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Independent Auditor’s Report on Internal
Control over Financial Reporting and on
Compliance and Other Matters Based on an
Audit of Financial Statements Performed in
Accordance with Government Auditing
Standards

Mid-Valley Hospital
Okanogan County
January 1, 2012 through December 31, 2012

Board of Commissioners
Mid-Valley Hospital
Omak, Washington

We have audited, in accordance with auditing standards generally accepted in the United States
of America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States, the financial statements of
the business-type activities and the aggregate discretely presented component units of the
Mid-Valley Hospital, Okanogan County, Washington, as of and for the year ended
December 31, 2012, and the related notes to the financial statements, which collectively
comprise the District's basic financial statements, and have issued our report thereon dated
October 9, 2013. During the year ended December 31, 2012, the District implemented
Governmental Accounting Standards Board Statement No. 63, Financial Reporting of Deferred
Outflows of Resources, Deferred Inflows of Resources and Net Position. The District has
omitted the management’'s discussion and analysis information that accounting principles
generally accepted in the United States of America has determined is necessary to supplement,
although not required to be part of, the basic financial statements. Our opinion on the basic
financial statements is not affected by this missing information.

INTERNAL CONTROL OVER FINANCIAL REPORTING

In planning and performing our audit of the financial statements, we considered the District’'s
internal control over financial reporting (internal control) to determine the audit procedures that
are appropriate in the circumstances 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
District’s internal control. Accordingly, we do not express an opinion on the effectiveness of the
District’s internal control.

A deficiency in internal control 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 and correct, misstatements on a timely basis. A material weakness is a
deficiency, or a combination of deficiencies, in internal control such that there is a reasonable
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possibility that a material misstatement of the District's financial statements will not be
prevented, or detected and corrected on a timely basis. A significant deficiency is a deficiency,
or a combination of deficiencies, in internal control that is less severe than a material weakness,
yet important enough to merit attention by those charged with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph
of this section and was not designed to identify all deficiencies in internal control that might be
material weaknesses or significant deficiencies. Given these limitations, during our audit we did
not identify any deficiencies in internal control that we consider to be material weaknesses.
However, material weaknesses may exist that have not been identified.

COMPLIANCE AND OTHER MATTERS

As part of obtaining reasonable assurance about whether the District’s financial statements are
free from material misstatement, we performed tests of the District’s 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 Government Auditing Standards.

PURPOSE OF THIS REPORT

The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of
the District’s internal control or on compliance. This report is an integral part of an audit
performed in accordance with Government Auditing Standards in considering the District's
internal control and compliance. Accordingly, this communication is not suitable for any other
purpose. However, this report is a matter of public record and its distribution is not limited. It
also serves to disseminate information to the public as a reporting tool to help citizens assess
government operations.

T ey X Sl g

TROY KELLEY
STATE AUDITOR

October 9, 2013
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Independent Auditor’s Report on Financial
Statements

Mid-Valley Hospital
Okanogan County
January 1, 2012 through December 31, 2012

Board of Commissioners
Mid-Valley Hospital
Omak, Washington

REPORT ON THE FINANCIAL STATEMENTS

We have audited the accompanying financial statements of the business-type activities and the
aggregate discretely presented component units of the Mid-Valley Hospital, Okanogan County,
Washington, as of and for the year ended December 31, 2012, and the related notes to the
financial statements, which collectively comprise the District's basic financial statements as
listed on page 5.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with accounting principles generally accepted in the United States of
America; this includes the design, implementation, and maintenance of internal control relevant
to the preparation and fair presentation of financial statements that are free from material
misstatement, whether due to fraud or error.

Auditor’'s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. 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 Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor's
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the District's preparation and fair presentation of the
financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
District’s internal control. Accordingly, we express no such opinion. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

Washington State Auditor's Office
3




We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinions.

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of the business-type activities and the aggregate discretely presented
component units of the Mid-Valley Hospital, as of December 31, 2012, and the changes in

financial position and cash flows thereof for the year then ended in accordance with accounting
principles generally accepted in the United States of America.

Matters of Emphasis

As discussed in Note 1 to the financial statements, in 2012, the District adopted new accounting
guidance, Governmental Accounting Standards Board Statement No. 63, Financial Reporting of
Deferred Outflows of Resources, Deferred Inflows of Resources and Net Position. Our opinion
is not modified with respect to this matter.

Other Matters
Required Supplementary Information

Management has omitted the management’s discussion and analysis information that
governmental accounting principles generally accepted in the United States of America require
to be presented to supplement the basic financial statements. Such missing information,
although not a part of the basic financial statements, is required by the Governmental
Accounting Standards Board who considers it to be an essential part of financial reporting for
placing the basic financial statements in an appropriate operational, economic, or historical
context. Our opinion on the basic financial statements is not affected by this missing
information.

OTHER REPORTING REQUIRED BY GOVERNMENT AUDITING STANDARDS

In accordance with Government Auditing Standards, we have also issued our report dated
October 9, 2013 on our consideration of the District’s internal control over financial reporting and
on our tests of its compliance with certain provisions of laws, regulations, contracts and grant
agreements and other matters. The purpose of that report is to describe the scope of our
testing of internal control over financial reporting and compliance and the results of that testing,
and not to provide an opinion on internal control over financial reporting or on compliance. That
report is an integral part of an audit performed in accordance with Government Auditing
Standards in considering the District’s internal control over financial reporting and compliance.

Toey X My

TROY KELLEY
STATE AUDITOR

October 9, 2013
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Financial Section

Mid-Valley Hospital
Okanogan County
January 1, 2012 through December 31, 2012

BASIC FINANCIAL STATEMENTS

Statement of Net Position — 2012

Statement of Revenues, Expenses and Changes in Net Position — 2012
Statement of Cash Flows — 2012

Notes to Financial Statements — 2012
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Okanogan County Public Hospital District No. 3

d/bl/a Mid-Valley Hospital

Statements of Net Position
Year Ended December 31, 2012

Component
Assets District Unit
Current assets:
Cash and cash equivalents 394,824 100
Receivables:
Patient accounts - net 4,158,710 443209
From LLC 374,518 -
Other 38,425 -
Taxes 44 578 -
Third-party 207,516 -
LLC member hospital districts - 96,693
Inventories 711,638 33,829
Prepaid expenses 322,564 43,552
Total current assets 6,252,773 617,383
Noncurrent assets limited as to use:
Physician recruitment program, funds to be disbursed - 44,885
Capital assets:
Nondepreciable capital assets 297,979
Depreciable capital assets - Net of accumulated depreciation 8,154,026 63,576
Total capital assets - Net of accumulated depreciation 8,452,005 63,576
Other assets:
Physician recruitment program - Loans to students 96,000 430,000
Total other assets 96,000 430,000
TOTAL ASSETS 14,800,778 $ 1,155,844
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Component

Liabilities and Net Position District Unit
Current liabilities:
Current maturities, long-term debt 468,345 % -
Warrants payable 233,839 -
Accounts payable - Trade 1,125,785 23,813
Accounts payable to majority interest Member Hospital District 13,990
Advance payable to majority interest Member Hospital District - 369,837
Payroll and related liabilities 335,572 138,799
Accrued vacation 623,105
Accrued pension 15,424
Other 5,073 90
Total current liabilities 2,807,143 546,529
Noncurrent liabilities:
Physician recruitment program due to Member Hospital Districts 480,000
Long-term debt - Less current maturities 2,459,985
Total liabilities 5,267,128 1,026,529
Net position:
Net invested in capital assets 5,523,675 63,576
Restricted expendable net position 7,400 -
Unrestricted 4,002,575 65,739
Total net position 9,533,650 129,315
TOTAL LIABILITIES AND NET POSITION 14,800,778 $ 1,155,844

See accompanying notes to the financial statements
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Okanogan County Public Hospital District No. 3
d/bla Mid-Valley Hospital

Statements of Revenues, Expenses, and Changes in Net Position
Year Ended December 31, 2012

District

Component

Unit

Operating revenues:

Net patient service revenue

$ 27,686,996 $ 1,591,145

Other 691,218 597
Services provided to LLC Member Hospital Districts - 1,265,794
Total operating revenues 28,378,214 2,857,536
Operating expenses:
Salaries and wages 13,847,387 2,131,408
Employee benefits 3,660,499 249 209
Professional fees 2,372,582 -
Supplies 3,666,018 80,250
Purchased services 2,558,667 147,270
Utilities 383,864 16,698
Insurance 533,144 134,217
Other 526,053 192,720
Rent 367,281 127,381
Depreciation and amortization 1,092,628 33,708
Total operating expenses 29,008,123 3,112,861
Loss from operations (629,909) (255,325)
Nonoperating revenues (expenses):
Interest income 1,204 -
Interest expense (169,786) -
Noncapital grants and contributions 150,116 -
Loss on disposal of capital equipment 331,788 -
Property taxes 570,850 -
Other 154,705 -
Total nonoperating revenues - Net 1,038,877 -
Excess (deficiency) of revenues over expenses before capital
grants and contributions 408,968 (255,325)
Capital grants and contributions 15,186 -
Increase (decrease) in net position 424 154 (255,325)
Net position - Beginning of year 9,109,496 384,640
Net position - End of year $ 9533650 $ 129,315

See accompanying

notes to financial

statements
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Okanogan County Public Hospital District No. 3

d/bl/a Mid-Valley Hospital

Statements of Cash Flows
Year Ended December 31, 2012

Component

District

Unit

Cash flows from operating activities:

Cash received from operations $ 26,844,259 $ 1,472,242
Cash received from other operating revenue 646,757 1,317,410
Cash paid for salaries and benefits (17,341,249) (2,312,972)
Cash paid for supplies, professional fees and other operating expenses (10,888,871) (720,360)
Net cash used in operating activities (739,104) (243,680)
Cash flows from noncapital financing activities:
Cash received from property taxes 570,177 -
Cash received from donations and other nonoperating revenue 304,821 -
Loans from Member Hospital District for physician recruitment program 12,215 30,000
Cash received for advance payable (260,360) 258,500
Net cash provided by noncapital financing activities 626,853 288,500
Cash flows from capital and related financing activities:
Capital grants and contributions 15,186 -
Principal payments on long-term debt (445,253) -
Interest paid (169,786) -
Payments for purchase of capital assets (746,141) (24,760)
Proceeds from sale of assets 331,788 -
Net cash used in capital and related financing activities (1,014,206) (24,760)
Cash flows from investing activities:
Loans issued for physician recruitment program (2,400) 10,000
Interest received 1,204 -
Net cash used in investing activities (1,196) 10,000
Net decrease (increase) in cash and cash equivalents (1,127,653) 30,060
Cash and cash equivalents - Beginning of year 1,522,477 14,925
Cash and cash equivalents - End of year $ 394824 % 44 985

See accompanying notes to the financial statements
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Okanogan County Public Hospital District No. 3
d/bl/a Mid-Valley Hospital

Statements of Cash Flows (Continued)
Year Ended December 31, 2012

Component
District Unit
Reconciliation of loss from operations to net cash used in operating
activities:
Loss from operations $ (629,909) $ (255,325)
Adjustments to reconcile loss from operations to net cash provided by
(used in) operating activities:
Depreciation and amortization 1,092,628 33,708
Provision for bad debts 2,858,981 432,714
Changes in operating assets and liabilities:
Patient accounts receivable (3,161,845) (551,617)
Member hospital districts receivable - 51,019
Other accounts receivable (27,784) -
Third-party receivable (556,550) -
Inventories (26,463) (8,376)
Prepaid expenses (111,225) (6,688)
Warrants payable (660,002) -
Accounts payable - Trade 315,932 -
Advance payable to District - 2,195
Payroll and related liabilities 79,341 67,645
Accrued vacation 87,664 -
Accrued pension (368) -
Accounts payable to other vendors - (8,955)
Other 496 -
Total adjustments (109,195) 11,645
Net cash used in operating activities $ (739,104) $  (243,680)

Noncash Investing, Capital and Financing Activities:
The District entered into capital lease obligations of $175,636 for new equipment in 2012.

See accompanying notes to the financial statements
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Okanogan County Public Hospital District No. 3
d/bl/a Mid-Valley Hospital

Notes to Financial Statements

Note 1

Summary of Significant Accounting Policies (District)
The Entity

Okanogan County Public Hospital District No. 3 d/b/a Mid-Valley Hospital (the “District”), a
licensed 44-bed (25 set-up beds, 5 bassinets, 5 swing beds) acute care hospital in Omak,
Washington. The District provides acute care and clinical services to patients in the Omak
market. The services include acute care, hospital inpatient and outpatient surgery,
emergency room, obstetrics, and the related ancillary procedures (lab, anesthesia, x-ray,
therapy, etc.) associated with those services. The District is an owner of Caribou Trail
Professional Medical Services Group, LLC with four other area hospital districts.

Financial Statement Presentation

The financial statements have been prepared in accordance with accounting principles
generally accepted in the United States (GAAP) as prescribed by the Government
Accounting Standards Board (GASB).

The accounting records of the District are maintained in accordance with methods
prescribed by the State Auditor under the authority of Chapter 43.09 RCW and the
Department of Health in the Accounting and Reporting Manual for Hospitals. The
District’s statements are reported using the economic resources measurement focus and
full-accrual basis of accounting. Revenue is recorded when earned and expenses are
recorded when a liability is incurred regardless of the timing of the cash flows. Property
taxes are recognized as revenue in the year in which they are levied. Grants and similar
items are recognized as revenue as soon as eligibility requirements imposed by the
provider have been met.

Use of Estimates

The preparation of financial statements in conformity with GAAP 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 revenue and expenses during the reporting period. Actual
results could differ from those estimates.
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Okanogan County Public Hospital District No. 3
d/bl/a Mid-Valley Hospital

Notes to Financial Statements

Note 1 Summary of Significant Accounting Policies (District) (Continued)
Cash and Cash Equivalents

All cash receipts are deposited directly to the District's depository accounts with the
Okanogan County Treasurer. Periodically, such cash is transferred to the operating
accounts, and warrants are issued by the District against these accounts. For purposes of
the statements of cash flows, the District considers all cash and cash investments with
maturity dates of ninety days or less as cash and cash equivalents.

Patient Accounts Receivable and Credit Policy

Patient accounts receivable are uncollateralized patient obligations that are stated at the
amount management expects to collect from outstanding balances. These obligations
are primarily from local residents, most of whom are insured under third-party payor
agreements. The District bills third-party payors on the patients’ behalf, or if a patient is
uninsured, the patient is billed directly. Once claims are settled with the primary payor,
any secondary insurance is billed, and patients are billed for co-pay and deductible
amounts that are the patients’ responsibility. Payments on patient accounts receivables
are applied to the specific claim identified on the remittance advice or statement. The
District does not have a policy to charge interest on past due accounts.

Patient accounts receivable are recorded in the accompanying statements of net
positionnet of contractual adjustments and allowance for uncollectable accounts which
reflect management’s best estimate of the amounts that will not be collected. The
carrying amounts of patient accounts receivables are reduced by allowances that reflect
managements’ best estimate of the amounts that will not be collected. Management
provides for contractual adjustments under terms of third-party reimbursement
agreements through a reduction of gross revenue and a credit to patient accounts
receivable. In addition, management provides for probable uncollectible amounts,
primarily from uninsured patients and amounts patients are personally responsible for,
through a reduction of gross revenue and a credit to the allowances for uncollectable
accounts.
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Okanogan County Public Hospital District No. 3
d/bl/a Mid-Valley Hospital

Notes to Financial Statements

Note 1

Summary of Significant Accounting Policies (District) (Continued)
Patient Accounts Receivable and Credit Policy (Continued)

In evaluating the collectability of patient accounts receivable, the District analyzes past
results and identifies trends for each of its major payor sources of revenue to estimate the
appropriate allowance for uncollectable accounts and provision for bad debts.
Management regularly reviews data from the major payor sources revenue in evaluating
the sufficiency of the allowance for uncollectable accounts. Specifically, for receivables
associated with services provided to patients who have third-party coverage, the District
analyzes contractually due amounts and provides an allowance for uncollectable
accounts and a provisions for bad debts for expected uncollectible deductibles and
copayments on accounts for which the third-party payor has not yet paid, or for payors
who are known to be having financial difficulties that make the realization of amounts
due unlikely. For receivables associated with self-pay patients (which includes both
patients without insurance and patients with deductible and copayment balances due for
which third-party coverage exists for part of the bill), the District records a significant
provision for bad debts in the period of service on the basis of its past experience, which
indicates that many patients are unable or unwilling to pay the portion of their bill for
which they are financially responsible. The difference between the standard rates (or
discounted rates if negotiated) and the amounts actually collected after all reasonable
collection efforts have been exhausted is charged off against the allowance for

uncollectable accounts.
Property Taxes

The District has the authority to impose taxes on property within the boundaries of the
health care district. Taxes are received from Okanogan County (the “County”). Ad
Valorem taxes and per parcel assessments are levied by the County on the District’s
behalf on January 1 and are intended to finance the District’s activities of the same year.
Taxes are payable in two equal installments on April 30 and October 31.
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Okanogan County Public Hospital District No. 3
d/bl/a Mid-Valley Hospital

Notes to Financial Statements

Note 1

Summary of Significant Accounting Policies (District) (Continued)
Inventories

Inventories are stated at cost on the first-in, first-out method. Inventories consist of
pharmaceutical, medical-surgical, and other supplies used in the operation of the District.

Noncurrent Assets Limited as to Use

Noncurrent assets are comprised of certain cash and cash equivalents and other
resources set aside for specific purposes due to restrictions placed on them. Board
designated assets include assets set aside by the Board of Commissioners for future
capital improvements or other designated purposes. Board designated and restricted
assets that are required for obligations classified as current liabilities are reported as
current assets.

Capital Assets

Such assets are stated at cost. Expenditures for maintenance and repairs are charged to
operations as incurred, betterments and major renewals are capitalized. When such
assets are disposed of, the related costs and accumulated depreciation and amortization
are removed from the accounts, and the resulting gain or loss is classified in non-
operating gains and losses. Donated items are recorded at fair market value at the date of
contribution and are subsequently considered as being on the basis of cost.

Depreciation and amortization have been computed on the straight-line method over the
following estimated useful service lives:

Land improvements 15 to 20 years
Buildings and building improvements 20 to 40 years
Major moveable equipment 3 to 20 years
Software 3 to 5 years

Property held for future expansion is stated at cost.
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Okanogan County Public Hospital District No. 3
d/bl/a Mid-Valley Hospital

Notes to Financial Statements

Note 1

Summary of Significant Accounting Policies (District) (Continued)
Asset Impairment

Capital assets are reviewed for impairment when events or changes in circumstances
suggest that the service utility of the capital asset may have significantly and
unexpectedly declined. Capital assets are considered impaired if both the decline in
service utility of the capital asset is large in magnitude and the event or change in
circumstance is outside the normal life cycle of the capital asset. Such events or changes
in circumstances that may be indicative of impairment include evidence of physical
damage, enactment or approval of laws or regulations or other changes in environmental
factors, technological changes or evidence of obsolescence, changes in the manner or
duration of use of a capital asset, and construction stoppage. The determination of the
impairment loss is independent of the event or circumstance in which the impairment
occurred. Impairment losses, if any, are recorded in the statements of revenue and
expenses and changes in net position. No impairment losses were recorded in 2012.

Compensated Absences

The Annual Leave (AL) program at the District provides eligible personnel with
appropriate compensation during holidays and vacation time. The District accrues annual
leave for compensated absences as an expense and liability when earned based on the
employee's status. The maximum allowable balance of AL time for each employee is
twice their annual accrual. AL balances which have been accrued in a prior calendar
year but not used during a subsequent calendar year will be paid to the employee in a
lump sum the following January with the option through written request to defer payout
until June the following year. All employees who terminate their employment will be paid
unused AL hours at the regular rate of pay. The sick leave program provides employees
with appropriate compensation for illnesses for themselves or an eligible family member.
The maximum allowable balance of sick leave is 960 hours. The District does not accrue
a liability for sick leave.

The District has entered into physician and other professional employee contracts in
which the individual receives a benefit bank upon employment date which includes
vacation, sick, holiday and continuing education. Individual contracts address the number
of days accrued as well as payout methods, if applicable, shall not carry over to the next
employment year.
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Okanogan County Public Hospital District No. 3
d/bl/a Mid-Valley Hospital

Notes to Financial Statements

Note 1

Summary of Significant Accounting Policies (District) (Continued)
Net Position

Net position of the District is classified in three components. Net position invested in
capital assets net of related debt consist of capital assets net of accumulated depreciation
and reduced by the current balances of any outstanding borrowings used to finance the
purchase or construction of those assets. Restricted expendable net position is noncapital
net position that must be used for a particular purpose, as specified by creditors, grantors,
or contributors external to the authority, including amounts deposited with trustees as
required by revenue bond indentures. Unrestricted net position is remaining net position
that does not meet the definition above.

Operating Revenues and Expenses

The District’s statements of revenue, expenses, and changes in net position distinguish
between operating and nonoperating revenues and expenses. Operating revenue result
from exchange transactions associated with providing health care services, the District’s
primary business. Non-exchange revenue, including taxes, and grants and contributions
received for purposes other than capital assets acquisition, and results from joint ventures,
are reported as nonoperating revenues. Operating expenses are all expenses incurred to
provide healthcare services, other than financing costs.

Patient Service Revenues

The District recognizes patient service revenue associated with services provided to
patients who have third-party payor coverage on the basis of contractual rates for the
services rendered. Certain third-party payor reimbursement agreements are subject to
audit and retrospective adjustments. Retroactive adjustments are accrued on an
estimated basis in the period the related services are rendered and adjusted in future
periods as final settlements are determined. For uninsured patients that do not qualify for
charity care, the District recognizes revenue basis of its standard rates for services
provided (or on the basis of discounted rates, if negotiated or provided by policy). On
the basis of historical experience, a significant portion of the District’s uninsured patients
will be unable or willing to pay for services provided. Thus, the District records a
significant provision for bad debts related to uninsured patients in the period the services
are provided.
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Okanogan County Public Hospital District No. 3
d/bl/a Mid-Valley Hospital

Notes to Financial Statements

Note 1

Summary of Significant Accounting Policies (District) (Continued)

Charity Care

The District provides health care services to patients who meet certain criteria under its
Healthcare Assistance Program without charge or at amounts less than established rates.
The District maintains records to identify the amounts of charges forgone for services and
supplies furnished under the Healthcare Assistance Program. Because the District does
not pursue collection of amounts determined to qualify as charity care, they are not
reported as net patient service revenue.

Grants and Donations

From time to time, the District received grants from the State of Washington as well as
contributions from individual and private organizations. Revenue from grants and
contributions (including contributions of capital assets) are recognized when all eligibility
requirements, including time requirements are met. Grants and 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 revenues. Amounts restricted to capital acquisitions are reported after
nonoperating revenues and expenses.

LIDSH Revenue

The District received Low Income Disproportionate Share (LIDSH) funds from the
Washington State Department of Social and Health Services (DSHS). The District
recorded $258,607 as a reduction to contractual adjustments during 2012.

Component Unit

In July 2003, the District entered into an inter-local cooperation agreement with four
hospital districts in the area and formed Caribou Trail Professional Medical Services
Group, LLC (LLC) for the purpose of furthering the missions of the districts by delivering
high quality and cost-effective specialty medical services for patients and to ensure that
such medical services and related services are available in the rural communities served
by the districts through the recruitment and retention of physicians and other health care
professionals. Compiled financial statements of the LLC for 2012 and previous years can
be obtained by contacting the District.
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Okanogan County Public Hospital District No. 3
d/bl/a Mid-Valley Hospital

Notes to Financial Statements

Note 1

Summary of Significant Accounting Policies (District) (Continued)
Electronic Health Record Incentive Funding

The American Recovery and Reinvestment Act of 2009 (“ARRA”) provides for incentive
payments under the Medicare and Medicaid programs for certain hospitals and physician
practices that demonstrate meaningful use of certified electronic health record (EHR)
technology. These provisions of ARRA, collectively referred to as the Health Information
Technology for Economic and Clinical Health Act (the “HITECH Act”), are intended to
promote the adoption and meaningful use of health information technology and qualified
EHR technology.

The District recognizes revenue for EHR incentive payments when there is reasonable
assurance that the District will meet the conditions of the program, primarily
demonstrating meaningful use of certified EHR technology for the applicable period. The
demonstration of meaningful use is based on meeting a series of objectives. Meeting the
series of objectives in order to demonstrate meaningful use becomes progressively more
stringent as its implementation is phased in through stages as outlined by the Centers for
Medicare and Medicaid Services (CMS).

Amounts recognized under the Medicare and Medicaid EHR incentive programs are
based on management’s best estimates which are based in part on cost report data that is
subject to audit by fiscal intermediaries, accordingly, amounts recognized are subject to
change. In addition, the District’s attestation of its compliance with the meaningful use
criteria is subject to audit by the federal government or its designee.

The District incurs both capital expenditures and operating expenses in connection with
the implementation of its EHR initiative. The amount and timing of these expenditures
does not directly correlate with the timing of the District’s receipt or recognition of the
EHR incentive payments.

The District has deferred a portion of the payment received under the Medicare EHR
program. The deferred revenue is being amortized and recognized as revenue over
three years, which is the period the software would have been depreciated and cost
reimbursed through the cost report.
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Okanogan County Public Hospital District No. 3
d/bl/a Mid-Valley Hospital

Notes to Financial Statements

Note 1 Summary of Significant Accounting Policies (District) (Continued)

New Accounting Pronouncements

In June 2011, the Government Accounting Standards Board (GASB) issued Statement
No. 63, Financial Reporting of Deferred Outflows of Resources, Deferred Inflows of
Resources, and Net Position, to improve financial reporting by standardizing the
presentation of deferred outflows of resources and deferred inflows of resources and
their effects on a government’s net position. The District has adopted this guidance as of
December 31, 2012. The adoption of this policy had no impact on the recording of
changes in net position.

Reclassifications

Certain reclassification of 2011 amounts have been made in the accompanying financial
statements to conform to 2012 presentation.

Subsequent Events

Subsequent events have been evaluated through the date of the opinion, which is the
date the financial statements were available to be issued. During this period, there were
no subsequent events requiring recognition in the financial statements.
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Okanogan County Public Hospital District No. 3
d/bl/a Mid-Valley Hospital

Notes to Financial Statements

Note 2

Note 3

Compliance

Management believes the District is in substantial compliance with current laws and
regulation through the year ended December 31, 2012.

Bank Deposits and Investments

Cash and Cash Equivalents

The District maintains depository relationships with are financial institutions that are
Federal Depository Insurance Corporation (FDIC) insured institutions. On November 9,
2010, the FDIC issued a final rule implementing section 343 of the Dodd-Frank Wall
Street Report and Consumer Protection Act that provided for unlimited insurance
coverage of noninterest-bearing transaction accounts through December 31, 2012. In
addition, the District maintains cash in interest-bearing accounts at these institutions
which are insured by the FDIC up to $250,000. Beginning January 1, 2013, noninterest-
bearing transaction accounts will be added to any of a depositor’s other accounts at the
applicable financial institution, with the aggregate balance insured up to $250,000. At
December 31, 2012, the District did not exceed the insured limits.

The Revised Code of Washington, Chapter 39, authorized municipal governments to
invest their funds in a variety of investments including federal, state, and local
government certificates, notes, or bonds; the Washington State Local Government
Investment Pool; savings accounts in qualified public depositories; and certain other
investments. All final decisions regarding the purchase and sale of investment securities
remain with the District Board. The District maintains an investment policy designed to
maximize return and limit the following types of risks:

Custodial credit risk — Custodial credit risk is the risk that, in the event of a failure
of the counterparty, the District will not be able to recover the value of the
deposits or investments that are in the possession of an outside party. All District
deposits are entirely covered by the Federal Deposit Insurance Corporation
(FDIC) or by collateral held in a multiple financial institution collateral pool
administered by the Washington Public Deposit Protection Commission, and all
investments are insured, registered, or held by the District's agent in the
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Okanogan County Public Hospital District No. 3
d/bl/a Mid-Valley Hospital

Notes to Financial Statements

Note 3

Bank Deposits and Investments (Continued)

Cash and Cash Equivalents (Continued)

District's name. The District’s investment policy does not contain policy
requirements that would limit the exposure to custodial risk for investments.

Credit risk — The risk that an issuer of an investment will not fulfill its obligation to
the holder of the investment. This is typically measured by the assignment of a
rating by a nationally recognized statistical rating organization. The District does
not have a policy specifically requiring or limiting investments of type.

Concentration of credit risk — The inability to recover the value of deposits,
investments, or collateral securities in the possession of an outside party caused
by a lack of diversification (investments acquired from a single issuer). The
District does not have a policy limiting the amount it may invest in any one issuer
or multiple issuers.

Interest rate risk — The possibility than an interest rate change could adversely
affect an investment’s fair value. The District does not have a policy specifically
managing its exposure to fair value losses arising from changing interest rates.

The carrying amounts of deposits are included in the District’s statements of net position
as follows at December 31, 2012:

Component
District Unit
Deposits:
Current assets:
Cash and cash equivalents $ 394,824 % 100
Noncurrent assets limited as to use - 44,885
Total deposits $ 394,824 % 44 985
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Okanogan County Public Hospital District No. 3
d/bl/a Mid-Valley Hospital

Notes to Financial Statements

Note 4

Patient Accounts Receivable (District)

The mix of patient accounts receivable at December 31, 2012 is as follows:

Receivable from patients and their insurance carriers $ 6,866,221
Receivable from Medicare 2,291,449
Receivable from Medicaid 1,308,451
Total patient accounts receivable 10,466,121
Less - Allowance for uncollectible amounts 3,001,129
Less - Contractual adjustments 3,306,282
Total adjustments 6,307,411
Patient accounts receivable - Net $ 4,158,710
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Okanogan County Public Hospital District No. 3
d/bl/a Mid-Valley Hospital

Notes to Financial Statements

Note 5

Property Taxes (District)

The District received approximately 0.99% of its financial support from property taxes.
The funds were used as follows:

Levied to support operations $ 570,850

Property taxes are levied by the District and collected by the Okanogan County
Treasurer. The county treasurer acts as an agent to collect property taxes levied in the
county for all taxing authorities. Taxes are levied annually on January 1, on property
values listed as of the prior May 31. Assessed values are established by the county
assessor at 100 percent of fair market value. A revaluation of all property is required
every four years.

Taxes are due in two equal installments on April 30 and October 31. Collections are
distributed monthly to the District by the county treasurer.

The District is permitted by law to levy up to $0.75 per $1,000 of assessed valuation for
general district purposes. Washington State Constitution and Washington State Law,
RCW 84.55.010, limit the rate. The District may also levy taxes at a lower rate. Further,
amounts of tax need to be authorized by the vote of people.

For 2012, the District’s regular tax levy was $.613941 per $1,000 on a total assessed
valuation of $928,505,472 for a total regular levy of $570,048.

Taxes estimated to be collectible are recorded as revenue in the year of the levy. Taxes
levied for operations are recorded as other non-operating revenues. No allowance for
doubtful taxes receivable is considered necessary.
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Okanogan County Public Hospital District No. 3
d/bl/a Mid-Valley Hospital

Notes to Financial Statements

Note 6

Reimbursement Arrangements with Third-Party Payors (District)

The Hospital has agreements with third-party payors that provide for reimbursement to
the Hospital at amounts that vary from its established rates. A summary of the basis of
reimbursement with major third-party payors follows:

Medicare - The Hospital is designated as a critical access hospital (CAH). Under this
designation, inpatient and outpatient hospital services rendered to Medicare program
beneficiaries are paid based upon a cost-reimbursement methodology, with the exception
of certain lab and mammography services, which remain on a fee schedule. Professional
services provided by physicians and other clinicians are reimbursed based on
prospectively determined fee schedules.

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

Others - The Hospital also has entered into payment agreements with certain commercial
insurance carriers and preferred provider organizations. The basis for payment to the
Hospital on these agreements includes prospectively determined rates per discharge,
discounts from established rates, and other payment methods.

Accounting for Medicare and Medicaid Contractual Arrangements - The Hospital is
reimbursed for cost-reimbursable items at interim rates with final settlements determined
after audit of the related annual cost reports by the respective Medicare and Medicaid
fiscal intermediaries. Estimated provisions to approximate the final expected settlements
after review by the intermediaries are included in the accompanying consolidated
financial statements. The Hospital's cost reports have been audited by the Medicare fiscal
intermediaries through December 31, 2011. The Hospital's Medicaid cost reports have
been audited through December 31, 2010.
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Okanogan County Public Hospital District No. 3
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Notes to Financial Statements

Note 6

Reimbursement Arrangements with Third-Party Payors (District) (Continued)
Electronic Health Record Incentive Funding

For the year ended December 31, 2012, the Hospital recorded $10,557 in EHR incentive
payments from the Medicare program, which is included in third-party receivables in the
accompanying statements of net position. Based on the District’s policy, $10,557 was
recorded in 2012 and included in other operating revenue in the accompanying
statements of revenues, expenses, and changes in net position.

As of December 31, 2012, the District received Medicaid EHR incentive payments totaling
$324,550. The Medicaid EHR incentive payment is recognized as other operating
revenue the year it is received.

Laws and Regulations

The health care industry is subject to numerous laws and regulations of federal, state, and
local governments. Compliance with these laws and regulations, particularly those
relating to the Medicare and Medicaid programs, can be subject to government review
and interpretation, as well as regulatory actions unknown and unasserted at this time.
Violations of these laws and regulations could result in the imposition of fines and
penalties, as well as repayments of previously billed and collected revenue from patient
services. Management believes the Organization is in substantial compliance with
current laws and regulations. CMS uses recovery audit contractors (RACs) as part of
CMS'’s further efforts to ensure accurate payments. CMS uses RACs to search for
potentially inaccurate Medicare payments that may have been made to health care
providers and that were not detected through existing CMS program integrity efforts.
Once a RAC identifies a claim it believes is inaccurate, it makes a deduction from or
addition to the provider's Medicare reimbursement in an amount estimated to equal the
overpayment or underpayment. The Organization’s policy is to adjust to or from revenue
the amounts assessed under the RAC audits at the time a change in reimbursement is
agreed upon between the Organization and CMS. RAC reviews with the Organization
are anticipated; however, the outcome of such potential reviews are unknown and
cannot be reasonably estimated at December 31, 2012.
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Okanogan County Public Hospital District No. 3
d/bl/a Mid-Valley Hospital

Notes to Financial Statements

Note 7

Short-Term Debt (District)

Warrants issued by the public hospital district auditor are payable by the district treasurer
from funds on deposit with the treasurer. If insufficient funds are on deposit with the
treasurer when the warrants are presented for payment, the warrants become interest
bearing registered warrants.

The District had a beginning warrants payable balance of $893,841 and an ending
balance of $233,839 as of December 31, 2012. The District had a balance of zero
registered warrants as of December 31, 2012.
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Okanogan County Public Hospital District No. 3
d/bl/a Mid-Valley Hospital

Notes to Financial Statements

Note 8 Capital Assets (District)

Capital asset additions, retirements, and balances for the year were as follows:

Balance Balance
January 1, Additions/ Retirements/  December 31,
2012 Transfers Transfers 2012
Nondepreciable capital assets:
Land $ 84,306 $ - % -3 84,306
Other 118,222 - - 118,222
Construction in progress 429,761 305,067 (639,377) 95,451
Total nondepreciable capital assets 632,289 305,067 (639,377) 297,979
Depreciable captial assets:
Land improvements 757,494 21,736 (6,742) 772,488
Buildings service and fixed equipment 11,263,980 106,529 (120,954) 11,249,555
Equipment 5,703,114 555,138 (731,316) 5,526,936
Software - 666,797 - 666,797
Total depreciable capital assets 17,724,588 1,350,200 (859,012) 18,215,776
Total capital assets before depreciation 18,356,877 1,655,267 (1,498,389) 18,513,755
Less accumulated depreciation for:
Land improvements 302,646 67,950 (6,742) 363,854
Buildings service and fixed equipment 5,637,473 449,814 (80,028) 6,007,259
Equipment 3,793,902 413,622 (678,130) 3,529,394
Software - 161,243 - 161,243
Total accumulated depreciation 9,734,021 1,092,629 (764,900) 10,061,750
Total capital assets - Net $ 862285 $ 562,638 $ (733,489) % 8,452,005

At December 31, 2012, construction in progress consisted of three remodel projects, and
additional hardware and software in order to meet Meaningful Use Stage II.

The three remodel projects are expected to be completed between February and August
of 2013. The Meaningful Use Stage Il for electronic medical records is expected to be
completed in November of 2013. The total cost to complete the projects is $311,000.
The District is considering several funding alternatives, including bond issuing, financing
the projects internally, and other sources.
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Notes to Financial Statements

Note 9

Long-Term Debt, Capital Leases Payable, and Other Noncurrent Liabilities

(District)

The terms and the due dates of the District’s long-term debt, including capital lease

obligations at December 31 are as follows:

Balance Amounts Due
Balance January December 31, Within One
1,2012 Additions Reductions 2012 Year
Bonds and notes payable:
LTGO Bonds 2009 $ 1,269,406 $ - % 129028 $  1,140378 $ 136,554
LTGO Bonds 2011 1,094,496 - 99,028 995,468 102,978
Total long-term debt 2,363,902 - 228,056 2,135,846 239,532
Capital leases payable:
GE Health Care - C Arm 13,996 - 7,767 6,229 6,229
Stryker 5,305 - 5,305 - -
GE Precision- R&F -Mammo 753,555 - 165,807 587,748 172,554
Sysmex 61,189 - 10,251 50,938 11,268
Fleetwood - Dragon Voice Recognition - 43,906 12,703 31,203 14,531
GE Logiq E9 Ultrasound - 131,730 15,364 116,366 24,231
Total capital leases 834,045 175,636 217,197 792,484 228,813
lotal long-term debt, capital leases payable, and
other noncurrent liabilities $ 3,197,947 % 175,636 % 445253 ¢ 2,928,330 $ 468,345

Scheduled principal and interest repayments on long-term debt and capital lease
obligations are as follows:

Bonds Payable Capital Lease Obligations
FYE December 31: Principal Interest Total Principal Interest Total
2013 $ 239532 $ 101,951 $ 341,483 $ 228813 $ 32,647 $ 261,460
2014 251,604 89,878 341,482 223,984 21,998 245,982
2015 264,305 77177 341,482 173,492 12,685 186,177
2016 274,122 67,360 341,482 156,129 4,314 160,443
2017 285,387 56,096 341,483 10,066 127 10,193
2018-2021 820,896 74,019 894,915 - - -
Totals $ 2135846 $ 466,481 $ 2,602,327 $ 792,484 $ 71,771 $ 864,255
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Notes to Financial Statements

Note 9

Long-Term Debt, Capital Leases Payable, and Other Noncurrent Liabilities
(District) (Continued)

Long-Term Debt

Limited Tax General Obligation Bond, series 2009, dated October 20, 2009, due in
semiannual installments of approximately $100,095, beginning June 2010 through
December 2019, including interest at 5.75%.

Limited Tax General Obligation Bond, series 2011, dated April 21, 2011, due in
semiannual installments of approximately $70,600, beginning December 2011 through
June 2021, including interest at 3.95% through June 2016 then 5.10% for the remaining
term.

Capital Leases Payable

GE Healthcare C-Arm capital lease agreement secured by healthcare equipment with a
cost of $30,156, dated September 2009, due in monthly installments of $714, including
interest of 7.68% a month.

Stryker Micro Surgical Set capital lease agreement secured by healthcare equipment with
a cost of $44,133, dated May 1, 2009, due in monthly installments of $1,343, including
interest of 6.01% a month.

GE Precision — R&F - Mammo capital lease agreement secured by healthcare equipment
with a cost of $778,569, dated September 2011, due in monthly installments of $16,078
for the first three years and $11,554 thereafter, including interest of 4.03% a month.

Sysmex America Inc capital lease agreement secured by healthcare equipment with a
cost of $62,000, dated September 2011, due in monthly installments of approximately
$1,302, including interest of approximately 9.5% a month.

Fleetwood Dragon Voice Recognition capital lease agreement secured by healthcare
equipment with a cost of $43,906, dated December 2011, due in monthly installments of
approximately $1,324, including interest of approximately 7.9% a month.

GE Logiq E9 Ultrasound capital lease agreement secured by healthcare equipment with
a cost of $131,731, dated January 2012, due in monthly installments of $2,548, including
interest of approximately 6.02% a month.
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Notes to Financial Statements

Note 10

Risk Management (District)

The District is one of a number of Washington hospitals who are members of the
Washington Casualty Company (WCC). WCC is a wholly owned subsidiary of Coverys, a
nonprofit mutual insurance corporation used for payment of liability claims.

The WCC policy provides protection on a “claims-made” basis whereby only malpractice
claims reported to the insurance carriers in the current year are covered by the current
policies. Although there exists the possibility of claims arising from services provided to
patients through December 31, 2012, which have not yet been asserted, the District is
unable to determine the ultimate cost if any, of such possible claims and, accordingly, no
provision has been made. If there are unreported incidents which result in a malpractice
claim in the current year, such claims will be covered in the year the claim is reported to
the insurance carriers only if the District purchases claims-made insurance in that year or
the District purchases “tail” insurance to cover claims incurred before but reported to the
insurance carrier after cancellation or expiration of a claims-made policy.

The policy provides $1,000,000 per claim of primary coverage with a $5,000,000 annual
aggregate limit. WCC also provides excess coverage of $4,000,000 per claim with
$4,000,000 annual aggregate. There are no significant deductible or coinsurance clauses
for this policy.

The District is also exposed to various risks of loss related to torts; theft of, damage to,
and destruction of assets; errors and omissions, injuries to employees; and natural
disasters. The District carries commercial insurance for these risks of loss. Settled claims
resulting from these risks have not exceeded the commercial insurance coverage in any
of the past three years.

Workers’ Compensation

The District participates in the self-insured Public Hospital District Workers’ Compensation
Trust, which is administered by the Washington State Hospital Association. The District
pays its share of actual injury claims, maintenance of reserves, administrative expenses,
and reinsurance premiums. Payments by the District charged to workers’ compensation
expense were $254,600 in 2012.
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Note 10

Note 11

Risk Management (District) (Continued)
Unemployment

The District participates in the self-insured Public Hospital District Unemployment
Compensation Fund, which is administered by the Washington State Hospital Association.
The District pays its share of actual unemployment claims, maintenance of reserves, and
administrative expenses. Payments by the District charged to unemployment expense
were $70,544 for the year.

Joint Venture (District)

The District has entered into an inter-governmental agreement with other Washington
hospital districts to recruit physicians to work at the hospitals. Under the terms of the
agreement, the districts would provide funding for educational loans to qualified medical
students to assist them in completing their education in exchange for the student then
working at each of the member district hospitals for a specified period of time. The loans
given to the medical students are forgiven over the period of time they are required to
work under the program. If the students do not complete their education or do not work
the required amount of time, they will be required to reimburse the districts for the
remaining portion of the loans made to them.

Under the terms of the agreement, the District has both investment capital to initiate the
program and committed to contribute funding each year to the program through 2012.

The schedules of required payments are as follows:

Year Amount

2012 $ 24,000

The District has also entered into an agreement with Healthcare Integrated Systems, Inc.,
“‘Integrated”, along with several other Hospitals as of November 10, 2009. Under the
terms of the agreement, Integrated will provide, but not limited to financial, human
resources, management information, computer networking and compliance or
management systems assistance to hospitals and other regional hospitals or healthcare
facilities interested in such shared purposes, to improve the cost efficiency of the delivery
of health care services in the state of Washington and the region.
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Note 11

Note 12

Joint Venture (District) (Continued)

The District’s investment in the network is immaterial to the District’s financial statements
as a whole and is not recorded on the statements of net position. The District’s portion of
any net receipts from the participation in the network, or any other gains or losses related
to the investment of the network, are immaterial as a whole are not recorded on these
statements.

Pension Plan (District)

The District has a defined contribution plan covering all employees who have attained
age 18 and been employed one full year. The plan was created under section 401(a) of
the Internal Revenue Code. The plan assets are held by Nationwide Financial. The District
contributes 5% of gross compensation up to the statutory Internal Revenue Services (IRS)
limit. The District pension contributions are vested to the employee's account at 20% after
two years of service, with annual 20% increases until fully vested after six years of
service. The District complies with federal funding requirements. The plan has adopted a
December 31 year-end. Pension plan contributions, net of forfeitures, were $461,494 for
the year.

In addition to the defined contribution plan above, the District provides a voluntary
deferred compensation plan to eligible employees under section 457 and 403(b) of the
Internal Revenue Code. These plans are funded solely from employee contributions.

Washington State Auditor's Office
32



Okanogan County Public Hospital District No. 3
d/bl/a Mid-Valley Hospital

Notes to Financial Statements

Note 13

Note 14

Net Patient Service Revenue (District)

Net patient service revenue consisted of the following at December 31, 2012:

Gross patient service revenue:

Inpatient services $ 17,182,050
Outpatient services 39,295,433
Total gross patient revenue 56,477,483

Revenue deductions:

Medicare contractual adjustments (9,879,462)
Medicaid contractual adjustments (3,513,290)
Other (15,397,735)
Patient service revenue (net of contractual adjustments and
discounts) $ 27,686,996
Charity Care (District)

The District provides health care services and other financial support through various
programs that are designed, among other matters, to enhance the health of the
community including the health on low-income patients. Consistent with the mission of
the District, health care is provided to patients regardless of their ability to pay, including
providing services to those persons who cannot afford health insurance because of
inadequate resources.

Patients who meet certain criteria for charity care, generally based on federal poverty
guidelines, are provided care based on criteria defined in the District's Healthcare
Assistance Program. The District maintains records to identify and monitor the level of
charity care it provides. The amount of charges foregone for services and supplies
furnished under the District’s Healthcare Assistance Program aggregated $1,510,325 for
the year ended December 31, 2012.
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Note 14

Note 15

Charity Care (District) (Continued)

The estimated cost of providing care to patients under the District's Healthcare Assistance
Program aggregated $759,973 for the year. The cost was calculated by multiplying the
ratio of cost to gross charges for the District times the gross uncompensated charges
associated with providing charity care.

Lease Obligation (District)

The District is committed under various leases for administrative equipment, health care
equipment, and for the rural health clinic’s construction cost. These leases are considered
operating leases for accounting purposes. Rent expenses for the year ended

December 31, 2012 amounted to $367,283. Future minimum rental commitments for
these leases are as follows:

Year Ending December 31: Total

2013 348,186
2014 112,340
2015 103,768
2016 103,562
2017 43,936
Total $ 711,792
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Note 16 Component Unit Transactions (District)

The District’s financial statements include the following balances and transactions with the
LLC (Note 1):

Current assets:
Receivables from LLC $ 374,518

Other assets:
Physician recruitment program, loans to students $ 96,000

Operating expenses:

Professional fees $ 763,182
Recruitment 44,150
Total operating expenses $ 807,332
Nonoperating revenues $ 75,441
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Note 17

Summary of Significant Accounting Policies (LLC)
The Entity

Caribou Trail Professional Medical Services Group, LLC (LLC) operates a medical service
clinic located in Brewster and Omak, Washington and provides services in Tonasket,
Republic, Chelan and Grand Coulee, Washington, as well. The LLC was formed on

July 1, 2003 by five public hospital districts (Member Hospital Districts) (Douglas, Grant,
Lincoln and Okanogan Counties Public Hospital District No. 6, d/b/a, Coulee Medical
Center; Okanogan County Public Health Services District No. 4, d/b/a, North Valley
Hospital; Okanogan County Public Hospital District No. 3, d/b/a, Mid-Valley Hospital;
Okanogan-Douglas Counties Public Hospital District No. 1, d/b/a Three Rivers Hospital;
Chelan County Public Hospital District No. 2, d/b/a, Lake Chelan Community Hospital)
with the purpose of providing specialty medical services to the residents of the rural
communities the Member Hospital Districts serve, thereby, expanding health care
services, improving patient convenience and access, controlling costs, and enhancing the
quality of care of the Member Hospital Districts.

The LLC operates under the laws of the State of Washington for Washington limited
liability companies. The Member Hospital Districts that own the LLC operate under the
laws of the State of Washington for Washington municipal corporations. As organized,
the Member Hospital Districts are exempt from payment of federal income tax. Since the
LLC is a wholly owned entity of the Member Hospital Districts, the LLC is also exempt
from income tax.
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Note 17

Summary of Significant Accounting Policies (LLC) (Continued)
Financial Statement Presentation

The accounting policies of Caribou Trail Professional Medical Services Group, LLC (LLC)
conform to accounting principles generally accepted in the United States of America
(GAAP) as applicable to proprietary funds of governments. GASB is the accepted
standard setting body for establishing governmental accounting and financial reporting
principles. The following is a summary of the most significant policies. No policies result
in material departures from GAAP.

The LLC uses enterprise fund accounting. Revenues and expenses are recognized on
the accrual basis using the economic resources measurement focus. Revenues are
recorded when earned and expenses are recorded when liability is incurred regardless of
the timing of the cash flows.

Use of Estimates

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

Cash and Cash Equivalents

The LLC considers all highly liquid cash and cash investments with a maturity of three
months or less to be cash and cash equivalents.
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Note 17

Summary of Significant Accounting Policies (LLC) (Continued)
Patient Accounts Receivable and Credit Policy

Accounts receivable are uncollateralized patient obligations that are stated at the amount
management expects to collect from outstanding balances. Most of these obligations are
from local residents who are insured under third-party payer agreements. The LLC bills
third-party payers on the patients' behalf, or if a patient is uninsured, the patient is billed
directly. Once claims are settled with the primary payer, any secondary insurance is
billed, and patients are billed for co-pay and deductible amounts that are the patients'
responsibility. Payments on accounts receivable are applied to the specific claim identified
on the remittance advice or statement. The LLC does not have a policy to charge interest
on past due accounts.

The carrying amounts of accounts receivable are reduced by allowances that reflect
management's best estimate of the amounts that will not be collected. Management
provides for contractual adjustments under terms of third-party reimbursement
agreements through a reduction of gross revenue and a credit to accounts receivable. In
addition, management provides for potential uncollectible amounts, primarily uninsured
patients and amounts patients are personally responsible for, through a charge to
operations and a credit to a valuation allowance based on its assessment of historical
collection likelihood and the current status of individual accounts. Balances that are still
outstanding after management has used reasonable collection efforts are written off
through a charge to the valuation allowance and a credit to accounts receivable.
Accounts receivable are recorded in the accompanying compiled statements of net
positionnet of contractual adjustments and allowance for uncollectible accounts.

Member Hospital Districts Receivable

The LLC employs two orthopedic surgeons and two physician assistants. Patient care
provided directly to the Member Hospital Districts at their locations is billed to the
Member Hospital Districts based on relative value units (RVU). The LLC records
receivables and revenues for those amounts.

Inventories

Inventories are stated at cost on the first-in, first-out method. Inventories consist of
pharmaceutical, medical-surgical, and other supplies used in the operation of the LLC.
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Okanogan County Public Hospital District No. 3
d/bl/a Mid-Valley Hospital

Notes to Financial Statements

Note 17

Summary of Significant Accounting Policies (LLC) (Continued)
Capital Assets

Capital asset acquisitions and expenditures exceeding $5,000 are capitalized and
recorded at cost. Expenditures for maintenance and repairs are charged to operations as
incurred; betterments and major renewals are capitalized. When such assets are disposed
of, the related costs and accumulated depreciation are removed from the accounts and
the resulting gain or loss is classified as nonoperating gains (losses). Depreciation has
been computed on the straight-line method over the estimated useful service lives of the
assets. Depreciation and amortization have been computed on the straight-line method
over 5 to 15 years.

Advance Payable to Majority Interest Member Hospital District

Okanogan Public Hospital District No. 3, d/b/a, Mid-Valley Hospital advanced the LLC
start-up funds for operations and may advance funding for temporary operating costs or
other purposes.

Compensated Absences

The holiday and vacation program at the LLC provides eligible personnel with appropriate
compensation during holidays and vacation time. All vacation time is accrued as it is
earned. Vacation time balances which have been earned in a prior calendar year but are
not used carry forward to the subsequent year. All employees who terminate their
employment will be paid unused vacation hours at the base rate of pay. The sick leave
program provides employees with appropriate compensation for illnesses for themselves
or an eligible family member. The maximum accumulation of sick leave is 240 hours and
is not paid out upon termination. The LLC does not accrue a liability for sick leave.

Net Position

Net position of the LLC are classified in two components. Invested in capital assets
consist of capital assets net of accumulated depreciation and reduced by the current
balances of any outstanding borrowings used to finance the purchase or construction of
those assets. Unrestricted net position is remaining net position that does not meet the
definition of invested in capital assets net of related debt or restricted.
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Notes to Financial Statements

Note 17 Summary of Significant Accounting Policies (LLC) (Continued)

Patient Service Revenue

Revenue from direct patient services are reported on the accrual basis in the period in
which services are provided at established rates whether or not collection in full is
anticipated. Contractual adjustments, the results of arrangements to provide services for
other than established rates, are reported as revenue deductions and allowances.
Contractual allowances include differences between established rates and amounts
estimated by management to be collected under various reimbursement programs in
effect.

Services Provided to Member Hospital Districts

Patient care provided directly to the Member Hospital Districts at their locations is billed
to the Member Hospital Districts based on relative value units (RVU). These services are
reported on an accrual basis in the period which services are provided. No allowance for
uncollectibility is considered necessary. Services provided at Okanogan County Public
Hospital District No. 3, d/b/a, Mid-Valley Hospital accounted for 60% and 51% of this
revenue for 2012 and 2011, respectively.

New Accounting Pronouncements

In June 2011, the Government Accounting Standards Board (GASB) issued Statement
No. 63, Financial Reporting of Deferred Outflows of Resources, Deferred Inflows of
Resources, and Net Position, to improve financial reporting by standardizing the
presentation of deferred outflows of resources and deferred inflows of resources and
their effects on a government’s net position. The LLC has adopted this guidance as of
December 31, 2012. The adoption of this policy had no impact on the recording of
changes in net position.

Reclassifications

Certain reclassifications have been made to the 2011 combined financial statements to
conform to the classifications used in 2012.

Note 18 Stewardship, Compliance, and Accountability (LLC)

There was no violation of finance-related legal or contractual provisions for the LLC'’s
year ended December 31, 2012 and 2011.
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Okanogan County Public Hospital District No. 3
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Notes to Financial Statements

Note 19

Cash and Cash Equivalents (LLC)

The LLC maintains depository relationships with area financial institutions, including
banks that are participating in the Federal Deposit Insurance Corporation's (FDIC)
Transaction Account Guarantee Program. This program provides unlimited coverage
through December 31, 2012, for certain non-interest-bearing transaction accounts. In
addition, interest-bearing balances are insured up to $250,000. The LLC has no deposits
at any financial institutions not covered by this program.

At December 31, the LLC had bank balances as follows:

2012
Insured (FDIC)(PDPC) $ 44,985
Uncollateralized -
Totals $ 44,985
Carrying value $ 44 985
2012
Included in the following statement of net
position captions:
Cash and cash equivalents $ 100
Assets whose use is limited 44,885
Carrying value $ 44,985

Cash collected from the member hospitals to fund the residency program is recorded as
assets whose use is limited. The net payable to member hospitals was $50,000 for 2012.

Washington State Auditor's Office
41



Okanogan County Public Hospital District No. 3
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Notes to Financial Statements

Note 20 Patient Accounts Receivable (LLC)

The LLC grants credit without collateral to its patients, most of who are local residents
and are insured under third-party payor agreements. The majority of these patients are
geographically concentrated in and around the member districts. No single patient
comprises more than five percent of the total receivable at year-end. The mix of patient

receivables is as follows at December 31:

Amount Percent
Receivable from patients and their insurance carriers $ 932,758 63%
Receivable from Medicare 314,995 21%
Receivable from Medicaid 231,408 16%
Total patient accounts receivable 1,479,161 100%
Less - Allowance for uncollectible amounts and contractual
adjustments (1,035,952)
Patient accounts receivable - Net $ 443209
Note 21 Physician Recruitment Program (LLC)

In 2009, a program was established by the LLC and its member hospitals to loan tuition
funds to student resident physicians. The loans will be forgiven if the students work for
the LLC as physicians for five years after completion of their education. If the student
cannot fulfill the requirements of the program, they must repay any remaining loan
portions plus interest.

Each member hospital contributed funds to the LLC for the purpose of funding the loan
program (note 21). The contributions will be forgiven by each hospital in proportion to
the percentage of services the member hospital receives from the LLC.

Washington State Auditor's Office
42



Okanogan County Public Hospital District No. 3
d/bl/a Mid-Valley Hospital

Notes to Financial Statements

Note 21

Note 22

Physician Recruitment Program (LLC) (Continued)

The amounts received from the member hospitals to fund the program is recorded as a
non-current liability on the LLC'’s statements of net position. These are the amounts to be
paid back to the member hospitals in case of default.

The loan amounts disbursed to the students is recorded as a non-current asset on the
LLC'’s statements of net position. These are the amounts to be collected from the student
in case of default. In the event that the student fulfills their obligation over the required
amount of time, both amounts will be forgiven.

Related Party Transactions (LLC)
The LLC is owned by the five Member Hospital Districts of which Mid-Valley Hospital’s

interest is 55% (majority interest). The remaining interest is held by the other four
Member Hospital Districts (minority interest).
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Notes to Financial Statements

Note 22 Related Party Transactions (LLC) (Continued)

The financial statements include the following balances and transactions with the
Member Hospital Districts:

2012
Current assets:
Accounts receivable $ 96,693
Prepaid 4,682
Total $ 101,375
Assets whose use is limited:
Physician Recruitment Program, total $ 44 885
Non-current assets:
Physician Recruitment Program, total $ 430,000
Current liabilities:
Accounts payable to majority interest Member
Hospital District $ 383,827
Accounts payable to other Member Hospital Districts 251
Total $ 384,078
Non-current liabilities:
Physician Recruitment Program, total $ 480,000
Net position:
Unrestricted surplus $ 65,739
Other operating revenue:
Services provided to Member Hospital Districts $ 1,265,794
Expenses (primarily purchased from
Mid-Valley Hospital):
Supplies $ 2,090
Purchased Services, Other 23,090
Purchased Services, Utilities -
Rent 65,933
Other 10,087
Total $ 101,200
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Okanogan County Public Hospital District No. 3
d/bl/a Mid-Valley Hospital

Notes to Financial Statements

Note 23

Note 24

Capital Assets (LLC)

Capital asset additions, retirements and balances for the year ended 2012 were as
follows:

Balance Balance
January 1, Additions/  Retirements/] December 31,
2011 Transfers Transfers 2011
Fixed equipment $ 88,410 $ 24,760 $ - $ 113,170
Less - Accumulated depreciation (15,886) (33,708) - (49,594)
Fixed equipment - Net $ 72,524 $  (8,948) $ - % 63,576

Leasing Activities (LLC)

The LLC leases building space from local health care facilities under operating leases.
The LLC had a building lease commitment through July 1, 2012 with Brewster Medical
Office, LLC. On July 1, 2012, the lease automatically renewed for one year at $3,834
per month. One orthopedic surgeon employed by the LLC owns 25% of Brewster
Medical Office, LLC.

The LLC had a rental agreement with Mid-Valley Hospital for the use of a reception area
and exam rooms within the Hospital’s rural health clinic. This agreement automatically
renewed on January 1, 2012. This agreement states a monthly rental amount of $4,982.
Total rental charges from Mid-Valley Hospital relating to the contract totaled $59,789 for
the year ended December 31, 2012.

The LLC also has agreements with Coulee Medical Center, North Valley Hospital, and
Country Clinic and pays $55, $56, and $50 per day, respectively for space rental. The
LLC also has an agreement with Lake Chelan Hospital and pays $57 per day for space
rental and $50 per day for registration use. In addition, an agreement was entered with
Lake Chelan Clinic as follows: suite rental $200 per day; x-ray $31 per hour; front desk
overtime $25 per hour; and Spanish translator $25 per hour.
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Notes to Financial Statements

Note 25

Note 26

Risk Management (LLC)

The LLC has its professional liability insurance coverage with Physicians Insurance (the
Policy). The Policy provides protection on a “claims-made” basis whereby only
malpractice claims reported to the insurance carrier in the current year are covered by
the policy. If there are unreported incidents which result in a malpractice claim in the
current year, such claims would be covered in the year the claim was reported to the
insurance carrier only if the LLC purchased claims-made insurance in that year or the
LLC purchased “tail” insurance to cover the claims incurred before but reported to the
insurance carrier after cancellation or expiration of the claims-made policy. Coverage
under the Policy is for $1,000,000 per claim with a $5,000,000 annual aggregate limit.
The coverage has no significant deductible or coinsurance clauses.

No liability has been accrued for the future coverage for acts, if any, occurring in this or
prior years. Also, it is possible that claims may exceed coverage obtained in any given
year.

The LLC is also exposed to various risks of loss related to torts; theft of, damage to, and
destruction of assets; errors and omissions, injuries to employees; and natural disasters.
The LLC carries commercial insurance for these risks of loss. Settled claims resulting
from these risks have not exceeded the commercial insurance in any of the three prior
years.

Pension Plan (LLC)

The LLC has a defined contribution plan covering all employees who have attained age
18 with more than twelve months of service. The plan was created under section 401(a)
of the Internal Revenue Code. The LLC contributes 5% of gross compensation up to the
statutory IRS limit. Pension contributions are vested to the employees account at 20%
after two years of service, with annual 20% increases until fully vested after six years of
service. Pension plan contributions, net of forfeitures, were $34,129 for the year.

In addition to the defined contribution plan above, the LLC provides a voluntary deferred
compensation plan to all employees under section 457 and 403(b) of the Internal
Revenue Code. Investments are participant directed. These plans are funded solely from
employee deferrals.
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