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INDEPENDENT AUDITORS' REPORT

To the Board of Directors
Kit Carson County Health Service District
Burlington, Colorado

We have audited the accompanying financial statements of Kit Carson County Health Service District (the
District), which comprise the statements of net position as of December 31, 2019 and 2018, and the related
statements of revenues, expenses and changes in net position and cash flows for the years then ended, and
the related notes to the financial statements.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles 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 audits. We conducted
our audits 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 the District as of December 31, 2019 and 2018, and the changes in its financial position and its
cash flows for the years then ended in accordance with accounting principles generally accepted in the
United States of America.

CPAs + BUSINESS ADVISORS



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 6 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 consider 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.

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 on page 22 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 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 information is fairly stated in all material respects in relation to the basic financial statements as
a whole.

Stockman Rast Byan + (o, LLP

September 1, 2020




KIT CARSON COUNTY HEALTH SERVICE DISTRICT

MANAGEMENT’S DISCUSSION AND ANALYSIS

This management's discussion and analysis of the financial performance of Kit Carson County Health Service
District (the District) provides an overall review of the District’s financial activities and balances as of and for
the years ended December 31, 2019 and 2018. The intent of this discussion and analysis is to provide further
information on the District’s performance as a whole. Readers should also review the basic financial
statements and the notes thereto to enhance their understanding of the District’s financial status.

Financial Highlights

The District’s net position decreased by $728,429 and $12,936 in 2019 and 2018, respectively.

e The District reported income (loss) from operations of $(937,699) and $192,490 in 2019 and 2018,
respectively.

e The District has a net position of $5,092,104 as of December 31, 2019.

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.



Net Position

2019 2018 2017

Assets:
Cash and investments S 6,467,730 S 8,241,194 S 7,595,459
Patient accounts receivable, net 3,105,024 3,174,987 2,087,586
Other current assets 2,078,065 1,298,935 1,949,676
Capital assets, net 6,774,936 6,610,944 7,469,452
Total assets S 18,425,755 S 19,326,060 S 19,102,173
Liabilities:
Current liabilities S 2,695,363 S 2,735,500 S 1,934,346
Long-term debt, less current maturities 10,041,151 10,199,024 10,748,432
Total liabilities 12,736,514 12,934,524 12,682,778
Deferred inflows of resources 597,137 571,003 585,926
Net Position:
Net investment in capital assets (2,479,790) (2,740,136) (2,440,843)
Restricted — expendable for debt service 446,307 433,625 434,850
Unrestricted 7,125,587 8,127,044 7,839,462
Total net position 5,092,104 5,820,533 5,833,469
Total liabilities, deferred inflows

of resources and net position S 18,425,755 S 19,326,060 S 19,102,173

The District’s assets decreased by $900,305 in 2019 and increased by $223,887 in 2018. Cash and
investments decreased $1,773,464 in 2019 due mainly to the loss from operations and payment of third
party payer settlements. Cash and investments increased $645,735 in 2018 due mainly to income from
operations. Other current assets increased in 2019 due mainly to estimated third party payer settlements of
$849,322, consisting mainly of an estimated receivable from Medicare of approximately $738,000. Patient
accounts receivable, netincreased $1,087,401 in 2018 due to delays in collections, an increase in inpatient
and outpatient volumes, and an increase in rates.

The District’s liabilities decreased by $198,010 in 2019 and increased by $251,746 in 2018. Current liabilities
decreased in 2019 due mainly to the payment of third party payer settlements. Long-term debt decreased

each year due to payments on the bonds payable and capital lease obligations.

See further information under Capital Assets and Debt Administration below.



Operating Results and Changes in Net Position

The District's net position decreased in 2019, 2018 and 2017 by $728,429, $12,936 and $2,252,840,
respectively. These changes in net position are made up of different components as follows:

2019 2018 2017

OPERATING REVENUES
Net patient service revenue 17,911,201 15,757,815 S 14,212,105
Other operating revenue 61,400 43,118 114,607
Total operating revenues 17,972,601 15,800,933 14,326,712
OPERATING EXPENSES
Salaries and wages 7,285,354 6,773,095 7,109,051
Purchased services and professional fees 5,953,748 3,549,808 3,259,675
Employee benefits 1,492,530 1,363,535 1,409,766
Supplies 1,652,968 1,375,031 1,399,892
Depreciation 1,030,727 1,099,767 1,367,559
Provider fees 447,529 510,489 568,086
Other 1,047,444 936,718 1,346,194
Total operating expenses 18,910,300 15,608,443 16,460,223
INCOME (LOSS) FROM OPERATIONS (937,699) 192,490 (2,133,511)
NON-OPERATING INCOME (EXPENSE)
Property taxes 604,629 649,260 530,738
Interest expense (678,180) (724,703) (728,612)
Investment income 71,771 49,763 22,993
Non-capital contributions 110,410 1,405 8,828
Other income, net 100,640 (181,151) 46,724
Total non-operating income

(expense), net 209,270 (205,426) (119,329)
CHANGE IN NET POSITION (728,429) (12,936) (2,252,840)
NET POSITION, beginning of year 5,820,533 5,833,469 8,086,309
NET POSITION, end of year S 5,092,104 S 5,820,533 S 5,833,469

The first component of the overall change in the District’s net position is its operating income (loss) -
generally, the difference between net patient service and other operating revenues and the expenses
incurred to perform those services. The District had an operating loss of $937,699 in 2019 compared to
operating income of $192,490 in 2018.



The primary components of the income from operations are:

e Net patient service revenue increased $2,153,386 and $1,545,710 in 2019 and 2018, respectively,
due to increases in both volume and rates.

e Salaries and wages increased $512,259in 2019 due to an increase in staffing levels, compared with
adecreasein salaries and wages in 2018 due to cost reduction measures that resulted in a decrease
in staffing levels.

e Purchased services and professional fees increased $2,403,940 in 2019 due primarily to offering
hyperbaric oxygen services for the first time in 2019. Also, purchased information technology
services were necessary due to the conversion of billing and accounting systems.

Non-operating revenues and expenses consist primarily of property tax income and interest expense. Non-
operating income (expense), net totaled $209,270, $(205,426) and $(119,329) for the years ended
December 31, 2019, 2018 and 2017, respectively.

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.

Capital Assets

In 2019, the District acquired $1,194,719 of capital assets and had $6,774,936 invested in capital assets, net
of accumulated depreciation. In 2018, the District acquired $490,741 of capital assets and had $6,610,944
invested in capital assets, net of accumulated depreciation. See Note 5 to the financial statements.

Debt Administration

The District has bond obligations outstanding of $10,050,000 and $10,430,000 as of December 31, 2019 and
2018, respectively. As of December 31, 2019 and 2018, the District had $601,424 and $317,778 in
outstanding capital lease obligations. See Note 6 to the financial statements.

Requests for Information

This financial report is designed to provide our patients, suppliers, taxpayers, and creditors with a general
overview of the District’s finances and to show the District’s accountability for the money it receives. If you
have questions about this report or need additional financial information, contact Kit Carson County Health
Service District, 286 16th Street, Burlington, Colorado 80807-1651.




KIT CARSON COUNTY HEALTH SERVICE DISTRICT

STATEMENTS OF NET POSITION
DECEMBER 31, 2019 AND 2018

ASSETS

CURRENT ASSETS

Cash and equivalents

Short-term investments

Cash held by trustee for debt service — current
Patient accounts receivable, net

Estimated third party payer settlements
Property taxes receivable

Supplies

Other current assets

Total current assets

NON-CURRENT CASH AND INVESTMENTS

Cash held by trustee for debt service — non-current
Internally designated for capital acquisitions
Long-term investments

Total non-current cash and investments
CAPITAL ASSETS, NET
TOTAL

LIABILITIES, DEFERRED INFLOWS OF RESOURCES
AND NET POSITION

CURRENT LIABILITIES

Accounts payable

Accrued expenses and other current liabilities

Patient refunds payable

Estimated third party payer settlements

Current portion of bonds payable

Current portion of capital lease obligations

Total current liabilities

LONG-TERM DEBT
Bonds payable
Capital lease obligations

Total long-term debt
Total liabilities

DEFERRED INFLOWS OF RESOURCES
Deferred property tax revenue

NET POSITION

Net investment in capital assets
Restricted — expendable for debt service
Unrestricted

Total net position

TOTAL

See notes to financial statements.

2019 2018
$ 3113596 $ 4,914,786
63,767 700,017
754,617 741,935
3,105,024 3,174,987
849,322
597,137 571,003
462,699 446,094
168,907 281,838
9,115,069 10,830,660
1,088,388 1,088,388
793,418 796,068
653,944
2,535,750 1,884,456
6,774,936 6,610,944
$ 18,425,755  $ 19,326,060
$ 822,441 S 397,300
828,318 810,658
434,331 374,001
604,787
405,000 380,000
205,273 168,754
2,695,363 2,735,500
9,645,000 10,050,000
396,151 149,024
10,041,151 10,199,024
12,736,514 12,934,524
597,137 571,003
(2,479,790) (2,740,136)
446,307 433,625
7,125,587 8,127,044
5,092,104 5,820,533
$ 18,425,755 $ 19,326,060




KIT CARSON COUNTY HEALTH SERVICE DISTRICT

STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET POSITION

FOR THE YEARS ENDED DECEMBER 31, 2019 AND 2018

OPERATING REVENUES

Net patient service revenue, net of provision for bad debts

of $2,659,772 and $1,102,088, respectively
Otheroperating revenue

Total operating revenues

OPERATING EXPENSES

Salaries and wages

Purchased services and professional fees
Supplies

Employee benefits

Depreciation

Provider fees

Other

Total operating expenses
INCOME (LOSS) FROM OPERATIONS

NON-OPERATING INCOME (EXPENSE)
Property taxes

Interest expense

Investment income

Loss on disposal of capital assets
Other income, net

Non-operating income (expense), net
CHANGE IN NET POSITION — REVENUES UNDER EXPENSES
NET POSITION, Beginning of year

NET POSITION, End of year

See notes to financial statements.

2019

$17,911,201

2018

$ 15,757,815

61,400 43,118
17,972,601 15,800,933
7,285,354 6,773,095
5,953,748 3,549,808
1,652,968 1,375,031
1,492,530 1,363,535
1,030,727 1,099,767
447,529 510,489
1,047,444 936,718
18,910,300 15,608,443
(937,699) 192,490
604,629 649,260
(678,180) (724,703)
71,771 49,763
(249,482)

211,050 69,736
209,270 (205,426)
(728,429) (12,936)
5,820,533 5,833,469
$ 5,092,104 $ 5,820,533




KIT CARSON COUNTY HEALTH SERVICE DISTRICT

STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2019 AND 2018

OPERATING ACTIVITIES

Receipts from and on behalf of patients
Payments to vendors

Payments to employees

Other receipts, net

Net cash provided by (used in) 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
Principal paid on long-term debt and capital lease obligations

Interest paid on long-term debt
Purchases of capital assets

Net cash used in capital and related financing activities

INVESTING ACTIVITIES

Investment income

Purchases of investments

Proceeds from disposition of investments

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

CASH AND EQUIVALENTS, End of year

2019

$ 16,527,055

2018

$ 15,941,006

(8,198,970) (6,154,876)
(9,081,146) (8,177,613)
61,400 43,118
(691,661) 1,651,635
604,629 649,260
211,050 69,736
815,679 718,996
(570,515) (559,215)
(678,180) (724,703)
(720,558) (490,741)
(1,969,253) (1,774,659)
71,771 49,763
(1,121,857) (9,793)
1,101,750 227,902
51,664 267,872
(1,793,571) 863,844
7,079,838 6,215,994
$ 5,286,267 $ 7,079,838

(Continued)



KIT CARSON COUNTY HEALTH SERVICE DISTRICT

STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2019 AND 2018

RECONCILIATION OF CASH AND EQUIVALENTS
TO THE STATEMENT OF NET POSITION:
Cash and equivalents
Cash held by trustee for debt service — current
Cash held by trustee for debt service — non-current
Internally designated for capital acquisitions

Total

RECONCILIATION OF INCOME (LOSS) FROM OPERATIONS TO
NET CASH PROVIDED BY (USED IN) OPERATING ACTIVITIES:
Income (loss) from operations
Adjustments to reconcile income (loss) from operations to

net cash provided by (used in) operating activities:
Depreciation
Changes in operating assets and liabilities:

Patient accounts receivable, net

Estimated third-party payer settlements

Other assets

Accounts payable and other current liabilities

NET CASH PROVIDED BY (USED IN) OPERATING ACTIVITIES

NON-CASH CAPITAL AND RELATED FINANCING ACTIVITIES
Capital assets acquired through issuance of capital lease obligations

See notes to financial statements.

2019 2018
$ 3,113,596 S 4,914,786
754,617 741,935
1,088,388 1,088,388
329,666 334,729
$ 57286267 $ 7,079,838
$ (937,699) S 192,490
1,030,727 1,099,767
69,963 (1,087,401)
(1,454,109) 1,270,592
96,326 (29,987)
503,131 206,174
$  (691,661) $ 1,651,635
$ 474,161

(Concluded)

-10 -



KIT CARSON COUNTY HEALTH SERVICE DISTRICT

NOTES TO FINANCIAL STATEMENTS

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

General — The Kit Carson County Health Service District (District) consists of Kit Carson County
Memorial Hospital (Hospital), licensed as a 19-bed critical access hospital; KCCMH Home Health;
Parke Health Center (PHC), a rural health clinic, located in Burlington, Colorado; and Stratton
Medical Clinic (SMC), a rural health clinic, located in Stratton, Colorado. The District’s seven-
member Board of Directors is elected by the citizens of Kit Carson County (County) to operate,
control and manage the District.

In 1996, the County electorate approved a ballot issue authorizing the formation of the District. In
accordance with an agreement with the County, the District assumed the functions of the Hospital
as of January 1, 1998. The County continued a mil levy for the operation and maintenance of the
facility until 1999, when the levy was discontinued and the District began to levy its own taxes.

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 orincomplete. The Governmental Accounting
Standards Board (GASB) 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 orimpose 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.

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.

-11 -



Cash and 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 3% and 4% of its financial support from
property taxes in 2019 and 2018, respectively. 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. 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 money
market accounts and are stated at fair value. Certificates of deposit are valued based on cost, which
approximates fair value. Money market accounts are valued based on quoted prices in active
markets. Investment income includes dividend and interest income and 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 payer.

Supplies — Supplies are stated at the lower of cost or market.

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.
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. The following estimated useful lives are being used by the
District:

Building and improvements 5 —-50 years
Fixed equipment 3 -20years
Major movable equipment 2 —20years

Gifts of capital assets such as 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.

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.

-12 -



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

e 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 years ended December 31, 2019 and 2018 of $123,480 and $233,799,
respectively. The District also provides indigent care under the Medicaid program.

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.

-13 -



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 toit. 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, 2019, $1,250,000 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 — Interest rate risk is the risk that changes in market interest rates will adversely
affect the fair value of an investment. Generally, the longer the maturity of an investment, the
greater the sensitivity of its fair value to changes in market interest rates. The District does not have
aformal investment policy that limits investment maturities as a means of managing its exposure to
fair value losses arising from increasing interest rates. However, as a means of limiting its exposure
to fair value losses arising from rising interest rates, the District invests in certificates of deposit with
limited durations and money market accounts.

Credit Risk — Credit risk is the risk that an issuer or counterparty to an investment will not fulfill its
obligations. The District has no formal investment policy that would limit its investment options. The
District's money market accounts have a Standard & Poor's rating of AAAmM.

Concentration of Credit Risk — The District will limit credit risk, the risk of loss due to the failure of
the security issuer or backer, by diversifying in the investment portfolio so that potential losses on
individual securities will be minimized. The District does not have a formally adopted investment
policy for managing concentration of credit risk.

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

2019 2018
Carrying value:
Cash and equivalents S 3,113,596 S 4,914,786
Money market accounts 2,172,666 2,165,052
Certificates of deposit 1,181,468 1,161,356
Total S 6,467,730 S 8,241,194
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Deposits and investments are included in the following statement of net position captions:

2019 2018

Cash and equivalents S 3,113,596 S 4,914,786
Short-term investments 63,767 700,017
Cash held by trustee for debt service — current 754,617 741,935
Non-current cash and investments:

Cash held by trustee for debt service — non-current 1,088,388 1,088,388

Internally designated for capital acquisitions 793,418 796,068

Long-term investments 653,944
Total S 6,467,730 S 8,241,194

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 has the following fair value measurements as of December 31:

Fair Value Measurements Using
Quoted Prices  Significant

In Active Other Significant
Markets for Observable Unobservable
Identical Assets Inputs Inputs
Total (Level 1) (Level 2) (Level 3)
2019:
Money market accounts S 2,172,666 S 2,172,666
Certificates of deposit 1,181,468 S 1,181,468
Total S 3,354,134 S 2,172,666 S 1,181,468 S —
2018:
Money market accounts S 2,165,052 S 2,165,052
Certificates of deposit 1,161,356 S 1,161,356
Total S 3,326,408 S 2,165,052 S 1,161,356 S —

-15-



PATIENT ACCOUNTS RECEIVABLE

The District grants credit without collateral to its patients, many of whom are area residents and are
insured under third-party payer agreements. Patient accounts receivable consist of the following at
December 31:

2019 2018
Medicare S 2,266,429 $ 3,279,121
Medicaid 933,549 1,254,257
Other third-party payers 3,334,517 1,348,138
Patients 3,379,255 1,659,014
Total gross accounts receivable 9,913,750 7,540,530
Less allowance for contractual adjustments 3,694,778 2,778,337
Less allowance for bad debts 3,113,948 1,587,206
Total allowances 6,808,726 4,365,543
Patient accounts receivable, net $ 3,105,024 S 3,174,987

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.

The District has agreements with third-party payers that provide for payments to the District at
amounts different from its established rates. A summary of the payment arrangements with major
third-party payers 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.

Approximately 58% and 67% of net patient service revenues are from participation in the Medicare
and Medicaid programs for the years ended December 31, 2019 and 2018, respectively. Laws and
regulations governing the Medicare and Medicaid programs are complex and subject to
interpretation and change. As aresult, it is reasonably possible that recorded estimates will change
materially in the near term. Net patient service revenue increased by approximately $290,000 and
$75,000 during the years ended December 31, 2019 and 2018, respectively, as the result of prior-
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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 and CICP providers which
generates additional federal matching funds. Provider fee revenue and expense were as follows for
the years ended December 31:

2019 2018
Provider fee revenue, included in
net patient service revenue S 1,988,900 S 1,906,903
Provider fee expense (447,529) (510,489)
Net excess of revenue over expense S 1,541,371 S 1,396,414
CAPITAL ASSETS
Capital assets activity for the years ended December 31 is as follows:
Beginning Ending
Balance Additions Deductions Transfers Balance
2019:
Land S 176,836 S 176,836
Buildings and
improvements 13,677,637 S 541,956 14,219,593
Fixed equipment 3,219,278 141,916 3,361,194
Major movable
equipment 6,173,582 507,438 S 62,478 6,743,498
Construction in
progress 62,478 3,409 (62,478) 3,409
23,309,811 1,194,719 S — S — 24,504,530
Less accumulated
depreciation:
Buildings and
improvements (8,828,038) (577,680) (9,405,718)
Fixed equipment (2,709,551) (167,529) (2,877,080)
Major movable
equipment (5,161,278) (285,518) (5,446,796)
(16,698,867) (1,030,727) (17,729,594)
Capital assets, net S 6,610,944 S 163,992 S - S — S 6,774,936
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2018:

Land

Buildings and
improvements

Fixed equipment

Major movable
equipment

Construction in
progress

Less accumulated
depreciation:
Buildings and

improvements
Fixed equipment
Major movable

equipment

Capital assets, net

LONG-TERM DEBT

2019:

Bonds payable

Capital lease
obligations

Long-term debt

2018:

Bonds payable

Capital lease
obligations

Beginning Ending

Balance Additions Deductions Transfers Balance
S 176,836 S 176,836
13,662,637 S 15,000 13,677,637
3,219,278 3,219,278
5,775,194 413,263 S (14,875) 6,173,582
238,761 62,478 (238,761) 62,478
23,072,706 490,741 (253,636) S — 23,309,811
(8,174,889)  (653,149) (8,828,038)
(2,496,960) (212,591) (2,709,551)
(4,931,405) (234,027) 4,154 (5,161,278)
(15,603,254) (1,099,767) 4,154 (16,698,867)
S 7,469,452 S (609,026) S (249,482) S — S 6,610,944

Long-term debt activity for the years ended December 31 is as follows:
Amounts
Beginning Ending Due Within
Balance Borrowings Repayments Balance One Year

$ 10,430,000 (380,000) $ 10,050,000 $ 405,000
317,778 S 474,161 (190,515) 601,424 205,273
$10,747,778 S 474,161 S (570,515) $10,651,424 S 610,273
$ 10,790,000 (360,000) S 10,430,000 $ 380,000
516,993 (199,215) 317,778 168,754
$11,306,993 $ — S (559,215) $10,747,778 S 548,754

Long-term debt

Health Care Facilities Revenue Bonds Series 2007 — In November 2007, Health Care Facilities
Revenue Bonds, Series 2007 (2007 Bonds), were issued in the amount of $12,810,000 to finance a
facility expansion and improvement project. The 2007 Bonds mature in varying installments through
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January 2034 with interest rates ranging from 6.10% to 6.75%. Bond interest and principal are
deposited with the bond trustee in annual requirements ranging from $948,527 to $1,088,388. The
bond resolution requires, among other things, the establishment of a Reserve Fund to be held by
the issuer for the purpose of paying principal and interest on the bonds when sufficient money are
unavailable in the Senior Bond Fund into which the loan repayments are deposited in order to pay
the principal and interest on the bonds (see Note 2). The 2007 Bonds are collateralized by net
pledged revenues.

Terms of the 2007 Bonds place limits on the incurrence of additional borrowings. Also, the
provisions of the indenture related to the 2007 Bonds contain covenants pertaining to reporting
requirements, current ratio, debt service coverage ratio and maintenance of days cash on hand. For
the year ended December 31, 2019, the District did not meet the debt service coverage ratio
requirement. Under the terms of the indenture, the District may be required to retain a hospital
consultant to make certain recommendations for improving performance of the District.
Furthermore, as the failure to maintain coverage is a covenant default, the Bond Trustee may be
authorized to apply for a receiver or otherwise take possession of all Income of the District, as
defined, as it is received. The District has not failed to pay principal of or interest on the 2007
Bonds.

The debt service requirements of the Series 2007 revenue bonds as of December 31, 2019 are as
follows:

Principal Interest Total
2020 S 405,000 S 664,706 S 1,069,706
2021 435,000 636,356 1,071,356
2022 465,000 605,981 1,070,981
2023 495,000 573,581 1,068,581
2024 530,000 538,988 1,068,988
2025 -2029 3,235,000 1,862,156 5,097,156
2030-2034 4,485,000 795,994 5,280,994
Total $ 10,050,000 S 5,677,762 $ 15,727,762

Capital Lease Obligations — The District leases equipment under the terms of capital lease
agreements that expire through July 2023. Equipment under these capital lease agreements is
recorded at a cost of $1,531,926 and $1,057,765 and accumulated depreciation of $934,018 and
$716,372 at December 31, 2019 and 2018, respectively.
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Future minimum lease payments required under capital leases as of December 31, 2019 are as
follows:

2020 S 226,848
2021 186,134
2022 129,468
2023 102,293
Total future lease payments 644,743
Less amounts representing interest 43,319
Present value of minimum lease payments 601,424
Less current portion 205,273
Long-term portion S 396,151

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 2019 and 2018.

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.

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.
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10.

Tax, Spending and Debt Limitations — Colorado voters passed an amendment to the State
Constitution, Article X, Section 20, which has several limitations including revenue rising, spending
abilities, and other specific requirements of state and local governments. The amendment is
complex and subject to judicial interpretation. The District is of the opinion that it is compliant with
the amendment.

DEFINED CONTRIBUTION PLAN

The District participates in the Colorado County Officials and Employees Retirement Association (the
Plan), a defined contribution plan, covering all employees hired prior to January 1, 1984 and all
employees who work at least 30 hours each week and were hired subsequent to January 1, 1984.
Participation in the Plan is mandatory and requires 3% of gross regular wages to be contributed to
the Plan by both the employee and the District. In addition, employees may contribute additional
amounts to the Plan up to the maximum allowed under the Internal Revenue Code. Employees vest
in employer contributions and related earnings over a 5-year period. Benefit provisions are
contained in the Plan document and were established and can be amended by the District's Board
of Directors and management. Contributions made by the District totaled $187,531 and $184,337
during 2019 and 2018, respectively.

OPERATING LEASE COMMITMENTS

The District leases equipment under operating leases which expire through 2020. Rental expense on
the leases was $75,465 and $105,452 for the years ended December 31, 2019 and 2018,
respectively. Future minimum lease payments under the leases are as follows as of December 31,
2019:

2020 § 17,510
Total S 17,510
SUBSEQUENT EVENTS

On January 30, 2020, the World Health Organization (WHO) announced a global health emergency
because of a new strain of coronavirus (the COVID-19 outbreak) and the risks to the international
community as the virus spreads globally beyond its point of origin. In March 2020, the WHO
classified the COVID-19 outbreak as a pandemic, based on the rapid increase in exposure globally.

The full impact of the COVID-19 outbreak continues to evolve as of the date of this report. As such,
it is uncertain as to the full magnitude that the pandemic will have on the District’s financial
condition, liquidity, and future results of operations. Management is actively monitoring the global
situation on its financial condition, liquidity, operations, suppliers, industry, and workforce. Given
the daily evolution of the COVID-19 outbreak and the global response to curb its spread, the District
is not able to estimate the effects of the COVID-19 outbreak on its results of operations, financial
condition, or liquidity for fiscal year 2020.
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KIT CARSON COUNTY HEALTH SERVICE DISTRICT

Supplemental Information



KIT CARSON COUNTY HEALTH SERVICE DISTRICT

BUDGETED AND ACTUAL REVENUES AND EXPENSES

FOR THE YEAR ENDED DECEMBER 31, 2019

OPERATING REVENUES

Net patient service revenue

Other operating revenue

Total operating revenues

OPERATING EXPENSES

Salaries, wages and employee benefits
Other operating expenses

Total operating expenses

LOSS FROM OPERATIONS

Non-operating income, net

CHANGE IN NET POSITION

Favorable

(Unfavorable)
Actual Budget Variance

$17,911,201  $16,725,628 S 1,185,573
61,400 39,823 21,577
17,972,601 16,765,451 1,207,150
8,777,884 10,071,635 1,293,751
10,132,416 6,735,495 (3,396,921)
18,910,300 16,807,130 (2,103,170)
(937,699) (41,679) (896,020)
209,270 43,036 166,234
S _(728,429) S 1,357 S (729,786)
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