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STATE OF INDIANA

AN EQUAL OPPORTUNITY EMPLOYER STATE BOARD OF ACCOUNTS
302 WEST WASHINGTON STREET
ROOM E418
INDIANAPOLIS, INDIANA 46204-2769

Telephone: (317) 232-2513
Fax: (317) 232-4711
Web Site: www.in.gov/sboa

INDEPENDENT AUDITOR'S REPORT

TO: THE OFFICIALS OF JAY COUNTY HOSPITAL, JAY COUNTY, INDIANA

We have audited the accompanying basic financial statements of the business-type activities of Jay
County Hospital (Hospital) as of and for the year ended September 30, 2012, which collectively comprise the
Hospital's basic financial statements as listed in the Table of Contents. 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 audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain reasonable assur-
ance about whether the financial statements are free of material misstatement. An audit includes consider-
ation of internal control over financial reporting as a basis for designing audit procedures that are appropriate
in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Hospital's
internal control over financial reporting. Accordingly, we express no such opinion. An audit includes exam-
ining, 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 audit provides a reason-
able basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the Hospital as of September 30, 2012, and the respective changes in financial
position and cash flows, thereof for the year then ended in conformity with accounting principles generally
accepted in the United States of America.

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

STATE BOARD OF ACCOUNTS

January 8, 2013



MANAGEMENT'S DISCUSSION AND ANALYSIS

Jay County Hospital Management's Discussion and Analysis

This discussion and analysis of the financial performance of Jay County Hospital provides an overview of the
Hospital's financial activities for the fiscal year ended September 30, 2012. This discussion and analysis
should be reviewed in conjunction with the accompanying financial statements.

The annual financial report consists of two parts: the management discussion and analysis and the financial
statements. The management discussion provides a summary analysis of the financial activities for the fiscal
year. The financial statements provide more detailed information regarding financial activities and results.
During fiscal year 2012 total inpatient admissions decreased by 10% from fiscal year 2011. Total admissions
during 2012 were 1,053. Patient days decreased, from 6,129 during 2011 to 5,494 during 2012. Outpatient
registrations decreased very slightly to 47,017.

The hospital experienced an increase in net assets of approximately $670,000 during fiscal year 2012. This
compares to an increase of $1.4 million during fiscal year 2011 and a budgeted increase of $750,000.

Net operating revenues for fiscal year 2012 were $35.2 million, an increase of 7% from the previous year.
Total operating expenses were $34.7 million; this was an increase of 9% from 2011.

During fiscal year 2012 the Hospital purchased approximately $1.1 million in capital assets. During fiscal year
2012, Jay County Hospital did not borrow any funds; all capital disbursements were paid from cash or
internally designated accounts. Jay County Hospital has no long-term debt.

Following are summary financial statements for fiscal year 2012.

Summarized Financial Statement Information

The following information documents in summary form the financial information related to the
activities of the hospital for the fiscal year ending September 30, 2012.

Statement of Net Assets:

(in millions)

2012 2011
Current assets 14.9 14.1
Noncurrent assets 12.6 11.9
Capital assets 14.9 16.0
Other assets 0.5 0.5
Total Assets 43.0 424
Current Liabilities 1.9 2.0



Long-term Liabilities 0.0 0.0
Total Liabilities 1.9 2.0
Net Assets
Invested in capital assets, net of related debt 14.9 16.0
Restricted for specific grant activities 0.1 0.0
Unrestricted 26.1 24.3
Total Net Assets 41.1 40.3
Total Liabilities and Net Assets 43.0 42.4
Statement of Revenues and Expenses and Changes in Net Assets:
Compared to Prior Year
(In millions)
2012 2011
Revenue
Net patient service revenue 34.5 32.3
Other revenues 0.7 0.5
Total Revenues 35.2 32.8
Expenses
Salaries and benefits 194 18.5
Medical professional fees 14 1.0
Other professional fees 0.4 0.2
Maintenance and purchased services 7.0 5.6
Supplies and drugs 4.0 4.0
Insurance 0.3 04
Depreciation and amortization 2.2 2.0
Total Expenses 34.7 31.7
Operating income/(loss) 0.5 1.0
Nonoperating revenues (expenses) 0.1 0.2
Excess of revenues over expenses 0.6 1.2
before capital grants and contributions, additions to permanent
endowments, and special and extraordinary items
Capital grants and contributions 0.1 0.1
Increase in net assets 0.7 1.2
Net assets beginning of year 40.3 39.1
Net assets end of year 41.0 40.3




Statement of Revenues and Expenses and Changes in Net Assets:
Compared to Budget

(in millions)
2012

Actual 2012 Budget
Revenue
Net patient service revenue 34.5 34.3
Other revenues 0.7 0.3
Total Revenues 32.8 34.6
Expenses
Salaries and benefits 19.4 19.1
Medical professional fees 1.4 1.2
Other professional fees 0.4 0.3
Maintenance and purchased services 7.0 6.0
Supplies and drugs 4.0 4.0
Insurance 0.3 0.3
Depreciation and amortization 2.2 3.1
Total Expenses 34.7 34.0
Operating income/(loss) 0.5 0.6
Nonoperating revenues (expenses) 0.1 0.1
Excess of revenues over expenses 0.6 0.7

before capital grants and contributions, additions to permanent
endowments, and special and extraordinary items

Capital grants and contributions 0.1 0.1
Increase in net assets 0.7 0.8
Net assets beginning of year 40.3 40.3
Net assets end of year 41.0 411

Columns may not add due to rounding.



JAY COUNTY HOSPITAL
STATEMENT OF NET ASSETS
September 30, 2012

Assets

Current assets:

Cash and cash equivalents

Patient accounts receivable, net of

estimated uncollectibles

Supplies and other current assets
Noncurrent cash and investments:

Internally designated

Restricted by contributors and grantors
Capital assets:

Land and construction in progress

Depreciable capital assets, net of accumulated depreciation
Other assets

Total assets

Liabilities and Net Assets

Current liabilities:
Accounts payable and accrued expenses
Payroll and benefits payable
Estimated third-party payor settlements
Other current liabilities

Total liabilities

Net assets:
Invested in capital assets
Restricted:
Expendable for capital acquisitions
Expendable for specific grants
Unrestricted

Total net assets

Total liabilities and net assets

$ 2,838,533

10,636,730
1,514,434

12,561,901
98,254

495,946
14,184,006
720,119

$ 43,049,923

$ 495679
1,307,091
121,618
5,341

1,929,729

14,679,952
21,818
76,436

26,341,988

41,120,194

$ 43,049,923

The accompanying notes are an integral part of the financial statements.
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JAY COUNTY HOSPITAL

STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN NET ASSETS

Year Ended September 30, 2012

Operating revenues:

Net patient service revenue (net of provision for bad debt)

Other
Total operating revenues
Operating expenses:
Salaries and wages
Employee benefits
Supplies and services
Depreciation and amortization
Total operating expenses
Operating income
Nonoperating revenues (expenses):
Investment income
Noncapital grants and contributions
Loss on investment in affiliated companies
Other

Total nonoperating revenues (expenses)

Excess of revenues over expenses
before capital grants and contributions

Capital grants and contributions
Increase in net assets
Net assets beginning of the year

Net assets end of the year

$ 34,485,380
715,453

35,200,833
14,025,024
5,374,347
13,068,042
2,222,237
34,689,650
511,183
54,210
53,771

(11,358)
(19,608)

77,015

588,198
77,280
665,478
40,454,716

$ 41,120,194

The accompanying notes are an integral part of the financial statements.
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JAY COUNTY HOSPITAL
STATEMENT OF CASH FLOWS - RESTRICTED AND UNRESTRICTED FUNDS
Year Ended September 30, 2012

Cash flows from operating activities:
Receipts from and on behalf of patients
Payments to suppliers and contractors
Payments to employees and for employee benefits
Other receipts

Net cash provided by operating activities

Cash flows from noncapital financing activities:
Noncapital grants and contributions
Other

Net cash provided by noncapital financing activities

Cash flows from capital and related financing activities:
Capital grants and contributions
Purchase of capital assets

Net cash used by capital and related financing activities

Cash flows from investing activities:
Interest and dividends on investments

Net decrease in cash and cash equivalents

Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

Reconciliation of cash and cash equivalents to the Statement of Net Assets:
Cash and cash equivalents in current assets
Restricted cash and cash equivalents

Total cash and cash equivalents

Reconciliation of operating income to net cash provided by operating activities:
Operating income
Adjustments to reconcile operating income to net cash flows provided by operating activities:
Depreciation and amortization
Increase in current assets:
Accounts receivable
Inventory/supplies and other current assets
Increase (decrease) in current liabilities:
Accounts payable
Wages and benefits payable
Estimated third party payor settlements
Other liabilities related to operating activities

Net cash provided by operating activities

The accompanying notes are an integral part of the financial statements.

$ 32,953,564
(13,640,689)
(19,248,564)

715,453

779,764

53,771
(19,608)

34,163

77,280
(1,132,691)

(1,055,411)

110,457
(131,027)
15,621,843

$ 15,490,816

$ 2,838,533
12,652,283

$ 15,490,816

$ 511,183
2,222,237

(1,531,816)
(302,101)

(130,725)
150,807
(94,382)
(45,439)

$ 779,764
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JAY COUNTY HOSPITAL
NOTES TO FINANCIAL STATEMENTS

Summary of Significant Accounting Policies

A. Reporting Entity

Jay County Hospital (Hospital) is a county-owned facility and operates under the Indiana County
Hospital Law, Indiana Code 16-22. The Hospital provides short-term inpatient and outpatient health
care.

The Board of County Commissioners of Jay County appoints the Governing Board of the Hospital
and a financial benefit/burden relationship exists between the County and the Hospital. For these
reasons, the Hospital is considered a component unit of Jay County.

The accompanying financial statements present the activities of the Hospital (primary government)
and its significant component unit. The component unit discussed below is included in the Hospital's
reporting entity because of the significance of its operational or financial relationship with the
Hospital. The blended component unit, although a legally separate entity, is in substance part of the
government's operations and exists solely to provide services for the government; data from this unit
is combined with data of the primary government.

Blended Component Unit

The Jay County Hospital Foundation is a significant blended component unit of the Hospital. The
primary government appoints a voting majority of the Foundation's board and a financial benefit/
burden relationship exists between the Hospital and the Foundation. Although it is legally separate
from the Hospital, the Foundation is reported as if it were a part of the Hospital because it provides
services entirely or almost entirely to the Hospital.

Enterprise Fund Accounting

The Hospital uses enterprise fund accounting. Revenues and expenses are recognized on the ac-
crual basis using the economic resources measurement focus. Private-sector standards of account-
ing and financial reporting issued prior to December 1, 1989, generally are followed in the enterprise
fund statements to the extent that those standards do not conflict with or contradict guidance of the
Governmental Accounting Standards Board. Governments also have the option of following subse-
quent private-sector guidance for their enterprise funds, subject to this same limitation. The Hospital
has elected to apply subsequent private-sector guidance.

C. Assets, Liabilities, and Net Assets or Equity

1. Deposits and Investments

Cash and cash equivalents include demand deposits and investments in highly liquid debt instru-
ments with an original maturity date of three months or less.

Short-term investments are investments with remaining maturities of up to 90 days.

Statutes authorize the Hospital to invest in interest-bearing deposit accounts, passbook savings
accounts, certificates of deposit, money market deposit accounts, mutual funds, pooled fund
investments, securities backed by the full faith and credit of the United States Treasury and
repurchase agreements. The statutes require that repurchase agreements be fully collateralized
by U.S. Government or U.S. Government Agency obligations.

-10-



JAY COUNTY HOSPITAL
NOTES TO FINANCIAL STATEMENTS
(Continued)

Nonparticipating certificates of deposit, demand deposits, and similar nonparticipating negotiable
instruments that are not reported as cash and cash equivalents are reported as investments at
cost.

Investments in affiliated companies are reported using the equity method of accounting, or at
cost, as applicable.

Other investments are generally reported at fair value.

Investment income, including changes in the fair value of investments, is reported as nonoper-
ating revenues in the Statement of Revenues, Expenses, and Changes in Net Assets.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally ac-
cepted in the United States of America requires management to make estimates and assump-
tions that affect the reported amounts of assets and liabilities and disclosures of contingent
assets and liabilities at the date of the financial statements and the reported amounts of reve-
nues and expenses during the reporting period. Actual results could differ from those estimates.

Capital Assets

Capital assets, which include land, land improvements, buildings and improvements, and equip-
ment, are reported at actual or estimated historical cost based on appraisals or deflated current
replacement cost. Contributed or donated assets are reported at estimated fair value at the time
received.

Capitalization thresholds (the dollar values above which asset acquisitions are added to the

capital asset accounts), depreciation methods and estimated useful lives of capital assets report-
ed in the financial statements are as follows:

Capitalization Depreciation Estimated

Threshold Method Useful Life
Land improvements $ 5,000 Straight-line 5-25 years
Buildings and building service equipment 5,000 Straight-line 5-40 years
Fixed equipment 5,000 Straight-line 4-20 years
Major moveable equipment 5,000 Straight-line 3-32 years

For depreciated assets, the cost of normal maintenance and repairs that do not add to the value
of the asset or materially extend asset lives are not capitalized.

Major outlays for capital assets and improvements are capitalized as projects are constructed.
Interest incurred during the construction phase of capital assets is included as part of the
capitalized value of the assets constructed.

Net Assets

Net assets of the Hospital are classified in three components.

Net assets invested in capital assets.

-11-



JAY COUNTY HOSPITAL
NOTES TO FINANCIAL STATEMENTS
(Continued)

Restricted expendable net assets are noncapital net assets that must be used for a particular
purpose, as specified by creditors, grantors, contributors, or enabling legislation external to the
hospital.

Unrestricted net assets are remaining net assets that do not meet the definition of invested in
capital assets or restricted.

The financial statements report $98,254 of restricted net assets, of which $76,436 is restricted by
enrolling legislation.

Grants and Contributions

From time to time, the Hospital receives grants from Jay County and the State of Indiana as well as
contributions from individuals and private organizations. Revenues from grants and contributions
(including contributions of capital assets) are recognized when all eligibility requirements, including
time requirements, are met. Grants and contributions may be restricted for either specific operating
purposes or for capital purposes. Amounts that are unrestricted or that are restricted to a specific
operating purpose are reported as nonoperating revenues. Amounts restricted to capital acquisitions
are reported after nonoperating revenues and expenses.

Restricted Resources

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

Operating Revenues and Expenses

The Hospital's Statement of Revenues, Expenses, and Changes in Net Assets distinguishes between
operating and nonoperating revenues and expenses. Operating revenues result from exchange
transactions associated with providing health care services — the Hospital's principal activity. Nonex-
change revenues, including grants, and contributions received for purposes other than capital asset
acquisition, are reported as nonoperating revenues. Operating expenses are all expenses incurred
to provide health care services, other than financing costs.

Net Patient Service Revenue

The Hospital has agreements with third-party payors that provide for payments to the Hospital at
amounts different from its established rates. Net patient service revenue represents 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.
Retroactive adjustments are accrued on an estimated basis in the period the related services are
rendered and adjusted in future periods as final settlements are determined.

Charity Care

The Hospital has a policy of providing charity care to patients who are unable to pay. Such patients
are identified based on financial information obtained from the patient and subsequent analysis.

Supplies
Inventories of drugs and other supplies are stated at the lower of cost (first-in, first-first-out) or

market.

-12-



JAY COUNTY HOSPITAL
NOTES TO FINANCIAL STATEMENTS
(Continued)
J. Compensated Absences

The Hospital's policy on paid time-off (which includes vacation, sick leave, and holidays) allows all
employees regularly scheduled at least 30 hours a week in regular employment status to accrue paid
time-off (PTO) to a maximum of 480 hours. PTO is paid to employees through a lump sum cash
payment upon termination if not discharged and if proper notice of leaving employment is given.
Paid days off are accrued when incurred and reported as a liability.

K. Fair Value of Financial Instruments

The following methods and assumptions were used by the Hospital in estimating the fair value of its
financial instruments:

Cash and Cash Equivalents

The carrying amount reported in the Statement of Net Assets for cash and cash equivalents approxi-
mates its fair value.

Accounts Payable and Accrued Expenses

The carrying amount reported in the Statement of Net Assets for accounts payable and accrued ex-
penses approximates its fair value.

Estimated Third-Party Payor Settlements

The carrying amount reported in the Statement of Net Assets for estimated third-party payor settle-
ments approximates its fair value.
II. Detailed Notes
A. Deposits and Investments

1. Deposits
Custodial credit risk is the risk that, in the event of a bank failure, the government's deposits may
not be returned to it. Indiana Code 16-22-3-16 allows a Hospital Governing Board to deposit
public funds in a financial institution. The Hospital does not have a deposit policy for custodial
credit risk. At September 30, 2012, the Hospital had deposit balances in the amount of
$15,490,817.

The bank balances were insured by the Federal Deposit Insurance Corporation or the Public
Deposit Insurance Fund, which covers all public funds held in approved depositories.

2. Investments

Authorization for investment activity is stated in Indiana Code 16-22-3-20.

13-



JAY COUNTY HOSPITAL
NOTES TO FINANCIAL STATEMENTS
(Continued)

B. Accounts Receivable and Payable

Patient accounts receivable and accounts payable (including accrued expenses) reported as current
assets and liabilities by the Hospital at year end consisted of these amounts:

Patient Accounts Receivable

Receivable from patients and their insurance carriers  $ 11,970,440

Receivable from Medicare 5,411,916
Receivable from Medicaid 2,460,636

Total patient accounts receivable 19,842,992
Less allowance for uncollectible amounts 9,206,262
Patient accounts receivable, net $ 10,636,730

Accounts Payable and Accrued Expenses

Payable to suppliers $ 495,679
Payable to employees (including payroll taxes) 1,307,091
Other 5,341
Total accounts payable and accrued expenses $ 1,808,111

C. Capital Assets

Capital asset activity for the year ended September 30, 2012, was as follows:

Beginning Ending
Primary Government Balance Increases Decreases Balance
Capital assets, not being depreciated:
Land $ 220,245 $ - $ - $ 220,245
Construction in progress 21,918 770,444 516,661 275,701
Total capital assets, not being depreciated 242,163 770,444 516,661 495,946
Capital assets, being depreciated:
Land improvements 891,489 24,200 - 915,689
Buildings and building service equipment 22,692,412 58,395 - 22,750,807
Fixed equipment 3,105,733 - - 3,105,733
Major moveable equipment 9,131,933 796,313 - 9,928,246
Totals 35,821,567 878,908 - 36,700,475
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JAY COUNTY HOSPITAL
NOTES TO FINANCIAL STATEMENTS

(Continued)
Beginning Ending
Primary Government Balance Increases Decreases Balance
Less accumulated depreciation for:

Land improvements 819,914 10,182 - 830,096
Buildings and building service equipment 11,466,952 910,035 - 12,376,987
Fixed equipment 2,295,274 265,204 - 2,560,478
Major moveable equipment 5,848,517 900,391 - 6,748,908
Totals 20,430,657 2,085,812 - 22,516,469
Total capital assets, being depreciated, net 15,390,910 (1,206,904) - 14,184,006
Total primary government capital assets, net $15,633,073 $ (436,460) $ 516,661 $ 14,679,952

D. Construction Commitments

Construction work in progress is composed of the following:

Expended to

September 30,
Project 2012
Telephone system $ 185,267
Emergency room software 67,836
Physician offices software 10,634
Meditech upgrades 10,109
West Jay design 1,855
Total $ 275,701

E. Restricted Net Assets
Restricted, expendable net assets are available for the following purposes:

September 30,

2012
Bioterrorism Hospital Preparedness Grant:
Emergency preparedness programs and equipment $ 76,436
SHIPP Grant:
ICD10 training and computer interfaces 21,818
Total expendable, restricted net assets $ 98,254

F. Net Patient Service Revenue
The Hospital has agreements with third-party payors that provide for payments to the Hospital at

amounts different from its established rates. A summary of the payment arrangements with major
third-party payors follows:

-15-



JAY COUNTY HOSPITAL
NOTES TO FINANCIAL STATEMENTS
(Continued)

1. Medicare

Inpatient and outpatient services and defined capital and medical education costs related to
Medicare beneficiaries are paid based on a cost reimbursement methodology. The Hospital
is reimbursed for cost reimbursable items at a tentative rate with final settlement determined
after submission of annual cost reports by the Hospital and audits thereof by the Medicare
fiscal intermediary. Geropsych services rendered to Medicare program beneficiaries are
paid at prospectively determined rates.

2. Medicaid

Inpatient acute care services and outpatient services rendered to Medicaid program bene-
ficiaries are paid at prospectively determined rates. These rates vary according to a patient
classification system that is based on clinical, diagnostic, and other factors.

Revenue from the Medicare and Medicaid programs accounted for approximately 47 percent and 2
percent, respectively, of the Hospital's net patient revenue for the year ended September 30, 2012.
Laws and regulations governing the Medicare and Medicaid programs are extremely complex and
subject to interpretation. As a result, there is at least a reasonable possibility that recorded estimates
will change by a material amount in the near term.

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

. Charity Care

Charges excluded from revenue under the Hospital's charity care policy were $482,208.

Internally Designated Assets

Non-current cash and investments internally designated include the following:

1. Funded Depreciation — Amounts transferred from the Operating Fund by the Hospital Board
of Trustees through funding depreciation expense. Such amounts are to be used for equip-
ment and building, remodeling, repairing, replacing or making additions to the Hospital build-
ings as authorized by Indiana Code 16-22-3-13.

2. Designated Funds — Assets set aside by the Hospital Board of Trustees for identified pur-

poses and over which the Board retains control and may, at its discretion, subsequently use
for other purposes.

-16-



JAY COUNTY HOSPITAL
NOTES TO FINANCIAL STATEMENTS
(Continued)

Internally designated:
Funded depreciation:
Cash and cash equivalents $ 12,133,220
Accrued interest receivable 7,872

Total funded depreciation 12,141,092

Board designation:
Cash and cash equivalents 420,809

Total internally designated $ 12,561,901

Other Information

A. Risk Management

The Hospital is exposed to various risks of loss related to torts; theft of, damage to, and destruction of
assets; errors and omissions; job related illnesses or injuries to employees; medical benefits to
employees, retirees, and dependents (excluding postemployment benefits); and natural disasters.

The risks of torts; theft of, damage to, and destruction of assets; errors and omissions; job related
illnesses or injuries to employees; and natural disasters are covered by commercial insurance from
independent third parties. Settled claims from these risks have not exceeded commercial insurance
coverage for the past three years. There were no significant reductions in insurance by major
category of risk.

Medical Benefits to Employees and Dependents

The Hospital has chosen to establish a risk financing fund for risks associated with medical benefits
to employees and dependents. The risk financing fund is accounted for in the Employee Health Trust
Account where assets are set aside as needed for claim settlements. An excess policy through
commercial insurance covers individual claims in excess of $50,000 (one employee is lasered at
$175,000 and another at $250,000) and aggregate claims in excess of $1,342,344. Settled claims
may exceed coverage during calendar year 2012.

Claim expenditures are reported as expense in the fiscal year that they are paid.

Claim liabilities cannot be reasonably estimated

Contingent Liabilities

Litigation

The Hospital is involved in litigation and regulatory investigations arising in the course of business.

After consultation with legal counsel, management estimates that these matters will be resolved
without material adverse effect on the Hospital's future financial position or results from operations.
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JAY COUNTY HOSPITAL
NOTES TO FINANCIAL STATEMENTS
(Continued)

C. Investment in Affiliated Company

In 2004, the Hospital entered into an agreement with Cardinal Health Ventures, Inc., to establish Jay
County Medical Facilities, LLC to purchase a medical office building and then lease the facilities to
health care providers. The Hospital's interest in the Corporation is 65 percent which was based on
their initial contribution of $422,750. Profits and losses of the Corporation will be distributed among
the members in proportion to their respective percentage interests. The investment is recorded on
the equity method.

Summarized financial information as of September 30, 2012, and for the year then ended from the
unaudited financial statements of the Affiliated Company follows:

Current assets $ 113,765
Noncurrent assets 614,944
Equity 728,709
Revenue 155,354
Net income (4,374)

D. Pension Plans

1.

Defined Benefit Pension Plan

Jay County Hospital Employees' Pension Plan

Plan Description

For employees hired prior to January 1, 2009, the Hospital has a defined benefit pension plan
administered by McCready and Keene, Inc., as authorized by Indiana Code 16-22-3-11. The
plan provides retirement, disability, and death benefits to plan members and beneficiaries. The
plan was established by written agreement between the Hospital Board of Trustees and the Plan
Administrator. The Plan Administrator issues a publicly available financial report that includes
financial statements and required supplementary information of the plan. That report may be
obtained by contacting:

Jay County Hospital
500 W. Votaw St.
Portland, IN 47371
Ph. 260-726-7131

Funding Policy

The contribution requirements of plan members are established by the written agreement
between the Hospital Board of Trustees and the Plan Administrator. The Hospital is required to
contribute at an actuarially determined rate. The current rate is 5.0 percent of annual covered
payroll.

Annual Pension Cost

For the year ended September 30, 2012, the Hospital's annual pension cost of $554,109 for the
Pension Plan was equal to the Hospital's required and actual contributions.
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JAY COUNTY HOSPITAL
NOTES TO FINANCIAL STATEMENTS
(Continued)

Actuarial Information for the Above Plan

Annual required contribution $ 554,445
Interest on net pension obligation 2,601
Adjustment to annual required contribution (2,937)
Annual pension cost 554,109
Contributions made 611,900
Increase in net pension obligation (57,791)
Net pension obligation, beginning of year 34,684
Net pension obligation, end of year $ (23,107)

Contribution rates:

Hospital 5%

Plan members 0%
Actuarial valuation date 1-1-2012
Actuarial cost method Entry age normal cost
Amortization method Level percentage of projected payroll
Amortization period Level dollar open 30 year
Asset valuation method Market value

Actuarial Assumptions

Investment rate of return 7.5%
Projected future salary increases:
Total 4.0%
Attributed to inflation 3.0%
Attributed to merit/seniority 1.0%

Three Year Trend Information

Annual Percentage Net
Pension Cost of APC Pension
Year Ending (APC) Contributed Obligation
12-31-09 $ 626,780 105.4% $ (69,187)
12-31-10 647,871 84.0% 34,684
12-31-11 554,109 110.40% (23,107)

Funded Status and Funding Progress for the Above Plan

The funded status of the plan as of January 1, 2012, the most recent actuarial valuation date is
as follows:
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JAY COUNTY HOSPITAL
NOTES TO FINANCIAL STATEMENTS

(Continued)
Unfunded
Actuarial AAL as a
Actuarial Accrued Annual Percentage
Value of Liability (AAL) Funded  Covered of Covered
Plan Assets Entry Age  Unfunded AAL Ratio Payroll Payroll
(@) (b) (b-a) (a/b) (© ((b-a)/c)
Employees' Pension Plan $ 8,919,179 $ 11,108,620 $ (2,189,441) 80% $ 9,016,992 (24%)

The Schedule of Funding Progress, presented as RSl for the above plan following the Notes to
the Financial Statements, presents multiyear trend information about whether the actuarial value
of plan assets is increasing or decreasing over time relative to the actuarial accrued liability for
benefits.

Defined Contribution Pension Plan

Jay County Hospital 403(b) Pension Plan

Plan Description

On January 1, 2009 the Hospital started a defined contribution pension plan as authorized by
Indiana Code 16-22-3-11. The plan is administered by the Hospital in conjunction with the plan's
appointed actuary, trustee and investment manager. The plan provides retirement and death
benefits to plan members and beneficiaries. The plan was established by a written 403(b) adop-
tion agreement.

Funding Policy and Annual Pension Cost

The voluntary contribution elections for plan members are established by the written plan adop-
tion agreement. Plan members can elect to contribute up to 100 percent of their annual covered
salary. The plan includes a provision for the Hospital to contribute to the plan at its discretion.
The Hospital's current approved discretionary contribution rate is 2 percent of the employee's
annual covered salary and a 50 percent match of the employee's contribution up to a maximum
of 5 percent of the employee's covered salary. Employee contributions to the plan were
$301,610. The employer does not contribute until the end of the plan year.
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JAY COUNTY HOSPITAL
REQUIRED SUPPLEMENTARY INFORMATION
SCHEDULE OF FUNDING PROGRESS

Jay County Hospital Employees' Pension Plan

Unfunded
Actuarial AAL as a
Actuarial Accrued Percentage
Actuarial Value of Liability Unfunded Funded Covered of Covered
Valuation Assets (AAL) AAL Ratio Payroll Payroll
Date (a) (b) (a-b) (a/b) (c) ((a-b)/c)
01-01-10 $ 7,355,276 $ 9,485,335 $ (2,130,059) 78% $ 10,113,748 (21%)
01-01-11 8,535,337 10,247,804 (1,712,467) 83% 9,506,624 (18%)
01-01-12 8,919,179 11,108,620 (2,189,441) 80% 9,016,992 (24%)
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JAY COUNTY HOSPITAL
EXIT CONFERENCE

The contents of this report were discussed on January 8, 2013, with R. Joe Johnston, Executive
Director; Don E. Michael, Treasurer; David A. Littler, Chairman of the Hospital Board; and William W. Hinkle,
Hospital Board member. Our audit disclosed no material items that warrant comment at this time.
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