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MOSSADAMS

Report of Independent Auditors

The Board of Commissioners
Public Hospital District No. 4,
King County, Washington

Report on the Audit of the Financial Statements
Opinion

We have audited the financial statements of Public Hospital District No. 4, King County, Washington
as of and for the years ended December 31, 2021 and 2020, and the related notes to the financial
statements, which collectively comprise Public Hospital District No. 4, King County, Washington's
basic financial statements as listed in the table of contents.

In our opinion, the accompanying financial statements referred to above present fairly, in all material
respects, the financial position of Public Hospital District No. 4, King County, Washington as of
December 31, 2021 and 2020, and the changes in financial position and, where applicable, cash
flows thereof for the years then ended in accordance with accounting principles generally accepted in
the United States of America.

Basis for Opinion

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America (GAAS) and the standards applicable to financial audits contained in Government
Auditing Standards (Government Auditing Standards), issued by the Comptroller General of the
United States. Our responsibilities under those standards are further described in the Auditor’s
Responsibilities for the Audit of the Financial Statements section of our report. We are required to be
independent of Public Hospital District No. 4, King County, Washington and to meet our other ethical
responsibilities, in accordance with the relevant ethical requirements relating to our audit. We believe
that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.

Responsibilities of Management for the Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with accounting principles generally accepted in the United States of America, and for 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.

In preparing the financial statements, management is required to evaluate whether there are
conditions or events, considered in the aggregate, that raise substantial doubt about Public Hospital
District No. 4, King County, Washington’s ability to continue as a going concern for twelve months
beyond the financial statement date, including any currently known information that may raise
substantial doubt shortly thereafter.



Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole
are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report
that includes our opinion. Reasonable assurance is a high level of assurance but is not absolute
assurance and therefore is not a guarantee that an audit conducted in accordance with GAAS and
Government Auditing Standards will always detect a material misstatement when it exists. The risk of
not detecting a material misstatement resulting from fraud is higher than for one resulting from error,
as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override of
internal control. Misstatements are considered material if there is a substantial likelihood that,
individually or in the aggregate, they would influence the judgment made by a reasonable user based
on the financial statements.

In performing an audit in accordance with GAAS and Government Auditing Standards, we
o Exercise professional judgment and maintain professional skepticism throughout the audit.

o |dentify and assess the risks of material misstatement of the financial statements, whether due to
fraud or error, and design and perform audit procedures responsive to those risks. Such
procedures include examining, on a test basis, evidence regarding the amounts and disclosures
in the financial statements.

e Obtain an understanding of internal control relevant to the audit 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 Public Hospital District No. 4, King County, Washington’s internal
control. Accordingly, no such opinion is expressed.

o Evaluate the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluate the overall presentation of the
financial statements.

e Conclude whether, in our judgment, there are conditions or events, considered in the aggregate,
that raise substantial doubt about Public Hospital District No. 4, King County, Washington’s ability
to continue as a going concern for a reasonable period of time.

We are required to communicate with those charged with governance regarding, among other
matters, the planned scope and timing of the audit, significant audit findings, and certain internal
control-related matters that we identified during the audit.

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
management's discussion and analysis on pages 4 through 10 be presented to supplement the
financial statements. Such information is the responsibility of management and, although not a part of
the financial statements, is required by the Governmental Accounting Standards Board who
considers it to be an essential part of financial reporting for placing the financial statements in an
appropriate operational, economic, or historical context. We have applied certain limited procedures
to the required supplementary information in accordance with auditing standards generally accepted
in the United States of America, which consisted of inquiries of management about the methods of
preparing the information and comparing the information for consistency with management's
responses to our inquiries, the financial statements, and other knowledge we obtained during our
audit of the financial statements. We do not express an opinion or provide any assurance on the
information because the limited procedures do not provide us with sufficient evidence to express an
opinion or provide any assurance.



Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated May 20,
2022, on our consideration of Public Hospital District No. 4, King County, Washington’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 solely
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 effectiveness of Public Hospital District
No. 4, King County, Washington's 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 Public Hospital District No. 4, King County, Washington’s internal control over financial
reporting and compliance.

NMere Odama LLP

Everett, Washington
May 20, 2022



Public Hospital District No. 4, King County, Washington
Management’s Discussion and Analysis

Introduction

Our discussion and analysis provide an overview of the financial position and activities of Public Hospital
District No. 4, King County, Washington, doing business as Snoqualmie Valley Hospital and Hospital
District No. 4 Clinics (the District). It should be read in conjunction with the financial statements and
accompanying notes that follow.

The District completed its sixth year in its new facility in 2021 after relocating in May 2015.

The District implemented an Emergency Department Management Agreement with Overlake Medical
Center and contracted with a new ED Physician Group, Puget Sound Physicians, in December of 2020 to
improve quality and revenue.

o ED Management Agreement Effect The District’'s partnership with Overlake Medical Center began
in the fourth quarter of 2020. The District's 2021 ED gross revenues increased by 2.7 million dollars
over 2020 ED revenues, and additional imaging revenues increased by $3,000,000 over 2020. While
we did not hit the 2021 budgeted volume target, the District did see 500 more Emergency Room
patients in 2021.

e Executive Team Changes In December 2020, the District hired a new CEO, Renee Jensen. In
March 2021, the District hired a new Chief Medical Officer, Dr. Rachel Thompson, and in July 2021,
the District Hired Dr. Tammy Moore as Vice President of Strategic Initiatives. Renee led the executive
staff and the District through a six-month strategic planning initiative, and the District began
implementing the strategic plan in August 2021. The Strategic Plan focuses on five areas Financial
Stewardship, Foundational Elements, Health System of Choice, People, and Community Health
Needs.

Operational Highlights

COVID-19 Pandemic Effect 2021

e COVID-19 Vaccines: The District established a Drive-Thru Vaccine and Mobile Vaccine department.
In May 2021, the District signed a contract with King County Public Health to become a Mass
Vaccination site. Reimbursement from King County for the expenses related to the Mass Vaccination
will occur in 2022. The District provided 26,178 vaccines in 2021.

e Paycheck Protection Program (PPP) Loan Forgiveness: In April 2021, the District received final
approval of the PPP Loan forgiveness of $3,965,000.

e Sleep Lab: The Sleep Lab clinic did not fully recover from the mandatory shut down of elective
procedures in 2020. In April 2021, the District discontinued the Sleep Lab service line.

e COVID-19 Testing: The District continued drive-through COVID-19 testing in the community in 2021.
The District performed over 10,900 tests in 2021.




Public Hospital District No. 4, King County, Washington
Management’s Discussion and Analysis (continued)

Operational Highlights (continued)
e Coronavirus Aid, Relief, and Economic Security Act (CARES) Funds:
¢ The District received $5,353,000 in CARES funding through the Provider Relief Fund in 2020.
The funds were used per HRSA guidelines and expended by June 30, 2021. The District attested
for the use of the funds via the HRSA portal in September 2021.
¢ The District obtained an $11,028,000 advance from the Centers for Medicare and Medicaid
Services (CMS) in April 2020. The District began repayment of the advance in April 2021. Total

remuneration is expected by the 29th-month deadline in August 2022.

¢ In November and December 2021, The District received an additional total of $650,000 of Phase
4 Provider Relief Funds for Rural Health Incentive and revenue shortfalls in 2020.

Patient Volumes

Patient volumes compared to 2020 actuals are shown below:

Patient Volumes Patient Volumes
Actual Actual
January Through January Through Percentage
Business Line December 2021 December 2020 Change

Inpatient days 8,520 8,172 4.1%
Emergency room visits 4,243 4,003 5.7%
Outpatient service visits 753 792 -5.2%
Rehab inpatient procedures 29,277 21,907 25.2%
Rehab outpatient procedures 9,024 9,727 -7.8%
Laboratory tests 118,663 44,521 62.5%
Imaging procedures 5,320 4,336 18.5%
Clinic visits 24,258 18,372 24.3%

Inpatient days and inpatient rehab procedures increased due to increased hospitalizations region-wide
due to the COVID-19 Pandemic.

Outpatient services decreased due to closure of Sleep Lab Clinic, and shortage of Endoscopy visits
versus 2021 projections.

Lab volumes increased due to COVID-19 testing and reference lab services. Imaging and ED visits
increased due to the implementation of the Puget Sound Physician as the District's emergency room

provider group.




Public Hospital District No. 4, King County, Washington
Management’s Discussion and Analysis (continued)

Statement of Revenues, Expenses, and Changes in Net Position

2021 2020 2019
Net operating revenue 43,885,293 37,876,639 37,473,898
Nonoperating income 10,932,855 6,773,781 3,565,298
54,818,148 44,650,420 41,039,196
Total operating expenses 44,624,679 39,290,500 35,031,254
Nonoperating expense 5,287,556 6,098,471 5,680,269
49,912,235 45,388,971 40,711,523
Change in net position 4,905,913 (738,551) 327,673
Net position, beginning of year (20,783,530) (20,044,979) (20,372,652)
Net position, end of year $ (15,877,617) $ (20,783,530) $ (20,044,979)

Comments on Statement of Revenues, Expenses, and Changes in Net Position
Operating Revenue

Operating revenue increased by 16% from 2020 to 2021. The increase was due to increased inpatient
census, Emergency Department, Imaging, and lab service line increase.

Operating Expenses

Operating expenses increased by 14% in 2021 compared to 2020. The increase was due to:

e Wage increases of 13%—the result of salary increases for District staff, workforce retention
payments, and growth in the total staffing from 300 employees to 320 employees due to extra staff

required for COVID-19 Vaccination and testing.

e Professional fees increased by 82%—the result of increased agency services for inpatient coverage
and the utilization of the Puget Sound Physician group in the Emergency Department.

e Supplies increased by 19% due to the expense associated with COVID-19 PPE, inflationary
pressures, and volume increases in the outpatient units.

e Purchased services expenses were 15% above the prior year due to expanding lab services with
Sound Medical Lab volume increases and Revenue Cycle Management expenses related to the rise
in net revenues.




Public Hospital District No. 4, King County, Washington

Management’s Discussion and Analysis (continued)

Change in Net Position

The net position increase in 2021 was due to higher revenues in Inpatient services, Lab, ED, and
Imaging, PPP forgiveness, and recognition of CARES funds.

Balance Sheet

ASSETS
Current assets
Capital assets, net
Other noncurrent assets

Total assets
DEFERRED OUTFLOWS OF RESOURCES

Total assets and deferred
outflows of resources

LIABILITIES
Current liabilities
Noncurrent liabilities

Total liabilities
NET POSITION
Net investment in capital assets
Restricted expendable for debt service
Unrestricted

Total net position

Total liabilities and net
position

2021 2020 2019

30,257,837 34,336,813 $ 16,578,299
48,001,630 50,159,738 51,807,045
9,756,558 8,078,977 8,084,923
88,016,025 93,475,528 76,470,267
1,548,974 1,641,411 635,711
89,564,999 95,116,939 77,105,978
15,697,764 $ 13,193,637 6,373,084
89,744,852 102,706,832 90,777,873
105,442,616 115,900,469 97,150,957
(774,731) 610,618 2,719,792
9,995,341 9,016,749 8,510,309

(25,098,227) (30,410,897) (31,275,080)

(15,877,617)

(20,783,530)

(20,044,979)

$ 89,564,999

$ 95,116,939

$ 77,105,978




Public Hospital District No. 4, King County, Washington
Management’s Discussion and Analysis (continued)

Commentary on Balance Sheet

Current Assets

Current assets decreased due to repayment of the CMS Advance.

Current Liabilities

Current liabilities increased due to the remaining portion of CMS Advance becoming due in 2022.
Long-Term Debt

Long-term debt decreased due to a decrease in the lease liability and payment of Revenue Bonds.
Net Investment in Capital Assets

Net investment in capital assets decreased in 2021 due to accumulated depreciation being higher than
the purchase of capital assets in 2021.




Public Hospital District No. 4, King County, Washington
Management’s Discussion and Analysis (continued)

Revenue Bond Covenant Compliance

The schedule of revenue bond covenant compliance is shown below. The District complies with all its
revenue bond covenants.

SCHEDULE OF BOND COVENANT COMPLIANCE

DECEMBER 2021

Coverage Requirement Amount

Change in net position $ 4,905,913

Add
Interest expense 5,126,107
Depreciation and amortization expense 3,909,193
9,035,300

Less
Paycheck Protection Program loan income (3,965,000)
Taxation for bond principal and interest (3,105,162)
(7,070,162)
Available for debt service $ 6,871,051
Maximum annual debt service $ 3,675,188
Actual Coverage Ratio 1.87
Coverage Requirement 1.20
Available for debt service required by covenant $ 4,410,226

Reserve Requirement For the Bonds

Max annual debt service on all bonds $ 3,675,188
125% of average annual debt service 4,492,886
10% of proceeds on all bonds 5,007,500
Reserve Requirement $ 3,675,188
Hospital reserve fund $ 3,675,188

Liquidity Requirement for the Bonds

Cash and cash equivalents $ 16,292,755
Total operating expenses $ 44,624,679
Less depreciation and amortization expense 3,909,193

$ 40,715,486
Days cash on hand 146.06
Liquidity Requirement for Bond Covenant 60.00
Cash and cash equivalents required for bond covenants $ 6,692,957




Public Hospital District No. 4, King County, Washington
Management’s Discussion and Analysis (continued)

Contacting the District’s Financial Management

This financial report is designed to provide the District’s patients, suppliers, taxpayers, and creditors with
a general overview of the District’s finances and show its accountability for the money it receives. If you
have questions about this report or need additional information, contact the District’s finance office at
Snoqualmie Valley Hospital, 9801 Frontier Avenue SE, Snoqualmie, WA 98065.
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Public Hospital District No. 4, King County, Washington
Statements of Net Position

ASSETS AND DEFERRED OUTFLOWS OF RESOURCES

December 31,

2021 2020
CURRENT ASSETS
Cash and cash equivalents $ 16,292,755 $ 22,668,120
Short-term investments 4,809,537 -
Assets limited as to use required for current liabilities 2,319,947 2,195,161
Patient accounts receivable, net of allowances for doubtful accounts
of $693,440 in 2021 and $895,235 in 2020 6,677,293 7,392,875
Other receivables 60,694 1,411,079
Estimated third-party payor settlements - 391,000
Inventory 97,611 278,578
Total current assets 30,257,837 34,336,813
ASSETS LIMITED AS TO USE, net of current portion 8,102,735 7,246,674
INTANGIBLE RIGHT TO USE LEASE, net of accumulated amortization 1,653,823 1,732,303
CAPITAL ASSETS
Land 14,631,178 14,631,178
Construction in progress 59,450 -
Depreciable capital assets, net of accumulated
depreciation and amortization 33,311,002 35,528,560
Total capital assets, net of accumulated depreciation
and amortization 48,001,630 50,159,738
Total assets 88,016,025 93,475,528
DEFERRED OUTFLOWS OF RESOURCES
Deferred loss on refunding 1,548,974 1,641,411
Total assets and deferred outflows of resources $ 89,564,999 $ 95,116,939
LIABILITIES AND NET POSITION
CURRENT LIABILITIES
Accounts payable $ 3,040,561 $ 2,012,267
Accrued compensation and related liabilities 2,145,284 1,856,945
Accrued interest payable 399,947 375,161
Estimated third-party payor settlements 65,938 -
Other current liabilities - 2,370,778
Current portion of lease liability 741,180 594,486
Current portion of advance Medicare payments 7,384,854 4,164,000
Current maturities of long-term debt 1,920,000 1,820,000
Total current liabilities 15,697,764 13,193,637
LEASE LIABILITY, net of current portion 916,269 1,178,793
ADVANCE MEDICARE PAYMENTS, net of current portion - 6,863,886
PAYCHECK PROTECTION PROGRAM LOAN - 3,965,000
LONG-TERM DEBT, net of current maturities 88,828,583 90,699,153
Total liabilities 105,442,616 115,900,469
NET POSITION
Net investment in capital assets (774,731) 610,618
Restricted expendable for debt service 9,995,341 9,016,749
Unrestricted (25,098,227) (30,410,897)
Total net position (15,877,617) (20,783,530)
$ 89,564,999 $ 95,116,939

11 See accompanying notes.




Public Hospital District No. 4, King County, Washington
Statements of Revenues, Expenses, and Changes in Net Position

Years Ended December 31,

NET POSITION, beginning of year

NET POSITION, end of year

See accompanying notes.

(20,783,530)

2021 2020
OPERATING REVENUES
Net patient service revenue (net of provision for bad
debts of $644,213 in 2021 and $513,523 in 2020) $ 42,416,507 $ 36,640,225
Taxation for operations 1,012,472 580,608
Other 456,314 655,806
Total operating revenues 43,885,293 37,876,639
OPERATING EXPENSES
Salaries and wages 20,425,025 19,381,198
Employee benefits 4,297,685 3,948,041
Professional fees 5,756,748 3,166,169
Supplies 3,617,141 3,037,649
Repairs and maintenance 341,879 253,800
Utilities 533,873 494,988
Purchased services 3,686,939 3,194,745
Insurance 169,931 169,966
Depreciation and amortization 3,909,193 4,144,885
Other 1,886,265 1,499,059
Total operating expenses 44,624,679 39,290,500
OPERATING LOSS (739,386) (1,413,861)
NONOPERATING INCOME (EXPENSE)
Investment income 1,248 124,608
Taxation for bond principal and interest 3,105,162 3,424,503
Interest expense (5,126,107) (5,671,527)
Issuance and financing costs (161,449) (426,944)
Paycheck Protection Program loan income 3,965,000 -
Provider Relief Funds and other 3,861,445 3,224,670
Nonoperating income (expense), net 5,645,299 675,310
CHANGE IN NET POSITION 4,905,913 (738,551)

(20,044,979)

(15,877,617)

(20,783,530)

12




Public Hospital District No. 4, King County, Washington

Statements of Cash Flows

Increase (Decrease) in Cash and Cash Equivalents

CASH FLOWS FROM OPERATING ACTIVITIES
Cash received from and on behalf of patients
Cash paid to employees
Cash paid to suppliers
Cash (paid to) received from advance Medicare payments
Other cash receipts

Net cash from operating activities

CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES
Cash from tax levies considered a noncapital
financing activity
Cash received from Provider Relief Funds
Cash received from Paycheck Protection Program Loan
Other

Net cash from noncapital financing activities

CASH FLOWS FROM CAPITAL AND RELATED
FINANCING ACTIVITIES
Purchase of capital assets
Cash from tax levies for general obligation bonds
Proceeds from long-term debt
Principal payments on long-term debt
Interest paid on long-term debt
Payments for refunding of 2011 LGTO bonds
Payments on lease liability

Net cash from capital and related financing activities
CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of investments
Investment income
Net cash from investing activities
NET CHANGE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS, beginning of year
CASH AND CASH EQUIVALENTS, end of year
RECONCILIATION OF CASH AND CASH EQUIVALENTS
TO STATEMENT OF NET POSITION

Cash and cash equivalents
Cash and cash equivalents in assets whose use is limited

NONCASH CAPITAL AND RELATED FINANCING ACTIVITY
Paycheck Protection Program loan income

13

Years Ended December 31,

2021

2020

43,589,027
(23,083,986)
(15,506,354)

36,434,291
(25,186,268)
(11,203,245)

(3,643,032) 11,027,886
456,314 655,806
1,811,969 11,728,470
1,012,472 580,608
665,646 5,353,525

- 3,965,000

825,021 439,100
2,503,139 10,338,233
(904,939) (1,544,591)
3,102,224 3,396,725
- 17,456,000
(1,839,583) (1,580,417)
(5,101,320) (5,937,393)
- (16,405,844)

(883,496) (944,933)
(5,627,114) (5,560,453)
(4,809,537) -
1,248 124,608
(4,808,289) 124,608
(6,120,295) 16,630,858
32,011,199 15,380,341
25,890,904 32,011,199
16,292,755 22,668,120
10,320,988 9,343,079
26,613,743 32,011,199
3,965,000 -

See accompanying notes.




Public Hospital District No. 4, King County, Washington

Statements of Cash Flows (continued)

Increase (Decrease) in Cash and Cash Equivalents

RECONCILIATION OF OPERATING LOSS TO
NET CASH FROM OPERATING ACTIVITIES
Operating loss
Adjustments to reconcile operating loss to net
cash from operating activities
Revenue from tax levies considered noncapital
financing activity
Depreciation and amortization
Provision for bad debts
Change in assets and liabilities
Patient accounts receivable
Other receivables
Inventory
Estimated third-party payor settlements
Accounts payable
Accrued compensation and related liabilities
Advance Medicare payments

Net cash from operating activities

See accompanying notes.

Years Ended December 31,

2021 2020
$ (739,386)  $  (1,413,861)
(1,012,472) (580,608)
3,186,354 4,144,885
644,213 513,523
71,369 (593,028)
1,350,385 (1,370,460)
180,967 (85,272)
456,938 (126,429)
1,028,294 698,403
288,339 (486,569)
(3,643,032) 11,027,886
$ 1,811,969 $ 11,728,470

14




Public Hospital District No. 4, King County, Washington
Notes to Financial Statements

Note 1 — Organization

Public Hospital District No. 4, King County, Washington, doing business as Snoqualmie Valley Hospital
and as Hospital District No. 4 Clinics (the District), is organized as a municipal corporation under the laws
of the state of Washington and operates a licensed 28-bed acute care hospital and primary and specialty
care clinics in Eastern King County, Washington. As organized, the District is exempt from payment of
federal income tax. The Board of Commissioners consists of five elected community members. The
District is not considered to be a component unit of King County.

Note 2 — Summary of Significant Accounting Policies

Accounting standards — The District reports its financial information in a form that complies with the
pronouncements of the Governmental Accounting Standards Board (GASB).

Basis of presentation — The accompanying financial statements have been prepared on the accrual
basis of accounting using the economic resources measurement focus. Under this method of accounting,
revenues are recognized when earned and expenses are recorded when liabilities are incurred without
regard to receipt or disbursement of cash.

Use of estimates — The preparation of financial statements in accordance 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, deferred outflows of resources, and liabilities and
disclosures 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 — Cash and cash equivalents include investments in highly liquid debt
instruments with an original maturity date of three months or less, excluding amounts limited as to use by
board designation, indenture agreements, or donors.

Assets limited as to use — Periodically, the Board of Commissioners sets aside cash resources for the
funding of future capital improvements. In addition, certain funds are restricted by bond indentures to be
used solely for debt service or for the funding of future capital projects. These funds are invested in the
King County Investment Pool, which is in accordance with state guidelines.

All District investments are carried at market value. Investment income is reported as nonoperating
income and expense.

15




Public Hospital District No. 4, King County, Washington
Notes to Financial Statements

Note 2 — Summary of Significant Accounting Policies (continued)

Patient accounts receivable — Accounts receivable are reduced by an allowance for doubtful accounts.
In evaluating the collectability of accounts receivable, the District analyzes its past history and identifies
trends for each of its major payor sources of revenue to estimate the appropriate allowance for doubtful
accounts and provision for bad debts. Management regularly reviews data about these major payor
sources of revenue in evaluating the sufficiency of the allowance for doubtful accounts. For receivables
associated with services provided to patients who have third-party coverage, the District analyzes
contractually due amounts and provides an allowance for doubtful accounts and a provision for bad
debts, if necessary (for example, 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’
balances (which include 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 the discounted rates, if negotiated) and the
amounts actually collected after all reasonable collection efforts have been exhausted is charged off
against the allowance for doubtful accounts.

Capital assets — Land, buildings, and equipment acquisitions are recorded at cost. Improvements and
replacements of land, buildings, and equipment are capitalized. The District’s capitalization threshold is
$5,000 per item and a useful life of at least three years. Maintenance and repairs are expensed. The cost
of land, buildings, and equipment sold or retired and the related accumulated depreciation are removed
from the accounts, and any resulting gain or loss is recorded.

Depreciation is recorded over the estimated useful life of each class of depreciable asset using the
American Hospital Association guidelines and is computed using the straight-line method over the shorter
period of the lease term or the estimated useful life of the equipment. The estimated useful lives used by
the District are as follows:

Buildings and improvements 2 —40 years
Equipment 3 —20 years

Risk management — The District is exposed to various risks of loss from torts; theft of, damage to, and
destruction of assets; business interruption; errors and omissions; employee injuries and illness; natural
disasters; medical malpractice; and employee accident benefits. Commercial insurance coverage is
purchased for claims arising from such matters. Settled claims have not exceeded this commercial
coverage in any of the four preceding years.

16




Public Hospital District No. 4, King County, Washington
Notes to Financial Statements

Note 2 — Summary of Significant Accounting Policies (continued)

Net position — Net position of the District is classified into three components. The net investment in
capital assets component of net position consists of capital assets, net of accumulated depreciation,
reduced by the outstanding balances of related debt that is attributable to the acquisition, construction, or
improvement of those assets. The restricted component of net position represents noncapital assets that
must be used for a specific purpose. The unrestricted component of net position is the remaining net
amount of the assets, deferred outflows of resources, and liabilities that are not included in the
determination of net investment in capital assets or the restricted components of net position.

Operating revenues and expenses — The District’s statements of revenues, expenses, and changes in
net position distinguish between operating and nonoperating revenues and expenses. Operating
revenues, such as patient service revenue, result from exchange transactions associated with providing
health care services—the District’s primary business.

Nonexchange revenues, including taxes, are reported as other operating revenues. Operating expenses
are all expenses incurred to provide health care services, other than financing costs. Tax levy income and
debt service related to general obligation and revenue bonds and peripheral or incidental transactions,
grants, and contributions received for purposes other than capital asset acquisition are reported as
nonoperating income or expense.

Net patient service revenue — Patient service revenue is recorded at established rates. Net patient
service revenue is reported at the estimated net realizable amounts from patients, third-party payors, and
others for services rendered. Preliminary settlements under reimbursement agreements with Medicare
and Medicaid are accrued on an estimated basis in the period the related services are rendered and
adjusted in future periods, as final settlements are determined.

Reimbursements received from certain third-party payors are subject to audit and retroactive adjustment.
Provision for possible adjustment as a result of audits is recorded in the financial statements. When
reimbursement settlements are received, or when information becomes available with respect to
reimbursement changes, any variations from amounts previously accrued are accounted for in the period
in which the settlements are received or the change in information becomes available.

Charity care — The District provides care to indigent patients who meet certain criteria under its charity
care policies. Because the District does not pursue collection of amounts determined to qualify as charity
care, they are not reported as net patient service revenue. Forgone revenue for charity care provided
during 2021 and 2020 measured by the District’s standard charges was approximately $631,000 and
$310,000, respectively.

Federal income taxes — The District, as a political subdivision of the state of Washington, is not subject
to federal income taxes under Section 115 of the Internal Revenue Code.
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Public Hospital District No. 4, King County, Washington
Notes to Financial Statements

Note 2 — Summary of Significant Accounting Policies (continued)

Subsequent events — Subsequent events are events or transactions that occur after the statement of net
position date but before financial statements are issued. The District recognizes in the financial
statements the effects of all subsequent events that provide additional evidence about conditions that
existed at the date of the statement of net position, including the estimates inherent in the process of
preparing the financial statements. The District’s financial statements do not recognize subsequent
events that provide evidence about conditions that did not exist at the date of the statement of net
position but arose after the statement of net position date and before the financial statements are issued.

The District has evaluated subsequent events through May 20, 2022, which is the date the financial
statements are issued.

Note 3 — Net Patient Service Revenue

The District has agreements with third-party payors that provide for payments to the District at amounts
different from its established rates. A summary of the payment arrangements with major third-party
payors follows.

Medicare — The District converted to critical access hospital status under the Medicare program on
December 1, 2005, under which inpatient, swing-bed, and outpatient services and hospital-based clinics
are reimbursed on a cost basis. Inpatient acute, swing-bed, and outpatient care services rendered to
Medicare program beneficiaries are paid on an interim basis at a percentage of billed charges. These
interim payments will be subject to final settlement upon submission and audit of the cost report to the
Medicare fiscal intermediary. The District’s classification of patients under the Medicare program and the
appropriateness of their admission are subject to an independent review by a peer review organization.

Net patient service revenue under the Medicare program totaled approximately $29,505,000 and
$26,916,000 for 2021 and 2020, respectively. Net unsecured patient accounts receivable due from
Medicare at December 31 was $5,367,000 and $4,865,000 in 2021 and 2020, respectively.

Medicaid — As a critical access hospital, the District is reimbursed for inpatient and outpatient services
rendered to Medicaid program beneficiaries on a cost reimbursement methodology. Under this
methodology, the District is reimbursed at a tentative rate, with final settlement determined after audits by
the Medicaid fiscal intermediary of annual cost reports submitted by the District. Long-term care services
are paid on a cost reimbursement basis, which may not exceed allocated costs plus state-mandated cost
limits. Net patient service revenue under the Medicaid program totaled approximately $4,243,000 and
$2,710,000 for 2021 and 2020, respectively. Net unsecured patient accounts receivable due from
Medicaid at December 31 were $404,000 and $420,000 in 2021 and 2020, respectively.

The District’s estimates of final settlements to or from Medicare and Medicaid for all years through 2021
have been recorded in the accompanying statements of net position. Laws and regulations governing the
Medicare and Medicaid programs are extremely complex and subject to interpretation. As a result, there
is at least a reasonable possibility that recorded estimates will change by a material amount in the near
term. Differences between the net amounts accrued and subsequent settlements are recorded in
operations at the time of settlement. The District’s Medicare cost reports have been audited by the
Medicare fiscal intermediary through December 31, 2017.
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Public Hospital District No. 4, King County, Washington
Notes to Financial Statements

Note 3 — Net Patient Service Revenue (continued)

Other third-party payors — The District has also entered into various payment arrangements with certain
commercial insurance carriers, health maintenance organizations, and preferred provider organizations,
which provide for payment or reimbursement at amounts different from published rates. Contractual
adjustments represent the difference between published rates for services and amounts paid or
reimbursed by these third-party payors.

The following are the components of net patient service revenue for the District for the years ended

December 31:

2021 2020

Gross patient service charges 64,415,313 54,164,685
Adjustments to patient service charges

Contractual discounts 20,723,715 16,700,895

Provision for bad debts 644,213 513,523

Charity care 630,878 310,042

21,998,806 17,524,460

Net patient service revenue 42,416,507 36,640,225

Note 4 — Deposits and Investments

The District makes investments in accordance with Washington State law. Eligible investments include
obligations secured by the U.S. Treasury, other obligations of the United States or its agencies,
certificates of deposit with approved institutions, insured money market funds, commercial paper,
registered warrants of local municipalities, the Washington State Local Government Investment Pool,
eligible bankers’ acceptances, and repurchase agreements (up to 30 days).

As a political subdivision of the state, the District categorizes deposits and investments to give an
indication of the risk assumed at year-end. Category 1 includes deposits and investments that are
insured, registered, or held by the District’s agent in the District's name. Category 2 includes uninsured
and unregistered investments that are held by the broker’s or dealer’s trust department or agent in the
District’'s name. Category 3 includes uninsured and unregistered deposits and investments for which the
securities are held by the broker or dealer, or its trust department or agent, but not in the District’s name.

The Revised Code of Washington, Chapter 39, authorizes 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 cash and cash equivalents held by the County Treasurer’s Office are
insured by the State of Washington Public Deposit Protection Commission, as provided by Chapter 39.58
of the Revised Code of Washington. Qualified public depositories pledge securities with this Commission,
which are available to insure public deposits within the state of Washington.
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Notes to Financial Statements

Note 4 — Deposits and Investments (continued)

All deposits and investments of the District are categorized as Category 1 and consist of the following at
December 31:

2021 2020
Cash and cash equivalents $ 16,292,755 $ 22,668,120
Short-term investments
U.S. government agency obligations 4,809,537 -
Assets whose use is limited
Board designated
Investment in King County Investment Pool 426,659 424,404
Taxes receivable 682 682
LTGO Bond Fund
Investment in King County Investment Pool 6,219,141 5,243,487
Taxes receivable 101,012 98,074
Revenue Bond Fund
Cash and cash equivalents 3,675,188 3,675,188
10,422,682 9,441,835
Total deposits and investments $ 31,524,974 $ 32,109,955

The District participates in the King County Investment Pool (KCIP). The King County Finance and
Business Operations Division (FBOD) manages and operates the KCIP. Participation by local
governments is voluntary. The investment policies of the KCIP are the responsibility of the FBOD, and
any proposed changes are reviewed by King County’s Executive Finance Committee. The KCIP is
comparable to a Rule 2a-7 money market fund recognized by the Securities and Exchange Commission
(17 CFR 270.2a-7). Rule 2a-7 funds are limited to high-quality obligations with limited maximum and
average maturities, the effect of which is to minimize both market and credit risk. The objectives of the
FBOD’s investment practices for the KCIP, in priority order, will be safety, liquidity, and return on
investment. Separate financial statements for the KCIP are available from King County. The KCIP is not
subject to risk evaluation.

Credit risk — Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its
obligations. The District’s investment policy limits the types of securities to those authorized by statute;
therefore, credit risk is very limited.

Deposits — All of the District’s deposits are either insured or collateralized. The District’s insured deposits

are covered by the Federal Deposit Insurance Corporation (FDIC). Collateral protection is provided by the
Washington Public Deposit Protection Commission (PDPC).
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Notes to Financial Statements

Note 4 — Deposits and Investments (continued)

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 investment or collateral securities that are in the
possession of an outside party. The District is not exposed to custodial credit risk.

Concentration of credit risk — Concentration of credit risk is the risk of loss attributed to the magnitude
of the District’s investment in a single issuer. The District is not exposed to concentration of credit risk,
because all deposits and investments are insured or collateralized.

Interest rate risk — Interest rate risk is the risk that changes in interest rates of debt instruments will
adversely affect the fair value of an investment. The District is not exposed to interest rate risk.

The composition of investments, reported at fair value by investment type at December 31, 2021, and
excluding cash and cash equivalents, and assets whose use is limited balances of $26,710,460 is as
follows:

Quoted Prices in
Active Markets

for Identical Percentage of
Investment Type Assets (Level 1) Totals
U.S. government agency obligations $ 4,809,537 100%

Note 5 — Property Taxes

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% of the 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. Tax collections for
the years ended December 31, 2021 and 2020, were 99.56% and 99.73% of the taxes levied during
those respective years.

The District is permitted by law to levy up to $0.75 per $1,000 of assessed valuation for general District
purposes. The 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 the people.

For 2021 and 2020, the District’s regular tax levy was $0.37 per $1,000 on a total assessed valuation of
$11,098,518,955 and $10,852,032,197, respectively, for a total regular levy of $4,077,587 and
$3,982,030, respectively. A portion of the tax revenue from the regular levy has been pledged toward
payments of the limited tax general obligation (LTGO) bonds.
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Note 6 — Capital Assets

Capital asset additions, retirements, and balances for the years ended December 31, 2021 and 2020,

were as follows:

NONDEPRECIABLE CAPITAL ASSETS
Land
Construction in progress

Total nondepreciable capital assets

DEPRECIABLE CAPITAL ASSETS
Land improvements
Buildings and improvements
Equipment

LESS ACCUMULATED DEPRECIATION
Land improvements
Buildings and improvements
Equipment

Depreciable capital assets, net

Capital assets, net

NONDEPRECIABLE CAPITAL ASSETS
Land

Total nondepreciable capital assets

DEPRECIABLE CAPITAL ASSETS
Land improvements
Buildings and improvements
Equipment

LESS ACCUMULATED DEPRECIATION
Land improvements
Buildings and improvements
Equipment

Depreciable capital assets, net

Capital assets, net

Balance, Balance,
December 31, December 31,
2020 Additions Retirements Transfers 2021
$ 14,631,178 $ - $ - $ 14,631,178

- 59,450 - 59,450
14,631,178 59,450 - 14,690,628
11,973,793 - - 11,973,793
32,450,710 538,907 - 32,989,617
13,528,437 306,582 - 13,835,019
(4,331,281) (722,839) - (5,054,120)
(10,296,827) (1,541,851) - (11,838,678)
(7,796,272) (798,357) - (8,594,629)
35,528,560 (2,217,558) - 33,311,002
$ 50,159,738 $ (2,158,108) $ - $ 48,001,630
Balance, Balance,
December 31, December 31,
2019 Additions Retirements Transfers 2020
$ 14,631,178 $ - $ - $ 14,631,178
14,631,178 - - 14,631,178
11,955,883 17,910 - 11,973,793
32,029,212 421,498 - 32,450,710
12,423,254 1,105,183 - 13,528,437
(3,587,525) (743,756) - (4,331,281)
(8,690,809) (1,606,018) - (10,296,827)
(6,954,148) (842,124) - (7,796,272)
37,175,867 (1,647,307) - 35,528,560
$ 51,807,045 $ (1,647,307) $ - $ 50,159,738

Depreciation expense for the years ended December 31, 2021 and 2020, was $3,063,047 and

$3,191,898, respectively.
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Note 7 — Long-Term Debt and Other Noncurrent Liabilities

Interest rates and maturities of long-term debt at December 31, 2021 and 2020, for the District consisted
of the following:

2021 2020

Limited tax general obligation and refunding bonds, series 2015,

4.25% to 5.00%, due semiannually on June 1 and December 1,

maturing in 2038, with annual amounts ranging from $885,000

to $2,880,000, net of unamortized discount of $474,961 and $502,900. $ 28,905,039 $ 29,737,100

Revenue bonds, series 2015, 5.00% to 6.25%, due semiannually

on June 1 and December 1, maturing in 2045, with annual amounts

ranging from $930,000 to $3,455,000, net of unamortized discount

of $985,777 and $1,026,851. 44,467,544 45,326,053

Limited tax general obligation and refunding bonds, series 2020A

and 20208, 3.25% to 4.12% due semiannually on June 1 and

December 1, maturing in 2040, with annual amounts ranging from

$105,000 to $4,145,000. 16,410,000 16,490,000

Note payable to Overlake Hospital Medical Center bearing
interest of 2.17%. If the terms of the note are met, the note is
forgiven in full in December 2023. 966,000 966,000

90,748,583 92,519,153
Less current portion (1,920,000) (1,820,000)

$ 88,828,583 $ 90,699,153

Under the terms of the revenue and refunding bonds, the District has agreed to maintain certain financial
ratios and meet certain covenants. Management is not aware of any violations with its debt covenants.

During 2020, the District issued the 2020 limited tax general obligation and refunding bonds to carry out a
tax-exempt refunding of the 2011 limited tax general obligation and refunding bonds. The refunding
resulted in the recognition of an accounting loss of $1,045,844, which was deferred and will be amortized
over the life of the 2011 bonds, which were set to mature in 2040, and is classified as a deferred outflow
of resources on the statement of net position. The refunding decreased the District’s aggregate debt
service payments by $7,723,000 over the next 20 years and resulted in an economic gain (difference
between the present values of the old and new debt service payments) of $5,517,000. Certain conditions
were met on September 3, 2021 resulting in a portion of the LTGO bond, a taxable bond, converting to a
tax exempt bond with an interest rate of 3.25%.
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Note 7 — Long-Term Debt and Other Noncurrent Liabilities (continued)

Changes in the District’s long-term liabilities during the years ended December 31, 2021 and 2020, are

summarized below:

Balance, Balance, Amounts
December 31, December 31, Due Within
2020 Additions Reductions 2021 One Year
Bonds payable
2020 LTGO bonds $ 16,490,000 $ - $ (80,000) $ 16,410,000 $ 105,000
2015 Revenue bonds 45,326,053 - (858,509) 44,467,544 930,000
2015 LTGO bonds 29,737,100 - (832,061) 28,905,039 885,000
Note payable 966,000 - - 966,000 -
Total noncurrent
liabilities $ 92,519,153 $ - $ (1,770,570) $ 90,748,583 $ 1,920,000
Balance, Balance, Amounts
December 31, December 31, Due Within
2019 Additions Reductions 2020 One Year
Bonds payable
2020 LTGO bonds $ - $ 16,490,000 $ - $ 16,490,000 $ 80,000
2015 Revenue bonds 46,095,395 - (769,342) 45,326,053 880,000
2015 LTGO bonds 30,479,162 - (742,062) 29,737,100 860,000
2011 LTGO bonds 15,360,000 - (15,360,000) - -
Note payable - 966,000 - 966,000 -
Total noncurrent
liabilities $ 91,934,557 $ 17,456,000 $ (16,871,404) $ 92,519,153 $ 1,820,000
Scheduled principal and interest repayments on long-term debt are as follows:
2015 LTGO Bonds 2015 Revenue Bonds 2020 LTGO Bonds Note Payable Total
Principal Interest Principal Interest Principal Interest Principal Interest Principal Interest
2022 $ 885000 $1,452950 $ 930,000 $2,741,375 $ 105000 $ 634463 $ - % - $ 1,920,000 $ 4,828,788
2023 980,000 1,408,813 980,000 2,694,875 120,000 630,311 966,000 3,046,000 4,733,999
2024 980,000 1,362,250 1,025,000 2,645,875 240,000 625,584 - 2,245,000 4,633,709
2025 965,000 1,319,513 1,080,000 2,594,625 380,000 616,218 2,425,000 4,530,356
2026 1,220,000 1,278,500 1,130,000 2,540,625 255,000 601,476 2,605,000 4,420,601
Amounts due 2027 - 2031 7,725000 5372750 6,710,000 11,649,725 1,975,000 2,824,070 16,410,000 19,846,545
Amounts due 2032 - 2036 11,045,000 3,127,500 8,945,000 9,420,038 3,430,000 2,333,198 23,420,000 14,880,736
Amounts due 2037 - 2041 5,580,000 423,000 12,060,000 6,305,313 9,905,000 1,198,878 27,545,000 7,927,191
Amounts due 2042 - 2045 - 12,593,321 2,036,563 - - 12,593,321 2,036,563

67,838,488

92,209,321 _$
Less amount representing unamortized discount 1,460,738

$ 90,748,583
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Note 8 — Retirement Plans

Deferred compensation plan — In 2006, the District began offering its employees a deferred
compensation plan, the Public Hospital District No. 4, King County, Washington, 457 Plan, created in
accordance with Internal Revenue Code (IRC) Section 457. The plan, available to all eligible employees,
permits them to defer a portion of their salary until future years. The District makes no contributions to this
plan. The deferred compensation is payable to employees upon termination, retirement, death, or
unforeseen emergency.

The plan is administered by Nationwide Retirement Plans, and the District has limited administrative
involvement and does not perform the investing function for the plan. The District does not hold the
assets of the plan in a trustee capacity and does not perform fiduciary accountability for the plan.
Therefore, the District employees’ deferred compensation plan created in accordance with IRC 457 is not
reported on the financial statements of the District. Contributions made by employees to the 457 Plan
totaled $132,791 and $183,594 in 2021 and 2020, respectively.

Defined contribution plan — In 2006, the District also began sponsoring a defined contribution plan in
accordance with IRC Section 403(b) covering substantially all qualified employees. Plan provisions and
contribution requirements are established by the District and may be amended by the District’'s Board of
Commissioners. Active participants meeting hourly and employee contribution criteria receive an
employer matching contribution based on a percentage of the employees’ base salary, subject to certain
limitations. The employer contribution fully vests upon completion of two qualified years or upon the
occurrence of death, disability, or attainment of age 65 for qualified employees. Forfeited contributions, if
any, are applied against future employer obligations.

The District’s liability under the plan, which is also administered by Nationwide Retirement Plans, is
limited to its annual contribution. The District’s contributions to the employee benefit plan totaled
$137,760 and $156,034 in 2021 and 2020, respectively. Contributions made by employees to the benefit
plan totaled approximately $861,499 and $901,534 in 2021 and 2020, respectively. For more information
on the plans, contact the District's human resources office.

Note 9 — Concentrations of Credit Risk
The District grants credit without collateral to its patients, most of whom are local residents and are

insured under third-party payor agreements. The mix of gross receivables from patients and third-party
payors was as follows:

2021 2020
Medicare 53% 48%
Medicaid 10% 9%
Other commercial 32% 36%
Patient and self-pay 5% 7%
100% 100%
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Note 10 — Commitments and Contingencies

Lease liability — The District leases certain facilities and equipment under lease arrangements. A
summary of the principal and interest amounts for the remaining leases are as follows December 31,
2021:

Principal Interest
2022 $ 741,180 $ 79,987
2023 544,790 40,441
2024 291,109 17,671
2025 76,640 2,690
2026 3,730 100

$ 1,657,449 $ 140,889

Intangible right to use lease — The District reported $846,146 and $952,987 as amortization expense on
the statements of revenues, expenses, and changes in net position in 2021 and 2020, respectively.
Accumulated amortization was $1,869,900 and $1,956,964 in 2021 and 2020, respectively. With the
implementation of GASB 87, a lease meeting the criteria of this statement requires the lessee to
recognize a lease liability and an intangible right to use asset.

Litigation — The District is involved in litigation and regulatory investigations arising in the course of
business. After consultation with legal counsel, management estimates that these matters will be resolved
without material adverse effect on the District’s future financial position or results from operations.

Compliance with laws and regulations — The health care industry is subject to numerous laws and
regulations from federal, state, and local governments. These laws and regulations include, but are not
necessarily limited to, matters such as licensure, accreditation, government health care program
participation requirements, reimbursement for patient services, and Medicare and Medicaid fraud and
abuse. Government activity with respect to investigations and allegations regarding possible violations of
these laws and regulations by health care providers, including those related to medical necessity, coding,
and billing for services, has increased substantially. Violations of these laws and regulations could result
in expulsion from government health care programs, together with the imposition of significant fines and
penalties, as well as significant repayments for patient services previously billed. Management believes
that the District is in compliance with the fraud and abuse regulations, as well as other applicable
government laws and regulations. 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.

Insurance — The District has its professional liability insurance coverage with Physicians Insurance. This
policy provides protection on a “claims-made” basis whereby claims filed in the current year are covered
by the current policy. If there are occurrences in the current year, they will be covered in the year the
claim is filed only if claims-made coverage is obtained in that year or if the District purchases insurance to
cover “prior acts.” Current coverage with no deductible is for $1,000,000 per occurrence subject to a
$5,000,000 annual limit. No liability has been accrued for future claims for acts occurring in the current or
prior years. Also, it is possible that claims may exceed coverage obtained in any given year.
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Note 11 — COVID-19 Pandemic

Medicare advance payments — The District applied for and received $11,027,886 under the Accelerated
Payment Program, administered by the Centers for Medicare and Medicaid Services (CMS). This amount
is treated as an advance liability bearing no interest and with a recoupment period that was originally
scheduled to begin 120 days following receipt of the accelerated payments. On September 30, 2020, a
new funding bill was enacted, which delayed recoupment of such funds. The finalized funding bill gave
companies one year before Medicare can claim payments to repay the advance payments. Additionally,
the measure lowered the interest rate on outstanding payments after the 29-month period from 10.25% to
4.00%. Recoupment began in April 2021 and the District has 29 months from that point to fully repay the
advance if it is not recouped by Medicare. The District has included $7,384,854 and $4,164,000 in current
liabilities and $0 and $6,863,886 in long-term liabilities within the statement of net position at

December 31, 2021 and 2020, respectively.

Provider relief funding —The District received funds under the Provider Relief Fund, administered by the
U.S. Department of Health & Human Services (HHS), under the Coronavirus Aid, Relief, and Economic
Security Act (CARES Act) of $665,646 and $5,353,525 in 2021 and 2020, respectively. The District
recognized $3,036,424 and $2,982,747 of the total received as nonoperating revenue in 2021 and 2020,
respectively. The District was required to agree to the terms and conditions associated with the funds.
Those terms and conditions include measures to prevent fraud and misuse. Documentation is required to
ensure that these funds are to be used for expenses or lost revenue attributable to COVID-19. Also, anti-
fraud monitoring and auditing will be done by HHS and the Office of the Inspector General.

Note 12 — Paycheck Protection Program Loan

In April 2020, the District received loan proceeds of $3,965,000 under the Paycheck Protection Program
(the PPP Loan). The Paycheck Protection Program (PPP) was established as part of the CARES Act and
is administered by the U.S. Small Business Administration (SBA). The PPP Loan to the District was made
through Northwest Bank.

The original term of the PPP Loan was two years. The annual interest rate on the PPP Loan was 1.0%.
Payments of principal and interest on the loan were deferred for the first six months of the term of the
loan, as well as through any loan forgiveness application period. The promissory note evidencing the PPP
Loan contained customary events of default relating to, among other things, payment defaults, breach of
representations and warranties, or provisions of the promissory note. The occurrence of an event of
default could trigger the immediate repayment of all amounts outstanding, collection of all amounts owing
from the District, and/or filing suit and obtaining a judgement against the District.

Under the terms of the CARES Act, PPP Loan recipients may apply for and be granted forgiveness for all
or a portion of the loans granted under the PPP. In April 2021, the District received notification that the
PPP Loan was fully forgiven. Income from extinguishment of debt has been recorded in the statement of
revenues, expenses, and changes in net position of the financial statements for the year ended
December 31, 2021.
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MOSSADAMS

Report of Independent Auditors 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

The Board of Commissioners
Public Hospital District No. 4,
King County, Washington

We have audited, in accordance with the 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 Public
Hospital District No. 4, King County, Washington as of and for the year ended December 31, 2021,
and the related notes to the financial statements, which collectively comprise Public Hospital District
No. 4, King County, Washington’s basic financial statements, and have issued our report thereon
dated May 20, 2022.

Report on Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered Public Hospital
District No. 4, King County, Washington’s internal control over financial reporting (internal control) as
a basis for designing 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 Public Hospital District No. 4, King County, Washington’s internal control.
Accordingly, we do not express an opinion on the effectiveness of Public Hospital District No. 4, King
County, Washington’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 possibility that a
material misstatement of the entity'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 or significant deficiencies may exist that were not identified.
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Report on Compliance and Other Matters

As part of obtaining reasonable assurance about whether Public Hospital District No. 4, King County,
Washington'’s financial statements are free from material misstatement, we performed tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements,
noncompliance with which could have a direct and material effect on the financial statements.
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
entity’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 entity’s internal control and
compliance. Accordingly, this communication is not suitable for any other purpose.

Mere Odama LLP

Everett, Washington
May 20, 2022
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@ MOSSADAMS

Report of Independent Auditors on Compliance for Each Major Federal
Program; Report on Internal Control over Compliance; and Report on the
Schedule of Expenditures of Federal Awards Required by the Uniform
Guidance

The Board of Commissioners
Public Hospital District No. 4,
King County, Washington

Report on Compliance for Each Major Federal Program
Opinion on Each Major Federal Program

We have audited Public Hospital District No. 4, King County, Washington’s compliance with the types
of compliance requirements identified as subject to audit in the OMB Compliance Supplement that
could have a direct and material effect on each of Public Hospital District No. 4, King County,
Washington's major federal programs for the year ended December 31, 2021. Public Hospital District
No. 4, King County, Washington's major federal programs are identified in the summary of auditor's
results section of the accompanying schedule of findings and questioned costs.

In our opinion, Public Hospital District No. 4, King County, Washington complied, in all material
respects, with the compliance requirements referred to above that could have a direct and material
effect on each of its major federal programs for the year ended December 31, 2021.

Basis for Opinion on Each Major Federal Program

We conducted our audit of compliance in accordance with auditing standards generally accepted in
the United States of America (GAAS); the standards applicable to financial audits contained in
Government Auditing Standards issued by the Comptroller General of the United States (Government
Auditing Standards); and the audit requirements of Title 2 U.S. Code of Federal Regulations Part 200,
Uniform Administrative Requirements, Cost Principles, and Audit Requirements for Federal Awards
(Uniform Guidance). Our responsibilities under those standards and the Uniform Guidance are further
described in the Auditor's Responsibilities for the Audit of Compliance section of our report.

We are required to be independent of Public Hospital District No. 4, King County, Washington and to
meet our other ethical responsibilities, in accordance with relevant ethical requirements relating to our
audit. We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our opinion on compliance for each major federal program. Our audit does not provide a
legal determination of Public Hospital District No. 4, King County, Washington’s compliance with the
compliance requirements referred to above.

Responsibilities of Management for Compliance

Management is responsible for compliance with the requirements referred to above and for the
design, implementation, and maintenance of effective internal control over compliance with the
requirements of laws, statutes, regulations, rules, and provisions of contracts or grant agreements
applicable to Public Hospital District No. 4, King County, Washington’s federal programs.
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Auditor’s Responsibilities for the Audit of Compliance

Our objectives are to obtain reasonable assurance about whether material noncompliance with the
compliance requirements referred to above occurred, whether due to fraud or error, and express an
opinion on Public Hospital District No. 4, King County, Washington’s compliance based on our audit.
Reasonable assurance is a high level of assurance but is not absolute assurance and therefore is not
a guarantee that an audit conducted in accordance with GAAS, Government Auditing Standards, and
the Uniform Guidance will always detect material noncompliance when it exists. The risk of not
detecting material noncompliance resulting from fraud is higher than for that resulting from error, as
fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override of
internal control. Noncompliance with the compliance requirements referred to above is considered
material, if there is a substantial likelihood that, individually or in the aggregate, it would influence the
judgment made by a reasonable user of the report on compliance about Public Hospital District No. 4,
King County, Washington’s compliance with the requirements of each major federal program as a
whole.

In performing an audit in accordance with GAAS, Government Auditing Standards, and the Uniform
Guidance, we

e Exercise professional judgment and maintain professional skepticism throughout the audit.

o Identify and assess the risks of material noncompliance, whether due to fraud or error, and
design and perform audit procedures responsive to those risks. Such procedures include
examining, on a test basis, evidence regarding Public Hospital District No. 4, King County,
Washington's compliance with the compliance requirements referred to above and performing
such other procedures as we considered necessary in the circumstances.

e Obtain an understanding of Public Hospital District No. 4, King County, Washington's internal
control over compliance relevant to the audit in order to design audit procedures that are
appropriate in the circumstances and to test and report on internal control over compliance in
accordance with the Uniform Guidance, but not for the purpose of expressing an opinion on the
effectiveness of Public Hospital District No. 4, King County, Washington's internal control over
compliance. Accordingly, no such opinion is expressed.

We are required to communicate with those charged with governance regarding, among other
matters, the planned scope and timing of the audit and any significant deficiencies and material
weaknesses in internal control over compliance that we identified during the audit.

Report on Internal Control Over Compliance

Our consideration of internal control over compliance was for the limited purpose described in the
Auditor’s Responsibilities for the Audit of Compliance section above and was not designed to identify
all deficiencies in internal control over compliance that might be material weaknesses or significant
deficiencies in internal control over compliance and therefore, material weaknesses or significant
deficiencies may exist that were not identified. We did not identify any deficiencies in internal control
over compliance that we consider to be material weaknesses. However, as discussed below, we did
identify certain deficiencies in internal control over compliance that we consider to be significant
deficiencies.

31



A deficiency in internal control over compliance exists when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their
assigned functions, to prevent, or detect and correct, noncompliance with a type of compliance
requirement of a federal program on a timely basis. A material weakness in internal control over
compliance is a deficiency, or a combination of deficiencies, in internal control over compliance such
that there is a reasonable possibility that material noncompliance with a type of compliance
requirement of a federal program will not be prevented, or detected and corrected, on a timely basis.
A significant deficiency in internal control over compliance is a deficiency, or a combination of
deficiencies, in internal control over compliance with a type of compliance requirement of a federal
program that is less severe than a material weakness in internal control over compliance, yet
important enough to merit attention by those charged with governance. We consider the deficiency in
internal control over compliance described in the accompanying schedule of findings and questioned
costs as item 2021-001, to be a significant deficiency.

Our audit was not designed for the purpose of expressing an opinion on the effectiveness of internal
control over compliance. Accordingly, no such opinion is expressed.

Government Auditing Standards requires the auditor to perform limited procedures on Public Hospital
District No. 4, King County, Washington's response to the internal control over compliance findings
identified in our audit described in the accompanying schedule of findings and questioned costs.
Public Hospital District No. 4, King County, Washington's response was not subjected to the other
auditing procedures applied in the audit of compliance and, accordingly, we express no opinion on
the response.

The purpose of this report on internal control over compliance is solely to describe the scope of our
testing of internal control over compliance and the results of that testing based on the requirements of
the Uniform Guidance. Accordingly, this report is not suitable for any other purpose.

Report on Schedule of Expenditures of Federal Awards Required by the Uniform
Guidance

We have audited the financial statements of Public Hospital District No. 4, King County, Washington
as of and for the year ended December 31, 2021, and have issued our report thereon dated May 20,
2022, which contained an unmodified opinion on those financial statements. Our audit was performed
for the purpose of forming an opinion on the financial statements as a whole. The accompanying
schedule of expenditures of federal awards is presented for purposes of additional analysis as
required by the Uniform Guidance and is not a required part of the financial statements. Such
information is the responsibility of management and was derived from and relates directly to the
underlying accounting and other records used to prepare the financial statements. The information
has been subjected to the auditing procedures applied in the audit of the financial statements and
certain additional procedures, including comparing and reconciling such information directly to the
underlying accounting and other records used to prepare the financial statements or to the financial
statements themselves, and other additional procedures in accordance with auditing standards
generally accepted in the United States of America. In our opinion, the schedule of expenditures of
federal awards is fairly stated in all material respects in relation to the financial statements as a
whole.

NMeora Qdama LLP

Everett, Washington
September 27, 2022
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Public Hospital District No. 4, King County, Washington
Schedule of Findings and Questioned Costs
Year Ended December 31, 2021

Section | - Summary of Auditor’s Results

Financial Statements

Type of report the auditor issued on whether the financial
statements audited were prepared in accordance with GAAP: Unmodified

Internal control over financial reporting:

e Material weakness(es) identified? [] Yes X No

o Significant deficiency(ies) identified? ] Yes X None reported
Noncompliance material to financial statements noted? [] Yes X No

Federal Awards

Internal control over major federal programs:

e Material weakness(es) identified? [] Yes X No

e Significant deficiency(ies) identified? X Yes ] None reported
Any audit findings disclosed that are required to be reported

in accordance with 2 CFR 200.516(a)? X Yes [ ] No

Identification of major federal programs and type of auditor’s report issued on compliance for major
federal programs:

Type of Auditor’s Report
Federal Assistance Issued on Compliance for
Listing Number Name of Federal Program or Cluster Major Federal Programs
93.498 COVID-19 Provider Relief Fund and American Unmodified
Rescue Plan (ARP) Rural Distribution

Dollar threshold used to distinguish between type A and type

B programs: $ 750,000

Auditee qualified as low-risk auditee? [] Yes X No

Section Il - Financial Statement Findings

None reported
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Public Hospital District No. 4, King County, Washington
Schedule of Findings and Questioned Costs
Year Ended December 31, 2021

Section Il - Federal Award Findings and Questioned Costs

Finding 2021-001 — Reporting: Significant Deficiency In Internal Control Over Compliance

Federal agency: U.S. Department of Health and Human Services (HHS)

Program name: COVID-19 Provider Relief Fund and American Rescue Plan (ARP) Rural Distribution
Federal Assistance Listing Number: 93.498

Award Year: 2020

Questioned costs: None noted.

Criteria: The District should have appropriate internal controls in place to ensure that reporting
requirements are met and amounts utilized in reports are calculated accurately and in accordance with 45
CFR 75.342.

Condition and Context: The Period 1 Provider Relief Fund (PRF) report submitted during the year
ended December 31, 2021 was tested. The District elected to use Lost Revenues Option 2 Budgeted
Revenue to report lost revenue based on quarterly actuals vs. budget, however, HHS requires the
budgets used to have been approved before March 27, 2020. The 2021 calendar year budget was not
approved until after that date.

Cause: PRF guidance was not thoroughly reviewed and researched.

Effect: There was no impact to total funding received or retained by the District due to the error. The
District’s lost revenue as calculated for 2020 generated more than sufficient lost revenue to justify the
total funding received by the entire District as reported on the Schedule of Expenditures for Federal
Awards (“SEFA”). As such, the total amount of funding recognized on the basis of lost revenue for period
1 was accurate and the amount reported per the SEFA was also accurate.

Repeat Finding: This is not a repeat finding.

Recommendation: Policies and procedures over federal grant reporting should be modified to ensure
reports are prepared using complete and accurate information. Review controls should be in place by
someone other than the preparer of the report to ensure information is accurate prior to submission of the
report.

Management Response: At the time of submission of the required reporting on this funding, this

requirement was not known. The District will correct the issue in the next reporting and change how they
report lost revenue.
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Public Hospital District No. 4, King County, Washington
Schedule of Expenditures of Federal Awards
Year Ended December 31, 2021

Assistance
FEDERAL GRANTOR/PASS-THROUGH Listing Pass-Through or Federal
GRANTOR/CLUSTER - PROGRAM TITLE Number Award Number Expenditures
U.S. Department of Health and Human Services
COVID-19 - Provider Relief Fund and American 93.498 N/A $ 5,254,602
Rescue Plan (ARP) Rural Distribution
COVID-19 HRSA COVID-19 Claims Reimbursement
for the Uninsured Program and the COVID-19
Coverage Assistance Fund 93.461 N/A 63,501
Total U.S. Department of Health and Human Services 5,318,103
Total Expenditures of Federal Awards $ 5,318,103

See notes to schedule of expenditures of federal awards. 35




Public Hospital District No. 4, King County, Washington
Notes to Schedule of Expenditures of Federal Awards
Year Ended December 31, 2021

Note 1 — Basis of Presentation

The accompanying schedule of expenditures of federal awards (the Schedule) includes the federal grant
activity of Public Hospital District No. 4 King County, Washington, doing business as Snoqualmie Valley
Hospital and as Hospital District No. 4 Clinics (the District) under programs of the federal government for
the year ended December 31, 2021. The information in this Schedule is presented in accordance with the
requirements of Title 2 U.S. Code of Federal Regulations Part 200, Uniform Administrative Requirements,
Cost Principles, and Audit Requirements for Federal Awards (Uniform Guidance). Because the Schedule
presents only a selected portion of the operations of the District, it is not intended to, and does not,
present the financial position, changes in net position or cash flows of the District. Therefore, some
amounts presented in this schedule may differ from amounts presented in, or used in the preparation of
the financial statements.

Note 2 — Summary of Significant Accounting Policies

Expenditures reported on the Schedule are reported on the accrual basis of accounting. Such
expenditures are recognized following the cost principles contained in the Uniform Guidance, wherein
certain types of expenditures are not allowable or are limited as to reimbursement. Pass-through entity
identifying numbers are presented where available.

Note 3 — Program Costs

The amounts shown as current year expenses represent only the federal grant portion of the program
costs. Entire program costs may be more than shown.

Note 4 — Indirect Cost Rate

The District has not elected to use the 10% de minimis indirect cost rate allowed under the Uniform
Guidance.

Note 5 — Subrecipients

The District did not provide any federal awards to subrecipients during the year ended December 31,
2021.

Note 6 — Provider Relief Fund

In accordance with guidance from HHS, the District included expenditures for Provider Relief Fund
Assistance Listing No. 93.498 of $5,254,602 for reporting period 1 in the Schedule for the year ended
December 31, 2021, to align with HHS reporting guidelines. As a result, $2,271,855 and $2,982,747 of
Provider Relief Fund assistance for period 1 included in the Schedule was recognized by the District as
revenue during the years ended December 31, 2021 and 2020, respectively. The tax ID number of the
entity that received Provider Relief Fund assistance was 91-0908129.
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