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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, 2020 and 2019, 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.

CPAs + BUSINESS ADVISORS



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, 2020 and 2019, 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.

Emphasis of Matter

As discussed in Note 11 to the financial statements, the 2019 financial statements of the District have been
restated. Our opinion is not modified with respect to this matter.

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 23 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.

Stectman Rast Ryan + (o, LLD

November 11, 2021




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, 2020 and 2019. 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

e The District’s net position decreased by $146,527 and $1,178,045 in 2020 and 2019, respectively.

e The District reported losses from operations of $2,574,610 and $1,387,315 in 2020 and 2019,
respectively.

e The District has a net position of $4,438,376 as of December 31, 2020.

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

The District’s net position consists of the following as of December 31, 2020, 2019, and 2018 (2019 and 2018
amounts are restated for the matter discussed in Note 11 to the financial statements):

2020 2019 2018

Assets:
Cash and investments S 17,581,134 S 6,467,730 8,241,194
Patient accounts receivable, net 2,202,478 3,105,024 3,174,987
Other current assets 1,321,077 2,078,065 1,298,935
Capital assets, net 6,111,729 6,774,936 6,610,944
Total assets S 27,216,418 S 18,425,755 S 19,326,060
Liabilities:
Current liabilities S 8,488,237 S 3,202,564 2,793,085
Long-term liabilities, less current maturities 13,675,466 10,041,151 10,199,024
Total liabilities 22,163,703 13,243,715 12,992,109
Deferred inflows of resources 614,339 597,137 571,003
Net Position:
Net investment in capital assets (2,533,508) (2,479,790) (2,740,136)
Restricted — expendable for debt service 452,745 446,307 433,625
Unrestricted 6,519,139 6,618,386 8,069,459
Total net position 4,438,376 4,584,903 5,762,948
Total liabilities, deferred inflows

of resources and net position S 27,216,418 S 18,425,755 S 19,326,060

The District’s assets increased by $8,790,663 in 2020 and decreased by $900,305 in 2019. Cash and
investments increased $11,113,404 in 2020 due mainly to refundable provider relief fund advances and
Medicare advance payments received in 2020. Cash and investments decreased $1,773,464 in 2019 due
mainly to the loss from operations and payment of third party payer settlements. Patient accounts
receivables, net decreased in 2020 due to improved billings and collections.

The District’s liabilities increased by $8,919,988 in 2020 and $215,606 in 2019. Current liabilities increased in
2020 due mainly to refundable provider relief fund advances and Medicare advances received as well as
issuance of a Paycheck Protection Program note payable. Long-term liabilities increased in 2020 due mainly
to Medicare advance payments.

See further information under Capital Assets and Debt Administration below.



Operating Results and Changes in Net Position

The District's net position increased (decreased) in 2020, 2019 and 2018 by ($146,527), ($1,178,045) and
(570,521), respectively. These changes in net position are made up of different components as follows (2019
and 2018 amounts are restated for the matter discussed in Note 11 to the financial statements):

2020 2019 2018

OPERATING REVENUES
Net patient service revenue 16,922,193 17,461,585 15,700,230
Other operating revenue 297,058 61,400 43,118
Total operating revenues 17,219,251 17,522,985 15,743,348
OPERATING EXPENSES
Salaries and wages 7,530,394 7,285,354 6,773,095
Purchased services and professional fees 6,550,769 5,953,748 3,549,808
Employee benefits 1,680,332 1,492,530 1,363,535
Supplies 1,554,447 1,652,968 1,375,031
Depreciation 1,072,033 1,030,727 1,099,767
Provider fees 443,154 447,529 510,489
Other 962,732 1,047,444 936,718
Total operating expenses 19,793,861 18,910,300 15,608,443
INCOME (LOSS) FROM OPERATIONS (2,574,610) (1,387,315) 134,905
NON-OPERATING INCOME (EXPENSE)
Property taxes 625,492 604,629 649,260
Interest expense (685,741) (678,180) (724,703)
Investment income 50,377 71,771 49,763
Provider relief fund grants 1,961,732
Non-capital contributions 163,190 110,410 1,405
Other income, net 88,783 100,640 (181,151)
Total non-operating income , net 2,203,833 209,270 (205,426)
REVENUES OVER (UNDER) EXPENSES

BEFORE GRANT RESTRICTED

FOR CAPITAL ASSETS (370,777) (1,178,045) (70,521)
GRANT RESTRICTED FOR

CAPITAL ASSETS 224,250
CHANGE IN NET POSITION (146,527) (1,178,045) (70,521)
NET POSITION, beginning of year 4,584,903 5,762,948 5,833,469
NET POSITION, end of year 4,438,376 4,584,903 5,762,948

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 $2,574,610 in 2020 compared to
operating loss of $1,387,315 in 2019.



The primary components of the changes in income from operations are:

e Net patient service revenue increased (decreased) by (5539,392) and $1,761,355 in 2020 and 2019,
respectively. The increase in 2019 was due to an increase in both volume and rates. During March
and April, 2020, admissions and surgeries at the Hospital’s facilities were banned or limited by
governmental authorities as a precautionary measure to avoid the spread of COVID-19. This
resulted in a decrease in the Hospital’s net patient service revenue during that period of time.

e Salaries and wages increased $245,040 in 2020 due mainly to raises in the current year, compared
with an increase in salaries and wages of $512,259 in 2019 due to an increase in staffing levels.

e Purchased services and professional fees increased $597,021 in 2020 due primarily to anincrease in
contracted employees and services in the current year.

Non-operating revenues and expenses consist primarily of property tax income and interest expense, as well
as provider relief fund grants in 2020. Non-operating income (expense), net totaled $2,203,833, $209,270
and $(205,426) for the years ended December 31, 2020, 2019 and 2018, respectively. The increase in 2020 is
due mainly to provider relief fund grants recognized as non-operating income of $1,961,732.

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 2020, the District acquired $408,826 of capital assets and had $6,111,729 invested in capital assets, net of
accumulated depreciation. In 2019, the District acquired $1,194,719 of capital assets and had $6,774,936
invested in capital assets, net of accumulated depreciation. See Note 5 to the financial statements.

Debt Administration

The District has bond obligations outstanding of $9,645,000 and $10,050,000 as of December 31, 2020 and
2019, respectively. As of December 31, 2020, the District had $1,377,755 in an outstanding Paycheck
Protection Program note obligation, which was forgiven in April 2021. As of December 31, 2020 and 2019,
the District had $396,935 and $601,424, respectively, 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, 2020 AND 2019

2020 2019

ASSETS
CURRENT ASSETS
Cash and equivalents S 5,455,125 3,113,596
Short-term investments 9,507,122 63,767
Cash held by trustee for debt service — current 761,055 754,617
Patient accounts receivable, net 2,202,478 3,105,024
Estimated third party payer settlements 849,322
Property taxes receivable 614,339 597,137
Supplies 516,670 462,699
Other current assets 190,068 168,907
Total current assets 19,246,857 9,115,069
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 651,753 793,418
Long-term investments 117,691 653,944
Total non-current cash and investments 1,857,832 2,535,750
CAPITAL ASSETS, NET 6,111,729 6,774,936
TOTAL S 27,216,418 18,425,755
LIABILITIES, DEFERRED INFLOWS OF RESOURCES

AND NET POSITION
CURRENT LIABILITIES
Accounts payable S 1,345,390 822,441
Other current liabilities 2,339,930 1,769,850
Estimated third party payer settlements 188,528
Refundable provider relief fund advances 2,287,190
Current portion of Medicare advance payments 683,309
Current portion of bonds payable 435,000 405,000
Current portion of Paycheck Protection Program note payable 1,029,278
Current portion of capital lease obligations 179,612 205,273
Total current liabilities 8,488,237 3,202,564
LONG-TERM LIABILITIES
Medicare advance payments 3,899,666
Bonds payable 9,210,000 9,645,000
Paycheck Protection Program note payable 348,477
Capital lease obligations 217,323 396,151
Total long-term liabilities 13,675,466 10,041,151
Total liabilities 22,163,703 13,243,715
DEFERRED INFLOWS OF RESOURCES
Deferred property tax revenue 614,339 597,137
NET POSITION
Net investment in capital assets (2,533,508) (2,479,790)
Restricted — expendable for debt service 452,745 446,307
Unrestricted 6,519,139 6,618,386
Total net position 4,438,376 4,584,903
TOTAL S 27,216,418 18,425,755

See notes to financial statements.




KIT CARSON COUNTY HEALTH SERVICE DISTRICT

STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET POSITION
FOR THE YEARS ENDED DECEMBER 31, 2020 AND 2019

2020 2019

OPERATING REVENUES
Net patient service revenue, net of provision for bad debts

of $2,287,688 and $2,659,772, respectively $ 16,922,193 $17,461,585
Otheroperating revenue 297,058 61,400
Total operating revenues 17,219,251 17,522,985
OPERATING EXPENSES
Salaries and wages 7,530,394 7,285,354
Purchased services and professional fees 6,550,769 5,953,748
Employee benefits 1,680,332 1,492,530
Supplies 1,554,447 1,652,968
Depreciation 1,072,033 1,030,727
Provider fees 443,154 447,529
Other 962,732 1,047,444
Total operating expenses 19,793,861 18,910,300
LOSS FROM OPERATIONS (2,574,610) (1,387,315)
NON-OPERATING INCOME (EXPENSE)
Property taxes 625,492 604,629
Interest expense (685,741) (678,180)
Investment income 50,377 71,771
Provider relief fund grants 1,961,732
Other income, net 251,973 211,050
Non-operating income,net 2,203,833 209,270
REVENUES OVER (UNDER) EXPENSES BEFORE GRANT

RESTRICTED FOR CAPITAL ASSETS (370,777) (1,178,045)
GRANT RESTRICTED FOR CAPITAL ASSETS 224,250
CHANGE IN NET POSITION (146,527) (1,178,045)
NET POSITION, Beginning of Year, As Previously Reported 4,584,903 5,820,533
Prior period adjustment — (57,585)
NET POSITION, Beginning of Year, As Restated 4,584,903 5,762,948
NET POSITION, End of Year S 4,438,376 S 4,584,903

See notes to financial statements.




KIT CARSON COUNTY HEALTH SERVICE DISTRICT

STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2020 AND 2019

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

Provider relief fund grants

Refundable provider relief fund advances

Medicare advance payments

Proceeds from Paycheck Protection Program note payable
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
Grant restricted for 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 (used in) investing activities
NET INCREASE (DECREASE) IN CASH AND EQUIVALENTS
CASH AND EQUIVALENTS, Beginning of year

CASH AND EQUIVALENTS, End of year

2020 2019
$ 19,654,808  $ 16,527,055
(9,056,223) (8,198,970)
(9,439,927) (9,081,146)
297,058 61,400
1,455,716 (691,661)
625,492 604,629
1,326,541
2,922,381
4,582,975
1,377,755
251,973 211,050
11,087,117 815,679
(609,489) (570,515)
(685,741) (678,180)
(408,826) (720,558)
224,250
(1,479,806) (1,969,253)
50,377 71,771
(10,269,379) (1,121,857)
1,477,224 1,101,750
(8,741,778) 51,664
2,321,249 (1,793,571)
5,286,267 7,079,838
$ 7,607,516 $ 5,286,267

(Continued)



KIT CARSON COUNTY HEALTH SERVICE DISTRICT

STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2020 AND 2019

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 LOSS FROM OPERATIONS TO
NET CASH PROVIDED BY (USED IN) OPERATING ACTIVITIES:
Loss from operations
Adjustments to reconcile 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.

2020 2019
S 5,455,125 S 3,113,596
761,055 754,617
1,088,388 1,088,388
302,948 329,666
S 7,607,516 S 5,286,267

$ (2,574,610)

$ (1,387,315)

1,072,033 1,030,727
902,546 69,963
1,037,850 (1,454,109)
(75,132) 96,326
1,093,029 952,747
$ 1,455,716 S (691,661)
$ — $ 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 or incomplete. 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 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.

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% of its financial support from property
taxes in 2020 and 2019. 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 —20 years

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, 2020 and 2019 of $50,750 and $123,480,
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.
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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, 2020, $1,750,000 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
a formal 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 AAAm.

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:

2020 2019
Carrying value:
Cash and equivalents S 5,398,087 S 3,113,596
Money market accounts 2,152,391 2,172,666
Certificates of deposit 9,973,618 1,181,468
Total $17,524,096 S 6,467,730
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Deposits and investments are included in the following statement of net position captions:

2020 2019

Cash and equivalents S 5,398,087 $ 3,113,596
Short-term investments 9,507,122 63,767
Cash held by trustee for debt service — current 761,055 754,617
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 651,753 793,418

Long-term investments 117,691 653,944
Total $17,524,096 S 6,467,730

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)
2020:
Money market accounts S 2,152,391 S 2,152,391
Certificates of deposit 9,973,618 S 9,973,618
Total $12,126,009 S 2,152,391 $ 9,973,618 S —
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 —
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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:

2020 2019
Medicare S 1,483,980 S 2,266,429
Medicaid 472,858 933,549
Other third-party payers 1,864,894 3,334,517
Patients 2,188,096 3,379,255
Total gross accounts receivable 6,009,828 9,913,750
Less allowance for contractual adjustments 1,984,095 3,694,778
Less allowance for bad debts 1,823,255 3,113,948
Total allowances 3,807,350 6,808,726
Patient accounts receivable, net S 2,202,478 S 3,105,024

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 66% and 60% of net patient service revenues are from participation in the Medicare
and Medicaid programs for the years ended December 31, 2020 and 2019, respectively. 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 (decreased) by approximately
$(475,000) and $290,000 during the years ended December 31, 2020 and 2019, respectively, as the
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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 and CICP providers which
generates additional federal matching funds. Provider fee revenue and expense were as follows for
the years ended December 31:

2020 2019
Provider fee revenue, included in
net patient service revenue S 1,811,269 S 1,988,900
Provider fee expense (443,154) (447,529)
Net excess of revenue over expense S 1,368,115 S 1,541,371
CAPITAL ASSETS
Capital assets activity for the years ended December 31 is as follows:
Beginning Ending
Balance Additions Deductions Transfers Balance
2020:
Land $ 176,836 S 176,836
Buildings and
improvements 14,219,593 S 26,961 14,246,554
Fixed equipment 3,361,194 S 333,556 3,694,750
Major movable
equipment 6,743,498 51,718 6,795,216
Construction in
progress 3,409 23,552 (26,961) —
24,504,530 408,826 S — — 24,913,356
Less accumulated
depreciation:
Buildings and
improvements (9,405,718) (570,390) (9,976,108)
Fixed equipment (2,877,080) (98,871) (2,975,951)
Major movable
equipment (5,446,796) (402,772) (5,849,568)
(17,729,594) _(1,072,033) — — (18,801,627)
Capital assets, net S 6,774,936 S (663,207) S — S — S 6,111,729
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2019:

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

2020:

Bonds payable

Capital lease
obligations

PPP note payable

Long-term debt

2019:

Bonds payable

Capital lease
obligations

Beginning Ending

Balance Additions Deductions Transfers Balance
S 176,836 S 176,836
13,677,637 S 541,956 14,219,593
3,219,278 141,916 3,361,194
6,173,582 507,438 S 62,478 6,743,498
62,478 3,409 (62,478) 3,409
23,309,811 1,194,719 $ — — 24,504,530
(8,828,038) (577,680) (9,405,718)
(2,709,551) (167,529) (2,877,080)
(5,161,278) (285,518) (5,446,796)
(16,698,867) _(1,030,727) — — (17,729,594)
S 6,610,944 S 163,992 S — S — S 6,774,936

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

$ 10,050,000 $ (405,000) $ 9,645,000 S 435,000
601,424 (204,489) 396,935 179,612
$ 1,377,755 1,377,755 1,029,278
$10,651,424 $ 1,377,755 S (609,489) $11,419,690 S 1,643,890
$ 10,430,000 S (380,000) $ 10,050,000 S 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

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. The
District believes it has satisfied these requirements for the year ended December 31, 2020.

The debt service requirements of the Series 2007 revenue bonds as of December 31, 2020 are as
follows:

Principal Interest Total
2021 S 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 565,000 502,031 1,067,031
2026 — 2030 3,455,000 1,862,157 5,317,157
2031 -2034 3,700,000 519,750 4,219,750
Total S 9,645000 S 5,238,844 S 14,883,844

Paycheck Protection Program Note Payable —On April 30, 2020, the District was granted a loan
from a bank in the amount of $1,377,755, pursuant to the Paycheck Protection Program (the PPP)
under the Coronavirus Aid, Relief and Economic Security (CARES) Act, which was enacted on March
27, 2020. The note bears interest at a rate of 1.00% per annum and is payable in monthly
installments of $87,301 commencing on January 30, 2021. The PPP loan is forgivable upon meeting
certain conditions, consisting primarily of incurring eligible expenditures. The District used
$1,377,755 for eligible expenditures during 2020. In April 2021, $1,377,755 of note principal and all
related interest was forgiven per the terms of the PPP.

See Note 10 for further information on CARES Act funds received by the District.
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 accumulated depreciation of $1,141,195 and $934,018 at
December 31, 2020 and 2019, respectively.
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Future minimum lease payments required under capital leases as of December 31, 2020 are as
follows:

2021 S 193,236
2022 129,468
2023 95,975
Total future lease payments 418,679
Less amounts representing interest 21,744
Present value of minimum lease payments 396,935
Less current portion 179,612
Long-term portion S 217,323

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 2020 and 2019.

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.
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Federal Program Overpayments — During 2021, the District discovered it had been overpaid by its
Federal programs for its wound care and hyperbaric oxygen therapy services starting in August
2018. The District has self-reported an estimate of its overpayments. A liability has been recorded
within Other Current Liabilities in the accompanying Statement of Financial Position as of December
31, 2020 for the estimated overpayments and related penalties through that date. The 2019
financial statements have been restated to reflect the estimated overpayments and related
penalties through December 31, 2019. See Note 11 for further information.

The District had an agreement with a third party to provide the wound care and hyperbaric oxygen
therapy services. The District terminated the agreement on June 28, 2021. The third party has filed
a lawsuit alleging improper termination of the agreement. The District believes the lawsuit is
without merit and intends to vigorously defend its position.

Afinal determination has not been made concerning the District’s ultimate obligation with respect
to these matters. The estimated liability could change materially in the near term.

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 $163,878 and $187,531
during 2020 and 2019, respectively.
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10.

OPERATING LEASE COMMITMENTS

The District leases equipment under operating leases which expire through 2025. Rental expense on
the leases was $47,940 and $75,465 for the years ended December 31, 2020 and 2019, respectively.
Future minimum lease payments under the leases are as follows as of December 31, 2020:

2021 S 62,600
2022 77,916
2023 77,916
2024 77,916
2025 23,854
Total S 320,202

COVID-19 PANDEMIC AND COVID-19 RELATED GRANTS

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.
In response to the COVID-19 outbreak the CARES Act, was signed into law on March 27, 2020. The
CARES Act authorizes funding to hospitals and other health care providers to be distributed through
provider relief funds. Payments from the provider relief funds are to be used to prevent, prepare
for, and respond to coronavirus, and shall reimburse the recipient for expenses or lost revenues
attributed to COVID-19. Provider relief funds received and not used for these purposes by specified
deadlines are required to be refunded. During 2020, the District was awarded $4,248,922 of
provider relief funds. The District has recognized $1,961,732 of provider relief funds within non-
operating revenue in the accompanying statement of revenues, expenses and changes in net
position for the year ended December 31, 2020. The remaining $2,287,190 has been recorded as a
refundable advance in the accompanying statement of net position as of December 31, 2020.

The District received $4,582,975 of Medicare advance payments pursuant to an amendment to the
Medicare advance payment program included in the CARES Act. Such advance payments will be
recouped commencing one year from issuance of the payments. 25% of monthly Medicare
payments for patient service will be withheld for the first eleven months of recoupment, 50%
withheld monthly during the following six months and any remaining balance due at the end of this
period. The District has recorded the estimated amount to be recouped during 2021 of $683,309 as
a current liability with the remainder as a long-term liability in the accompanying statement of net
position as of December 31, 2020.

The District received a $1,377,755 PPP loan established by the CARES Act. The PPP loan is forgivable

upon meeting certain conditions, consisting primarily of incurring eligible expenditures. See Note 6
for further information.
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11.

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.

RESTATEMENT OF 2019 FINANCIAL STATEMENTS

See Note 7 regarding the estimated Federal program overpayments from 2018 through 2021. The
District has restated its 2019 financial statements to reflect the impact of these overpayments. The
following financial statement line items for 2019 were affected by the change:

As Previously Effect
As Restated Reported of Change

Statement of Net Position
Other current liabilities S 1,769,850 S 1,262,649 S 507,201
Total current liabilities 3,202,564 2,695,363 507,201
Total liabilities 13,243,715 12,736,514 507,201
Unrestricted net position 6,618,386 7,125,587 (507,201)
Total net position 4,584,903 5,092,104 (507,201)
Statement of Revenues, Expenses

and Changes in Net Position
Net patient service revenue 17,461,585 17,911,201 (449,616)
Loss from operations (1,387,315) (937,699) (449,616)
Revenues under expenses before

grant restricted for capital assets (1,178,045) (728,429) (449,616)
Change in net position (1,178,045) (728,429) (449,616)
Net position, beginning of year 5,762,948 5,820,533 (57,585)
Net position, end of year 4,584,903 5,092,104 (507,201)
Statement of Cash Flows
Loss from operations (1,387,315) (937,699) (449,616)
Accounts payable and other current liabilities 952,747 503,131 449,616
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KIT CARSON COUNTY HEALTH SERVICE DISTRICT

BUDGETED AND ACTUAL REVENUES AND EXPENSES

FOR THE YEAR ENDED DECEMBER 31, 2020

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
(including grant restricted for capital assets)

CHANGE IN NET POSITION

Favorable
(Unfavorable)

Actual Budget Variance
$16,922,193  $20,050,641 S (3,128,448)
297,058 66,965 230,093
17,219,251 20,117,606 (2,898,355)
9,210,726 11,029,763 1,819,037
10,583,135 9,314,889 (1,268,246)
19,793,861 20,344,652 550,791
(2,574,610) (227,046) (2,347,564)
2,428,083 328,564 2,099,519
S (146,527) S 101,518 S (248,045)
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