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Independent Accountants’ Report on Financial Statements
and Supplementary Information

Board of Commissioners

Floyd County Memorial Hospital
d/b/aFloyd County Medical Center
Charles City, lowa

We have audited the accompanying balance sheets of Floyd County Memorial Hospital d/b/a Floyd
County Medical Center as of June 30, 2008 and 2007 and the related statements of revenues, expenses
and changes in net assets and cash flows for the years then ended. These financial statements are the re-
sponsihility of the Hospital’s management. Our responsibility isto 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 and the standards applicableto financial audits contained in Government Auditing Standards,
issued by the Comptroller Genera of the United States. Those standards require that we plan and perform
the audit to obtain reasonabl e assurance about whether the financial statements are free of material mis-
statement. An audit includes examining, on atest basis, evidence supporting the amounts and disclosures
in the financial statements. An audit also includes assessing the accounting principles used and signifi-
cant estimates made by management, as well as evaluating the overall financial statement presentation.
We believe that our audits provide a reasonabl e basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Floyd County Memorial Hospital d/b/a Floyd County Medical Center as of June 30,
2008 and 2007, and its changes in financial position and cash flows for the years then ended in confor-
mity with accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Slandards, we have also issued our report dated November 12,
2008, on our consideration of the 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 isto describe the scope of our testing of internal control over financial report-
ing and compliance and the results of that testing, and not to provide an opinion on the internal control
over financial reporting or on compliance. That report isan integral part of an audit performed in accor-
dance with Government Auditing Standards and should be considered in assessing the results of our audit.

The accompanying management’ s discussion and analysisis not arequired part of the basic financial
statements but is 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 required supplementary information.
However, we did not audit the information and express no opinion on it.
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Our audits were conducted for the purpose of forming an opinion on the Hospital’ s basic financial state-
ments. The accompanying supplementary information, as listed in the table of contents, is presented for
purposes of additional analysisand is not arequired part of the basic financial statements. The consoli-
dating information is presented for purposes of additiona analysis of the governmental financial state-
ments rather than to present individual financial position changes in net assets and cash flows of the
primary government and its component unit. Such information has been subjected to the auditing proce-
dures applied in the audit of the basic financial statementsand, in our opinion, isfairly stated, in all mate-
rial respects, in relation to the basic financial statements taken as awhole.

/s BKD, LLP

Kansas City, Missouri
November 12, 2008



Floyd County Memorial Hospital
d/b/a Floyd County Medical Center

Management’s Discussion and Analysis
Years Ended June 30, 2008 and 2007

Introduction

This management’ s discussion and analysis of the financial performance of Floyd County Me-
moria Hospital d/b/a Floyd County Medical Center (the “Hospital”) provides an overview of the
Hospital’ s financial activities for the years ended June 30, 2008 and 2007. It should be read in con-
junction with the accompanying financial statements of the Hospital.

Financial Highlights

e Cashincreased in 2008 by $82,896 or 4% and decreased in 2007 by $157,639 or 6%.

e The Hospita’s net assets increased in each of the past two years with a $998,282 or 7% in-
crease in 2008 and a $987,655 or 8% increase in 2007.

e The Hospital reported operating income inboth 2008 and 2007 of $1,058,895 and $860,280, re-
spectively.

e Net nonoperating revenues decreased by $187,988 in 2008 compared to 2007.

Using This Annual Report

The Hospital’s financial statements consist of three statements—a balance sheet; a statement of
revenues, expenses and changes in net assets; and a statement of cash flows. These statements pro-
vide information about the activities of the Hospital, including resources held by the Hospital but
restricted for specific purposes by creditors, contributors, grantors or enabling legislation. The
Hospital is accounted for as a business-type activity and presentsits financial statements using
the economic resources measurement focus and the accrual basis of accounting.

The Balance Sheet and Statement of Revenues, Expenses and Changes in Net Assets

One of the most important questions asked about any Hospital’ s financesis “Isthe Hospital asa
whole better or worse off as a result of the year’s activities?” The Balance Sheet and the State-
ment of Revenues, Expenses and Changes in Net Assets report information about the Hospital’ sre-
sources and its activities in away that helps answer this question. These statements include all
restricted and unrestricted assets and all liabilities using the accrual basis of accounting. Using the
accrual basis of accounting meansthat all of the current year’s revenues and expenses are taken
into account regardless of when cash is received or paid.



These two statements report the Hospital’ s net assets and changes in them. The Hospital’ s total net
assets—the difference between assets and liabilities—is one measure of the Hospital’ s financial
hedth or financial position. Over time, increases or decreases in the Hospital’ s net assets are an
indicator of whether its financial health isimproving or deteriorating. Other nonfinancial factors,
such as changesin the Hospital’ s patient base, changes in legislation and regulations, measures of
the quantity and quality of services provided to its patients and local economic factors, should also

be considered to assess the overall financial health of the Hospital.

The Statement of Cash Flows

The Statement of Cash Flows reports cash receipts, cash payments and net changes in cash result-
ing from four defined types of activities. It provides answers to such questions as where did cash
come from, what was cash used for and what was the change in cash during the reporting period.

The Hospital’s Net Assets

The Hospital’ s net assets are the difference between its assets and liabilities reported in the Balance
Sheet. The Hospital’ s net assets increased by $998,282 or 7% in 2008 over 2007 as shown in

Table 1.

Table 1: Assets, Liabilities and Net Assets

Assets

Patient accounts receivable, net
Other current assets

Capital assets, net

Other noncurrent assets

Liabilities

Long-term debt, including current maturities
Other current and noncurrent liabilities

Net Assets

Invested in capital assets, net of related debt
Unrestricted

Total liabilities

Tota net assets

Total liabilities and net assets

2008 2007 2006
$ 3043912 $ 2992541 $ 2450911
3,492,158 3,144,012 3,574,060
11,600,533 8,320,521 7,462,786
503,231 1,120,291 1,116,823

$ 18,639,834 $ 15,577,365 $ 14,604,580
$ 158177 $ 207,951 $ 252,366
3,572,961 1,459,000 1,429,455
3,731,138 1,666,951 1,681,821
9,532,606 8,079,325 7,200,841
5,376,090 5,831,089 5,721,918
14,908,696 13,910,414 12,922,759
$ 18,639,834 $ 15577,365 $ 14,604,580




In 2008, an excess of revenues over expenses was noted of $998,282 and is included in the total net
assets, which resulted in an increase of 7%. No mgjor changesin services were noted.

In 2008, there was a net increase of $3,280,012 in capital assets due to the continuing of the instal-
lation of theinternal computer system, and the continuing of the remodeling of the second floor pa-
tient rooms.

In 2008, a decrease in long-term debt $49,774 or 23%, is reflective of monthly payments of princi-
pal on the long-term capital lease.

In 2008, an increase of $2,113,961, in other current and noncurrent liabilities, is due to atemporary
loan of $2,000,000 (of atotal available of $4,500,000) for the remodeling of the second floor pa-
tient rooms. This temporary loan will be turned into a permanent long-term loan at the completion
of the renovation of the second floor patient roomsin fiscal year 20009.

In 2008, there was an increase of $348,146 in other current assets in part due to an increase in total
cash on hand of $82,896. Changes to supplies on hand and other receivables accounted for the re-
mainder of the increases. The Hospital transfers cash on amonthly basisto an internally generated
account for capital expenses. This transfer included an additional $500,000 for 2008 for the con-
tinued investment in internal computers and the continued remodeling of the second floor patient
rooms.

In 2007, an excess of revenues over expenses was noted of $987,655 and is included in the total net
assets, which resulted in an increase of 8%. No major changes in services were noted.

In 2007, there was a net increase of $857,735 in capital assets due to continuing the installation of
the internal computer system and the start of the second floor remodeling on the patient rooms.

In 2007, a decrease in long-term debt of $44,415 or 17%, is reflective of monthly payments of prin-
cipal on the long-term capital lease.

In 2007, there was a decrease of $430,048 in other current assets as a result of a decrease in total
cash on hand of $157,639. Changes to other various receivables accounted for the remainder of the
decrease. The Hospita transfers cash on amonthly basisto an internally generated account for
capital expenses. This transfer included an additional $1,000,000 for 2007 for the continued in-
vestment in computers and the start of the second floor patient room renovation.

Operating Results and Changes in the Hospital's Net Assets

In 2008, the Hospital’ s net assets increased by $998,282 or 7% as shown in Table 2. Thisincrease
is made up of several different components and represents an increase of $10,627 or 1% compared
to 2007.



Table 2: Operating Results and Changes in Net Assets

2008 2007 2006
Operating Revenues
Net patient service revenue $ 19,957,528 $ 17,527,762 $ 16,170,425
Other operating revenues 534,840 456,210 509,842
Tota operating revenues 20,492,368 17,983,972 16,680,267
Operating Expenses
Salaries and wages and employee benefits 10,552,498 9,159,041 8,707,695
Medical professional fees 3,380,898 3,252,194 2,568,625
Depreciation 1,096,731 811,275 685,965
Other operating expenses 4,403,346 3,901,182 3,703,938
Total operating expenses 19,433,473 17,123,692 15,666,223
Operating I ncome 1,058,895 860,280 1,014,044
Nonoperating Revenues (Expenses)
Investment income 46,724 187,378 102,265
Contributions 6,351 3,445 16,096
Interest expense (86,829) (26,601) (49,690)
Income taxes - Aesculapius (26,859) (36,847) (23,790)
Minority interest - Aesculapius - - (10,335)
Total nonoperating revenues (expenses) (60,613) 127,375 34,546
Increasein Net Assets $ 998,282 $ 987,655 $ 1,048,590

Operating Income

The first component of the overall change in the Hospital’ s net assetsis its operating income or
loss, generally the difference between net patient service and other operating revenues and the ex-
penses incurred to perform those services. In each of the past three years, the Hospital has reported
an operating income. The Hospital is a County Hospital, but cannot levy property taxes. The
Floyd County Supervisors can give the Hospital an amount annually as the County’ s budget al-
lows. The Hospital received no amounts from the County in 2008 and 2007.

The operating income for 2008 increased as compared to 2007. The primary components of the
change in operating income are:

e Anincreasein net patient service revenues of $2,429,766 or 14%.
®* Anincreasein salaries and wages and employee benefits of $1,393,457 or 15%.

e Anincrease in depreciation of $285,456 or 35%. Thisisdueto partial completion of the
internal computers and the second floor patient room renovation projects.

e Anincrease in other operating expenses of $502,164 or 13%.



e Anincreasein total operating expenses of $2,309,781 or 13%.

These increases were all due to an increase in patient volumes and additional expenses related
to the continuing of the installation of the internal computer system and the remodeling of the
second floor patient rooms.

In 2008, asin the past, the Floyd County Memorial Hospital (Medical Center), subsidizes many
Community Benefit Programsin Floyd County. The cost for the subsidy isincluded in the fi-
nancial reports presented here and include:

Meals on Wheels

Charity care for health services at the Floyd County Memorial Hospital
Physician care through the Floyd County Area Medical Center
Physician care through the Nashua Area Medical Center

Community health care education

Community disaster planning

The operating income for 2007 decreased as compar ed to 2006. The primary components of
the change in operating income are:

e Anincreasein net patient service revenues of $1,357,337 or 8%.
e Anincreasein saaries and wages and employee benefits of $451,346 or 5%.
e Anincreasein other operating expenses of $197,244 or 5%.

e Anincrease in nonoperating revenues/expenses of $92,829 or 269%.

Nonoperating Revenues and Expenses

Nonoperating revenues and expenses consist primarily of investment income and interest expense.
Investment income decreased in 2008 as compared to 2007 while interest expense increased. The
primary cause for the increase in interest expense is the $2,000,000 temporary loan for the second
floor patient room remodel. The renovation project also accounts for the decrease in investment
income, as available funds were used for the project.

The Hospital’s Cash Flows

Changesin the Hospital’ s cash flows are consistent with changes in operating income and nonop-
erating revenues and expenses, discussed earlier.

Capital Asset and Debt Administration

Capital Assets
At June 30, 2008, the Hospital had $11,600,533 in capital assets, net of accumulated deprecia

tion, as detailed in Note 4 to the financial statements. 1n 2008, the Hospital had additions of capital
assets of $4,376,743.

At June 30, 2007, the Hospital had $8,320,521 in capital assets, net of accumulated depreciation,
as detailed in Note 4 to the financial statements. 1n 2007, the Hospital had additions of capital as-
sets of $1,669,010.



Debt

The Hospital had a capital |ease payable in the amount of $158,177 and $207,951 at June 30, 2008
and 2007, respectively. In 2008, the Hospital obtai ned a line-of-credit, which allows for borrowing
up to $4,500,000. At June 30, 2008, the revolving balance on the unsecured debt was $2,000,000.
The Hospital’ s formal debt issuances are subj ect to limitations imposed by state law.

Factors Bearing on Floyd County Memorial Hospital’'s Future

At the time these financial statements were prepared and audited, the Hospital was aware of exist-
ing circumstances that could significantly affect its financial health in the future:

e Facility Renovation Project. The Hospital presently has a remodeling project in progress.
The scope of the project includes remodeling al patient rooms, the OB Department, Phar-
macy and other areas of the second floor. The main components of the project include
adding sprinklers to the whole second floor and small parts of the first floor for fire safety;
upgrade the heating and cooling systems to alow for individually temperature controlled
patient rooms; upgrade the patient rooms with a shower in each room and to remodel the
entire OB Department. These changes should improve the Hospita' s quality of care and
patient satisfaction. The remodeling project is divided into three phases, of which Phase |
and Phase || are complete. Phase |11 (South Wing) has an estimated completion date of
February 20009.

Contacting the Hospital’'s Financial Management

This financial report is designed to provide our patients, suppliers, taxpayers and creditors with a
general overview of the Hospital’ s finances and to show the Hospital’ s accountability for the
money it receives. Questions about this report and requests for additional financial information
should be directed to the Hospital Administrator or Chief Financial Officer by telephoning
641.228.6830.



Floyd County Memorial Hospital
d/b/a Floyd County Medical Center

Balance Sheets
June 30, 2008 and 2007

Assets
2008 2007
Current Assets
Cash $ 2,437,342 $ 2,354,446
Patient accounts receivable, net of allowance;
2008 — $1,555,149, 2007 — $1,555,000 3,043,912 2,992,541
Other receivables 43,740 160,181
Estimated amounts due from third-party payers 417,000 -
Supplies 485,786 524,992
Prepaid expenses 108,290 104,393
Total current assets 6,536,070 6,136,553
Noncurrent Cash
Internally designated for capital and other expenditures 266,038 892,658
Capital Assets, Net of Accumulated Depreciation 11,600,533 8,320,521
Other Assets
I nvestments 237,193 227,633
Total Assets $ 18,639,834 $ 15,577,365

See Notes to Financial Statements



Liabilities and Net Assets

Current Liabilities
Line of credit
Current maturities of long-term debt
Accounts payable
Accrued expenses
Vacation pay
Payroll and related deductions
Health insurance
Estimated amounts due to third-party payers

Total current liabilities
Long-term Debt
Total liahilities
Net Assets
Invested in capital assets, net of related debt

Unrestricted

Total net assets

Total Liabilitiesand Net Assets

2008 2007
$ 2,000,000 $ -
55,779 49,774
466,911 338,489
433,665 415,493
336,385 306,018
336,000 230,000
- 169,000
3,628,740 1,508,774
102,398 158,177
3,731,138 1,666,951
9,532,606 8,079,325
5,376,090 5,831,089
14,908,696 13,910,414
$ 18,639,834 $ 15,577,365




Floyd County Memorial Hospital
d/b/a Floyd County Medical Center

Statements of Revenues, Expenses and Changes in Net Assets
Years Ended June 30, 2008 and 2007

2008 2007
Operating Revenues
Net patient service revenue before provision for
uncollectible accounts $ 20,831,392 $ 18,171,132
Less provision for uncollectible accounts 873,864 643,370
Net patient service revenue 19,957,528 17,527,762
Other revenues 534,840 456,210
Total operating revenues 20,492,368 17,983,972
Operating Expenses
Salaries and wages 7,185,543 6,777,079
Employee benefits 3,366,955 2,381,962
Medical professional fees 3,380,898 3,252,194
Supplies and expenses 2,364,509 2,111,415
General services 870,165 871,321
Administrative services 1,168,672 918,446
Depreciation 1,096,731 811,275
Total operating expenses 19,433,473 17,123,692
Operating Income 1,058,895 860,280
Nonoper ating Revenues (Expenses)
Investment income 46,724 187,378
Contributions 6,351 3,445
Interest expense (86,829) (26,601)
Income taxes — Aesculapuis (26,859) (36,847)
Total nonoperating revenues (expenses) (60,613) 127,375
Increasein Net Assets 998,282 987,655
Net Assets, Beginning of the Y ear 13,910,414 12,922,759
Net Assets, End of the Year $ 14,908,696 $ 13,910,414

See Notes to Financial Statements 9



Floyd County Memorial Hospital
d/b/a Floyd County Medical Center

Statements of Cash Flows
Years Ended June 30, 2008 and 2007

2008 2007
Operating Activities
Receipts from and on behalf of patients $ 19,320,157 $ 17,561,132
Payments to suppliers (7,646,319) (7,175,973)
Payments to employees (10,397,959) (9,094,752)
Other receipts and payments, net 647,384 326,544
Net cash provided by operating activities 1,923,263 1,616,951
Noncapital Financing Activities
Unrestricted contributions 6,351 3,445
Net cash provided by noncapital financing activities 6,351 3,445
Capital and Related Financing Activities
Net borrowings under line-of-credit agreement 2,000,000 -
Purchase of capital assets (4,319,738) (1,635,765)
Principal payments on long-term debt (49,774) (44,415)
Interest paid on long-term debt (86,829) (26,601)
Proceeds from sale of capital assets - 100
Net cash used in capital and related financing activities (2,456,341) (1,706,681)
Investing Activities
Purchase of investments (10,000) (300,000)
Income on investments (6,997) 165,336
Net cash used ininvesting activities (16,997) (134,664)
Decreasein Cash (543,724) (220,949)
Cash, Beginning of Year 3,247,104 3,468,053
Cash, End of Year $ 2,703,380 $ 3,247,104

See Notes to Financial Statements 10



Floyd County Memorial Hospital
d/b/a Floyd County Medical Center

Statements of Cash Flows (Continued)
Years Ended June 30, 2008 and 2007

2008 2007
Reconciliation of Cash to the Balance Sheets
Cash $ 2,437,342 $ 2,354,446
Noncurrent cash
Internally designated 266,038 892,658
Tota cash $ 2,703,380 $ 3,247,104
Reconciliation of Operating Income to Net Cash
Provided by Operating Activities
Operating income $ 1,058,895 $ 860,280
Items not requiring (providing) cash
Depreciation 1,096,731 811,275
Amortization 27,302 27,302
Gain on sale of assets - (100)
Changesin
Patient and other accounts receivable, net 65,070 (660,895)
Supplies 39,206 (4,025)
Prepaid expenses (3,897) (10,301)
Accounts payable and accrued expenses 225,956 18,415
Estimated amounts due to third-party payers (586,000) 575,000
Net cash provided by operating activities $ 1,923,263 $ 1,616,951
Supplemental Cash Flows I nformation
Capital asset acquisitions included in accounts payable $ 90,250 $ 33,245
See Notes to Financial Statements 11



Floyd County Memorial Hospital
d/b/a Floyd County Medical Center

Notes to Financial Statements
June 30, 2008 and 2007

Note 1: Nature of Operations and Summary of Significant Accounting Policies

Nature of Operations

The Floyd County Memorial Hospital d/b/a Floyd County Medical Center (Hospital) is a county
public hospital under Chapter 37 of the Code of lowa. The Hospital and Health Care of Floyd
County L.C. (HCFC) are collectively referred to here as the Organization. The Organization pri-
marily earns revenues by providing health care services to patients on an inpatient and outpatient
basis. The Hospital is exempt from income taxes as a political subdivision of the State of lowa.
HCFC is organized pursuant to the lowa Limited Liability Company Act Chapter 490A.

Basis of Accounting and Presentation

Thefinancial statements of the Hospital have been prepared on the accrual basis of accounting us-
ing the economic resources measurement focus. Revenues, expenses, gains, losses, assets and li-
abilities from exchange and exchange-like transactions are recognized when the exchange
transaction takes place, while those from government-mandated nonexchange transactions
(principally county appropriations) are recognized when all applicable eligibility requirements are
met. Operating revenues and expenses include exchange transactions and program-specific, gov-
ernment-mandated nonexchange transactions. Government-mandated nonexchange transactions
that are not program specific (such as county appropriations), investment income and interest on
capital assets-related debt are included in nonoperating revenues and expenses. The Hospital first

applies restricted net assets when an expense or outlay isincurred for purposes for which both re-
stricted and unrestricted net assets are available.

The Hospital preparesits financial statements as a business-type activity in conformity with appli-
cable pronouncements of the Governmental Accounting Standards Board (GASB). Pursuant to
GASB Statement No. 20, the Hospital has elected to apply the provisions of al relevant pro-
nouncements of the Financial Accounting Standards Board (FASB) that were issued on or before
November 30, 1989, and do not conflict with or contradict GASB pronouncements.

Reporting Entity

As required by accounting principles generally accepted in the United States of America, these
financial statements present the Hospital and its component unit, an entity for which the Hospital is
considered to be financially accountable.

The determination of financial accountability includes consideration of a number of criteria, in-
cluding (1) the Hospital’ s ability to appoint a voting majority of another entity’s governing body
and to impose its will on that entity, (2) the potential for that entity to provide specific financia
benefits to or impose specific financial burdens on the Hospital, and (3) that entity’s fiscal
dependency on the Hospital.

12



Floyd County Memorial Hospital
d/b/a Floyd County Medical Center

Notes to Financial Statements
June 30, 2008 and 2007

Health Care of Floyd County L.C. is consolidated into the Hospital’ s financial statements.
HCFC isalegally separate limited liability corporation that is, in substance, a part of the Hospita’s
operations. It isorganized primarily to hold certain assets for the Hospital. HCFC owns shares of
a corporation whose earnings and losses are included in the financia statements. HCFC purchased
the remaining shares of the corporation in 2007.

Data of HCFC is combined with data of the Hospital for financial reporting purposes using the
blending method. Transactions between the Hospital and HCFC are eliminated in preparation of
the financial statements.

Use of Estimates

The preparation of financial statementsin conformity with accounting principles generally ac-
cepted 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.

Net Patient Service Revenue

The Hospital has agreements with third-party payers that provide for payments to the Hospital 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
includes estimated retroactive revenue adjustments under reimbursement agreements with third-
party payers and a provision for uncollectible accounts. Retroactive adjustments are considered in
the recognition of revenue on an estimated basis in the period the related services are rendered and
such amounts are revised in future periods as final adjustments become known.

Charity Care

The Hospital provides care without charge or at amounts less than its established rates to patients
meeting certain criteria under its charity care policy. Because the Hospital does not pursue collec-
tion of amounts determined to qualify as charity care, these amounts are not reported as net patient
service revenue. Charges excluded from revenue under the Hospital’ s charity care policy were
$26,880 and $0 for 2008 and 2007, respectively.

Supplies

Supply inventories are stated at the lower of cost, determined using the first-in, first-out method or
market.

13



Floyd County Memorial Hospital
d/b/a Floyd County Medical Center

Notes to Financial Statements
June 30, 2008 and 2007

Deposits, Investments and Investment Income

The Hospital’ s deposits include demand deposits and money market accounts. The Hospital also
has investments in partnerships holding mobile medical equipment reported on the equity method.

Investment income includes interest income on deposits and return on other investments.

Patient Accounts Receivable

The Hospital reports patient accounts receivable for services rendered at net realizable amounts

from third-party payers, patients and others. The Hospital provides an allowance for uncollectible
accounts based upon areview of outstanding receivables, historical collection information and
existing economic conditions.

Noncurrent Cash

Noncurrent cash represents internally designated assets set aside by the Board of Commissioners
for future capital improvements and other expenditures over which the Board retains control and may
at its discretion subsequently use for other purposes.

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. Depreciation iscomputed using the straight-line method over the estimated useful
life of each asset. The following estimated useful lives are being used by the Hospital.

Land improvements 15to 20 years
Buildings, improvements and fixed equipment 20to 40 years
M ajor moveable equipment, computers and furniture 3to 7years

Medical Malpractice Coverage and Claims

The Hospital purchases medical malpractice insurance under a claims-made policy. Under such
policy, only claims made and reported to the insurer are covered during the policy term, regardiess
of when the incident giving rise to the claim occurred. The cost of the coverage is accrued over the
coverage period and includes both the minimum premium plus any estimated additional costs re-
lated to claims during the period. Adjustments of estimated to actua expenses after the policy
terms are included in the period such adjustments are determined.

14



Floyd County Memorial Hospital
d/b/a Floyd County Medical Center

Notes to Financial Statements
June 30, 2008 and 2007

County Assistance

The Hospital operates under |owa statutes as a County hospital and is entitled to receive a
portion of the taxes levied by the County if approved by the County Supervisors. Such pro-
ceeds when received would be considered unrestricted as to use by the Hospital and would be used
to support operations. The Hospital received no support in 2008 or 2007.

Risk Management

The Hospital is exposed to various risks of loss related to torts; theft of, damage to and destruction
of assets; business interruption; errors and omissions; employee injuries and illnesses; natural
disasters; and employee health and accident benefits. Commercia insurance coverage is purchased
for claims arising from such matters other than those related to employee health benefits. Settled
claims have not exceeded this commercial coverage in any of the three preceding years.

The Hospital is self-insured for a portion of its exposure to risk of loss from employee health
claims. Annual estimated provisions are accrued for the self-insured portion of employee health
claims and include an estimate of the ultimate costs for both reported claims and claims incurred,
but not yet reported.

Compensated Absences

Hospital policies permit most employees to accumulate vacation and sick leave benefits that may
be redized as paid time off. Expense and the related liability are recognized as vacation benefits
are earned whether the employee is expected to realize the benefit as time off. Compensated ab-
sence liabilities are computed using the regular pay in effect at the balance sheet date plus an addi-
tional amount for compensation-related payments such as socia security and Medicare taxes
computed using rates in effect at that date.

Net Assets

Net assets of the Hospital are classified in two components. Net assetsinvested in capital assets,
net of related debt, consist of capital assets net of accumulated depreciation and reduced by the cur-
rent balances of any outstanding borrowings used to finance the purchase or construction of those as-
sets. Unrestricted net assets are remaining net assets that do not meet the definition of invested in
capital assets, net of related debt.
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Floyd County Memorial Hospital
d/b/a Floyd County Medical Center

Notes to Financial Statements
June 30, 2008 and 2007

Note 2: Net Patient Service Revenue

The Hospital has agreements with third-party payers that provide for payments to the Hospital at
amounts different from its established rates. These payment arrangements include:

Medicare. The Hospital is designated as a Critical Access Hospital (CAH). Under this
designation, inpatient and outpatient services related to Medicare beneficiaries are paid
based on a cost reimbursement methodology. The Hospital is reimbursed for certain ser-
vices at atentative rate with final settlement determined after submission of annual cost re-
ports by the Hospital and audits thereof by the Medicare Administrative Contractor.

Medicaid. Inpatient and outpatient services rendered to Medicaid program beneficiaries are
reimbursed based upon a cost reimbursement methodology. The Hospital isreimbursed at a
tentative rate with the final settlement determined after submission of annual cost reports by
the Hospital and audits thereof by the Medicaid program.

Approximately 56% and 52% of net patient service revenues are from participation in the Medicare
and state-sponsored Medicaid programs for the years ended June 30, 2008 and 2007, respectively.

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

Note 3: Deposits, Investments and Investment Income

Deposits

Custodial credit risk isthe risk that, in the event of abank failure, a government’ s deposits may not
be returned to it. The Hospital’s deposit policy for custodial credit risk requires compliance with
the provisions of State law.

The Hospital had no bank bal ances exposed to custodial credit risk at June 30, 2008 and 2007. The
Hospital’ s deposits in banks at June 30, 2008 and 2007 were entirely covered by federal depository
insurance or the State Sinking Fund in accordance with Chapter 12C of the Code of lowa. This
chapter provides for additional assessments against the depositories to insure there will be no loss
of public funds.
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Floyd County Memorial Hospital
d/b/a Floyd County Medical Center

Notes to Financial Statements
June 30, 2008 and 2007

Investments

The Hospital is authorized by statute to invest public fundsin obligations of the United States gov-
ernment, its agencies and instrumentalities; certificates of deposit or other evidences of deposit at
federally insured depository institutions approved by the Board of Trustees; prime eligible bankers
acceptances; certain high rated commercial paper; perfected repurchase agreements; certain regis-
tered open-end management investment companies; certain joint investment trusts and warrants or
improvement certificates of adrainage district. The Hospital had limited investments in partner-

ships holding mobile medical equipment at June 30, 2008 and 2007.

Summary of Carrying Value

The carrying value of depositsincluded in the balance sheetsis as follows:

2008 2007

Deposits $ 2,703,380 3,247,104
Included in the following balance sheet captions
Cash $ 2,437,342 2,354,446
Noncurrent cash 266,038 892,658
$ 2,703,380 3,247,104
Investment Income
Investment income for the years ended June 30, 2008 and 2007 consisted of:

2008 2007
Interest $ 99,564 202,248
Return on other investments (52,840) (14,870)
Tota investment income $ 46,724 187,378
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Floyd County Memorial Hospital

d/b/a Floyd County Medical Center

Note 4:

Capital Assets

Notes to Financial Statements
June 30, 2008 and 2007

Consolidated capital assets activity for the years ended June 30, 2008 and 2007 was:

2008

Land and improvements
Building and improvements
Fixed equipment

Major moveable equipment
Congtruction in progress

Less accumulated depreciation
Land improvements
Building and improvements
Fixed equipment
Major moveable equipment

Totd accumulated
depreciation

Capital assets, net

2007

Land and improvements
Building and improvements
Fixed equipment

Major moveabl e equi pment
Congtruction in progress

Less accumulated depreciation
Land improvements
Building and improvements
Fixed equipment
Major moveable equi pment

Total accumulated
depreciation

Capital assets, net

Balance Balance
June 30, 2007 Additions Retirements Transfers June 30, 2008
$ 471,125 $ 6,441 $ 477,566

9,493,575 27,835 $ 3,287,364 12,808,774
1,623,371 $ 33,357 56,955 1,646,969
5,175,953 342,434 400,626 665,481 5,783,242
1,010,931 4,000,033 (4,009,800) 1,001,164
17,774,955 4,376,743 433,983 - 21,717,715
290,808 17,238 308,046
4,548,854 353,054 4,901,908
1,038,422 89,354 33,357 1,094,419
3,576,350 637,085 400,626 3,812,809
9,454,434 1,096,731 433,983 10,117,182
$ 8,320,521 $ 3,280,012 $ - $ - $ 11,600,533

Balance Balance
June 30, 2006 Additions Retirements Transfers June 30, 2007
$ 457,527 $ 13,598 $ 471,125

9,364,350 92,927 $ 36,298 9,493,575
1,600,888 22,483 1,623,371
4,750,747 108,589 $ 351,970 668,587 5,175,953
284,403 1,431,413 (704,885) 1,010,931
16,457,915 1,669,010 351,970 - 17,774,955
273,899 16,909 290,808
4,274,963 273,891 4,548,854
951,580 86,842 1,038,422
3,494,687 433,633 351,970 3,576,350
8,995,129 811,275 351,970 9,454,434
$ 7,462,786 $ 857,735 $ - $ - $ 8,320,521
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Floyd County Memorial Hospital
d/b/a Floyd County Medical Center

Notes to Financial Statements
June 30, 2008 and 2007

Note 5:

Line of Credit

The Hospital entered into aline of credit agreement in 2008 that allows the Hospital to borrow up
to $4,500,000 to finance capital asset acquisitions and construction on an interim basis. The line of
credit bears interest at 6.875%, is unsecured and originally matures November 2008. The Hospital
is paying interest only monthly during the construction period. Following the construction period,
it isthe Hospital’ s intent to refinance the line of credit into along term note payable. The follow-
ing isasummary of theline of credit transactions for the years ended June 30, 2008 and 2007:

Beginning balance
Additions
Deductions

Ending balance

2008

2007

- $

2,000,000

$ 2,000,000 $

Subsequent to June 30, 2008, the line of credit maturity date was changed to December 2008. The
Hospital anticipates converting the line of credit to long-term debt once construction projects are

complete.

Note 6:

Long-term Debt

A schedule of changes in the Hospitd’ s long-term debt for 2008 and 2007 follows:

2008

Capital lease obligation (A)

2007

Capital lease obligation (A)

Amounts Due

Balance Balance Within One
June 30, 2007 Additions Reductions June 30, 2008 Year
$ 207,951 $ 49,774 $ 158,177 $ 55,779
Amounts Due
Balance Balance Within One
June 30, 2006 Additions Reductions June 30, 2007 Year
$ 252,366 $ 44,415 $ 207,951 $ 49,774

(A) TheHospital is obligated under alease for equipment that is accounted for as a capital

lease. Assets under capital lease at June 30, 2008 and 2007, totaled $140,533 and

$194,933, net of accumulated depreciation of $131,467 and $77,067, respectively. The
following is a schedule by year of future minimum lease payments under the capital
lease, including interest at a rate of 11.4% together with the present value of the future

minimum lease payments as of June 30, 2008.
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Floyd County Memorial Hospital
d/b/a Floyd County Medical Center

Notes to Financial Statements
June 30, 2008 and 2007

Year Ending
June 30,

2009 $
2010
2011

Total minimum lease payments
L ess amount representing interest

Present value of future minimum lease payments $

Note 7: Operating Leases

Noncancellable operating lease for equipment expiresin 2013.

Future minimum lease payments at June 30, 2008, were:

2009 $
2010
2011
2012
2013

Future minimum lease payments $

Rental expense for all operating leases totaled $226,267 and $236,928 for 2008 and 2007,
respectively.

71,016
71,016

41,428

183,460

25,283

158,177

141,251
141,251
141,251
141,251

70,626

635,630
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Floyd County Memorial Hospital
d/b/a Floyd County Medical Center

Notes to Financial Statements
June 30, 2008 and 2007

Note 8: Defined Benefit Pension Plan

Plan Description

The Hospital contributes to the lowa Public Employees Retirement System (IPERS), a cost-sharing
multiple-employer defined benefit pension plan administered by the State of lowa. Pension expense
is recorded for the amount the Hospital is contractually required to contribute for the year. The
plan provides retirement and death benefits, which are established by State statute, to plan members
and beneficiaries. The planissuesa publicly available financia report that includes financial

statements and required supplementary informati on for the plan. The report may be obtained by
writing to the plan at IPERS, P.O. Box 9117, Des Moines, lowa 50306-9117.

Funding Policy

Plan members are required to contribute 3.9% and 3.7% of their annual covered salary and the
Hospital is required to contribute 6.05% and 5.75% of annual covered payroll for 2008 and 2007.
Contribution requirements are established by State statute. The Hospital’ s contributions to the plan
for 2008, 2007 and 2006 were $434,099, $368,613 and $354,657, respectively, which equaled the
required contributions for each year.

Note 9: Patient Accounts Receivable

The Hospital grants credit without collateral to its patients, most of whom are area residents and are
insured under third-party payer agreements. Patient accounts receivable at June 30, 2008 and 2007

consisted of:
2008 2007

Medicare $ 1,055,242 $ 810,524
Medicaid 101,778 136,954
Third-party payers 891,070 1,076,506
Patients 2,199,852 2,166,941
Clinics 351,119 356,616

Total 4,599,061 4,547,541
Less allowance for uncollectible accounts 1,555,149 1,555,000

Patient accounts receivable, net $ 3,043,912 $ 2,992,541
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Floyd County Memorial Hospital
d/b/a Floyd County Medical Center

Notes to Financial Statements
June 30, 2008 and 2007

Note 10: Employee Health Insurance Claims

Liabilities include an accrual for claims that have been incurred but not reported for self-insured
health insurance. Claims liabilities from asserted claims and from unasserted claims are accrued
based on estimates that incorporate the Hospital' s past experience, as well as other considerations,
including relevant trend factors. Activity in the Hospital’ s accrued health insurance claims liability
during 2008 and 2007 is summarized as follows:

2008 2007
Balance, beginning of year $ 230,000 $ 263,000
Current year claims and changes in estimates 2,122,191 1,399,142
Claim payments (2,016,191) (1,432,142)
Balance, end of year $ 336,000 $ 230,000

Note 11. Construction in Progress

The Hospital, at June 30, 2008, had $1,001,164 in construction in progress related to projects, in-
cluding remodeling of the Hospital and a new computer system. The estimated cost to complete

the various projectsis $1,642,688 to be funded by assets of the Hospital and aline of credit (see
Note 5).

Note 12: Budget and Budgetary Accounting
In accordance with the Code of lowa, the Board of Commissioners annually adopts a budget on the

cash basis following required public notice and hearings for al funds. The annual budget may be
amended during the year utilizing similar statutorily prescribed procedures.
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Floyd County Memorial Hospital
d/b/a Floyd County Medical Center

Notes to Financial Statements
June 30, 2008 and 2007

The following is reconciliation between reported amounts and cash basis presentation aswell asa
comparison to budget of the Hospital for the year ended June 30, 2008:

Actual

Book Accrual

Basis Adjustments Cash Basis Budget
Other revenues/receipts $ 20,486,412 $ 1,429,296 $ 21,915,708 $ 30,552,000
Expenses/disbursements 19,488,130 2,961,742 22,449,872 30,835,700

998,282 (1,532,446) (534,164) (283,700)

Balance, beginning of year 13,910,414 (10,435,677) 3,474,737 3,474,737
Balance, end of year $ 14,908,696 $ (11,968,123) $ 2,940,573 $ 3,191,037

Note 13: Litigation

In the normal course of business, the Hospitd is, from time to time, subject to allegations that may
or do result in litigation. The Hospital evaluates such allegations by conducting investigations to
determine the validity of each potential claim. Based upon the advice of legal counsel, manage-
ment records an estimate of the amount of ultimate expected loss, if any, for each. No amounts
were recorded at June 30, 2008 or 2007.
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Floyd County Memorial Hospital
d/b/a Floyd County Medical Center

Consolidating Balance Sheet
June 30, 2008

Assets
Floyd
County
Memorial
Hospital HCFC Eliminations Total
Current Assets
Cash $ 2420624 % 16,718 $ 2,437,342
Patient accounts receivable, net of
allowance of $1,555,149 3,043,912 3,043,912
Other receivables 43,740 43,740
Estimated amounts due from
third-party payers 417,000 417,000
Supplies 485,786 485,786
Prepaid expenses 108,290 108,290
Total current assets 6,519,352 16,718 6,536,070
Noncurrent Cash
Internally designated for capital and
other expenditures 266,038 266,038
Capital Assets, Net of Accumulated
Depreciation 11,042,065 558,468 11,600,533
Other Assets
Investments 812,379 $  (575,186) 237,193
Total Assets $ 18,639,834 $ 575,186 $ (575,186) $ 18,639,834

See Independent Accountants’ Report 24



Floyd County Memorial Hospital
d/b/a Floyd County Medical Center

Consolidating Balance Sheet (Continued)

Liabilities and Net Assets

Current Liabilities
Line-of-credit

Current maturities of long-term debt

Accounts payable
Accrued expenses
Vacation pay

Payroll and related deductions

Health insurance

Tota current liabilities

Long-term Debt
Total liabilities
Net Assets
Invested in capital assets, net
of related debt
Unrestricted
Tota net assets

Total Liabilitiesand Net Assets

See Independent Accountants’ Report

June 30, 2008

Floyd
County
Memorial
Hospital HCFC Eliminations Total
$ 2,000,000 $ 2,000,000
55,779 55,779
466,911 466,911
433,665 433,665
336,385 336,385
336,000 336,000
3,628,740 3,628,740
102,398 102,398
3,731,138 3,731,138
8,974,138 $ 558,468 9,532,606
5,934,558 16,718 $ (575,186) 5,376,090
14,908,696 575,186 (575,186) 14,908,696
$ 18,639,834 $ 575,186 $ (575,186) $ 18,639,834
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Floyd County Memorial Hospital
d/b/a Floyd County Medical Center

Consolidating Balance Sheet
June 30, 2007

Assets
Floyd
County
Memorial
Hospital HCFC Eliminations Total
Current Assets
Cash $ 2,321,188 $ 33,258 $ 2,354,446
Patient accounts receivable, net of
allowance of $1,555,000 2,992,541 2,992,541
Other receivables 160,181 160,181
Supplies 524,992 524,992
Prepaid expenses 104,393 104,393
Total current assets 6,103,295 33,258 6,136,553
Noncurrent Cash
Internally designated for capital and
other expenditures 892,658 892,658
Capital Assets, Net of Accumulated
Depreciation 7,765,262 555,259 8,320,521
Other Assets
Investments 816,150 $ (588,517) 227,633
Total Assets $ 15,577,365 $ 588,517 $ (688517) $ 15,577,365
See Independent Accountants’ Report 26



Floyd County Memorial Hospital
d/b/a Floyd County Medical Center

Consolidating Balance Sheet (Continued)
June 30, 2007

Liabilities and Net Assets

Floyd
County
Memorial
Hospital HCFC Eliminations Total
Current Liabilities
Current maturities of long-term debt $ 49,774 $ 49,774
Accounts payable 338,489 338,489
Accrued expenses
Vacation pay 415,493 415,493
Payroll and related deductions 306,018 306,018
Health insurance 230,000 230,000
Egtimated amounts due to
third-party payers 169,000 169,000
Total current liabilities 1,508,774 1,508,774
Long-term Debt 158,177 158,177
Total liabilities 1,666,951 1,666,951
Net Assets
Invested in capital assets, net
of related debt 7,524,066 $ 555,259 8,079,325
Unrestricted 6,386,348 33,258 $ (588,517) 5,831,089
Tota net assets 13,910,414 588,517 (588,517) 13,910,414
Total Liabilitiesand Net Assets $ 15,577,365 $ 588,517 $ (588,517) $ 15,577,365
See Independent Accountants’ Report 27



Floyd County Memorial Hospital
d/b/a Floyd County Medical Center

Consolidating Statement of Revenues, Expenses
and Changes in Net Assets

Year Ended June 30, 2008

Floyd
County
Memorial
Hospital HCFC Eliminations Total
Operating Revenues
Net patient service revenue before
provision for uncollectible accounts $ 20,831,392 $ 20,831,392
Less provision for uncollectible accounts 873,864 873,864
Net patient service revenue 19,957,528 19,957,528
Other revenues 381,184 $ 214221 $ (60,565) 534,840
Total operating revenues 20,338,712 214,221 (60,565) 20,492,368
Operating Expenses
Salaries and wages 7,185,543 7,185,543
Employee benefits 3,366,955 3,366,955
Medical professional fees 3,380,898 3,380,898
Supplies and expenses 2,364,509 2,364,509
General services 882,448 61,613 (73,896) 870,165
Administrative services 1,144,923 23,749 1,168,672
Depreciation 1,076,025 20,706 1,096,731
Total operating expenses 19,401,301 106,068 (73,896) 19,433,473
Operating Income 937,411 108,153 13,331 1,058,895
Nonoper ating Revenues (Expenses)
Investment income 46,349 375 46,724
Contributions 6,351 6,351
Interest expense (86,829) (86,829)
Income taxes — Aesculapius (26,859) (26,859)
Dividends paid — Aesculapius 95,000 (95,000) -
Total nonoperating revenues
(expenses) 60,871 (26,484) (95,000) (60,613)
Increase (Decrease) in Net Assets 998,282 81,669 (81,669) 998,282
Net Assets, Beginning of the Year 13,910,414 588,517 (588,517) 13,910,414
Dividends Paid (95,000) 95,000 -
Net Assets, End of the Year $ 14908696 $ 575186 $ (575186) $ 14,908,696
See Independent Accountants’ Report 28



Floyd County Memorial Hospital
d/b/a Floyd County Medical Center

Consolidating Statement of Revenues, Expenses
and Changes in Net Assets (Continued)

Year Ended June 30, 2007

Floyd
County
Memorial
Hospital HCFC Eliminations Total
Operating Revenues
Net patient service revenue before
provision for uncollectible accounts $ 18,171,132 $ 18,171,132
Less provision for uncollectible accounts 643,370 643,370
Net patient service revenue 17,527,762 17,527,762
Other revenues 332,552 $ 214,161 (90,503) 456,210
Total operating revenues 17,860,314 214,161 (90,503) 17,983,972
Operating Expenses
Salaries and wages 6,777,079 6,777,079
Employee benefits 2,381,962 2,381,962
Medical professional fees 3,252,194 3,252,194
Supplies and expenses 2,111,415 2,111,415
General services 887,743 57,474 (73,896) 871,321
Administrative services 895,588 22,858 918,446
Depreciation 790,589 20,686 811,275
Total operating expenses 17,096,570 101,018 (73,896) 17,123,692
Operating Income (L 0ss) 763,744 113,143 (16,607) 860,280
Nonoper ating Revenues (Expenses)
Investment income 187,067 311 187,378
Contributions 3,445 3,445
Interest expense (26,601) (26,601)
Income taxes — Aescul apius (36,847) (36,847)
Dividends paid — Aesculapius 60,000 (60,000) -
Total nonoperating revenues
(expenses) 223,911 (36,536) (60,000) 127,375
Increase (Decrease) in Net Assets 987,655 76,607 (76,607) 987,655
Net Assets, Beginning of the Year 12,922,759 571,910 (571,910) 12,922,759
Dividends Paid (60,000) 60,000 -
Net Assets, End of the Year $ 13910414 $ 588517 $ (588,517) $ 13,910,414

See Independent Accountants’ Report 29
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Floyd County Memorial Hospital
d/b/a Floyd County Medical Center

Schedules of Other Operating Revenues — Hospital
Years Ended June 30, 2008 and 2007

2008 2007

Cafeteria $ 171,722 $ 170,123
Specialty clinics 134,744 95,585
Office rental 27,580 34,421
Registration fees 5,731 8,146
Medical records transcripts 10,737 10,779
Other 30,670 13,498

$ 381,184 $ 332,552

See Independent Accountants’ Report
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Floyd County Memorial Hospital
d/b/a Floyd County Medical Center

Schedules of Patient Receivables and Allowance for
Uncollectible Accounts — Hospital
Years Ended June 30, 2008 and 2007

Schedules of Patient Receivables

Amounts Percent to Total
2008 2007 2008 2007
Days Since Discharge
0-30 $ 2343514 $ 2,041,898 45,99% 41.79%
31-60 712,660 706,201 13.99% 14.46%
61-90 258,841 313,394 5.08% 6.41%
91-120 181,164 156,395 3.56% 3.20%
121-150 192,191 149,374 3.77% 3.06%
151 and over 1,407,023 1,518,664 27.61% 31.08%
5,095,393 4,885,926 100.00% 100.00%
Clinic accounts receivable 448,119 524,515
5,543,512 5,410,441
Less
Contractual allowances 944,451 862,900
Allowance for uncollectible
accounts 1,555,149 1,555,000
2,499,600 2,417,900
$ 3,043,912 $ 2,992,541
Allowance for Uncollectible Accounts
2008 2007
Balance, beginning of year $ 1,555,000 1,198,000
Provision for year 873,864 643,370
Recoveries of accounts previoudy written off 171,253 199,544
2,600,117 2,040,914
Less accounts written off 1,044,968 485,914
Balance, end of year $ 1,555,149 1,555,000
See Independent Accountants’ Report 34



Floyd County Memorial Hospital
d/b/a Floyd County Medical Center

Schedules of Noncurrent Cash Transactions — Hospital
Years Ended June 30, 2008 and 2007

Balance, July 1, 2006

Deposits
Withdrawals

Balance, June 30, 2007

Deposits
Withdrawals

Balance, June 30, 2008

See Independent Accountants’ Report

Total

$ 955,968

1,884,638

(1,947,948)

892,658

3,679,203

(4,305,823)

$ 266,038
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Floyd County Memorial Hospital

d/b/a Floyd County Medical Center
Schedule of Officials — Hospital
Year Ended June 30, 2008

Name Title Term Expires

Board of Commissioners

Mike Marth Chairman 2008
James Moon Secretary 2009
Ross Enabnit Treasurer 2009
Myrna Jakoubek Member 2008
Joe Nettleton Member 2010

Hospital Officials

Bill Faust Administrator
Ronald James Assistant Administrator — CFO

See Independent Accountants’ Report



Floyd County Memorial Hospital
d/b/a Floyd County Medical Center

Schedules of Financial and Statistical Data — Hospital
Years Ended June 30, 2008 and 2007

2008 2007
Patient Days (Exclusive of Swing-bed)
Medicare 1,863 1,794
Medicaid 230 266
Private and other 591 636
2,684 2,696
M edicare and Medicaid Percent 78.0% 76.4%
Per cent of Occupancy (Exclusive of Swing-bed) 29% 30%
Dischar ges (Exclusive of Swing-bed)
Medicare 557 566
Medicaid 77 102
Private and other 228 224
862 892
Average Length of Stay in Days 3.1 3.0

See Independent Accountants’ Report 37



Floyd County Memorial Hospital
d/b/a Floyd County Medical Center

Schedules of Supplies and Prepaid Expense — Hospital

Years Ended June 30, 2008 and 2007

2008 2007
Supplies
Storeroom $ 151,168 148,091
Pharmacy 140,911 126,282
Surgery 182,343 243,684
Dietary 11,364 6,935
$ 485,786 524,992
Prepaid Expense
Insurance $ 39,385 36,383
Maintenance contracts 48,642 55,909
Memberships and dues 14,231 6,888
Workers' compensation insurance 6,032 5,213
$ 108,290 104,393
See Independent Accountants’ Report 38
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Independent Accountants’ Report on Internal Control Over
Financial Reporting and on Compliance and Other Matters
Based on an Audit of the Financial Statements Performed in
Accordance with Government Auditing Standards

Board of Commissioners

Floyd County Memorial Hospital
d/b/aFloyd County Medical Center
Charles City, lowa

We have audited the financial statements of Floyd County Memorial Hospital d/b/a Floyd County
Medical Center as of and for the year ended June 30, 2008 and have issued our report thereon dated No-
vember 12, 2008. We conducted our audit in accordance with auditing standards generally accepted in
the United States of America and the standards applicable to financial audits contained in Gover nment
Auditing Standards, issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Hospital’ s internal control over financial report-
ing as abasis for designing our auditing procedures for the purpose of expressing our opinion on the fi-
nancial statements, but not for the purpose of expressing an opinion on the effectiveness of the Hospital’s
internal control over financial reporting. Accordingly, we do not express an opinion on the effectiveness
on the Hospital’ sinternal control over financia reporting.

A control deficiency exists when the design or operation of a control does not allow management or em-
ployees, in the normal course of performing their assigned functions, to prevent or detect misstatements
on atimely basis. A significant deficiency is acontra deficiency, or a combination of control deficien-
cies, that adversdly affects the Hospital’ s ability to initiate, authorize, record, process or report financial
datareliably in accordance with generally accepted accounting principles such that there is more than a
remote likelihood that a misstatement of the Hospital’ s financial statements that is more than inconse-
guential will not be prevented or detected by the Hospital’ s internal control.

A material weaknessis a significant deficiency, or acombination of significant deficiencies, that results
in more than aremote likelihood that a material misstatement of the financial statements will not be pre-
vented or detected by the Hospital’ sinternal control.

Our consideration of internal control over financid reporting was for the limited purpose described in the
first paragraph of this section and would not necessarily identify all deficienciesin internal control that
might be significant deficiencies or material weaknesses. We did not identify any deficienciesin internal
control over financial reporting that we consider to be material weaknesses, as defined above.
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Board of Commissioners

Floyd County Memorial Hospital
d/b/aFloyd County Medical Center
Page 2

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Hospital’ s financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts and grant agreements, noncompliance with which could have a direct and materia 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
results of our tests disclosed no instances of nhoncompliance or other matters that are required to be re-
ported under Government Auditing Standards.

Compliance with Certain Provisions of lowa Law

The following comments about the Hospital’ s compliance with certain provisions of lowalaw for the year
ended June 30, 2008 are based exclusively on knowledge obtained from procedures performed during our
independent audit of the financial statements of the Hospital for the year ended June 30, 2008. Since our
audit was based on tests and samples, not all transactions that might have had an impact on the comments
were necessarily examined. In addition, it should be noted that our audit was not directed primarily to-
ward obtaining knowledge of compliance with thefollowing items. Our procedures do not provide a
legal determination on the Hospital’scompliance with those requirements.

Official Depository Banks

A resolution naming official depositories has been adopted by the Board. The maximum deposit amounts
stated in the resolution were not exceeded during the year ended June 30, 2008.

Certified Budget

Budget hearings were held and publications were made in accordance with Chapter 24.9 of the Code of
lowa. Hospital expenditures during the year ended June 30, 2008 did not exceed amounts budgeted.

Questionable Expenditures
We did not note any questionable expenditures that we believe may constitute an unlawful expenditure

from public funds or questionable disbursements that may not meet the public purpose requirements as
defined in an Attorney Generd’s opinion dated April 25, 1979.

Travel Expense

No expenditures of Hospital money for travel expenses of spouses of Hospital officials were noted.
Mileage reimbursement was approved for employees not in excess of the IRS allowable limits.
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Board of Commissioners

Floyd County Memorial Hospital
d/b/aFloyd County Medical Center
Page 3

Business Transactions

We noted no transactions between the Hospital and Hospital officials or employees other than those ex-
empted by law; i.e., bankers on the Commission.

Commission Minutes

No transactions were found that we believe should have been approved in the Commission minutes but
were not.

Deposits and Investments

We noted no instances of honcompliance with the deposit and investment provisions of Chapters 12B and
12C of the Code of lowa and the Hospital’ sinvestment policy.

Unclaimed Property

The Hospital was required to file an annual report of unclaimed property with the state treasurer in accor-
dance with Chapter 556.11 of the Code of lowa. We noted no instances of non-compliance with thisre-
quirement.

Disbursements for Equipment and Supplies

We did not note any disbursements for equipment or supplies that we believe were not in accordance with
Chapter 347.13(3) of the Code of lowa.

Compensation of Hospital Administrator, Assistants and Employees

No instances were noted in which compensation for the administrator, assistants or employees was deter-
mined other than in accordance with Chapter 347.13(5) of the Code of lowa.

Internal Revenue Service Information Returns and Outside Services

We noted no instances where the Hospital failed to properly prepare a Form 1099 for outside services of
$600 or more or failed to properly classify workers as independent contractors versus employees.
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Board of Commissioners

Floyd County Memorial Hospital
d/b/aFloyd County Medical Center
Page 4

Publication of Bills Allowed and Salaries

Chapter 347.13(14) of the Code of lowa states “ There shall be published quarterly in each of the offi-
cial newspapers of the county as selected by the board of supervisors pursuant to section 349.1 the sched-
ule of bills allowed and there shall be published annually in such newspapers the schedule of salaries paid
by job classification and category ...” The Hospital has sought council in this matter and it was deter-
mined that the Hospital is not required to publish such items.

We also noted certain additional matters that we reported to the Hospital’ s management in a separate let-
ter dated November 12, 2008.

This report isintended solely for the information and use of the governing body, management and the
State of lowa and is not intended to be and should not be used by anyone other than these specified par-
ties.

/s BKD, LLP

Kansas City, Missouri
November 12, 2008
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Floyd County Memorial Hospital
d/b/a Floyd County Medical Center

Schedule of Findings and Responses
Year Ended June 30, 2008

Reference
Number Finding

None
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Board of Commissioners and Management
Floyd County Memoria Hospital

d/b/a Floyd County Medical Center
Charles City, lowa

In planning and performing our audit of the finandal statements of Floyd County Memorial Hospital
d/b/aFloyd County Medical Center as of and for the year ended June 30, 2008, in accordance with
auditing standards generally accepted in the United States of America, we considered the Hospital’s
internal control over financial reporting (internal control) as a basis for designing our auditing procedures
for the purpose of expressing our opinion on the financial statements, but not for the purpose of
expressing an opinion on the effectiveness of the Hospitd’ sinternal control. Accordingly, we do not
express an opinion on the effectiveness of the Hospital’ sinternal control. As such, our consideration of
internal controls would not necessarily identify all deficienciesin internal control that might be significant
deficiencies or material weaknesses.

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements of the Hospital’ s financial statementson atimely basis. A control deficiency in design
exists when a control necessary to meet a control objective ismissing or an existing control is not
properly designed so that, even if the control operatesas designed, a control objectiveis not aways met.
A control deficiency in operation exists when a properly designed control does not operate as designed or
when the person performing the control does not passess the necessary authority or qualifications to
perform the control effectively.

A significant deficiency is a control deficiency, or combination of control deficiencies, that adversely
affects the Hospital’ s ability to initiate, authorize, record, process or report financial datareliably in
accordance with generally accepted accounting principles such that there is more than a remote likelihood

that a misstatement of the Hospital’ sfinancial statementsthat is more than inconsequential will not be
prevented or detected by the Hospital’ sinternal controls.

A material weaknessisa significant deficiency, or acombination of significant deficiencies, that results
in more than aremote likelihood that a material misstatement of the Hospital’s financial statements will
not be prevented or detected by the Hospital’ sinternal controls.

We observed the following matters that we consider to be control deficiencies, significant deficiencies or

material weaknesses. Previously we made observations as aresult of our 2007 audit engagement in a
|etter dated November 15, 2007.

Material Weaknesses
No matters are reportable.
Significant Deficiencies

No matters are reportable.
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Control Deficiencies

Segregation of Duties

Segregation of accounting duties is an essential element of effective internal controls, involving the
separation of custody of assets from related recording of transactions. Segregation of conflicting
duties within the Hospital’ s accounting department is difficult because of the limited number of
personnel. We encourage you to limit, to the extent possible, performance of incompatible duties
by individuals in the Hospital’ s accounting department.

During our audit, we observed the following individuals having incompatible duties within the
financial statement reporting transaction cycles:

Purchases Cycle

e The Data Processing Clerks have the ability to issue and sign checks and have certain
recording responsibilities.

Payroll Cycle

e The Personnel Manager and Personnel Assistant have the ability to issue and sign
checks and al so have recording responsibilities.

Information System Offsite Backup

We understand the Hospital was backing up the information system, but did not have a copy
offsite. We recommend that a backup of the information system be stored offsite to assist the
Hospital in recovering datain the case of afire or other disaster.

Other Matters

Although not considered material weaknesses, significant deficiencies or other control deficiencies
ininternal control over financial reporting, we observed the following matters and offer these
comments and suggestions with respect to matters, which came to our attention during the course
of the audit of the financial statements. Our audit procedures are designed primarily to enable usto
form an opinion on the financial statements and, therefore, may not bring to light all weaknessesin
policies and procedures that may exist. However, these matters are offered as constructive
suggestions for the consideration of management as part of the ongoing process of modifying and
improving accounting controls and the financial and administrative practices and procedures. We
can discuss these matters further at your convenience and may provide implementation assistance
for changes or improvementsif you require.

Standard Accounting Policies and Procedures

Thereis little written documentation of accounting or data processing procedures. Internal control
is strengthened by identifying and documenting accounting procedures and responsibilities of
accounting personnel. Thiswill also be important for the compliance program. We recommend
that consideration be given to devel oping written documentation of controls and procedures to
strengthen the Hospital’ s ability to continue to operate efficiently in the event of unexpected
employee turnover. We understand the Hospital will evaluate the accounting policies and
procedures to supplement the policies with those included with the new information system being
implemented.



Disaster Recovery Policies/Procedures

Policies and procedures for disaster recovery of information systems have not been devel oped.
While backups of data are performed regularly, no policy or procedure exists for a catastrophic
failure. We recommend expanding upon proceduresin place and developing a comprehensive
disaster recovery policy to protect the Hospital should a significant loss of information occur.

Post Retirement Health Insurance Benefits

The Governmental Accounting Standards Board recently issued its Statement No. 45 (GASB

No. 45), Accounting and Financial Reporting by Employers for Postemployment Benefits Other
Than Pensions. The Statement provides accounting and disclosure requirements for
postemployment benefit plans in which the Hospital participates. This Statement will apply to your
health insurance plan, and will be effective for the Hospital for the year ending June 30, 20009.

GASB No. 45 generally requires recognition of expenses for postemployment benefits as services
are performed, regardless of the timing of the related benefit payments. Previously, the Hospital
has accounted for benefits under this plan on a*“pay-as-you-go” basis. This method of accounting
will no longer be permitted when the standard is effective.

GASB No. 45 requires periodic actuarial valuations based on the size of the plan. We encourage
the Hospital to identify and engage a knowledgeable and reputable actuarial firm well in advance
of itsrequired implementation date to smooth the transition. An alterative valuation method is
available for certain plans with less than 100 participants. However, this method is complicated
and the requirements should be carefully considered before this method is sel ected.

* k k k k%

This communication isintended solely for the information and use of Management, the Board of
Commissioners and others within the Hospital, and isnot intended to be, and should not be used by
anyone other than these specified parties.

/s BKD, LLP

Kansas City, Missouri
November 12, 2008



