’S REPORT

Board of Directors
Coastal Family Health Center, Inc.
Biloxi, Mississippi

Report on the Financial Statements

I have audited the accompanying financial statements of Coastal
Family Health Center, Inc., (a nonprofit organization), which
comprise the statements of financial position as of December 31,
2014 and 2013 and the related statements of activities and cash
flows for the years then ended, and the related notes to the
financial statements.

Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation
of these financial statements in accordance with accounting
principles which are generally accepted in the United Stateg of
America; this includes the design, implementation, and maintenance
of internal control relevant to the preparation and fair
presentation of financial statements that are free from material
misstatement, whether due to fraud or error.

Auditor’s Responsibility

My responsibility is to express an opinion on these financial
statements based upon my audits. I conducted my auditg in
accordance with auditing standards which are 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 I plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of
material misstatement.

An audit involves performing procedures to obtain audit evidence
about the amounts and disclosures in the financial statements. The
procedures selected depend on the auditor’s judgement, including
the assessment of the risks of material misstatement of the
financial statements, whether due to fraud or error. In making
those risk assessments, the auditor considers internal control
relevant to the entity’s preparation and fair presentation of the
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financial statements in order to design audit procedures that are
appropriate in the | circumstances. An audit also includes
evaluating the appropriateness of accounting policies used and the
reasonableness of significant accounting estimates made by
management, as well as evaluating the overall presentation of the
financial statements.

I believe that the audit evidence I have obtained is sufficient and
appropriate to provide a basis for my opinions.

Opinions

In my opinion, the financial statements referred to above present
fairly, in all material respects, the financial position of Coastal
Family Health Center; Inc. as of December 31, 2014 and 2013, and
the respective changes in financial position and cash flows for the
years then ended in conformity with accounting principles which are
generally accepted in the United States of America.

Other Matters

My audit was conducted for the purpose of forming an opinion on the
financial statements taken as a whole. The accompanying schedule
of expenditures of federal awards is presented for purposes of
additional analysis as required by U. S. Office of Management and
Budget Circular A-133, Audits of States, Local Governments, and
Non-Profit Organizations, is presented for purposes of additional
analysis and is not a required part of the financial statements.
Such information is the responsibility of management and was
derived from and relates directly to the underlying accounting and
other records used to prepare the financial statements. The
information hags been gubjected to the auditing procedures applied
in the audit of the financial statements and certain additional
procedures, including comparing and reconciling such information
directly to the underlying accounting and other records used to
prepare the financial statements or to the financial statements
themselves, and other additional procedures in accordance with
auditing standards which are generally accepted in the United
States of America. In my opinion, the information is fairly
stated, in all material respects, in relation to the financial
statements taken as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, I have also
issued my report dated March 26, 2015 on my consideration of
Coastal Family Health Center, 1Inc.’s internal control over
financial reporting and on my 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 my 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 in considering
Coastal Family Health Center, Inc.’s 1internal control over

financial reporting and compliance. ZZZ:e7Q‘zéZL%67

S. W. Chiepalich
Certified Public Accountant



COASTAL FAMILY HEALTH CENTER, INC.

STATEMENTS OF FINANCIAL POSITION

DECEMBER 31, 2014 AND 2013

ASSETS
CURRENT ASSETS

Cash (Note 3)

Investments (Note 3)

Accounts receivable, net of
allowance for doubtful
accounts of $3,537,770 in 2014
and $2,699,518 in 2013 (Note 4)

Due from Greene Area Medical Extenders

Inventory
Prepaid expenses
Total current assets

PROPERTY & EQUIPMENT (Note 5)

OTHER ASSETS (State unemployment,
security, & equip. deposits)

TOTAL ASSETS

LIABILITIES AND NET ASSETS
CURRENT LIABILITIES
Accounts payable
Accrued salaries
Deferred revenue
Retirement plan contribution
payable (Note 11)
Accrued and withheld payroll taxes
Total current liabilities

NET ASSETS
Section 330(d) reserve
Undesignated
TOTAL NET ASSETS

TOTAL LIABILITIES & NET ASSETS

See independent auditor’s report and the notes

statements.

2014

S 130,915
946,448

1,350,929
327,153
35,247
98,916
2,889,608

10,492,520

36,965

$13,419,093

S 326,896
406,265
206,484

25530
48,279
1,013,454

3,203,826
9,220,741
12,405,639

$13,419,093

2013

S 523,735
1,485,065

1,252,874
168,271
47,164
202,260

3,679,369

10,333,206

36,965

$14,049,540

S 451,900
383,595

17,560
44,434

897,489

3,203,826
9,948,225

13,152,051

514,049,540

to the financial



COASTAL FAMILY HEALTH CENTER,
STATEMENTS OF ACTIVITIES

FOR THE YEARS ENDED DECEMBER 31,

REVENUES
Federal grant funds
Other grants & contributions
Third party reimbursements
Governmental (includes Medicare cost settlements
of $89,334 in 2014 & $33,967 in 2013)
Insurance (2014 includes incentive of $36,262)
Net patient service revenue
Donations
340b drug program
Interest income
Other income

(Note 10)

Total revenues

INC.

2014 AND 2013

2014 2013
$ 6,875,185 $ 6,499,123
2,089,891 1,626,181
2,813,850 2,834,648
729,446 555,090
1,661,146 1,800,744
2,310 9,350
595,036 49,712
1,925 16,980

114,163

14,882,952

50,973

13,442,801

EXPENSES
Program services
Personnel (including fringe benefits) 8,270,751 7,824,259
Contracted services
(lab, contract physician, case mgt. etc.) 1,527,853 1,439,690
Supplies (medical, dental, lab,
optometry, prescriptions, etc.) 1,252,987 984,773
Depreciation 586,368 541,889
State-wide electronic health records network 429,982 163,346
Rent & maintenance of facilities and equipment 508,419 385,812
Clinic utilities (incl. clinic telephone) 145,492 149,346
Medical education, dues & publs. 87,910 87,207
Other (printed materials, patient transportation,
auto, property & liability insurance, travel,
answering service, etc.) 418,229 224,729
Total program service expenses 13,227,991 11,801 ;051
Supporting services
Management and general
Personnel (including fringe benefits) 1,591,150 1,448,534
Rent & maintenance of facilities & equip. (custodial,

(data lines, hardware & software maint., etc.) 357,347 390,771
Depreciation 37,530 55,713
Supplies 45,946 35,935
Utilities 49,654 59,033
Postage 8,804 14,054
Other (dues & publs., licenses, education, travel,

recruitment, insurance, audit, consultants, etc.) 310,942 367,013

Total management & general expenses 2,401,373 2,371,053

Total expenses 15,629,364 14,172,104

INCREASE IN NET ASSETS (746,412) (729,303)
NET ASSETS - BEGINNING OF YEAR 13,152,051 13,881,354
NET ASSETS - END OF YEAR $12,405,639 $13,152,051

See independent auditor’s report and the notes to the financial statements.



COASTAL FAMILY HEALTH CENTER,

INC.

STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED DECEMBER 31,

2014 AND 2013

2014 2013
CASH FLOWS PROVIDED BY
OPERATING ACTIVITIES
Increase in net assets S (746,412) S (729,303)
Adjustments to reconcile increase
in net assets to cash provided
by operating activities
Depreciation 623,898 597,602
Changes in current
assets & liabilities
Accounts receivable (98, 055) 110,684
Due from Greene Area
Medical Extenders, Inc. (158,882) 149,869
Prepaid expenses 103,344 (129,432)
Inventory 11,917 (12,231)
Other assets - (33,750)
Accounts payable (125,004) (5,621)
Accrued salaries 22,670 125,957
Deferred revenue 206,484 (298,651)
Retirement plan contribution payable 7,970 (24,601)
Other accrued liabilities 3,845 (65,633)
Net cash flows provided
by operating activities (148,225) (315,110)
CASH FLOWS PROVIDED BY
INVESTING ACTIVITIES
Acquisition of property & equipment (783,212) (749,953)
Net cash flows provided (used)
by investing activities {783,212) (749,953)
INCREASE (DEC.) IN CASH & CASH EQUIVALENTS (931,437) (1,065,063)
CASH - BEGINNING OF YEAR 2,008,800 3,073,863
CASH - END OF YEAR $1,077,363 $2,008,800

See independent auditor’s report and the notes to the financial statements.
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NOTE 1

NOTE 2

COASTAL FAMILY HEALTH CENTER, INC.
NOTES TO THE FINANCIAL STATEMENTS

DECEMBER 31, 2014 AND 2013

ORGANIZATION

Coastal Family Health Center, Inc. is a nonprofit organization,
created in October 1978, which provides community health care
services in southern Mississippi through the operation of six
clinics, one mobile medical unit, and one administrative
building. The operations of this program are funded primarily
through Federal funds and patient fees.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Accounting

The accompanying financial statements have been prepared on the
accrual basis of accounting. As such, revenues are recognized
when earned rather than when received and expenses are
recognized when incurred rather than when paid.

Statement of Financial Accounting Standards No. 117 (SFAS #117)
Statement of Financial Accounting Standards No. 117, (which is
entitled "Financial Statements of Not-for-Profit Organizations"
and which was codified into the SFAS Codification effective
July 1, 2009), wag adopted by the Center for external Linencial
reporting purposes effective January 1, 1995. Such statement
mandates significant changes in the format, terminology, and
presentation of financial statements for most not-for-profit
organizations. Specifically, SFAS #117 requires, among other
things, that assets, liabilities, net assets, revenues, and
expenses be segregated into three categories: unrestricted,
temporarily restricted, and permanently restricted.
Furthermore, expenses are to be allocated between program
service expenses and supporting service expenses.

Unrestricted funds represent funds which are available to be
used for the general purpose for which the Center was created;
that is, to provide primary health care services. Restricted
resources represent contributions of cash which are received
with specific donor stipulations that limit the use of the

donated cash. However, the restrictions associated with the
resources which the Center receives are generally met within
the year that the resources are received. Therefore, as

permitted by generally accepted accounting principles, such
resources are reported as unrestricted in the accompanying
statements of activities.

Ags of December 31, 2014 and 2013, the Center had no material
restricted resources on hand.

Inventory
The Center maintains a pharmacy inventory valued at cost (which
approximates market). Cost is determined by a method which

closely approximates the first-in, first-out method.



NOTE 2

COASTAL FAMILY HEALTH CENTER, INC.
NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2014 AND 2013

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Donated Materials and Services
Donated Space - The Center records donated space contributions
at the fair market rental value of such property.

Donated Services - The Center records donated personnel
services based on the number of hours of service donated at
rates equivalent to that which would be paid for the same
services.

Property and Equipment
Property and equipment acquisitions greater than $5,000 ($1,000
prior to January 1, 2014) are capitalized at cost at the date

of acquisition. Depreciation of property and equipment is
provided over the estimated useful lives of the respective
assets on the straight-line basis. (See Note 5).

Net Assets
Net assets includes a caption entitled "Section 330(d)

reserve". This caption represents a regulatory reserve which
was created in connection with the Center’s Community Health
Center grant. The balance of this reserve represents

unrestricted funds.

Use of Estimates

The preparation of financial statements in conformity with
generally accepted accounting principles requires management
to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent
assets and liabilities at the date of the financial statements
and the reported amounts of revenues and expenses during the
reporting period. Actual results could differ from those
estimates.

Third Party Reimbursements

The Center has agreements with third-party payors that provide
for payments to the Center at amounts different from its
established rates. For example, services rendered to Medicaid
program beneficiaries are reimbursed under the Prospective
Payment System which was implemented January 1, 2001 and which
provides cost reimbursements based on a historical average cost
rate. This rate is indexed for inflation on an annual basis.

Net Patient Service Revenue
Net patient service revenue is reported at the estimated net
realizable amount from patients.

Cost Allocation

The Center allocates certain common costs among its various
programs and activities in order to achieve a fair and
objective cost-sharing by all programs and activities. The
following costs are accumulated and allocated among activities
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NOTE 2

NOTE 3

COASTAL FAMILY HEALTH CENTER, INC.
NOTES TO THE FINANCIAL STATEMENTS

DECEMBER 31, 2014 AND 2013

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
Compensated absences such as vacations, sick 1leave, and
holidays, are allocated based on the ratio of total compensated
absence costs by each employee class to total wages by employee
class applied to the actual wage cost within each activity.
Compensated absences totaled $1,049,430 in 2014 and $964,049
in 2013 and the average allocation rate for all employee
classes wag 11.4% in 2014 and 11.3% in 2013.

Fringe benefits such as employee health insurance, retirement,
and social security taxes are allocated among activities using
the same methodology as compensated absences. Fringe benefits
totaled $1,873,198 in 2014 and $1,590,696 in 2013 and were
allocated at the rate of 22.7% in 2014 and 20.3% in 2013.

Indirect costs such as general administrative expenses are
allocated to activities based on their respective salary and
fringe benefit costs. Indirect costs totaled $2,334,888 in
2014 and $2,387,375 in 2013 and were allocated at the rate of
23.4% of wage and fringe benefit costs in 2014 and 25.7% in
2013 .

Fair Value of Financial Instruments

The carrying amounts reported in the statement of financial
position for financial instruments (i.e. cash, investments,
accounts payable, and accrued liabilities) approximate their
fair market wvalue.

Reclassifications

For comparability, certain 2013 amounts may have been
reclassified to conform with the financial statement
presentation used in 2014.

CASH AND INVESTMENTS
Cash and investments consisted of the following at December 31,
2014 and 2013:
2014 2013
Operating & payroll checking accts. g 130,915 § 523,736
Investments (money market, savings &
certificate of deposit accounts) 946,448 1,485,065
Total cash and investments 51,077,363 52,008,800

The Center places its cash and investments with credit-worthy,
high quality financial institutions. Management continually
monitors each depository institution for continued financial
stability. During 2008, the FDIC insurance limit was increased
from $100,000 to $250,000 and as of December 31, 2014 and 2013,
the aggregate amount of uninsured deposits was $45,936 and
$618,833, respectively.



NOTE 4

NOTE 5

COASTAL FAMILY HEALTH CENTER, INC.
NOTES TO THE FINANCIAL STATEMENTS

DECEMBER 31, 2014 AND 2013

ACCOUNTS RECEIVABLE
Accounts receivable consisted of the following at December 31,

2014 and 2013: 2014 2013
Patient fees 52,749,140 52,069,095
Insurance 785,994 706 ; 930
Medicaid 561,912 385,840
Medicare 303,401 247,831
Federal grants 211,309 181,554
340B drug program participants 107,625 39,978
Other 60,929 72, 980
WIC reimbursements 54,984 35,669
MS Qualified Health Center grant 28,405 3,192
March of Dimes 25,000 25,000
Children’s Health Fund - 100,000
Louisiana Public Health Institute - 75,341
FEMA = 8,982

Total Accounts Receivable 54,888,699 $3,952,392

Coastal Family Health Center, Inc. maintains an allowance for
doubtful accounts at a level considered by management to be
adequate to absorb uncollectible accounts receivable. At
December 31, 2014, the allowance amounted to $3,537,770. At

December 31, 2013, the allowance was $2,699,518.

PROPERTY AND EQUIPMENT
The components of property and equipment and the estimated
useful lives of those components at December 31 are as follows:

2014 2013

Land and buildings (20-40 yrs) $12,000,822 $11,925,915
Leasehold improvements (30 yrs) 131,507 131,507
Furniture and fixtures (5-20 yrs) 3,289,622 2,007,665
Motor vehicles (6 years) 452,772 452,772
Construction in progress 14,256 587,908
15,888,979 15,105,767

Less accumulated depreciation 5,396,459 4,772,561

Net property and equipment $10,492,520 S 10,333,206

The property and equipment of the Center include assets
purchased with federal financial assistance. Although these
assets were purchased in the name of the Center, disposition
of these items may require prior approval of the grantor
agency.

Depreciation recorded in 2014 and 2013 totalled $623,898 and
$597,602, respectively.



NOTE 6

NOTE 7

NOTE 8

COASTAL FAMILY HEALTH CENTER, INC.
NOTES TO THE FINANCIAL STATEMENTS

DECEMBER 31, 2014 AND 2013

CONTINGENCIES

Amounts received or receivable from grantor agencies are
subject to audit and adjustment by Grantor agencies,
principally the federal government. Any disallowed claims,
including amounts already collected, may constitute a liability
of the Center. The amount of disallowed claims and/or audit
adjustments are uncertain and cannot be reasonably estimated
at this time. However, the amount of such items is not
expected to represent a material liability to the Center as of
December 31, 2014.

The Center is vigorously defending a claim involving a network
data security breach which occurred in 2011. Although the
claim is in the discovery stage, management believes an adverse
outcome from this claim is reasonably possible, although the
amount or range of loss is not susceptible to reasonable
estimation at the present time.

CONCENTRATIONS OF CREDIT RISK

The Center grants credit without collateral to its patients,
most of whom are local residents and some of whom are insured
under third-party payor agreements. The mix of receivables
from patients and third-party payors at December 31, 2014 and
2013 was as follows:

2014 2013

Patients (self-pay) 56% 52%
Insurance 16% 18%
Other 10% 14%
Medicaid 12% 10%
Medicare __6% __ 6%
Total 100% 100%

TAXES

The Agency qualifies as a tax-exempt organization under Section
501(c) (3) of the Internal Revenue Code and, therefore, no
provision for Federal or State income taxes has been made in
the accompanying financial statements.
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NOTE 9

NOTE 10

COASTAL FAMILY HEALTH CENTER, INC.
NOTES TO THE FINANCIAL STATEMENTS

DECEMBER 31, 2014 AND 2013

MANAGEMENT AGREEMENT WITH GREENE AREA MEDICAL EXTENDERS, INC.
In May 2010, the Center renewed an agreement with Greene Area
Medical Extenders, Inc. (Greene) to provide all management
functions to Greene for an additional five years. Greene is
a tax-exempt entity which provides community health care

services in Greene County, Mississippi.

As part of its management services, Coastal maintains most of
the accounting records for Greene and pays its payroll and
other operating costs. Greene reimburses Coastal for such
costs on a periodic basis.

OTHER GRANTS AND CONTRIBUTIONS

In addition to the Federal grant funds zreceived from the
Department of Health and Human Services, the Center received
the following grants or contributions during the years ended
December 31, 2014 and 2013.

2014 2013

Louisiana Public Health Institute - primarily

for health information technology $1,731,449 $ 915,878
St. of M5 (Mississippi Qualified Health Center) 179,665 179,665
Children’s Health Fd - mobile unit operations

and children’s counseling 100,000 100,000
March of Dimes mobile unit operating subsidy 50,000 50,000
Other 28,777 3,639
W.K. Kellogg Foundation:

Mobile unit health services - 201,978

Affordable Care Act implementation - 10,000
Gulf Coast Community Fd. - oil sgpill recovery - 148,763
Research Triangle Institute - CHATS (Childrens

Health After The Storm) - 16,258

Total other grants and contributions $2,089,891 $1,626,181

Monies received through these additional grant agreements
qualify as matching funds for purposes of the federal grant
requirement.

11



COASTAL FAMILY HEALTH CENTER, INC.
NOTES TO THE FINANCIAL STATEMENTS

DECEMBER 31, 2014 AND 2013

NOTE 11 RETIREMENT PLAN

NOTE 12

NOTE 13

In August, 1997, the Center adopted a non-contributory employee
profit sharing retirement plan covering all employees who have
completed their 90 day probationary period. (This plan
replaced the previous individual salary reduction contracts
which the Center had with certain eligible employees.) The
Plan is administered by AIG Variable Annuity Life Insurance
Company (VALIC). Under this plan, the Center contributes 5%
of each eligible employee’s gross wages. Employees become
vested in their accounts based on a graduated scale which
provides for 100% vesting after four vyears. Retirement
benefits are generally made in one lump sum. The Center’s
total retirement contributions during 2014 and 2013 were
$185,449 and $178,331, respectively.

Effective January 1, 2012, the Plan was amended to a 401K safe
harbor plan which eliminates the four year vesting schedule
(i.e. 100% immediate vesting) and provides for 100% employer
matching contributions on discretionary employee deferrals up
to b5%. Also, hardship withdrawals and loans of employer
matching contributions are no longer allowed (although hardship
withdrawals and loans of employee deferred amounts are still
allowed) .

DEFERRED COMPENSATION PLAN

Prior to January 1, 2012, employees of the Center could also
participate in a salary reduction plan under Section 403b of
the Internal Revenue Code whereby employee elective payroll
withholdings are invested in VALIC contracts. No employer
contributions were made to this plan and employee contributions
were generally limited by IRS regulations. Effective January
1, 2012 and in conjunction with the conversion to a 401K safe
harbor retirement plan as noted above, this plan was frozen and
no further employee contributions can be made to these
contracts.

SUBSEQUENT EVENTS EVALUATION

Subsequent events have been evaluated for potential recognition
or disclosure through March 26, 2015, the approximate date the
financial statements were available to be issued.

12
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COASTAL FAMILY HEALTH CENTER, INC.
SCHEDULE OF EXPENDITURE OF FEDERAL AWARDS

DECEMBER 31, 2014

CFDA
Grantor Agency Program Title Number Expenditures
Direct:
U.S.Department of Health & Human Services
Consolidated Health Centers 93.224 S5,662,721
Affordable Care Act
Health Center Control Networks 93.527 477,711
Ryan White Outpatient Early
Intervention Services 93.918 583,318
Direct Sub-total 6,723,750
Indirect: Passed through the State of Mississippi
Department of
Health WIC - Nutritional Guidance 10.557 151,435
Indirect Sub-total 161,436
Total Federal Awards $6,875,185

NOTE:
The organization uses the accrual basis of accounting in the preparation of this
Soheduls,
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S. W. CHIEPALICH

CERTIFIED PUBLIC ACCOUNTANT, PC.

3800 Airport Boulevard
Suite 101
P.O. Box 850335
Mobile, Alabama 36685
(251) 610-3792

REPORT ON INTERNAI CONTROL OVER FINANCIAL REPORTING AND ON
COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL
STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Independent Auditor’s Report

Board of Directors
Coastal Family Health Center, Inc.
Biloxi, Mississippi

I have audited, 1in accordance with auditing standards which are
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.
the financial statements of Coastal Family Health Center, Inc. (the
Organization), which comprise the statement of financial position as
of December 31, 2014, and the related statements of activities and
cash flows for the year then ended, and the related notes to the
financial statements and have issued my report thereon dated March
26, 2015.

Internal Control Over Financial Reporting

In planning and performing my audit of the financial statements, I
considered the Organization’s internal control over financial
reporting (internal control) to determine the audit procedures that
are appropriate in the circumstances for the purpose of expressing my
opinion on the financial statements, but not for the purpose of
expressing an opinion on the effectiveness of the Organization’s
internal control. Accordingly, I do not express an opinion on the
effectiveness of the Organization’s internal control.

A deficiency in internal control exists when the design or operatiocn
of a control does not allow management or employees, 1in the normal
course of performing their assigned functions, to prevent or detect
and correct misstatements on a timely basis. A material weakness is
a deficiency or a combination of deficiencies in internal control
such that there is a reasonable possibility that a material
misstatement of the Organization’s financial statements will not be
prevented, or detected and corrected on a timely basis. A
significant deficiency 1is a deficiency, or combination of
deficiencies, in internal control that is less severe than a material
weakness, yet important enough to merit attention by those charged
with governance.

Chartered Bink Auditor
Certified Internal Auditor
Certified Management Accountant
Member American Institute of Certified Public Accountants



My consideration of internal control was for the limited purpose
described in the first paragraph of this section and was not designed
to identify all deficiencies in internal control that might be
material weaknesses or significant deficiencies. Given these
limitations, during my audit, I did not identify any deficiencies in
internal control that I consider to be material weaknesses. However,
material weaknesses may exist that have not been identified.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the
Organization’s financial statements  are free of material
misstatement, I 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 my audit and, accordingly, I do not express such an opinion. The
results of my tests disclosed no instances of noncompliance or other
matters that are required to be reported under Government Auditing
Standards.

Purpose of this Report

The purpose of this report is solely to describe the scope of my
testing of internal control and compliance and the results of that
testing, and not to provide an opinion on the effectiveness of the
Organization’s internal control or on compliance. This report is an
integral part of an audit performed in accordance with Government
Auditing Standards in considering the Organization’s internal control
and compliance. Accordingly, this communication is not suitable for

any other purpose. /47/4/

March 26, 2015 Certified Public Accountant
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S. W. CHIEPALICH

CERTIFIED PUBLIC ACCOUNTANT, PC.

3800 Airport Boulevard
Suite 101
P.O. Box 850335
Mobile, Alabama 36685
(251) 610-3792

INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE FOR EACH MAJOR PROGRAM AND
ON INTERNAL CONTROL OVER COMPLIANCE REQUIRED BY OMB CIRCULAR A-133

Board of Directors
Coastal Family Health Center, Inc.
Biloxi, Mississippi

Report on Compliance for Each Major Federal Program

I have audited Coastal Family Health Center, Inc.’s (the Organization)
compliance with the types of compliance requirements described in the
OMB Circular A-133 Compliance Supplement that could have a direct and
material effect on each of the Organization’s major federal programs
for the year ended December 31, 2014. The Organization’s major federal
programsg are identified in the summary of auditor’s results section of
the accompanying schedule of findings and questioned costs.

Management’s Responsibility
Management is responsgible for compliance with the requirements of laws,
regulations, contracts and grants applicable to its federal programs.

Auditor’s Responsibility

My responsibility is to express an opinion on compliance for each of
the Organization’s major federal programs based on my audit of the
types of compliance requirements referred to above. I conducted my
audit of compliance in accordance with auditing standards which are
generally 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 I
plan and perform the audit to obtain reasonable assurance about whether
noncompliance with the types of compliance requirements referred to
above that could have a direct and material effect on a major federal
program occurred. An audit includes examining, on a test basis,
evidence about the Organization’s compliance with those requirements
and performing such other procedures as I considered necessary in the
circumgtances.

I believe that my audit provides a reasonable basis for my opinion on
compliance for each major federal program. However, my audit does not
provide a legal determination of the Organization’s compliance.
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Opinion on Each Major Federal Program

In my opinion, the Organization complied, in all material respects, with
the types of compliance requirements referred to above that could have a
direct and material effect on each of its major federal programs for the
year ended December 31, 2014.

Report on Internal Control Over Compliance

Management of the Organization is responsible for establishing and
maintaining effective internal control over compliance with the types of
compliance requirements referred to above. In planning and performing my
audit of compliance, I considered the Organization’s internal control
over compliance with the types of requirements that could have a direct
and material effect on each major federal program to determine the
auditing procedures that are appropriate in the circumstances for the
purpose of expressing an opinion on compliance for each major federal
program and to test and report on internal control over compliance in
accordance with OMB Circular A-133, but not for the purpose of expressing
an opinion on the effectiveness of internal control over compliance.
Accordingly, I do not express an opinion on the effectiveness of the
Organization’s internal control over compliance.

A deficiency in internal control over compliance exists when the design
or operation of a control over compliance does not allow management or
employees, in the normal course of performing their assigned functions,
to prevent or detect and correct, noncompliance with a type of compliance
requirement of a federal program on a timely basis. A material weakness
in internal control over compliance is a deficiency, or combination of
deficiencies in internal control over compliance, such that there is a
reasonable possibility that material noncompliance with a type of
compliance requirement of a federal program will not be prevented, or
detected and corrected, on a timely basis. A significant deficiency in
internal control over compliance is a deficiency, or combination of
deficiencies, 1in internal control over compliance with a type of
compliance requirement of a federal program that is less severe than a
material weakness in internal control over compliance, yet important
enough to merit attention by those charged with governance.

My consideration of internal control over compliance was for the limited
purpose described in the first paragraph of this section and was not
designed to identify all deficiencies in internal control over compliance
that might be material weaknesses or significant deficiencies. I did not
identify any deficiencies in internal control over compliance that I
consider to be material weaknesses. However, material weaknesses may
exist that have not been identified.

The purpose of this report on internal control over compliance is solely
to describe the scope of my testing of internal control over compliance
and the results of that testing based on the requirements of OMB Circular
A-133. Accordingly, this report is not suitable for any other purpose.

L) Uospelidt

March 26, 2015 Certified Public Accountant
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COASTAL FAMILY HEALTH CENTER, INC.
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE YEAR ENDED DECEMBER 31, 2014

SECTION I - SUMMARY OF AUDITOR’S RESULTS

Financial Statements
Type of auditor’s report issued: Unqualified

Internal control over financial reporting:
Material weaknesses identified? yes X no

Significant deficiencies identified that
are not considered material weaknesses? yes X none reported
Noncompliance material to financial

statements noted? ves X no

Federal Awards
Internal control over major programs:

Material weaknesses identified? yes X no

Significant deficiencies identified that
are not considered material weaknesses? yes X none reported

Type of auditor’s report issued on
compliance for major programs: Unqualified

Any audit findings disclosed that are

required to be reported by Sec. 510 (a)

of OMB Circular A-1337? yes X no
Identification of major programs:

Department of Health & Human Services

1.) CFDA #93.224 Consolidated Health Centers
2.) CFDA #93.918 Ryan White Outpatient Early Intervention Services

Dollar threshold used to distinguish
between type A and type B programs: $300,000

Auditee qualified as low-risk auditee? X yes no

SECTION II - FINANCIAL STATEMENT FINDINGS

None

SECTION III - FEDERAL AWARD FINDINGS & QUESTIONED COSTS
None.
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S. W. CHIEPALICH

CERTIFIED PUBLIC ACCOUNTANT, PC.

3800 Airport Boulevard
Suite 101
P.O. Box 850335
Mobile, Alabama 36685
(251) 610-3792

March 26, 2015

Board of Directors

Coastal Family Health Center, Inc.
Biloxi, Mississippi

Several high-profile cases of improper financial reporting in the last
decade or so have occurred with both public companies (Enron, Worldcom,
HealthSouth, etc.) as well as non-profit organizations (United Way,

American Red Cross, the Nature Conservancy). These and other cases led
to the passage of the Sarbanes-Oxley Act of 2002 and the most
comprehensive overall of auditing standards in over 30 years. These

revised auditing standards (the Standards) which are now generally
accepted in the U.S. were incorporated into Coastal Family Health
Center, Inc.’s (the Center’s) 2014 audit and reflect a heightenec

responsibility to communicate certain matters to the Board. This
letter, which is formatted into three specific sections (control
deficiencies, other required communications, and management

representations) is designed to meet this communication responsibility

and include the representations that management is required to make in
a financial statement audit.

Control Deficiencies

The Standards require that I consider the Center’s internal control over
financial reporting when planning and performing the Center’s audit.
This consideration is necessary merely to properly design the audit and
is not of sufficient detail to render an overall opinion on the
effectiveness of the Center’s internal control. Therefore, this Iimited
consideration of internal control would not necessarily identify all
deficiencies in internal control.

A control deficiency exists when the design or operation of a control
does not allow management or employees to timely prevent or detect, in
the normal course of business, financial statement misstatements. A
control deficiency can be either a '"significant deficiency" or a
"material weakness", as defined below, depending on the severity of the
control deficiency (with material weaknesses being the more severe). I
did not identify any deficiencies in internal control over financial
reporting that I consider to be material weaknesses.

"Significant deficiency" - one or more control deficiencies that diminishes the Center’s ability to initiate, process, and report financial transactions (in accordance with
generally accepted accounting principles) to the extent that makes it more than remotely possible that a significant financial statement misstatement could occur due to error
or fraud and not be prevented or detected by the Center’s internal control.

"Material weakness" - one or more significant deficiencies that makes it more than remotely possible that a material financial statement misstatement could occur due to errcr
or fraud and not be prevented or detected by the Center’s internal control.
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Other Required Communications

The Auditor’s Respongibility Under U.S. Generally Accepted Auditing
Standards - The auditor’s responsibility is to render an opinion about
whether the internally-prepared financial statements are fairly
presented, in all material respects, with U.S. generally accepted
accounting principles. This responsibility does not relieve management
of its responsibility regarding the financial statements.

Scope and Timing of the Audit - The audit was performed in accordance
with the planned scope and timing, which was consistent with prior
audits.

Qualitative Aspects of Accounting Practices - Although the auditor can
advise management about the appropriateness of accounting policies and
their application, management retains ultimate responsibly for their
selection and use. The significant accounting policies used by the
Center are described in Note 1 to the audited financial statements and
no new accounting policies were adopted during 2014. There were no
transactions entered into by the Center during 2014 for which there is
a lack of authoritative guidance and there are no significant
transactions that have been recognized in the financial statements in a
different period than when the transaction occurred.

The use of estimates in the preparation of financial statements is
discussed in the notes to the audited financial statements, as well as
the estimate for doubtful accounts which wag establiched. I evaluated
the factors and assumptions used to develop the allowance and determined
that it is reasonable in relation to the financial statements taken as
a whole.

Difficulties Encountered in Performing the Audit - None.

Corrected and Uncorrected Financial Statement Misstatements - All
significant misstatements noted during the audit have been reported to
management in the form of "Adjusting Journal Entries", which were

reviewed and approved by management and properly recorded in the
Center’s accounting records.

Disagreements with Management - None.

Management Consultations with Other Independent Accountants (i.e. second
opinions) - To my knowledge, there were no consultations with other
accountants.




Other Miscellaneous Items:- The following items do not represent
material misstatements in the financial statements, material weaknesses
in internal control, or material noncompliance with major federal
programs. However, they are additional items noted during the course
that I believe warrant management action.

1.) The Center continues to experience significant operating losses.
Total cash and savings as of December 31, 2014 has declined by
almost $2,000,000 since December 31, 2012. The remaining cash and
savings on hand as of December 31, 2014 totaled $1,077,363. Also,
in March 2015, $144,000 in debt was incurred to meet the Center’s
working capital needs. Although management implemented a cost
recovery plan in the second half of 2014, significantly stronger
action appears warranted.

In addition to the 2014 cost recovery plan, management has
developed a major new revenue source (340b drug program) but is
cautioned not to place undue reliance on this program to mitigate
the need for major improvement with the organization’s core
business activities.

2.) An indirect cost rate proposal has not been submitted to the
federal government for approval.

3.) The mailing of monthly patient statements (which costs about
$10,000 per month) appears to outweigh the benefits of such
statements. Quarterly statements are recommended.

4.) The Center continues to need improvement in its encounter billing
procedures. During a random sample of 25 encounters, several

exceptions were noted in connection with the identification of the
appropriate responsible party to bill, timeliness of processing,
determination of the appropriate sliding fee discount, or the
verification of the patient’s stated income.

Specific findings were noted as follow:

a.) When a claim was rejected by Medicaid due to a clerical
error involving an incorrect date, it was written off rather
than resubmitting the claim with the correct date.

b.) One payment was noted as having been posted to the wrong
encounter (although it was posted to the correct patient

account.)
c.) One "no proof-full pay" patient was incorrectly slid to $30.
d.) One patient who gqualified for a reduced fee was not slid.
e.) One patient’s reduced fee was based on stated rather than

documented income.

f.) One payment made at the date of the October visit was not
applied to the account until the following March.
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Also, dental Medicaid claims processing has experienced
protracted delays since the NextGen conversion in July 2014.

Finally, it appears that management should revisit the Ryan White
sliding fee program requirements since there appears to have been
some noncompliance therewith since management indicated that no
charges were assessed to any Ryan White patients during 2014.
Y. Although most of the Center’s Ryan White patients should qualify
' for a 100% discount, they are nonetheless subject to a sliding fee
scale and are not automatically exempt from charges.

5.) The Center has numerous prepaid expenses in the course of the year
for wvarious types of insurance, trade association dues, and
software licenses and maintenance agreements. Such items are

expensed when paid, necessitating a comprehensive analysis and
computation at year end to establish the proper prepaid account
balance for the vyear end financial statement. Therefore,
recording such items as prepaid when paid (with a automatic
journal entry to amortize the cost over the proper period) is
recommended.

Other minor findings:

a.) The Center’s cyber liability insurance premium ($10,930) was
charged to the wrong indirect cost pool, resulting in about
$2,000 of thig cost being improperly allocated to an entity
for which the Center performs contract bookkeeping services.

b.) One of the Mississippi SafeNet members (GA Carmichael Family
Health Center) is 10 months past due ($7,788) for monthly
telecom services.

The above information is intended solely for the use of the Center’s
Board and management and should not be used by anyone else.

AW Doopudick.

Certified Public Accountant

Management Representations

In connection with the audit of the Center’s 2013 and 2014 financial
statements, management confirms, to the best of its knowledge and
belief, the following representations made the auditor during the audit.



We (i.e. management) are responsible for the fair presentation in
the financial statements of financial position, results of
operationsg, and cash flows in conformity with generally accepted
accounting principles. We are also responsible for adopting sound
accounting policies and internal controls and for preventing and
detecting fraud.

We have made available to you all:
a) Financial records and related data;

b) Minutes of the meetings of the Board and committees of the
Board, or summaries of actions of recent meetings for which
minutes have not yet been prepared.

There have been no:

a) Fraud (intentional misstatements or omissions of amounts or
disclosures in financial statements or misappropriation of
assets) involving management or employees who have significant
roles in the system of internal accounting control.

b) Fraud involving other employees that could have a material
effect on the financial statements.

c) Communications from regulatory agencies concerning
noncompliance with, or deficiencies in, financial reporting
practices that could have a material effect on the financial
statements.

There are no material transactions that have not been properly
recorded 1in the accounting records underlying the financial
statements, and there are no undisclosed assets or liabilities.

The following have been properly recorded or disclosed in the
financial statements:
a) Related party transactions and related amounts receivable or
payable, including sales, purchases, loans, transfers, leasing
arrangements, and guarantees.

b) Arrangements with financial institutions involving
compensating balances or other arrangements involving
restrictions on cash balances and line-of-credit or similar
arrangements.

c¢) Arrangements to repurchase assets previously sold.
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We have not adopted any plans nor do we have present intentions
that could materially affect the carrying value or classification
of assets or liabilities in the financial statements.

We have disclosed to you all pending or threatened litigation,
claims, or assessment that are required to be accrued or disclosed
in the financial statements 1in accordance with professional
standards, and any consultations with lawyers concerning such
litigation, claims, or assessments.

There are no ecstimates that may be subject to a material change in
the near term that have not been properly digcloged in the
financial statements. We understand that near term means the
period within gre yean of the date of the financisgl stabtements. In
addition, we have no knowledge of concentrations existing at the
date of the financial statements that make the company wvulnerable
to the risk of severe impact that have not been properly disclosed
in the financial statements. We understand that concentrations
include individual or group concentrations of customers, suppliers,
lenders, products, services, sources of labor or materials,
licenses or other rights, or operating areas or markets. We
further understand that severe impact means a significant
financially disruptive effect on the normal functioning of the
company .

There are no:

a) Violations or possible violations of laws or regulations whose
effects are regarded as significant enough to be considered
for disclosure in the financial statements or as a basis for
recording a loss contingency.

b) Other 1liabilities or gain or 1loss contingencies that are
required to be accrued or disclosed by Statement of Financial
Accounting Standards No. 5.

c) Reservations or designations of net assets that were not
properly authorized and approved.

We have complied with all aspects of contractual agreements that
would have a material effect on the financial statements in the
event of noncompliance.

We believe the effects of the uncorrected financial statement
misstatements summerizes 4in the attached schedwle, if any, are
immaterial, both individually and in the aggregate, to the
financial statements taken as a whole.

No events have occurred subsequent to the balance sheet date that
would require adjugtment to, or disclosure in, the financial state-
ments.



135

14.

We

With respect to federal financial assistance programs:

a)

The Center is an exempt organization under Section 501 (c
Any activities of which we are aware that
would jeopardize this tax status, and all activities subject to tax
on unrelated business income or excise or other tax,
All required filings with tax authorities are

Internal Revenue Code.

disclosed to you.

We have identified in the schedule of federal financial
assistance all assistance provided by federal agencies
in the form of grants, contracts, loans guarantees,
property, cooperative agreements, interest subsidies,
insurance, or direct appropriations.

We have identified the requirements governing political
activity, civil rights, cash management, federal
financial «reports, allowable costs/cost principles,
drug-free work-place, and administrative requirements
over federal financial assistance.

We have identified the requirements governing types of
services allowed or not allowed; eligibility; matching,
level of effort, or earmarking; reporting; claims for
advances and reimbursements; and amounts claimed or used
for matching that are applicable to major federal
financial assistance programs, which are identified in
the schedule of findings and questioned costs.

We have complied with reporting requirements in
connection with federal financial assistance and
information presented in federal financial reports and
claims for advances and reimbursements is supported by
the accounting records from which the basic financial
statements were prepared.

We have identified and disclosed to you all amounts
questioned, as well as known violations of requirements
that, if not complied with, could have a material effect
on a major federal financial assistance program, and all
civil rights complaints filed against us or
investigations completed or in progress of which we are
aware.

up-to-date.

acknowledge receipt of this letter and affirm the management

representations contained herein.

Signature Slgnature

)3 of the

have been



