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INDEPENDENT AUDITOR’S REPORT

Community Health Board
Meeker-McLeod-Sibley Community Health Services
Litchfield, Minnesota

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities and the
General Fund of Meeker-McLeod-Sibley Community Health Services as of and for the year ended
December 31, 2018, and the related notes to the financial statements, which collectively comprise
the Health Services’ basic financial statements, as listed in the table of contents.

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 generally accepted in the United States 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

Our responsibility is to express opinions 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 from 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 judgment,
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 Health Services’ preparation and fair presentation of the financial statements in
order to design audit procedures that are appropriate in the circumstances, but not for the purpose
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of expressing an opinion on the effectiveness of the Health Services’ internal control.
Accordingly, we express no such opinion. 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.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our audit opinions.

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects,
the respective financial position of the governmental activities and the General Fund of
Meeker-McLeod-Sibley Community Health Services as of December 31, 2018, and the respective
changes in financial position thereof for the year then ended in accordance with accounting
principles generally accepted in the United States of America.

Other Matters

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the Required
Supplementary Information as listed in the table of contents be presented to supplement the basic
financial statements. Such information, although not part of the basic financial statements, is
required by the Governmental Accounting Standards Board (GASB), who considers it to be an
essential part of financial reporting for placing the basic financial statements in an appropriate
operational, economic, or historical context. We have applied certain limited procedures to the
required supplementary information in accordance with auditing standards generally accepted in
the United States of America, which consisted of inquiries of management about the methods of
preparing the information and comparing the information for consistency with management’s
responses to our inquiries, the basic financial statements, and other knowledge we obtained during
our audit of the basic financial statements. We do not express an opinion or provide any assurance
on the information because the limited procedures do not provide us with sufficient evidence to
express an opinion or provide any assurance.

Management has omitted the Management’s Discussion and Analysis that accounting principles
generally accepted in the United States of America require to be presented to supplement the basic
financial statements. Such missing information, although not a part of the basic financial
statements, is required by the GASB, who considers it to be an essential part of financial reporting
for placing the basic financial statements in an appropriate operational, economic, or historical
context. Our opinion on the basic financial statements is not affected by this missing information.

Supplementary Information

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise Meeker-McLeod-Sibley Community Health Services’ basic financial
statements. The Other Schedules, which includes the Schedule of Intergovernmental Revenue and
the Schedule of Expenditures of Federal Awards (SEFA), and the related notes to the SEFA, are
presented for purposes of additional analysis and are not a required part of the basic financial
statements. Such information is the responsibility of management and was derived from and
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relates directly to the underlying accounting and other records used to prepare the basic financial
statements. The information has been subjected to the auditing procedures applied in the audit of
the basic financial statements and certain additional procedures, including comparing and
reconciling such information directly to the underlying accounting and other records used to
prepare the basic financial statements or to the basic financial statements themselves, and other
additional procedures in accordance with auditing standards generally accepted in the United
States of America. In our opinion, the information is fairly stated, in all material respects, in
relation to the basic financial statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
September 6, 2019, on our consideration of Meeker-McLeod-Sibley Community Health Services’
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 solely 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 effectiveness of
Meeker-McLeod-Sibley Community Health Services’ 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 Meeker-McLeod-Sibley Community Health
Services’ internal control over financial reporting and compliance.

Report on Schedule of Expenditures of Federal Awards Required by the Uniform Guidance

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the Health Services’ basic financial statements. The accompanying SEFA,
as required by Title 2 U.S. Code of Federal Regulations Part 200, Uniform Administrative
Requirements, Cost Principles, and Audit Requirements for Federal Awards (Uniform Guidance),
is presented for purposes of additional analysis and is not a required part of the basic financial
statements. The SEFA is the responsibility of management and was derived from and relates
directly to the underlying accounting and other records used to prepare the basic financial
statements. Such information has been subjected to the auditing procedures applied in the audit
of the basic financial statements and certain additional procedures, including comparing and
reconciling such information directly to the underlying accounting and other records used to
prepare the basic financial statements or to the basic financial statements themselves, and other
additional procedures in accordance with auditing standards generally accepted in the United
States of America. In our opinion, the SEFA is fairly stated, in all material respects, in relation to
the basic financial statements as a whole.

/s/Julie Blaha /sIGreg Hierlinger
JULIE BLAHA GREG HIERLINGER, CPA
STATE AUDITOR DEPUTY STATE AUDITOR

September 6, 2019
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MEEKER-MCLEOD-SIBLEY COMMUNITY HEALTH SERVICES
LITCHFIELD, MINNESOTA
EXHIBIT 1

GENERAL FUND BALANCE SHEET AND GOVERNMENTAL ACTIVITIES
STATEMENT OF NET POSITION WITH ADJUSTMENTS TO CONVERT MODIFIED TO FULL ACCRUAL

DECEMBER 31, 2018
General Governmental
Fund Adjustments Activities
Assets and Deferred Outflows of Resources
Current assets
Cash and pooled investments $ 188,345 $ - $ 188,345
Due from other governments 551,896 - 551,896
Noncurrent assets
Capital assets
Depreciable — net of accumulated depreciation - 7,033 7,033
Total Assets $ 740,241 $ 7,033 $ 747,274
Deferred Outflows of Resources
Deferred pension outflows - 76,218 76,218
Total Assets and Deferred Outflows of Resources $ 740,241 $ 83,251 $ 823,492
Liabilities, Deferred Inflows of Resources,
and Fund Balance/Net Position
Liabilities
Current liabilities
Accounts payable $ 18,675  $ - $ 18,675
Salaries payable 25,875 - 25,875
Accrued payroll taxes 4,686 - 4,686
Other accrued liabilities 190 - 190
Due to other governments 477,217 - 477,217
Compensated absences payable - 8,862 8,862
Noncurrent liabilities
Compensated absences payable — long-term - 4,209 4,209
Net pension liability - 155,333 155,333
Total Liabilities $ 526,643 $ 168,404 $ 695,047
Deferred Inflows of Resources
Deferred pension inflows $ - $ 86,397 $ 86,397
Fund Balance
Assigned for health programs $ 213,598  § (213,598) $ -

The notes to the financial statements are an integral part of this statement. Page 5



MEEKER-MCLEOD-SIBLEY COMMUNITY HEALTH SERVICES
LITCHFIELD, MINNESOTA

EXHIBIT 1
(Continued)

GENERAL FUND BALANCE SHEET AND GOVERNMENTAL ACTIVITIES
STATEMENT OF NET POSITION WITH ADJUSTMENTS TO CONVERT MODIFIED TO FULL ACCRUAL

DECEMBER 31, 2018
General Governmental
Fund Adjustments Activities
Liabilities, Deferred Inflows of Resources,
and Fund Balance/Net Position
(Continued)
Net Position
Investment in capital assets $ 7,033 $ 7,033
Unrestricted 35,015 35,015
Total Net Position $ 42,048 $ 42,048
Total Liabilities, Deferred Inflows of Resources,
and Fund Balance/Net Position $ 740,241 $ 83,251 § 823,492
Reconciliation of the General Fund Balance to Net Position —
Governmental Activities
Fund Balance — General Fund $ 213,598
Capital assets, net of accumulated depreciation, used in
governmental activities are not financial resources and,
therefore, are not reported in the governmental fund. 7,033
Deferred outflows of resources resulting from pension
obligations are not available resources and, therefore, are
not reported in the governmental fund. 76,218
Long-term liabilities, are not due and payable in the current
period and, therefore, are not reported in the governmental
fund.
Compensated absences payable $ (13,071)
Net pension liability (155,333) (168,404)
Deferred inflows of resources resulting from pension
obligations are not due and payable in the current period
and, therefore, are not reported in the governmental
fund. (86,397)
Net Position — Governmental Activities $ 42,048

The notes to the financial statements are an integral part of this statement. Page 6



MEEKER-MCLEOD-SIBLEY COMMUNITY HEALTH SERVICES
LITCHFIELD, MINNESOTA
EXHIBIT 2

GENERAL FUND STATEMENT OF REVENUES, EXPENDITURES,
AND CHANGES IN FUND BALANCE AND GOVERNMENTAL ACTIVITIES
STATEMENT OF ACTIVITIES WITH ADJUSTMENTS TO CONVERT MODIFIED TO FULL ACCRUAL
FOR THE YEAR ENDED DECEMBER 31, 2018

General Governmental
Fund Adjustments Activities
Revenues
Intergovernmental $ 1,854,491 $ - $ 1,854,491
Gifts and contributions 11,171 - 11,171
Total Revenues $ 1,865,662 $ - $ 1,865,662
Expenditures/Expenses
Health
Current $ 754,151 $ 4,272 $ 758,423
Intergovernmental 1,117,584 - 1,117,584
Depreciation - 1,709 1,709
Total Expenditures/Expenses $ 1,871,735 $ 5,981 $ 1,877,716
Net Change in Fund Balance/Net Position $ 6,073) $ (5,981) $ (12,054)
Fund Balance/Net Position — January 1 219,671 (165,569) 54,102
Fund Balance/Net Position — December 31 $ 213,598 § (171,550) $ 42,048

The notes to the financial statements are an integral part of this statement. Page 7



MEEKER-MCLEOD-SIBLEY COMMUNITY HEALTH SERVICES

LITCHFIELD, MINNESOTA

GENERAL FUND STATEMENT OF REVENUES, EXPENDITURES,

AND CHANGES IN FUND BALANCE AND GOVERNMENTAL ACTIVITIES

EXHIBIT 2
(Continued)

STATEMENT OF ACTIVITIES WITH ADJUSTMENTS TO CONVERT MODIFIED TO FULL ACCRUAL

FOR THE YEAR ENDED DECEMBER 31, 2018

Reconciliation of the Statement of General Fund Revenues,

Expenditures, and Changes in Fund Balance to the Statement
of Activities of Governmental Activities

Net Change in Fund Balance

Governmental funds report capital outlays as expenditures.
However, in the statement of activities, the cost of those

assets is allocated over their estimated useful lives and
reported as depreciation expense.

Capital outlays reported as expenditures $
Current year depreciation

Some expenses reported in the statement of activities do not
require the use of current financial resources and, therefore,
are not reported as expenditures in the governmental fund.

Change in compensated absences payable $
Change in other postemployment benefits

Change in net pension liability

Change in deferred pension outflows

Change in deferred pension inflows

Change in Net Position of Governmental Activities

The notes to the financial statements are an integral part of this statement.

(6,073)
4,436
(1,709 2,727
(5,207)
9,316
72,056
(40,628)
(44,245) (8,708)
(12,054)
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MEEKER-MCLEOD-SIBLEY COMMUNITY HEALTH SERVICES
LITCHFIELD, MINNESOTA

NOTES TO THE FINANCIAL STATEMENTS
AS OF AND FOR THE YEAR ENDED DECEMBER 31, 2018

Summary of Significant Accounting Policies

Meeker-McLeod-Sibley Community Health Services’ financial statements are prepared in
accordance with accounting principles generally accepted in the United States of America
(GAAP) for the year ended December 31, 2018. The Governmental Accounting Standards
Board (GASB) is responsible for establishing GAAP for state and local governments through
its pronouncements (statements and interpretations). The more significant accounting policies
established in GAAP and used by the Health Services are discussed below.

A. Financial Reporting Entity

The Meeker-McLeod-Sibley Community Health Board was established pursuant to
Minn. Stat. §§ 145A.09-145A.14 and a joint powers agreement as the
Meeker-McLeod-Sibley Health Services Board effective April 1, 1980. This joint
powers agreement was revised, effective April 19, 1990, and the Board was renamed the
Meeker-McLeod-Sibley Community Health Board. The Community Health Board
consists of nine members, three each from Meeker, McLeod, and Sibley Counties. The
primary function of the joint venture is to provide health services and to promote
efficiency and economy in the delivery of health services.

The Health Services participates in a jointly-governed organization described in Note 4.

B. Basic Financial Statements

Basic financial statements include information on Meeker-McLeod-Sibley Community
Health Services’ activities as a whole and information on the General Fund of the Health
Services. These separate presentations are reported in different columns on Exhibits 1
and 2. Each of the exhibits starts with a column of information based on activities of the
General Fund and reconciles it to a column that reports the “governmental activities” of
Meeker-McLeod-Sibley Community Health Services as a whole.

The governmental activities columns are reported on a full accrual, economic resources
basis, which recognizes all long-term assets and receivables as well as long-term debt
and obligations. Meeker-McLeod-Sibley Community Health Services’ net position is
reported as an investment in capital assets and unrestricted net position.
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MEEKER-MCLEOD-SIBLEY COMMUNITY HEALTH SERVICES
LITCHFIELD, MINNESOTA

Summary of Significant Accounting Policies

B.

Basic Financial Statements (Continued)

Meeker-McLeod-Sibley Community Health Services first utilizes restricted resources to
finance qualifying activities. The statement of activities demonstrates the degree to
which the expenses of Meeker-McLeod-Sibley Community Health Services are offset by
revenues.

The balance sheet and statement of revenues, expenditures, and changes in fund balance
for the General Fund are presented on the modified accrual basis of accounting and report

current financial resources.

Measurement Focus and Basis of Accounting

The government-wide financial statements are reported using the economic resources
measurement focus and the full accrual basis of accounting. Revenues are recorded when
earned, and expenses are recorded when a liability is incurred, regardless of the timing
of related cash flows. Grants and similar items are recognized as revenue as soon as all
eligibility requirements imposed by the provider have been met.

Governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are
recognized as soon as they are both measurable and available. Meeker-McLeod-Sibley
Community Health Services considers all revenues as available if collected within
90 days after the end of the current period. Charges for services are considered
susceptible to accrual. Expenditures are recorded when the related fund liability is
incurred, except for compensated absences, which is recognized as an expenditure to the
extent that it has matured.

When both restricted and unrestricted resources are available for use, it is the Health
Services’ policy to use restricted resources first and then unrestricted resources as

needed.

Assets, Liabilities, Deferred Outflows/Inflows of Resources, and Net Position or Equity

1. Due From/To Other Governments

Due from/to other governments amounts represent receivables and payables related
to grants from other federal, state, and local governments for the program
administration.
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MEEKER-MCLEOD-SIBLEY COMMUNITY HEALTH SERVICES

LITCHFIELD, MINNESOTA

1.  Summary of Significant Accounting Policies

D. Assets, Liabilities, Deferred Qutflows/Inflows of Resources, and Net Position or Equity

1.

Due From/To Other Governments (Continued)

No allowance for uncollectible receivables has been provided because such
amounts are not expected to be material.

Capital Assets

Capital assets and related depreciation are recorded in the governmental activities
column in the statement of net position. Meeker-McLeod-Sibley Community
Health Services defines capital assets as assets with an initial, individual cost of
more than $5,000 and an estimated useful life in excess of one year. Such assets
are recorded at historical cost or estimated historical cost if purchased or
constructed. Donated capital assets are recorded at acquisition value.

Capital assets of Meeker-McLeod-Sibley Community Health Services are
depreciated using the straight-line method over an estimated five-year useful life.

Compensated Absences

The liability for compensated absences reported in the financial statements consists
of unpaid, accumulated vacation, comp time, vested sick leave balances, and sick
leave balances in excess of the maximum balance. The liability has been calculated
using the vesting method, in which leave amounts for both employees who currently
are eligible to receive termination payments and other employees who are expected
to become eligible in the future to receive such payments upon termination are
included. Compensated absences are accrued when incurred in the
government-wide financial statements. A liability for this amount is reported in the
governmental fund only if it has matured, for example, as a result of employee
resignations and retirements. The current portion of compensated absences is based
on percentages predetermined by management.

Page 11



MEEKER-MCLEOD-SIBLEY COMMUNITY HEALTH SERVICES

LITCHFIELD, MINNESOTA

Summary of Significant Accounting Policies

D. Assets, Liabilities, Deferred Qutflows/Inflows of Resources, and Net Position or Equity

(Continued)

4,

Deferred Outflows/Inflows of Resources

In addition to assets, the statement of financial position reports a separate section
for deferred outflows of resources. This separate financial statement element,
deferred outflows of resources, represents a consumption of net position that applies
to a future period(s) and will not be recognized as an outflow of resources
(expenditure/expense) until then. Meeker-McLeod-Sibley Community Health
Services reports deferred outflows of resources only under the full accrual basis of
accounting associated with the pension plan and, accordingly, is only reported in
the statement of net position.

In addition to liabilities, the statement of financial position reports a separate section
for deferred inflows of resources. This separate financial statement element,
deferred inflows of resources, represents an acquisition of net position that applies
to a future period(s) and so will not be recognized as an inflow of resources
(revenue) until that time. Meeker-McLeod-Sibley Community Health Services
reports deferred inflows of resources associated with pension benefits. This
deferred inflow of resources arises only under the full accrual basis of accounting
and, accordingly, is reported only in the statement of net position.

Classification of Net Position

Net position in the government-wide statements is classified in the following
categories:

Investment in capital assets — the amount of net position representing capital
assets, net of accumulated depreciation.

Unrestricted — the amount of net position that does not meet the definition of
investment in capital assets or restricted.

Classification of Fund Balance

Fund balance is divided into classifications based primarily on the extent to which
the Health Services is bound to observe constraints imposed upon the use of
resources in the General Fund. The Health Services only has assigned fund balance.
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MEEKER-MCLEOD-SIBLEY COMMUNITY HEALTH SERVICES
LITCHFIELD, MINNESOTA

1.  Summary of Significant Accounting Policies

D. Assets, Liabilities, Deferred Qutflows/Inflows of Resources, and Net Position or Equity

6. Classification of Fund Balance (Continued)

Assigned — amounts in the assigned fund balance classification are intended to
be used for specific purposes but do not meet the criteria to be classified as
restricted or committed. In the General Fund, assigned amounts represent
intended uses established by the Community Health Board or the Community
Health Board Director, who has been delegated that authority.

7. Budgetary Information

The Health Services adopts estimated revenue and expenditure budgets for the
General Fund on the modified accrual basis. The legal level of budgetary control is
the function level. Appropriations lapse at year-end. The budgets may be amended
or modified at any time by the Community Health Board.

8.  Use of Estimates

The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make
estimates and assumptions that affect the reported amounts of assets, deferred
outflows of resources, liabilities, and deferred inflows of resources; 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.

9. Pension Plan

For purposes of measuring the net pension liability, deferred outflows/inflows of
resources, and pension expense, information about the fiduciary net position of the
Public Employees Retirement Association (PERA) and additions to/deductions
from PERA’s fiduciary net position have been determined on the same basis as they
are reported by PERA, except that PERA’s fiscal year-end is June 30. For this
purpose, plan contributions are recognized as of employer payroll paid dates, and
benefit payments and refunds are recognized when due and payable in accordance
with the benefit terms. Plan investments are reported at fair value.
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MEEKER-MCLEOD-SIBLEY COMMUNITY HEALTH SERVICES

LITCHFIELD, MINNESOTA

2.

Detailed Notes

A. Assets

1. Deposits and Investments

Deposits

The Health Services is authorized by Minn. Stat. §§ 118A.02 and 118A.04 to
designate a depository for public funds and to invest in certificates of deposit.
The Health Services is required by Minn. Stat. § 118A.03 to protect deposits
with insurance, surety bond, or collateral. The market value of collateral
pledged shall be at least ten percent more than the amount on deposit at the

close of the financial institution’s banking day, not covered by insurance or
bonds.

Authorized collateral includes treasury bills, notes and bonds; issues of
U.S. government agencies; general obligations rated “A” or better and revenue
obligations rated “AA” or better; irrevocable standby letters of credit issued by
the Federal Home Loan Bank; and certificates of deposit. Minnesota statutes
require that the securities pledged as collateral be held in safekeeping in a
restricted account at the Federal Reserve Bank or in an account at a trust
department of a commercial bank or other financial institution that is not owned
or controlled by the financial institution furnishing the collateral.

Custodial Credit Risk

Custodial credit risk is the risk that in the event of a financial institution failure,
the County’s deposits may not be returned to it. The Health Services does not
have a deposit policy for custodial credit risk. As of December 31, 2018, the
Health Services’ deposits were not exposed to custodial credit risk.

Investments

The Health Services may invest in the following types of investments as
authorized by Minn. Stat. §§ 118A.04 and 118A.05:

(1)  securities which are direct obligations or are guaranteed or insured issues
of the United States, its agencies, its instrumentalities, or organizations
created by an act of Congress, except mortgage-backed securities defined
as “high risk” by Minn. Stat. § 118A.04, subd. 6;
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MEEKER-MCLEOD-SIBLEY COMMUNITY HEALTH SERVICES

LITCHFIELD, MINNESOTA

2.

Detailed Notes
A. Assets
1.

2.

Deposits and Investments

b. Investments (Continued)

(2) mutual funds through shares of registered investment companies
provided the mutual fund receives certain ratings depending on its
investments;

(3) general obligations of the State of Minnesota and its municipalities, and
in certain state agency and local obligations of Minnesota and other states
provided such obligations have certain specified bond ratings by a
national bond rating service;

(4) Dbankers’ acceptances of United States banks;

(5) commercial paper issued by United States corporations or their Canadian
subsidiaries that is rated in the highest quality category by two nationally
recognized rating agencies and matures in 270 days or less; and

(6) with certain restrictions, in repurchase agreements, securities lending
agreements, joint powers investment trusts, and guaranteed investment
contracts.

The Health Services had no investments as of December 31, 2018.

Receivables

The Health Services did not have any receivables scheduled to be collected beyond
one year as of December 31, 2018.
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MEEKER-MCLEOD-SIBLEY COMMUNITY HEALTH SERVICES
LITCHFIELD, MINNESOTA

2. Detailed Notes

A. Assets (Continued)

3. Capital Assets

Capital asset activity for the year ended December 31, 2018, was as follows:

Beginning Ending
Balance Increase Decrease Balance
Capital assets depreciated
Office equipment $ 15356 $ 4436 $ - $ 19,792
Less: accumulated depreciation for
Office equipment (11,050) (1,709) - (12,759)
Total Capital Assets Depreciated,
Net $ 4,306 $ 2,727 $ - $§ 7,033

Depreciation expense of $1,709 was charged to the Health Services’ health function
in 2018.

B. Liabilities

Changes in Long-Term Liabilities

Long-term liability activity for the year ended December 31, 2018, was as follows:

Beginning Ending Due Within
Balance Additions Reductions Balance One Year
Compensated absences $ 7,864 $ 5,207 $ - $ 13,071 $ 8,862
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MEEKER-MCLEOD-SIBLEY COMMUNITY HEALTH SERVICES

LITCHFIELD, MINNESOTA

2.

Detailed Notes (Continued)

C. Defined Benefit Pension Plan

1.

Plan Description

All full-time and certain part-time employees of Meeker-McLeod-Sibley
Community Health Services are covered by a defined benefit pension plan
administered by the Public Employees Retirement Association of Minnesota
(PERA). PERA administers the General Employees Retirement Plan (the General
Employees Plan), which is a cost-sharing, multiple-employer retirement plan. The
plan is established and administered in accordance with Minn. Stat. chs. 353
and 356. PERA’s defined benefit pension plan is a tax qualified plan under
Section 401(a) of the Internal Revenue Code.

The General Employees Plan (accounted for in the General Employees Fund) has
multiple benefit structures with members belonging to the Coordinated Plan, the
Basic Plan, or the Minneapolis Employees Retirement Fund. Coordinated Plan
members are covered by Social Security and Basic Plan and Minneapolis Employees
Retirement Fund members are not. The Basic Plan was closed to new members in
1967. The Minneapolis Employees Retirement Fund was closed to new members
during 1978 and merged into the General Employees Plan in 2015. All new
members must participate in the Coordinated Plan, for which benefits vest after five
years of credited service. No Meeker-McLeod-Sibley Community Health Services
employees belong to either the Basic Plan or the Minneapolis Employees Retirement
Fund.

Benefits Provided

PERA provides retirement benefits as well as disability benefits to members and
benefits to survivors upon death of eligible members. Benefit provisions are
established by state statute and can be modified only by the state legislature. Benefit
increases are provided to benefit recipients each January. Increases are related to
the funding ratio of the plan. Benefit recipients receive a future annual 1.00 percent
for the post-retirement benefit increase. If the funding ratio reaches 90 percent for
two consecutive years, the benefit increase will be 2.50 percent. If, after reverting
to a 2.50 percent benefit increase, the funding ratio declines to less than 80 percent
for one year or less than 85 percent for two consecutive years, the benefit increase
will decrease to 1.00 percent.
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MEEKER-MCLEOD-SIBLEY COMMUNITY HEALTH SERVICES

LITCHFIELD, MINNESOTA

2.

Detailed Notes

C. Defined Benefit Pension Plan

2.

Benefits Provided (Continued)

The benefit provisions stated in the following paragraph of this section are current
provisions and apply to active plan participants. Vested, terminated employees who
are entitled to benefits but are not yet receiving them are bound by the provisions in
effect at the time they last terminated their public service.

Benefits are based on a member’s highest average salary for any 60 consecutive
months of allowable service, age, and years of credit at termination of service. Two
methods are used to compute benefits for Coordinated Plan members. Members
hired prior to July 1, 1989, receive the higher of a step-rate benefit accrual formula
(Method 1) or a level accrual formula (Method 2). Under Method 1, the annuity
accrual rate for a Coordinated Plan member is 1.20 percent of average salary for
each of the first ten years of service and 1.70 percent of average salary for each
remaining year. Under Method 2, the annuity accrual rate is 1.70 percent for
Coordinated Plan members for each year of service. Only Method 2 is used for
members hired after June 30, 1989.

For General Employees Plan members hired prior to July 1, 1989, a full annuity is
available when age plus years of service equal 90, and normal retirement age is 65.
For members hired on or after July 1, 1989, normal retirement age is the age for
unreduced Social Security benefits capped at 66. Disability benefits are available
for vested members and are based on years of service and average high-five salary.

Contributions

Pension benefits are funded from member and employer contributions and income
from the investment of fund assets. Rates for employer and employee contributions
are set by Minn. Stat. ch. 353. These statutes are established and amended by the
state legislature. General Employees Plan members were required to contribute
6.50 percent of their annual covered salary in 2018.

In 2018, the Health Services was required to contribute 7.50 percent of annual

covered salary. The employee and employer contribution rates did not change from
the previous year.
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MEEKER-MCLEOD-SIBLEY COMMUNITY HEALTH SERVICES

LITCHFIELD, MINNESOTA

2.

Detailed Notes

C. Defined Benefit Pension Plan

3.

Contributions (Continued)

The Health Services’ contributions for the General Employees Plan for the year
ended December 31, 2018, were $20,543. The contributions are equal to the
contractually required contributions as set by state statute.

Pension Costs

At December 31, 2018, the Health Services reported a liability of $155,333 for its
proportionate share of the General Employees Plan’s net pension liability. The net
pension liability was measured as of June 30, 2018, and the total pension liability
used to calculate the net pension liability was determined by an actuarial valuation
as of that date. The Health Services’ proportion of the net pension liability was
based on the Health Services’ contributions received by PERA during the
measurement period for employer payroll paid dates from July 1, 2017, through
June 30, 2018, relative to the total employer contributions received from all of
PERA’s participating employers. At June 30, 2018, the Health Services’ proportion
was 0.0028 percent. It was 0.0036 percent measured as of June 30, 2017. The
Health Services recognized pension expense of $33,360 for its proportionate share
of the General Employees Plan’s pension expense.

The Health Services also recognized $1,192 as revenue, which results in a reduction
of the net pension liability, for its proportionate share of the State of Minnesota’s
contribution to the General Employees Plan, which qualifies as a special funding
situation. Legislation requires the State of Minnesota to contribute $16 million to
the General Employees Plan for the fiscal years ended June 30, 2018 and 2019, and
$6 million thereafter, through calendar year 2031.

The Health Services’ proportionate share of the net pension liability $ 155,333

State of Minnesota’s proportionate share of the net pension
liability associated with the Health Services 5,110

Total $ 160,443
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MEEKER-MCLEOD-SIBLEY COMMUNITY HEALTH SERVICES

LITCHFIELD, MINNESOTA

2. Detailed Notes

C. Defined Benefit Pension Plan

4,

Pension Costs (Continued)

The Health Services reported its proportionate share of the General Employees
Plan’s deferred outflows of resources and deferred inflows of resources related to
pensions from the following sources:

Deferred Deferred
Outflows of Inflows of
Resources Resources
Differences between expected and actual
economic experience $ 5,233 $ 5,016
Changes in actuarial assumptions 16,428 20,867
Difference between projected and actual
investment earnings - 22,210
Changes in proportion 41,029 38,304
Contributions paid to PERA subsequent to
the measurement date 13,528 -
Total $ 76,218 $ 86,397

The $13,528 reported as deferred outflows of resources related to pensions resulting
from contributions subsequent to the measurement date will be recognized as a
reduction of the net pension liability in the year ended December 31, 2019. Other
amounts reported as deferred outflows and inflows of resources related to pensions
will be recognized in pension expense as follows:

Pension
Year Ended Expense
December 31 Amount
2019 $ 20,529
2020 (13,453)
2021 (27,540)
2022 (3,243)
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MEEKER-MCLEOD-SIBLEY COMMUNITY HEALTH SERVICES

LITCHFIELD, MINNESOTA

2.

Detailed Notes

C. Defined Benefit Pension Plan (Continued)

5.

Actuarial Assumptions

The total pension liability in the June 30, 2018, actuarial valuation was determined
using the individual entry-age normal actuarial cost method and the following
additional actuarial assumptions:

Inflation 2.50 percent per year
Active member payroll growth 3.25 percent per year
Investment rate of return 7.50 percent

Salary increases were based on a service-related table. Mortality rates for active
members, retirees, survivors, and disabilitants for all plans were based on RP-2014
tables for males or females, as appropriate, with slight adjustments. Cost of living
benefit increases for retirees are assumed to be 1.25 percent.

Actuarial assumptions used in the June 30, 2018, valuation were based on the results
of actuarial experience studies. The experience study for the General Employees
Plan was dated June 30, 2015. Economic assumptions were updated in 2017 based
on a review of inflation and investment return assumptions.

The long-term expected rate of return on pension plan investments is 7.50 percent.
The State Board of Investment, which manages the investments of PERA, prepares
an analysis of the reasonableness of the long-term expected rate of return on a
regular basis using a building-block method in which best-estimate ranges of
expected future rates of return are developed for each major asset class. These
ranges are combined to produce an expected long-term rate of return by weighting
the expected future rates of return by the target asset allocation percentages. The
target allocation and best estimates of arithmetic real rates of return for each major
asset class are summarized in the following table:

Long-Term Expected

Asset Class Target Allocation Real Rate of Return
Domestic stocks 36% 5.10%
International stocks 17 5.30
Bonds (fixed income) 20 0.75
Alternative assets (private markets) 25 5.90
Cash 2 0.00
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MEEKER-MCLEOD-SIBLEY COMMUNITY HEALTH SERVICES

LITCHFIELD, MINNESOTA

2.

Detailed Notes

C. Defined Benefit Pension Plan (Continued)

6.

Discount Rate

The discount rate used to measure the total pension liability was 7.50 percent in
2018, which remained consistent with 2017. The projection of cash flows used to
determine the discount rate assumed that employee and employer contributions will
be made at the rate specified in statute. Based on that assumption, the fiduciary net
position of the General Employees Plan was projected to be available to make all
projected future benefit payments of current active and inactive employees.
Therefore, the long-term expected rate of return on pension plan investments was
applied to all periods of projected benefit payments to determine the total pension
liability.

Changes in Actuarial Assumptions and Plan Provisions

The following changes in actuarial assumptions occurred in 2018:
e  The mortality projection scale was changed from MP-2015 to MP-2017.

e The assumed benefit increase rate was changed from 1.00 percent per year
through 2044 and 2.50 percent per year thereafter, to 1.25 percent per year.

Pension Liability Sensitivity

The following presents the Health Services’ proportionate share of the net pension
liability calculated using the discount rate previously disclosed, as well as what the
Health Services’ proportionate share of the net pension liability would be if it were
calculated using a discount rate 1.00 percentage point lower or 1.00 percentage point
higher than the current discount rate:

Proportionate Share of the
General Employees
Retirement Plan

Discount Net Pension
Rate Liability
1% Decrease 6.50% $ 252,435
Current 7.50 155,333
1% Increase 8.50 75,177
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MEEKER-MCLEOD-SIBLEY COMMUNITY HEALTH SERVICES
LITCHFIELD, MINNESOTA

2. Detailed Notes

C.

Defined Benefit Pension Plan (Continued)

9. Pension Plan Fiduciary Net Position

Detailed information about the pension plan’s fiduciary net position is available in
a separately issued PERA financial report that includes financial statements and
required supplementary information. That report may be obtained on the internet at
www.mnpera.org; by writing to PERA at 60 Empire Drive, Suite 200, St. Paul,
Minnesota 55103-2088; or by calling 651-296-7460 or 1-800-652-9026.

3.  Summary of Significant Contingencies and Other Items

A.

Risk Management

Meeker-McLeod-Sibley Community Health Services is exposed to various risks of loss
related to torts; theft of, damage to, or destruction of assets; errors or omissions; injuries
to employees; or natural disasters. The Health Services has entered into a joint powers
agreement with Minnesota counties to form the Minnesota Counties Intergovernmental
Trust (MCIT) to cover its property and casualty liabilities. There were no significant
reductions in insurance from the previous year or settlements in excess of insurance for
any of the past three years.

The Workers” Compensation Division of MCIT is self-sustaining based on the
contributions charged, so that total contributions plus compounded earnings on these
contributions will equal the amount needed to satisfy claims liabilities and other
expenses. MCIT participates in the Workers” Compensation Reinsurance Association
with coverage at $500,000 in 2018 and 2019. Should the MCIT Workers’ Compensation
Division liabilities exceed assets, MCIT may asses the Health Services in a method and
amount to be determined by MCIT.

The Property and Casualty Division of MCIT is self-sustaining, and the Health Services
pays an annual premium to cover current and future losses. MCIT carries reinsurance
for it property lines to protect against catastrophic losses. Should the MCIT Property and
Casualty Division liabilities exceed assets, MCIT may assess the Health Services in a
method and amount to be determined by MCIT.
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MEEKER-MCLEOD-SIBLEY COMMUNITY HEALTH SERVICES
LITCHFIELD, MINNESOTA

3.

Summary of Significant Contingencies and Other Items (Continued)

B.

Claims and Litigation

Meeker-McLeod-Sibley Community Health Services, in connection with the normal
conduct of its affairs, is involved in various claims, judgments, and litigation. The Health
Services’ attorney estimates that the potential claims against the Health Services resulting
from litigation not covered by insurance would not materially affect the financial
statements of the Health Services.

Contingent Liabilities

Amounts received or receivable from grant 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 applicable funds.
The amount, if any, of the expenditures that may be disallowed by the grantor cannot be
determined at this time, although the Health Services expects such amounts, if any, to be
immaterial.

Jointly-Governed Organization

Minnesota Counties Computer Cooperative

Under Minnesota Joint Powers Law, Minn. Stat. § 471.59, Minnesota counties have created
the Minnesota Counties Computer Cooperative (MCCC) to jointly provide for the
establishment, operation, and maintenance of data processing systems, facilities, and
management information systems. Meeker-McLeod-Sibley Community Health Services
entered into a joint powers agreement with the MCCC during 2015. In 2018, the Health
Services contributed $1,700 in funding to the MCCC in addition to payments for services
provided.
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MEEKER-MCLEOD-SIBLEY COMMUNITY HEALTH SERVICES

LITCHFIELD, MINNESOTA
EXHIBIT A-1
BUDGETARY COMPARISON SCHEDULE
GENERAL FUND
FOR THE YEAR ENDED DECEMBER 31, 2018
Budgeted Amounts Actual Variance with
Original Final Amounts Final Budget
Revenues
Intergovernmental $ 1,722,969 $ 1,722,969 $ 1,854,491 $ 131,522
Gifts and contributions - - 11,171 11,171
Total Revenues $ 1,722,969 $ 1,722,969 $ 1,865,662 $ 142,693
Expenditures
Health
Local Public Health Grant $ 311,427 $ 311,427 $ 356,758 $ (45,331)
Universal Newborn Hearing Screening 3,000 3,000 2,475 525
Women, Infants, and Children 371,724 371,724 468,115 (96,391)
Family Planning Special Projects 155,202 155,202 74,499 80,703
Healthy Homes - - 39,573 (39,573)
Project Harmony 150,000 150,000 223,375 (73,375)
Crow River Area Breastfeeding Coalition - - 704 (704)
Suicide Awareness Voices of Education - - 11,723 (11,723)
Follow Along Program 5,799 5,799 6,787 (988)
Maternal and Child Health Services
Block Grant 82,180 82,180 82,180 -
Immunization Grants 1,500 1,500 175 1,325
Health Disparities 1,883 1,883 - 1,883
Healthy Communities Activities 6,000 6,000 19,251 (13,251)
Home Visiting Temporary Assistance
for Needy Families 95,010 95,010 93,599 1,411
Child and Teen Checkups 229,940 229,940 162,427 67,513
Public Health Emergency Preparedness
Grants 85,209 85,209 106,157 (20,948)
Statewide Health Improvement Program 224,095 224,095 223,937 158
Total Expenditures $ 1,722,969  $ 1,722,969  $ 1,871,735  § (148,766)
Net Change in Fund Balance $ - $ - $ 6,073) $ (6,073)
Fund Balance — January 1 219,671 219,671 219,671 -
Fund Balance — December 31 $ 219,671 $ 219,671 $ 213,598 §$ (6,073)

The notes to the required supplementary information are an integral part of this schedule. Page 25



MEEKER-MCLEOD-SIBLEY COMMUNITY HEALTH SERVICES

LITCHFIELD, MINNESOTA
EXHIBIT A-2
SCHEDULE OF PROPORTIONATE SHARE OF NET PENSION LIABILITY
PERA GENERAL EMPLOYEES RETIREMENT PLAN
DECEMBER 31, 2018
State's Employer's
Proportionate Proportionate
Share of the Share of the Employer's
Net Pension Net Pension Proportionate

Liability Liability and Share of the Plan
Employer's Associated the State's Net Pension Fiduciary
Employer's Proportionate with Meeker- Related Liability Net Position

Proportion Share of the McLeod-Sibley Share of the (Asset) as a as a
of the Net Net Pension Community Net Pension Percentage Percentage
Pension Liability Health Liability Covered of Covered of the Total

Measurement Liability (Asset) Services (Asset) Payroll Payroll Pension
Date (Asset) (a) (b) (a+Dh) (¢) (a/c) Liability

2018 0.0028 %  $ 155333  § 5110 $ 160,443  § 187,062 83.04 % 79.53 %

2017 0.0036 227,389 2,860 230,249 229,507 99.08 75.90

2016 0.0031 254,023 3,330 257,353 194,933 130.31 68.91

2015 0.0015 79,059 N/A 79,059 90,395 87.46 78.19

This schedule is intended to show information for ten years. Additional years will be displayed as they become available.
The measurement date for each year is June 30.

N/A —Not Applicable

The notes to the required supplementary information are an integral part of this schedule.
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MEEKER-MCLEOD-SIBLEY COMMUNITY HEALTH SERVICES

LITCHFIELD, MINNESOTA
EXHIBIT A-3
SCHEDULE OF CONTRIBUTIONS
PERA GENERAL EMPLOYEES RETIREMENT PLAN
DECEMBER 31, 2018
Actual
Contributions Actual
in Relation to Contributions
Statutorily Statutorily Contribution as a Percentage
Required Required (Deficiency) Covered of Covered
Year Contributions Contributions Excess Payroll Payroll
Ending (a) (b) (b—a) (c) (b/c)
2018 $ 20,543 20,543 - 273,896 7.50 %
2017 15,723 15,723 - 209,640 7.50
2016 16,555 16,555 - 220,747 7.50
2015 7,115 7,115 - 94,867 7.50

This schedule is intended to show information for ten years. Additional years will be displayed as they become available.
The Health Services' year-end is December 31.

The notes to the required supplementary information are an integral part of this schedule.
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MEEKER-MCLEOD-SIBLEY COMMUNITY HEALTH SERVICES
LITCHFIELD, MINNESOTA

NOTES TO THE REQUIRED SUPPLEMENTARY INFORMATION
FOR THE YEAR ENDED DECEMBER 31, 2018

Budgetary Information

Meeker-McLeod-Sibley Community Health Services adopts estimated revenue and
expenditure budgets for the General Fund on a basis consistent with accounting principles
generally accepted in the United States of America. The legal level of budgetary control is
the function level. Appropriations and encumbrances lapse at year-end. The budgets may be
amended or modified at any time by the Community Health Board.

Excess of Expenditures over Appropriations

In the General Fund, the expenditures exceeded appropriations for the year ended
December 31, 2018, by $148,766.

Defined Benefit Pension Plans — Changes in Significant Plan Provisions, Actuarial Methods,
and Assumptions

The following changes were reflected in the valuation performed on behalf of the Public
Employees Retirement Association for the fiscal year June 30:

General Employees Retirement Plan

2018

o The mortality projection scale was changed from MP-2015 to MP-2017.

o The assumed benefit increase rate was changed from 1.00 percent per year through
2044 and 2.50 percent per year thereafter, to 1.25 percent per year.

2017

The Combined Service Annuity (CSA) loads were changed from 0.80 percent for
active members and 60 percent for vested and non-vested deferred members
(30 percent for deferred Minneapolis Employees Retirement Fund members). The
revised CSA loads are now 0.00 percent for active member liability, 15 percent for
vested deferred member liability, and 3.00 percent for non-vested deferred member
liability.
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MEEKER-MCLEOD-SIBLEY COMMUNITY HEALTH SERVICES

LITCHFIELD, MINNESOTA

3.

Defined Benefit Pension Plans — Changes in Significant Plan Provisions, Actuarial Methods,

and Assumptions

General Employees Retirement Plan

2017 (Continued)

N

(o)}

The assumed post-retirement benefit increase rate was changed from 1.00 percent
per year for all years to 1.00 percent per year through 2044 and 2.50 percent per
year thereafter.

Minneapolis Employees Retirement Fund plan provisions change the employer
supplemental contribution to $21 million in calendar years 2017 and 2018 and
returns to $31 million through calendar year 2031. The state’s required contribution
is $16 million in PERA’s fiscal years 2018 and 2019, and returns to $6 million
annually through calendar year 2031.

The assumed post-retirement benefit increase rate was changed from 1.00 percent
per year through 2035 and 2.50 percent per year thereafter, to 1.00 percent for all
future years.

The assumed investment rate was changed from 7.90 percent to 7.50 percent. The
single discount rate was also changed from 7.90 percent to 7.50 percent.

Other assumptions were changed pursuant to the experience study dated June 30,
2015. The assumed payroll growth and inflation were decreased by 0.25 percent.
Payroll growth was reduced from 3.50 percent to 3.25 percent. Inflation was
reduced from 2.75 percent to 2.50 percent.
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MEEKER-MCLEOD-SIBLEY COMMUNITY HEALTH SERVICES

LITCHFIELD, MINNESOTA

SCHEDULE OF INTERGOVERNMENTAL REVENUE
FOR THE YEAR ENDED DECEMBER 31, 2018

Reimbursement for Services
State
Minnesota Department of Human Services

Grants
State
Minnesota Department of Health

Federal
U.S. Department of Agriculture
Special Supplemental Nutrition Program for Women, Infants, and Children (WIC)

U.S. Department of Education
Special Education — Grants for Infants and Families

U.S. Department of Health and Human Services
Block Grants for Prevention and Treatment of Substance Abuse
TANF Home Visiting (Temporary Assistance for Needy Families)
Prevention and Public Health Fund (Affordable Care Act) — Immunization Program
Universal Newborn Hearing Screening
Early Hearing Detection and Intervention Information System (EHDI-IS)
Surveillance Program
Opioid STR
PHEP Grants (Public Health Emergency Preparedness)
Maternal and Child Health Services Block Grant (MCH)

Total U.S. Department of Health and Human Services
Total federal
Total state and federal grants

Total Intergovernmental Revenue

EXHIBIT B-1

211,083

663,338

494,474

6,788

176,368
77,695
175
225

75
43,778
98,312
82,180

478,808

980,070

1,643,408

1,854,491
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MEEKER-MCLEOD-SIBLEY COMMUNITY HEALTH SERVICES

LITCHFIELD, MINNESOTA
EXHIBIT B-2
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE YEAR ENDED DECEMBER 31, 2018
Federal Grantor Federal Passed
Pass-Through Agency CFDA Pass-Through Through to
Program or Cluster Title Number Grant Numbers Expenditures Subrecipients
U.S. Department of Agriculture
Passed Through Minnesota Department of Health
Special Supplemental Nutrition Program for Women,
Infants, and Children 10.557 Not Provided $ 494,474 $ 333,594
U.S. Department of Education
Passed Through Minnesota Department of Health
Special Education — Grants for Infants and Families 84.181 Not Provided $ 6,788 $ 6,788
U.S. Department of Health and Human Services
Passed Through Minnesota Department of Health
Public Health Emergency Preparedness 93.069 Not Provided $ 98,312 $ 22,603
Universal Newborn Hearing Screening 93.251 Not Provided 225 89
Early Hearing Detection and Intervention
Information System (EHDI-IS) Surveillance
Program 93.314 Not Provided 75 75
PPHF Capacity Building Assistance to Strengthen
Public Health Immunization Infrastructure and
Performance Financed in Part by Prevention and
Public Health Funds 93.539 Not Provided 175 175
TANF Cluster
Temporary Assistance for Needy Families 93.558 Not Provided 77,695 77,695
Maternal and Child Health Services Block Grant
to the States 93.994 Not Provided 82,180 82,180
Passed Through Minnesota Department of Human
Services
Opioid STR 93.788 T1080248 43,778 27,295
Block Grants for Prevention and Treatment of
Substance Abuse 93.959 2B08T1010027-17 176,368 109,964
Total U.S. Department of Health and Human
Services $ 478,808 $ 320,076
Total Federal Awards $ 980,070 $ 660,458
Totals by Cluster
Total expenditures for TANF Cluster $ 77,695

The notes to the Schedule of Expenditures of Federal Awards are an integral part of this schedule.
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MEEKER-MCLEOD-SIBLEY COMMUNITY HEALTH SERVICES
LITCHFIELD, MINNESOTA

NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE YEAR ENDED DECEMBER 31, 2018

Reporting Entity

The Schedule of Expenditures of Federal Awards presents the activities of federal award
programs expended by Meeker-McLeod-Sibley Community Health Services. The Health
Services’ reporting entity is defined in Note 1 to the financial statements.

Basis of Presentation

The accompanying Schedule of Expenditures of Federal Awards includes the federal grant
activity of Meeker-McLeod-Sibley Community Health Services under programs of the federal
government for the year ended December 31, 2018. The information in this schedule is
presented in accordance with the requirements of Title 2 U.S. Code of Federal Regulations
Part 200, Uniform Administrative Requirements, Cost Principles, and Audit Requirements for
Federal Awards (Uniform Guidance). Because the schedule presents only a selected portion
of the operations of Meeker-McLeod-Sibley Community Health Services, it is not intended
to and does not present the financial position or changes in net position of Meeker-McLeod-
Sibley Community Health Services.

Summary of Significant Accounting Policies

Expenditures reported on the schedule are reported on the modified accrual basis of
accounting. Such expenditures are recognized following the Uniform Guidance, wherein
certain types of expenditures are not allowable or are limited as to reimbursement.
Meeker-McLeod-Sibley Community Health Services has elected to not use the ten percent
de minimis indirect cost rate allowed under the Uniform Guidance.
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STATE OF MINNESOTA
OFFICE OF THE STATE AUDITOR

SUITE 500 (651) 296-2551 (Voice)

5 - oice

525 PARK STREET (651) 296-4755 (Fax)

JULIE BLAHA SAINT PAUL, MN 55103-2139 state.auditor@state.mn.us (E-mail)
STATE AUDITOR 1-800-627-3529 (Relay Service)

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

Independent Auditor’s Report

Community Health Board
Meeker-McLeod-Sibley Community Health Services
Litchfield, Minnesota

We have audited, 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, the financial statements of the
governmental activities and the General Fund of Meeker-McLeod-Sibley Community Health
Services as of and for the year ended December 31, 2018, and the related notes to the financial
statements, which collectively comprise the Health Services’ basic financial statements, and have
issued our report thereon dated September 6, 2019.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered Meeker-McLeod-
Sibley Community Health Services’ internal control over financial reporting to determine the audit
procedures that are appropriate in the circumstances for the purpose of expressing our opinions on
the financial statements, but not for the purpose of expressing an opinion on the effectiveness of
the Health Services’ internal control over financial reporting. Accordingly, we do not express an
opinion on the effectiveness of the Health Services’ internal control over financial reporting.

Our consideration of internal control over financial reporting 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 financial reporting that might be material weaknesses or significant deficiencies and,
therefore, material weaknesses or significant deficiencies may exist that were not identified.
However, as described in the accompanying Schedule of Findings and Questioned Costs, we did
identify a deficiency in internal control over financial reporting that we consider to be a material
weakness.
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A deficiency in internal control over financial reporting 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 and correct, misstatements on a timely basis. A material
weakness is a deficiency, or combination of deficiencies, in internal control over financial
reporting such that there is a reasonable possibility that a material misstatement of the Health
Services’ financial statements will not be prevented, or detected and corrected, on a timely basis.
A significant deficiency is a deficiency, or combination of deficiencies, in internal control over
financial reporting that is less severe than a material weakness, yet important enough to merit
attention by those charged with governance. We consider the deficiency described in the
accompanying Schedule of Findings and Questioned Costs as item 2018-001 to be a material
weakness.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether Meeker-McLeod-Sibley Community
Health Services’ financial statements are free from 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.

Minnesota Legal Compliance

The Minnesota Legal Compliance Audit Guide for Other Political Subdivisions, promulgated by
the State Auditor pursuant to Minn. Stat. § 6.65, contains six categories of compliance to be tested
in connection with the audit of the Health Services’ financial statements: contracting and bidding,
deposits and investments, conflicts of interest, claims and disbursements, miscellaneous
provisions, and tax increment financing. Our audit considered all of the listed categories, except
that we did not test for compliance with the provisions for contracting and bidding and tax
increment financing because these categories did not apply to Meeker-McLeod-Sibley Community
Health Services.

In connection with our audit, nothing came to our attention that caused us to believe that
Meeker-McLeod-Sibley Community Health Services failed to comply with the provisions of the
Minnesota Legal Compliance Audit Guide for Other Political Subdivisions. However, our audit
was not directed primarily toward obtaining knowledge of such noncompliance. Accordingly, had
we performed additional procedures, other matters may have come to our attention regarding the
Health Services’ noncompliance with the above referenced provisions.
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Meeker-McLeod-Sibley Community Health Services’ Response to Findings

Meeker-McLeod-Sibley Community Health Services’ response to the internal control finding
identified in our audit is described in the Corrective Action Plan. The Health Services’ response
was not subjected to the auditing procedures applied in the audit of the financial statements and,
accordingly, we express no opinion on it.

Purpose of This Report

The purpose of this report is solely to describe the scope of our testing of internal control over
financial reporting, compliance, and the provisions of the Minnesota Legal Compliance Audit
Guide for Other Political Subdivisions and the results of that testing, and not to provide an opinion
on the effectiveness of the Health Services’ internal control over financial reporting or on
compliance. This report is an integral part of an audit performed in accordance with Government
Auditing Standards in considering the Health Services’ internal control over financial reporting
and compliance. Accordingly, this communication is not suitable for any other purpose.

/s/Julie Blaha /sIGreg Hierlinger
JULIE BLAHA GREG HIERLINGER, CPA
STATE AUDITOR DEPUTY STATE AUDITOR

September 6, 2019
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STATE OF MINNESOTA
OFFICE OF THE STATE AUDITOR

SUITE 500 (651) 296-2551 (Voice)

- oice

» 525 PARK STREET (651) 296-4755 (Fax)
JULIE BLAHA SAINT PAUL, MN 55103-2139 state.auditor@state.mn.us (E-mail)
STATE AUDITOR 1-800-627-3529 (Relay Service)

REPORT ON COMPLIANCE FOR EACH MAJOR FEDERAL PROGRAM
AND REPORT ON INTERNAL CONTROL OVER COMPLIANCE

Independent Auditor’s Report

Community Health Board
Meeker-McLeod-Sibley Community Health Services
Litchfield, Minnesota

Report on Compliance for the Major Federal Program

We have audited Meeker-McLeod Sibley Community Health Services’ compliance with the types
of compliance requirements described in the U.S. Office of Management and Budget (OMB)
Compliance Supplement that could have a direct and material effect on the Health Services’ major
federal program for the year ended December 31, 2018. Meeker-McLeod-Sibley Community
Health Services’ major federal program is identified in the Summary of Auditor’s Results section
of the accompanying Schedule of Findings and Questioned Costs.

Management’s Responsibility
Management is responsible for compliance with federal statutes, regulations, and the terms and
conditions of its federal awards applicable to its federal programs.

Auditor’s Responsibility

Our responsibility is to express an opinion on compliance for Meeker-McLeod-Sibley Community
Health Services’ major federal program based on our audit of the types of compliance requirements
referred to above. We conducted our audit of compliance in accordance with auditing standards
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 the audit requirements of Title 2 U.S. Code of Federal Regulations Part 200, Uniform
Administrative Requirements, Cost Principles, and Audit Requirements for Federal Awards
(Uniform Guidance). Those standards and the Uniform Guidance require that we 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
Meeker-McLeod-Sibley Community Health Services’ compliance with those requirements and
performing such other procedures as we considered necessary in the circumstances.
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We believe that our audit provides a reasonable basis for our opinion on compliance for the major
federal program. However, our audit does not provide a legal determination of the Health
Services’ compliance.

Basis for Qualified Opinion on Special Supplemental Nutrition Program for Women, Infants,
and Children (CFDA No. 10.557)

As described in the accompanying Schedule of Findings and Questioned Costs, Meeker-McLeod-
Sibley Community Health Services did not comply with requirements regarding CFDA
No. 10.557, Special Supplemental Nutrition Program for Women, Infants, and Children, as
described in finding 2018-002 for Activities Allowed/Allowable Costs; Cash Management;
Procurement, Suspension, and Debarment; Reporting; and Subrecipient Monitoring. Compliance
with such requirements is necessary, in our opinion, for the Health Services to comply with the
requirements applicable to that program.

Qualified Opinion on Special Supplemental Nutrition Program for Women, Infants, and
Children (CFDA No. 10.557)

In our opinion, except for the noncompliance described in the Basis for Qualified Opinion
paragraph, Meeker-McLeod-Sibley Community Health Services complied, in all material respects,
with the types of compliance requirements referred to above that could have a direct and material
effect on Special Supplemental Nutrition Program for Women, Infants, and Children for the year
ended December 31, 2018.

Meeker-McLeod-Sibley Community Health Services’ response to the noncompliance finding
identified in our audit is described in the accompanying Corrective Action Plan. The Health
Services’ response was not subjected to the auditing procedures applied in the audit of compliance
and, accordingly, we express no opinion on the response.

Report on Internal Control Over Compliance

Management of Meeker-McLeod-Sibley Community Health Services is responsible for
establishing and maintaining effective internal control over compliance with the types of
compliance requirements referred to above. In planning and performing our audit of compliance,
we considered the Health Services’ internal control over compliance with the types of requirements
that could have a direct and material effect on the major federal program to determine the auditing
procedures that are appropriate in the circumstances for the purpose of expressing an opinion on
compliance for the major federal program and to test and report on internal control over
compliance in accordance with the Uniform Guidance, 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 the Health Services’ 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
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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, in 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 the attention of those charged with governance.

Our 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 and, therefore,
material weaknesses or significant deficiencies may exist that were not identified. We did identify
a deficiency in internal control over compliance, described in the accompanying Schedule of
Findings and Questioned Costs as item 2018-002, that we consider to be a material weakness.

Meeker-McLeod-Sibley Community Health Services’ response to the internal control over
compliance finding identified in our audit is described in the accompanying Corrective Action
Plan. The Health Services’ response was not subjected to the auditing procedures applied in the
audit of compliance and, accordingly, we express no opinion on the response.

The purpose of this report on internal control over compliance is solely to describe the scope of
our testing of internal control over compliance and the results of that testing based on the
requirements of the Uniform Guidance. Accordingly, this report is not suitable for any other

purpose.

/s/Julie Blaha /sIGreg Hierlinger
JULIE BLAHA GREG HIERLINGER, CPA
STATE AUDITOR DEPUTY STATE AUDITOR

September 6, 2019
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MEEKER-MCLEOD-SIBLEY COMMUNITY HEALTH SERVICES
LITCHFIELD, MINNESOTA

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED DECEMBER 31, 2018
SUMMARY OF AUDITOR’S RESULTS
Financial Statements

Type of report the auditor issued on whether the financial statements audited were prepared
in accordance with GAAP: Unmodified

Internal control over financial reporting:
o Material weaknesses identified? Yes
o Significant deficiencies identified? None reported

Noncompliance material to the financial statements noted? No
Federal Awards

Internal control over the major program:
J Material weaknesses identified? Yes
J Significant deficiencies identified? None reported

Type of auditor’s report issued on compliance for the major federal program: Qualified

Any audit findings disclosed that are required to be reported in accordance with
2 CFR 200.516(a)? Yes

The major federal program is:

Special Supplemental Nutrition Program for Women,
Infants, and Children CFDA No. 10.557

The threshold for distinguishing between Types A and B programs was $750,000.

Meeker-McLeod-Sibley Community Health Services qualified as a low-risk auditee? Yes
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II.

MEEKER-MCLEOD-SIBLEY COMMUNITY HEALTH SERVICES
LITCHFIELD, MINNESOTA

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)
FOR THE YEAR ENDED DECEMBER 31, 2018
FINDINGS RELATED TO FINANCIAL STATEMENTS AUDITED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

INTERNAL CONTROL

ITEM ARISING THIS YEAR

Finding Number 2018-001

Audit Adjustment

Criteria: A deficiency in internal control over financial reporting 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 and correct, misstatements of
the financial statements on a timely basis. Auditing standards define a material weakness
as a deficiency, or combination of deficiencies, in internal control such that there is a
reasonable possibility that a material misstatement of the entity’s financial statements will
not be prevented, or detected and corrected, on a timely basis.

Condition: During the audit, a material audit adjustment was identified; this was reviewed
and approved by Meeker-McLeod-Sibley Community Health Services’ staff and is
reflected in the financial statements. By definition, however, independent external auditors
cannot be considered part of the Health Services’ internal control.

Context: An outside accounting firm is responsible for Meeker-McLeod-Sibley
Community Health Services’ bookkeeping and financial statement preparation.

Effect: The following material misstatement detected as a result of audit procedures was
corrected by management: in the General Fund, revenues were increased by $412,603,

expenditures were decreased by $384,977, and fund balance was increased by $27,626.

Cause: Management informed us the prior year receivables and payables were not
accounted for in the financial statements provided by the accounting firm.
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I11.

MEEKER-MCLEOD-SIBLEY COMMUNITY HEALTH SERVICES
LITCHFIELD, MINNESOTA

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)
FOR THE YEAR ENDED DECEMBER 31, 2018

Recommendation: We recommend Meeker-McLeod-Sibley Community Health Services
review internal controls currently in place and design and implement procedures to
improve internal controls over financial reporting which will prevent, or detect and correct,
misstatements in the financial statements on a timely basis.

View of Responsible Official: Acknowledged

FINDINGS AND QUESTIONED COSTS FOR FEDERAL AWARD PROGRAMS

ITEM ARISING THIS YEAR

Finding Number 2018-002

Special Supplemental Nutrition Program for Women, Infants, and Children: Activities
Allowed/Allowable Costs: Cash Management:; Procurement, Suspension, and
Debarment: Reporting; and Subrecipient Monitoring

Program: U.S. Department of Agriculture’s Special Supplemental Nutrition Program for
Women, Infants, and Children (CFDA No. 10.557), Award No. not provided, 2018

Pass-Through Agency: Minnesota Department of Health

Criteria: Title 2 U.S. Code of Federal Regulations § 200.303 states that the auditee must
establish and maintain effective internal control over the federal award that provides
reasonable assurance that the auditee is managing the federal award in compliance with
federal statutes, regulations, and the terms and conditions of the federal award. In addition,
Meeker-McLeod-Sibley Community Health Services must comply with the required
provisions for Activities Allowed/Allowable Costs; Cash Management; Procurement,
Suspension, and Debarment; Reporting; and Subrecipient Monitoring.

Condition:
Activities Allowed/Allowable Costs: Seven of the 14 expenditures tested did not have

proper evidence of approval prior to being processed. In addition, supporting
documentation for one of the 14 expenditures tested could not be located.
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MEEKER-MCLEOD-SIBLEY COMMUNITY HEALTH SERVICES
LITCHFIELD, MINNESOTA

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)
FOR THE YEAR ENDED DECEMBER 31, 2018

Cash Management: Of the three subrecipient payments tested, two were not paid to the
subrecipient until over one month after being received. Procedures are required to be
implemented to ensure that time elapsing between the transfer of federal funds to the
subrecipient is minimized.

Procurement, Suspension, and Debarment: Meeker-McLeod-Sibley Community Health
Services did not have a procurement policy in place in 2018 that was in compliance with
Title 2 U.S. Code of Federal Regulations § 200.318. In addition, documentation was not
maintained for the history of the one procurement transaction tested. Finally, there were
no procedures in place to verify if an entity is suspended or debarred prior to entering into
a covered transaction.

Reporting: Three of the five reports tested were not submitted within the required deadline
of 20 days after the month/quarter-end.

Subrecipient Monitoring: During 2018, some of the subrecipient monitoring procedures
were performed, but the procedures were not performed for all of the quarters of the year.
In addition, the subrecipient audits were not reviewed as required.

Questioned Costs: None.

Context: The sample size for all compliance requirements was based on guidance from
chapter 11 of the AICPA Audit Guide, Government Auditing Standards and Single Audits.

Meeker-McLeod-Sibley Community Health Services went through significant structural
and personnel changes during 2018 and shortly after year-end.

Effect: Noncompliance with several grant requirements.
Cause: Due to the structural and personnel changes affecting the entity during 2018 and
shortly after year-end, many controls, policies, and procedures that were previously in

place were no longer applicable. Due to the significant amount of changes, not all controls,
policies, and procedures were updated in time for the 2018 fiscal year.
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MEEKER-MCLEOD-SIBLEY COMMUNITY HEALTH SERVICES
LITCHFIELD, MINNESOTA

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)
FOR THE YEAR ENDED DECEMBER 31, 2018

Recommendation: We recommend Meeker-McLeod-Sibley Community Health Services
implement controls, policies, and procedures in order to be in compliance with the
Activities Allowed/Allowable Costs; Cash Management; Procurement, Suspension, and
Debarment; Reporting; and Subrecipient Monitoring grant requirements.

View of Responsible Official: Concur
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@ Meeker-McLeod-Sibley Community Health Services

114 N. Holcombe Ave., Suite 250 Direct Line (320) 693-5370
PublicHealth Litchfield, Minnesota 55355 Fax Number (320) 693-5399
Prevent. Promote. Protect

REPRESENTATION OF MEEKER-McLEOD-SIBLEY COMMUNITY HEALTH
SERVICES
LITCHFIELD, MINNESOTA

CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED DECEMBER 31, 2018

Finding Number: 2018-001
Finding Title: Audit Adjustment

Name of Contact Person Responsible for Corrective Action:
Diane Winter

Corrective Action Planned:
Since the same accounting firm will be used in 2019 as was used in 2018, prior year receivables
and payables will be accounted for in the financial statements provided by the accounting firm.

Anticipated Completion Date:
Has been completed.

Finding Number: 2018-002

Finding Title: Special Supplemental Nutrition Program for Women, Infants, and
Children: Activities Allowed/Allowable Costs, Cash Management, Procurement,
Suspension, and Debarment, Reporting, and Subrecipient Monitoring

Program: U.S. Department of Agriculture’s Special Supplemental Nutrition Program for
Women, Infants, and Children (CFDA # 10.557)

Name of Contact Person Responsible for Corrective Action:
Diane Winter

Corrective Action Planned:

Staff will follow the Meeker-McLeod-Sibley Financial Management Policy, which was approved
by the Community Health Board in February, 2019.

A new payroll approval process was identified. This process has been improved throughout the
year 2019 and is fully implemented.

Invoice payment process has also been changed. All invoices are now scanned and uploaded

with the approval request and payment request form. This process was identified in 2019 and is
now fully implemented.
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@ Meeker-McLeod-Sibley Community Health Services

114 N. Holcombe Ave., Suite 250 Direct Line (320) 693-5370

Public Health Litchfield, Minnesota 55355 Fax Number {320) 693-5399
Prevent. Promote. Protect

Sub-recipient Monitoring Grant Requirements will be followed. Monitoring will be completed
at quarterly Management Team and Fiscal Team meetings, and Annual Site visits.

Suspension and Debarment will be verified and documented annually via SAM.gov. Entities
will be checked in October, 2019, then annually in January.

Anticipated Completion Date:
12-31-2019
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