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Management’s Discussion and Analysis
MARK TWAIN HEALTH CARE DISTRICT

June 30, 2015

The management of the Mark Twain Health Care District (the District) has prepared this annual discussion and
analysis in order to provide an overview of the District’s performance for the fiscal year ended June 30, 2015 in
accordance with the Governmental Accounting Standards Board Statement No. 34, Basic Financials Statements;
Management’s Discussion and Analysis for State and Local Governments. The intent of this document is to provide
additional information on the District’s financial performance as a whole in addition to providing a prospective look
at revenue growth, operating expenses, and capital development plans. This discussion should be reviewed in
conjunction with the audited financial statements for the fiscal year ended June 30, 2015 and accompanying notes
to the financial statements to enhance one’s understanding of the District’s financial performance.

Financial Highlights

The District’s financial statements consist of three statements: balance sheet; statement of revenues, expenses, and
changes in net position; and statement of cash flows. These financial statements and related notes provide
information about the activities of the District, including resources held by the District but restricted for specific
purposes by contributors, grantors, or enabling legislation.

The balance sheet includes all of the District’s assets and liabilities, using the accrual basis of accounting, as well
as an indication about which assets can be used for general purposes and which are designated for a specific purpose.

Highlights within the balance sheet for the year ended June 30, 2015 were:

(1) Total assets increased by $47,607 due mainly to a $55,245 increase in the District’s interest in Mark Twain
Medical Center;

(2) Cash and cash equivalents decreased by $42,741 due mainly to property and equipment purchases of $167,591
and other asset increases of $40,026, both of which were funded mainly by operating cash during the year;

(3) Other receivables decreased slightly by $11,431 as most of the rent due from tenants by June 30, 2015 was
collected before year end as opposed to the prior year when there was $16,045 due in rent and other receivables at
June 30, 2014;

(4) Property and equipment increased by $13,495 as additions were $167,591, less depreciation expense of $108,084
and a loss on disposal of $46,012. The loss occurred due to the write off of previously capitalized costs associated
with the a possible purchase of a location for a rural health care clinic in Angels Camp, California

(5) Other assets increased due mainly to the further capitalization of lease negotiation costs of $41,154 during the
year.

(6) Accounts payable increased by $30,002 due to the closeness of the timing of certain services towards year end
which were paid subsequent to year end.



Management’s Discussion and Analysis (continued)

MARK TWAIN HEALTH CARE DISTRICT

The statement of revenues, expenses and changes in net position reports all of the revenues earned and expenses
incurred during the time period indicated. Net position (the difference between total assets and total liabilities) is
one way to measure the financial health of the District.

Highlights within the statement of revenues, expenses and changes in net position for the year ended June 30, 2015
were:

(1) An excess of operating revenues over operating expenses of $21,823 as compared to the prior year excess of
$28,120. Operating revenues were $1,406,172 (an increase of $11 6,103 overthe prior year) while operating expenses
were $1,384,349 (an increase of $122,400 over the prior year);

(2) A $29,093 non-operating expense in debt financing costs related to the forthcoming debt borrowings as described
in the subsequent events footnote;

(3) A $55,245 gain in the interest in Mark Twain Medical Center for the year ended June 30, 2015 as compared to
the 2014 gain of $669,164.

The statement of cash flows reports the cash provided by and used by the District’s operating activities, as well as
other cash sources such as investment income and cash payments for capital additions and improvements. This
statement provides meaningful information on how the District’s cash was generated and how it was used during the
fiscal year.

Cash and Investments

For the fiscal year ended June 30, 2015, the District’s operating cash and investments totaled $2,386,298 as compared
to $2,429,039 in fiscal year 2014. AtJune 30,2015, days cash on hand were 683 as compared to June 30, 2014 when
days cash on hand were 780. The District maintains sufficient cash and cash equivalent balances to pay all short-term
liabilities.

Current Assets and Liabilities

Current assets decreased by $61,159 due mainly to a decrease in cash and cash equivalents of $42,741 and a
decrease in other receivables of $11,431 for reasons previously described. Accounts payable of the District
increased by $30,002 as the average pay period increased from 13.98 in 2014 to 21.05 in 2015, These changes
also produced a current ratio of 11.25 for June 30, 2015 as compared to 11.51 for June 30, 2014.



Management’s Discussion and Analysis (continued)

MARK TWAIN HEALTH CARE DISTRICT

Capital and Other Assets

Capital asset additions were comprised of property and equipment, and construction in progress purchases. During
the year ended June 30, 2015, these purchases amounted to $167,591 and were funded by operating cash and cash
equivalents. These additions, coupled with $108,084 in depreciation expense and a write off of previously capitalized
costs of $46,012, resulted in a net increase in capital assets of $13,495. During the year the District wrote off $46,012
of previously capitalized costs related toward the purchase of a new site for a rural health clinic in the neighboring
town of Angels Camp. Negotiations for this site were terminated during the year and a new site in Valley Springs,
California was selected. There was $73,199 purchased and capitalized in construction in progress projects as of June
30, 2015 towards this new site.

The District also spent an additional $41,154 in costs towards the lease negotiations for a new long-term lease
with Mark Twain Medical Center. These costs have also been capitalized as an other asset for an accumulated
total of $119,173 as of June 30, 2015.

District Revenues and Rental Income

The District receives approximately 65% of its operating support from property taxes. These funds are used to
support operations of the District. They are classified as operating revenue as the revenue is directly linked to the
operations of the District. Property taxes are levied by the County on the District’s behalf during the year, and are
intended to help finance the District’s activities during the same year. Amounts are levied on the basis of the most
current property values on record with the County. Property taxes increased in 2015 by $60,906 from 2014.

The District also rents and/or leases hospital facilities, private office for physicians and land to various entities and
individuals for purposes of supplying healthcare to the residents in the surrounding area. Rental income for the year
ended June 30, 2015 also increased by $52,689 over the previous year.

Operating Expenses

Total operating expenses were $1,384,349 for fiscal year 2015 compared to $1,1261,949 for the prior fiscal year. The
9% increase is mainly due primarily to:

(1) A $9,502 slight increase in professional fees. However other professional fees have been capitalized as they
pertained to the new clinic site and the negotiations of the new lease amendment with Mark Twain Medical Center.

(2) A $77,531 increase in program and event expenses as the District offered more programs and events for the
general public during the year in efforts to educate those interested in on-going healthcare issues.



Management’s Discussion and Analysis (continued)

MARK TWAIN HEALTH CARE DISTRICT

(3) A $35,476 increase in tenant services as those service agreements were updated during the year.

(4) A $28,703 decrease in utilities due mainly to revised accountability with Mark Twain Medical Center and better
efficiencies added during the year.

All other expenses were very comparable to the prior year.

Economic Factors and Next Fiscal Year’s Budget

The District’s board approved the fiscal year ending June 30,2016 budget at a recent 2015 Board meeting. For fiscal
year 2016, the District is budget has the following assumptions:

Property taxes were budgeted at the approximately the same levels of 2015 while rents increased slightly.
Utilities were budgeted to increase slightly.

Professional fees and other operating expenses are expected to remain fairly consistent for the year as compared
to 2015.

As noted in the footnotes, the District has negotiated the sixth amendment of the current lease agreement with Mark
Twain Medical Center and is currently in negotiations with the new long-term lease agreement which should be put
into place in the near future.



JWT & Associates, LLP

A Certified Public Accountancy Limited Liability Partnership
1111 East Herndon Avenue, Suite 211, Fresno, California 93720
Voice: (559) 431-7708 Fax: (559) 431-7685 Email: rjctcpa@aol.com

Report of Independent Auditors

The Board of Directors
Mark Twain Health Care District
San Andreas, California

We have audited the accompanying financial statements of the Mark Twain Health Care District, (the District) which
comprise the balance sheet as of June 30, 2015, and the related statements of revenues, expenses and changes in net
position, and cash flows for the year then ended, and the related notes to the financial statements.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our audit
in accordance with auditing standards generally accepted in the United States of America and the standards applicable
to financial audits contained in Government Auditing Standards, issued by the Comptroller General of the United
States. Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free from material misstatement.

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



Opinion

In our opinion the financial statements referred to above present fairly, in all material respects, the financial position
of the District at June 30, 2015, and the results of its operations and its cash flows for the year then ended, in
conformity with accounting principles generally accepted in the United States of America.

Other Matters

The June 30, 2014 financial statements of the District were audited by TCA Partners, LLP, who merged into JWT
& Associates, LLP as of April 1,2015. The June 30, 2014 audit report was issued on December 2, 2014 on which
an unmodified opinion was expressed.

Supplementary Information

Management’s discussion and analysis is not a required part of the financial statements but is supplementary
information required by accounting principles generally accepted in the United States of America. We have applied
limited procedures, which consisted principally of inquiries of management regarding the methods of measurement
and presentation of the supplementary information. However, we did not audit the information and express no
opinion on it.

QW7 & Associates, LLP

Fresno, California
October 20, 2015



Balance Sheets

MARK TWAIN HEALTH CARE DISTRICT

June 30
2015 2014
Assets
Current assets:
Cash and cash equivalents $ 2,386,298 $ 2,429,039
Other receivables 49,369 60,800
Prepaid expenses and deposits 7,031 14.018
Total current assets 2,442,698 2,503,857
Property and equipment:
Land 734,307 734,307
Land improvements 150,308 150,308
Buildings and improvements 4,560,258 4,478,938
Equipment 708,395 698,156
Construction in progress 73.199 43.179
6,226,467 6,104,888
Less accumulated depreciation (5,209,800) (5.101.716)
1,016,667 1,003,172
Interest in Mark Twain Medical Center 19,828,531 19,773,286
Other assets 124,608 84.582
Total assets $23.412.504 $23.364.897
Liabilities and Net Position
Current liabilities:
Accounts payable and accrued expenses $ 73,552 $ 43,550
Accrued payroll and related liabilities 1,269
Due to Mark Twain Medical Center 142,375 174.014
Total current liabilities 217,196 217,564
Unrestricted net position 23.195.308 23,147,333
Total liabilities and net position $ 23,412,504 $ 23.364.897

See accompanying notes 7



Statements of Revenues, Expenses and Changes in Net Position

MARK TWAIN HEALTH CARE DISTRICT

Revenues:
District taxes
Rental income
Interest and other income
Total revenues, gains and losses

Expenses:

Salaries, wages and administrative benefits

Professional fees

Programs and events

Tenant services

Medical office building rent

Utilities and phone

Insurance

Repairs and maintenance

Depreciation and amortization

Loss on disposal

Other operating expenses
Total expenses

Excess of revenues over expenses

Nonoperating revenues (expenses):
Debt financing costs
Gain (loss) in interest in Mark Twain Medical Center

Increase (decrease) in net position
Net position at the beginning of the year
Net position at the end of the year

See accompanying notes 8

Year Ended June 30
2015 2014
864,924 $ 804,018
529,704 477,015
11,544 9,036
1,406,172 1,290,069
10,480 21,330
122,560 113,058
152,691 75,160
77,476 42,000
209,985 204,880
598,074 626,777
14,447 10,485
807
109,212 124,961
46,012
42,605 43.298
1,384,349 1.261.949
21,823 28,120
(29,093)
55,245 669.164
47,975 697,284
23,147.333 22.450.049
$23,195.308 $23,147.333



Statements of Cash Flows

MARK TWAIN HEALTH CARE DISTRICT

Cash flows from operating activities:
Cash received from district taxes
Cash received from rental & other activities
Cash paid for administrative benefits
Cash paid for suppliers and outside vendors
Net cash provided by operating activities

Cash flows from financing and investing activities:
Purchases of property and equipment, net of disposals
Debt financing costs
Change in other assets

Net cash used in financing activities

Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

Reconciliation of changes in net position to net cash
provided by operating activities
Excess of revenues over expenses
Adjustments to reconcile changes in net position to
net cash provided by operating activities:
Depreciation and amortization
Loss on disposal
Changes in operating assets and liabilities:
District tax and other receivables
Prepaid expenses
Accounts payable and accrued expenses
Accrued payroll and related liabilities
Due to Mark Twain Medical Center
Net cash provided by operating activities

See accompanying notes 9

Year Ended June 30
2015 2014
$ 860,045 $ 893,301
448,443 408,403
(9,211) (21,330)
(1.104.180) (1.091.712)
195,097 188,662
(113,474) (34,378)
(29,093)
(95.271) (58.535)
(237.838) (92.913)
(42,741) 95,749
2.429.039 2.333.290
$ 2.386.298 $ 2,429,039
$ 21,823 $ 28,120
109,212 124,961
46,012
11,431 85,273
6,987 2,785
30,002 (20,839)
1,269
(31,639) (31.638)
$ 195,097 $ 188,662




Notes to Financial Statements
MARK TWAIN HEALTH CARE DISTRICT

June 30, 2015

NOTE A - SIGNIFICANT ACCOUNTING POLICIES

Reporting Entity: Mark Twain Health Care District (the District) is a tax-exempt political subdivision of the State
of California operating under the California Health and Safety Code and is governed by a five-member elected Board
of Directors. The District was organized in 1946, and began operating a healthcare facility located in San Andreas,
California, in 1951. Effective January 1, 1990, the District obtained regulatory approval to lease the hospital facilities
to Mark Twain Medical Center (the Corporation), a nonprofit public benefit corporation organized without
membership in 1987, under the California Nonprofit Public Benefit Corporation Law for the purpose of leasing the
hospital facilities from the District. In January 1990, the Corporation entered into a management agreement with St.
Joseph’s Regional Health System (“SJIRHS™) of Stockton, California, an affiliate of Dignity Health (“DH”). As of
September 2001, the management agreement was amended to replace SJRHS with DH, as STRHS had been dissolved
as part of a CHW reorganization. The Corporation’s Board of Trustees is appointed by the District and DH whereby
DH appoints three members of the seven-member Corporation Board of Trustees and holds significant reserve
powers. In the event of its dissolution, the Corporation’s bylaws require that its net position be divided equally
between the District and DH.

Basis of Preparation: The accounting policies and financial statements of the District generally conform with the
recommendations of the audit and accounting guide, Health Care Organizations, published by the American Institute
of Certified Public Accountants. The financial statements are presented in accordance with the pronouncements of
the Governmental Accounting Standards Board (GASB). For purposes of presentation, transactions deemed by
management to be ongoing, major or central to the provision of health care services are reported as operational
revenues and expenses.

The District uses enterprise fund accounting. Revenues and expenses are recognized on the accrual basis using the
economic resources measurement focus. Based on GASB Statement Number 20, Accounting and Financial
Reporting for Proprietary Funds and Other Governmental Entities That Use Proprietary Fund Accounting, as
amended, the District has elected to apply the provisions of all relevant pronouncements as the Financial Accounting
Standards Board (FASB), including those issued after November 30, 1989, that do not conflict with or contradict
GASB pronouncements.

Changes in Financial Statement Presentation: The District has adopted the provisions of GASB 34, Basic Financial
Statements - and Management’s Discussion and Analysis - for State and Local Governments (Statement 34), as
amended by GASB 37, Basic Financial Statements - and Management’s Discussion and Analysis - for State and
Local Governments: Omnibus, and Statement 38, Certain Financial Statement Note Disclosures. Statement 34
established financial reporting standards for all state and local governments and related entities. Statement 34
primarily relates to presentation and disclosure requirements. The impact of this change was related to the format
of the financial statements; the inclusion of management’s discussion and analysis; and the preparation of the
statement of cash flows on the direct method. The application of these accounting standards had no impact on the
total net position.

10



Notes to Financial Statements (continued)

MARK TWAIN HEALTH CARE DISTRICT

NOTE A - SIGNIFICANT ACCOUNTING POLICIES (continued)

Management’s Discussion and Analysis: Statement 34 requires that financial statements be accompanied by a
narrative introduction and analytical overview of the District’s financial activities in the form of “management’s
discussion and analysis” (MD&A). This analysis is similar to the analysis provided in the annual reports of
organizations in the private sector.

Recent Pronouncements: The District has incorporated the following recent GASB issued statements within the
financial statement presentation: (1) GASB 61 - The Financial Reporting Entity: Omnibus which helps better define
financial presentation and component units (the District has no component units as of June 30, 2015); (2) GASB 62 -
Codification of Accounting and Financial Reporting Guidance Contained in Pre-November 30, 1989 FASB and
AICPA Pronouncements which supercedes GASB 20; (3) GASB 63 - Financial Reporting of Deferred Outflows of
Resources, Deferred Inflows of Resources and Net Position - which establishes new standards involving consumption
of net position and the acquisition of net position, both of which are applicable to future periods as well as further
defining net position (formerly net assets); and (4) GASB 65 - Items Previously Reported as Assets and Liabilities
which has the affect of expensing debt related financing costs which were previously capitalized as debt issuance
costs and amortized over the life of the related debt borrowing. For purposes of financial statement presentation,
deferred outflows, when present, are shown with the assets of the District on the combined balance sheet and deferred
inflows, when present, are considered deferred revenues and grouped with the liabilities of the District on the balance
sheet. As of June 30, 2015, the District has neither deferred outflows or deferred inflows recorded within their
financial records.

Use of Estimates: The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported
results of operations for the period. Actual results could differ from those estimates.

Risk Management: To cover the District against various risks of loss from torts; theft of, damage to, and destruction
of assets; business interruption; errors and omissions; employee injuries and illnesses; natural disasters; and employee
health, dental, and accidental benefits, commercial insurance coverage is purchased.

Cash and Cash Equivalents and Investments: The District considers cash and cash equivalents to include certain
investments in highly liquid debt instruments, when present, with an original maturity of a short-term nature or
subject to withdrawal upon request. Exceptions are for those investments which are intended to be continuously
invested. Investments in debt securities are reported at market value. Interest, dividends and both unrealized and
realized gains and losses on investments are included as investment income in nonoperating revenues when earned.

11



Notes to Financial Statements (continued)

MARK TWAIN HEALTH CARE DISTRICT

NOTE A - SIGNIFICANT ACCOUNTING POLICIES (continued)

Property and Equipment: Property and equipment are reported on the basis of cost, or in the case of donated items,
on the basis of fair market value at the date of donation. Routine maintenance and repairs are charged to expense
as incurred. Expenditures which increase values, change capacities, or extend useful lives are capitalized.
Depreciation of property and equipment and amortization of property under capital leases are computed by the
straight-line method for both financial reporting and cost reimbursement purposes over the estimated useful lives of
the assets, which range from 5 to 40 years for buildings and improvements, and 5 to 20 years for equipment.

Net Position: Net position, under the new GASB requirements, are to be presented in three categories. The first
category is net position “invested in capital assets, net of related debt”. This category of net position consists of
capital assets (both restricted and unrestricted), net of accumulated depreciation and reduced by the outstanding
principal balances of any debt borrowings that were attributable to the acquisition, construction, or improvement of
those capital assets. The second category is “restricted” net position. This category consists of externally designated
constraints placed on certain assets by creditors (such as through debt covenants), grantors, contributors, law or
regulations of other governments or government agencies, or law or constitutional provisions or enabling legislation.
The third category is “unrestricted” net position. This category consists of the net position that does not meet the
definition or criteria of the previous two categories. As of June 30, 2015 and 2014, the District is only required to
present unrestricted net position in the presentation of the financial statements as there are no restrictions present
under category one or two.

District Tax Revenues: The District receives approximately 65% of its operating support from property taxes. These
funds are used to support operations of the District. They are classified as operating revenue as the revenue is
directly linked to the operations of the District. Property taxes are levied by the County on the District’s behalf
during the year, and are intended to help finance the District’s activities during the same year. Amounts are levied
on the basis of the most current property values on record with the County. The County has established certain dates
to levy, lien, mail bills, and receive payments from property owners during the year. Property taxes are considered
delinquent on the day following each payment due date.

Grants and Contributions: From time to time, the District may receive grants from various governmental agencies
and private organizations. The District may also receive contributions from related foundation and auxiliary
organizations, as well as from individuals and other private organizations. Revenues from grants and contributions
are recognized when all eligibility requirements, including time requirements are met. Grants and contributions may
be restricted for either specific operating purposes or capital acquisitions. These amounts, when recognized upon
meeting all requirements, are reported as components of the statement of revenues, expenses and changes in net
position.

Operating Revenues and Expenses: The District’s statement of revenues, expenses and changes in net position
distinguishes only operating revenues and expenses. Operating revenues result from exchange transactions associated
with supporting health care services, which is the District’s principal activity. Operating expenses are all expenses
incurred to support health care services.

12



Notes to Financial Statements (continued)

MARK TWAIN HEALTH CARE DISTRICT

NOTE B - BANK DEPOSITS

Collateral: Asof June 30,2015 and 2014, the District had deposits invested in a bank of $2,386,298 and $2,429,039,
respectively. All of these funds were held in deposits, which are collateralized in accordance with the California
Government Code (CGC), or federally insured.

Under the provisions of the CGC, California banks and savings and loan associations are required to secure the
District’s deposits by pledging government securities as collateral. The market value of pledged securities must equal
at least 110% of the District’s deposits. California law also allows financial institutions to secure District deposits
by pledging first trust deed mortgage notes having a value of 150% of the District’s total deposits. The pledged
securities are held by the pledging financial institution’s trust department in the name of the District.

Investments , at times, may consist of state and local agency funds invested in various permissible securities and are
stated at quoted market values. Changes in market value between years are reflected as a component of investment
income in the accompanying statement of revenues, expenses and changes in net position.

Statements of Cash Flows: For purposes of the statements of cash flows, all highly liquid investments with original
maturities of three months or less are considered to be cash equivalents.

NOTE C - TRANSACTIONS BETWEEN RELATED ORGANIZATIONS

The Corporation provides the District with accounting and administrative services for which the Corporation charges
a fee to cover the salaries and benefits of the personnel. This fee totaled $77,476 and $63,330 for the years ended
June 30, 2015 and 2014, respectively. At June 30, 2015 and 2014, the District had $142,375 and $174,014,
respectively, in unamortized prepaid rent income resulting from the redemption of the 1986 Bonds made by the
Corporation. This amount is being amortized over the period of the lease agreement.

The Corporation leases the District’s healthcare facilities in order to conduct patient care services in an acute-care
hospital setting. Lease revenue from the Corporation for the years ended June 30, 2015 and 2014 were $31 0,039 and
$310,039, respectively.

The hospital facility lease expires on December 31, 2019. The lease payments were initially in amounts adequate
to cover payment of utilities, debt service and insurance on the Series 1986A Bonds not covered by the tax and other
revenues of the District, and to maintain ratios and fund accounts pursuant to the terms of a Joint Obligor Agreement
between the District and the Corporation dated December 31, 1989, and the Bond Indenture dated August 1, 1986,
between the District and Harris Trust Company of California, the bond trustee.

As outlined in Note D, the Corporation repaid the Series 1986A Bond debt of the District in exchange for a
prepayment of rent originally intended to fund the District’s principal debt service. As of June 30, 2005, the prepaid
rent transactions have completed their term.

13



Notes to Financial Statements (continued)

MARK TWAIN HEALTH CARE DISTRICT

NOTE C - TRANSACTIONS BETWEEN RELATED ORGANIZATIONS (continued)

During the year ended June 30, 2008, the District entered into a land and medical office building lease agreement
with San Andreas Medical and Professional Office Building (SAMPO). The District leases land located at 704
Mountain Ranch Road in San Andreas to SAMPO at no cost due to the fact that the development of the property by
SAMPO was deemed sufficient to offset any future lease payments. SAMPO built and owns the medical office
building (MOB) located on the aforementioned land and then leases the MOB to the District. Lease expense for the
years ended June 30, 2015 and 2014 regarding this agreement were $209,985 and $204,880, respectively. The
District has subleased portions of the MOB to the Stockton Cardiology Medical Group and others, and to the
Corporation. Lease revenues under the subleasing arrangements and other arrangements were $213,888 and $161,199
for the years ended June 30, 2015 and 2014, respectively.

NOTE D - DEBT BORROWINGS

On May 1, 1996, the Corporation borrowed $11,175,000 to finance a new health facility and to defease the Mark
Twain Hospital District Insured Revenue Bonds Series 1986A (the Series 1986A Bonds) previously issued by the
District. In exchange for assuming the District’s debt obligation, the Corporation has been granted a prepaid lease
payment to the District that has been recorded as a long-term liability in the accompanying financial statements. The
prepaid rent will be amortized over the remaining life of the Series 1986A Bonds, originally scheduled to be repaid
in full in 2004.

NOTE E - INTEREST IN MARK TWAIN MEDICAL CENTER

In an agreement between Mark Twain Medical Center (the Corporation) and Mark Twain Health Care District (the
District), in the event of a dissolution or a winding up of the Corporation, 50% of its assets remaining after payment,
or provision for payment, of all debts and liabilities of the Corporation, shall be distributed to Dignity Health, a
California nonprofit public benefit corporation. The other 50% shall be distributed to the District. As a result of this
agreement, the District has recorded $19,828,531 and $19,773,286 as of June 30,2015 and 2014, respectively, as its
portion of its interest in the Corporation. These amounts represent the 50% of the net difference between the assets
and the liabilities of the Corporation as of its June 30, 2015 and 2014 audited financial statements.

14



Notes to Financial Statements (continued)

MARK TWAIN HEALTH CARE DISTRICT

NOTE F - PROPERTY AND EQUIPMENT

Property and equipment as of June 30, 2015 and 2014 were comprised of the following;

Balance at Transfers & Disposals & Balance at
June 30, 2014 Additions Retirements June 30, 2015
Land and land improvements $ 884,614 $ 884,614
Buildings and improvements 4,478,938 $ 81,320 4,560,258
Equipment 698,156 10,239 708,395
Construction-in-progress 43.180 76,032 $ (46.012) 73.200
Totals at historical cost 6,104,888 167,591 (46,012) 6,226,467
Less accumulated depreciation for:
Land and land improvements (126,478) (3,147) (129,625)
Buildings and improvements (4,306,483) (96,139) (4,402,622)
Equipment (668.755) (8,798) (677.553)
Total accumulated depreciation (5.101.716) (108.084) (5,209.800)
Total property and equipment, net $ 1,003,172 $ 59.507 $  (46.012) $ 1,016,667
Balance at Transfers & Disposals & Balance at
June 30, 2013 Additions Retirements June 30,2014
Land and land improvements $ 884,614 $ 884,614
Buildings and improvements 4,478,938 4,478,938
Equipment 698,156 698,156
Construction-in-progress 8.802 § 34378 43.180
Totals at historical cost 6,070,510 34,378 6,104,888
Less accumulated depreciation for:
Land and land improvements (123,332) (3,146) (126,478)
Buildings and improvements (4,212,110) (94,373) (4,306,483)
Equipment (660.,353) (8.402) (668.755)
Total accumulated depreciation (4.995.795) (105.921) (5.101.716)
Total property and equipment, net $ 1.074,715 § (71543) $ $ 1,003,172




Notes to Financial Statements (continued)

MARK TWAIN HEALTH CARE DISTRICT

NOTE G - COMMITMENTS AND CONTINGENCIES

Construction-in-Progress: As of June 30, 2015, the District has recorded $73,200 as construction-in-progress
representing cost capitalized towards the purchase of land and construction of a rural health care clinic in Valley
Springs, California. Future costs to complete this project as of June 30, 2015 is approximately $8,870,000.

Medical Office Building Rent: The District leases various office space under operating leases expiring at various
dates. Total building rent expense for the years ended June 30, 2015 and 2014, was $209,985 and $204,880,
respectively. Future minimum lease payments for the succeeding years under these leases as of June 30, 2015, that
have initial or remaining lease terms in excess of one year are not significant for disclosure.

Litigation: The District may from time-to-time be involved in litigation and regulatory investigations which arise in
the normal course of doing business. After consultation with legal counsel, management estimates that matters
existing as of June 30,2015 will be resolved without material adverse effect on the District’s future financial position,
results from operations or cash flows.

Regulatory Environment: The District is subject to several laws and regulations. These laws and regulations include
matters such as licensure, accreditation, government health care program participation requirements, reimbursement
for patient services, and Medicare and Medi-Cal fraud and abuse. Government activity has increased with respect
to possible violations of statues and regulations by health care providers. 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 all applicable government laws and regulations and is not aware of any future actions
or unasserted claims at this time.

NOTE H - SUBSEQUENT EVENTS

On September 28,2015, subsequent to year end, the District has signed a “Letter of Condition” with the United States
Department of Agriculture (USDA) which therefore allows the District to continue to in the process of finalizing the
issuance of $6,782,000 of debt borrowing from the USDA Rural Development’s Community Facilities Program. The
proceeds from this forthcoming borrowing will be used to fund the construction of a new rural health care clinic in
Valley Springs, California. Additional funding will be obtained from District operations ($961,146) and from Mark
Twain Medical Center ($1,200,000) for a total project costs of $8,943,146. The District’s management anticipates
issuance of this loan sometime during the next fiscal year.

The District’s management has evaluated the effect of other significant subsequent events on the combined financial

statements through October 20, 2015, the date the financial statements are issued, and determined that there are no
other material subsequent events that have not been disclosed.
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