SPENCER MUNICIPAL. HOSPITAL
FINANCIAL STATEMENTS,
MANAGEMENT’S DISCUSSION AND ANALYSIS,
REQUIRED SUPPLEMENTARY INFORMATION,
SUPPLEMENTAL INFORMATION,
SCHEDULE OF FINDINGS, AND
INDEPENDENT AUDITORS’ REPORTS
FOR THE YEARS ENDED
JUNE 30, 2006 AND 2005



SPENCER MUNICIPAL HOSPITAL

TABLE OF CONTENTS
Board of Trustees and Officials ........c.oooviiiveiii
Independent Auditors’ Report ...
Management's Discussion and Analysis .......cocceevviveiviviniiee e

Basic Government Financial Statements:
Balance Sheets oo
Statements of Revenues, Expenses, and Changes in Net Assets .
Statements of Cash FIOWS ... e
Notes to Financial Statements .........ccooovviiiii i

Required Supplementary Information:
Budgetary Comparison Schedule and Related Notes ....................

Supplemental Information:

Gross Patient Service ReVEeNUE .....ccooeviiiiiiieee e
Net Patient Service Revenue and Other Operating Revenue ........
Salaries, Professional Services, and Supplies and Other Expenses
Patient Receivables and Allowance for Doubiful Accounts ............
Inventory and Prepaid EXpenses ........c.ccccociciiciininnn oo
Investment Transaclions ...
Comparative Statistics .....cocooi

independent Auditors’ Report on Compliance and on
internal Control over Financial Reporting ..........cocoo i,

Schedule of FINGINGS ..o e e

Exhibit

Ow>

Schedule

b IR F R ) I S SR O Y

11-12
13
14 -15
16 - 27

28

29-30
31
32-34
35
36
37
38

39 - 40

41 - 42



SPENCER MUNICIPAL HOSPITAL
BOARD OF TRUSTEES AND OFFICIALS
JUNE 30, 2006

BOARD OF TRUSTEES TITLE TERM EXPIRES
Gary VanHofwegen, DDS Chairman December 31, 2009
John Cotton Vice Chairman December 31, 2007
Neal Conover Secretary/Treasurer December 31, 2009
John Rahn Trustee December 31, 2007
Kris Van Berkum Trustee December 31, 2007
HOSPITAL OFFICIALS

Doug Doorn President & CEO

Lois Morris Vice-President - Finance & CFO

Brenda Tiefenthaler Vice-President - Patient Care Services

Jason Harrington Vice-President - Operations



Wintaer, StavE & Co., LLP
C?e:'z.{'f[f.s([ Publio cHecorntants

1316 West 18th Sureet 1004 215t Streel #4
P.O. Box 175 P.O. Box 187
Spencer, lowa 51301-0175 Milford, lowa 51351
Phone 712-262-3117 Phone 712-338-2488
FAX 712-262-3159 FAX 712-338-2510

INDEPENDENT AUDITORS’ REPORT

To the Board of Trustees of
Spencer Municipal Hospital

We have audited the accompanying basic financial statements of Spencer Municipal Hospital's
primary government as of and for the years ended June 30, 2006 and 2005, as listed as exhibits
in the table of contents of this report. These financial statements are the responsibility of the
Hospital's management. Qur responsibility is to express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with U.S. generally accepted auditing standards and
the standards applicable to financial audits contained in Government Auditing Standards, issued
by the Comptroller General of the United States. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are
free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

The financial statements referred to above include only the primary government of the Hospital,
which consists of all funds, organizations, institutions, agencies, departments, and offices that
comprise the Hospital's iegal entity. The financial statements do not include financial data for
the Hospital’s legally separate component units, which U.S. generally accepted accounting
principles require to be reported with the financial data of the Hospital's primary government.
As a result, the primary government financial statements do not purport to, and do not, present
fairly the financial position of the reporting entity of the Spencer Municipal Hospital as of
June 30, 2006 and 2005 and the results of its operations and its cash flows for the years then
ended in conformity with U.S. generally accepted accounting principles.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position for the primary government of Spencer Municipal Hospital as of June 30,
2006 and 2005, and the results of its operations and cash flows for the years then ended in
conformity with U.S. generally accepted accounting principles.
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In accordance with Government Auditing Standards, we have also issued our report dated
August 11, 2006 on our consideration of Spencer Municipal Hospital's internal control over
financial reporting and our tests of its compliance with certain provisions of laws, regulations,
contracts and grant agreements and other matters. The purpose of that report is to describe the
scope of our testing of internal control over financial reporting and compliance and the results of
that testing and not to provide an opinicn on the internal control over financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with
Governmental Audifing Standards and should be read in conjunction with this report in
considering the results of our audit.

Management's discussion and analysis on pages 4 - 10 and budgetary comparison schedule on
page 28 are not required parts of the basic financial statements, but are supplementary
information required by the Governmental Accounting Standards Board. We have applied
certain limited procedures, which consisted principally of inquiries of management regarding the
methods of measurement and presentation of the supplementary information. However, we did
not audit the information and express no opinion on it.

Our audits were performed for the purpose of forming an opinion on the primary government
financial statements that collectively comprise Spencer Municipal Hospital's basic financial
statements. The supplemental information included in Schedules 1 through 7 is presented for
purposes of additional analysis and is not a required part of the primary government financial
statements. Such information, except for Schedules 4 and 7 which are marked "unaudited”, on
which we express no opinion, has been subjected to the auditing procedures applied in our
audit of the aforementioned financial statements and, in our opinion, is fairly stated, in all
material respects, in relation to the primary government financial statements taken as a whole.

W,% d; cer”

August 11, 2006



SPENCER MUNICIPAL HOSPITAL
MANAGEMENT'’S DISCUSSION AND ANALYSIS

Introduction

Spencer Municipal Hospital {the Hospital) offers readers of our financial statements this
narrative overview and analysis of the financial activities of the Hospital for the fiscal year ended
June 30, 2006. We encourage readers to consider the information presented here in
conjunction with the Hospital's financial statements, including the notes thereto.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the Hospital's audited
financial statemenis. The financial statements are composed of the balance sheet, statement of
revenues, expenses, and changes in net assets, and the statement of cash flows. The financial
statements also include notes to the financial statements that explain in more detail some of the
information in the financial statements. The financial statements are designed to provide
readers with a broad overview of the Hospital's financial position.

Required Financial Statements

The Hospital's financial statements report information of the Hospital using accounting methods
similar to those used by private sector healthcare organizations. These statements offer short-
and long-term information about its activities. The balance sheet includes all of the Hospital's
assets and liabilities and provides information about the nature and amounts of investments in
resources (assets) and the obligations to Hospital creditors (Habilities). The balance sheet also
provides the basis for evaluating the capital structure of the Hospital and assessing the liquidity
and financial flexibility of the Hospital.

All of the current year's revenues and expenses are accounted for in the statement of revenues,
expenses, and changes in net assets. This statement measures the success of the Hospital's
operations over the past two years and can be used to determine whether the Hospital has
successfully recovered all of its costs through its patient service revenue and other revenue
sources. The Hospital does not receive any funding from the City of Spencer. Revenues and
expenses are reported on an accrual basis, which means the related cash could be received or
paid in a subsequent period.

The final required statement is the statement of cash flows. This statement reports cash
receipts, cash payments, and net changes in cash resulting from operations, investing, and
capital and related financing activities. It also provides answers to such questions as where did
cash come from, what was cash used for, and what was the change in cash balance during the
reporting period.

Financial Highlights for 2006

Total assets increased by $2,187,513 to $78,246,474.

Net capital assets increased by $3,754,154.

Total noncurrent cash and investments increased by $418,010.
Total liabilities decreased by $2,026,092,

The operating margin for fiscal year 2006 was 7.3%.



SPENCER MUNICIPAL HOSPITAL
MANAGEMENT'S DISCUSSION AND ANALYSIS - Continued

Financial Analysis of the Hospital

The balance sheet and the statement of revenues, expenses, and changes in net assets report
the net assets of the Hospital and the changes in them. The Hospital's net assets - the
difference between assets and liabilities - is a way fo measure financial health or financial
position. Over time, sustained increases or decreases in the Hospital's net assets are one
indicator of whether its financial health is improving or deteriorating. However, other non-
financial factors such as changes in economic condition, population growth and new or changed
governmental legislation should also be considered.

Net Assets

A summary of the Hospital's balance sheets at June 30, 2006, 2005, and 2004 are presented in
Table 1 below:

Table 1

Condensed Balance Sheets

June 30, 2006 June 30, 2005  June 30, 2004

Current and other assets .........c.o..ovvis $31,609,855 $33,266,496 $29,044,730
Capital assets ... 46,546,619 42,792,465 33,398.251
TOTAL ASSETS $78,246,474 $76.058.961  $63.342.981
Long-term debt outstanding .................. $16,185,176 $17,635,779 $10,294,580
Current liabilities ....ccooveeiieiee i, 8,066,785 8,642,274 7,712,312
TOTAL LIABILITIES $24 251,961 $26,278.053 $18.006,892
Invested in capital assets - net
of related debt ..o, $20,001,056 $23,505,342 $23,070,912
Restricted ...oovvi e 780,462 775,948 1,990,289
Unrestricted ..o 24,212,985 25,409,618 20,274,888
TOTAL NET ASSETS $53,994,513 $49,780,908 $45,336.,089

Net assets increased by $4,213,605 to $53,994,513 in fiscal year 2006, up from $49,780,908 in
fiscal year 2005. The change in net assets results primarily from operating income.

During fiscal year 2006, the Hospital approved the construction of a $5 million 40-bed inpatient
medical surgical unit which is located on the second and third floors above the recently
constructed surgery center. The completion and opening of the unit is slated for January 2007.
Construction costs were funded using cash generated by operations and proceeds from debt
financing.



SPENCER MUNICIPAL HOSPITAL
MANAGEMENT’S DISCUSSION AND ANALYSIS - Continued
Revenues, Expenses, and Changes in Net Assets

The following table presents a summary of the Hospital's historical revenues, expenses, and
changes in net assets for each of the fiscal years ended June 30, 2006, 2005, and 2004.

Table 2
Condensed Statements of Revenues, Expenses, and Changes in Net Assets

Year Ended June 30,

2006 2005 2004

Operating revenues ......c.cccccviievieoiierieeeeeeeeeeeeen, $50,191,453 $45,607,809 $40,849,904
Operating eXpenses ...c.ooooviviieiec i 46,505,753 42,012,633 38,609,360

Operating income 3,685,700 3,505,276 2,240,544
Nonoperating inComMe .........ceeee e, 316,765 645183 757,192

Excess of revenues over expenses before

contributions 4,002,465 4,240,459 2,997,736
ContribUtions ..., 211,140 204,360 32,935

Changes in net assets 4,213,605 4,444 819 3,030,671
Total net assets - beginning of year ........................ 49,780,908 _45336,089 42,305,418
TOTAL NET ASSETS - END OF YEAR $53.994 513 $49.780,908 $45,336,089

Operating and Financial Performance

The following discusses the Hospital's operations and statements of revenue, expenses, and
changes in net assets between June 30, 2006 and 2005.

Volume: Inpatient admissions (excluding normal newborns) for fiscal year 2006 were 3,153
compared to 3,145 in fiscal year 2005. Patient days increased by 137 from 14,025 in 2005,
Qutpatient surgical visits increased during the year. Volumes increased in these outpatient
areas: speech therapy, occupational therapy, laboratory, diagnostic imaging, ultrasound, CT
scans, nuclear medicine, MRI, PET CT scan, enterostomal therapy, and EKGs. Adjusted
patient days, which takes into consideration outpatient volume based on a ratio of outpatient
revenues to total revenues, increased during fiscal year 2006.

Net Patient Service Revenue - Due to a rate increase of 8% effective July 1, 2005, and changes
in patient volumes discussed above, net patient service revenues increased by $3,410,199 or
7.9% in comparison to fiscal year 2005. During the fiscal year, the Hospital's reimbursement for
Medicare inpatients under the prospective payment system saw an increase of 3%. For
inpatient Medicare services, the Hospital is classified as a rural health care provider for
purposes of determining the wage index.




SPENCER MUNICIPAL HOSPITAL
MANAGEMENT'S DISCUSSION AND ANALYSIS - Continued

The following table presents the relative percentages of gross charges billed for patient services
by payer for the years ended June 30, 20086, 2005, and 2004.
Table 3

Payor Mix by Percentage
Year Ended June 30,

2006 2005 2004
MEAICAIE e B53.87% 52.76% 54.70%
Wellmark/Blue Cross/Blue Shield ........ccoooeevvivinnnnnn. 21.93% 22.42% 20.47%
Managed Care/Commercial ..........cccccvviviiviiiiennns 12.62% 13.16% 14.22%
MediCald oo 8.38% 8.23% 7.05%
AN OB e, 3.20% 3.43% 3.56%
TOTAL 100.00% 100.00% 100.00%

Other Operating Revenue - Other operating revenue increased in part due to the net income
from the Hospital's investment in Abben Cancer Center, LLC. The income from this investment
increased by $1,013,960, from $724,934 in 2005 to $1,738,894 in 2006.

Salaries - Salaries increased by $1,970,849 from the prior year. For the fiscal year ended
June 30, 2006, the Hospital employed a total of 457 full-time equivalent employees, compared
to 423 for the fiscal year ended June 30, 2005. The Hospital is in a competitive wage market
and utilizes numerous surveys to ensure a competitive compensation package is offered.

Employee Benefits - The Hospital is self-insured for its employee health benefits. The
Hospital's health claims losses incurred during fiscal year 2006 were approximately $2.2 million,
compared to $2 million in the prior year. The Hospital had 7 claims that exceeded $35,000 for a
total of $313,000 and one claim that exceeded the Hospital's stop loss amount of $70,000.

Nonoperating_Income - Nonoperating income consists primarily of earnings from investments,
income from rental properties, interest expense, and gain or loss on disposal of assets.
Unrealized gains caused primarily by the recovery of the stock market led to investment income
of $399,908 recognized for fiscal year 2006, compared to $405,041 recognized in fiscal year
2005. Interest expense is up due to more interest being expensed after the completion of the
surgery center.

Capital Assets

At June 30, 2008, the Hospital had $80,223,857 invested in capital assets as shown in Table 4.
The $3,754,154 increase in net capital assets is primarily a result of increases in buildings,
construction in progress, and equipment. Construction in progress increased by $4,967,884
primarily due to the current construction of the medical/surgical unit and the implementation of a
new hospital information system.



SPENCER MUNICIPAL HOSPITAL
MANAGEMENT'S DISCUSSION AND ANALYSIS - Continued

The following table summarizes the Hospital's capital assets as of June 30, 2006, 2005, and
2004.
Table 4

Capital Assets
June 30, 2006 June 30, 2005 June 30, 2004

Land oo $ 1,558,997 $ 1,544,043 $ 1,432,384
Land improvements ........cocooveiciiciincineiiinns 865,688 859,959 669,025
BUIAINGS .o 37,032,945 36,931,746 17,978,993
Fixed equipment ... 8,509,448 8,501,108 7,585,496
Major movable equipment ... 26,877,155 24,799,541 21,092,438
Construction in progress ..........c.ccinn 9,379,624 411,740 12,267 005

Subtotal 80,223,857 73,048,137 61,025,341
Less accumulated depreciation ................... 33,677,238 30,255,672 27,627,090

CAPITAL ASSETS - NET $46,546.619 $42,792,465 $33.398.251

Long-Term Debt and Capital Leases

At June 30, 2006, the Hospital had $17,635,778 in long-term debt related to the construction of
the surgical center. Long-term debt decreased $1,658,802 during 2006 due to principal
payments made during the fiscal year. More detailed information about the Hospital's
outstanding debt is presented in the financial statement notes. Total long-term debt (excluding
current portion) represents 66.7% and 67.1% of the Hospital's total liabilities as of June 30,
2006 and 2005, respectively.

Performance Compared to Budget:

During the fiscal year ended June 30, 20086, the Hospital experienced increases in patient
volumes and thus a subsequent increase in expenses. Accordingly on May 31, 2006, the Board
of Trustees approved an amended budget which increased operating revenue by $4,610,000
and increased expenses by $2,360,000. Final comparisons of actual revenues and expenses to
amended budgeted amounts yielded total operating revenue being over budget by $1,491,453
and operating expenditures under budget by $104,247.



SPENCER MUNICIPAL HOSPITAL
MANAGEMENT'S DISCUSSION AND ANALYSIS - Continued

The following table compares fiscal year 2006 actual to budget information for the statement of
revenues, expenses, and changes in net assets.

Tahle 5
Budget vs. Actual
FY 2006 FY 2006 Dollar
Budget Actual Variance
Gross patient service revenue ... $89,700,000 $89,282,333 $ (417,667)
Contractual adjustments ... 43,000,000 42.941 437 58.563
Net patient service revenue 46,700,000 46,340,896 (359,104)
Other operating revenue ............cccoeoviviivinennen, 2,000,000 3,850,557 1,850,557
Total operating revenue 48,700,000 50,191,453 1,491,453
Operating expenses .......cccccccviiiin e 46,610,000 46,505,753 104,247
Operating income 2,090,000 3,685,700 1,595,700
Nonoperating income .........ccccoeiviviiiiieiiiiienincnn, 1,480,000 316,765 (1,163,235)
Excess of revenues over expenses
before contributions $ 3,570,000 $ 4,002,465 $ 432465

Economic and Other Factors and Next Year’s Budget

The Hospital's Board and management considered many factors when setting the fiscal year
2007 budget. Of primary importance in setting the 2007 budget is the status of the economy,
which takes into account market forces and environmental factors such as:

Medicare and Medicaid reimbursement rates
Privacy legislation (HIPAA)

Increased expectations for quality at a lower price
Workforce shortages

Cost of supplies

Surging drug costs

Increasing number of uninsured patients
Increasing insurance deductibles

Patient Satisfaction; Community Contribution

The Hospital's leadership believes that employees working in a positive environment provide
great customer services; yielding satisfied patients.

The Hospital subscribes to a national service, Press Ganey, which performs patient satisfaction
surveys for more than 800 hospitals across the country. The Hospital continues to focus on
outstanding patient satisfaction with a goal of obtaining or exceeding the 90" percentile each
guarter,



SPENCER MUNICIPAL HOSPITAL
MANAGEMENT’S DISCUSSION AND ANALYSIS - Continued

During fiscal year 20086, the Hospital contributed much to the community. Charity care and
uncompensated care totaled $2,086,536 for the fiscal year. In addition, many programs were
provided without receiving compensating revenue. Examples of this include: emergency
services coverage at community events, weliness screenings, various health education classes,
and providing the use of facilities to community groups.

Contacting the Hospital's Finance Department

The Hospital's financial statements are designed to present users with a general overview of the
Hospital's finances and to demonstrate the Hospital's accountability. The Hospital's component
unit, Abben Cancer Center, LLC, has prepared a separate financial statement. If you have
questions about the report, the Hospital’'s report, or need additional financial information, please
contact the finance depariment at Spencer Municipal Hospital, 1200 First Avenue East,
Spencer, lowa 51301.
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SPENCER MUNICIPAL HOSPITAL
BALANCE SHEETS
JUNE 30, 2006 AND 2005

ASSETS

CURRENT ASSETS:
Cash and cash equivalents (Note 2)
Patient receivables {less allowance for doubtful accounts and
contractual adjustments of $7,730,000 in 2006 and $6,290,000
N 2005} .o
Other receivables (Note 9)
Investments (NOE 2) ..o
inventory
Prepaid expenses
TOTAL CURRENT ASSETS

NONCURRENT CASH AND INVESTMENTS (Note 2}
Restricted by board for capital improvements
Restricted by donors for operations
Principal of permanent endowments

TOTAL NONCURRENT CASH AND INVESTMENTS

CAPITAL ASSETS (Notes 4, 7, 10, and 11):
Land
Construction in progress
Depreciable property, plant, and equipment

TOTAL CAPITAL ASSETS
Less accumulated depreciation
CAPITAL ASSETS - NET

OTHER ASSETS:
investment in Cancer Center (Notes 5, 8, and 10)
Deferred finance costs - net of accumulated amortization of
$18,405 and $11,164, respectively
TOTAL OTHER ASSETS

TOTAL ASSETS

See Accompanying Notes to Financial Statements
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Exhibit A

2006 2005
$12,211,671 $10,824,785
7,095,448 6,120,406
570,428 749,698
4,490,989 8,791,110
1,620,852 1,503,950
213,617 209,360
26,203,005 28,199,309
3,676,449 3,262,953
177,318 174,084
603,144 601,864
4,456,911 4,038,801
1,658,997 1,544,043
5,379,624 411,740
73,285,236 _71,092 354
80,223,857 73,048,137
33,677,238 30,255,672
46,546,619 42,792,465
049,724 930,830
90,215 97,456
1,039,939 1,028,286

$78.246.474 $76.058.961



SPENCER MUNICIPAL HOSPITAL
BALANCE SHEETS - Continued
JUNE 30, 2006 AND 2008

LIABILITIES AND NET ASSETS

Exhibit A

2006 2005
CURRENT LIABILITIES:
Current portion of long-term debt (Note 7) ....cccocoeniiiiiin $ 1,450,602 $ 1,658,801
ACCOUNES PAYaDbIE ..o e 2,623,576 2,573,638
Accrued salaries and Wages ... 2,193,163 2,822,607
Payroll taxes payable ... 352,475 177,138
Estimated third-party payor settlements (Note 3) ... 550,000 845,000
Other current liabilities (Note 8) ..o, 996,969 565,090
TOTAL CURRENT LIABILITIES 8,066,785 8,642,274
LONG-TERM DEBT - NET OF CURRENT PORTION (Note 7) ...... 16,185,176 17,635,779
TOTAL LIABILITIES 24,251,961 26,278,053
NET ASSETS:
Invested in capital assets, net of related debt ... 29,001,056 23,595,342
Net assets restricted by donor - nonexpendable ...............coeeis 603,144 601,864
Net assets restricted by donor - expendable ..........cccocviiiiiennnns 177,318 174,084
Unrestricted net assets ... 24,212,995 25409618
TOTAL NET ASSETS 53.994.513 49,780,908
TOTAL LIABILITIES AND NET ASSETS $78,246,474 $76,058,961

See Accompanying Notes to Financiaf Statements
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SPENCER MUNICIPAL HOSPITAL

Exhibit B

STATEMENTS OF REVENUES, EXPENSES, AND CHANGES IN NET ASSETS
FOR THE YEARS ENDED JUNE 30, 2006 AND 2005

OPERATING REVENUE:
Net patient service revenue (Note 3)
Other operating revenue

Clinic revenue
TOTAL OPERATING REVENUE

OPERATING EXPENSES:
Salaries
Employee benefits
Professional services
Prescription drugs
Supplies and other
Clinic expenses
Depreciation
Bad debts

TOTAL OPERATING EXPENSES

OPERATING INCOME

NONOPERATING INCOME (EXPENSES):
Interest income
Investment income - net of related expenses
Interest expense
Gain on sale of equipment and real estate
Scholarships granted

NET NONOPERATING INCOME

EXCESS OF REVENUES AND INCOME OVER EXPENSES
CAPITAL CONTRIBUTIONS AND GRANTS .......ccooovvircieee,

CHANGE IN NET ASSETS

TOTAL NET ASSETS - BEGINNING OF YEAR ....cocoviiiiiviiii,

TOTAL NET ASSETS - END OF YEAR

See Accompanying Notes o Financial Statements
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2008

200

$46,340,896 $42,930,697

3,172,748 2,075,247
677,809 601,865
50,191,453 _45.607,809
18,011,322 16,040,473
5,819,467 5,418,252
2,910,272 2,667,350
3,810,945 3,053,247
9,819,115 9,048,395
898,943 767,237
3,791,291 2,874,656
1,444,398 1,242,923
46,505,753 42,012,533
3,685,700 3,695,276
732,460 383,553
399,098 405,041
(840,814} (147,985)
28,371 6,874
(3,250) {(2,300)
316,765 645.183
4,002,465 4,240,459
211,140 204,360
4,213,606 4,444,819
49,780,908 45,336,089

$53.994,513 $49.780.908



Exhibit C
SPENCER MUNICIPAL HOSPITAL
STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED JUNE 30, 2006 AND 2005

2006 2005
CASH FLOWS FROM OPERATING ACTIVITIES:
Cash received from patients and third parties ...........cocoeiniienn. $44,304,265 $41,311,804
Cash paid to suppliers for goods and services .........cc.ccveeveerrenne, (17,105,492) (16,134,798)
Cash paid to employees for ServiCes ... (24,284,896) (21,240,513)
Other operating revenUES ........cccoi i 1,608,229 981,228
Other amourts Paid .. (3,250) (2,300)
NET CASH PROVIDED BY OPERATING ACTIVITIES 4,518,856 4,815,421
CASH FLOWS FROM CAPITAL AND RELATED
FINANCING ACTIVITIES:
Property, plant, and equipment purchases ..........ccccceveevevee e, (7,629,574) (12,229,844)
Proceeds from sale of equipment and real estate ....................... 37,500 16,882
Proceeds from iong-termdebt ..., - 9,000,000
Payments on long-termdebt ... (1,658,802) (905,234)
Interest paid on fong-term debt ... (831,698) (116,438)
Capital contributions and grants received ..........c.ccoeveriniiniinnn, 211,140 204,360
NET CASH USED BY CAPITAL
AND RELATED FINANCING ACTIVITIES (9.871,434) _(4,030,274)
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of investments ... (2,121,250) (7,489,346)
Proceeds from sale and maturities of investments ...................... 6,854,521 2,284,744
INCOME ON INVESIMENIS it ree s 704,203 448,886
Distributions from Cancer Center ..o 1,720,000 600.000
NET CASH PROVIDED (USED) BY
INVESTING ACTIVITIES 7157474 _ (4,155.716)
NET INCREASE (DECREASE) IN
CASH AND CASH EQUIVALENTS 1,804,896  (3,270,569)
CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR ..... 14,604,916 17,875,485
CASH AND CASH EQUIVALENTS AT END OF YEAR $16,409,812 $14.604.916
RECONCILIATION OF CASH AND CASH EQUIVALENTS TO
THE BALANCE SHEETS:
Cash and cash equivalents per balance sheets:
CUIENE ASS S L.t $12,211,671 $10,824,785
NONCUITENT @SSEES..c..iiii i e 4,198,141 3,780,131
TOTAL CASH AND CASH EQUIVALENTS $16,409.812 $14.604.916

See Accompanying Notes to Financial Statements
14



SPENCER MUNICIPAL HOSPITAL

Exhibit C

STATEMENTS OF CASH FLOWS - Continued
FOR THE YEARS ENDED JUNE 30, 2006 AND 2005

RECONCILIATION OF OPERATING INCOME TO NET CASH
PROVIDED BY OPERATING ACTIVITIES:

OpPerating MNCOME ....viiirii et ee e s e e s

Adjustments to reconcile operating income to net cash
provided by operating activities:

DepreCiation ......ooooviiee e
Equity in earnings of Cancer Center .........c.ccoocivcce i,
Components of non-operating and operating expenses
reclassified for purposes of reporting cash flows:
Scholarships awarded .......ococcviviivin e
(increase) decrease in:
Nef patient receivables ...,
Otherreceivables .......cccooiiiii
INVENTOIY (o
Prepaid @Xpenses .......ocooiiiciei e
increase (decrease) in:
Accounts payable ...
Accrued salaries and Wages ........ccccovvirenvoneinennnn e
Payroll taxes payable ...,
Amounts due to contracting agencies ........c.coeeviieniince
Other current liabililes .....ocoovciii i,

NET CASH PROVIDED BY OPERATING ACTIVITIES

SUPPLEMENTAL DISCLOSURE OF NONCASH INVESTING
AND FINANCING ACTIVITIES:

Property, plant, and equipment purchases ........cc.coooevciieeeeei e,
Change in construction accounts payable .................c.ocooeeeei L
Deferred finance costs amortization capitalized .............................

Cash paid to purchase property, plant, and equipment

Total interest expense Paid ....ooooooeeieiiiiiiic e
Less interest expense capitalized .......cocoovvciiii,

Net interest paid on long-term debt

See Accompanying Notes to Financial Statements
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2006 2005

$ 3,685,700 $ 3,595,276

3,791,291 2,874,656
(1,738,894)  (724,934)

(3,250) (2,300)

(975,042)  (622,835)
174,375  (369,085)
(116,902) 78,444
(4,257) (16,856)

24,938 213,961
(629,444) 194,052

175,337 23,260
{295,000} (355,000)
430,004 25,882

$ 4518856 $ 4915421

$ 7,554,574 $12,278,878
75,000 {43,000)
- (6.034)

$ 7620574 $12.229.844

$ 831,698 § 587,368
- 470,930

$ 831608 § 116438



SPENCER MUNICIPAL HOSPITAL
NOTES TO FINANCIAL STATEMENTS

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Reporting Entity

Spencer Municipal Hospital {the Hospital) is a city public hospital organized under Chapter
392.6 of the Code of lowa and operates a hospital in Spencer, lowa, and two medical
clinics in nearby communities. The Hospital is governed by a five-member board of
trustees elected by the residents of Spencer for terms of four years. The majority of the
Hospital's patients are from Spencer and northwest lowa.

For financial reporting purposes, the Hospital is considered a primary government and has
excluded the financial data of its component unit, the Abben Cancer Center, LLC (the
Cancer Center). A primary government is a legal entity or body politic and includes all
funds, organizations, institutions, agencies, departments, and offices that are not legally
separate. Such legally separate entities are referred to as component units. Since these
financial statements do not include the Hospital's component unit, they do not purport to
be prepared in conformity with U.S. generally accepted accounting principles, as they
relate to the exclusion of this component unit.

Basis of Presentation

The Hospital uses enterprise fund accounting. Revenues and expenses are recognized
on the accrual basis using the economic resources measurement focus. Based on
Governmental Accounting Standards Board (GASB) Statement No. 20, Accounting and
Financial Reporting for Proprietary Funds and Other Governmental Entities That Use
Proprietary Fund Accounting, as amended, the Hospital has elected to apply the
provisions of all relevant pronouncements of the Financial Accounting Standards Board
{(FASB), including those issued after November 30, 1989, that do not conflict with or
contradict GASB pronouncements.

Cash and Cash Equivalents

For purposes of the statements of cash flows, the Hospital considers savings accounts,
money market mutual funds, and all other highly liquid investments (including restricted
asseis) with original maturities of three months or less ¢ be cash equivalents.

Noncurrent Cash and Investments

Noncurrent cash and investments include proceeds from debt issues and funds of the
Hospital deposited with a frustee which are restricted in accordance with the requirements
of a bond resolution and related documents; funds restricted by donors for capital
improvements or specific operations of the Hospital; permanently endowed funds; and
assets set aside by the Board of Trustees for identified purposes and over which the
Board retains control and may, at its discretion, subsequently use for other purposes.

Permanent endowments require that the principal be retained in perpetuity.

Patient Receivables

Patient receivables are shown at the amount expected to be collected after estimating the
allowance for doubtful accounts based on an aging of all the individual patient balances
and estimating the contractual adjustments. Retroactively-calculated third party
contractual adjustments are accrued on an estimated basis in the period the related
services are rendered.
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SPENCER MUNICIPAL HOSPITAL
NOTES TO FINANCIAL STATEMENTS - Continued

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Inventory
Inventory is valued at the lower of cost or market using the first-in, first-out method and
consists primarily of patient supplies, including pharmaceuticals and operating supplies.

Capital Assets

Capital assets are stated at cost less accumulated depreciation. Depreciation is provided
using the straight-line method over the estimated useful lives of the assets in accordance
with the guidelines set forth by the American Hospital Association. Lives for the buildings
and land improvements are five to fifty years while the equipment lives range from three to
twenty years. Amortization of assets capitalized under lease obligations is included in
depreciation expense.

Investments

Investments in common stocks are carried at fair value based on quoted market prices.
Investments in real estate are carried at cost. Donated investments are reported at fair
value at the date of receipt, which is then treated as cost.

The investment in the Cancer Center is accounted for by using the equity method, where
the Hospital records its share of the earnings or losses.

Deferred Finance Costs

Deferred finance costs are stated at cost and are amortized over the term of the revenue
bonds using the straight-line method. Amortization expense during the construction period
is capitalized in the same manner as interest expense.

Operating Revenues and Expenses

The Hospital’s statement of revenues, expenses and changes in net assets distinguishes
between operating and nonoperating revenues and expenses. Operating revenues result
from exchange transactions associated with providing health care services - the Hospital's
principal activity. Nonexchange revenues, including taxes, grants, and contributions
received for purposes other than capital asset acquisition, are reported as nonoperating
revenues. Operating expenses are all expenses incurred {0 provide health care services.

Net Patient Service Revenue

Net patient service revenue and clinic revenue are reported at the estimated net realizable
amounts from patients, third-party payors, and others for services rendered, including
estimated retroactive adjustments under reimbursement agreements with third-party
payers. Retroactive adjustments are accrued on an estimated basis in the period the
related services are rendered and adjusted in future periods as final settlements are
determined.

Interest and Investment Income

Interest and investment income are recorded as non-operating revenue. Investment
income includes dividends, net rental income, and gains and losses, both realized and
unrealized, on equity securities.
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SPENCER MUNICIPAL HOSPITAL
NOTES TO FINANCIAL STATEMENTS - Continued

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Interest Expense

Interest costs incurred on borrowed funds during the construction period of capital assets
are capitalized as a component of the constructed assets. All of the borrowings from
revenue bonds have been used to fund the consiruction projects.

Net Assets
Net assets are presented in the following components:

Invested in capital assets, net of related debt consist of capital assets, net of accumulated
depreciation and reduced by the outstanding balances of long-term debt that are
attributable to the acquisition, construction, or improvement of those assets.

Restricted nonexpendable net assets consist of the principal portion of permanent
endowments.

Restricted expendable net assets consist of noncapital net assets that must be used for a
particular purpose as specified by the donors.

Unrestricted net assets consist of net assets not meeting the definition of the three
preceding categories.

Charity Care

The Hospital provides care to patients who meet certain criteria under its charity care
policy without charge or at amounts less than its established rates. The Hospital
maintains records to identify and monitor the level of charity it provides. Because the
Hospital does not pursue collection of amounts determined to qualify as charity care, they
are not reported as net patient service revenue. The amount of charges forgone, based
on established rates, for 2006 and 2005, were $642,138 and $158,463, respectively.

Income Taxes
The Hospital is exempt from federal and state income taxes on related income pursuant to
Section 501(a) of the Internal Revenue Code of 1986.

Use of Estimates

The preparation of financial statemenis in conformity with U.S. generally accepted
accounting principles 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 amotnts of revenues
and expenses during the reporting period. Actual results could differ from those estimates.

Reclassification

Certain amounts in the 2005 statements have been reclassified to conform to 2006's
preseniation. The reclassifications had no effect on the change in net assets or the net
assets.
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SPENCER MUNICIPAL HOSPITAL
NOTES TO FINANCIAL STATEMENTS - Continued

2. CASH AND INVESTMENTS

The Hospital's deposits at June 30, 2006 and 2005 were entirely covered by FDIC or SIPC
insurance or the State Sinking Fund in accordance with Chapter 12C of the Code of lowa.
This Chapter provides for additional assessments against members of the pool to insure
there will be no loss of public funds.

The Hospital is authorized by statute to invest public funds in obligations of the United
States government, its agencies and instrumentalities; certificates of deposit or other
evidences of deposit at federally insured depository institutions approved by the Board of
Trustees of the Hospital, prime eligible bankers acceptances; certain high rated
commercial paper; perfected repurchase agreements; certain registered open-end
management investment companies, certain joint investment trusts; investments in
common stocks; and warrants or improvement certificates of a drainage district.

The Hospital's cash and investments at June 30, 2006 and 2005 are as follows:

2006 2005
Cash and cash equivalents ...........occceeiiiiiiice, $16,408,812 $14,604,916
Certificates of deposit with maturities up to one year ............. - 5,000,000
CoMMON SIOCKS 1iiiiiriiirii e s e 4,490,989 3,791,110
Real estate ... 258,770 258,770
TOTAL CASH AND INVESTMENTS $21,159,571 $23,654,796
The cash and investments shown above are included in the Hospital's balance sheets as
follows:
2008 2005
Current assets:
Cash and cash equivalents .......c..ccocoivciiiiieiiiecce $12,211,671 $10,824,785
IMVESEMENTS e 4,490,989 8,791,110
Subtotal 16,702,660 _19,615,895
Noncurrent cash and investments:
Cash and cash equivalents ........c.ooiiiieie e 4,198,141 3,780,131
INVESTMENES ...ovviiiii e 258.770 258,770
Subtotal 4,456 911 4,038,901
TOTAL CASH AND INVESTMENTS $21,159571 $23.654,796

The common stock investments are carried at quoted market prices. The net unrealized
gain on the common stock investments at June 30, 2006 and 2005 was $658,796 and
$582,622, respectively.

In accordance with its investment policy, the Hospital manages its exposure to declines in
fair values by owning investments with various maturities. These investments include
fixed money market accounts, certificates of deposit, and equity securities. The Hospital’s
philosophy for investing funds allows for fluctuation in yearly returns without putting the
Hospital's ability to meet current expenditures at risk.
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SPENCER MUNICIPAL HOSPITAL
NOTES TO FINANCIAL STATEMENTS - Continued

3. NET PATIENT SERVICE REVENUE

As a provider of health care services, the Hospital has agreements with third-party payors
that provide for payment of services at amounts different from established rates. The
basis for payment varies by payor and includes prospectively determined rates per
discharge, discounts from established charges, and retroactively determined cost-based
rates. Approximately 92 percent of gross patient charges determined at established rates
for the years ended June 30, 2006 and 2005 resulted from patients covered by these third-
party reimbursement programs. Significant changes have been made and may be made
in certain of these programs which could have a material adverse impact on the financial
condition of the Hospital in future years.

The following summarizes the differences between gross patient service revenue
determined at established rates and net patient service revenue;

2006 005

Gross patient service revenue - at established rates ............. $89,282,333 $80,492,306
Deductions:

Medicare Program .....covciverien e (29,497,987) (26,726,340)

Medicaid Program .......ccociviiieiin e (4,883,706) (3,859,681)

BIUE CroSS .oeiiiiiciie e (6,466,803) (5,655,594)

OUNEI PAYOTS ittt e (1,450,803) (1,161,531)

CRANILY CArE ovviiriiriiiei e aee e (642,138) (158.,463)
Net Patient Service Revenue $46,340.896 $42.930,697
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SPENCER MUNICIPAL HOSPITAL
NOTES TO FINANCIAL STATEMENTS - Continued

4. CAPITAL ASSETS

A summary of changes in capital assets for 2006 and 2005 is as follows:

Year Ended June 30, 2006

Disposals
Beginning and Ending
Balance Additions Transfers - Net Balance
Capital assets not being depreciated:
Land oo, $ 1,544,043 § 14954 § - § 1,558,997
Construction in progress ....... 411,740 6,917,298 (1.949.414) _ 5379624
Total capital assets not
being depreciated 1,955,783 6,932,252 (1.949414) _ 6,938.621
Other capital assets:
Land improvements .............. 859,059 - 5,729 865,688
Buildings .......cccovviie e, 36,931,746 81,945 19,254 37,032,945
Fixed equipment ................... 8,501,108 - 8,340 8,509,448
Major moveable equipment .. 24,799,541 540,377 1,537,237 _26.877,155
Total other capital assets 71,092,354 622,322 1,570,560 _73,285.236
Total capital assets 73,048,137 7,554,574 (378,854) _80,223,857
Less accumulated depreciation for;
Land improvements .............. 429,377 50,247 - 479,624
Buildings ..., 7,533,297 1,265,845 - 8,799,142
Fixed equipment ................... 5,271,498 328,508 - 5,600,006
Major moveable equipment .. _ 17,021,500 2,146,691 (369,725) 18,798,466
Total accumulated
depreciation 30,255 672 3,791,291 (369,725) 33,677,238
CAPITAL ASSETS - NET $42,792,465 $3.763.283 §__ (9.129) $46,546,619
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SPENCER MUNICIPAL HOSPITAL
NOTES TO FINANCIAL STATEMENTS - Continued

CAPITAL ASSETS - Continued

Year Ended June 30, 2005

Disposals
Beginning and Ending
Balance  Additions Transfers - Net Balance
Capital assets not being depreciated:
Land .o $ 1432384 $§ 112935 $§ (1,276) $ 1,544,043
Construction in progress ....... 12,267,005 _ 10,753,011 (22,608,276) 411,740
Total capital assets not
being depreciated 13,699,389 10,865,946 (22.609,652) _ 1,955,783
Other capital assets:
Land improvements ............. 669,025 2,646 188,288 859,959
Buildings ...c.cccvvviviviiiiiicinnns 17,978,993 124,626 18,828,127 36,931,746
Fixed equipment ................... 7,585,496 - 915,612 8,501,108
Major moveable equipment .. 21,092,438 1,285,660 2421443 24,799,541
Total other capital assets _47,325,952 1,412,932 22,353,470 _71,092.354
Total capital assets 61025341 12,278,878 (256.082) 73,048,137
Less accumulated depreciation for:
Land improvements .............. 386,202 43,175 - 429,377
Buildings .....c.co.eeveiiiiineenn 6,807,429 728,235 (2,367) 7,533,297
Fixed equipment ................... 4,992 883 278,615 - 5,271,498
Major moveable equipment .. 15,440,576 1,824,631 (243.707) _17.021,500
Total accumulated :
depreciation 27,627,090 2,874,656 (246.,074) 30,255,672

CAPITAL ASSETS - NET

$33.398.261 § 9404222 § (10.008) $42.792.465

Included in major moveable equipment is medical equipment capitalized under the lease
obligation described in Note 7. The cost of the equipment was $1,150,000 and the related
accumutated depreciation was $1,130,833 and $900,833 at June 30, 2006 and 2005,

respectively.
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SPENCER MUNICIPAL HOSPITAL
NOTES TO FINANCIAL STATEMENTS - Continued

INVESTMENT IN ABBEN CANCER CENTER, LLC
The Cancer Center is an lowa limited liability company that operates a cancer radiation

treatment center in Spencer, lowa. The Hospital owns 100% of the Cancer Center.
Condensed financial information of the Cancer Center is as follows:

2006 2005
Current and fotal assets ....ciiiiiiicii $ 953120 § 884,254
Current and total liabilities ........ooov i, $ 259,862 $ 209,890
Member's QUILY ... 693,258 674,364
Total liabilities and member's equity $ 953,120 $_ 884254
Net patient ServiCe reVeNUE ............ccoicvci s $4,003,659 $ 2,536,756
Nonoperating iNCOME .......vviiiiiiiniiiciiie e 22,332 6,660
Total @XPENSES ... (2,287.097) _ {1.818,482)
Net income $1.738,804 § 724,934

The investment in the Cancer Center was approximately $256,000 greater than the
underlying member's equity at June 30, 2006 and 2005. The difference is attributable to
goodwill which is tested for impairment on an annual basis.

Complete financial statements for the Cancer Center can be obtained from the
administrative office of the Hospital. See Note 9 for related party transaction information.

RETIREMENT PLAN

The Hospital contributes to the lowa Public Employees Retirement System (IPERS) which
is a cost-sharing multiple-employer defined benefit pension plan administered by the State
of lowa. IPERS provides retirement and death benefits which are established by State
statute to plan members and beneficiaries. |IPERS issues a publicly available financial
report that includes financial statements and required supplementary information. The
report may be obtained by writing to IPERS, PO Box 9117, Des Moines, lowa 50306-9117.

Plan members are required to contribute 3.70% of their annual covered salary and the
Hospital is required to contribute 5.75% of annual covered payroll.  Contribution
requirements are established by State statute. The Hospital's contributions to IPERS for
2006, 2005, and 2004 were $1,087,287, $959,976, and $880,422, respectively, equal to
the required contributions for each year.
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SPENCER MUNICIPAL HOSPITAL

NOTES TO FINANCIAL STATEMENTS - Continued

7. LONG-TERM DEBT

Long-term debt activity as of and for the years ended June 30, 2006 and 2005 is as

follows:

2003 Hospital Revenue

Beonds Series A (A).........

2003 Hospital Revenue

Bonds, Series B (B) .......

Capital lease obligations

(C) e

2003 Hospital Revenue

Bonds, Series A .............

2003 Hospital Revenue

Bonds, Series B .............
Capital lease obligations .

June 30, June 30, Due Within
2005 Borrowings Payments 2006 One Year
$10,000,000 5 - $ (740,736) $ 9259264 § 740,736
8,999,992 (666,672) 8,333,320 666,672
294 588 (251.394) 43,194 43,194
$19,294.580 $ ${(1,658,802)  $17,835.778  $1.450,602
June 30, June 30, Due Within
2004 Borrowings Payments 2005 One Year
$ 1,000,000 $9,000,000 $ $10,000,000 § 740,736
9,666,664 - (666,672) 8,999,992 666,672
533,150 - (238.562) 294 588 251,393
$11,109.814 $9,000,000 5 (905.234) $19.294.580 $1.658,801

(A) Series A revenue bonds allowed borrowings up to $10 million through June 30, 2005.
Interest only monthly payments at variable rates set at 77.1% of a LIBOR rate plus
2.25% {5.86% and 4.31% at June 30, 2006 and 2005, respectively) adjustable
monthly were due through June 30, 2005 with monthly principal payments of $61,728
plus interest due thereafter through November 2018.

(B) Series B revenue bonds with monthly principal payments of $55,556 through

December 2018 plus interest at 4.02%. The interest rate is fixed for 5 year

increments; to be reset in 2008 and 2013 at 77.1% of the 5-year U.S. Treasury
constant maturity rate plus 2%.
(C) Capital lease obligation for medical equipment with 60 monthly payments of $21,739
through September 2006 at an annual imputed interest rate of 5.25%.

The maturities and payment components of the Hospital's long-term debt are as follows:

Year Ending
June 30, Principal Interest
2007 $ 1,450,602 $ 845,404
2008 1,407,408 774,937
2009 1,407,408 704,754
2010 1,407,408 634,571
2011 1,407,408 564,388
2012 - 2016 7,037,040 1,769,197
2017 - 2019 3,518,504 226,634
TOTAL $17.635.778 $5,519.885

Total

$ 2,296,006

2,182,345
2,112,162
2,041,979
1,971,796
8,806,237

3,745,138
$23.155.663

The revenue bonds were issued under the provisions of Chapter 384.24A of the Code of
lowa and as such the principal and interest payments are payable solely from the
revenues of the Hospital and do not constitute a liability or obligation of the City of

Spencer.
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SPENCER MUNICIPAL HOSPITAL
NOTES TO FINANCIAL STATEMENTS - Continued

8. HOSPITAL RISK MANAGEMENT

The Hospital is exposed to various risks of loss from torts; theft of, damage to, and
destruction of assets; business interruption; errors and omissions; employee injuries and
itiness; natural disasters; and employee health and accident benefits. Certain of these
risks are covered by commercial insurance purchased from independent third parties.
Settled claims from these risks have not exceeded commercial insurance coverage for the
past three years.

The Hospital is self-insured for the following types of risk exposures:

Heaith Benefits

The Hospital has established an Employee Health Insurance Plan that self insures health
benefits. Self-insurance is in effect up to a specific stop loss amount of $70,000 per
individual ($100,000 on a specific individual) and an aggregate stop loss amount of
approximately $2,806,000. Coverage from private insurance companies is maintained for
losses in excess of the aggregate stop loss amount up to a maximum of $1,000,000. All
claims handling procedures are performed by an independent claims administrator.
Losses are accrued based upon the Hospital's estimates of the aggregate liability for
claims incurred using certain assumptions followed in the insurance industry and based on
the Hospital's experience. The amounts of unpaid claims included in the financial
statements were $762,978 and $371,915 at June 30, 2006 and 2005, respectively, and
are included in other current liabilities.

Unemployment Compensation
The Hospital is also self-insured for unemployment compensation claims. Unemployment
is charged quarterly as the state assesses the Hospital based upon actual claims paid.

9. RELATED PARTY TRANSACTIONS

Spencer Regional Heaithcare Foundation

The Spencer Regional Healthcare Foundation (Foundation) was formed in 1993 and is
organized as a non-profit crganization o solicit contributions for qualifying health care
facilities within a 20-mile radius of Spencer, lowa. Due to the existence of common board
members, the Hospital and the Foundation are considered related parties. The
Foundation made charitable contributions to the Hospital in the amount of $43,389 and
$203,759 during 2006 and 2005, respectively.

Cancer Center

The Hospital has enfered into various agreements with the Cancer Center whereby the
Hospital will provide management and operating services and lease a building and related
equipment to the Cancer Center. The agreements include defined methodologies to
calculate the rates and are cancelable by either party 80 days prior to the anniversary date
of the agreements. The following summarizes the transactions with the Cancer Center:

2006 2005
Personnel service TEeS ....c..ccciiviiiiiie e $ 143010 §$ 153,987
Building and equipment rental income ..........ccovvvciiieennn, $ 306,183 $. 320,790
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SPENCER MUNICIPAL HOSPITAL
NOTES TO FINANCIAL STATEMENTS - Continued

RELATED PARTY TRANSACTIONS - Continued

At June 30, 2006 and 2005, the receivable from the Cancer Center was $175,840 and
$171,913, respectively, which is included in other receivables. The balance consists of the
above fees and cash advances for direct operating expenses less cash repayments.

Board of Trustees

The Hospital has depository accounts at a local financial institution whose chairman is a
Hospital trustee. The Hospital earned interest income of $148,290 and $91,223 in 2006
and 20085, respectively, on accounts held at this financial institution.

The Hospital purchased supplies of $6,266 and $9,262 from a company owned in part by
a Hospital trustee in 2006 and 2005, respectively.

OPERATING LEASES

The Hospital has entered into noncancelable operating lease agreements involving office
equipment and three medical clinics. The original terms of the leases expire at various
dates through 2010, have optional renewal clauses and are subject to increased rates if
the renewal options are exercised. The rental expense for 2006 and 2005, under the
agreements, was $432,906 and $427,669, respectively.

The following is a schedule of future minimum rental payments to be made:

Year Ending June 30, Amount
2007 $432,906

2008 313,980

2009 76,128

2010 63,440

TOTAL $886,454

The Hospital subleases one of the above clinics and leases office space in its medical
office building to unrelated parties under noncancelable operating lease agreements. The
original terms of the leases expire at various dates through 2008, have optional renewal
clauses, and annual rental increase clauses to recover increased expenses. The rental
income under the agreements for 2006 and 2005 was $446,395 and $435,621,
respectively, and is included in investment income.

The following is a schedule of future minimum rental payments to be received including
the subleases:

Year Ending June 30, Amount
2007 $451,157

2008 181.467

TOTAL $632.624
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SPENCER MUNICIPAL HOSPITAL
NOTES TO FINANCIAL STATEMENTS - Continued

10. OPERATING LEASES - Continued

11.

The cost and accumulated depreciation of the leased property including the property
leased to the Cancer Center are as follows:

2006 2005

Medical office bullding .......cocooooiiii e $3,300,339  $3,300,339
Medical clinic eqUIPMENT ..o, 88,055 85,425
Cancer Center buillding .....ccccoeiiiii e 1,267,294 1,267,994
Cancer Center equipment ..., 2,768,656 2,713,775
Otherreal estate ... 718,637 538,421

Total property and equipment 8,143,581 7,906,024
l.ess accumulated depreciation ......ccccoccveiicic 3,397,109 3.039,912
Net property and equipment $4,746,472 $4.866,112

COMMITMENTS

The Hospital has entered into various agreements that have committed the Hospital to
future payments. The commitments include construction agreements, binding equipment
purchase orders, supplemental payments to a physicians' group, and physician recruiting
agreements. The total amount expected to be paid in 2007 on these commitments is
approximately $5,250,000.
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SPENCER MUNICIPAL HOSPITAL
BUDGETARY COMPARISON SCHEDULE AND RELATED NOTES
FOR THE YEAR ENDED JUNE 30, 2006

Original Final

Budget Budget Actual
Net patient service revenue ............. $43,000,000  $46,700,000 $46,340,896
Other operating revenue ................. 2,000,000 2,000,000 3,850,557

Total operating revenue 45,000,000 48,700,000 50,191,453

Operating expenses ............ccceerien, (44,250,000} (46,610,000) (46,505,753)
Nonoperating income .........cc.ccooeviee 570,000 1,480,000 316,765
Net - Excess of Revenues over
Expenses before Contributions
and Grants 1,320,000 3,570,000 4,002,465
Capital contributions and grants ...... - - 211,140
Net assets - beginning of year ......... 47,619,089 47,619,089 49 780,908
NET ASSETS - END OF YEAR $48,9309.089  $51,189,089 $53,004 513

NOTES

Variance
Favorable

{Unfavorable)

$ (359,104)
1,850,557
1,491,453

104,247

(1,163,235)

432,465

211,140
2,161,819

$2,805,424

This budgetary comparison is presented as Required Supplementary Information in accordance
with Governmental Accounting Standards Board Statement No. 41 for governments with

significant budgetary perspective differences.

The Board of Trustees annually prepares and adopts a budget designating the amount
necessary for the improvement and maintenance of the Hospital following required public notice
and hearing in accordance with Chapters 24 and 392.6 of the Code of lowa. The Board of
Trustees certifies the approved budget to the appropriate city officials. The budget may be
amended during the year utilizing similar statutorily prescribed procedures. Formal and legal

budgetary controf is based on total expenditures.
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SPENCER MUNICIPAL HOSPITAL
NET PATIENT SERVICE REVENUE
AND OTHER OPERATING REVENUE
FOR THE YEARS ENDED JUNE 30, 2006 AND 2005

GROSS PATIENT SERVICE REVENUE (Schedule 1).........

ADJUSTMENTS TO PATIENT SERVICE REVENUE:
Medicare program.............ooo i e
Medicaid program...................
Blue Cross... ..o

Other payors..
Charity care..

TOTAL ADJUSTMENTS TO PATlENT

SERVICE REVENUE

NET PATIENT SERVICE REVENUE

OTHER OPERATING REVENUE:
Cafeteria sales...
Photo service..
Medical record transcrtpts

Mlscellaneous..........................................................
Steam SOM. . e e
Purchase disCounts.. .o i e e,
Education programs..........ooi i
AG health and safety clinic.................

Enterostomal therapy...
Speech therapy...

Occupational therapy outreach SEIVICES... .\vv s i

Occupational health..

Physical therapy
Athletic enhancement..................
Pharmacy ServiCes... ... ... e e

Lifeline..

Cancer Center fees
Personnel services.. .
Building and equ1pment rental

Equity in earnings of Cancer Center..................
Employee health....................

TOTAL OTHER OPERATING REVENUE

Schedule 2

200 2005
$ 89,282,333  $ 80,492,306
29,497,987 26,726,340
4,883,706 3,859,681
5,466,803 5,655,594
1,450,803 1,161,531
642,138 158,463
42,941,437 37,561,609

$ 46,340,896

$ 42,930,697

.5 293,275 $ 267,181
401 1,059
16,017 15,267
153,760 92,756
15,450 9,613
7,518 8,160
63,625 41,800
74,938 126,491
57,890 53,257
20,600 16,926
27,548 18,922
2,550 6,847
66,882 42,635
70,875 84,500
605 934
105,611 83,939
143,010 153,087
306,183 320,790
1,738,894 724,934
7,116 5,340

$ 3,172,748 $§ 2075247

See Independent Auditors' Report.
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Schedule 4
SPENCER MUNICIPAL HOSPITAL
PATIENT RECEIVABLES AND ALLOWANCE FOR DOUBTFUL ACCOUNTS
FOR THE YEARS ENDED JUNE 30, 2006 AND 2005
UNAUDITED

PATIENT RECEIVABLES ANALYSIS OF AGING:

2006 2005
Percent Percent
Amount To Total Amount To Total
DAYS SINCE DISCHARGE:
00-30....ccciiiiiiiiiiic . $ 4765736 32.15%  $ 2,851,160 22.97%
31-60.. 1,729,056 11.66% 1,725,812 13.92%
B1-90... 767,019 517% 703,647 5.67%
91-120.. 572,463 3.86% 540,423 4.35%
Over 120... 2,141,072 14.44% 2,467,598 19.88%
Clinic recelvables net.. 87,043 0.59% 113,002 0.91%
TOTAL RECEIVABLES BILLED 10,062,389 87.87% 8,401,642 67.70%
In Hospital.........coovvi v 4,763,059 32.13% 4,228,527 34.07%
Medicare advances....................... - 0.00% (219,763) ~1.77%
TOTAL PATIENT RECE{VABLES 14,825,448  100.00% 12,410,406 100.00%
Allowance for doubtful accounts........... (2,030,000} (1,960,000)
Allowance for contractual adjustments...  (5,700,000) (4,330,000)
PATIENT RECEIVABLES - NET $ 7,095448 $ 6,120,406
ALLOWANCE FOR DOUBTFUL ACCOUNTS:
2006 2005
BALANCE - BEGINNING OF YEAR.......oovvieviiviiiiieiie . $.1,960,000 $1,350,000
Provision. ... e 1,703,381 1,488,124
Recoveries of accounts previously written off.................. 258,983 245,201
TOTAL 3,922,364 3,083,325
Accounts written off........... {1,882 364) (1,123,325)
BALANCE - END OF YEAR $ 2,030,000 $1,960,000

See Independent Auditors' Report.
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Schedule 5
SPENCER MUNICIPAL HOSPITAL
INVENTORY AND PREPAID EXPENSES
FOR THE YEARS ENDED JUNE 30, 2006 AND 2005

2008 2005
INVENTORY:
Store room.....c . S 262,582 $ 260,901
NUBHON SBIVICES... oo 24 107 15,025
Laboratory.......oooo 103,324 116,612
LaUNdrY 12,205 9,061
Pharmacy. ... 346,848 368,736
Radiology.. ... 31,238 32,841
UMY . e e e e 756,033 622,777
Various other departments. ... 84 515 77,997

TOTALS $ 1,620,852 $ 1,503,950

PREPAID EXPENSES:
Service contracts... ... ... § 167,452 $ 162,272
Association dUeS. .. ..o 26,933 25,495
Fees/ LiCenses. . e e 1,000 -
SUrAN . . e e e 18,232 21,503

TOTALS $ 213,617 $ 209,360

See Independent Auditors' Report.
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SPENCER MUNICIPAL HOSPITAL
INVESTMENT TRANSACTIONS
FOR THE YEAR ENDED JUNE 30, 2006

Schedule 6

Balance Additions Sales Realized & Balance
Beginning During During Unrealized End
of Year Year Year Gains of Year
Certificates of deposit... $§ 5,000,000 § - % (5,000,000) % - 3 -
Common stocks........... 3,791,110 2,121,250 {1,854,521) 433,150 4 490,939
TOTAL $ 8,791,110 $2121,250 $ (6,854,521) $ 433,150 $ 4,490,989

See Independent Auditors' Report.
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SPENCER MUNICIPAL HOSPITAL
COMPARATIVE STATISTICS
FOR THE YEARS ENDED JUNE 30, 2006 AND 2005

UNAUDITED

Admissions:

Medical/surgery, obstetrics & special care.....................co e

Mental heaith unit...

Swing bed and comfort care..
Newborns

TOTAL

Discharges:

Medical/surgery, obstetrics & specialcare............................. ...
Mental health unit... ..o
Swing bed and comfort care...............
N B D O IS e e e e e e e e e

TOTAL

Average Length of Stay (Days).

Medical/surgery, obstetrics & specialcare................c..oeei il

Mental health unit..

Swing bed and comfort care..
Newboms

Patient Days:

Medical/surgery, obstetrics & specialcare.....................o
Mental health unit... .. ...
Swing bed and comfort care.............oo
= oo 2 o= PP

TOTAL

Average number of patients per day:

Medical/surgery, obstetrics & specialcare.................ocoocev e
Mental health unit............
Swing bed and comfortcare............coo i
N WD OIS, . oo e e e e

Outpatient occasions of service... ... i

Licensed beds at end of year:
Hospital...
Swing bed and comfort care..

TOTAL

2006

Schedule 7

2005

2,404
522
227
259

2,403
440
302
261

3,412

3,406

2,363
516
262
267

2,370
438
328
259

3,408

3,395

3.34
6.84
8.76
223

8,024
3,671
1,989

578

3.31
7.76
6.96
2.18

7,943
3,413
2,101

568

14,162

14,025

21.98
9.78
545
1.58

35,360

99
21

21.76
9.35
5.76
1.56

33,310

99
21

120

120

See Independent Auditers' Report.
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FAX 712-262-315¢ FAX 712-338-2510

INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPCORTING AND COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF BASIC
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT
AUDITING STANDARDS

To the Board of Trustees of
Spencer Municipal Hospital

We have audited the basic financial statements of Spencer Municipal Hospital's primary
government as of and for the year ended June 30, 2006 and 2005, and have issued our report
thereon dated August 11, 2006. We conducted our audit in accordance with U.S. generally
accepted auditing standards and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States.

Compliance

As part of obtaining reasonable assurance about whether Spencer Municipal Hospital's primary
government financial statements are free of material misstatement, we performed tests of its
compliance with certain provisions of laws, regulations, contracts and grants, noncompliance
with which could have a direct and material effect on the determination of financial statement
amounts. However, providing an opinion on compliance with those provisions was not an
objective of our audit and, accordingly, we do not express such an opinion. The resuits of our
tests disclosed no instances of noncompliance or other matters that are required to be reported
under Government Auditing Standards.

Comments involving statutory and other legal matters about Spencer Municipal Hospital's
operations for the year ended June 30, 2006 are based exclusively on knowledge obtained from
procedures performed during our audit of the primary government financial statements of
Spencer Municipal Hospital. Since our audit was based on tests and samples, not all
transactions that might have had an impact on the comments were necessarily audited. The
comments involving statutory and other legal matters are not intended to constitute legal
interpretations of those statutes.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered Spencer Municipal Hospital's internal
control over financial reporting in order to determine our auditing procedures for the purpose of
expressing our opinion on the primary government financial statements and not to provide an
opinion on the internal control over financial reporting.

39
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A material weakness is a reportable condition in which the design or operation of one or more of
the internal control components does not reduce to a relatively low level the risk that
misstatements caused by error or fraud in amounts that would be material in relation to the
financial statements being audited may occur and not be detected within a timely period by
employees in the normal course of performing their assigned functions. Our consideration of
the internal control over financial reporting would not necessarily disclose all matters in the
internal control that might be reportable conditions, and accordingly, would not necessarily
disclose all reportable conditions that are also considered to be material weaknesses. We
noted no matters involving the internal control over financial reporting and its operation that we
consider to be material weaknesses. However, we noted other matters involving the internal
control over financial reporting that we have reported to the Board of Trustees of the Hospital in
a separate letter dated August 11, 2006.

This report, a public record by law, is intended solely for the information and use of the officials,
employees, and constituents of Spencer Municipal Hospital and other parties to whom Spencer

Municipal Hospital may report. This report is not intended to be and should not be used by
anyone other than those specified parties.

We would like to acknowledge the many courtesies and assistance extended to us by personnel
of Spencer Municipal Hospital during the course of our audit.

é/m,%@wg/w

August 11, 2006
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SPENCER MUNICIPAL HOSPITAL
SCHEDULE OF FINDINGS
FOR THE YEAR ENDED JUNE 30, 2006

Part I: Findings Related to the Primary Government Financial Statements

None

Part |l: Other Findings Related to Required Statutory Reporting

06-I1-A
06-11-B
06-1I-C
06-11-D

Certified Budget

For the year ended June 30, 20086, the Hospital's revenue and nonoperating income
were $328,218 more than the certified budget and the Hospital’s operating expenses
were $104,247 less than certified budget, resulling in a net favorable variance of
$432,465.

Questionable Expenditures

No expenditures that we believe may not meet the requirements of public purpose as
defined in an Attorney General's opinion dated April 25, 1979 were noted.

Travel Expense
No expenditures of Hospital money for travel expenses of spouses of Hospital
officials and/or employees were noted.

Business Transactions

Business transactions between the Hospital and Hospital officials or employees are
detailed as follows:

Business Connection Transaction Description Amount
Neal Conover, Board member Interest income from Northwest $148,290
Chairman of Northwest Federal Federal Savings Bank
Savings Bank
Kris Van Berkum, Board member  Purchase of cleaning supplies $ 6,266

Co-owner Janitor's Closet Lid

The transactions with Neal Conover's bank do not appear to represent a conflict of
interest since the transactions were entered into through competitive bidding in
accordance with Chapter 362.5(4), and the bank has been approved by the board of
trustees in accordance with Chapter 362.5(2) of the Code of lowa.

Recommendation - The transactions with Janitor's Closet Ltd. may represent a
conflict of interest since the amounts spent in the fiscal year exceeded the statutory
amount of $1,500. The Hospital should research this issue to determine if it is in
compliance with Chapter 362.5 of the Code of lowa.
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SPENCER MUNICIPAL HOSPITAL
SCHEDULE OF FINDINGS - Continued
FOR THE YEAR ENDED JUNE 30, 2006

Part {l: Other Findings Related to Required Statutory Reporting - Continued

06-il-D Business Transactions - Continued

Response - The Hospital will research and resolve this matter in accordance with the
Code.

Conclusion - Response accepted.

06-ll-E Board Minutes
No transactions were found that we believe should have been approved in Board

minutes but were not. The Board minutes were examined and appeared o give a
condensed, accurate account of business transacted by the Board.

06-11-F Deposits and Investments
No instances of non-compliance with the deposit and investment provisions of

Chapter 12B and Chapter 12C of the Code of lowa and the Hospital's investment
policy were noted.
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WintaER, STAVE & Co., LLP
C.]E'cfil[i.sc{ Public Hecountants

1316 West 18th Street 1004 215t Street #4
PO. Box 175 P.O. Box 187
Spencer, Jowa 51301-0173 MiHord, Iowa 51351
Phone 712-262-3117 Phone 712-338-2488
FAX 712-262-3159 FAX 712-338-2510

To the Board of Trustees of
Spencer Municipal Hospital
Spencer, 1A 51301

In planning and performing our audit of the basic financial statements of Spencer Municipal
Hospital's primary government for the year ended June 30, 2008, we considered the Hospital's
internal control in order to determine our auditing procedures for the purpose of expressing an
opinion on the primary government financial statements and not to provide assurance on
internal control. However, during the audit, we did become aware of the following matters that
are opportunities for strengthening internal controls and operating efficiency.

Patient Account Processing:

We understand the Hospital is in the process installing a new comprehensive computer system
for substantially all areas of the Hospital's operations. In conjunction with the conversion to the
new system, we would recommend that the Hospital take this opportunity to evaluate some
legacy processes and consider updating them. The following items have been identified as
possible areas for change in the patient accounts area:

» Checks received should be endorsed at the earliest possible time, ideally upon the opening
of the mail.

e Taking the deposits to the bank at the end of the day instead of keeping them at the Hospital
overnight and taking them the next day.

» Consider locking the safe at an earlier time, such as 6 pm.

» Generating computerized receipts for payments received at the Hospital's cashier's desk
instead of using handwritten ones.

¢ Re-evaluate the need to run two calculator tapes of checks received. Consider using the
system’s batch report to balance to the first tape.

s Having a second person perform spot checks of adjustments to patient accounts to
determine that the adjustments are valid.

Individually and collectively the above steps would further enhance the Hospital's internal
controls and safekeeping in the important area of receiving and processing patients’ payments.

Member Private Companies Practice Section,
American institute of Certified Public Accountanis



Credit Card Purchases:

Occasionally the Hospital uses a corporate credit card to purchase goods and services. During
our review of selected purchases, we noted that some of the items did not have third-party
documentation in the file or the documentation was provided after the monthly payment was
made. Ultimately the documentation was located on the selected items. In order to safeguard
the Hospital's assets, assist the accounting department in managing the credit card process,
and provide sufficient internal controls in this area, we recommend that the credit card users
forward to the accounting department their authorized third-party documentation before the
monthly payment is disbursed. We acknowledge and understand the accounting department
identified this as an issue during the year and has been working with the other departments to
correct this situation.

k& wk "R otk sk *%*

We have reported on the Hospital's compliance and on internal control over financial reporting
in our report dated August 11, 2006. This letter does not affect the aforementioned report nor
does it affect the Independent Auditors’ Report dated August 11, 2006 on the financial
statements of Spencer Municipal Hospital.

We will review the status of the comments during our next audit engagement. We have already
discussed the items with Hospital personnel, and we will be pleased to discuss them in further
detail at your convenience, to perform any additional study of these matters, or to assist you in

implementing the recommendations.
W Syzns (D, CeF
. e

August 11, 2006



ABBEN CANCER CENTER, LL.C
(AN IOWA LIMITED LIABILITY COMPANY)
FINANCIAL STATEMENTS AND
INDEPENDENT AUDITORS’ REPORT
FOR THE YEARS ENDED
JUNE 30, 2006 AND 2005



WintHER, STAVE & Co,,LLP
C?a'zﬁ/isc[ Publie @4@90&)2&112.&1

1316 West 181h Street 1004 21st Sueet #4
PO Box 175 0O, Box 187
Spencer, Towa 513010175 Miiford, lowa 51351
Phone 712-262.3117 Phone 712-338-2488
FAX 712-262-3159 FAX 712-338-2510

INDEPENDENT AUDITORS' REPORT

To the Board of Managers
Abben Cancer Center, LLC
Spencer, [A 51301

We have audited the accompanying balance sheets of Abben Cancer Center, LLC (an lowa
limited liability company), a component unit of Spencer Municipal Hospital, as of June 30, 2006
and 2005, and the related statements of income and member's equity and cash flows for the
years then ended. These financial statemenis are the responsibility of the Company’s
management. 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 reguire that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures
in the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of Abben Cancer Center, LLC as of June 30, 2006 and 2005, and the

results of its operations and its cash flows for the years then ended in conformity with
accounting principles generally accepted in the United States of America.

W/% wéééra

August 4, 2006

Member Private Companies Practice Section,
American Institute of Certified Public Accountants



ABBEN CANCER CENTER, LLC
BALANCE SHEETS
JUNE 30, 2006 AND 2005

ASSETS

CURRENT ASSETS:

a8 oo
Patient accounts receivable, net of allowance for doubtful accounts

of $78,600 in 2006 and $91,400in 2005 .........cociiiiiiiin e
Prepaid @XPeNSES oot

TOTAL ASSETS

LIABILITIES AND MEMBER’S EQUITY
CURRENT LIABILITIES:
Accounts payable ...

Accounts payable to Spencer Municipal Hospital (Note 2) .............
TOTAL CURRENT LIABILITIES

MEMBER’S EQUITY . v

TOTAL LIABILITIES AND MEMBER'S EQUITY

See Accompanying Notes to Financial Statements

2006 2005
$ 518,847 524,390
400,104 326,198
34,169 33,666
$ 953,120 884,254
$ 84,022 37,977
175,840 171,913
259,862 209,890
£93.258 674,364

$.953.120 § 884.254



ABBEN CANCER CENTER, LLC
STATEMENTS OF INCOME AND MEMBER’S EQUITY
FOR THE YEARS ENDED JUNE 30, 2006 AND 2005

2006 2005
NET PATIENT SERVICE REVENUE ... e, $4.003.659 $2,536,756
EXPENSES (Note 2):
Professional medical SBIVICES it e 1,383,984 1,056,629
Medical SUPPIES ... 14,234 13,243
Facility @XPeNSES ...ivvviviiiviriiieiee e 515,424 532,373
General and administratiVe s 373,455 216.237
TOTAL EXPENSES 2,287,097 1,818,482
OPERATING INCOME ... e 1,716,562 718,274
NONOPERATING INCOME:
I S IO I o et et e st 17,858 4417
Contributions and oHher iINCOME .. 4. 474 2.243
TOTAL NONOPERATING INCOME 22.332 6,660
NET INCOME 1,738,894 724,934
MEMBER'S EQUITY - BEGINNING OF YEAR ..o 674,364 549,430
IS T RIBU T ION S et (1,720.000) (600,000)

MEMBER'S EQUITY - END OF YEAR

See Accompanying Notes fo Financial Statements

$ 0693268 5 674,304



ABBEN CANCER CENTER, LLC
STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED JUNE 30, 2006 AND 2005

2006 005

CASH FLOWS FROM OPERATING ACTIVITIES:
L R g oo a e < TP UR RO UT TP $1,738,804 $ 724,934

Adjustments to reconcile net income to net cash provided
by operating activities:

(Increase) decrease in patient accounts receivable ..................... (73,906) 154,574
Increase in prepaid EXPENSES ..o {503) (5,787)
Increase (decrease) in accounts payable ..., 46,045 (62,985)
Increase in accounts payable to Spencer Municipal Hospital ...... 3.927 71,983
NET CASH PROVIDED BY OPERATING ACTIVITIES 1,714,457 882,719
CASH FLOWS FROM FINANCING ACTIVITIES:

DISHIBULIONS .oviiiiiiie ettt e ettt e e e rtree e {(1,720,000) (600,000)
NET CASH USED BY FINANCING ACTIVITIES (1,720,000) (600,000)

NET INCREASE (DECREASE) iIN CASH (5,543) 282,719
CASH AT BEGINNING OF YEAR ..cooiiiiviiriini v 524,390 241,671
CASH AT END OF YEAR $ 518,847 § 524390

See Accompanying Notes o Financial Statements
4
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ABBEN CANCER CENTER, LLC
NOTES TO FINANCIAL STATEMENTS

BUSINESS ACTIVITY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Organization and Business Activities

Abben Cancer Center, L.L.C (the Company) is an lowa limited liability company that operates
a cancer treatment center in Spencer, lowa. The Company is a wholly-owned component
unit of Spencer Municipal Hospital (Hospital) as defined by the Governmental Accounting
Standards Board. Substantially all of its patients are from Northwest lowa.

The Company was organized on June 20, 1996 and shall continue in existence until June
20, 2026 unless dissolved sooner in accordance with the terms of the Company's operating
agreement.

Summary of Significant Accounting Policies

Cash and Concentration of Credit Risk

For purposes of the statement of cash flows, cash on deposit, cash on hand, and cash in
savings accounts are considered cash. At June 30, 2006 and 2005, the Company had
uninsured bank balances of $415,116 and $424,390, respectively.

Patient Accounts Receivable - Patient accounts receivable are reported at the amount
expected to be collected after estimating the contractual adjustments and determining the
allowance for doubtful accounts based on an aging of all the individual patient balances and
an analysis of the delinguent accounts. Management reviews delinquent receivables and
contractual adjustments on a monthly basis and writes off accounts when coilection
procedures have been exhausted.

Net Patient Service Revenue
Net patient service revenue is reported at the estimated net realizable amounts from
patients, third-party payors, and others for services rendered.

Income Taxes
The Company is not a taxpaying entity for federal and state income tax purposes, and thus
no income tax expenses have been recorded in the statements.

Use of Estimates

The preparation of the Company's financial statements in conformity with generally
accepted accounting principles requires management to make estimates and assumptions
that affect certain reported amounts and disclosures. Accordingly, actual results could differ
from those estimates.




ABBEN CANCER CENTER, LLC
NOTES TO FINANCIAL STATEMENTS - Continued

2. RELATED PARTY TRANSACTIONS

Spencer Municipal Hospital
The Company has entered into various fransactions and agreements with the Hospital. The
agreements and their related expenses for 2006 and 2005 are summarized as follows:

2006 2005

Medical and office equipment 168Se .....cccoovviviiiciiiii e $226.024 $242.586

Office space 1ease agre mMent ........coivirivieiiiern e $.80,159 $ 78.204
Personnel service agreement:

Leased employees' salanes ..., $352,792 $361,239

Leased employees’ benefits .....cocooviviiri 116,558 128,473

Personnel administration and other services ..................co oo 26,452 25,514

Total Personnel Service Agreement Expense $495.802 $515,226

The agreements include defined methodologies to calculate the rates and are cancelable by
either party 80 days prior to the anniversary date of the agreements.

Additionally, the Hospital paid substantially all of the Company’s third-party vendors and
billed the Company for the payments. The accounts payable to the Hospital is the result of
the above transactions less cash payments.

Board Member

The Company has entered into a medical direction and professional services agreement
with a company owned and controlled by a board member. The agreement is for a three-
year period ending July 1, 2007 and shall be renewed automatically for successive one-year
terms unless terminated by either party upon written notice 90 days prior to the anniversary
date. Fees under the agreement are calculated based upon a percentage of net patient
revenue that is reviewed and agreed to annually. Total fees paid under the agreement for
2006 and 2005 were $812,708 and $478,859, respectively.
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August 4, 2006

To the Board of Managers of
Abben Cancer Center, LLC
Spencer, 1A 51301

In planning and performing our audit of the financial statements of Abben Cancer Center, LLC
for the year ended June 30, 2006, we considered the Company's internal control in order to
determine our auditing procedures for the purpose of expressing an opinion on the financial
statements and not to provide assurance on internal control. However, during the audit, we did
become aware of the following matter that warrants your attention.

During our review of the Company's billing system, we noted patient balance
adjustments are classified into eight different adjustment types. Acknowledging that the
Company has review procedures in place for the vast majority of the adjustments, we
noted two areas of improvement for your consideration.

First, we would recommend that management perform a post adjustment review of the
bad debt and charity care adjustments to insure that the proper accounts were written
off.

Second, we would recommend the other adjustments that are not system generated or
pre-approved by management be subject to a review. Due to the current small dollar
amounts of these adjustments, a post review of the adjustments may be sufficient. This
situation should be monitored and changed if the number or amounts increase

significantly.

This letter does not affect the independent auditors’ report dated August 4, 2006 on the financial
statements of Abben Cancer Center, LLC. We wilt review the status of this comment during our
next audit engagement. We have already discussed this item with Company personnel and will
be pleased to discuss it in further detail at your convenience, to perform any additional study of
this matter, or to assist you in implementing the recommendation.

O dhistee, Soe (2, 67

Member Privaie Companies Practice Section,
American Institute of Certified Public Accountants



