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Independent Auditor's Report

To the Board of Governors
Wyandot Memorial Hospital

We have audited the accompanying financial statements of the business-type activities and the discretely
presented component unit of Wyandot Memorial Hospital (the "Organization") as of and for the years
ended December 31, 2008 and 2007. These financial statements are the responsibility of the
Organization's management. Our responsibility is to express opinions 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 audits 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 opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the business-type activities and the aggregate discretely presented
component unit of Wyandot Memorial Hospital at December 31, 2008 and 2007 and the respective
changes in financial position and cash flows for the years then ended, in conformity with accounting
principles generally accepted in the United States of America.

The management's discussion and analysis is not a required part of the basic financial statements but is
supplemental information required by the Governmental Accounting Standards Board. We have applied
certain limited procedures, which consisted principally of inquiries of management, regarding the
methods of measurement and presentation of the required supplemental information. However, we did
not audit the information and express no opinion on it.

In accordance with Government Auditing Standards, we have also issued our report dated May 14, 2009 on
our consideration of Wyandot Memorial Hospital's internal control over financial reporting and on our
tests of its compliance with certain provisions of laws, regulations, contracts, grant agreements, and other
matters. The purpose of that report is to describe the scope of our testing of internal control over
financial reporting and compliance and the results of that testing, and not to provide opinions on the
effectiveness of internal control over financial reporting or on compliance. That 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.

7424&/ f M, PLLC

May 14, 2009

Praxity

GLOBAL ALLIANCE OF
INDEPENDENT FIRMS



Wyandot Memorial Hospital

Management’s Discussion and Analysis

Management’s Discussion and Analysis

The discussion and analysis of Wyandot Memorial Hospital’s (the “Hospital”) financial statements
provides an overview of the Hospital’s financial activities for the years ended December 31,
2008 and 2007. Management is responsible for the completeness and fairness of the financial
statements and the related note disclosures along with the discussion and analysis.

Using this Annual Report

This annual financial report includes the report of independent auditors, this management’s
discussion and analysis, the financial statements, and notes to the financial statements. These
financial statements and related notes provide information about the activities of the Hospital,
including resources held but restricted for specific purposes by contributors, grantors, or
enabling legislation.

Financial Highlights

The Hospital’s financial position increased significantly during the year ended December 31,
2008. Current assets increased by $3,341,265, or 17.2 percent, and general long-term
investments increased by $663,804, or 6.1 percent, from the prior year. The change is due to
an increase in cash, and short-term and long-term investments. In total, the Hospital’s net assets
increased by $2,073,106, or 5.7 percent, from the previous year. The increase in net assets for
2007 was 5.7 percent, and for 2006 the increase was 7.5 percent. The increased net assets
were primarily caused by an increase in patient revenue due to charge increases, some additional
services, and growth in some ancillary service volumes.

The following chart provides a breakdown of net assets by category for the years ended
December 31, 2008, 2007, and 2006:

Year Ended December 3|

2008 2007 2006
Net Assets
Invested in capital assets - Net of related
debt $ 6,291,752 $ 6,498,497 $ 7,095,909
Restricted for debt service and other
purposes 2,212,378 2,127,226 1,958,911
Unrestricted 29,753,807 27,559,108 25,163,715

In the year ended December 31, 2008, the Hospital’s revenues and other support exceeded
expenses, creating an increase in net assets of $2,073,106. The increase for 2007 and 2006 was
$1,966,296 and $2,397,336, respectively.
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Management’s Discussion and Analysis (Continued)

The Balance Sheet and the Statement of Revenue, Expenses, and Changes in Net
Assets

One of the most important questions asked about the Hospital’s finances is, “Is the Hospital as a
whole better off or worse off as a result of the year’s activities?” The balance sheet and the
statement of revenue, expenses, and changes in net assets report information on the Hospital as
a whole and on its activities in a way that helps answer this question. When revenues and other
support exceed expenses, the result is an increase in net assets. When the reverse occurs, the
result is a decrease in net assets. The relationship between revenues and expenses may be
thought of as the Hospital’s operating results.

These two statements report the Hospital’s net assets and their changes. You can think of the
Hospital’s net assets, the difference between assets and liabilities, as one way to measure the
Hospital’s financial health, or financial position. Over time, increases or decreases in the
Hospital’s net assets are one indicator of whether its financial health is improving or
deteriorating. You will need to consider many other nonfinancial factors, such as the trend in
patient days, outpatient visits, conditions of the buildings, and strength of the medical staff, to
assess the overall health of the Hospital.

The financial statements of the Hospital include all assets and liabilities using the accrual basis of
accounting. All of the current year’s revenues and expenses are taken into account regardless of
when cash is received or paid.
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Management’s Discussion and Analysis (Continued)

Condensed Financial Information

The following is a comparative analysis of the major components of the balance sheet of the
Hospital as of December 31, 2008, 2007, and 2006:

December 31 2008/2007 Change
2008 2007 2006 Amount Percent
Assets
Current assets $22,742,072 $19,400,807 $13,157,482 $3,341,265 17.2 %
Assets limited as to use 2,212,378 2,127,226 1,958,911 85,152 4.0 %
General long-term investments 11,508,679 10,844,875 13,755,285 663,804 6.1%
Capital assets 6,291,752 6,498,497 7,095,909 (206,745) -3.2%
Total assets $42,754,881 $38,871,405 $35,967,587 $3,883,476 10.0%
Liabilities - Current liabilities $4,496,944 $2,686,574 $1,749,052 $1,810,370 67.4%
Net Assets
Invested in capital assets - Net of debt 6,291,752 6,498,497 7,095,909 (206,745) -32%
Restricted 2,212,378 2,127,226 1,958,911 85,152 4.0 %
Unrestricted 29,753,807 27,559,108 25,163,715 2,194,699 8.0 %
Total net assets 38,257,937 36,184,831 34,218,535 2,073,106 5.7 %
Total liabilities and net
assets $42,754,881 $38,871,405 $35,967,587 $ 3,883,476 10.0 %

The primary change in the balance sheet relates to the increase in unrestricted net assets.
Operating results were favorable and contributed to the 5.7 percent change in net assets for 2008
compared to a 5.7 percent change for 2007 and a change of 7.5 percent for 2006.
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Management’s Discussion and Analysis (Continued)

Operating Results for the Year

The following is a comparative analysis of the major components of the statement of revenue,

expenses, and changes in net assets of the Hospital for the years ended December 31, 2008,
2007, and 2006:

Year Ended December 31 2008/2007 Change
2008 2007 2006 Amount Percent

Operating Revenue

Net patient service revenue $21,992,099 $21,392,274 $21,490,681 $599,825 2.8 %

Other 533,393 555,376 545,054 (21,983) -4.0 %

Total operating revenue 22,525,492 21,947,650 22,035,735 577,842 2.6 %

Operating Expenses

Salaries and wages 8,980,928 8,867,415 8,486,873 113,513 1.3%

Employee benefits and payroll taxes 2,785,567 2,705,776 2,517,170 79,791 29 %

Operating supplies and expenses 3,779,803 3,039,579 3,583,105 740,224 24.4 %

Purchased services 4,775,845 4,805,240 4,733,344 (29,395) -0.1 %

Insurance 316,526 663,419 379,726 (346,893) -52.3 %

Depreciation and amortization 1,233,734 1,329,711 1,259,349 (95,977) -7.2%

Total operating expenses 21,872,403 21,411,140 20,959,567 461,263 2.2%

Operating Income 653,089 536,510 1,076,168 116,579 21.7%
Nonoperating Revenue (Expense)

Interest earnings 1,295,336 1,192,750 989,118 102,586 8.6%

Contributions and other income 124,681 237,036 337,866 (112,355) -47 4%

Interest expense - - (5,816) - -
Increase in Net Assets 2,073,106 1,966,296 2,397,336 106,810 5.4%
Net Assets - Beginning of year 36,184,831 34,218,535 31,821,199 1,966,296 5.7%
Net Assets - End of year $38,257,937 $36,184,831 $34,218,535 $2,073,106 5.7%

Operating Revenue

Operating revenue includes all transactions that result in the sales and/or receipts from goods
and services, such as inpatient services, outpatient services, physician offices, and the cafeteria.
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Management’s Discussion and Analysis (Continued)

Operating revenue changes were a result of the following factors:

Net patient service revenue increased 2.8 percent. This was attributable to an increase in
charges, expanded services in some departments, and increases in volumes for certain
outpatient ancillary services. Additionally, improved coding and billing techniques have
increased revenue in certain areas. Gross patient revenue is reduced by revenue deductions.
These deductions are the amounts that are not paid to the Hospital under contractual
arrangements primarily with Medicare, Medicaid, Medical Mutual, and commercial carriers.
These revenue deductions for 2008 are 50.3 percent as a percentage of gross revenue and
they were 45.2 percent for 2007. The change in revenue deductions is due in part to
increases of managed care participation (Medicare and Medicaid) and charity care.

Other operating revenue decreased 4.0 percent for 2008 which was due in part to a
decrease in the Wellness Center and nonpatient-related supplies. In 2007, other operating
revenue increased 1.9 percent and in 2006 it decreased 15.3 percent.

The following is a graphic illustration of operating revenues by source:

2008
16% 19%
Olnpatient
B Outpatient
OEmergency

65%

Operating Expenses

Operating expenses are all the costs necessary to perform and conduct the services and primary
purposes of the Hospital. The operating expense changes were the result of the following
factors:

Salary costs increased |.3 percent, due in part to annual salary adjustments and staffing.
Salary costs increased 4.5 percent for 2007 and 8.3 percent for 2006.

Benefit costs increased 2.9 percent, due to increases in wages and workers’ compensation
insurance premiums paid by the Hospital for covered employees. Benefits increased 7.5
percent in 2007 and 6.3 percent in 2006.



Wyandot Memorial Hospital

Management’s Discussion and Analysis (Continued)

e Supplies increased 24.4 percent, due in part to increased patient utilization of hospital
services including surgery and startup of Oncology Services. In 2007, supplies decreased
15.2 percent and in 2006 they increased 6.0 percent.

¢ Insurance costs decreased 52.3 percent, due in part to a decrease in funding for reserves for
future increases. Insurance costs increased 74.7 percent for 2007. The increase for 2006
was 16.0 percent, which was the second year of a change from an occurrence to a claims-
made policy for malpractice insurance.

e Purchased services decreased 0.1 percent, due in part to decreased physician fees for EKG
and ER and rentals for physician services. The increase was 1.5 percent for 2007 and 8.2
percent for 2006.

e The following is a graphic illustration of operating expenses by type:

O Salaries

B Benefits
56% 1.5%

2138 OSupplies

OPurchased
Services

17.3% 12.7% B Depreciation

OlInsurance

Nonopoerating Revenue (Expense)

Nonoperating revenue and expenses are all sources and uses that are primarily nonexchange in
nature. They consist primarily of investment income and contributions.

There was a decrease in nonoperating revenue from the prior year. This was due to a decrease
in contributions, offset in part by an increase in interest income.
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Management’s Discussion and Analysis (Continued)

Statement of Cash Flows

Another way to assess the financial health of a hospital is to look at the statement of cash flows.
Its primary purpose is to provide relevant information about the cash receipts and cash

payments of an entity during a period. The statement of cash flows also helps assess:

e An entity’s ability to generate future net cash flows
e |ts ability to meet its obligations as they come due

¢ |ts needs for external financing

Year Ended December 31

2008/2007
Increase
2008 2007 2006 (Decrease)
Cash Provided by (Used in)
Operating activities $ 3,928334 $ 3,205,890 $ 2,176,720 $ 722,444
Capital and noncapital related financing
activities (907,527) (558,459) (2,291,498) (349,068)
Investing activities (904,202) (1,385,257) (1,360,278) 481,055
Net Increase (Decrease) in Cash and
Cash Equivalents 2,116,605 1,262,174 (1,475,056) 854,431
Cash and Cash Equivalents -
Beginning of year 3,886,660 2,624,486 4,099,542 1,262,174
Cash and Cash Equivalents - End of year $ 6,003,265 $ 3,886,660 $ 2,624,486 $2,116,605

The Hospital’s liquidity changed during the year. The following discussion amplifies the overview

of cash flows presented above:

Cash provided by operating activities increased $722,444 over the prior year. This was due in
part to an increase in payments from patient accounts and third-party settlements. Cash from

operating activities increased $1,029,170 in 2007 and decreased $1,088,066 in 2006.

Capital purchases were greater than prior year, thereby contributing to a decrease in the

available cash of $349,068 for 2008.

Investing activities were down from prior periods, resulting in more available cash of $481,055.
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Management’s Discussion and Analysis (Continued)

Capital Asset and Debt Administration

Capital Assets

At December 31, 2008, the Hospital had $19,361,267 invested in capital assets, which was
netted against accumulated depreciation of $13,069,515. Capital assets for 2007 and 2006 were
$18,642,246 and $18,524,083, respectively. Depreciation and amortization totaled $1,233,734
for the current year compared to $1,329,711 last year and $1,259,349 for 2006. Details of
these assets for the past three years are shown below:

2008/2007
2008 2007 2006 Increase
Land $ 45,000 $ 45,000 $ 45,000 $ -
Land improvements 200,056 170,007 172,257 30,049
Buildings and improvements 8,854,153 8,804,959 8,508,763 49,194
Furniture, fixtures, and equipment 10,262,058 9,622,280 9,798,063 639,778
Total $ 19,361,267 $ 18,642,246 $18,524,083 $ 719,021

Debt

For the years ended December 31, 2008, 2007, and 2006, the Hospital had no outstanding debt.

Although the Hospital has no debt obligations, it has in the past made strides to pay it down and
has done so in alignment with its prescribed debt schedules.
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Management’s Discussion and Analysis (Continued)

Economic Factors that Will Affect the Future

The economic position of the Hospital is closely tied to that of the local medical staff. The
Hospital continually works to maintain an appropriate number of physicians in the community to
ensure that the medical needs of the public are met and to help maintain the financial viability of
the Hospital. In May 2008, a new physician was recruited to practice in the community. This
offset the loss of two part-time physicians that retired in 2008 and 2007. Recruitment of
additional physicians is expected to continue in 2009. Much of Hospital reimbursement is
limited by federal and state mandates. Effective March 2005, the Hospital obtained critical
access status from the Medicare program. The Hospital is reimbursed the reasonable cost for
Medicare services provided to beneficiaries. The Hospital’s current financial and capital plans
indicate that the infusion of additional financial resources from the foregoing actions will enable it
to maintain its present level of service. In addition, the board of governors approved an average
increase of 3 percent in the charge structure for the upcoming fiscal year.

Contacting the Hospital’s Management

This financial report is intended to provide our member townships with a general overview of
the Hospital’s finances and to show the Hospital’s accountability for the funds over which it has
stewardship. If you have questions about this report or need additional information, we
welcome you to contact the chief financial officer.

Alan H. Yeates
Chief Financial Officer
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December 31, 2008

Balance Sheet

December 31, 2007

Hospital Component Unit Hospital Component Unit
Assets
Current Assets
Cash and cash equivalents (Note 2) $ 5,751,202 $ 880,929 3,441,052 $ 1,540,912
Short-term investments (Note 2) 13,435,823 - 12,178,786 -
Accounts receivable (Note 4) 2,730,616 - 3,043,351 -
Other current assets:
Prepaid expenses 362,196 - 304,315 -
Inventory 462,235 - 433,303 -
Total current assets 22,742,072 880,929 19,400,807 1,540,912
Assets Limited as to Use (Note 3) 2,212,378 - 2,127,226 -
General Long-term Investments (Note 2) 11,508,679 1,275,080 10,844,875 593,879
Capital Assets (Note 5) 6,291,752 - 6,498,497 -
Total assets $ 42,754,881 $ 2,156,009 38,871,405 $ 2,134,791
Liabilities and Net Assets
Current Liabilities
Accounts payable $ 1,018,399 $ - 386,571 $ -
Estimated third-party payor settlements
(Note 6) 1,607,719 - 602,000 -
Accrued compensated absences (Note 7) 675,339 - 646,983 -
Accrued liabilities and other (Note 8) 1,195,487 - 1,051,020 -
Total current liabilities 4,496,944 - 2,686,574 -
Net Assets
Invested in capital assets - Net of related
debt 6,291,752 - 6,498,497 -
Restricted:
Nonexpendable permanent
endowments 15,000 - 15,000 -
Restricted for capital acquisitions 2,197,378 1,125,008 2,112,226 1,125,008
Unrestricted 29,753,807 1,031,001 27,559,108 1,009,783
Total net assets 38,257,937 2,156,009 36,184,831 2,134,791
Total liabilities and net
assets $ 42,754,881 $ 2,156,009 38,871,405 $ 2,134,791

See Notes to Financial Statements. I



Wyandot Memorial Hospital

Statement of Revenue, Expenses, and Changes in Net Assets

Operating Revenues
Net patient service revenue
Other

Total operating revenues

Operating Expenses
Salaries and wages
Employee benefits and payroll taxes
Operating supplies and expenses
Purchased services
Insurance
Depreciation and amortization

Total operating expenses
Operating Income (Loss)

Nonoperating Revenue
Interest income

Contributions and other income

Total nonoperating
revenue

Increase in Net Assets
Net Assets - Beginning of year

Net Assets - End of year

See Notes to Financial Statements.

Year Ended
December 31, 2008 December 31, 2007
Component Component
Hospital Unit Hospital Unit
$ 21,992,099 $ - % 21,392,274 $ -
533,393 - 555,376 -
22,525,492 - 21,947,650 -
8,980,928 - 8,867,415 -
2,785,567 - 2,705,776 -
3,779,803 36,977 3,039,579 36,221
4,775,845 - 4,805,240 -
316,526 - 663,419 -
1,233,734 - 1,329,711 -
21,872,403 36,977 21,411,140 36,221
653,089 (36,977) 536,510 (36,221)
1,295,336 20,388 1,192,750 100,513
124,681 37,807 237,036 28,816
1,420,017 58,195 1,429,786 129,329
2,073,106 21,218 1,966,296 93,108
36,184,831 2,134,791 34,218,535 2,041,683

$ 38,257,937 $ 2,156,009 $ 36,184,831 $ 2,134,791
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Statement of Cash Flows

Year Ended
December 31, 2008 December 31, 2007
Component Component
Hospital Unit Hospital Unit
Cash Flows from Operating Activities
Cash received from patients and third-party payors$ 23,560,553 $ - $ 2251059 $ -
Cash paid to suppliers for services and goods (8,321,940) (36,977) (8,385,605) (36,221)
Cash paid to employees for services (11,843,672) - (11,474,477) -
Other receipts from operations 533,393 - 555,376 -
Net cash provided by (used in)
operating activities 3,928,334 (36,977) 3,205,890 (36,221)
Cash Flows from Noncapital Financing Activities -
Noncapital grants and contributions 124,681 37,807 237,036 28,816
Cash Flows from Investing Activities
Purchase of investments (9,926,987) (925,525) (8,583,460) (366,300)
Proceeds from sale and maturities of investments 8,006,146 244,324 5,945,956 1,355,994
Increase in assets limited as to use (278,697) - 59,497 -
Investment income 1,295,336 20,388 1,192,750 100,513
Net cash provided by (used in)
investing activities (904,202) (660,813) (1,385,257) 1,090,207
Cash Flows from Capital and Related FInancing
Activities - Acquisition and construction of
capital assets (1,032,208) - (795,495) -
Net Increase (Decrease) in Cash and Cash
Equivalents 2,116,605 (659,983) 1,262,174 1,082,802
Cash and Cash Equivalents - Beginning of year 3,886,660 1,540,912 2,624,486 458,110
Cash and Cash Equivalents - End of year $ 6,003,265 $ 880,929 $ 3,886,660 $ 1,540,912

See Notes to Financial Statements. 13
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Statement of Cash Flows (Continued)

Year Ended
December 31, 2008 December 31, 2007
Hospital Component Unit Hospital Component Unit

Reconciliation of Operating Income (Loss) to Net
Cash from Operating Activities
Operating income (loss) $ 653,089 $ (36,977) $ 536,510 $ (36,221)
Adjustments to reconcile operating income
(loss) to net cash from operating activities:

Depreciation and amortization 1,233,734 - 1,329,711 -

Provision for bad debts 1,773,389 - 1,948,330 -

Loss on disposal of assets 5218 - 63,196 -

Changes in assets and liabilities:

Patient accounts receivable (1,460,654) - (2,082,005) -

Inventories (28,932) - (5,342) -

Prepaid expenses and others (57,880) - 77,971 -

Accounts payable 631,828 - (13,192) -

Accrued expenses 1,178,542 - 1,350,711 -

Net cash provided by (used in)
operating activities $ 3,928,334 $ (36,977) $ 3,205,890 $  (36,221)
Supplemental Cash Flow Information - Cash and
cash equivalents

Included in current assets $ 5,751,202 $ 880,929 $ 3,441,052 $ 1,540,912

Included in assets limited as to use 252,063 - 445,608 -
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Notes to Financial Statements
December 31, 2008 and 2007

Note | - Nature of Business and Significant Accounting Policies

Organization - The accompanying financial statements include the accounts of
Wyandot Memorial Hospital and Wyandot Health Foundation, Inc. (collectively, the
"Organization").

Wyandot Memorial Hospital (the "Hospital"), as the primary government and business-
type activity, is an acute-care hospital organized in 1950 by residents of Salem, Pitt,
Crane, and Mifflin Townships. The Hospital is located in Upper Sandusky, Ohio and is
operated by a joint township board of directors made up of 12 members. This board
elects one member for the board of governors from each township and three members
are elected at large from the district, of which one should be a medical doctor. The
board of governors consists of a total of seven members who oversee the daily
operations of the Hospital. The Hospital is a political subdivision of the State of Ohio
and is, therefore, exempt from federal income taxes under Section |15 of the Internal
Revenue Code. The Hospital was formed under the provisions of the Ohio Revised
Code.

Wyandot Health Foundation, Inc. (the "Foundation"), as the discretely presented
component unit, was established on June 10, 1985 per authority of the Ohio Revised
Code. The Foundation is a nonprofit entity that raises funds on behalf of the Hospital.
The Foundation is exempt under Section 501(a) as an organization described in Section
501(c)(3) of the Internal Revenue Code. The Foundation is not a part of the primary
government of the Hospital but, due to its relationship with the Hospital, it is discretely
presented as a component unit within the Hospital's financial statements.

Basis of Presentation - The financial statements have been prepared in accordance
with generally accepted accounting principles as prescribed by Governmental
Accounting Standards Board (GASB) Statement No. 34, Basic Financial Statements - and
Management's Discussion and Analysis - for State and Local Governments, issued in
June 1999. The Organization follows the "business-type" activities reporting
requirements of GASB Statement No. 34, which provide a comprehensive look at the
Organization's financial activities. The Organization also applies the Financial Accounting
Standard Board statements and interpretations issued prior to November 30, 1989 to
the extent that they do not conflict with or contradict GASB pronouncements; however,
the Organization has elected not to apply provisions of the Financial Accounting
Standards Board (FASB) issued after November 30, 1989.

Cash and Cash Equivalents - Cash and cash equivalents are defined as cash and short-
term, highly liquid investments purchased with an original maturity of three months or
less. Cash and cash equivalents included in assets limited as to use are considered cash
and cash equivalents for the purpose of the statement of cash flows.
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Notes to Financial Statements
December 31, 2008 and 2007

Note | - Nature of Business and Significant Accounting Policies
(Continued)

Investments - Investments consist of certificates of deposit, money market accounts,
and commercial and governmental bonds, which are stated at market value. Investment
income or loss (including realized gains and losses on investments, interest, and
dividends) is included in other income unless the income or loss is restricted by donor
or law.

Accounts Receivable - Accounts receivable for patients, insurance companies, and
governmental agencies are based on gross charges. An allowance for uncollectible
accounts is established on an aggregate basis by using historical write-off rate factors
applied to unpaid accounts based on aging. Loss rate factors are based on historical loss
experience and adjusted for economic conditions and other trends affecting the
Organization's ability to collect outstanding amounts. Uncollectible amounts are written
off against the allowance for doubtful accounts in the period they are determined to be
uncollectible. An allowance for contractual adjustments and interim payment advances
is based on expected payment rates from payors based on current reimbursement
methodologies.

Inventories - Inventories, which consist of medical and office supplies and
pharmaceutical products, are stated at cost, determined on a first-in, first-out basis.

Assets Limited as to Use - Assets limited as to use consist of invested funds
designated by the Organization's board of governors and the townships' boards of
directors for the replacement, improvement, and expansion of the Organization's
facilities. Assets limited as to use also include funds whose use is specified by the donor,
as well as permanently restricted endowments, the earnings of which can be used for
certain purposes as specified by the donor.

Capitalized Assets - Property and equipment amounts are recorded at cost.
Depreciation is provided over the estimated useful life (3-40 years) of each class of
depreciable asset and is computed using the straight-line method. Costs of maintenance
and repairs are charged to expense when incurred.
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Notes to Financial Statements
December 31, 2008 and 2007

Note | - Nature of Business and Significant Accounting Policies
(Continued)

Compensated Absences - Paid time off is charged to operations when earned. The
unused and earned benefits are recorded as a current liability in the financial statements.
Employees accumulate vacation days at varying rates depending on years of service.
Employees also earn holiday and sick leave benefits at an Organization-determined rate
for all employees. Employees may earn up to 64 hours of holiday time per year and may
accumulate up to 128 hours of such time. Employees may earn up to 80 hours of sick
time per year. Employees may sell a portion of their sick leave balance back to the
Organization provided their minimum balance is at least 240 hours after the transaction.
Employees are not paid for accumulated sick leave if they leave before retirement.
However, employees who retire from the Organization may convert accumulated sick
leave to termination payments equal to one-quarter of the accumulated balance
calculated at the employee's base pay rate as of the retirement date. Salaried employees
also earn compensatory time for any hours worked in excess of eight hours in one day,
or 80 hours in one pay period, at the rate of time and one-half. Compensatory time
may be accumulated up to a maximum of 80 hours.

Classification of Net Assets - Net assets of the Organization are classified in four
components. Net assets invested in capital assets net of related debt consist of capital
assets net of accumulated depreciation and reduced by the current balances of any
outstanding borrowings used to finance the purchase or construction of those assets.
Restricted expendable net assets are noncapital net assets that must be used for a
particular purpose, as specified by creditors, grantors, or contributors external to the
Organization. Restricted nonexpendable net assets equal the principal portion of
permanent endowments. Unrestricted net assets are remaining net assets that do not
meet the definition of invested in capital assets net of related debt or restricted.

Restricted Resources - When the Organization has both restricted and unrestricted
resources available to finance a particular program, it is the Organization's policy to use
restricted resources before unrestricted resources.

Use of Estimates - The preparation of financial statements in conformity with
accounting principles generally accepted in the United States of America requires
management to make estimates and assumptions that affect the reported amounts of
assets and liabilities and disclosure of contingent assets and liabilities at the date of the
financial statements and the reported amounts of revenue and expenses during the
reporting period. Actual results could differ from those estimates.
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Notes to Financial Statements
December 31, 2008 and 2007

Note | - Nature of Business and Significant Accounting Policies
(Continued)

Net Patient Service Revenue - The Organization has agreements with third-party
payors that provide for payments to the Organization at amounts different from its
established rates. Payment arrangements include prospectively determined rates per
discharge, reimbursed costs, discounted charges, and per diem payments. Net patient
service revenue is reported at the estimated net realizable amounts from patients, third-
party payors, and others for services rendered, including estimated retroactive
adjustments under reimbursement agreements with third-party payors. Retroactively
calculated adjustments arising under reimbursement agreements with third-party payors
are accrued on an estimated basis in the period the related services are rendered and
adjusted in future periods, as final settlements are determined.

Laws and regulations governing the Medicare and Medicaid programs are complex and
subject to interpretation. Management believes that it is in compliance with all
applicable laws and regulations. Final determination of compliance with such laws and
regulations is subject to future government review and interpretation. Violations may
result in significant regulatory action including fines, penalties, and exclusions from the
Medicare and Medicaid programs.

Operating Revenue and Expenses - The statement of revenue, expenses, and
changes in net assets distinguishes between operating and nonoperating revenues and
expenses. Operating revenues result from exchange transactions associated with
providing healthcare services - the Organization's principal activity. Operating expenses
are all expenses incurred to provide healthcare services, other than financing costs.

Income from Operations - For the purpose of display, transactions deemed by
management to be ongoing, major, or central to the provision of healthcare services are
reported as operating revenue and expenses. Peripheral or incidental transactions are
reported as other gains and losses.

Charity Care - The Organization provides care to patients who meet certain criteria
under its charity care policy without charge or at amounts less than established rates.
Because the Organization does not pursue collection of amounts determined to qualify
as charity care, they are not reported as revenue.

Charity care provided, based on charges at established rates, was approximately
$794,000 and $846,000 in 2008 and 2007, respectively.

Pension Plan - Substantially all of the Organization's employees are eligible to
participate in a defined benefit pension plan sponsored by the Ohio Public Employees'
Retirement System (OPERS). The Organization funds pension costs accrued, based on
contribution rates determined by OPERS.
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Notes to Financial Statements
December 31, 2008 and 2007

Note | - Nature of Business and Significant Accounting Policies
(Continued)

Contributions - Contributions of cash and other assets are measured at fair value.
Contributions with donor-imposed time or purpose restrictions are reported as
restricted support. All other contributions are reported as unrestricted support.

Investment Income - Investment income on unrestricted and restricted funds is
recorded as nonoperating gains when received.

Note 2 - Deposits and Investments

Chapter |35 of the Ohio Uniform Depositor Act authorizes local governmental units to
make deposits in any national bank located in the state, subject to inspection by the
superintendent of financial institutions, as eligible to become a public depository.
Section 135.14 of the Ohio Revised Code allows the local government to invest in
United States Treasury bills, notes, bonds, or any other obligation or security issued by
the United States Treasury or any other obligation guaranteed as to principal and
interest by the United States of America, and bonds and other obligations of the State of
Ohio. Investments in no-load money market mutual funds, repurchase agreements,
commercial paper, and bankers' acceptances are permitted subject to certain limitations
that include completion of additional training, approved by the auditor of state, by the
treasurer or governing board investing in these instruments.

The Organization has designated six banks for the deposit of its funds. An investment
policy has not been filed with the auditor of state on behalf of the Organization.
Investment of interim funds is limited to bonds, notes, debentures, or any other
obligations or securities issued by any federal government agency or instrumentality, no-
load money market mutual funds, and the Ohio subdivision's fund (STAR Ohio).

Statutes require the classification of funds held by the Organization into three categories:

Active Funds - Active funds are required to be kept in a “cash” or “near cash” status
for immediate use by the system. Such funds must be maintained either in depository
accounts or withdrawable on demand, including negotiable order of withdrawal (NOW)
accounts.

Inactive Funds - Inactive funds are not required for use within the current five-year
period of designated depositories. Ohio law permits inactive monies to be deposited or
invested as certificates of deposit, maturing not later than the end of the current period
of designated depositories, or as savings or deposit accounts, including but not limited to
passbook accounts.
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Notes to Financial Statements
December 31, 2008 and 2007

Note 2 - Deposits and Investments (Continued)

Interim Funds - Interim funds are funds which are not needed for immediate use but
will be needed before the end of the current period of designation of deposit. Ohio law
permits interim funds to be invested or deposited in the following securities:

I. Bonds, notes, or other obligations guaranteed by the United States, or those for
which the faith of the United States is pledged for the payment of principal and
interest

2. Bonds, notes, debentures, or other obligations or securities issued by any federal
governmental agency

3. No-load money market mutual funds consisting exclusively of obligations described
in () or (2) above and repurchase agreements secured by such obligations,
provided that investments in securities described in this division are made only
through eligible institutions

4. Interim deposits in the eligible institutions applying for interim funds to be
evidenced by time certificates of deposit, maturing not more than one year from
date of deposit, or by savings or deposit accounts, including but not limited to
passbook accounts

5. Bonds and other obligations of the State of Ohio
6. The Ohio state treasurer’s investment pool (STAR Ohio)

7. Commercial paper and bankers’ acceptances which meet the requirements
established by Ohio Revised Code, SEC 135.142

8. Under limited circumstances, corporate debt interest in either of the two highest
rating classifications by at least two nationally recognized rating agencies

Protection of the Organization’s deposits is provided by the Federal Deposit Insurance
Corporation, by eligible securities pledged by the financial institution as security for
repayment, by surety company bonds deposited with the treasurer by the financial
institution, or by single collateral pool established by the financial institution to secure
the repayment of all public funds deposited with the institution.

Investments in stripped principal or interest obligations, reverse repurchase agreements,
and derivatives are prohibited. The issuance of taxable notes for the purpose of
arbitrage, the use of leverage, and short selling are also prohibited. An investment must
mature within five years from the date of purchase unless matched to a specific
obligation or debt of the Organization and must be purchased with the expectation that
it will be held to maturity.
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Notes to Financial Statements
December 31, 2008 and 2007

Note 2 - Deposits and Investments (Continued)

The Organization's cash and investments are subject to several types of risk, which are
examined in more detail below:

Custodial Credit Risk of Bank Deposits

Custodial credit risk is the risk that in the event of a bank failure, the Organization's
deposits may not be returned to it. The Organization does not have a deposit policy for
custodial credit risk. At December 31, 2008 and 2007, the Hospital had approximately
$25,099,000, and $28,090,000, respectively, of bank deposits (certificates of deposit,
checking, and savings accounts) that were uninsured and collateralized by various
securities; the component unit had approximately $58,000 and $1,547,000 at December
31, 2008 and 2007, respectively, of bank deposits that were uninsured and
uncollateralized. The Organization believes that due to the dollar amounts of cash
deposits and the limits of FDIC insurance, it is impractical to insure all deposits. As a
result, the Organization evaluates each financial institution with which it deposits funds
and assesses the level of risk of each institution; only those institutions with an
acceptable estimated risk level are used as depositories.

Custodial Credit Risk of Investments

Custodial credit risk is the risk that, in the event of the failure of the counterparty, the
Organization will not be able to recover the value of its investments or collateral
securities that are in the possession of an outside party. The Organization does not have
a policy for custodial credit risk. At December 31, 2008 and 2007, the following
investment securities at the component unit were uninsured and unregistered, with
securities held by the counterparty or by its trust department or agent but not in the
component unit's name:

Carrying
Type of Investment Value How Held

December 31, 2008:

U.S. government agency bonds $ 52,861 Counterparty

Corporate bonds 149,741 Counterparty
December 31, 2007:

U.S. government agency bonds $ 202,328 Counterparty

Corporate bonds 313,489 Counterparty
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Note 2 - Deposits and Investments (Continued)

Interest Rate Risk

Interest rate risk is the risk that the value of investments will decrease as a result of a
rise in interest rates. The Organization does not have an investment policy that
addresses interest rate risk. At December 31, 2008 and 2007, the average maturities of

investments at the component unit are as follows:

Investment Fair Value  Weighted Average Maturity

December 31, 2008:

U.S. government agency bonds $ 52,861 14.62 years

Corporate bonds 149,741 1.29 years
December 31, 2007:

U.S. government agency bonds $ 202,328 3.57 years

Corporate bonds 313,489 1.29 years
Credit Risk

The Organization does not have an investment policy that addresses credit risk. At the
end of the year, the credit quality ratings of debt securities (other than the U.S.

government) held at the component unit are as follows:

Investment Fair Value Rating

Rating Organization

December 31, 2008:

U.S. government agency bonds $ 52,861 AAA
General Motors Accep. Corp.

bonds 58,514 CC
Ford Motor Credit Comp. bonds 28,214 CCC+
Prudential Financial bonds 63,014 A+

December 31, 2007:

U.S. government agency bonds $ 202,328 AAA
American Gen. Fin. Corp. bonds 62,764 A+
Ford Motor Credit Comp. bonds 59,802 B+
General Motors Accep. Corp.

bonds 66,221 BB+
Prudential Financial bonds 62,252 A+
Princ Life Inc. Fundings bonds 62,450 AA

Essentially all of the investments of the Hospital are held in certificates of deposit at
December 31, 2008 and 2007. Essentially all of the investments of the component unit
are held in certificates of deposit and commercial and governmental bonds at December

31, 2008 and 2007.
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Notes to Financial Statements
December 31, 2008 and 2007

Note 3 - Assets Limited as to Use

Assets limited as to use consist of the following:

2008 2007
Board-designated for capital improvements and
professional liability:
Cash and cash equivalents $ 252,063 $ 445,608
Certificates of deposit 1,673,935 1,402,024
Money market accounts 230,134 224,548
Total board-designated for capital
improvements and professional
liability 2,156,132 2,072,180
Donor-designated for capital improvements and other
purposes 21,360 20,272
Principal of permanent investments 15,000 15,000
Investments held by trustee in connection with debt
service - Money market accounts 19,886 19,774
Total assets limited as to use $ 2212378 $ 2,127,226

Note 4 = Patient Accounts Receivable

The details of patient accounts receivable are set forth below as follows:

2008 2007
Patient accounts receivable $ 7317616 $ 6,181,351
Less:
Allowance for uncollectible accounts (1,900,000) (1,150,000)
Allowance for contractual adjustments (2,687,000) (1,988,000)
Net patient accounts receivable $ 2,730,616 $ 3,043,35I
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Note 4 - Patient Accounts Receivable (Continued)

The Organization grants credit without collateral to patients, most of whom are local
residents and are insured under third-party payor agreements. The composition of
receivables from patients and third-party payors was as follows:

Percent
2008 2007
Medicare 28 33
Medicaid 10 7
Commercial insurance and HMOs 33 33
Self-pay 29 27
Total 100 100

Note 5 - Capital Assets

The cost of capital assets and related depreciable lives for December 31, 2008 are
summarized below:

Depreciable

2007 Additions Transfers Retirements 2008 Life - Years
Land $ 45,000 $ - $ - $ - $ 45,000 -
Land improvements 170,007 45,871 - (15,822) 200,056 5-25
Building and building improvements 7,988,657 43,794 - - 8,032,451 15-40
Building service equipment 816,302 5,400 - - 821,702 5-20
Major movable equipment 9,622,280 937,143 - (297,365) 10,262,058 3-25
Total 18,642,246 1,032,208 - (313,187) 19,361,267
Less accumulated depreciation:
Land improvements 154,157 14,521 - - 168,678
Building and building
improvements 4,806,264 243,941 - (15,822) 5,034,383
Building service equipment 745,869 18,663 - - 764,532
Major movable equipment 6,437,459 956,609 - (292,146) 7,101,922
Total 12,143,749 1,233,734 - (307,968) 13,069,515
Net carryingamount $ 6,498497 $ (201,526) $ - $ (5,219) $ 6,291,752
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Note 5 = Capital Assets (Continued)

The cost of capital assets and related depreciable lives for December 31, 2007 are
summarized below:

Depreciable

2006 Additions Transfers Retirements 2007 Life - Years
Land $ 45,000 $ - $ - $ - $ 45,000 -
Land improvements 172,257 - - (2,250) 170,007 5-25
Building and building improvements 7,580,015 297,858 112,446 (1,662) 7,988,657 15-40
Building service equipment 816,302 - - - 816,302 5-20
Major movable equipment 9,798,063 497,637 - (673,420) 9,622,280 3-25
CIp 112,446 - (112,446) - -
Total 18,524,083 795,495 - (677,332) 18,642,246
Less accumulated depreciation:
Land improvements 146,526 9,881 - (2,250) 154,157
Building and building
improvements 4,524,268 283,658 - (1,662) 4,806,264
Building service equipment 731,312 14,557 - - 745,869
Major movable equipment 6,026,068 1,021,615 - (610,224) 6,437,459
Total 11,428,174 1,329,711 - (614,136) 12,143,749
Net carryingamount  $ 7,095909 $ (534,216) $ - $ (63,196) $ 6,498,497

Note 6 - Estimated Third=-party Payor Settiements

Approximately 42 percent of the Organization's revenues from patient services are
received from the Medicare and Medicaid programs. The Organization has agreements
with these payors that provide for reimbursement to the Organization at amounts
different from its established rates. Contractual adjustments under these reimbursement
programs represent the difference between the Organization's established rates for
services and amounts reimbursed by third-party payors. A summary of the basis of
reimbursement with these third-party payors is as follows:

¢ Maedicare - Effective March 2005, the Organization received full accreditation from
the Center for Medicare and Medicaid Services for the critical access hospital
designation. As a critical access hospital, the Organization will receive reasonable,
cost-based reimbursement for both inpatient and outpatient services provided to
Medicare beneficiaries.

e Medicaid - Inpatient, acute care services rendered to Medicaid program
beneficiaries are also paid at prospectively determined rates per discharge. Capital
costs relating to Medicaid patients are paid on a cost-reimbursement method.
Outpatient and physician services are reimbursed on an established fee-for-service
methodology.
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Note 6 - Estimated Third=-party Payor Settiements (Continued)

The Medicaid payment system is a prospective one, whereby rates for the following
state fiscal year beginning July | are based upon filed cost reports for the preceding
calendar year. The continuity of this system is subject to the uncertainty of the
fiscal health of the State of Ohio, which can directly impact future rates and the
methodology currently in place. Any significant changes in rates or the payment
system itself could have a material impact on the future Medicaid funding to
providers.

The Organization also has entered into payment agreements with certain other
commercial insurance carriers, health maintenance organizations, and preferred
provider organizations. The basis for payment to the Organization under these
agreements includes prospectively determined rates per discharge, discounts from
established charges, and prospectively determined daily rates.

Cost report settlements result from the adjustment of interim payments to final
reimbursement under these programs and are subject to audit by fiscal intermediaries.
Although these audits may result in some changes in these amounts, they are not
expected to have a material effect on the accompanying financial statements.

The Medicare program has initiated a Recovery Audit Contractor (RAC) initiative,
whereby claims subsequent to October |, 2007 will be reviewed by contractors for
validity, accuracy, and proper documentation. A demonstration project completed in
several other states resulted in the identification of potential significant overpayments.
The RAC program is scheduled for Ohio hospitals in 2009. The Organization is unable
to determine if it will be audited and, if so, the extent of liability for overpayments, if
any. If selected for audit, the potential exists for significant overpayment of claims
liability for the Organization at a future date.

Note 7 - Accrued Compensated Absences

Accrued compensated absences activity for the year ended December 31, 2008 was as

follows:
Hospital
Current Current
Beginning Year Year Ending Current
Balance Additions Reductions Balance Portion

Total accrued compensated absences  $ 646,983 $ 979,025 $(950,669) $ 675,339 $ 675,339
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Note 7 - Accrued Compensated Absences (Continued)

Accrued compensated absences activity for the year ended December 31, 2007 was as

follows:
Hospital
Current Current
Beginning Year Year Ending Current
Balance Additions  Reductions Balance Portion

Total accrued compensated absences $ 624,451 $ 963,409 $(940,877) $ 646,983 $ 646,983

Compensated absences represent the estimated liability to be paid to employees under
the Organization's sick, vacation, holiday, and compensatory time policies.

Note 8 = Accrued Liabilities and Other

The details of accrued liabilities at December 31, 2008 and 2007 are as follows:

2008 2007
Compensation and related items $ 362,545 $ 241,750
Pension 132,553 117,074
Insurance premiums and accruals 700,389 692,196
Total accrued liabilities $ 1,195487 $ 1,051,020

Note 9 - Defined Benefit Pension Plan

Plan Description - The Hospital contributes to the Ohio Public Employees' Retirement
System of Ohio (OPERS). OPERS administers three separate pension plans: the
traditional pension plan (TP), a cost-sharing multiple-employer defined benefit pension
plan; the member-directed plan (MD), a defined contribution plan; and the combined
plan (CO), a cost-sharing multiple-employer defined benefit pension plan that has
elements of both a defined benefit and defined contribution plan.

OPERS provides retirement, disability, and survivor benefits, as well as postemployment
healthcare coverage to qualifying members of both the TP and the CO plans. Members
of the MD plan do not qualify for ancillary benefits, including postemployment
healthcare coverage.

The Ohio Revised Code permits, but does not mandate, OPERS to provide OPEB
benefits to its eligible member and beneficiaries. Authority to establish and amend
benefits is provided in Chapter 145 of the Ohio Revised Code.
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Note 9 - Defined Benefit Pension Plan (Continued)

OPERS issues a stand-alone financial report. Interested parties may obtain a copy by
making a written request to Ohio Public Employees' Retirement System, 277 East Town
Street, Columbus, Ohio 43215-4642 or by calling 614-222-5601 or 1-800-222-PERS
(7377).

Funding Policy - The Ohio Revised Code provides statutory authority requiring public
employers to fund retirement and postretirement benefits through their contributions
to OPERS for member and employer contributions. A portion of each employer's
contribution to OPERS is set aside for the funding of postretirement benefits.

For 2008, member and employer contribution rates were consistent across all three
plans (TP, MD, and CO) and are actuarially determined. The 2008 and 2007 member
contribution rates for members of local government units were 10.00 percent and
9.50 percent, respectively, of their annual covered salary. The 2008, 2007, and 2006
employer contribution rates for local government units were [4.00 percent,
13.85 percent, and 13.70 percent, respectively, of covered payroll. The Organization’s
contributions to OPERS for the years ended December 31, 2008, 2007, and 2006 were
approximately $1,255,000, $1,228,000, and $1,160,000, respectively. Required
employer contributions for all plans are equal to 100 percent of employer charges and
must be extracted from the employer’s records.

Postretirement Benefits - In order to qualify for postemployment healthcare
coverage, age-and-service retirees under the TP and CO plans must have 10 or more
years of qualifying Ohio service credit. Healthcare coverage for disability benefit
recipients and qualified survivor benefit recipients is available. The healthcare coverage
provided by OPERS meets the definition of an other postemployment benefit (OPEB),
as described in GASB Statement No. 45. A portion of each employer’s contribution to
OPERS is set aside for the funding of postemployment health care. The Ohio Revised
Code provides statutory authority for employer contributions. In 2008 and 2007, state
and local employers contributed at a rate of 14.00 percent and 13.85 percent,
respectively, of covered payroll. The portion of employer contributions allocated to
health care was 7.00 percent in 2008 and 5.00 percent and 6.00 percent were used for
January | through June 30, 2007 and July | through December 31, 2007, respectively,
for all employers. The portion of the employer’s contribution used to fund post-
employment benefits for 2008 and 2007 was $898,000 and $842,000, respectively.

The Ohio Revised Code provides the statutory authority requiring public employers to
fund postretirement health care through their contributions to OPERS.
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Note 9 - Defined Benefit Pension Plan (Continued)

The individual entry age actuarial cost method of valuation is used in determining the
present value of OPEB. The investment assumption rate for 2007 was 6.50 percent. An
annual increase of 4.00 percent compounded annually is the base portion of the
individual pay increase assumption. This assumes no change in the number of active
employees. In addition, annual pay increases, over and above the 4.00 percent base
increase, were assumed to range from 0.50 percent to 6.30 percent. Healthcare costs
were assumed to increase at the projected wage inflation rate plus an additional factor
ranging from 0.50 percent to 4 percent for the next eight years. In subsequent years
(nine and beyond), healthcare costs were assumed to increase at 4 percent (the
projected wage inflation rate). These assumptions and calculations are based on the
system's latest actuarial review performed as of December 31, 2007.

The TP and CO plans had 363,503 active contributing participants as of December 31,
2008. The number of active contributing participants for both plans used in the
December 31, 2007 actuarial valuation was 364,076. As of December 31, 2007, the
actuarial value of the retirement system's net assets available for OPEB was $12.8 billion.
The actuarially accrued liability and the unfunded actuarial accrued liability, based on the
actuarial cost method used, were $29.8 billion and $17.0 billion, respectively.

Health Care Preservation Plan - On September 9, 2004, the OPERS Retirement
Board adopted the Health Care Preservation Plan (HCPP) which was effective January
I, 2007. Member and employer contribution rates increased as of January |, 2006,
January I, 2007, and January |, 2008, which allowed additional funds to be allocated to
the healthcare plan.

Note 10 - Medical Malpractice Claims

The Organization is exposed to various risks of loss related to property loss, torts,
errors and omissions, and employee injuries (workers’ compensation). The Organization
has purchased commercial insurance for malpractice, general liability, employee medical,
and workers’ compensation claims.

The Organization is insured against medical malpractice claims under a claims-made
based policy, whereby claims are covered if the Organization was insured during the
year that the claim was filed. Under the terms of the policy, the Organization bears the
risk of the ultimate costs of any individual claim exceeding $1,000,000 or aggregate
claims exceeding $3,000,000 for claims asserted in a policy year. In addition, the
Organization has an umbrella policy with an additional $7,000,000 of coverage.

There is no pending litigation against the Organization, nor is management aware of any
medical malpractice claims, either asserted or unasserted, that would exceed the policy
limits. The cost of this insurance policy represents the Organization’s cost for such
claims for the year, and it has been charged to operations as current expense. There
have been no claims settled in the last five years that have exceeded insured limits.
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Note 10 = Medical Malpractice Claims (Continued)

The Organization is exposed to various risks of loss related to property and general
losses, as well as medical benefits provided by employees. The Organization has
purchased commercial insurance coverage of these claims. Settled claims relating to the

commercial insurance have not exceeded the amount of insurance coverage in any of
the past five fiscal years.
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Report on Internal Control Over Financial Reporting and on Compliance and
Other Matters Based on an Audit of Financial Statements Performed
in Accordance with Government Auditing Standards

To the Board of Governors
Wyandot Memorial Hospital

We have audited the accompanying financial statements of the business-type activities and the
discretely presented component unit of Wyandot Memorial Hospital (the "Organization") as of
and for the year December 31, 2008 and have issued our report thereon dated May 14, 2009.
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.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered Wyandot Memorial Hospital's internal
control over financial reporting as a basis for designing our auditing procedures for the purpose
of expressing our opinion on the financial statements, but not for the purpose of expressing an
opinion on the effectiveness of the internal control over financial reporting. Accordingly, we do
not express an opinion on the effectiveness of Wyandot Memorial Hospital's internal control
over financial reporting.

A control deficiency exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent or detect misstatements on a timely basis. A significant deficiency is a control deficiency,
or combination of control deficiencies, that adversely affects the entity's ability to initiate,
authorize, record, process, or report financial data reliably in accordance with generally
accepted accounting principles such that there is more than a remote likelihood that a
misstatement of the entity's financial statements that is more than inconsequential will not be
prevented or detected by the entity's internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that
results in more than a remote likelihood that a material misstatement of the financial statements
will not be prevented or detected by the entity's internal control.

Our consideration of internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and would not necessarily identify all deficiencies
in internal control that might be significant deficiencies or material weaknesses. We did not
identify any deficiencies in internal control over financial reporting that we consider to be a
material weakness, as defined above.

Praxity
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To the Board of Governors
Wyandot Memorial Hospital

Compliance and Other Matters

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

We noted certain matters that we reported to management of Wyandot Memorial Hospital in a
separate letter dated May |4, 2009.

The report is intended solely for the information and use of the auditor of the State of Ohio, the
board of governors of Wyandot Memorial Hospital, management, and others within the
Organization and is not intended to be and should not be used by anyone other than these

specified parties.
7444&/ f M, PLLL

May 14, 2009
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