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×²¼»°»²¼»²¬ ß«¼·¬±®�­ Î»°±®¬ 

Board of Trustees
Clarinda Regional Health Center
Clarinda, Iowa

We have audited the accompanying combined balance sheets of Clarinda Regional Health Center and its combined
affiliate, Clarinda Medical Foundation (collectively the Organization), an enterprise fund of the City of Clarinda, Iowa
as of June 30, 2008 and 2007, and the related combined statements of revenue, expenses and changes in net
assets and cash flows for the years then ended. These financial statements are the responsibility of the
Organization’s management. Our responsibility is to express an opinion on these combined basic 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 applicable to financial audits contained in Ù±ª»®²³»²¬ ß«¼·¬·²¹ Í¬¿²¼¿®¼­, 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. The basic financial
statements of Clarinda Medical Foundation were not audited in accordance with Ù±ª»®²³»²¬ ß«¼·¬·²¹ Í¬¿²¼¿®¼­. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the combined basic
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 combined basic financial statements referred to above present fairly, in all material respects, the
financial position of Clarinda Regional Health Center and its combined affiliate, as of June 30, 2008 and 2007, and
the results of their operations and their cash flows for the years then ended, in conformity with accounting principles
generally accepted in the United States of America.

In accordance with Ù±ª»®²³»²¬ ß«¼·¬·²¹ Í¬¿²¼¿®¼­, we have also issued our report, dated October 27, 2008, on our
consideration of the Clarinda Regional Health Center’s internal control over financial reporting and our tests of its
compliance with certain provisions of laws, regulations, contracts, grants, 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 opinion on the internal control over financial
reporting or on compliance. That report is an integral part of an audit performed in accordance with Ù±ª»®²³»²¬
ß«¼·¬·²¹ Í¬¿²¼¿®¼­ and should be considered in assessing the results of our audit.

The management’s discussion and analysis on pages 4 through 10 and required supplementary information on
page 30 are not required parts of the combined 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
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 combined basic financial statements of the
Organization. The supplementary information is presented for purposes of additional analysis and is not a required
part of the combined basic financial statements. The supplementary information as of and for the years ended
June 30, 2008 and 2007 has been subjected to the auditing procedures applied in the audit of the combined basic
financial statements and, in our opinion, is fairly stated in all material respects in relation to the combined basic
financial statements taken as a whole.

The accompanying Clarinda Regional Health Center schedule of insurance and comparative statistics, as listed in the
table of contents, are presented for purposes of additional analysis and are not a required part of the combined basic
financial statements. This information has not been subjected to the auditing procedures applied in our audit of the
combined basic financial statements, and accordingly, we express no opinion on them.

Davenport, Iowa
October 27, 2008
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This section of the Clarinda Regional Health Center and its combined affiliate annual audited financial report
represents management’s discussion and analysis of the Organization’s financial performance during the fiscal year
ended June 30, 2008. The analysis will focus on the Organization’s financial performance as a whole. Please read it
in conjunction with the audited financial report.

Ë­·²¹ Ì¸·­ ß²²«¿´ Î»°±®¬

The June 30, 2008 and 2007 Independent Auditor’s Report includes audited financial statements that include:

Combined balance sheets
Combined statements of revenue, expenses and changes in net assets
Combined statements of cash flows
Notes to combined basic financial statements

Ú·²¿²½·¿´ Ø·¹¸´·¹¸¬­

The Organization’s total assets increased by $1,407,070 or 10.8% in 2008 and increased by $1,220,790 or
10.3% in 2007.
The Organization’s net assets increased by $1,588,168 or 17.7% in 2008 and increased by $1,723,939 or
23.7% in 2007.
The Organization reported an operating gain of $1,434,923 in 2008 and an operating gain of $1,338,211 in
2007.

Ì¸» Þ¿´¿²½» Í¸»»¬ ¿²¼ Í¬¿¬»³»²¬ ±º Î»ª»²«»ô Û¨°»²­»­ ¿²¼ Ý¸¿²¹»­ ·² Ò»¬ ß­­»¬­

These financial statements report information about Clarinda Regional Health Center and its combined affiliate using
Governmental Accounting Standards Board (GASB) accounting principles. The balance sheet is a statement of
financial position. It includes all of the Organization’s assets and liabilities and provides information about the
amounts of investments in resources (assets) and the obligations to Organization creditors (liabilities). Revenue and
expenses are reflected for the current and previous year on the statements of revenue, expenses and changes in net
assets. This statement shows the results of the Organization’s operations. The last financial statement is the
statement of cash flows. The statement of cash flows essentially reflects the movement of money in and out of the
Organization that determines the Organization’s solvency. It is divided into cash flows (in or out) from operating, non-
capital financing, capital and related financing, and investing activities.

Also supporting, supplementary information to the above statements is provided in:

Schedules of net patient service revenue
Schedules of adjustments to patient service revenue and other revenue
Schedule of operating expenses
Schedules of aging analysis of accounts receivable from patients and allowance for doubtful accounts
Schedule of inventories and prepaid expenses
Schedule of insurance
Comparative statistics
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Ú·²¿²½·¿´ ß²¿´§­·­ ±º ¬¸» Ñ®¹¿²·¦¿¬·±²

The information from the balance sheets, statements of revenue, expenses and changes in net assets and the
statements of cash flows are summarized in the following tables. Tables 1 and 2 report on the changes in the
Organization’s net assets. Increases or decreases in net assets are one indicator of whether or not the
Organization’s financial health is improving. Other non-financial factors can also have an effect on the Organization’s
financial position. These can include such things as changes in Medicare and Medicaid regulations and
reimbursement, changes with other third-party payors, as well as changes in the economic environment of Clarinda,
Iowa and the surrounding areas.

Asset categories changing significantly during 2008 included certificates of deposit, accounts receivable and
estimated third-party payor settlements while, cash and cash equivalents, accounts receivable and estimated third-
party payor settlements significantly changed during 2007. Current assets increased by $1,410,692 or 20% in 2008
and increased by $1,964,325 or 38% in 2007. Net patient accounts receivable decreased by $272,110 or 11% in
2008 and decreased by $183,492 or 6.9% in 2007.

Liability categories changing significantly during 2008 and 2007 included accrued expenses and accounts payable.
Accrued expenses decreased by $212,805 or 18.6% in 2008 and increased by $217,401 or 23.4% in 2007. The
estimated third-party payor settlements changed from an asset of $1,030,000 and $430,000 as of June 30, 2006 and
2007, respectively, to a liability of $310,000 as of June 30, 2008.

Ì¿¾´» ïæ ß­­»¬­ô Ô·¿¾·´·¬·»­ ¿²¼ Ò»¬ ß­­»¬­

2008 2007 2006

ß­­»¬­
Current assets 8,548,605$ 7,137,913$ 5,173,588$
Noncurrent cash and investments 407,274 416,403 778,029
Capital assets, net 5,479,344 5,467,385 5,840,849
Other assets 8,695 15,147 23,592

Ì±¬¿´ ¿­­»¬­ 14,443,918$ 13,036,848$ 11,816,058$

Ô·¿¾·´·¬·»­
Total current liabilities 2,405,445$ 2,191,264$ 2,213,179$
Long-term debt, less current maturities 1,465,106 1,860,385 2,341,619

Ì±¬¿´ ´·¿¾·´·¬·»­ 3,870,551 4,051,649 4,554,798

Ò»¬ ¿­­»¬­æ
Invested in capital assets, net of related debt 3,367,877 2,957,114 2,839,867
Restricted by bond agreement 500,000 500,000 857,837
Unrestricted 6,705,490 5,528,085 3,563,556

Ì±¬¿´ ²»¬ ¿­­»¬­ 10,573,367 8,985,199 7,261,260
Ì±¬¿´ ´·¿¾·´·¬·»­ ¿²¼ ²»¬ ¿­­»¬­ 14,443,918$ 13,036,848$ 11,816,058$
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The current ratio (current assets divided by current liabilities) for 2008 was 3.55 and 2007 was 3.26. It is a measure
of liquidity, providing an indication of the Organization’s ability to pay current liabilities; a high ratio number is
preferred.

Table 2 summarizes information from the statements of revenue, expenses and changes in net assets.

Ì¿¾´» îæ Í¬¿¬»³»²¬­ ±º Î»ª»²«»ô Û¨°»²­»­ ¿²¼ Ý¸¿²¹»­ ·² Ò»¬ ß­­»¬­

2008 2007 2006

Operating revenue 17,704,701$ 18,113,403$ 15,807,446$
Operating expenses 16,269,778 16,775,192 15,544,313

Ñ°»®¿¬·²¹ ·²½±³» 1,434,923 1,338,211 263,133

Nonoperating revenue 158,377 385,728 103,685
Nonoperating expense 5,132 - -

153,245 385,728 103,685

×²½®»¿­» ·² ²»¬ ¿­­»¬­ 1,588,168 1,723,939 366,818

Net assets:
Beginning 8,985,199 7,261,260 6,894,442
Ending 10,573,367$ 8,985,199$ 7,261,260$

Ì±¬¿´ ®»ª»²«» 17,863,078$ 18,499,131$ 15,911,131$

Ì±¬¿´ »¨°»²­»­ 16,274,910$ 16,775,192$ 15,544,313$
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Net patient service revenue decreased $411,748 or 2.3% in 2008 and increased $2,318,139 or 14.8% in 2007. To
arrive at net patient service revenue, contractual adjustments and provisions for bad debt have been made to gross
patient service revenue due to agreements with third-party payors and patients. Table 3 below shows the contractual
adjustments that were recognized:

Total operating expenses decreased by $505,414 or 3% in 2008 and increased by $1,230,879 or 7.9% in 2007. The
operating expenses are broken by department on the schedules of operating expenses on pages 34 to 37 of the
combined financial report.

The operating margin (total operating revenue less total operating expenses divided by total operating revenue) was
a positive 8.1% in 2008 up from a positive operating margin of 7.4% in 2007. Operating income in 2008 was
$1,434,923 compared to operating income of $1,338,211 in 2007.

Other operating revenue made up 1.0% of total operating revenue in 2008 and 1.0% of total operating revenue in
2007. Table 4 shows the detail for this line item.

Ì¿¾´» ìæ Ñ¬¸»® Î»ª»²«»

2008 2007 2006

Lifeline, net 14,178$ 12,448$ 11,806$
Dietary 5,604 6,957 3,169
Employee meals 53,827 49,974 47,175
Meals on wheels and congregate meals 24,273 53,500 46,946
Wellness program 4,622 5,125 5,410
Medical records transcripts 7,017 7,730 5,652
Rental income and other miscellaneous 68,217 38,958 66,716

Ì±¬¿´ ±¬¸»® ®»ª»²«» 177,738$ 174,692$ 186,874$

Ì¿¾´» íæ Ò»¬ Ð¿¬·»²¬ Í»®ª·½» Î»ª»²«» ¿²¼ Ý±²¬®¿½¬«¿´ ß¼¶«­¬³»²¬­

2008 2007 2006

Total gross patient service revenue 26,352,383$ 26,506,478$ 23,020,632$
Contractual adjustments and provisions for

bad debt (8,825,420) (8,567,767) (7,400,060)
Ò»¬ °¿¬·»²¬ ­»®ª·½» ®»ª»²«» 17,526,963$ 17,938,711$ 15,620,572$

Contractual adjustments and provisions for
bad debt as a percent of total gross patient
service revenue 33.49% 32.32% 32.15%
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Ñ®¹¿²·¦¿¬·±² Í¬¿¬·­¬·½¿´ Ü¿¬¿

Table 5 shows the Organization’s statistical data.

Ì¸» Ñ®¹¿²·¦¿¬·±²�­ Ý¿­¸ Ú´±©­ 

The Organization experienced positive cash flows from operations of approximately $3,309,000 in 2008 compared to
positive cash flows from operations of approximately $2,964,000 in 2007. The change in cash flows from operations
is primarily due to the decreases in patient accounts receivable and estimated third-party payor settlements along
with an increase in income from operations.

Ý¿°·¬¿´ ß­­»¬­

As of June 30, 2008 and 2007 the Organization had $5,479,344 and $5,467,385, respectively, invested in capital
assets net of accumulated depreciation. In 2008 the Organization had $922,722 of capital asset additions offset by
depreciation of $851,887.

Additional information about the Organization’s capital assets can be found in Note 5 of the financial statements.

Ì¿¾´» ëæ Í¬¿¬·­¬·½¿´ Ü¿¬¿

2008 2007 2006

Patient days:
Acute 1,533 1,511 2,098
Swing bed 1,041 998 979

Ì±¬¿´ 2,574 2,509 3,077

Admissions:
Acute 569 558 608
Swing bed 188 176 191

Ì±¬¿´ 757 734 799

Discharges:
Acute 575 526 581
Swing bed 190 176 190

Ì±¬¿´ 765 702 771

Average length of stay, acute 2.7 2.6 3.4

Beds, acute and swing 25 25 25

Occupancy percentage, acute and swing,
based on 25 beds 28.2% 27.5% 33.7%
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Ô±²¹óÌ»®³ Ü»¾¬

Table 6 shows a summary of the Organization’s long-term debt outstanding.

Approximately $1,002,000 of the outstanding long-term debt held by the Organization consists of the Series 1997A
and Series 1997B hospital revenue bonds. The Series A bonds are due in monthly installments of principal and
interest through September 2012. The Series B bonds are due in monthly installments of principal and interest
through September 2013. The Organization also has incurred capital lease obligations totaling approximately
$1,109,000 which are due in monthly installments of principal and interest and mature on various dates and are
secured by equipment.

Additional information about the Organization’s long-term debt can be found in Note 6 of the financial statements.

Þ«¼¹»¬¿®§ Ø·¹¸´·¹¸¬­

In accordance with the Code of Iowa, the Board of Trustees annually adopts a budget following required public notice
and hearings. The annual budget may be amended during the year utilizing similar statutorily-prescribed procedures.
The budgetary basis is non-GAAP basis adjusted for equipment improvements and lease payments. There were no
amendments to the budget in the current year.

The Organization’s total revenue was under budget by $517,654 or 2.8%.
The Organization’s total operating expenses were under budget by $443,470 or 2.5%.

Û½±²±³·½ Ú¿½¬±®­

The economic trends in our community, as well our population figures have stayed relatively stable over the past few
years, and thus there has been little change in the economic profile of the community.

There appears to be no sign of any new industries making a move to our community nor are there any indications of
any businesses closing. With that, the economic outlook for our community should remain steady.

Ì¿¾´» êæ Ô±²¹óÌ»®³ Ü»¾¬

2008 2007 2006

Hospital revenue bonds, Series 1997A 357,090$ 432,275$ 505,014$
Hospital revenue bonds, Series 1997B 645,207 754,896 866,407
Obligations under capital lease 1,109,170 1,323,100 1,629,561

Ì±¬¿´ ´±²¹ó¬»®³ ¼»¾¬ 2,111,467$ 2,510,271$ 3,000,982$
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Ý±²¬¿½¬·²¹ ¬¸» Ñ®¹¿²·¦¿¬·±²

This financial report is designed to provide our citizens, customers and creditors with a general overview of Clarinda
Regional Health Center and combined affiliate’s finances and to demonstrate the Organization’s accountability for the
money it receives. If you have any questions about this report or need additional information, please contact Keith
Heuser, CEO at Clarinda Regional Health Center, 17th and Wells Streets, Clarinda, Iowa 51632.
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ß­­»¬­ îððè 2007
Current Assets:

Cash and cash equivalents ïôîìîôêéèü 1,243,938$
Certificates of deposit íôèíìôïíî 1,685,202
Investments ëìçôðíé 592,317
Assets limited as to use, restricted by bond agreement ïçìôïçé 184,155
Receivables:

Patient, net îôïçîôëëî 2,464,662
Other íçôðéé 66,114

Inventories ìðëôëçî 428,930
Prepaid expenses çïôíìð 42,595
Estimated third-party payor settlements ó 430,000

Ì±¬¿´ ½«®®»²¬ ¿­­»¬­ èôëìèôêðë 7,137,913

Assets Limited as to Use:
Restricted by bond agreement íðëôèðí 315,845
Board-designated for health insurance ïðïôìéï 100,558

ìðéôîéì 416,403

Capital Assets:
Nondepreciable íééôççë 139,460
Depreciable, net ëôïðïôíìç 5,327,925

ëôìéçôíìì 5,467,385

Other Assets:
Employee and physician advances éôïìë 7,497
Other assets ïôëëð 7,650

èôêçë 15,147
ïìôììíôçïèü 13,036,848$

See Notes to Combined Basic Financial Statements.
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Ô·¿¾·´·¬·»­ ¿²¼ Ò»¬ ß­­»¬­ îððè 2007
Current Liabilities:

Current maturities of long-term debt êìêôíêïü 649,886$
Accounts payable ëïêôéïî 396,201
Accrued expenses:

Salaries, wages and payroll taxes íèîôìðð 498,022
Paid leave ìîìôçéî 443,405
Health insurance claims ïîëôððð 200,050
Other ó 3,700

Estimated third-party payor settlements íïðôððð -
Ì±¬¿´ ½«®®»²¬ ´·¿¾·´·¬·»­ îôìðëôììë 2,191,264

Long-Term Debt, less current maturities ïôìêëôïðê 1,860,385
Ì±¬¿´ ´·¿¾·´·¬·»­ íôèéðôëëï 4,051,649

Commitments and Contingencies (Note 9)

Net Assets:
Invested in capital assets, net of related debt íôíêéôèéé 2,957,114
Restricted by bond agreement ëððôððð 500,000
Unrestricted êôéðëôìçð 5,528,085

ïðôëéíôíêé 8,985,199
ïìôììíôçïèü 13,036,848$
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Ý´¿®·²¼¿ Î»¹·±²¿´ Ø»¿´¬¸ Ý»²¬»®
¿²¼ Ý±³¾·²»¼ ßºº·´·¿¬»
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Ç»¿®­ Û²¼»¼ Ö«²» íðô îððè ¿²¼ îððé

îððè 2007
Operating revenue:

Net patient service revenue ïéôëîêôçêíü 17,938,711$
Other revenue ïééôéíè 174,692

Ì±¬¿´ ®»ª»²«» ïéôéðìôéðï 18,113,403

Expenses:
Salaries and wages éôíðêôîèê 7,487,608
Employee benefits ïôêéîôèèï 2,013,291
Supplies îôïðîôíèï 2,216,482
Medical professional fees èéîôìðï 871,096
Other costs îôéëëôïðì 2,663,055
Utilities îðîôêèï 178,022
Insurance ïéîôðëç 154,690
Leases and rentals îííôêëð 276,320
Depreciation and amortization èëìôçèé 808,281
Interest çéôíìè 106,347

Ì±¬¿´ »¨°»²­»­ ïêôîêçôééè 16,775,192

Ñ°»®¿¬·²¹ ·²½±³» ïôìíìôçîí 1,338,211

Nonoperating income (expense):
Investment income ïðîôìçí 147,643
Contributions ëëôèèì 231,614
Other øëôïíî÷ 6,471

Ò»¬ ²±²±°»®¿¬·²¹ ·²½±³» ïëíôîìë 385,728

Ý¸¿²¹» ·² ²»¬ ¿­­»¬­ ïôëèèôïêè 1,723,939

Net assets:
Beginning èôçèëôïçç 7,261,260
Ending ïðôëéíôíêéü 8,985,199$

See Notes to Combined Basic Financial Statements.
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Ý´¿®·²¼¿ Î»¹·±²¿´ Ø»¿´¬¸ Ý»²¬»®
¿²¼ Ý±³¾·²»¼ ßºº·´·¿¬»

Ý±³¾·²»¼ Í¬¿¬»³»²¬­ ±º Ý¿­¸ Ú´±©­
Ç»¿®­ Û²¼»¼ Ö«²» íðô îððè ¿²¼ îððé

îððè 2007
Cash Flows from Operating Activities:

Cash received from patients and third parties ïèôëíçôðéíü 18,722,203$
Cash paid to employees øçôïïíôîîî÷ (9,320,234)
Cash paid to suppliers øêôíîïôçîî÷ (6,586,555)
Other receipts and payments, net îðìôééë 148,465

Ò»¬ ½¿­¸ °®±ª·¼»¼ ¾§ ±°»®¿¬·²¹ ¿½¬·ª·¬·»­ íôíðèôéðì 2,963,879

Cash Flows Provided by Noncapital Financing Activities,
contributions ëëôèèì 231,614

Cash Flows from Capital and Related Financing Activities:
Interest paid on long-term debt øçéôíìè÷ (106,347)
Acquisition of capital assets øêëêôçéé÷ (274,102)
Proceeds from the sale of capital assets ììôïíç -
Principal payments on long-term debt øêêìôëìç÷ (648,326)

Ò»¬ ½¿­¸ ø«­»¼ ·²÷ ½¿°·¬¿´ ¿²¼ ®»´¿¬»¼ º·²¿²½·²¹ ¿½¬·ª·¬·»­ øïôíéìôéíë÷ (1,028,775)

Cash Flows from Investing Activities:
Purchases of investments and assets limited as to use øîôïðêôëêí÷ (1,508,126)
Investment income ïðîôìçí 147,643
Other ïîôçëé 11,816

Ò»¬ ½¿­¸ ø«­»¼ ·²÷ ·²ª»­¬·²¹ ¿½¬·ª·¬·»­ øïôççïôïïí÷ (1,348,667)

×²½®»¿­» ø¼»½®»¿­»÷ ·² ½¿­¸ ¿²¼ ½¿­¸ »¯«·ª¿´»²¬­ øïôîêð÷ 818,051

Cash and cash equivalents:
Beginning ïôîìíôçíè 425,887
Ending ïôîìîôêéèü 1,243,938$

øÝ±²¬·²«»¼÷
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Ç»¿®­ Û²¼»¼ Ö«²» íðô îððè ¿²¼ îððé

îððè 2007
Reconciliation of Operating Income to Net Cash Provided by

Operating Activities:
Operating income ïôìíìôçîíü 1,338,211$
Adjustments to reconcile operating income to

net cash provided by operating activities:
Interest expense considered capital financing activity çéôíìè 106,347
Depreciation èëïôèèé 805,181
Amortization íôïðð 3,100
(Increase) decrease in:

Patient and other receivables, net îççôïìé 157,265
Inventories îíôííè (34,526)
Prepaid expenses øìèôéìë÷ 739

Increase (decrease) in:
Accounts payable and accrued expenses øçîôîçì÷ (12,438)
Estimated third-party payor settlements éìðôððð 600,000

Ò»¬ ½¿­¸ °®±ª·¼»¼ ¾§ ±°»®¿¬·²¹ ¿½¬·ª·¬·»­ íôíðèôéðìü 2,963,879$

Noncash Capital and Related Financing Activities,
capital lease obligation incurred for acquisition
of capital assets îêëôéìëü 157,615$

See Notes to Combined Basic Financial Statements.
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Ò±¬» ïò Ò¿¬«®» ±º Þ«­·²»­­ ¿²¼ Í·¹²·º·½¿²¬ ß½½±«²¬·²¹ Ð±´·½·»­

Ò¿¬«®» ±º ¾«­·²»­­æ

Clarinda Regional Health Center (Health Center) is a city public hospital under Chapter 392 of the Code of Iowa,
and is an enterprise fund of the City of Clarinda, Iowa. The Health Center primarily earns revenue by providing
health care services to patients on an inpatient and outpatient basis. The Health Center is exempt from income
taxes as a political subdivision of the State of Iowa.

Clarinda Medical Foundation (Foundation) is a not-for-profit, tax-exempt corporation formed in 1995 in accordance
with the laws of the State of Iowa. The Foundation’s purpose is to solicit funds to enhance health care services for
residents of southwest Iowa and surrounding communities. The Foundation is a 501(c)(3) not-for-profit
organization.

The Health Center and the Foundation are collectively referred to as the Clarinda Regional Health Center and
combined affiliate (Organization). There are no other organizations or agencies whose financial statements should
be combined and presented with these combined basic financial statements.

Í·¹²·º·½¿²¬ ¿½½±«²¬·²¹ °±´·½·»­æ

Principles of combination: The accompanying combined basic financial statements include the accounts of the
Health Center and Foundation. All significant intercompany balances and transactions have been eliminated in
combination.

Reporting entity: For financial reporting purposes, the Organization has included all funds, organizations,
agencies, boards, commissions and authorities. The Organization has also considered all potential units for which
it is financially accountable, and other organizations for which the nature and significance of their relationship with
the Organization are such that exclusion would cause the Organization's combined basic financial statements to
be misleading or incomplete. The Governmental Accounting Standards Board has set forth criteria to be
considered in determining financial accountability. These criteria include appointing a voting majority of an
organization's governing body, and (1) the ability of the organization to impose its will on that organization or (2)
the potential for the organization to provide specific benefits to, or impose specific financial burdens on the
organization. The Foundation is included in the Organization's combined basic financial statements as a
component unit. The Foundation is a legally separate not-for-profit corporation that is in substance a part of the
Organization's operations. It is organized primarily to benefit the Clarinda Regional Health Center.

Accounts of the Foundation are combined with the accounts of the Health Center for financial reporting purposes.
Transactions between the Health Center and the Foundation are eliminated in combination.

Accrual basis of accounting: The accrual basis of accounting is used by the Organization. Under the accrual basis
of accounting, revenue is recognized when earned and expenses are recognized when the liability has been
incurred. Under this basis of accounting, all assets and liabilities associated with the operation of the Organization
are included in the combined balance sheets.
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Ò±¬» ïò Ò¿¬«®» ±º Þ«­·²»­­ ¿²¼ Í·¹²·º·½¿²¬ ß½½±«²¬·²¹ Ð±´·½·»­ øÝ±²¬·²«»¼÷

Accounting standards: The Organization has elected to apply all applicable Governmental Accounting Standards
Board (GASB) pronouncements as well as the following pronouncements issued on or before November 30, 1989,
unless those pronouncements conflict or contradict GASB pronouncements: Financial Accounting Standards
Board (FASB) Statements and Interpretations, Accounting Principles Board (APB) Opinions, and Accounting
Research Bulletins (ARBs).

Accounting estimates: The preparation of combined basic financial statements in conformity with accounting
principles generally accepted in the United States of America, requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the combined basic financial statements and the reported amounts of revenue and
expenses during the reporting period. Actual results could differ from those estimates.

Cash and cash equivalents: Cash and cash equivalents include temporary cash investments whose use is not
limited or restricted. The temporary cash investments have original maturities of three months or less at date of
issuance. Certain temporary investments internally designated as long-term investments are excluded from cash
and cash equivalents.

Patient receivables: Patient receivables where a third-party payor is responsible for paying the amount are carried
at a net amount determined by the original charge for the service provided, less an estimate made for contractual
adjustments or discounts provided to third-party payors.

Patient receivables due from the patients are carried at the original charge for the service provided less amounts
covered by third-party payors and less an estimated allowance for doubtful accounts based on a review of all
outstanding amounts on a monthly basis. Management determines the allowance for doubtful accounts by
identifying troubled accounts, by historical experience applied to an aging of accounts, and by considering the
patient’s financial history, credit history and current economic conditions. The Health Center does not charge
interest on patient receivables. Patient receivables are written off as bad debt expense when deemed
uncollectible. Recoveries of receivables previously written off are recorded as a reduction of bad debt expense
when received.

Receivables or payables related to estimated settlements on various risk contracts that the Organization
participates in are reported as third-party payor receivables or payables.

Inventories: Inventories are valued at the lower of cost (first-in, first-out method) or market, with cost determined
using the first-in, first-out method. Inventories are recorded as an expenditure at the time of consumption.

Assets limited as to use and investments: Assets limited as to use include bond-restricted assets and assets set
aside by the Board of Trustees for health insurance claims, over which the Board retains control and may at its
discretion subsequently use for other purposes.
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Ò±¬» ïò Ò¿¬«®» ±º Þ«­·²»­­ ¿²¼ Í·¹²·º·½¿²¬ ß½½±«²¬·²¹ Ð±´·½·»­ øÝ±²¬·²«»¼÷

Investments, including assets limited as to use, are recorded at fair value in accordance with Governmental
Accounting Standards Board Statement No. 31, ß½½±«²¬·²¹ ¿²¼ Ú·²¿²½·¿´ Î»°±®¬·²¹ º±® Ý»®¬¿·² ×²ª»­¬³»²¬­ ¿²¼
º±® Û¨¬»®²¿´ ×²ª»­¬³»²¬ Ð±±´­ò Investments in equity securities with readily determinable fair values and all
investments in debt securities, including those classified as assets limited as to use, are measured at fair value in
the combined balance sheets. Securities traded on national or international exchange are valued at the last
reported sales price at current exchange rates. The Foundation’s investments include unit investments trusts (UIT)
which are fixed portfolios of securities, held for a predetermined time where the Foundation has purchased units
which represent an undivided ownership in the securities contained in the portfolio. The UIT’s are priced at the end
of each day, similar to mutual funds, based on market price of the underlying securities. Investment income,
including realized gains and losses on investments, interest and dividends, and changes in unrealized gains and
losses are included in nonoperating income.

Subsequent to year-end, the credit and liquidity crisis in the Untied States and throughout the global financial
system has resulted in substantial volatility in financial markets and the banking system. These and other
economic events have had a significant adverse impact on investment portfolios. As a result, the Foundation’s
investments have likely incurred a significant decline in fair value since June 30, 2008.

Capital assets: Capital assets are carried at cost or, if donated, at fair value at date of donation. Depreciation is
computed by the straight-line method over the assets’ estimated useful lives ranging from 3 to 40 years. The
amortization expense on assets acquired under capital leases is included with depreciation expense on owned
assets. Interest expense related to the construction of capital assets is capitalized. For the years ended June 30,
2008 and 2007 there was no interest capitalized on construction.

Employee and physician advances: Employee and physician advances are primarily related to the recruitment of
physicians to meet the community’s needs. The advances are being forgiven over a period of three to five years,
provided that the physicians and employees have continued satisfactory service.

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, including estimated retroactive adjustments under
reimbursement agreements with third-party payors. Retroactive adjustments with third-party payors are accrued
on an estimated basis in the period the related services are rendered and adjusted in future periods as final
settlements are determined. Net patient service revenue is reported net of provision for bad debts.

Contributions: From time to time the Organization receives contributions from individuals and private
organizations. Revenue from contributions (including contributions of capital assets) is recognized when all
eligibility requirements, including time requirements, are met. Contributions may be restricted for either specific
operating purposes or for capital purposes. Amounts that are unrestricted or that are restricted to a specific
operating purpose are reported as nonoperating revenue. Amounts restricted to capital acquisitions are reported
after nonoperating revenue and expenses.

Investment earnings: Investment earnings of the unrestricted funds are reported as nonoperating income.
Investment income and gains (losses) on restricted funds are added to (deducted from) their respective net asset
accounts.
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Ò±¬» ïò Ò¿¬«®» ±º Þ«­·²»­­ ¿²¼ Í·¹²·º·½¿²¬ ß½½±«²¬·²¹ Ð±´·½·»­ øÝ±²¬·²«»¼÷

Operating income: The Organization distinguishes operating revenue and expenses from nonoperating items.
Operating revenue and expenses generally result from the primary purpose of the Organization, which is to
provide medical services to the area. Other operating revenue consists of cafeteria and special meals and other
miscellaneous services. Operating expenses consist primarily of salaries and benefits, supplies, medical
professional fees, utilities, insurance, depreciation and interest. All revenue and expenses not meeting these
criteria are considered nonoperating.

Net assets: Net asset classifications are defined as follows:

×²ª»­¬»¼ ·² ½¿°·¬¿´ ¿­­»¬­ô ²»¬ ±º ®»´¿¬»¼ ¼»¾¬ – This component of net assets consists of capital assets,
including any restricted capital assets, net of accumulated depreciation and net of the outstanding balance of
any bonds, notes or other borrowings that are attributable to the acquisition, construction or improvement of
those assets.

Î»­¬®·½¬»¼ – This component of net assets consists of constraints placed on net assets through external
constraints imposed by creditors (such as through debt agreements), grantors, contributors, or laws or
regulations of other governments or constraints imposed by law through constitutional provisions or enabling
legislation, including amounts deposited as required by debt agreements.

Ë²®»­¬®·½¬»¼ ²»¬ assets – This component of net assets consists of net assets that do not meet the definition of
“restricted” or “invested in capital assets, net of related debt” above.

The Organization’s board-designated assets limited as to use have been designated for employee health
insurance claims.

The Organization first applies restricted resources when an expense is incurred for purposes for which both
restricted and unrestricted net assets are available.

Charity care: The Organization provides care to patients who meet certain criteria under its charity care policy
without charge or at amounts less than its established rates. Because the Organization does not pursue collection
of amounts determined to qualify as charity care, they are not reported as revenue. The Organization maintains
records to identify and monitor the level of charity care it provides. These records include the amounts of charges
forgone for services and supplies furnished under its charity care policy and the estimated cost of those services
and supplies. The amount of charges forgone, based on established rates, was approximately $174,000 and
$106,000 for the years ended June 30, 2008 and 2007, respectively.

Although not accounted for as charity care, the Organization considers the contractual adjustment expense related
to the Medicaid services as charity care. Contractual adjustment expense related to the Medicaid services
performed was approximately $656,000 and $672,000 for the years ended June 30, 2008 and 2007, respectively.

Gifts, grants and bequests: Gifts, grants and bequests not designated by donors for specific purposes are
reported as nonoperating revenue regardless of the use for which they might be designated by the Board of
Trustees.
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Ò±¬» îò Ò»¬ Ð¿¬·»²¬ Í»®ª·½» Î»ª»²«»

Approximately 79% of the Organization’s net patient service revenue is earned under agreements with Medicare,
Medicaid and Blue Cross. These agreements provide for reimbursement to the Organization at amounts different
from its established rates. Contractual adjustments under third-party reimbursement programs represent the
difference between the Organization’s established rates for services and amounts reimbursed by third-party payors.
A summary of the basis of reimbursement with major third-party reimbursement programs follows:

Medicare: The Organization received Critical Access Hospital designation effective September 1, 2003. Under the
Critical Access Hospital methodology, the Organization is reimbursed for inpatient, outpatient, swing-bed and rural
health clinic services based on a reasonable cost methodology at a tentative rate with final settlement determined
after submission of annual cost reports and audit or review by the third-party Medicare fiscal intermediary. Home
health services are reimbursed based on prospective payment rates which vary according to a patient
classification system that is based on clinical, diagnostic and other factors.

The Organization’s Medicare cost reports have been finalized by the Medicare fiscal intermediary through
June 30, 2004.

Medicaid: The Organization receives reimbursement for services provided to Medicaid beneficiaries based on the
cost of providing those services. Interim payments are established for inpatient, outpatient, swing-bed, home
health and rural health clinic services, with final settlements determined after submission of annual cost reports
and audit or review by the third-party Medicaid fiscal intermediary.

The Organization's Medicaid cost reports have been finalized by the Medicaid fiscal intermediary through June 30,
2004.

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

A summary of the Organization’s patient service revenue for the years ended June 30, 2008 and 2007 is as follows:

Contractual adjustment expense for the years ended June 30, 2008 and 2007 includes the effect of a change in the
estimate of the amount due to third-party payors. The effect of this change in estimate is a decrease in contractual
adjustment expense of approximately $75,000 and $20,000 for the years ended June 30, 2008 and 2007,
respectively. The change in estimate is the result of retroactive adjustments based on the final settlements of prior
years’ cost reports.

2008 2007

Gross patient service revenue 26,352,383$ 26,506,478$
Less:

Provision for bad debts 976,520 746,035
Discounts, allowances and estimated contractual

adjustments under third-party reimbursement programs 7,848,900 7,821,732
Ò»¬ °¿¬·»²¬ ­»®ª·½» ®»ª»²«» 17,526,963$ 17,938,711$
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Ò±¬» íò Ð¿¬·»²¬ Î»½»·ª¿¾´»­

Patient receivables reported as current assets by the Organization as of June 30, 2008 and 2007 consisted of the
following:

Ò±¬» ìò Ý¿­¸ ¿²¼ ×²ª»­¬³»²¬­

The Health Center has no investments as of June 30, 2008. As of June 30, 2008, the Foundation has the following
investments:

×²¬»®»­¬ ®¿¬» ®·­µæ In accordance with the Foundation’s investment policy, the Foundation strives to preserve principal
while providing growth of the portfolio. The Foundation’s policy prohibits trades on margin, purchases of futures or
options and purchases of real estate solely for investment purposes.

According to the Health Center’s investment policy, the safety and preservation of principal in the overall portfolio and
obtaining a reasonable return are the objectives of the policy. The policy prohibits investments in reverse repurchase
agreements and futures and options contracts.

2008 2007

Patients 4,092,826$ 4,022,131$
Less:

Allowance for doubtful accounts 1,056,793 738,406
Estimated third-party contractual adjustments 843,481 819,063

2,192,552$ 2,464,662$

Maturities Fair Value
Investment:

First Trust Target Triad N/A 46,452$
First Trust Target Focus Four N/A 4,173
First Trust Target Focus N/A 56,496
First Trust NASDAQ Trgt N/A 16,332
First Trust NYSE Intl N/A 41,122
Mutual funds N/A 384,462

549,037$
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Ý®»¼·¬ ®·­µæ The Iowa Code authorizes the Health Center and Foundation to invest in obligations of the U.S.
government, its agencies, and instrumentalities; certificates of deposit or other evidences of deposit at federally
insured depository institutions; prime banker’s acceptances that mature within 270 days and that are eligible for
purchase by a federal reserve bank; commercial paper or other short-term corporate debt that matures within 270
days and that is rated within the two highest classifications, as established by at least one of the standard rating
services approved by the superintendent of banking; repurchase agreements whose underlying collateral consists of
obligations of the U.S. government, its agencies, and instrumentalities; an open-end management investment
company registered with federal securities and exchange commission under the Federal Investment Company Act of
1940; a joint investment trust organized pursuant to Chapter 28E prior to and existing in good standing on April 28,
1992, or is rated within the two highest classifications by at least one of the standard rating services approved by the
superintendent of banking; and warrants or improvement certificates of a levee or drainage district. The mutual funds
and unit investment trusts held by the Organization as of June 30, 2008 are not rated by a nationally recognized
statistical rating organization.

Ý±²½»²¬®¿¬·±² ±º ½®»¼·¬ ®·­µæ The Foundation places no limit on the amount the Foundation may invest in any one
issuer. The Foundation has investments of $549,037 as of June 30, 2008 of which approximately 30% consists of
unit investment trusts offered by First Trust Portfolios. The remaining investments consist of mutual funds.

Ý«­¬±¼·¿´ ½®»¼·¬ ®·­µæ Custodial credit risk is the risk that in the event of a bank failure, the government’s deposits
may not be returned to it. It is the Health Center and Foundation’s policy to avoid default risks with financial
institutions with which the chief financial officer deposits monies by determining in advance of the deposit that each
depository in which monies are to be placed is an approved depository for purposes of Chapter 453 of Iowa Code. As
of June 30, 2008, the Organization’s deposits and investments were not exposed to custodial credit risk.

The Organization’s cash, investments and assets limited as to use as of June 30, 2008 and 2007 consist of the
following:

2008 2007

Cash 1,344,149$ 1,352,037$
Certificates of deposit 4,334,132 2,177,660
Equity securities 164,575 207,743
Mutual funds 384,462 384,575

6,227,318$ 4,122,015$
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These balances are presented in the combined balance sheets as summarized below:

Ò±¬» ëò Ý¿°·¬¿´ ß­­»¬­

Activity in capital assets and accumulated depreciation for the years ended June 30, 2008 and 2007 are as follows:

June 30, Transfers and June 30,
2007 Additions Disposals 2008

Capital assets not being depreciated:
Land 61,750$ -$ -$ 61,750$
Construction in progress 77,710 238,535 - 316,245

Ì±¬¿´ ½¿°·¬¿´ ¿­­»¬­ ²±¬
¾»·²¹ ¼»°®»½·¿¬»¼ 139,460 238,535 - 377,995

Capital assets being depreciated:
Land improvements 220,633 - - 220,633
Building 6,464,451 - - 6,464,451
Fixed equipment 779,148 - - 779,148
Movable equipment 4,666,987 684,187 (73,213) 5,277,961

Ì±¬¿´ ½¿°·¬¿´ ¿­­»¬­
¾»·²¹ ¼»°®»½·¿¬»¼ 12,131,219 684,187 (73,213) 12,742,193

Less accumulated depreciation for:
Land improvements 145,483 13,050 - 158,533
Building 3,146,165 180,025 - 3,326,190
Fixed equipment 642,104 75,028 - 717,132
Movable equipment 2,869,542 583,784 (14,337) 3,438,989

Ì±¬¿´ ¿½½«³«´¿¬»¼
¼»°®»½·¿¬·±² 6,803,294 851,887 (14,337) 7,640,844

Total capital assets being depreciated, net 5,327,925 (167,700) (58,876) 5,101,349
Ý¿°·¬¿´ ¿­­»¬­ô ²»¬ 5,467,385$ 70,835$ (58,876)$ 5,479,344$

2008 2007

Cash and cash equivalents 1,242,678$ 1,243,938$
Certificates of deposit 3,834,132 1,685,202
Investments 549,037 592,317
Assets limited as to use, restricted by bond agreement 194,197 184,155
Noncurrent cash and investments:

Restricted by bond agreement 305,803 315,845
Internally designated for health insurance 101,471 100,558

6,227,318$ 4,122,015$
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June 30, Transfers and June 30,
2006 Additions Disposals 2007

Capital assets not being depreciated:
Land 61,750$ -$ -$ 61,750$
Construction in progress 17,710 60,000 - 77,710

Ì±¬¿´ ½¿°·¬¿´ ¿­­»¬­ ²±¬
¾»·²¹ ¼»°®»½·¿¬»¼ 79,460 60,000 - 139,460

Capital assets being depreciated:
Land improvements 220,633 - - 220,633
Building 6,457,034 7,417 - 6,464,451
Fixed equipment 779,148 - - 779,148
Movable equipment 4,302,687 364,300 - 4,666,987

Ì±¬¿´ ½¿°·¬¿´ ¿­­»¬­
¾»·²¹ ¼»°®»½·¿¬»¼ 11,759,502 371,717 - 12,131,219

Less accumulated depreciation for:
Land improvements 132,361 13,122 - 145,483
Building 2,962,097 184,068 - 3,146,165
Fixed equipment 567,026 75,078 - 642,104
Movable equipment 2,336,629 532,913 - 2,869,542

Ì±¬¿´ ¿½½«³«´¿¬»¼
¼»°®»½·¿¬·±² 5,998,113 805,181 - 6,803,294

Total capital assets being depreciated, net 5,761,389 (433,464) - 5,327,925
Ý¿°·¬¿´ ¿­­»¬­ô ²»¬ 5,840,849$ (373,464)$ -$ 5,467,385$
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Ò±¬» êò Ô±²¹óÌ»®³ Ü»¾¬

Long-term debt activity as of and for the years ended June 30, 2008 and 2007 is as follows:

(A) Hospital Revenue Bonds, 1997 Series A require monthly payments of principal and interest. The interest rate is
adjustable every five years beginning in October 2002. The interest rate as of June 30, 2008, was 4.44%.
Principal and interest payments are due through September 2012.

Hospital Revenue Bonds, 1997 Series B require monthly payments of principal and interest. The interest rate is
adjustable every five years beginning in October 2003. The interest rate as of June 30, 2008, was 3.51%.
Principal and interest payments are due through September 2013.

The 1997 Series A and B Revenue Bond agreements require the Health Center to maintain a minimum of 40%
of the outstanding bond balance, but not less than $500,000, in restricted funds at all times. In connection with
the Hospital Revenue Bonds, 1997 Series A and B, the Health Center is required to comply with specific
covenants as outlined within the loan agreement. The Health Center was not in compliance with a covenant
stipulating that the Health Center will not grant a mortgage lien or encumbrance on any of its physical
properties so long as the Bonds are outstanding, but appropriate waivers were obtained.

Clarinda Regional Health Center has pledged future revenues, net of operating expenses, (net revenues) to
repay $1,000,000 and $1,500,000 for revenue bonds, Series A and B, respectively, issued February, 1997.
Proceeds from the bonds were used for capital improvements, equipment and costs of additions to and
renovation and remodeling of the Health Center. The bonds are payable solely from the Health Center’s net
revenues and are payable through September 2012 and September 2013. Annual principal and interest
payments on the bonds are expected to require less than 20% of net revenues. The total principal and interest
remaining to be paid on both bonds is $1,099,473. Principal and interest paid in the current year on both bond
issues and total net revenues were $228,348 and $2,572,614, respectively.

(B) The Health Center leases certain equipment under capital lease arrangements. Leases require monthly
payments of principal and interest at rates ranging from 4.52% to 8.30%. Leases are secured by equipment.

June 30, June 30, Due Within
2007 Borrowings Payments 2008 One Year

1997 Hospital Revenue Bonds,
Series A (A) 432,275$ -$ (75,185)$ 357,090$ 80,429$

1997 Hospital Revenue Bonds,
Series B (A) 754,896 - (109,689) 645,207 113,767

Capital lease obligations (B) 1,323,100 265,745 (479,675) 1,109,170 452,165
2,510,271$ 265,745$ (664,549)$ 2,111,467$ 646,361$

June 30, June 30, Due Within
2006 Borrowings Payments 2007 One Year

1997 Hospital Revenue Bonds,
Series A (A) 505,014$ -$ (72,739)$ 432,275$ 73,546$

1997 Hospital Revenue Bonds,
Series B (A) 866,407 - (111,511) 754,896 109,516

Capital lease obligations (B) 1,629,561 157,615 (464,076) 1,323,100 466,824
3,000,982$ 157,615$ (648,326)$ 2,510,271$ 649,886$
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Ò±¬» êò Ô±²¹óÌ»®³ Ü»¾¬ øÝ±²¬·²«»¼÷

Aggregate future payments of principal and interest on the long-term debt obligations are approximately as follows:

The following is the leased equipment by major class as of June 30, 2008 and 2007:

Ò±¬» éò Î»¬·®»³»²¬ Í§­¬»³

The Organization contributes to the Iowa Public Employees Retirement System (lPERS) which is a cost-sharing
multiple-employer defined benefit pension plan administered by the State of Iowa. 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, P.O. Box 9117, Des Moines, Iowa 50306-9117.

Plan members are required to contribute 3.70% of their annual salary and the Organization is required to contribute
5.75% of annual covered payroll. Contribution requirements are established by State statute. The Organization's
contributions to IPERS for the years ended June 30, 2008, 2007 and 2006 were approximately $ 452,000, $428,000
and $391,000, respectively, equal to the required contributions for each year.

Ò±¬» èò Î»´¿¬»¼ Ñ®¹¿²·¦¿¬·±²

Effective September 1, 2002 the Health Center entered into a contractual arrangement with Mercy Medical Center -
Des Moines, under which Mercy Medical Center - Des Moines provides management consultation and other services
to Clarinda Regional Health Center. The arrangement does not alter the authority or responsibility of the Board of
Trustees of Clarinda Regional Health Center. Expenses for the services received amounted to approximately
$215,000 and $208,000 for the years ended June 30, 2008 and 2007, respectively.

Hospital Revenue Bonds Capital Lease Obligations
Principal Interest Principal Interest Total

Year ending June 30:
2009 194,196$ 34,502$ 452,165$ 46,747$ 727,610$
2010 199,488 26,698 319,884 29,815 575,885
2011 207,094 19,536 216,166 13,233 456,029
2012 214,893 11,729 76,589 5,069 308,280
2013 157,421 4,297 44,366 1,089 207,173
2014 29,205 414 - - 29,619

1,002,297$ 97,176$ 1,109,170$ 95,953$ 2,304,596$

2008 2007

Moveable equipment 2,072,064$ 1,866,273$
Less accumulated depreciation 1,111,476 857,982

960,588$ 1,008,291$
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Ò±¬» çò Í»´º ×²­«®¿²½»ô Ý±³³·¬³»²¬­ ¿²¼ Ý±²¬·²¹»²¬ Ô·¿¾·´·¬·»­

Ð®±º»­­·±²¿´ ´·¿¾·´·¬§ ·²­«®¿²½»æ

The Organization maintains professional liability and excess liability insurance on a claims-made basis, with a loss
limit of $1,000,000 per claim and an aggregate total limit of $3,000,000.

The Organization is involved in litigation arising in the normal course of business. It is the opinion of management,
however, that the Organization’s malpractice insurance coverage is adequate to provide for potential losses
resulting from pending or threatened litigation. Additional claims may be asserted against the Organization arising
from services provided to patients through June 30, 2008. The ultimate costs of the resolution of such potential
claims is not considered to be material, and accordingly, no accrual has been made for these costs.

The Organization’s medical malpractice insurance expense totaled approximately $121,000 and $102,000 for the
years ended June 30, 2008 and 2007, respectively. Settled claims have not exceeded available coverage in any of
the past three years.

Ø»¿´¬¸ °´¿² ­»´ºó·²­«®¿²½»æ

The Organization is self-insured for its employee health and dental insurance plans. The self-insured claims are
processed through a plan administrator. The Organization has stop-loss coverage for claims in excess of $40,000
per individual per plan year with a $1,000,000 lifetime maximum per individual.

Liabilities are reported when it is probable that a loss will occur, and the amount of the loss can be reasonably
estimated. Claims liabilities are calculated considering recent claims, settlement trends, including frequency and
amount of payouts, and other economic and social factors. The following is a summary of estimated claims liability
for the years ended June 30, 2008 and 2007. The Organization has recorded a current liability for open claims and
claims incurred but not reported.

2008 2007

Balance, beginning 200,050$ 155,000$
Claims expense 615,137 891,031
Claims payment (690,187) (845,981)

Balance, ending 125,000$ 200,050$
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Ô¿©­ ¿²¼ Î»¹«´¿¬·±²­æ

The health care industry is subject to numerous laws and regulations of federal, state and local governments.
Compliance with such laws and regulations can be subject to future government review and interpretation, as well
as regulatory actions unknown or unasserted at this time. These laws and regulations include, but are not limited
to, accreditation, licensure, government health care program participation requirements, reimbursement for patient
services, and Medicare and Medicaid fraud and abuse. Recently, government activity has increased with respect
to investigations and allegations concerning possible violations of fraud and abuse statutes and regulations by
health care providers. Violations of these laws and regulations could result in exclusion from government health
care program participation, together with the imposition of significant fines and penalties, as well as significant
repayment for past reimbursement for patient services received. While the Organization is subject to similar
regulatory reviews, management believes the outcome of any such regulatory review will not have a material
adverse effect on the Organization’s financial position.

Î»¹«´¿¬±®§ ×²ª»­¬·¹¿¬·±²­æ

Congress passed the Medicare Modernization Act in 2003, which among other things established a demonstration
of The Medicare Recovery Audit Contractor (RAC) program. During fiscal year 2007, the RAC’s identified and
corrected a significant amount of improper overpayments to providers. In 2006, Congress passed the Tax Relief
and Health Care Act of 2006 which authorized the expansion of the RAC program to all 50 states. CMS is in the
process of rolling out this program nationally. As such, the Organization may be subject to such an audit at some
time in the future.

Ò±¬» ïðò Ò»© Ù±ª»®²³»²¬¿´ ß½½±«²¬·²¹ Í¬¿²¼¿®¼­ Þ±¿®¼ øÙßÍÞ÷ Í¬¿¬»³»²¬­ ¿²¼
Ð»²¼·²¹ Ð®±²±«²½»³»²¬­

The Organization implemented the following GASB Statements during the fiscal year ended June 30, 2008:

Statement No. 43, Ú·²¿²½·¿´ Î»°±®¬·²¹ º±® Ð±­¬»³°´±§³»²¬ Þ»²»º·¬ Ð´¿²­ Ñ¬¸»® Ì¸¿² Ð»²­·±² Ð´¿²­. This
Statement establishes uniform financial reporting standards for other postemployment benefit plans (OPEB plans)
and supersedes existing guidance. The adoption of this Statement had no effect on the financial statements.

Statement No. 48, Í¿´»­ ¿²¼ Ð´»¼¹»­ ±º Î»½»·ª¿¾´»­ ¿²¼ Ú«¬«®» Î»ª»²«»­ ¿²¼ ×²¬®¿óÛ²¬·¬§ Ì®¿²­º»®­ ±º ß­­»¬­
¿²¼ Ú«¬«®» Î»ª»²«» . This Statement establishes accounting and financial reporting standards for transactions in
which a government receives, or is entitled to, resources in exchange for future cash flows generated by collecting
specific receivables or specific future revenue. It also provides disclosure requirements for a government that
pledges or commits future cash flows from a specific revenue source. In addition, this Statement establishes
accounting and financial reporting standards for intra-entity transfers of assets and future revenue. This Statement
modified the disclosure for long-term debt.

Statement No. 50, Ð»²­·±² Ü·­½´±­«®»­, an amendment of GASB Statement Nos. 25 and 27: This Statement more
closely aligns the financial reporting requirements for pensions with those for other postemployment benefits
(OPEB) and, in doing so, enhances information disclosed in notes to the financial statements or presented as
required supplementary information (RSI) by pension plans and by employers that provide pension benefits. This
Statement modified the disclosures for the retirement system.
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The GASB has issued several Statements not yet implemented by the Organization. The Statements are as follows:

Statement No. 45, ß½½±«²¬·²¹ ¿²¼ Ú·²¿²½·¿´ Î»°±®¬·²¹ ¾§ Û³°´±§»®­ º±® Ð±­¬»³°´±§³»²¬ Þ»²»º·¬­ Ñ¬¸»® Ì¸¿²
Ð»²­·±²­ô issued June 2004, will be effective for the Organization beginning with its year ending June 30, 2009.
This Statement establishes standards for the measurement, recognition and display of other postemployment
benefits expenses and related liabilities or assets, note disclosures and if applicable, required supplementary
information in the financial reports.

Statement No. 49, ß½½±«²¬·²¹ ¿²¼ Ú·²¿²½·¿´ Î»°±®¬·²¹ º±® Ð±´´«¬·±² Î»³»¼·¿¬·±² Ñ¾´·¹¿¬·±²­ô issued November
2006, will be effective for the Organization beginning with its year ending June 30, 2009. This Statement
addresses accounting and financial reporting standards for pollution (including contamination) remediation
obligations, which are obligations to address the current or potential detrimental effects of existing pollution by
participating in pollution remediation activities, such as site assessments and cleanups. This Statement requires
the Organization to estimate the components of expected pollution remediation outlays and determine whether the
outlays for those components should be accrued as a liability or, if appropriate, capitalized when goods and
services are rendered.

Statement No. 51, ß½½±«²¬·²¹ ¿²¼ Ú·²¿²½·¿´ Î»°±®¬·²¹ º±® ×²¬¿²¹·¾´» ß­­»¬­ô issued July 2007, will be effective for
the Organization beginning with its year ending June 30, 2010. This Statement provides guidance regarding how
to identify, account for, and report intangible assets. The new Statement characterizes an intangible asset as an
asset that lacks physical substance, is nonfinancial in nature and has an initial useful life extending beyond a
single reporting period.

Statement No. 52, Ô¿²¼ ¿²¼ Ñ¬¸»® Î»¿´ Û­¬¿¬» Ø»´¼ ¿­ ×²ª»­¬³»²¬­ ¾§ Û²¼±©³»²¬­, issued November 2007, will
be effective for the Organization beginning with its year ending June 30, 2009. This Statement establishes
consistent standards for the reporting of land and other real estate held as investments. Endowments were
previously required to report their land and other real estate held for investment purposes at historical cost.
However, such investments are reported at fair value by similar entities, such as pension plans. The Statement
requires endowments to report land and other real estate investments at fair value. The changes in the fair value
are to be reported as investment income.

Statement No. 53, ß½½±«²¬·²¹ ¿²¼ Ú·²¿²½·¿´ Î»°±®¬·²¹ º±® Ü»®·ª¿¬·ª» ×²­¬®«³»²¬­, issued June 2008, will be
effective for the Organization beginning with its year ending June 30, 2010. This Statement will improve how state
and local governments report information about derivative instruments in their financial statements. The Statement
specifically requires governments to measure most derivative instruments at fair value in their financial statements
that are prepared using the economic resources measurement focus and the accrual basis of accounting. The
guidance in this Statement also addresses hedge accounting requirements.

The Organization’s management has not yet determined the effect these Statements will have on their financial
statements.
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Î»¯«·®»¼ Í«°°´»³»²¬¿®§ ×²º±®³¿¬·±²ô Þ«¼¹»¬ ¿²¼ Þ«¼¹»¬¿®§ ß½½±«²¬·²¹
Ç»¿® Û²¼»¼ Ö«²» íðô îððè

In accordance with the Code of Iowa, the Board of Trustees annually adopts a budget following required public notice
and hearings. The annual budget may be amended during the year utilizing similar statutorily-prescribed procedures.
The budgetary basis is non-GAAP basis adjusted for equipment improvements and lease payments. There were no
amendments to the budget in the current year.

The following is a comparison of actual expenses to budget for the year ended June 30, 2008:

Adjustments
GAAP to Budgetary Budgetary Adopted

Expenses Basis Basis Budget

16,269,778$ 1,136,652$ 17,406,430$ 17,849,900$
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Ò»¬ Ð¿¬·»²¬ Í»®ª·½» Î»ª»²«»
Ç»¿®­ Û²¼»¼ Ö«²» íðô îððè ¿²¼ îððé

Total
îððè 2007

Routine services,
medical and surgical ïôëèìôïïéü 1,630,109$

Other nursing services:
Operating room ïôìèîôêéë 1,398,196
Recovery room ïííôîèì 151,344
Emergency room ïôìïëôéïï 1,293,305
Home health agency îííôíîî 437,884

íôîêìôççî 3,280,729
Other professional services:

Ambulance èçêôêèç 822,606
Anesthesiology ìêìôëëð 501,675
Blood service ëìôëçï 65,975
Cardiac rehabilitation ìêðôïîè 505,996
Clinic éíìôííï 659,389
CT scan îôëèðôïèë 2,486,552
Electrocardiology ïïíôçíë 117,953
Hypnotherapy çôïðé 3,330
Inhalation therapy ïôðìëôêçë 928,450
Intravenous therapy ìïçôðéë 194,333
Laboratory íôèçèôçïé 3,715,585
Nuclear medicine ïèíôèìì 225,200
Occupational therapy îïïôêíç 233,983
Pharmacy íôçíèôçðë 4,380,510
Physical therapy èìëôëìê 775,778
Radiology îôíçîôéêè 2,616,615
Speech therapy íôéìð 16,977
Ultrasound îêïôêíð 320,999
Villisca Rural Health Clinic ïíïôêïì 132,040
Wound care íéôêçé -
Clarinda Medical Associates îôççîôêçê 2,998,073

îïôêééôîèî 21,702,019

Ð¿¬·»²¬ ­»®ª·½» ®»ª»²«» îêôëîêôíçï 26,612,857
Less charity care ïéìôððè 106,379

îêôíëîôíèí 26,506,478
Less contractual adjustments and bad debts èôèîëôìîð 8,567,767

Ò»¬ °¿¬·»²¬ ­»®ª·½» ®»ª»²«» ïéôëîêôçêíü 17,938,711$
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Inpatient Outpatient
îððè 2007 îððè 2007

ïôìêêôëëíü 1,446,506$ ïïéôëêìü 183,603$

îëëôêêð 226,612 ïôîîéôðïë 1,171,584
çôêëì 11,484 ïîíôêíð 139,860

îéôëêî 25,020 ïôíèèôïìç 1,268,285
ó - îííôíîî 437,884

îçîôèéê 263,116 îôçéîôïïê 3,017,613

ó - èçêôêèç 822,606
ëíôïîî 55,106 ìïïôìîè 446,569
íïôééð 40,053 îîôèîï 25,922
éíôëèð 68,899 íèêôëìè 437,097
îôíéë - éíïôçëê 659,389

îêêôêïî 293,980 îôíïíôëéí 2,192,572
ïìôíðð 12,976 ççôêíë 104,977

ó - çôïðé 3,330
ééïôëïî 703,501 îéìôïèí 224,949
ëíôðïí 16,214 íêêôðêî 178,119

íèíôçïì 385,030 íôëïëôððí 3,330,555
èôèíï 2,100 ïéëôðïí 223,100

éèôêëé 75,577 ïíîôçèî 158,406
ïôðíðôìêé 1,090,258 îôçðèôìíè 3,290,252

ïðèôèðð 100,392 éíêôéìê 675,386
ïíèôïðî 137,918 îôîëìôêêê 2,478,697

ïôîèë 1,837 îôìëë 15,140
îìôêçé 20,767 îíêôçíí 300,232

ó - ïíïôêïì 132,040
ó - íéôêçé -
ó - îôççîôêçê 2,998,073

íôðìïôðíé 3,004,608 ïèôêíêôîìë 18,697,411

ìôèððôìêêü 4,714,230$ îïôéîëôçîëü 21,898,627$
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îððè 2007
Adjustments to patient service revenue:

Medicare ìôíèíôìëëü 4,707,456$
Medicaid êëêôìîç 671,657
Other îôèðçôðïê 2,442,619
Provision for bad debts çéêôëîð 746,035

Ì±¬¿´ ½±²¬®¿½¬«¿´ ¿¼¶«­¬³»²¬­ ¿²¼ ¾¿¼ ¼»¾¬­ èôèîëôìîðü 8,567,767$

Other revenue:
Lifeline, net ïìôïéèü 12,448$
Dietary ëôêðì 6,957
Employee meals ëíôèîé 49,974
Meals on wheels and congregate meals îìôîéí 53,500
Wellness program ìôêîî 5,125
Medical records transcripts éôðïé 7,730
Rental income and other miscellaneous êèôîïé 38,958

Ì±¬¿´ ±¬¸»® ®»ª»²«» ïééôéíèü 174,692$
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Ñ°»®¿¬·²¹ Û¨°»²­»­
Ç»¿®­ Û²¼»¼ Ö«²» íðô îððè ¿²¼ îððé

Total
îððè 2007

Nursing services:
Nursing administration éîôêçíü 68,316$
Routine care ïôîêìôðéç 1,262,072
Operating room êìçôïíì 864,175
Emergency room êèèôïéè 640,098
Home health agency ïêëôéëì 307,003

îôèíçôèíè 3,141,664

Other professional services:
Ambulance îððôïéê 185,448
Anesthesiology ïïôçîê 12,093
Cardiac rehabilitation èèôïçç 87,227
Central service and supply êçôêêè 63,546
Clinic îìîôéðç 209,095
CT scan èéôéïì 99,154
Electrocardiology ëôèïî 2,610
Hypnotherapy ëôèðí 4,596
Inhalation therapy ïèìôêîé 167,567
Laboratory éìíôììï 849,593
Nuclear medicine çïôððë 94,823
Occupational therapy íôðíï 2,789
Pharmacy ïôììèôëîî 1,471,578
Physical therapy éîôîëî 70,996
Radiology êìéôîçç 697,021
Ultrasound êïôðîð 66,773
Clarinda Medical Associates ïôêèðôéìé 1,636,579
Villisca Rural Health Clinic ïçëôïðî 193,367
Wellness ëôééí 5,711
Wound care íîôëëï -

ëôèééôíééü 5,920,566$
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Salaries Other
îððè 2007 îððè 2007

éðôðììü 66,856$ îôêìçü 1,460$
ïôððíôïèë 983,817 îêðôèçì 278,255

ìêëôïèð 688,769 ïèíôçëì 175,406
êíëôïíç 595,629 ëíôðíç 44,469
ïíîôëçî 230,375 ííôïêî 76,628

îôíðêôïìð 2,565,446 ëííôêçè 576,218

ïïëôçêð 112,074 èìôîïê 73,374
ó - ïïôçîê 12,093

ëéôðèé 62,361 íïôïïî 24,866
êêôçíë 63,167 îôéíí 379

îðêôðéð 170,611 íêôêíç 38,484
ó - èéôéïì 99,154

íôîðé 585 îôêðë 2,025
ëôëíê 3,305 îêé 1,291

ïðîôëïð 108,899 èîôïïé 58,668
îèëôêðç 297,561 ìëéôèíî 552,032

ó - çïôððë 94,823
ó - íôðíï 2,789

ïíìôêéð 128,947 ïôíïíôèëî 1,342,631
ëíôìéç 57,573 ïèôééí 13,423

íëêôíðë 335,179 îçðôççì 361,842
ëíôéèð 48,668 éôîìð 18,105

ïôêèðôéìé 1,636,579 ó -
ïêéôçêì 167,556 îéôïíè 25,811

ó - ëôééí 5,711
îçôíêë - íôïèê -

íôíïçôîîì 3,193,065$ îôëëèôïëí 2,727,501$

øÝ±²¬·²«»¼÷
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Ý´¿®·²¼¿ Î»¹·±²¿´ Ø»¿´¬¸ Ý»²¬»®
ß²¼ Ý±³¾·²»¼ ßºº·´·¿¬»

Ñ°»®¿¬·²¹ Û¨°»²­»­ øÝ±²¬·²«»¼÷
Ç»¿®­ Û²¼»¼ Ö«²» íðô îððè ß²¼ îððé

Total
îððè 2007

General services:
Dietary ìëçôïîîü 460,797$
Operation of plant ìêëôéíç 406,355
Clarinda Medical Foundation ïðîôîëì 80,776
Housekeeping îëèôðîí 253,826

ïôîèëôïíè 1,201,754

Administrative services:
Medical records íìëôìëð 307,523
Social services ëðôîçì 45,902
Administration ïôêëðôïëê 1,664,384
Community relations ïîïôèíì 127,349
Quality improvement ïðîôèçé 93,818
Infection control ëéôçíé 47,886
Clarinda Medical Association ïêçôìêè 162,833
Data processing îéïôééî 262,498

îôéêçôèðè 2,712,193

Employee benefits ïôêéîôèèï 2,013,291
Medical professional fees èéîôìðï 871,096
Depreciation and amortization èëìôçèé 808,281
Interest çéôíìè 106,347

ïêôîêçôééèü 16,775,192$
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Salaries Other
îððè 2007 îððè 2007

îéèôçêïü 298,198$ ïèðôïêïü 162,599$
ïìïôðìé 131,810 íîìôêçî 274,545
íëôððð 31,750 êéôîëì 49,026

ïìêôíçï 137,371 ïïïôêíî 116,455
êðïôíçç 599,129 êèíôéíç 602,625

îîðôèíí 273,482 ïîìôêïé 34,041
ìçôîíí 40,867 ïôðêï 5,035

ëçðôîëð 608,294 ïôðëçôçðê 1,056,090
ìíôëçí 44,218 éèôîìï 83,131
çìôéìì 89,890 èôïëí 3,928
ìèôéîð 41,779 çôîïé 6,107

ó - ïêçôìêè 162,833
íîôïëð 31,438 îíçôêîî 231,060

ïôðéçôëîí 1,129,968 ïôêçðôîèë 1,582,225

ó - ïôêéîôèèï 2,013,291
ó - èéîôìðï 871,096
ó - èëìôçèé 808,281
ó - çéôíìè 106,347

éôíðêôîèêü 7,487,608$ èôçêíôìçîü 9,287,584$
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Ý´¿®·²¼¿ Î»¹·±²¿´ Ø»¿´¬¸ Ý»²¬»®
¿²¼ Ý±³¾·²»¼ ßºº·´·¿¬»

ß¹·²¹ ß²¿´§­·­ ±º ß½½±«²¬­ Î»½»·ª¿¾´» º®±³ Ð¿¬·»²¬­ ¿²¼ ß´´±©¿²½» º±® Ü±«¾¬º«´ ß½½±«²¬­
Ç»¿®­ Û²¼»¼ Ö«²» íðô îððè ¿²¼ îððé

ß¹·²¹ ß²¿´§­·­ ±º ß½½±«²¬­ Î»½»·ª¿¾´» îððè 2007
ø¾§ Ü¿¬» ±º Ü·­½¸¿®¹»÷ ß³±«²¬ Ð»®½»²¬ Amount Percent

1-30 days, includes patients in Hospital
June 30 ïôéîíôëððü ìîû 1,918,322$ 48%

30-60 days éíðôîðí ïè 682,093 17
61-90 days îèìôðçë é 303,262 8
91-120 days îìêôîîé ê 222,105 5
121 days and over ïôïðêôìðê îé 867,972 22

ìôðçðôìíï ïððû 3,993,754 100%

Home health and other îôíçë 28,377
Ì±¬¿´ ¿½½±«²¬­ ®»½»·ª¿¾´» ìôðçîôèîê 4,022,131

Less allowance for contractual adjustments èìíôìèï 819,063
Less allowance for doubtful accounts ïôðëêôéçí 738,406

îôïçîôëëîü 2,464,662$

Net patient service revenue per
calendar day, excludes bad debt ìèôðïçü 49,147$

Days of net patient service,
revenue in accounts
receivable at year-end ìê 50

îððè 2007
Ð»®½»²¬ ±º Percent of
Ò»¬ Ð¿¬·»²¬ Net Patient

Í»®ª·½» Service
ß´´±©¿²½» º±® Ü±«¾¬º«´ ß½½±«²¬­ ß³±«²¬ Î»ª»²«» Amount Revenue

Beginning balance éíèôìðêü 750,000$
Add:

Provision for bad debts ïôïííôëéï êòìéû 899,996 5.02%
Recoveries previously written off øïëéôðëï÷ øðòçð÷ (153,961) (0.87)

ïôéïìôçîê 1,496,035
Deduct accounts written off êëèôïíí øíòéë÷ 757,629 (4.28)

Balance ending ïôðëêôéçíü 738,406$
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Ý´¿®·²¼¿ Î»¹·±²¿´ Ø»¿´¬¸ Ý»²¬»®
¿²¼ Ý±³¾·²»¼ ßºº·´·¿¬»

×²ª»²¬±®·»­ ¿²¼ Ð®»°¿·¼ Û¨°»²­»­
Ö«²» íðô îððè ¿²¼ îððé

îððè 2007
Inventories:

General ïêèôéëèü 133,510$
Pharmacy îïëôëéê 274,002
Dietary ïðôììç 10,618
Office supplies ïðôèðç 10,800

ìðëôëçîü 428,930$

Prepaid expenses:
Insurance éîôïëëü 20,535$
Maintenance and other ïçôïèë 22,060

çïôíìðü 42,595$
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Ý´¿®·²¼¿ Î»¹·±²¿´ Ø»¿´¬¸ Ý»²¬»®
¿²¼ Ý±³¾·²»¼ ßºº·´·¿¬»

Í½¸»¼«´» ±º ×²­«®¿²½»
Ç»¿® Û²¼»¼ Ö«²» íðô îððè
øË²¿«¼·¬»¼÷

Coverage Type Coverage Period Coverage Amount

Property, including rental dwellings 6/1/08 thru 5/31/09 18,289,000$
General liability 6/1/08 thru 5/31/09 1,000,000/3,000,000
Professional 6/1/08 thru 5/31/09 1,000,000/3,000,000
Automobile 6/1/08 thru 5/31/09 1,000,000
Directors and officers liability 6/1/08 thru 5/31/09 1,000,000/3,000,000
Umbrella, excess liability 6/1/08 thru 5/31/09 3,000,000
Workers' compensation 4/1/08 thru 3/31/09 500,000/500,000
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Ý´¿®·²¼¿ Î»¹·±²¿´ Ø»¿´¬¸ Ý»²¬»®
¿²¼ Ý±³¾·²»¼ ßºº·´·¿¬»

Ý±³°¿®¿¬·ª» Í¬¿¬·­¬·½­
Ç»¿®­ Û²¼»¼ Ö«²» íðô îððè ¿²¼ îððé
øË²¿«¼·¬»¼÷

îððè 2007
Acute:

Admissions ëêç 558
Discharges ëéë 526
Patient days ïôëíí 1,511
Average length of stay îòé 2.6

Swing bed:
Admissions ïèè 176
Discharges ïçð 176
Patient days ïôðìï 998
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Ý´¿®·²¼¿ Î»¹·±²¿´ Ø»¿´¬¸ Ý»²¬»®
¿²¼ Ý±³¾·²»¼ ßºº·´·¿¬»

Í«³³¿®§ Í½¸»¼«´» ±º Ð®·±® ß«¼·¬ Ú·²¼·²¹­
Ç»¿® Û²¼»¼ Ö«²» íðô îððè

Current
Number Comment Status

Î»°±®¬¿¾´» ½±²¼·¬·±²­ ·² ·²¬»®²¿´ ½±²¬®±´æ

07-I-A The Health Center does not have adequate segregation of
duties needed for an effective system of internal accounting
control over the revenue and receivable cycle.

Corrected.

Ñ¬¸»® º·²¼·²¹­ ®»´¿¬»¼ ¬± ®»¯«·®»¼ ­¬¿¬«¬±®§ ®»°±®¬·²¹æ

07-II-A A resolution of official depository banks has not been
adopted and approved by the Board of Trustees.

Corrected.

07-II-B Disbursements during the year ended June 30, 2007
exceeded amount budgeted by $603,885.

Corrected.

07-II-G A formal investment policy has not been adopted by the
Health Center.

Corrected.



McGladrey & Pullen, LLP is a member firm of RSM International –
an affiliation of separate and independent legal entities.
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×²¼»°»²¼»²¬ ß«¼·¬±®ù­ Î»°±®¬
±² ×²¬»®²¿´ Ý±²¬®±´ ±ª»® Ú·²¿²½·¿´ Î»°±®¬·²¹ ¿²¼ ±²
Ý±³°´·¿²½» ¿²¼ Ñ¬¸»® Ó¿¬¬»®­ Þ¿­»¼ ±² ¿² ß«¼·¬ ±º Ú·²¿²½·¿´ Í¬¿¬»³»²¬­
Ð»®º±®³»¼ ·² ß½½±®¼¿²½» ©·¬¸ Ù±ª»®²³»²¬ ß«¼·¬·²¹ Í¬¿²¼¿®¼­

Board of Trustees
Clarinda Regional Health Center
Clarinda, Iowa

We have audited the combined basic financial statements of Clarinda Regional Health Center as of and for the year
ended June 30, 2008, and have issued our report thereon dated October 27, 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 Ù±ª»®²³»²¬ ß«¼·¬·²¹ Í¬¿²¼¿®¼­, issued by the Comptroller General of the United
States. However, the financial statements of the Clarinda Medical Foundation were not audited in accordance with
Ù±ª»®²³»²¬ ß«¼·¬·²¹ Í¬¿²¼¿®¼­ô and accordingly, this report does not extend to those financial statements.

×²¬»®²¿´ Ý±²¬®±´ Ñª»® Ú·²¿²½·¿´ Î»°±®¬·²¹

In planning and performing our audit, we considered Clarinda Regional Health Center's internal control over financial
reporting as a basis for designing our auditing procedures for the purpose of expressing an opinion on the
effectiveness of Clarinda Regional Health Center's internal control over financial reporting. Accordingly, we do not
express an opinion on the effectiveness of Clarinda Regional Health Center's internal control over financial reporting.

Our consideration of internal control over financial reporting was for the limited purpose described in the preceding
paragraph and would not necessarily identify all deficiencies in internal control over financial reporting that might be
significant deficiencies or material weaknesses. However, as discussed below, we identified certain deficiencies in
internal control over financial reporting that we consider to be significant deficiencies.

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 on a timely basis. A
significant deficiency is a control deficiency, or combination of control deficiencies, that adversely affects the entity’s
ability to initiate, authorize, record, process or report financial data reliably in accordance with generally accepted
accounting principles such that there is more than a remote likelihood that a misstatement of the entity’s financial
statements that is more than inconsequential will not be prevented or detected by the entity’s internal control. We
consider the deficiency described in the accompanying schedule of findings as 08-I-A to be a significant deficiency in
internal control over financial reporting.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in more than a
remote likelihood that a material misstatement of the financial statements will not be prevented or detected by the
entity’s internal control.
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Our consideration of internal control over financial reporting was for the limited purpose described in the first
paragraph of this section and would not necessarily identify all deficiencies in internal control that might be significant
deficiencies and, accordingly, would not necessarily disclose all significant deficiencies that are also considered to be
material weaknesses. However, we believe that the significant deficiency described is not a material weakness.

Ý±³°´·¿²½» ¿²¼ Ñ¬¸»® Ó¿¬¬»®­

As part of obtaining reasonable assurance about whether Clarinda Regional Health Center’s combined basic
financial statements are free of material misstatements, we performed tests of its compliance with certain provisions
of laws, regulations, contracts and grant agreements, 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 results of our
tests disclosed no instances of noncompliance or other matters that are required to be reported under Ù±ª»®²³»²¬
ß«¼·¬·²¹ Í¬¿²¼¿®¼­ò However, we noted certain immaterial instances of noncompliance that are described in Part II of
the accompanying schedule of findings.

Comments involving statutory and other legal matters about the Organization’s operations for the year ended
June 30, 2008 are based exclusively on knowledge obtained from procedures performed during our audit of the
combined basic financial statements of the Organization. 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 interpretation of those statutes.

The Organization’s responses to the findings identified in our audit are described in the accompanying schedule of
findings. We did not audit the Organization’s response, and accordingly, we express no opinion on it.

We noted certain matters that we reported to management of Clarinda Regional Health Center in a separate letter
dated October 27, 2008.

This report is intended solely for the information and use of the Board of Trustees, management and others within the
entity, and is not intended to be and should not be used by anyone other than those specified parties.

Davenport, Iowa
October 27, 2008



Ý´¿®·²¼¿ Î»¹·±²¿´ Ø»¿´¬¸ Ý»²¬»®
¿²¼ Ý±³¾·²»¼ ßºº·´·¿¬»

Í½¸»¼«´» ±º Ú·²¼·²¹­
Ç»¿® Û²¼»¼ Ö«²» íðô îððè
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×ò Ú·²¼·²¹­ Î»´¿¬»¼ ¬± ¬¸» Ú·²¿²½·¿´ Í¬¿¬»³»²¬ ß«¼·¬ ¿­ Î»¯«·®»¼ ¬± ¾» Î»°±®¬»¼ ·² ß½½±®¼¿²½» ©·¬¸
ß«¼·¬·²¹ Í¬¿²¼¿®¼­ Ù»²»®¿´´§ ß½½»°¬»¼ ·² ¬¸» Ë²·¬»¼ Í¬¿¬»­ ±º ß³»®·½¿

(A) Significant Deficiencies in Internal Control

08-I-A

Criteria: The Health Center does not have an adequate system over the cutoff of accounts payable.

Condition: During the audit, we identified amounts of accounts payable that were not recorded in the
Health Center’s financial statements due to the timing of the receipt of the invoice by the Health
Center.

Context: Pervasive to the financial statements as a whole.

Effect: Potential misstatement of the financial statements.

Recommendation: We recommend the Health Center implement procedures to ensure all transactions
are properly accounted for and recorded in the financial statements as of year-end.

Response and Corrective Action Plan: In addition to existing procedures, management will review
minutes from meetings of the Board of Trustees and identify any commitments and contingent
liabilities.

(B) Compliance Findings

None reported.

××ò Ñ¬¸»® Ú·²¼·²¹­ Î»´¿¬»¼ ¬± Î»¯«·®»¼ Í¬¿¬«¬±®§ Î»°±®¬·²¹

ðèó××óß � Ý»®¬·º·»¼ Þ«¼¹»¬æ  Disbursements during the year ended June 30, 2008 did not exceed the
amount budgeted.

ðèó××óÞ � Ï«»­¬·±²¿¾´» Û¨°»²¼·¬«®»­æ  No expenditures that may not meet the requirements of public
purpose as defined in Attorney General’s opinion dated April 25, 1979 were noted.

ðèó××óÝ � Ì®¿ª»´ Û¨°»²­»æ  No expenditures of the Health Center money for travel expenses of spouses
of Health Center’s officials and/or employees were noted.

ðèó××óÜ � Þ«­·²»­­ Ì®¿²­¿½¬ ·±²­æ  No business transactions between the Health Center and Health
Center officials were noted.

ðèó××óÛ � Þ±¿®¼ Ó·²«¬»­æ  No transactions were found that we believe should have been approved in the
Board minutes but were not.



Ý´¿®·²¼¿ Î»¹·±²¿´ Ø»¿´¬¸ Ý»²¬»®
¿²¼ Ý±³¾·²»¼ ßºº·´·¿¬»

Í½¸»¼«´» ±º Ú·²¼·²¹­
Ç»¿® Û²¼»¼ Ö«²» íðô îððè
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ðèó××óÚ � Ü»°±­·¬­ ¿²¼ ×²ª»­¬³»²¬­æ  No instances of noncompliance with the deposit and investment
provisions of Chapter 12B and Chapter 12C of the Code of Iowa and the Health Center’s investment policy
were noted.

ðèó××óÙ � Ó·´»¿¹» Î¿¬» º±® Ì®¿ª»´ Ð«®°±­»­æ While the mileage rate used by the Health Center is not in
excess of the amount allowable under Federal Internal Revenue Service rules, this rate was not approved
by the Board as required by under Chapter 70A.9 of the Code of Iowa.

Recommendation: The Health Center should on a yearly basis have the Board of Trustees approve a
reimbursement rate paid for mileage expenses not to exceed the Federal Internal Revenue Service rate.

Response and Corrective Action Plan: Management will submit changes to the Board for approval.

Conclusion: Response accepted.



 
 

McGladrey & Pullen, LLP is a member firm of RSM International – 
an affiliation of separate and independent legal entities. 

 

 
Board of Trustees 
Clarinda Regional Health Center  
Clarinda, Iowa   
 
In planning and performing our audit of the combined basic financial statements of Clarinda Regional Health Center 
and combined affiliate (Organization) for the year ended June 30, 2008, in accordance with auditing standards 
generally accepted in the United States of America, we considered its internal control over financial reporting (internal 
control) as a basis for designing our auditing procedures for the purpose of expressing an opinion on the 
effectiveness of the Organization’s internal control.  
 
Our consideration of internal control was for the limited purpose described in the preceding paragraph and would not 
necessarily identify all deficiencies in internal control that might be significant deficiencies or material weaknesses. 
However, as discussed below, we identified certain deficiencies in internal control that we consider to be significant 
deficiencies.  
 
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 financial statement misstatements on a 
timely basis. A deficiency in design exists when a control necessary to meet the control objective is missing, or when 
an existing control is not properly designed so that even if the control operates as designed, the control objective is 
not always met. A deficiency in operation exists when a properly designed control does not operate as designed or 
when the person performing the control does not possess the necessary authority or qualifications to perform the 
control effectively. 
 
A significant deficiency is a control deficiency, or a combination of control deficiencies, that adversely affects the 
entity’s ability to authorize, initiate, record, process or report financial data reliably in accordance with generally 
accepted accounting principles such that there is more than a remote likelihood that a misstatement of the entity’s 
financial statements that is more than inconsequential will not be prevented or detected. 
 
A material weakness is a significant deficiency, or a combination of significant deficiencies, that results in more than 
a remote likelihood that a material misstatement of the financial statements will not be prevented or detected. 
 
We have separately communicated, to you and the Board of Trustees, identified deficiencies that we determined to 
be significant deficiencies in our letter dated October 27, 2008. 
 
Following are descriptions of other identified control deficiencies that we determined did not constitute significant 
deficiencies or material weaknesses: 
 

CURRENT YEAR RECOMMENDATIONS 
 
 None 
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PRIOR YEAR RECOMMENDATIONS 
 
Balance Sheet Reconciliations 
 
A good internal control environment includes the timely and accurate preparation of account reconciliations. The 
Hospital has a few balance sheet accounts that are not consistently reconciled on a monthly basis. Although 
management has made great strides from the prior year, there are still a few accounts that are not reconciled on a 
monthly basis, including the following: accrual for health insurance claims, accrued interest expense and capital 
lease obligations. We recommend for accrued health insurance claims a lag report from the third-party 
administrator be obtained on a quarterly basis and the accrual adjusted, or a detailed calculation based on past 
experience with health insurance charges be prepared and reconciled monthly. For interest accrual, the 
amortization schedules used to adjust debt and lease balances should be used to calculate the interest portion of 
the next payment and accrue for the portion related to the current period. 
 
In process:  The Organization now reconciles capital lease obligations and accrued interest expense; 
however, the reconciliation of the accrual for health insurance claims was not prepared.   
 
Internal Control Environment 
• The Organization currently does not employ an information technology employee. We encourage you to 

continue your search for an individual to fill the vacancy in your information technology department. We 
have noted several issues that we suggest this employee address, including the following items: 

• The back-up tape restoration process has not been tested recently to ensure that the system is 
properly backing-up data which could then be restored in the case of a system collapse. 

• Software licensing is not current in all cases. 

• E-mail is not currently encrypted which could compromise information security. 

• Protected health information is sent through insecure means. 

• Clinics have not been subjected to an IT audit to identify risks and areas for improvement. 

• Network usage is not monitored. 
In process:  The Organization has hired an information technology employee who is beginning to address 
these issues. 
 
Loan Covenants 

 
The Health Center currently has several bond financial covenants that are difficult to adhere to and the Health 
Center has not met the covenants for several years. Due to improving financial performance, the Health Center 
may be able to negotiate more favorable covenants that would be attainable and thus reduce the Health Center’s 
exposure. The Health Center currently does not formally calculate and monitor compliance with these covenants. 
We suggest that management periodically review and document its compliance or instances of noncompliance. 
 
In process:  Management has not re-negotiated financial covenants, but the lender now receives internal 
financial information on a regular basis and reviews covenant compliance. 
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This communication is intended solely for the information and use of the Board of Trustees and management of 
Clarinda Regional Health Center and combined affiliate and is not intended and should not be used by anyone other 
than those specified parties. We would be happy to discuss the above items with you in more detail. If you have any 
questions concerning these items, please contact us. 
 

 

 
 
 
Davenport, Iowa 
October 27, 2008  


