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NOTES TO THE FINANCIAL STATEMENTS 

 

NOTE  24: STEWARDSHIP,  COMPLIANCE,  AND  ACCOUNTABILITY 
 

 

 

A. Fund  Equity  Deficit 

 

Primary Government 
 

At June 30, 2017, the following internal service fund reported a net position deficit:  Mail Service Center, $573 thousand. 

  

 

B.  Material Violations of Legal or Contractual Provisions 

 
Component Units 
 

Chatham Hospital, Inc (the Hospital) which is a part of the University of North Carolina System (a component unit of the State), issued 

$30.54 million of FHA Insured North Carolina Medical Care Commission Mortgage Revenue Bonds, Series 2007 on February 8, 2007. 

The issued bonds are subject to mandatory sinking fund requirements prior to their due dates. There are certain covenants associated with 

the Series 2007 bonds that are outlined in the master trust indenture, loan agreement, and regulatory agreement. The most restrictive of 

these covenants requires maintenance of a long term debt service coverage ratio, as defined, of greater than 1.5. The Hospital also had a 

loss from operations that was equal or greater than 1% of total operating revenues. Management acknowledges that the Hospital was in 

violation of certain covenants and requirements of those agreements at June 30, 2017. 

 

In accordance with the agreements, the Hospital is in the process of complying with such covenants and requirements by taking corrective 

action. In 2017, the Hospital engaged consultants with Critical Access Hospital expertise to (1) review the services offered at the Hospital 

to determine if opportunities exist for expansion or contraction of services lines with the goal of improving profitability; (2) benchmark 

the operations with high performing Critical Access Hospitals and recommend changes; and (3) review the Medicare/Medicaid cost 

report and recommend strategies to enhance cost recovery. 

 

In 2016, the Hospital opened a satellite outpatient rehabilitation clinic and an independent diagnostic testing facility (IDTF) in Pittsboro, 

North Carolina.  Also, in 2016, the Hospital participated in a healthcare system campaign called “Carolina Value” to reduce costs and 

improve operational efficiencies. 

 

In 2017, Chatham Hospital was able to obtain the services of an orthopedic surgeon and an Ear, Nose and Throat surgeon.  The addition 

of these two surgeons are expected to provide new clinic patient visits through the surgical specialty practice and increase surgeries 

performed at the Hospital. 

 

Another initiative explored but not yet implemented is the creation of an electronic Intensive Care Unit (eICU) to allow the Hospital to 

retain patients that otherwise would require transfer to a tertiary care facility.  This technology allows intensivists to provide patient care 

support to Chatham Hospital via telemedicine. 

 

Hospital management believes these actions will produce results to bring the Hospital in compliance with the covenants. 
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