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INDEPENDENT AUDITORS’ REPORT

To the Board of Trustees
Memorial Hospital of Union County

We have audited the accompanying combined balance sheets of Memorial Hospital of Union County and
Affiliates (the Hospital) as of December 31, 2002 and 2001, and the related combined statements of revenue
and expenses - general fund, changes in fund balances and cash flows for the years then ended. These
financial statements are the responsibility of the Hospital’s management. Our responsibility is to express an
opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in 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 of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, the combined financial statements referred to above present fairly, in all material respects, the
combined financial position of Memorial Hospital of Union County and Affiliates as of December 31, 2002
and 2001, and the results of their operations and their cash flows for the years then ended in conformity with
accounting principles generally accepted in the United States of America.

Our audit was conducted for the purpose of forming an opinion on the basic combined financial statements
taken as a whole. The supplemental schedules on pages 19-22 are presented for the purpose of additional
analysis of the basic combined financial statements rather than to present the financial position, results of
operations and changes in fund balance of the individual entities, and are not a required part of the basic
combined financial statements. These schedules are the responsibility of the Hospital’s management. Such
schedules have been subjected to the auditing procedures applied in our audit of the basic combined financial
statements and, in our opinion, are fairly stated in all material respects when considered in relation to the
basic combined financial statements taken as a whole.

In accordance with Government Auditing Standards, we have also issued our report dated April 11, 2003, on
our consideration of the Hospital’s internal control over financial reporting and our tests of its compliance
with certain provisions of laws, regulations, contracts and grants. This report is an integral part of an audit
performed in accordance with Government Auditing Standards and should be read in conjunction with this
report in considering the results of our audits.

m:\mo‘%ﬂ* LLP

April 11, 2003

Deloitte
Touche
Tohmatsu



MEMORIAL HOSPITAL OF UNION COUNTY AND AFFILIATES

COMBINED BALANCE SHEETS
DECEMBER 31, 2002 AND 2001

ASSETS

GENERAL FUND:
Current assets:

Cash and cash equivalents
Patient accounts receivable—net
Other accounts receivable—net
Materials and supplies, at lower of cost (first-in, first-out) or market
Prepaid expenses
Current portion of assets whose use is limited

Total current assets

Assets whose use is limited by board of trustees:
Capital improvements
Retirement of indebtedness
Self-insurance
Held by Trustee under bond indenture agreements

Total

Less assets whose use is limited and required for current liabilities

Assets whose use is limited—Iless current portion

Property, plant and equipment—net

Deferred bond issuance costs

Other receivable—net

Other investments

Investment in Health Partners, Ltd.

Investment in and advances to Memorial Physicians, Inc.

TOTAL GENERAL FUND ASSETS

DONOR RESTRICTED FUNDS—Cash and cash equivalents

2002 2001
$ 969,853 $§ 980,457
6,467,566 6,713,244
346,836 490,000
647,903 700,551
436,991 441,107
861,272 1,647.630
9,730,421 10.972.989
3,852 54,981
90,741 470,612
536,771 763,595
1,949.677 1,869.245
2,581,041 3,158,433
(861,272) (1,647.630)
1,719,769 1,510,803
30,866,508 30,255,379
439,291 467,099
1,162,781 348,461
125,743
232,213
952.586 1,163.589
$45.229.312 $44,718.320
$§ 127,035 $§ 116,073
(Continued)



MEMORIAL HOSPITAL OF UNION COUNTY AND AFFILIATES

COMBINED BALANCE SHEETS
DECEMBER 31. 2002 AND 2001

LIABILITIES AND FUND BALANCES 2002 2001
GENERAL FUND:
Current liabilities:
Current portion of long-term debt and capital lease obligations $ 1,384,502 $ 1,201,190
Accounts payable and accrued expenses 1,647,480 1,815,327
Salaries, wages and related accruals 2,781,193 3,114,056
Medicare and Medicaid third-party settlements, net 581,294 680.294
Total current liabilities 6,394,469 6,810,867
Accrued compensated absences 596,496 582,865
Long-term debt and capital lease obligations 15.314.801 16,281,719
Total liabilities 22,305,766 23,675,451
FUND BALANCE 22.923.546 21,042,869
TOTAL GENERAL FUND LIABILITIES AND
FUND BALANCE $45.229.312  $44.718.320
DONOR RESTRICTED FUNDS—Fund balance $ 127035 $ 116,073
See notes to combined financial statements. (Concluded)



MEMORIAL HOSPITAL OF UNION COUNTY AND AFFILIATES

COMBINED STATEMENTS OF REVENUE AND EXPENSES—GENERAL FUND
YEARS ENDED DECEMBER 31, 2002 AND 2009 ==

See notes to combined financial statements.

2002 2001
OPERATING REVENUE:
Net patient service revenue $54,136,669 $47,872,379
Other operating revenue 2,305,043 2,246,633
Total operating revenue 56,441,712 50,119,012
OPERATING EXPENSES:
Wages, salaries and benefits 29,623,456 26,475,588
Supplies and other 10,491,314 9,384,065
Professional fees 1,064,876 1,187,585
Purchased services 6,479,136 5,109,602
Provision for bad debts 3,004,347 2,917,083
Insurance 549,141 310,345
Depreciation and amortization 2,671,132 2,311,686
Interest expense 908,099 822.055
Total operating expenses 54,791,501 48,518,009
INCOME FROM OPERATIONS 1,650,211 1,601,003
NONOPERATING INCOME (EXPENSES):
Unrestricted gifts and bequests 354,264 101,453
Investment income and other 45611 133,021
Subsidy expense to Memorial Physicians, Inc. (358,751) (600,000)
Equity in loss of Memorial Physicians, Inc. (42,871) (147,085)
Equity in income of Health Partners, Ltd. 232,213
Other income 70,056
Total nonoperating income (expenses) 230,466 (442,555)
EXCESS OF REVENUE OVER EXPENSES $ 1,880,677 $ 1,158,448




MEMORIAL HOSPITAL OF UNION COUNTY AND AFFILIATES

COMBINED STATEMENTS OF CHANGES IN FUND BALANCES
YEARS ENDED DECEMBER 31, 2002 AND 2001

2002 2001
Donor- Donor-
General Restricted General Restricted
BALANCE—Beginning of year $21,042,869 $ 116,073 $19,784,056 $ 146,429
Excess of revenue over expenses 1,880,677 1,004 1,158,448 3,159
Gifts, grants and bequests 135,021 220,730
Restricted expenditures (125,063) (153,880)

Transfer to finance property and

equipment additions 100,365 (100,365)

BALANCE—End of year $22.923.546  $ 127.035 $21,042.869  $ 116,073

See notes to combined financial statements.



MEMORIAL HOSPITAL OF UNION COUNTY AND AFFILIATES

COMBINED STATEMENTS OF CASH FLOWS

YEARS ENDED DECEMBER 31, 2002AND 2001 ==

CASH FLOWS FROM OPERATING ACTIVITIES:
Cash received from patients and third-party payors
Cash paid to employees and for personal services
Cash paid to suppliers for services and goods
Other operating revenue received
Cash paid for interest

Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Cash received from investments
Cash paid for other investments
Cash received from MPI
Cash paid to fund MPI’s operating requirements

Net cash used in investing activities

CASH FLOWS FROM NONCAPITAL FINANCING
ACTIVITIES:
Unrestricted gifts and bequests
Restricted gifts and bequests
Restricted expenditures

Net cash provided by noncapital financing activities

CASH FLOWS FROM CAPITAL AND RELATED
FINANCING ACTIVITIES:
Purchase of property and equipment
Proceeds from sale of property
Repayment of long-term debt
Principal payments under capital lease obligations

Net cash used in capital and related financing activities
NET DECREASE IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS—Beginning of year

CASH AND CASH EQUIVALENTS—End of year

2002 2001
$51,293,820 $ 44,318,876
(29,956,319) (26,473,047)
(19,320,666) (16,067,794)
2,305,043 2,246,633
(912,700) (826.,137)
3.409.178 3.198.531
45,611 203,077
(125,743)
168,132 187,327
(358.,751) (600,000)
(270,751) (209.,596)
354,264 101,453
135,021 220,731
(125,063) (153.,880)
364,222 168,304
(2,845,672) (3,509,128)
40,971 25,400
(765,000) (730,671)
(509.982) (186,263)
(4,079.683) (4.400,662)
(577,034) (1,243,423)
4,254,963 5.498.386

$ 3.677.929 $ 4.254.963
(Continued)



MEMORIAL HOSPITAL OF UNION COUNTY AND AFFILIATES

COMBINED STATEMENTS OF CASH FLOWS

YEARS ENDED DECEMBER 31, 2002 AND 2009 ==

RECONCILIATION OF CASH AND CASH EQUIVALENTS
TO THE BALANCE SHEETS:
Cash and cash equivalents in current assets
Cash and cash equivalents in assets whose use is limited:
By Board of Trustees
Held by Trustee
Cash and cash equivalents in restricted fund

Total cash and cash equivalents

RECONCILIATION OF INCOME FROM OPERATIONS
TO NET CASH PROVIDED BY OPERATING ACTIVITIES:
Income from operations
Adjustments to reconcile income from operations to net cash

provided by operating activities:
Depreciation and amortization
Provision for bad debts
Changes in assets and liabilities:
Patient accounts receivable
Supplies and other assets
Accounts payable and accrued expenses
Other liabilities

Net cash provided by operating activities

SUPPLEMENTAL INFORMATION:
Assets purchased under a capital lease obligation

Property additions included in accounts payable

See notes to combined financial statements.

2002 2001
$ 969,853 $§ 980,457
631,364 1,289,188
1,949,677 1,869,245
127,035 116,073
$ 3,677,929 $ 4254963
$ 1,650,211 $ 1,601,003
2,671,132 2,311,686
3,004,347 2,917,083
(2,743,849) (3,581,503)
(586,584) (344,319)
(167,847) 199,751
(418.232) 94,828
$ 3,409,178 $ 3,198,529
§ 519474 $ 1,138,937
$ 206,375 $ 122,404
(Concluded)



MEMORIAL HOSPITAL OF UNION COUNTY AND AFFILIATES

NOTES TO COMBINED FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 2002 AND 2001

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Organization and Principles of Combination—Memorial Hospital of Union County (Memorial) is an
acute care hospital owned by Union County, Ohio and operated by a Board of Trustees (the Trustees).
Members of the Board of Trustees are appointed by the County Commissioners and County Judges.
Memorial is considered a political subdivision of a state and is, therefore, exempt from Federal income
taxes under Section 115 of the Internal Revenue Code.

In 1994, the Board of Trustees formed Union County Health System (UCHS) in order to provide a
corporate structure under which the Hospital can enter into joint ventures with other institutions and
health care providers to provide an integrated delivery system.

In 1994, the Board of County Commissioners of Union County (the Board) passed a resolution to
transfer the management and operations of Union Manor (a nursing home) to the Trustees on January 1,
1995. Pursuant to this resolution, the Trustees accepted control over the assets of Union Manor. Under
the terms of the transfer, the Board indicated their support of the Trustees in Union Manor’s future
efforts to secure financing for renovation and expansion.

Union Manor was to have reimbursed Union County $400,000, payable in four consecutive annual
installments of $100,000. Union County would forgive the $400,000 when a new nursing home was
completed and the old facility abandoned. In March 2001, the new nursing home facility, The Gables at
Green Pastures (The Gables), was completed and the debt forgiven.

The combined financial statements for the years ended December 31, 2002 and 2001 included herein
consist of the financial position, results of operations, changes in fund balances and cash flows of
Memorial Hospital of Union County, UCHS and The Gables/Union Manor (the Hospital). All
intercompany balances and transactions between Memorial, UCHS and The Gables/Union Manor have
been eliminated.

Method of Accounting—The Hospital applies the provisions of Governmental Accounting and
Financial Reporting Standard No. 29, The Use of Not-for-Profit Accounting and Financial Reporting
Principles by Governmental Entities. This statement provides that governmental entities that use
proprietary fund accounting should apply only those Statements of Financial Accounting Standards and
Interpretations issued after November 30, 1989 that are developed for business enterprises. These
entities should not apply Statements of Financial Accounting Standards and Interpretations whose
provisions are limited to not-for-profit organizations or address issues concerning primarily such
organizations.

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

Charity Care—The Hospital maintains a policy whereby patients in need of medical services are treated
without regard to their ability to pay for such services. Because the Hospital does not pursue collection
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of amounts determined to qualify as charity care, they are not reported as net patient service revenue.
The Hospital maintains records to identify and monitor the level of charity care it provides. These
records include the amount of charges forgone for service and supplies furnished under this charity care
policy. General assistance under this program totaled approximately $1,046,000 and $611,000 in 2002
and 2001, respectively.

Net Patient Service Revenue—Normal billing rates for patient services are included in patient service
revenue. Patient accounts receivable are adjusted for contractual allowances which are recorded on the
basis of preliminary estimates of the amounts to be received from third-party payers. Adjustments are
made in the period such amounts are finally determined.

Donor-Restricted Funds—Donor restricted funds are segregated from general funds that are under the
Hospital’s discretionary control. Restricted gifts and other restricted resources are recorded as direct
additions to the appropriate restricted fund. Resources restricted by donors for plant replacement and
expansion are added to the general fund balance to the extent expended within the period. Resources
restricted by donors or grantors are reported in other revenue to the extent used within the period.
Unrestricted gifts and bequests are included in nonoperating gains in the statements of revenue and
expenses.

Cash—The Hospital defines cash as currency on hand and demand deposits with financial institutions.
Cash equivalents are defined as short-term, highly liquid investments with original maturities of three
months or less.

Assets Whose Use is Limited—Assets whose use is limited consist of invested funds designated by the
Trustees for the replacement, improvement and expansion of the Hospital’s facilities, self-insured health
insurance and workers’ compensation plans and the Hospital’s Section 125 Cafeteria Plan and invested
funds held by a trustee in connection with the Hospital’s bonds.

Property, Plant and Equipment—Property, plant and equipment are recorded at cost or, if donated, at
fair value at the date of receipt. Depreciation is provided over the estimated useful life of each class of
depreciable assets and is computed on the straight-line method. When an asset is retired or sold, its cost
and related accumulated depreciation are removed from the accounts, and any resulting gain or loss is
recognized.

Deferred Bond Issuance Costs—Deferred bond issuance costs consist of underwriting fees and other
costs incurred in the issuance of bonds which are deferred and amortized over the life of the related
bonds.

Other Receivable—Net—This was comprised mainly of amounts receivable from MPI (see Note 13)
physicians related to their practices.

Professional Liability Insurance—The Hospital purchases, through a commercial carrier, professional
liability insurance on a claims-made basis up to specified policy limits of $1,000,000 per claim,
$3,000,000 in the annual aggregate, and total excess coverage of $9,000,000.

Self-Insurance—The Hospital self-insures for employee medical coverage up to $90,000 per individual
with an aggregate stop loss of $1,000,000. Claims in excess of these limits are covered by a private
insurance carrier. The Hospital also self-insures for workers’ compensation. The Hospital has a
$400,000 per claim stop loss policy with a private insurance carrier for workers’ compensation.
Liabilities for self-insurance are included in accrued expenses.



Recently Issued Accounting Standards—In June 1999, the GASB issued GASB Statement No. 34,
Basic Financial Statements - and Management, Discussion and Analysis for State and Local
Governments. This statement establishes new financial reporting requirements for state and local
governments, which consist of management’s discussion and analysis and required supplementary
information. This statement will become effective for the Hospital on January 1, 2003. Adoption of this
statement is not expected to have a material impact on its combined financial statements other than
financial statement presentation and format.

In March 2003, the GASB issued GASB Statement No. 40, Deposit and Investment Risk Disclosures, an
amendment of GASB Statement No. 3. The statement amends GASB Statement No. 3, Deposits with
Financial Institutions, Investments (including Repurchase Agreements), and Reverse Repurchase
Agreements and addresses additional risks to which governments are exposed. This statement will
become effective for the Hospital on January 1, 2005. Management has not determined the effect of this
statement on the combined financial statements of the Hospital.

NET PATIENT SERVICE REVENUE

The Hospital provides services to certain patients covered by various third-party payor arrangements
that provide for payments to the Hospital in amounts different than their established rates. Gross patient
service revenue and the allowances to reconcile net patient service revenue are as follows:

2002 2001

Gross patient service revenue $ 87,622,845 $ 76,176,977
Less third-party allowances:

Medicare 12,881,751 10,420,013

Medicaid 4,308,869 3,227,191

Other 16,295,556 14,657,394

Total allowances 33,486,176 28,304,598

Net patient service revenue $ 54,136,669 $ 47.872.379
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DEPOSITS AND INVESTMENTS

The classification of cash and cash equivalents and assets whose use is limited on the balance sheets
differs from criteria set forth in GASB Statement No. 3, Deposits With Financial Institutions,
Investments and Reverse Repurchase Agreements. A reconciliation between the General Fund and
Donor Restricted Fund classifications of cash and cash equivalents and assets whose use is limited on
the financial statements and the classifications of deposits and investments per GASB Statement No. 3 at
December 31, 2002 is as follows:

Cash and Assets
Cash Whose Use
Eauivalents Is Limited
Financial statements $ 1,096,888 $ 2,581,041
Certificates of deposit (1,477,431)
Cash on hand (950)
GASB Statement No. 3 deposits $ 1,095,938 $1.103.610

At December 31, 2002 and 2001 the carrying amounts of the Hospital’s bank deposits for all funds were
$3,677,929 and $4,254,013 as compared to bank balances of $5,023,343 and $5,599,609, respectively.
The differences in carrying amounts and bank balances are caused primarily by outstanding checks and
deposits in transit. Of the bank balances, as of December 31, 2002 and 2001, $400,000 are covered by
Federal insurance programs; $4,623,343 and $5,199,609 are collateralized with securities held by a
financial institution or by its trust department or agent in the Hospital’s name as of December 31, 2002
and 2001, respectively.

PATIENT ACCOUNTS RECEIVABLE

The details of patient accounts receivable at December 31, 2002 and 2001 are set forth below:

2002 2001
Total patient accounts receivable $ 13,361,528 $ 12,598,776
Less allowance for:
Contractual adjustments (4,737,445) (3,643,000)
Uncollectible accounts (2.156,517) (2.242.532)
Net patient accounts receivable $ 6.467.566 $ 6,713,244
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6.

ASSETS WHOSE USE IS LIMITED

Assets whose use is limited that are required for obligations classified as current liabilities are reported
as current assets. The composition of assets whose use is limited at December 31, 2002 and 2001 is set
forth below.

2002 2001
By Board of Trustees, for capital improvements,
retirement of indebtedness and self-insurance—cash $ 631,634 $ 1,289,188
Held by Trustee, under bond indenture agreements:
Cash § 472,246 § 405,710
Certificates of deposit 1,477,431 1,463,535
Total $ 1.949.677 $ 1,869,245

PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment at December 31, 2002 and 2001consists of the following:

Depreciable
2002 2001 Lives (Years)
Land and land improvements $ 2,050,569 $ 1,930,024 10-20
Buildings and fixed equipment 34,653,196 32,932,836 10-40
Major movable equipment 11,360,698 10,581,726 7-15
Property under capital leases 3,631,619 3,125,109 5-15
Construction in progress 947,260 911,983
Total 52,643,342 49,481,678
Less allowance for accumulated
depreciation and amortization (21,776,834) (19,226,299)
Property, plant and equipment—net $ 30,866,508 $ 30,255,379

In 2002, the construction in progress balance represents miscellaneous projects of which $345,000
relates to the design phase of the new obstetrics building. The construction phase is to start in 2003 with
an estimated cost totaling $5,600,000. New construction bonds will be used to fund the construction of
the obstetrics building.

During 1999, construction began on a new nursing home facility, The Gables, to replace Union Manor.
Construction on this project was completed in 2001. The Hospital also began construction of Phase 111
of the HVAC project, the new sleep laboratory and daycare facility. The construction in progress at
December 31, 2001 related to these projects totaled $695,000 with estimated costs to complete
approximating $540,000. The remaining construction in progress balance represents miscellaneous
projects in which the estimate to complete is not significant.
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MEDICARE AND MEDICAID THIRD-PARTY SETTLEMENTS

Reimbursement for Medicare and Medicaid patients is subject to audit and final settlements by the
respective intermediaries. Final settlements have been reached for the Hospital and The Gables with
Medicare through 1999 and with Medicaid through 1996. The amounts reported in the financial
statements represent the estimated settlements outstanding at December 31, 2002 and 2001, which
Hospital management believes will approximate final settlements after audit by the respective agencies.

Interim settlements that occurred during 2002 and 2001 resulted in a payable of $276,523 and receipts of

$192,000, respectively.
LONG-TERM DEBT AND LEASES

Long-term debt at December 31 consists of the following:

Union County Improvement Bonds, dated July 15, 1999:

Serial bonds, 3.50% to 5.10%, payable through 2011, in annual
installments ranging from $55,000 to $355,000

Term bonds, 5.00%, due December 1, 2014, mandatory annual
sinking fund redemption beginning December 1, 2012,
ranging from $375,000 to $415,000

Term bonds, 5.30%, due December 1, 2019, mandatory annual
sinking fund redemption beginning December 1, 2015,
ranging from $435,000 to $535,000

Term bonds, 5.25%, due December 1, 2024, mandatory annual
sinking fund redemption beginning December 1, 2020,
ranging from $565,000 to $690,000

General Obligation Bonds, Series 1996, dated December 1, 1996:
Serial bonds, 3.75% to 5.15%, payable through 2009, in
annual installments ranging from $80,000 to $140,000
Term bonds, 5.50%, due December 1, 2016, mandatory
annual sinking fund redemption beginning December 1, 2010,
ranging from $145,000 to $200,000

Union County Improvement Bonds, dated May 15, 1993:
Serial bonds, 2.50% to 5.25%, payable through 2005, in annual
installments ranging from $135,000 to $415,000
Term bonds, 5.55%, due December 1, 2008, mandatory annual
sinking fund redemption beginning December 1, 2006,
ranging from $435,000 to $460,000

Note payable, bearing interest at 6.3%; due in monthly
installments of $6,242 through July 10, 2020

Capital lease obligations

2002

3,330,000

1,185,000

2,420,000

3,135,000

845,000

1,200,000

1,185,000

1,085,000

790,208
1.524.095

2001

$ 3,635,000

1,185,000

2,420,000

3,135,000

945,000

1,200,000

1,545,000

1,085,000

816,502
1.516.407

Total debt 16,699,303

(1.384.502)

17,482,909
(1,201.190)

Less current portion

Long-term debt $15.314,801 $16,281,719
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The Union County Improvement Bonds, dated July 15, 1999, were issued in the amount of $11,000,000.
Proceeds of the 1999 issue were divided 67% to The Gables and 33% to Memorial. The Gables’ portion
was utilized to finance the construction of the new nursing home facility. The Hospital’s portion was
utilized to complete the emergency room HVAC system, phone system and lab software projects, as
well as to repay the 1990 improvement bonds.

The General Obligation Bonds, Series 1996, were issued in the amount of $2,590,000 to finance the
acquisition and construction of capital improvements to the Hospital’s facilities, including the
emergency room, to purchase land for the new Gables site, and to repay the bond anticipation notes
which matured in 1995.

The Union County Improvement Bonds, dated May 15, 1993, were issued in the amount of $5,170,000.
Proceeds of the 1993 issue were deposited into an escrow account with a Trustee to advance refund the
1987 general obligation bonds and to provide the Hospital additional funds for improvements of
approximately $2,000,000.

The Hospital leases medical and office equipment, furniture and fixtures used in its operations under
capital leases which generally require the Hospital to pay insurance and maintenance costs. These
capital leases are due in monthly installments including interest at rates ranging from 3.66% to 8%
annually. These leases expire at various dates through 2005 and are collateralized by the equipment
leased.

2002 2001
Cost of property under capital lease $ 4,481,619 $ 3,125,109
Accumulated amortization (2,212,640) (1,727.224)
Net carrying amount $2,268.979 $ 1,397.885

The Hospital has entered into various operating lease agreements for equipment. Rent expense for all
operating leases approximated $1,045,000 in 2002 and $914,000 in 2001.
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10.

Minimum payments on these obligations to maturity as of December 31, 2002 are as follows:

Capital Operating
Debt Leases Total Leases
2003 § 823,576 $§ 615,624 $ 1,439,200 $§ 678,380
2004 862,386 428,219 1,290,605 558,772
2005 909,162 323,451 1,232,613 516,955
2006 946,054 219,474 1,165,528 501,555
2007 993,067 32,139 1,025,206 225,410
Thereafter 10,640,963 10,640,963 192.979
Subtotal 15,175,208 1,618,907 16,794,115 2,674,051
Less amounts representing
interest on capital leases (94.812) (94.812)
Total 15,175,208 1,524,095 16,699,303 2,674,051
Less current portion (823.576) (560.926) (1,384,502)
Long-term portion $14,351.632 $ 963.169 $15,314.801 $2,674.051

The Hospital has a $500,000 revolving line of credit, the borrowings of which are collateralized by
certain Hospital assets. The line bears interest at 65% of the bank’s prime commercial rate and expires
in July 2003. There is no balance outstanding at December 31, 2002.

PENSION PLAN

The Hospital contributes to the Ohio Public Employees Retirement System (OPERS), a cost-sharing
multiple-employer defined benefit pension plan. OPERS provides retirement and disability benefits,
annual cost-of-living adjustments, and death benefits to plan members and beneficiaries. Benefit
provisions and contribution requirements are established by the Ohio State Legislature and are codified
in Chapter 145 of the Ohio Revised Code. OPERS issues a publicly available financial report that
includes financial information and required supplementary information for the plan. That report may be
obtained by writing to OPERS, 277 East Town Street, Columbus, Ohio 43215-4642 or by calling (614)
466-2085 or 1-800-222-7377.

Plan members are required to contribute 8.5% of their annual covered salary, while employers are
required to contribute 13.55%. The Hospital’s contributions to OPERS for the years ending

December 31, 2002, 2001 and 2000 were $3,125,800, $2,707,578 and $2,078,357, respectively, equal to
the required contributions for each year.

OTHER POST-EMPLOYMENT BENEFITS

In addition to the pension benefits described in Note 9, OPERS provides postretirement health care
coverage to age and service retirants with 10 or more years of qualifying Ohio service credit. Health
care coverage for disability recipients and primary survivor recipients is also available. The health care
coverage provided by OPERS is considered an Other Postemployment Benefit (OPEB) as described in
GASB Statement No. 12. At December 31, 2002 the plan had approximately 402,047 active
participants.
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A portion of each employer’s contribution to OPERS is set-aside for the funding of postretirement health
care. The 2002 employer contribution rate was 13.55% of covered payroll, of which 5.0% was the
portion used to fund health care for the year.

The Ohio Revised Code provides statutory authority requiring public employers to fund postretirement
health care through their contributions to OPERS.

The actuarial value of OPERS’ net assets available for OPEB at December 31, 2001 were $11.6 billion.
The actuarial accrued liability and the unfunded actuarial accrued liability, based on the actuarial cost
method used, were $16.4 billion and $4.8 billion, respectively.

The actuarial present value of accrued postemployment benefits was determined based on the entry age
normal method of funding. Significant actuarial assumptions based on OPERS’s latest actuarial review
performed as of December 31, 2001 are as follows: an investment rate of return of 8.0%, investments
valued at market value, adjusted annually to reflect 25% of unrealized market appreciation or
depreciation on investment assets, no change in the number of active employees, base pay rate increases
0f 4.00% and annual pay increases over and above the 4.00% base increase ranging from .50% to 6.3%,
and health care costs assume an increase of 4.75% annually.

DEFERRED COMPENSATION

Employees of the Hospital may elect to participate in the Ohio Public Employees Deferred
Compensation Program, the Aetna Life Insurance and Annuity Company Deferred Compensation
Program, or the County Deferred Compensation Plan (the Programs), which are deferred compensation
plans under Internal Revenue Code Section 457. Under the Programs, employees may elect to defer a
portion of their pay until a later date, usually after retirement. The deferred pay and any income earned
thereon is not subject to Federal and state income taxes until actually received by the employee.

CONTINGENCIES

The Hospital is involved from time to time in various legal actions arising in the normal course of
business. In the opinion of management, these matters, individually and in the aggregate, are not
expected to result in a material adverse effect on the Hospital’s combined financial position or results of
operations.

RELATED PARTIES

During 1995, Memorial Physicians, Inc. (“MPI”) was formed in which UCHS has a 50% ownership
interest. The remaining ownership interest is held by a group of physicians. This entity is a professional
for-profit corporation organized to bring primary care physicians together from multiple sites. Their
goals include increasing efficiency, sharing information and resources, and managing the care of their
patients throughout the integrated system of care. The Hospital has guaranteed certain lease obligations
of MPI. Additionally, the Hospital leases employees to staff the MPI offices and provides certain other
support services on a contractual basis. The Hospital charges MPI for these services at cost plus a mark-
up percentage and reflects the cost for these services as other operating revenue. Total fees charged to
MPI in 2002 and 2001 for these support services were $195,586 and $240,418, respectively, and are
recorded in other operating revenue.

The Hospital’s combined financial statements include a $952,586 and $1,163,589 investment in and
advances to MPI at December 31, 2002 and 2001, respectively. In 2002 and 2001, the Hospital provided
cash subsidies to MPI amounting to $358,751 and $600,000, respectively. These subsidies provide
additional funding for operations, recruitment support and capital assistance necessary to cover all
operating losses. The physician group is not liable to the Hospital for its share of losses incurred by
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MPI. In 2002 and 2001, the Hospital guaranteed a $250,000 note between MPI and a local financial
institution. As of December 31, 2002, the Hospital also guarantees a $50,000 line of credit between MPI
and a local financial institution.

During 1996, the Hospital and two other area health care entities formed Health Partners, Ltd. (Health
Partners), of which the Hospital has a 33 1/3% ownership interest. This corporation was formed to
provide management services to the clinic of a major area corporation. In 1996, the Hospital contributed
$100,000 to Health Partners through UCHS. During 2002 and 2001 the Hospital received distributions
from Health Partners totaling $65,963 and $66,000, respectively, through UCHS. At December 31,
2002 the Hospital’s investment in Health Partners recorded on the balance sheet was $232,213.

k %k ok ok ok ok
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SUPPLEMENTAL SCHEDULES
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MEMORIAL HOSPITAL OF UNION COUNTY AND AFFILIATES

SUPPLEMENTAL SCHEDULE—COMBINING BALANCE SHEET, DECEMBER 31, 2002

Memorial Union
Hospital County
of Union The Health
ASSETS County Gables System Eliminations Total
GENERAL FUND:
Current assets:
Cash and cash equivalents $ 707,752 $ 237,937 $ 24,164 $ - $ 969,853
Patient accounts receivable—net 5,988,783 478,783 6,467,566
Other accounts receivable—net 5,577,041 789,919 (6,020,124) 346,836
Materials and supplies, at lower of cost
(first-in, first-out) or market 647,903 647,903
Prepaid expenses 425,076 11,915 436,991
Current portion of assets whose use is limited 618.512 242,760 861.272
Total current assets 13.965.067 971,395 814,083 (6,020,124) 9,730.421
Assets whose use is limited
by Board of Trustees:
Capital improvements 3,852 3,852
Retirement of indebtedness 90,741 90,741
Self-insurance 536,771 536,771
Held by Trustee under bond indenture agreement 1.591.937 357,740 1,949.677
Total 2,223,301 357,740 2,581,041
Less assets whose use is limited and required
for current liabilities (618,512) (242.,760) (861.272)
Assets whose use is limited—Iless current portion 1,604,789 114,980 1,719,769
Property, plant and equipment—net 22,567,322 8,202,852 96,334 30,866,508
Deferred bond issuance costs 227,007 212,284 439,291
Other receivable—net 1,162,781 1,162,781
Other investments 125,743 125,743
Investment in Health Partners, Ltd. 232213 232213
Investment in and advances to Memorial
Physicians, Inc. 16,497 936,089 952,586
TOTAL GENERAL FUND ASSETS $39.543.463 $9.501,511 $2.204.462 $(6,020,124) $45.229.312
DONOR RESTRICTED FUNDS—CASH AND
CASH EQUIVALENTS $ 127,035 $ - $ - $ - § 127,035
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MEMORIAL HOSPITAL OF UNION COUNTY AND AFFILIATES

SUPPLEMENTAL SCHEDULE—COMBINING BALANCE SHEET, DECEMBER 31, 2002 (CONTINUED)

LIABILITIES AND FUND BALANCE

GENERAL FUND:
Current liabilities:
Current portion of long-term debt and
capital lease obligations
Accounts payable and accrued expenses
Salaries, wages and related accruals
Medicare and Medicaid third-party
settlements—net

Total current liabilities

Accrued compensated absences

Long-term debt and capital lease obligations
Total liabilities

FUND BALANCE (DEFICIT)

TOTAL GENERAL FUND LIABILITIES
AND FUND BALANCE

DONOR RESTRICTED FUNDS—
FUND BALANCE

Memorial Union

Hospital County

of Union The Health

County Gables System Eliminations Total

$ 1,154,931 $ 229,571 $ - $ - $ 1,384,502
1,536,111 4,155,529 1,126,045 (5,170,205) 1,647,480
2,329,511 451,682 2,781,193
566,000 15,294 581,294
5,586,553 4,852,076 1,126,045 (5,170,205) 6,394,469
544,991 51,505 596,496
8,783,953 6,530,848 849919 (849,919) 15,314,801
14,915,497 11,434,429 1,975,964 (6,020,124) 22,305,766
24,627,966 (1,932.918) 228,498 22,923,546
$ 39,543,463 $9,501,511 $2.204,462 $ (6,020,124) $45,229,312
$ 127,035 $ - $ - $ - $ 127,035
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MEMORIAL HOSPITAL OF UNION COUNTY AND AFFILIATES

SUPPLEMENTAL SCHEDULE—COMBINING STATEMENT OF REVENUE AND EXPENSES—
GENERAL FUND YEAR ENDED DECEMBER 31, 2002

Memorial Union
Hospital County
of Union The Health
County Gables System Total
OPERATING REVENUE:
Net patient service revenue $ 47.690.066 $6.446.603 $ - $54.136.669
Other operating revenue 2,115,362 54 189,627 2,305,043
Total operating revenue 49,805,428 6,446,657 189,627 56,441,712
OPERATING EXPENSES:
Wages. salaries and benefits 25.408.383 4.215.073 29.623.456
Supplies and other 9.527.053 891.824 72.437 10.491.314
Professional fees 945,123 119.753 1.064.876
Purchased services 5.934.792 544.344 6.479.136
Provision for bad debts 2.996.751 7.596 3.004.347
Insurance 511.058 38.083 549.141
Depreciation and amortization 2.367.443 302.702 987 2.671.132
Interest expense 549.781 358.300 18 908.099
Total operating expenses 48,240,384 6,477,675 73.442 54,791,501
INCOME (LOSS) FROM OPERATIONS 1,565,044 (31.018) 116,185 1,650,211
NONOPERATING INCOME (EXPENSES):
Unrestricted gifts and bequests 350,204 4,060 354,264
Investment income 33,896 11,715 45,611
Subsidy expense to Memorial Physicians, Inc. (358.751) (358.751)
Eaquity in loss of Memorial Physicians, Inc. (42.871) (42.871)
Equity in income of Health Partners 232,213 232213
Total nonoperating income (expenses) 25,349 15,775 189,342 230,466
EXCESS OF REVENUE OVER (UNDER)
EXPENSES $ 1,590,393 $ (15.243) $305,527 $ 1,880,677
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MEMORIAL HOSPITAL OF UNION COUNTY AND AFFILIATES

SUPPLEMENTAL SCHEDULE—COMBINING STATEMENT
OF CHANGES IN GENERAL FUND BALANCE
YEAR ENDED DECEMBER 31, 2002

Memorial
Hospital
of Union The
County Gables
GENERAL FUND (DEFICIT):
Balance—beginning of year $23,037,573 $(1,917,675)
Excess of revenue over (under)
expenses 1,590,393 (15,243)
BALANCE—End of year $24,627,966 $(1,932,918)

-22 -

Union
County
Health
System

$ (77,029)
305,527

$228.498

Total

$21,042,869
1,880,677

$22.923,546
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155 East Broad Street
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INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE AND ON INTERNAL CONTROL
OVER FINANCIAL REPORTING BASED UPON THE AUDIT PERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the Board of Trustees of
Memorial Hospital of Union County

We have audited the combined financial statements of Memorial Hospital of Union County and Affiliates
(the Hospital) as of and for the year ended December 31, 2002 and have issued our report thereon dated
April 11,2003. We conducted our audit in accordance with auditing standards generally accepted in the
United States of America and the standards applicable to financial assets contained in Government
Auditing Standards, issued by the Comptroller General of the United States.

COMPLIANCE

As a part of obtaining reasonable assurance about whether the Hospital’s financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of loans, regulations,
contracts and grants, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit and, accordingly, we do not express such an opinion. The
results of our tests disclosed no instances of noncompliance that are required to be reported under
Government Auditing Standards.

INTERNAL CONTROL OVER FINANCIAL REPORTING

In planning and performing our audit, we considered the Hospital’s internal control over financial
reporting in order to determine our auditing procedures for the purpose of expressing our opinion on the
combined financial statements and not to provide assurance on the internal control over financial
reporting. Our consideration of the internal control over financial reporting would not necessarily
disclose all matters in the internal control over financial reporting that might be material weaknesses. A
material weakness is a condition in which the design or operation of one or more of the internal control
components does not reduce to a relatively low level the risk that misstatements in amounts that would be
material in relation to the financial statements being audited may occur and not be detected within a
timely period by employees in the normal course of performing their assigned functions. We noted no
matters involving the internal control over financial reporting and its operations that we consider to be
material weaknesses.

This report is intended solely for the information and use of the Board of Trustees, management and the
Auditor of the State of Ohio and is not intended to be and should not be used by anyone other than these
specified parties.

m s\ m-u.ﬂ_k LLP
April 11, 2003
Deloitte

Touche
Tohmatsu
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Betty Montgomery P 02820970
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MEMORIAL HOSPITAL OF UNION COUNTY AND AFFILIATES

UNION COUNTY

CLERK'S CERTIFICATION
This is a true and correct copy of the report which is required to be filed in the Office
of the Auditor of State pursuant to Section 117.26, Revised Code, and which is filed
in Columbus, Ohio.
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