LAKE HEALTH DISTRICT
dba
Lake District Hospital & Long Term Care Facility
aka
Lakeview Home Health & Hospice
Lake District Medical Office
Lake District Health Center

Management’s Discussion and Analysis

Our discussion and analysis of Lake Health District, dba Lake District Hospital & Long Term Care
Facility’s (District) financial performance provides an overview of the District Hospital’s financial activities
for the fiscal year ended on June 30, 2008. Please read it in conjunction with the Hospital’s financial
statements that follow this analysis.

The District Hospital is a governmental entity and a political subdivision of the State of Oregon. It
was created by the Oregon legislature to provide hospital and other health care services for the
residents of the District. The District was created by public vote on July 18, 1967 and the current
Hospital facility opened its doors in 1971. The District operates a 21-bed acute care hospital, an
attached 47-bed skilled long term care facility, a home health and hospice service, outpatient clinic
services, provides through leases physician clinic facilities, and buildings to support those operations.
The District services include the acute care hospital, obstetrical services, surgery, emergency room,
and related ancillary services (lab, x-ray, etc.) assoctated with these services.

A 5-member board of directors governs the District. The members of the board are elected for a term of 4
years. Elections are staggered so no more than one third of the board is up for election at one time. The
board is required to elect a chairman and secretary. One of their duties is to appoint an administrator — chief
executive officer (CEO). The board delegates the day-to-day operations of the district to the CEO.

The District is a municipal government entity. As such, the District levies and the county collects property
taxes from property owners within Lake Health District. These tax revenues are used to support the purpose
of the District, which is to provide health care to its members. However, tax support is minimal
representing approximately 4.1 percent of hospital receipts.

The Government Accounting Standards Board prescribes the financial reporting of the Hospital. This is the
format followed by the District. The State of Oregon’s Auditors Office maintains copies of audited financial

statements.
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Issues Facing the Health District

There are issues facing the District that could result in material changes in its financial position in the long term.
Among those issues are:

Risks related to Medicare and Medicaid Reimbursement

Labor shortages for healthcare professionals in Physicians and Registered Nurses and in other
healthcare related fields

Increasing employee and employee benefit costs

Increasing numbers of uninsured and underinsured patients

High liability and malpractice insurance premiums

Concern about access to affordable capital for future facility development or renovation
Concern about retaining and recruiting primary care physicians

High liability and malpractice costs affecting primary care physician practices

Difficulty recruiting and maintaining specialty physician services in the community

The Hospital is certified as a provider under both the Medicare program, which provides certain healthcare
benefits to beneficiaries who are over 65 years of age or disabled, and the Medicaid program, funded jointly by
the federal government and the states, which provides medical assistance to certain needy individuals and
families Approximately 43.4 percent of the gross patient revenue for FY ending June 30, 2008 was derived
from Medicare , 16.6 percent were derived from Medicaid, 31.9% from other insurance and 8.2% from private

pay or uninsured.

As a Critical Access Facility since December 2001, payments for Medicare and Medicaid hospital services
have been paid on a cost basis. Actual interim payment is computed on a percentage of charges, derived from
the most recent filed Medicare Statement of Reimbursable Cost.

Medicare compensates the District on fixed rates for different classifications of Skilled Nursing and Home
Health Services. Also, Hospice services and physician services are paid at fixed rates or fee schedules. When
the reimbursement is fixed, the hospital lost money on any cases that the expenses exceed the reimbursement.

Under Medicaid, the federal government provides grants to states that have programs meeting certain federal
guidelines. These funds or programs continue to be reduced as Oregon’s state government has attempted to
balance their budget.

In recent years, both the state and federal governments have increased enforcement of laws designed to combat
health care fraud, and additional anti-fraud legislation has been adopted at both the federal and state levels.
There are high penalties for organizations caught breaking these laws. There are a number of examples in the
west, where hospitals have been audited and the justice department is looking to recover millions of dollars
from cach one in what they allege to be improper payments. The fees and fines for a hospital caught in
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violation of these laws can be substantial. Failure of the District to meet these laws can result in the exclusion
of Medicare and Medicaid funds along with fines and criminal penalties.

Risks Related to HIPAA

Under the Health Insurance Portability and Accountability Act (HIPAA), health plans, healthcare
clearinghouses, and healthcare providers including hospitals and their business partners must maintain
reasonable and appropriate administrative, technical, and physical safeguards to ensure the integrity and
confidentiality of electronic healthcare information. The hospital must also protect against reasonable
foreseeable threats to the security or integrity of the information and protect against unauthorized use or
disclosure. Again, penalties are high with the loss of Medicare and Medicaid funds, fines and criminal
sanctions.

General Risks Affecting Healthcare Facilities

Technology and Services
Scientific and technological advances, new procedures, drugs and appliances, preventive medicine,

occupational health and safety programs and outpatient healthcare delivery may reduce utilization and revenues
for the Hospital in the future. Technological advances continue to accelerate the trend toward the use of
sophisticated equipment and services for diagnosis and treatment of healthcare illnesses and discases.

Employment and Labor Issues

The Hospital is a major employer within the community, employing a complex mix of professional, technical,
clerical, maintenance, dietary, housekeeping, union and non-union workers. Risks include contract disputes,
discrimination claims, personal tort actions, work-related injuries and exposure to hazardous materials to name
a few of the potential issues. A nursing shortage, as well as other medical professional/technical employees, is
another issue that is causing higher salaries, requiring the usage of agency staff at a premium wage rate.

Competition
Even in a rather isolated geographic location, competition from other hospitals and bealthcare providers are a

risk to the hospital’s revenue. Tertiary care facilities and others offering specialty care often promote
competitive profitable services to those provided locally. All too frequently, others try to carve out profitable
segments of the hospital’s business leaving hospital with product lines or services that are losing money.

Insurance
Malpractice costs for hospitals and physicians have increased significantly over the last 6 years. These increases

have caused providers to leave certain geographic areas and certain specialties. In Oregon, with no
cap on malpractice damages, the exposure is high for healthcare providers resulting in substantially higher
premiums.
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Financial Highlights

The Hospital’s overall business increased with gross patient revenue at $15.9 million or 1.4% increase from the
prior year. This includes a 6% nominal price increase. Net patient revenues decreased $0.14 million or 1.2%. It
was an abnormal year with a decrease in Acute patient days of 8% and a decrease in Long Term Care days of
21%. Management believes the Acute census variance was not indicative of a trend and stems from normal
cyclical nature. The Long Term Care census decline stems from Medicaid economic shifis and will take more
time to rebuild. On the positive side outpatient and inpatient surgeries increased by 92 or 26%. Births reduced
slightly to 54 from 59. Non operating revenues totaled $1,064,907 an increase of $40,507 or 3.9% from 2007
. Revenue deductions, allowances, charity and bad debts reduced gross patient revenue by $ 3.8 million or
24.1% of gross patient revenue. These reductions are largely the result of contractual adjustment and
allowances with Medicare $ 1.9 million and Medicaid $ 0.7 million, comprising 68.6% of total revenue
deductions. Total reductions increased $364,650 or 10.4% from 2007 in part due to increased charity write

offs.

In total, including non-patient activities, the Hospital’s expenses increased by $0.7 million or 5.5%. Salary and
wages increased $ 482 thousand or 8.5% and full time equivalents (fte) increased by 4.93. The majority of
these increases occurred in the acute department where additional nurses and c.n.a. positions were added thus
reducing overtime and temporary staff contracts. Employees benefit expense increased by $156 thousand or
8.5%. This increase was due to increases of health insurance costs and the addition of employees.

The Hospital had net loss of $50,235 in 2008 compared to a net gain of $751,876 in 2007.

Net accounts receivable decreased from $2.84 million in 2007 to $2.58 million. The decrease was dueto a
combination of concentrated focus on account management and filling key business office positions that were

vacant.

Lake District spent $743,684 in capital expenditures in 2008, an increase of $472,786 or 174.5% from 2007.
$519,772 of the capital expenditures were used in Radiology to purchase a new CT scanner. This upgrade in
the hospital’s diagnostic equipment provides more detailed and faster images, and allows for additional studies
that previously had to be referred outside of the community. Other Capital Expenditures included general and
specialty surgery equipment and upgrades totaling $104,698. Also included were a Security Camera System,
Ultrasound Machine, Pharmacy Flow Bench and certain equipment in Long Term Care. These expenditures
were for routine equipment replacement and/or upgrades and investments in new equipment to help keep the
hospital functioning at a high level, and continue expanding our specialty clinics and surgery services.

Not included in the capital expenditures listed above were Project in Progress expenditures in the amount of
$233,460. These amounts are related to the addition/remodel and upgrade of the facility. The community
showed its support for the project by passing an $8,000,000 general obligation bond levy on November 4, 2008.

The District has been fortunate to have received a grant in the amount of $132,280 from the Collins McDonald
Trust Fund and additional private party contributions in 2008.
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Condensed financial information for the years ended June 30, 2008 June 30, 2007 & June 30, 2006 are as follows:

Table 1: Assets, Liabilities, and Net Assets

Assets:
Current assets
Capitai assets, net
Other non-current assets
Total assets
Liabilities:
Long-term debt outstanding
Other current and non-current liabilities
Total liabilities

Net assets:
Unrestricted
Capital assets, net of related debt
Temporarily restricted
Permanently restricted
Total net assets

Table 2: Operating Results
and Changes in Net Assets

Operating Revenues:
Net patient service revenues
Other operating revenues
Total operating revenues

Operating Expenses:
Salanies and benefits
Depreciation and amortization
Supplies
Other operating expenses
Total operating expenses

Loss from Operations

Non-operating Revenues (Expenses)
Taxation
Lease income
Contributions
Other non operating gains/<Losses>
Total non-operating gains, net

Increase (Decrease) in net assets
Net assets, beginning of year
Interest Earned on Restricted Net Assets
Net Assets Released from Restrictions
Net assets, end of year

2008 2007 2006
$ 5,696,084 $5,974,263 $ 5104252
2,733,665 2,176230 2,420,387
3,025,095 2,922,504 2788413
$.11,454.844 $.11,073,087 $10313,052
$ 455,800 0 § 2344
1291581 1,303,503 1322274
$_1,747.381 $_1,303,503 $_ 1324618
$ 6951251 $ 17,005,285 $ 6,104,548
2,176,956 2,173,895 2,295,843
193,086 204,234 201,873
386,170 386,170 386,170
$ 9707463 $ 9,769,584 $ 8,088,434
2008 2007 2005

$ 12,034,160 $ 12,178237 $ 11,372,526
75,690 78,644 70,245
12,109,850 1 81 11,442,771
8,156,847 7,519,491 7,004,165
419,709 509,390 565,455
1,102,080 1,096,501 1,141,056
3,546,356 3404023 2901638
13,224,992 12520405 _11612.314
(1,115,142) (272,524) (169,543)
643,688 637,801 552,746

46,168 45233 44,837

132,265 58,367 109,143

242786 282999 294,094
1,064,907 1,024,400 1,000,820

$  (50235) $ 751876 § 831277
9,760,584 8988434 8145652
14,199 51223 11,505

(26,085) (21.949) 0
$_0.707,463 $ 0769584  $_8,988434



