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l. POLICY

The resources used by Hardin County General Hds$pifaovide patient services can be
classified as (a) staff, (b) supplies and (c) fiasdets. Utilization of these resources incurs
expenses and generates revenue to conduct fisedtmms of the hospital. Since our
accounting system requires reporting of the hobpitgerations in terms of operating expenses
and revenue, rather than just recording of caslaysiand receipts, costs associated with the
utilization of these resources are identified apgrapriately reported. Costs related to using
hospital staff and supplies are identifiable ammbreable in terms of wage and salary expenses
and supply costs (accounts payable). The operatisty associated with the use of fixed assets
are the depreciation expenses. Appropriate proesdure designed to account for them so that
accurate financial statements can be prepared.

A. FIXED ASSETS
Fixed assets of this hospital have the followingrelateristics:

They are acquired and used by the hospital in gnogifunction related to the primary goal
of providing patient services.

They are tangible and reported with appropriatéadeilue.

They are relatively permanent in nature, in theseghat their use is not expected to be
limited only to the accounting period when they acquired.

They are not intended to be sold in the markeetivd cash until and unless their usefulness
to the hospital is not judged to be satisfactory.

Unlike other hospital assets such as cash and atcoeceivable, which are constantly
changing in value, fixed assets values remainivelgtconstant during an accounting period.

Land, buildings and equipment, major and minordior moveable, which are owned by the
hospital, whose service is judged to be derivedrfore than an accounting period, are
considered as fixed assets. We may acquire thefubese assets in many different ways: by
purchasing, leasing of a specific period of tinesting, as a donation, etc. Sometimes fixed
assets may be loaned to the hospital for a shoatida of time to cover specific services.

B. DEPRECIATION EXPENSES

Expenses associated with all activities condudtatidre related to providing services during an
accounting period shall be identified and repoesperating expenses. These are not
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necessarily the same as the outgoing cash durengaiime accounting period since cash outlays
do not always coincide with the performance ofabgvities associated with such cash outlays.

Since fixed assets are relatively permanent inreaad their use is derived for more than one
accounting period, depreciation expenses relatéaeio use must be identified during each
accounting period.

Reimbursement of the depreciation expenses magdarailated over the useful life of the asset
and used toward its eventual replacement.

. DEFINITIONS
NA

1. RESPONSIBILITY
All Staff

IV. EQUIPMENT
NA

V. PROCEDURES
INFECTION CONTROL: N/A

DEPRECIATION ACCOUNTING PROCEDURE
In order to properly account for all depreciatiompenses, the following steps shall be followed:

1. Identify the fixed asset items that should be depted.

2. Determine all costs associated with the procesegiiring the asset and placing it in
use.

3. Estimate the useful life and the salvage valubaend of the useful life.

4. The uniform straight-line depreciation method isdigh this hospital.

5. Proper records to account for acquisition and deatien of the fixed assets shall be
maintained.

6. Re-evaluate the procedure of the depreciation atowwhenever a need arises to
represent the appropriate accounts more accurately.

7. Make appropriate adjustments if needed in the dembdepreciation expenses when the
asset is disposed of or replaced.

Each of these steps is described in more deté&illasvs:

1. Identifying Depreciable Iltems
All capital expenditures except the purchase aof lare considered depreciable. These expenses
are related to fixed assets which will provide ussérvices over more than one accounting

period. Fixed assets acquired by leasing or rgrdiron loan, whose title of ownership does not
belong to the hospital and for whose services tspital makes periodic payments, are not
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considered depreciable. Periodic payments for Hegvices are considered as direct expenses
attributable to the accounting period during whic@y occur.

Any fixed asset acquired at a cost less than $50000ill not be considered as a capital expense,
even though the fixed asset acquired, itself, meayseful for more than one accounting period.

Fixed assets for depreciation purposes are busdamgl equipment. Land is not considered as a
depreciable asset because its estimated usefis lifet limited, it does not deteriorate and hence
there is no need to allocate costs of land to ifierdnt accounting periods over which it is used.
The following disbursements may be considered psede@ble:

» Buying of any new fixed asset.

» Addition or subtraction from the present fixed a¢edhe extent that it affects either the
value of the asset, or its useful life or both.

* Renovation of the asset that will increase theuldigé of the asset.

Disbursements made for the restoration of an agsest proper productive capacity after
damage, accident or prolonged use, without increafee previously estimated service life, is
not considered depreciable expenses. Examplagbfdisbursement might be x-ray tubes,
motor mechanisms for large pieces of equipmergyrimt painting of a hospital wing, etc. These
are considered part of the operating expensesgithemaccounting period.

2. Determining Cost of Fixed Assets

In order to determine the depreciation expensespats of acquiring fixed assets shall be
identified. This total cost then represents th& aacurred to receive all services from the asset
over its useful life with the hospital. The followg cost elements shall be included in the
depreciable cost of the asset:

a. Initial Cost

For an asset purchased on the market, this cts jgrice paid by the hospital to the
seller.

When an asset is donated to the hospital, thislimibst is the value of the asset at the
time it is donated.

If the donor had not acquired title of the assetdlgh an arm’s length transaction, of if
the asset were owned by the donor for a long pdreddre donating to the hospital, this
initial cost of the asset would have to be estiohai® the fair market value on the open
market or based on the independent appraisalseoboseveral qualified personnel.

b. Cost of transportation and delivery
Cost of transportation and delivery, if not incldda the initial cost, is a one-time cost

involved at the time of the asset’s acquisition atitibe included in determining the
total depreciable cost.
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This cost component may be applicable to newlylpased items or when the hospital
must incur such costs on a donated asset.

c. Taxes

Sales and other governmental taxes that may baexton the asset and must be paid by
the hospital at the time of purchase of the asget@nsidered in the cost of acquisition.

d. Installation and preparation costs

Any installation and preparation costs will alsoibeuded in determining the total value
of the asset. Such costs are necessary to malsgsbeready to be of continuous service
for its useful life. These costs are one-time €ostjuired at the time of acquiring the
asset and making ready for functioning.

e. Other costs
Any other one-time costs incurred at the time geascquisition shall be included in its
total value. These may include fees paid to swksarchitects, engineers, construction
contractors, legal fees, temporary storage and/aelsts, and cost of interest paid on any
borrowed money relating to the acquisition of tesed.

In case of newly acquired used assets, all costsned in getting the asset ready for use
again, such repairs, new parts, reconditioningl sleo be included.

When all such one-time costs are added for an,absetiotal depreciable cost of the asset
is obtained. It represents the cost of acquirmegasset and making it ready to provide
service over its useful life.

3. Estimating Useful Life and Salvage Value

The useful life of an asset for depreciation actiogrpurposes is an estimate of the time period,
made at the time of acquisitions of the asset, edech the asset is expected to provide service
to the hospital.

Salvage value is the fair market value of the agsgtcan be obtained when it is disposed of.
Estimate of the salvage value should be consistightestimate of the useful life.

It is necessary to make such estimates of the U#efand salvage value so that the total value
of the asset, as determined in the previous stepbe adjusted by the salvage value and
appropriately allocated over all accounting periddeng the estimated useful life. This
determines the costs related to the services defioen the asset during each accounting period.
Estimate of useful life can be obtained in sevesays:

» From past historical data about the useful livesiwiilar assets, average useful life
expectancy of the asset can be derived.

» Based on studies considering the various costgiased with acquisition, functioning
and replacing of the asset, an economic life obset may be estimated. This
represents the time period after which it will beremeconomical to replace the asset than
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to continue with its operations. Such economiedimay be considered as useful lives in
certain instances where assets are of the regetéplacement type.

» Since depreciation is a reimbursable expense,dtiergment has published guidelines
for many assets regarding their useful life expeuts.

* When an asset is being used for the first timeh stisca new machine introduced in the
market, the hospital may rely on the estimate efrttanufacturer about its useful life.

* Many times comparative data from other similaritnbns will also provide guidelines
in estimating the useful lives.

Final decisions regarding the actual useful lifbéoused for particular depreciation accounting
shall be made by the Administrator and/or DirectoFiscal Services based on the expected use
of the asset in the hospital.

Uniform depreciation method

The uniform depreciation cost is calculated bydiiwy the depreciable cost (total asset cost-
salvage value) by the estimated useful life ofdbget. The same cost is used every accounting
period for the purpose of reporting the deprecratiost of this asset.

4. Maintaining Proper Records
Depreciation expense, as a reimbursable expenkdewi
* Identifiable and recorded in the hospital’'s accougtecords
» Based on the total cost of the asset for whiclptbeess of acquisition and justification
of cost should be identified
» Prorated over the estimated useful life of thetasgach is properly substantiated in the
hospital’s records

The mechanisms by which the records are colleatdckapt by the hospital are identified as
follows:

Fixed asset records for Hardin County General Halsp

Pertinent information regarding each fixed assetmdicquired by the hospital shall be recorded
on the hospital’s “Asset Record” on computer. Dgrihe time when the asset is in use,
additional information shall be entered on thiorec The record becomes closed when the asset
is disposed of when no longer in use.

The following items are recorded on all fixed assetthe hospital:

1. Identification information regarding the asset,isas name, source of acquisition,
specifications and description.

2. Date when the asset was acquired and put into Tise.date from which the asset was
put into use may be different from the date of asitjan.

3. Total cost of the asset. A breakdown of this aatst the initial cost, transportation cost,
etc.

4. Location(s) of the asset in the hospital.

5. Estimated useful life of the asset and an explanaif how this was derived.
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6. Estimated salvage value at the end of the usdééuhhd an explanation of how this was
derived.

7. Annual depreciation rate and method of depreciation

8. Cost of depreciation during each accounting peoioaperation.

9. Accumulated depreciation over all the accountingogls over which the asset has been
in use since its original acquisition.

10.The “book value” of the asset at the end of eacloaating period. This is calculated by
subtracting the accumulated depreciation from olted tost of the asset.

11. Any improvements to the asset that either increisedalue of the asset or its useful life
or both.

12. Any changes made in the depreciation rate as # mther of improvements or a
selection of a different depreciation method.

13.When the asset is disposed of or replaced, dagaabf act, explanation and any related
costs.

14.References to other related general ledger accamdtéiles where substantial or detailed
information can be located.

Contents of such records shall be checked agaimst cecords as well as with the physical
existence and location of the asset periodicalip&ixe sure that the records show the true
picture at any given time. An annual report ispared from such records giving a detailed
listing of all fixed assets owned by the hospitiagir location and values.

Supporting documents

Documents supporting the recorded data such agces/acanceled checks, receipts, packing
slips, appraiser’s report, work order on improvetagetc., shall be kept.

General Ledger Accounts

In addition to the above records, general ledgeowaats shall be kept to record the operational
transactions that occur with respect to the varassets during their useful lives. General ledger
fixed-asset accounts shall include the following:

Land and land improvements
Building (Structures)

Fixed equipment

Movable equipment

The depreciation expense itself shall be recordéu av debit to the “depreciation expense”
account.

5. Re-evaluating Depreciation Expenses

Depreciation expenses recorded based on the estirmalvage value and useful life and the
depreciation method selected may need to be adjdstgng the useful life of the asset.

In such cases, proper adjustments in the depreciaipenses recorded so far and the book

value of the asset will be made. Such adjustmemetselated to the undepreciated balance and
the remainder of the useful life from the datewflschanges. Undepreciated balance is adjusted
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by the revised salvage value, and it is depreciasaty one of the depreciation methods over the
remainder of the useful life. If the estimateluf useful life is also revised, then this remainder
of the useful life is also recalculated.

6. Disposing of Fixed Assets

In many situations a fixed asset may be removed fiotive use, but it is still held for probably
future use or for use in cases of emergency neeen though there are no services available
from this asset and hence no equivalent costsedegpion expenses shall still be recorded.

When an asset is kept in possession, whether withtbout active use for emergency need
purposes, after its estimated useful life is othex,book value of the asset will be equivalent to
the salvage value. This could then be depreciatedthe estimated period of years for which
this asset may be kept.

When an asset is removed due to a casualty lo#st & sold, scrapped or traded in, the gain or
loss on the disposition must be computed and record he following general procedure may be
applied.

a. Determine the actual salvage value.

b. Subtract it from the total cost of the asset inedrat the time of its acquisition.

c. This difference should be considered as the tatstl of depreciation that should have
been recorded during all the accounting periods wéch the asset was kept.

d. Determine the actual accumulated depreciation decbfor this asset over these years.

e. Subtract the accumulated depreciation (found ipffojn the actual depreciation that
should have been taken (calculated in [c]).

If this is positive, this much additional deprematis allowed to the hospital. If it is negative,
more depreciation cost was allowed to the hosghtah entitled.

The following example illustrates this procedure:

Asset: X-ray machine

Purchasing date: January 1992

Cost: $100,000

Estimated useful life= 10 years

Estimated salvage value= $7500

M achine sold on December 31, 1996

Actual salvage value = $45,000

M ethod of recorded depreciation = straight line

Number of yearsfor which the machine was used = From January 1992 through December 1996 = 5 years
Depreciation that should have bee taken = $100,000 - $45,000 = $55,000

Y early depreciation recorded = ($100,000 - $7,500) / 10 = $9,250
Accumulated depreciation in 5 years = $9250 x 5 = $46,250

Additional depreciation that should be allowed = $55,000 - $46,250 = $8,750

Such adjustments in the recorded depreciationedtirtie the asset is disposed of should be
properly recorded and should be considered indimeliursement mechanism.

V. DOCUMENTATION
Request for Capital Equipment Form
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