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stockman kast ryan

LLP

INDEPENDENT AUDITORS' REPORT

To the Board of Directors

Weisbrod Memorial County Hospital and
the Kiowa County Hospital District
Eads, Colorado

We have audited the accompanying financial statements of Weisbrod Memorial County Hospital and the
Kiowa County Hospital District (the District), which comprise the statement of net position as of
December 31, 2017, and the related statements of revenues, expenses and changes in net position and of cash
flows for the year then ended, and the related notes to the financial statements.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles 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.

Auditors' Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our
audit in accordance with auditing standards generally accepted in the United States of America. 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 entity's 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 of expressing an opinion on the effectiveness of the entity's 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 opinion.

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of Weisbrod Memorial County Hospital and the Kiowa County Hospital District as of December 31,
2017, and the changes in its financial position and its cash flows for the year then ended in accordance with
accounting principles generally accepted in the United States of America.

102 N. Cascade Avenue, Suite 400, Colorado Springs, CO 80903

(719) 630-1186
(719) 630-1187



Required Supplemental Information

Accounting principles generally accepted in the United States of America require that the management's
discussion and analysis on pages 3 through 5 be presented to supplement the basic financial statements. Such
information, although not a part of the basic financial statements, is required by the Governmental Accounting
Standards Board, 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 supplemental 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.

Report on Other Supplemental Information

Our audit was conducted for the purpose of forming an opinion on the financial statements that collectively
comprise the District's basic financial statements. The supplemental schedule of budgeted and actual revenues
and expenses is presented for purposes of additional analysis and is not a required part of the basic financial
statements.

The supplemental schedule of budgeted and actual revenues and expenses is the responsibility of management
and was derived from and relate 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 information is fairly
stated in all material respects in relation to the basic financial statements as a whole.

Stackman Zast Byan & Co.. LLP

May 22, 2018
Colorado Springs, Colorado



WEISBROD MEMORIAL COUNTY HOSPITAL AND
THE KIOWA COUNTY HOSPITAL DISTRICT

MANAGEMENT'S DISCUSSION AND ANALYSIS

The management's discussion and analysis of the financial performance of Weisbrod Memorial County
Hospital and the Kiowa County Hospital District (the District) provides an overview and analysis of the
District's financial activities for the year ended on December 31, 2017. It should be read in conjunction with
the accompanying basic financial statements.

Financial Highlights

e The District's total net position increased by $373,724, or 7% during the year.

e Operating expenses increased by $642,943 from $5,935,715 to $6,578,658 and operating revenues
increased by $127,143 from $5,848,074 to $5,975,217.

o Non-operating revenues and expenses, including capital grants and contributions decreased by
$157,788 from $1,134,953 to $977,165.

Financial Statements

The District's financial statements are prepared using proprietary fund accounting that focuses on the
determination of changes in financial position and cash flows in a manner similar to private-sector businesses.
The District is accounted for as a business-type activity and presents its financial statements using the
economic resources measurement focus and the accrual basis of accounting. The District's financial
statements consist of three statements: a statement of net position, a statement of revenues, expenses and
changes in net position and a statement of cash flows.

The statement of net position presents information on the District's assets, deferred outflows, liabilities and
deferred inflows, with the net difference reported as net position. Over time, increases or decreases in net
position may indicate whether the financial position of the District is improving or deteriorating.

The statement of revenues, expenses and changes in net position presents both the operating revenues and
expenses and non-operating revenues and expenses along with other changes in net position for the year. This
statement is an indication of the success of the District's operations over the past year.

The statement of cash flows presents the change in cash and cash equivalents for the year resulting from
operating activities, non-capital financing activities, capital and related financing activities and investing
activities. The primary purpose of this statement is to provide information about the District's cash receipts
and cash payments during the year.

The notes to the financial statements provide additional information that is essential for a full understanding
of the financial statements.



Statement of Net Position

Assets:

Cash and investments

Patient accounts receivable, net
Other current assets

Capital assets, net

Total assets
Liabilities:

Current liabilities
Long-term liabilities

Total liabilities
Deferred inflows of resources — deferred property tax revenue

Net position:

Investment in capital assets
Restricted

Unrestricted

Total net position

Total liabilities and net position

2017 2016
$ 3,053921 $ 1,772,798
858,173 1,055,039
687,027 1,775,957
2,201,486 1,927,424
$ 6,800,607 $ 6,531,218
$ 396,870 $ 448,099
46,392
396,870 494,491
498,055 504,769
2,155,066 1,795,689
6,395 183,311
3,744,221 3,552,958
5,905,682 5,531,958
$ 6,800,607 $ 6,531,218

Total assets increased by $269,389 from December 31, 2016 to December 31, 2017. Net capital assets
increased $274,062 due primarily to the purchase of capital assets. Total liabilities decreased $97,621 due

primarily to payments on long-term debt.

Statement of Revenues, Expenses and Changes in Net Position

Statement of Revenues, Expenses and Changes in Net Position shows an increase in operating revenues of
$127,143 and an increase in operating expenses of $642,943. The increase in net position was $373,724 in

2017 compared with $673,588 in 2016.

OPERATING REVENUES

OPERATING EXPENSES

Salaries, wages and employee benefits
Purchased services and professional fees
Supplies

Depreciation

Other

Total operating expenses
LOSS FROM OPERATIONS

2017 2016
$ 5975217 $ 5.848,074
3,700,247 3,571,365
1,426,488 1,125,411
609,135 532,960
339,542 303,482
503,246 402,497
6,578,658 5,935,715

(603,441) (87,641)




2017 2016
NON-OPERATING INCOME (EXPENSE)

Property taxes 775,820 836,342
Interest expense (5,936) (14,587)
Other income, net 1,980 55,930
Non-operating income, net 771,864 877,685
REVENUES OVER EXPENSES 168,423 790,044
Grants and contributions restricted for capital assets 205,301 257,268
CHANGE IN NET POSITION 373,724 1,047,312
Net position, beginning of year 5,531,958 4,484,646
Net position, end of year $ 5905682 $ 5,531,958

Operating revenues increased by $127,143 primarily due to an increase in outpatient and swingbed services.
Operating expenses increased by $642,943 primarily due to an increase in salaries and locum usage and
contract services. Non-operating revenues and expenses decreased primarily due to receiving lower property
taxes in 2017. The change in net position was $373,724, which was down from the prior year by $673,588.

Capital Assets and Debt Administration

Capital Assets — At December 31, 2017 and 2016, the District had $2,201,486 and $1,927,424, respectively,
invested in capital assets, net of accumulated depreciation, as detailed in Note 5 to the financial statements.
During 2017, the District acquired capital assets of $636,014. The acquisitions consisted primarily of a CT
scanner, building improvements, and other medical equipment.

Debt — At December 31, 2017 and 2016, the District had $46,420 and $131,735, respectively, of capital lease
obligations, as detailed in Note 6 to the financial statements.

The District’s Cash Flows

Changes in the District’s cash flows are consistent with changes in operating income and non-operating
income and expenses, discussed earlier.

Contacting the District's Financial Management

This financial report is designed to provide the citizens, taxpayers, patients and creditors of the District a
general overview of the District 's finances and to demonstrate the District 's accountability. If you have
questions about this report or need additional financial information, contact the Kiowa County Hospital
District, P. O. Box 817, Eads, Colorado 81036.



WEISBROD MEMORIAL COUNTY HOSPITAL AND
THE KIOWA COUNTY HOSPITAL DISTRICT

STATEMENT OF NET POSITION
DECEMBER 31, 2017

ASSETS

CURRENT ASSETS

Cash and cash equivalents
Investments

Patient accounts receivable, net
Property taxes receivable
Supplies

Other current assets

Total current assets

ASSETS WHOSE USE IS LIMITED
Cash held by County Treasurer

CAPITAL ASSETS, NET

TOTAL

LIABILITIES, DEFERRED INFLOWS OF RESOURCES
AND NET POSITION

CURRENT LIABILITIES

Accounts payable

Accrued expenses and other current liabilities
Current portion of capital lease obligations

Total current liabilities

DEFERRED INFLOWS OF RESOURCES
Deferred property tax revenue

NET POSITION

Net investment in capital assets
Restricted

Unrestricted

Total net position
TOTAL

See notes to financial statements

$ 2,287,038
760,488
858,173
498,055
157,352

31,620

4,592,726

6,395
2,201,486
$ 6,800,607

$ 78,667
271,783

46,420

396,870

498,055

2,155,066
6,395
3,744,221

5,905,682
$ 6,800,607




WEISBROD MEMORIAL COUNTY HOSPITAL AND

THE KIOWA COUNTY HOSPITAL DISTRICT

STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET POSITION

FOR THE YEAR ENDED DECEMBER 31, 2017

OPERATING REVENUES

Net patient service revenue, net of provision for bad debts
of $105,088

Other operating revenue

Total operating revenues

OPERATING EXPENSES

Salaries, wages and employee benefits
Purchased services and professional fees
Supplies

Depreciation
Other

Total operating expenses

LOSS FROM OPERATIONS
NON-OPERATING INCOME (EXPENSE)
Property taxes

Interest expense
Other income, net

Non-operating income, net

REVENUES OVER EXPENSES BEFORE GRANTS
AND CONTRIBUTIONS RESTRICTED FOR CAPITAL ASSETS

GRANTS AND CONTRIBUTIONS RESTRICTED FOR
CAPITAL ASSETS

CHANGE IN NET POSITION
NET POSITION, Beginning of year

NET POSITION, End of year

See notes to financial statements

$ 5,909,071
66,146

5,975,217

3,700,247
1,426,488
609,135
339,542
503,246

6,578,658

_ (603441)

775,820
(5,936)

1,980

771,864

168,423

205,301
373,724
5,531,958

$ 5,905,682




WEISBROD MEMORIAL COUNTY HOSPITAL AND
THE KIOWA COUNTY HOSPITAL DISTRICT

STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31, 2017

OPERATING ACTIVITIES

Receipts from and on behalf of patients
Payments to vendors

Payments to employees

Other receipts, net

Net cash provided by operating activities
NON-CAPITAL FINANCING ACTIVITIES

Property taxes supporting operations
Other, net

Net cash provided by non-capital financing activities
CAPITAL AND RELATED FINANCING ACTIVITIES
Purchases of capital assets

Proceeds from sales of capital assets

Grants and contributions restricted for capital assets

Principal paid on long-term debt
Interest paid on long-term debt

Net cash used in capital and related financing activities

INVESTING ACTIVITIES

Investment income

Purchases of investments

Proceeds from disposition and maturities of investments

Net cash provided by investing activities
NET INCREASE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS, Beginning of year

CASH AND CASH EQUIVALENTS, End of year

$ 7,094,667
(2,589,680)
(3,689,878)

187,768

1,002,877

775,820

8,524

784,344

(636,014)
9,550
205,301
(85,315)
(5.936)

(512,414)

6,316
(1,519,639)
1,516,461

3,138

1,277,945
1,015,488

$ 2,293,433

(Continued)



WEISBROD MEMORIAL COUNTY HOSPITAL AND
THE KIOWA COUNTY HOSPITAL DISTRICT

STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31, 2017

RECONCILIATION OF CASH AND CASH EQUIVALENTS
TO THE STATEMENTS OF NET POSITION

Cash and cash equivalents $ 2,287,038
Cash held by County Treasurer 6,395
TOTAL CASH AND CASH EQUIVALENTS $ 2,293,433

RECONCILIATION OF LOSS FROM OPERATIONS
TO NET CASH PROVIDED BY OPERATING ACTIVITIES
Loss from operations $ (603,441)
Adjustments to reconcile loss from operations to net
cash provided by operating activities:

Depreciation 339,542
Changes in operating assets and liabilities:

Patient accounts receivable, net 196,866

Estimated third-party payor settlements 988,730

Accounts payable, accrued expenses and other current liabilities (14,379)

Other assets and liabilities 95,559

NET CASH PROVIDED BY OPERATING ACTIVITIES $ 1,002,877

(Concluded)
See notes to financial statements




WEISBROD MEMORIAL COUNTY HOSPITAL AND
THE KIOWA COUNTY HOSPITAL DISTRICT

NOTES TO FINANCIAL STATEMENTS

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

General — Weisbrod Memorial County Hospital and the Kiowa County Hospital District (the
District) consists of Kiowa County Hospital District dba Weisbrod Memorial County Hospital, a
licensed 25-bed critical access hospital; Eads Medical Clinic (EMC), a rural health clinic, located in
Eads, Colorado; and the Extended Care Unit (ECU), a rural long-term care facility, located in Eads,
Colorado. Of the District's ten-member Board of Directors, five members are elected by the citizens
of Kiowa County (the County) and the other five members are appointed by the County
Commissioners. The Board of Directors operates, controls and manages the District.

Prior to 1963, Kiowa County, Colorado owned and operated the Weisbrod Memorial County
Hospital. In 1963 the Kiowa County Hospital District was organized for the purpose of issuing bonds
to build a new hospital wing. On June 18, 1965, a service agreement, which is still in effect, was
entered into between the County and the District, whereby the County agreed to assign its facilities to
the Hospital District in return for the District's agreement to manage and operate the facilities and to
provide adequate and efficient hospital and medical services to the citizens of both governmental
units. The agreement further stipulates that all revenues from operations belong to the District, and
that the County shall provide additional funds to the District to be used whenever District funds are
not sufficient to meet expenditures. In 1970, the County, through the Public Works Fund, constructed
a new wing to the nursing home. Since the present combined hospital and nursing home facility is
operated by the District, all of the capital assets which are the property of both the County and the
District are included in these financial statements.

Reporting Entity — For financial reporting purposes, the District has included all funds,
organizations, agencies, boards,commissions, and authorities. The District has also considered all
potential component units for which it is financially accountable and other organizations for which the
nature and significance of their relationship with the District are such that the exclusion would cause
the District's financial situation to be misleading or incomplete. The Governmental Accounting
Standards Board has set forth criteria to be considered in determining financial accountability. These
criteria include appointing a voting majority of an organization's governing body and (1) the ability
of the District to impose its will on that organization or (2) the potential for the organization to
provide specific benefits to or impose specific financial burdens on the District. The District does not
have a component unit which meets the GASB criteria.

Basis of Presentation — The financial statements of the District have been prepared on the accrual
basis of accounting using the economic resources measurement focus. Revenues, expenses, gains,
losses, assets and liabilities from exchange and exchange-like transactions are recognized when the
exchange transaction takes place, while those from government-mandated nonexchange transactions
(principally federal and state grants) are recognized when all applicable eligibility requirements are
met. Operating revenues and expenses include exchange transactions and program-specific,
government-mandated non-exchange transactions. Government-mandated non-exchange transactions
that are not program specific, property taxes, investment income and interest on capital assets-related
debt are included in non-operating revenues and expenses. The District first applies restricted net
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position when an expense or outlay is incurred for purposes for which both restricted and unrestricted
net positions are available.

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 and liabilities and disclosure of contingent
assets and liabilities at the date of the financial statements and the reported amounts of revenues and
expenses during the reporting period. Actual results could differ from those estimates.

Cash and Cash Equivalents — The District considers all liquid investments, other than those
limited as to use, with the original maturities of three months or less to be cash equivalents.

Property Taxes — The District received approximately 11% of its financial support from property
taxes in 2017. These funds were used to support operations. Taxes are assessed on January 1 and are
due in one installment on April 30 or in two installments on February 28 and June 15 of each year.
The County bills and collects property taxes for the District. Revenue from property taxes is
recognized in the year for which the taxes are levied.

Investments and Investment Income — Investments consist of certificates of deposit and are stated
at fair value. Certificates of deposit are valued based on cost, which approximates fair value.
Investment income includes dividend and interest income and, when applicable, realized and
unrealized gains and losses on investments.

Patient Accounts Receivable — The District reports patient accounts receivable for services
rendered at net realizable amounts from third-party payers, patients and others. The District provides
an allowance for uncollectible accounts based upon a review of outstanding receivables, historical
collection information and existing economic conditions. As a service to the patient, the District bills
third-party payers directly and bills the patient when the patient's liability is determined. Patient
accounts receivable are due in full when billed. Accounts are considered delinquent and subsequently
written off as bad debts based on individual credit evaluation and specific circumstances of the
patient or third-party payor.

Supplies — Supplies are stated at the lower of cost or net realizable value. Cost is determined by the
first-in, first-out method.

Capital Assets — Capital assets are recorded at cost at the date of acquisition or fair value at the date
of donation if acquired by gift. The District capitalizes all capital assets exceeding $5,000 and with an
estimated useful life in excess of one year. Depreciation is computed using the straight-line method
over the estimated useful life of each asset. Assets under capital lease obligations are depreciated
over the shorter of the lease term or their respective estimated useful lives. Interest incurred during
the construction phase of capital assets is included in the capitalized value of the assets constructed.
The following estimated useful lives are being used by the District:

Buildings 30 — 40 years
Improvements 10 — 15 years
Equipment 5—20 years

Gifts of capital assets such a land, buildings, or equipment are reported as additions to unrestricted
net position and are excluded from revenues in excess of expenses. Gifts of long-lived assets with
explicit restrictions that specify how the assets are to be used and gifts of cash or other assets that
must be used to acquire capital assets are reported as restricted net position.
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Compensated Absences — The District's policies permit employees to accumulate paid time off
benefits. Expense and the related liability are recognized as benefits are earned. Compensated
absence liabilities are computed using the regular pay rates in effect at the balance sheet date, plus an
additional amount for compensation-related payments, such as Social Security and Medicare taxes
computed using rates in effect at that date.

Net Position — The District's net position is classified in the following components:

o Net Investment in Capital Assets — This component consists of capital assets, net of
accumulated depreciation, reduced by the outstanding balances of any bonds, mortgages, notes,
or other borrowings that are attributable to the acquisition, construction, or improvement of those
assets. If there are significant unspent related debt proceeds, the portion of the debt attributable to
the unspent proceeds is not included in the calculation of net investment in capital assets. Rather,
that portion of the debt is included in the same net position component as the unspent proceeds.

e Restricted — This component consists of restricted assets reduced by liabilities and deferred
inflows of resources related to those assets. Restricted assets are assets which have restrictions
placed on the use of the assets through external constraints imposed by creditors (such as through
debt covenants), contributors, or laws or regulations of other governments or constraints imposed
by law through constitutional provisions or enabling legislation. Generally, a liability relates to
restricted assets if the asset results from a resource flow that also results in the recognition of a
liability or if the liability will be liquidated with the restricted assets reported.

e Unrestricted — This component consists of the net amount of assets, deferred outflows of
resources, liabilities and deferred inflows of resources that are not included in the determination
of net investment in capital assets or the restricted component of net position.

Restricted Resources — When the District has both restricted and unrestricted resources available to
finance a particular program, it is the District's policy to use restricted resources before unrestricted
resources.

Net Patient Service Revenue — The District has agreements with third-party payers that provide for
payments to the District at amounts different from its established rates. Net patient service revenue is
reported at the estimated net realizable amounts from patients, third-party payers and others for
services rendered and include estimated retroactive revenue adjustments and a provision for
uncollectible accounts. Retroactive adjustments are recorded on an estimated basis in the period the
services are rendered and such estimated amounts are revised in future periods, as adjustments
become known.

Charity and Indigent Care — The District provides care without charge or at amounts less than its
established rates to patients meeting certain criteria under its charity care policy. Because the District
does not pursue collection of amounts determined to qualify as charity care, these amounts are not
reported as net patient service revenue. The District provided charity care based upon standard rates
for the year ended December 31, 2017 of $5,122.

Income Taxes — As an essential government function of the County, the District is generally
exempt from federal and state income taxes. However, the District is subject to federal income tax on
any unrelated business taxable income.

The District believes that it does not have any uncertain tax positions that are material to the financial
statements.

-12 -



Budget and Budgetary Accounting — Prior to October 15, the budget is prepared by the
administration and staff of the District and is submitted to the District Board of Directors. After
conducting a public hearing, the budget is approved by the Board of Directors and legally enacted
through passage of a resolution.

Budgets may be amended during the year by supplemental appropriation. All appropriations lapse at
year end.

Subsequent Events — The District has evaluated subsequent events for recognition or disclosure
through the date of the Independent Auditors' Report, which is the date the financial statements were
available for issuance.

DEPOSITS AND INVESTMENTS

Deposits — Custodial credit risk is the risk that in the event of a bank failure, a hospital's deposits
may not be returned to it. The District does not have a formal policy that addresses custodial credit
risk.

The Colorado Public Deposit Protection Act requires financial institutions to collateralize any
uninsured public deposits. Any excess of deposits over the Federal Deposit Insurance Corporation
(FDIC) limits that are not insured is covered by collateral pledged by the financial institution in
accordance with Public Deposit Protection Act.

At December 31, 2017, $250,000 of the District's bank balances were insured by FDIC. The
remaining balances were uninsured but collateralized by securities held by the pledging financial
institution’s trust department in other than the District's name.

Investments — The District's investments are subject to various risks, including the following:

Interest Rate Risk — As a means of limiting its exposure to fair value losses arising from rising
interest rates, the District invests primarily in certificates of deposit with limited durations. The
District does not have a formal investment policy that limits investment maturities as a means of
managing its exposure to fair value losses arising from increasing interest rates.

Credit Risk — Credit risk is the risk that an issuer or counterparty to an investment will not fulfill its
obligations. The District does not have a formal investment policy that would limit its investment
options.

Concentration of Credit Risk — The District does not have a formal investment policy for managing
concentration of credit risk.

Summary of Carrying Values — At December 31, 2017 the District's deposits and investments
consisted of the following:

Carrying value:

Cash and cash equivalents $ 2,293,433
Certificates of deposit 760,488
Total $ 3,053,921
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Included in the following statement of net position captions:

Cash and cash equivalents $ 2,287,038
Investments 760,488
Cash held by Colorado State Treasurer 6,395
Total $ 3,053,921

Fair Value Measurements — The District categorizes its fair value measurements within the fair
value hierarchy established by generally accepted accounting principles.

The hierarchy is based on the valuation inputs used to measure the fair value of the asset and give the
highest level to unadjusted quoted prices in active markets for identical assets or liabilities (level 1
measurements) and the lowest level to unobservable inputs (level 3), as follows:

Level 1  Unadjusted quoted prices for identical instruments in active markets.

Level 2 Observable inputs other than quoted market prices.

Level 3 Valuation derived from valuation techniques in which significant inputs are unobservable.
The District holds all of its investments in certificates of deposit as of December 31, 2017, which are
classified as Level 2 investments.

PATIENT ACCOUNTS RECEIVABLE

The District grants credit without collateral to its patients, many of whom are area residents and are

insured under third-party payor agreements. The mix of receivables from third-party payors and
patients as of December 31, 2017 is as follows:

Medicare 71%
Medicaid 17%
Other third-party payors 9%
Private pay 3%
Total 100%

NET PATIENT SERVICE REVENUE

The District recognizes patient service revenue associated with services provided to patients who
have third-party payer coverage on the basis of contractual rates for the services rendered. For
uninsured patients that do not qualify for charity care, the District recognizes revenue on the basis of
its standard rates for services provided. On the basis of historical experience, a significant portion of
the District 's uninsured patients will be unable or unwilling to pay for the services provided. Thus,
the District records a significant provision for bad debts related to uninsured patients in the period the
services are provided. This provision for bad debts is presented in the statements of revenues,
expenses and changes in net position as a component of net patient service revenue.
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The District has agreements with third-party payors that provide for payments to the District at
amounts different from its established rates. A summary of the payment arrangements with major
third-party payors follows:

Medicare — The District is designated as a Critical Access Hospital and is reimbursed on a cost
basis. The District is reimbursed at tentative rates with final settlement determined after submission
of annual cost reports by the District and audit thereof by the Medicare fiscal intermediary.

Medicaid — Services rendered to Medicaid program beneficiaries are paid at prospectively
determined rates per discharge and cost-reimbursement methodologies. The District is reimbursed at
a tentative rate with final settlement determined after submission of annual cost reports by the District
and audits thereof by Medicaid.

Approximately 74% of net patient service revenues are from participation in the Medicare and
Medicaid programs for the year ended December 31, 2017. Laws and regulations governing the
Medicare and Medicaid programs are complex and subject to interpretation and change. As a result, it
is reasonably possible that recorded estimates will change materially in the near term. Net patient
service revenue increased by approximately $390,000 during 2017 as the result of prior-year
settlements and the removal of allowances previously estimated that are no longer necessary as a
result of financial settlements.

The District has also entered into payment agreements with certain commercial insurance carriers,
health maintenance organizations and preferred provider organizations. The basis for payment to the
District under these agreements includes prospectively determined rates per discharge, discounts
from established charges and prospectively determined daily rates.

The State of Colorado has implemented a provider fee on Medicaid providers which generates
additional federal matching funds. Provider fee revenue and expense were as follows for the year
ended December 31, 2017:

Provider fee revenue 3 750,005
Provider fee expense 137,293
Net excess of revenue over expense $ 612,712

The net provider fees have been recorded within net patient service revenue in the accompanying
financial statements.
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CAPITAL ASSETS

Capital assets activity is as follows for the year ended December 31, 2017:

Beginning Ending
Balance Additions Disposals Transfers Balance
Land $ 5,000 $ 5,000
Buildings 1,872,151 $ 163,956 $ (18,964) $ 247,972 2,265,115
Equipment 2,537,044 472,058 (75,656) 2,933,446
Construction in progress 247972 (247.972)
4,662,167 636,014 (94,620) — 5,203,561
Less accumulated
depreciation:
Buildings (1,330,578) (65,844) 14,179 (1,382,243)
Equipment (1,404,165) (273,698) 58,031 (1,619,832)
(2,734,743) (339,542) 72,210 — (3,002,075)
Capital assets, net $ 1927424 $ 296,472 $ (22,410) $ — $ 2,201,486

CAPITAL LEASE OBLIGATIONS

Capital lease obligations activity is as follows for the year ended December 31, 2017:

Beginning Ending Due within
Balance Borrowings Repayments  Balance one year
Capital lease
obligations $ 131,735 $ — $ (85315) $ 46420 $ 46,420

The District leases equipment under the terms of capital lease agreements that expire through
September 2018. Equipment under these capital lease agreements is recorded at a cost of $360,749
and accumulated depreciation of $224,396 at December 31, 2017.

RISK MANAGEMENT AND CONTINGENCIES

Risk Management — The District is exposed to various risks of loss from torts; thefts of, damage to
and destruction of assets; business interruption; errors and omissions; employee injuries and illnesses;
natural disasters; employee health, dental and accident benefits. Commercial insurance coverage is
purchased for claims arising from such matters. Settled claims did not exceed this commercial
coverage during 2017.

Medical Malpractice — The District purchases medical malpractice insurance under a claims-made
policy on a fixed premium basis. Accounting principles generally accepted in the United States of
America require a health care provider to accrue the expense of its share of malpractice claim costs, if
any, for any reported and unreported incidents of potential improper professional service occurring
during the year by estimating the probable ultimate costs of the incidents. Based upon the District's
claims experience, no such accrual has been made. It is reasonably possible that this estimate could
change materially in the near term.
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Industry Regulations — The healthcare industry is subject to numerous laws and regulations of
federal, state and local governments. These laws and regulations include, but are not necessarily
limited to, matters such as licensure, accreditations, government healthcare program participation
requirements, reimbursement for patient services, and Medicare and Medicaid fraud and abuse.
Government activity continues with respect to investigations and allegations concerning possible
violations of fraud and abuse statues and regulations by healthcare providers. Violations of these laws
and regulations could result in expulsion from government healthcare programs together with the
imposition of significant fines and penalties, as well as significant repayments for patient services
previously billed. Compliance with such laws and regulations can be subject to future government
review and interpretation, as well as regulatory actions. Management believes that the District is in
compliance with fraud and abuse statues, as well as other applicable government laws and
regulations.

Tax, Spending and Debt Limitations — Colorado voters passed an amendment to the State
Constitution, Article X, Section 20, which has several limitations including raising revenue, spending
abilities, and other specific requirements of state and local governments. Management believes that
the District is compliant with the rules of Colorado's Taxpayer's Bill of Rights (TABOR), however,
many provisions of the Tabor Amendment are complex and subject to further interpretation and will
require judicial interpretation.

RETIREMENT PLANS

The District provides pension benefits for all of its full-time employees through a defined
contribution plan. In a defined contribution plan, benefits depend solely on amounts contributed to
the plan plus investment earnings. Employees are eligible to receive employer contributions one year
after hire. The employer rate of contribution is a match of up to 3% of the employee's contributions to
the deferred compensation plan (see below). The District's contributions for each employee (and
earnings allocated to the employee's account) are fully vested after five years of continuous service.
Plan provisions and contribution requirements are established and may be amended by the Board of
Directors. Contributions made by the District totaled $46,972 during 2017.

The District provides pension benefits for all of its full-time employees through a 457b deferred
compensation plan. Employees are eligible to make contributions to the plan three months after hire.
All accounts are 100% vested. No employer contributions are made to this plan. Plan provisions and
contribution requirements are established, and may be amended by, the Board of Directors.
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WEISBROD MEMORIAL COUNTY HOSPITAL AND
THE KIOWA COUNTY HOSPITAL DISTRICT

BUDGETED AND ACTUAL REVENUES AND EXPENSES
FOR THE YEAR ENDED DECEMBER 31, 2017

Favorable
(Unfavorable)
Actual Budgeted Variance
OPERATING REVENUES
Net patient service revenue $ 5909071 $ 5212,738 $ 696,333
Other operating revenue 66,146 38,044 28,102
Total operating revenues 5,975,217 5,250,782 724,435
OPERATING EXPENSES
Salaries, wages and employee benefits 3,700,247 3,802,132 101,885
Other operating expenses 2,878,411 2,460,767 (417,644)
Total operating expenses 6,578,658 6,262,899 (315,759)
LOSS FROM OPERATIONS (603,441) (1,012,117) 408,676
Non-operating income, net (including
contributions restricted for capital assets) 977,165 969,799 7,366
CHANGE IN NET POSITION $ 373724 $§ (42,318) $ 416,042
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