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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 ON FINANCIAL STATEMENTS
AND SUPPLEMENTARY SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

TO: THE OFFICIALS OF THE GOOD SAMARITAN HOSPITAL, KNOX COUNTY, INDIANA

We have audited the accompanying basic financial statements of the Good Samaritan Hospital
(Hospital), as of and for the year ended December 31, 2005, 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
and the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates made
by management, as well as evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable 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 December 31, 2005, 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.

The Management's Discussion and Analysis listed in the table of contents is not a required part of the
basic financial statements but is supplementary information required by the Governmental Accounting Stan-
dards Board. We have applied certain limited procedures, which consisted principally of inquiries of manage-
ment regarding the methods of measurement and presentation of the required supplementary 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 January 3,
2007, on our consideration of the Hospital's internal control over financial reporting and our tests of its compli-
ance with certain provisions of laws, regulations, contracts and grants. This separate report is an integral part
of an audit performed in accordance with Government Auditing Standards issued by the Comptroller General
of the United States and, in considering the results of the audit; this report should be read along with the
auditor’s report on the financial statements.

Our audit was performed for the purpose of forming an opinion on the financial statements of the
Hospital taken as a whole. The accompanying Schedule of Expenditures of Federal Awards is presented for
purposes of additional analysis as required by the U.S. Office of Management and Budget Circular A-133,
Audits of States, Local Governments, and Non-Profit Organizations, and is not a required part of the financial
statements. Such information has been subjected to the auditing procedures applied in the audit of the finan-
cial statements, and, in our opinion, is fairly stated, in all material respects, in relation to the financial state-
ments taken as a whole.

STATE BOARD OF ACCOUNTS
January 3, 2007



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
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INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE AND ON INTERNAL CONTROL
OVER FINANCIAL REPORTING BASED ON AN AUDIT OF FINANCIAL STATEMENTS
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

TO: THE OFFICIALS OF THE GOOD SAMARITAN HOSPITAL, KNOX COUNTY, INDIANA

We have audited the financial statements of the Good Samaritan Hospital (Hospital), as of and for the
year ended December 31, 2005, and have issued our report thereon dated January 3, 2007. We conducted
our audit in accordance with auditing standards generally accepted in the United States and the standards
applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General
of the United States.

Compliance

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

Internal Control Over Financial Reporting

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

This report is intended solely for the information and use of the Hospital's management and federal
awarding agencies and pass-through entities and is not intended to be and should not be used by anyone
other than these specified parties. In accordance with Indiana Code 5-11-5-1, this report is a part of the public
records of the State Board of Accounts and of the office examined.

STATE BOARD OF ACCOUNTS

January 3, 2007



GOOD SAMARITAN
HOSPITAL

Vincennes, Indiana

Management’s Discussion and Analysis

Our discussion and analysis of Good Samaritan Hospital’s (the Hospital) financial performance provides
an overview of the Hospital’s financial statement for the fiscal year ended December 31, 2005. Please

read it in conjunction with the Hospital’s financial statement and accompanying notes to the financial
statements.

Using This Annual Report

This annual report consists of the Management’s Discussion and Analysis, and the Basic Financial
Statements.

. In the Management’s Discussion and Analysis section of this report, the Hospital discusses
various components of the annual report and provides an analysis of the current financial
statement information.

. The Basic Financial Statement section of this report includes a series of financial statements
which provide information about the activities of the Hospital as a whole. The Statement of Net
Assets reveals the assets and liabilities of the Hospital on December 31, 2005, the Statement of
Revenues, Expenses and Changes in Net Assets summarizes the change in assets and liabilities
as a result of financial activity while the Statement of Cash Flows summarizes the change in cash
and cash equivalents as a result of the financial activity during the year. The Notes to the

Financial Statements disclose additional information addressed within the body of the financial
statements.

Financial Highlights

The Hospital’s net assets increased $20.5 million or 21.5% as a result of this year’s operations.
The Hospital’s net patient service revenues of $121.0 million increased by $.1 million or .08%
from the prior year. Several areas of the hospital that experienced significant growth in 2005
were Laboratory, Radiology, Cardiology, Emergency Services and Surgery.

The Hospital’s operating expenses of $119.7 million only increased by $.1 million or .08% from
prior year, thanks, in part, to strong cost controls exercised by management.

The overall growth in revenue & expenses at GSH were limited based upon the divestiture of our
outpatient renal service line and the joint venture of our home health service line. Both of these
specialty areas were facing significant financial pressures and had become a much smaller
percentage of the hospitals overall operations. Under both circumstances, the hospital brought in
national organizations whose sole focus was on these very specific service lines. Through these
strategic moves, GSH assured that the community would continue to be provided both renal and
home health services well into the future.




Summarized Financial Statement Information
The following financial reports Net Assets and Changes in Net Assets document in summary form the

financial information related to the activities of the Hospital for Calendar Year 2005 and Prior Year.
Related notes follow the financial reports.

(Amounts are Stated in Millions)

NET ASSETS
2005 2004
Current Assets $69.2 $71.4
Noncurrent Assets 27.1 11.5
Capital Assets 70.9 71.2
Total Assets 167.2 154.1
Current Liabilities 13.8 18.3
Long-Term Debt 373 40.3
Total Liabilities 51.1 58.6
Net Assets
Invested in Capital Assets 33.6 27.5
Restricted ‘ 2.2 0.0
Unrestricted 80.3 68.0
Total Net Assets $116.1 $95.5

Total Assets of $167.2 million increased $13.1 million or 8.5% from the prior year. One component of
the change in total assets is the completion of the major expansion project reviewed in our discussion of
capital assets. The other primary component however was the growth in Cash and Investments which
was a result of service line divestiture and the operations of the hospital in 2005.



(Amounts are Stated in Millions)

CHANGES IN NET ASSETS
2005 2004

Revenue

Net Patient Service Revenue $121.0 $120.9

Other Revenues 4.5 3.6

Total Revenues 125.5 124.5
Expenses

Salaries and Benefits 65.1 66.4

Supplies and Drugs 36.6 325

Insurance 14 1.5

Depreciation and Amortization 7.9 8.1

Other Expenses 8.7 11.1

Total Expenses 119.7 119.6
Operating Income 5.8 ' 4.9
Non-operating Revenue 14.8 3.2
Increase In Net Assets 20.6 8.1
Net Assets Beginning of the Year 95.5 87.4
Net Assets End of the Year $116.1 $95.5

The Hospital reported a $20.6 million increase in net assets for Calendar Year 2005. Net assets is the
difference between net patient service revenues and the expenses incurred to perform those services.

The primary components for net assets in 2005 are:

° The Hospital’s net operating revenues of $121.0 million increased by $.1 million or .08% from
prior year. The Same Day Surgery Department experienced significant growth in utilization
which contributed $2.4 million to net revenue. Other factors included a 4.2% increase in
Emergency Services cases from the prior year and a 30.5% increase in Oncology services from
the prior year.

The Hospital’s total expenses of $119.7 million only increased by $.1 million or .08% from prior
year which was achieved as previously stated the divestiture of service lines and strong cost
controls.

Non-operating Revenue increased by $11.5 million. This increase is related to investment
income/gains of $3.4 million compared to income/gains of $2.6 million in the prior year and an
$8.6 gain on service line divestiture.

Depreciation expense decreased by $234,670 due to full depreciation of some major moveable
equipment.




Capital Assets and Debt Administration

Capital Assets

At the end of 2005, the Hospital had approximately $70.9 million invested in capital assets. The
Hospital had a net decrease of approximately $.3 million or a .42% decrease under prior year. The table
displayed below documents the type of assets that makeup the capital assets held by the hospital as of
December 31, 2005 and 2004.

(Amounts are Stated in Millions)
Capital Assets at Year End Net of Depreciation

2005 2004
Land $4.9 $4.9
Land Improvements/Leasehold Improvements 2.8 2.8
Building 65.2 61.4
Equipment 102.7 99.4
Total 175.6 168.5
Less Accumulated Depreciation 108.4 102.8
Subtotal 67.2 65.7
Construction In Progress 3.7 5.5
Capital Assets (Net) $70.9 $71.2

Construction in progress decreased $1.8 million as a result of completion of the Inpatient Surgery Suites
which were the final phase of the major hospital infrastructure upgrade started in 2003.




Debt

At year-end, the Hospital had approximately $40.8 million in long-term debt. This debt includes two
bond issues used for Capital Improvement projects of a new Out Patient Health Pavilion and a Same
Day Surgery Center with significant campus infrastructure improvements. Non-Bond debt includes
loans used to update the hospital’s air-handling systems and purchase a CT scanner. The table below
documents the debt held at 12/31/04 & 05.

(Amounts are Stated in Millions)

Outstanding Debt at Year End

2005 2004
Variable Rate Hospital Revenue Bonds
2002 Revenue Bonds $17.1 $17.4
Variable Rate Hospital Revenue Bonds
2004 Revenue Bonds 16.9 17.6
Non-Bond Debt 6.8 8.6
Total Debt $40.8 $43.6

Economic Factors

With decreasing reimbursement from not only Medicare and Medicaid but growing pressure from
commercial payers as well as Managed Care participants the hospital has worked hard to hold the line
on expense increases.

With the national nursing shortage and a high nursing turn over rate, the Hospital increased
compensation in an effort to both retain staff and be competitive in the recruitment of new nursing staff.

Contacting the Hospital’s Management

This financial report is designed to provide our citizens, taxpayers, patients, and other interested parties
with a general overview of the Hospital’s finances and to show the Hospital’s accountability for the
money it received. If you have question about this report or need additional financial information,
please contact Good Samaritan Hospital, Department of Accounting, 520 South Seventh Street,
Vincennes, IN 47591.




GOOD SAMARITAN HOSPITAL
STATEMENT OF NET ASSETS
December 31, 2005

Assets

Current assets:

Cash and cash equivalents $ 37,910,663

Short-term investments 4,916,666

Patient accounts receivable, net of

estimated uncollectibles of $16,437,336 20,680,944

Physician contracts receivable 183,230

Other receivables 2,509,098

Supplies and other current assets 3,016,991
Noncurrent cash and investments:

Internally designated 10,676,550

Held by trustee for debt service 2,172,282

Other long-term investments 12,469,334
Capital assets:

Land and construction in progress 8,579,409

Depreciable capital assets, net of accumulated depreciation 62,285,178
Other assets 1,791,588
Total assets $ 167,191,933

Liabilities and Net Assets

Current liabilities:

Current maturities of long-term debt $ 3,108,736
Accounts payable and accrued expenses 1,435,478
Estimated third-party payor settlements 3,087,990
Other current liabilities 6,185,141
Long-term debt, net of current maturities 37,295,562
Total liabilities 51,112,907
Net assets:
Invested in capital assets, net of related debt 33,569,025
Restricted:
For debt service 2,172,282
Unrestricted 80,337,719
Total net assets 116,079,026
Total liabilities and net assets $ 167,191,933

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

STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN NET ASSETS

Year Ended December 31, 2005

Operating revenues:
Net patient service revenue (net of provision for bad debt)
Other

Total operating revenues

Operating expenses:
Salaries and benefits
Medical supplies and drugs
Insurance
Other supplies
Depreciation and amortization
Other expenses

Total operating expenses
Operating income
Nonoperating revenues (expenses):
Investment income
Investment expense
Noncapital grants and contributions
Loss on sale of equipment
Gain on investment in affiliated companies
Other
Total nonoperating revenues
Increase in net assets

Net assets beginning of the year

Net assets end of the year

121,006,912

4,515,551

125,522,463

65,130,485
21,846,336
1,398,824
14,736,796
7,895,420

8,696,279
119,704,140

5,818,323

3,589,970

(1,713,234)
2,550,289

(35,368)
8,597,774

1,734,543

14,723,974

20,542,297

95,536,729

116,079,026

The accompanying notes are an integral part of the financial statements.
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GOOD SAMARITAN HOSPITAL
STATEMENT OF CASH FLOWS - RESTRICTED AND UNRESTRICTED FUNDS
Year Ended December 31, 2005

Cash flows from operating activities:
Receipts from and on behalf of patients

$ 119,960,130

Payments to suppliers and contractors (47,449,441)
Payments to employees (65,302,412)
Other receipts and payments, net 9,731,634
Net cash provided by operating activities 16,939,911
Cash flows from capital and related financing activities:
Capital grants and contributions 2,550,289
Proceeds from sale of capital assets 326,726
Principal paid on long-term debt (3,306,831)
Interest paid on long-term debt (1,675,192)
Purchase of capital assets (7,910,510)
Net cash used by capital and related financing activities (10,015,518)
Cash flows from investing activities:
Interest and dividends on investments 3,637,927
Purchase of investments (6,542,644)
Net cash used by investing activities (3,004,717)
Net increase in cash and cash equivalents 3,919,676
Cash and cash equivalents at beginning of year 44,120,132
Cash and cash equivalents at end of year $ 48,039,808
Reconciliation of cash and cash equivalents to the Statement of Net Assets:
Cash and cash equivalents in current assets $ 37,910,663
Restricted cash and cash equivalents 10,129,145
Total Cash and Cash Equivalents $ 48,039,808
Reconciliation of operating income to net cash provided by operating activities:
Operating income $ 5,818,323
Adjustments to reconcile operating income to net cash flows provided in operating activities:
Depreciation and amortization 7,895,420
Provision for bad debts 5,706,610
Other nonoperating income 10,332,317
Increase in current assets:
Patient accounts receivable (6,753,392)
Supplies and other current assets (934,273)
Other assets (880,676)
Increase (decrease) in current liabilities:
Accounts payable and accrued expenses 163,067
Other current liabilities (171,927)
Estimated third-party payor settlements (4,235,558)
Net cash provided in operating activities $ 16,939,911

Noncash investing, capital, and financing activities:

The Hospital held investments at December 31, 2005, with a fair value of $20,053,644.
During 2005, the net increase in the fair value of these investments was $1,760,628.

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

-12-


tgrimes
Text Box

-12-


GOOD SAMARITAN HOSPITAL
NOTES TO FINANCIAL STATEMENTS

Summary of Significant Accounting Policies

A. Reporting Entity

Good Samaritan 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 Knox 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 Knox County.

On August 4, 1962, the Board of County Commissioners of Knox County, upon written request of the
Hospital Board of Trustees created the Knox County Hospital Association. The Association was
created pursuant to the provisions of Indiana Code 16-22-6 for the exclusive purpose of financing and
constructing hospital facilities for the Hospital.

The accompanying financial statements present the activities of the Hospital (primary government)
and its significant component units. The component units discussed below are included in the
Hospital’s reporting entity because of the significance of their operational or financial relationships
with the Hospital. Blended component units, although legally separate entities, are in substance part
of the government’s operations and exist solely to provide services for the government; data from
these units is combined with data of the primary government.

Blended Component Units

The Good Samaritan 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. Based on Governmental Accounting
Standards Board (GASB) Statement No. 20, Accounting and Financial Reporting for Proprietary
Funds and Other Governmental Entities That Use Proprietary Fund Accounting, as amended, the
Hospital has elected to apply the provisions of all relevant pronouncements of the Financial Account-
ing Standards Board (FASB), including those issued after November 30, 1989, that do not conflict with
or contradict GASB pronouncements.

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.

-13-



GOOD SAMARITAN HOSPITAL
NOTES TO FINANCIAL STATEMENTS
(Continued)

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 repur-
chase agreements. The statutes require that repurchase agreements be fully collateralized by
U.S. Government or U.S. Government Agency obligations.

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.

Debt securities are reported at fair value. Debt securities are defined as securities backed by the
full faith and credit of the United States Treasury or fully insured or guaranteed by the United
States or any United States government agency.

Open-end mutual funds are reported at fair value.

Money market investments that mature within one year or less at the date of their acquisition are
reported at amortized cost. Other money market investments are reported at fair value.

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 generally accepted accounting prin-
ciples requires management to make estimates and assumptions 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 revenues 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 cap-

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

-14-



GOOD SAMARITAN HOSPITAL
NOTES TO FINANCIAL STATEMENTS

(Continued)
Capitalization Depreciation Estimated
Threshold Method Useful Life
Land improvements $ 500 Straight-line 5 to 25 years
Buildings and improvements 500 Straight-line 5 to 40 years
Equipment 500 Straight-line 5 to 20 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 cap-
italized value of the assets constructed.

4. Net Assets
Net assets of the Hospital are classified in three components.

Net assets invested in capital assets net of related debt consist of capital assets net of accu-
mulated 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 pur-
pose, as specified by creditors, grantors, or contributors external to the hospital, including
amounts deposited with trustees as required by revenue bond indentures, discussed in Note II. F.

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

D. Grants and Contributions

From time to time, the Hospital receives grants from Knox 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.

E. Restricted Resources

When the Hospital has both restricted and unrestricted resources available to finance a particular pro-
gram, it is the Hospital’s policy to use restricted resources before unrestricted resources.

F. 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 trans-
actions 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.

-15-



GOOD SAMARITAN HOSPITAL
NOTES TO FINANCIAL STATEMENTS
(Continued)

G. Paid Time Off

The Hospital's policy on paid days off (which includes vacation, sick leave, and holidays) allows full-
time employees and regular part-time employees to accrue paid time off, to a maximum of 720 hours.

Nonexempt employees can accrue paid time off at a rate of .085 to .123 based on the number of
hours paid and years of service. Exempt employees can accrue paid time off at arate of .104 to .123
based on the number of hours paid and years of service.

Four times a year, the second full pay period beginning and ending in February, May, August, and
November, employees may cash out their paid time off hours which are in excess of 350 hours. The
cash out is granted at 100% of the employee's basic hourly rate for the home cost center.

Paid time off is accrued when incurred and reported as a liability.

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 16-22-3-15 requires only that money in the hospital funds be
deposited in the manner determined by the governing board. The Hospital does not have a for-
mal policy regarding custodial credit risk for deposits. At December 31, 2005, the balances held
with Wachovia Securities and The Trust Company of Oxford in the amounts of $3,000,000 and
$32,783,194, respectively, were uncollateralized. The remaining 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. As of December 31,
2005, the Hospital had the following investments:

Primary
Government Investment Maturities (in Years)
Investment Market Less More
Type Value Than 1 1-2 Than 2
U.S. Treasuries and Securites $ 3,000,000 $ 3,000,000 $ - $ -
Repurchase Agreements 32,783,194 32,783,194 - -
Totals $ 35,783,194 § 35,783,194 $ - 8 -

-16-



GOOD SAMARITAN HOSPITAL
NOTES TO FINANCIAL STATEMENTS
(Continued)

Investment Policies

Indiana Code 16-22-3-20 authorizes the Hospital to invest in: 1) any interest bearing account that
is authorized to be set and offered by a financial institution or brokerage firm registered and
authorized to do business in Indiana; 2) repurchase or resale agreements involving the purchase
and guaranteed resale of any interest bearing obligations issued or fully insured or guaranteed by
the United States or any United States government agency in which type of agreement the
amount of money must be fully collateralized by interest bearing obligations as determined by the
current market value computed on the day the agreement is effective; 3) mutual funds offered by
a financial institution or brokerage firm registered and authorized to do business in Indiana; 4)
securities backed by the full faith and credit of the United States Treasury or fully insured or guar-
anteed by the United States or any United States government agency; or 5) pooled fund invest-
ments for participating hospitals offered, managed and administered by a financial institution or
brokerage firm registered or authorized to do business in Indiana.

Investment Custodial Credit Risk

The custodial credit risk for investments is the risk that, in the event of the failure of the counter-
party to a transaction, a government will not be able to recover the value of investment or col-
lateral securities that are in the possession of an outside party. The Hospital does not have a for-
mal investment policy for custodial credit risk for investments. At December 31, 2005, the
Hospital held investments in U.S. Treasury Securities and Mutual Funds in the amount of
$35,783,194.

Interest Rate Risk

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an
investment.

Credit Risk

Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its obli-
gations. The distribution of securities with credit ratings is summarized below.

Hospital's Investments

Standard
and Poor's Moody's Mutual Government
Rating Rating Funds Bonds
AAA Aaa $ - $ 3,000,000
Unrated Unrated 32,783,194 -
Totals $ 32,783,194 $ 3,000,000

Concentration of Credit Risk

Concentration of credit risk is the risk of loss attributed to the magnitude of a Hospital's
investment in a single issuer. The Hospital does not have a policy in regards to concentration of
credit risk. United States of America government and United States of America governmental
agency securities are exempt from this policy requirement.
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GOOD SAMARITAN HOSPITAL
NOTES TO FINANCIAL STATEMENTS
(Continued)

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:

Total patient accounts receivable $ 37,118,280
Less allowance for uncollectible amounts 16,437,336
Patient accounts receivable, net $ 20,680,944

Accounts Payable and Accrued Expenses

Payable to suppliers $ 1,088,071
Other 347,407

Total accounts payable and accrued expenses $ 1,435478

Capital Assets

Capital asset activity for the year ended December 31, 2005, was as follows:

Beginning Ending
Primary Government Balance Increases Decreases Balance
Capital assets, not being depreciated:
Land $ 4911585 $ 5,000 $ 11,100 $ 4,905,485
Construction in progress 5,458,381 1,350,650 3,135,107 3,673,924
Total capital assets, not
being depreciated 10,369,966 1,355,650 3,146,207 8,579,409
Capital assets, being depreciated:
Land improvements 2,765,339 34,742 - 2,800,081
Buildings and improvements 61,362,451 3,910,023 630 65,271,844
Equipment 99,490,980 5,745,202 2,586,027 102,650,155
Totals 163,618,770 9,689,967 2,586,657 170,722,080
Less accumulated depreciation for:
Land improvements 2,196,412 97,757 - 2,294,169
Buildings and improvements 30,721,179 1,964,224 - 32,685,403
Equipment 69,902,725 5,790,268 2,235,663 73,457,330
Totals 102,820,316 7,852,249 2,235,663 108,436,902
Total capital assets, being
depreciated, net 60,798,454 1,837,718 350,994 62,285,178

Total primary government capital assets, net $ 71,168,420 $ 3,193,368 $ 3,497,201 $ 70,864,587
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GOOD SAMARITAN HOSPITAL
NOTES TO FINANCIAL STATEMENTS
(Continued)

D. Construction Commitments

Construction work in progress is composed of the following:

Total Expended to

Project December 31,
Project Authorized 2005 Committed
Nursing Administration Renovation $ 352 $ 352 $ -
Electrical Upgrade 206,065 206,065 -
Energy Equipment Phase llI 3,627,937 3,467,507 160,430
Totals $ 3834354 $§ 3,673,924 $ 160,430

E. Capital Leases

The Hospital has entered into various capital leases for energy system improvements and a linear
accelerator. Future minimum lease payments and present values of the net minimum lease payments
under these capital leases as of year end, are as follows:

2006 $ 1,465,427
2007 1,352,544
2008 1,352,544
2009 1,273,319
2010 877,196
2011-2015 1,242,695

Total minimum lease payments 7,563,725
Less amount representing interest 765,510
Present value of net minimum lease payments $ 6,798,215

Assets acquired through capital leases still in effect are as follows:

Buildings and improvements  $ 6,579,985

Equipment 3,299,308

Total 9,879,293
Accumulated depreciation 3,979,825
Total $ 5,899,468
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GOOD SAMARITAN HOSPITAL
NOTES TO FINANCIAL STATEMENTS
(Continued)

F. Long-Term Liabilities

1.

Revenue Bonds

The Hospital issues bonds to be paid by income derived from the acquired or constructed assets.
Revenue bonds outstanding at year end are as follows:

Interest
Purpose Rates Amount
Lease revenue refunding bonds, series 2002 2.6%t03.9% $ 17,105,000
Hospital improvement project revenue bonds, series 2004 2.0% t0 5.0% 16,880,000
Total $ 33,985,000

Revenue bonds debt service requirements to maturity are as follows:

Year Ended

December 31 Principal Interest

2006 $ 1,865,000 $ 1,397,071
2007 1,915,000 1,342,011
2008 1,985,000 1,261,299
2009 2,060,000 1,191,918
2010 2,125,000 1,121,618
2011-2015 11,940,000 4,323,457
2016-2020 7,775,000 1,843,034
2021-2025 4,320,000 401,737
Totals $ 33,985,000 $ 12,882,145

Advance Refunding

In prior years, the Hospital defeased certain bonds by placing the proceeds of new bonds in an
irrevocable trust to provide for all future debt service payments of the old bonds. Accordingly, the
trust account assets and the liability for the defeased bonds are not included in the Hospital's
financial statements. The following outstanding bonds, at December 31, 2005, were considered
defeased:

Amount

Hospital $ 16,065,000
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GOOD SAMARITAN HOSPITAL
NOTES TO FINANCIAL STATEMENTS
(Continued)
3. Changes in Long-Term Liabilities

Long-term liability activity for the year ended December 31, 2005, was as follows:

Beginning Ending Due Within
Primary Government Balance Additions Reductions Balance One Year
Bonds payable:
Revenue:
Hospital association $ 35,480,000 $ - $ 1,495,000 $ 33,985,000 $ 1,865,000
Add deferred amount
on bond premium 549,014 - 31,529 517,485 -
Less deferred amount
on refunding 971,101 - 74,700 896,401 -
Total bonds payable 35,057,913 - 1,451,829 33,606,084 1,865,000
Capital leases 8,572,003 - 1,773,789 6,798,214 1,243,736
Total long-term liabilities $ 43,629,916 § - § 3225618 $ 40,404,298 $ 3,108,736
. Charity Care

Charges excluded from revenue under the Hospital's charity care policy were $3,186,274 for 2005.
Internally Designated Assets
Noncurrent 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 equipment and
building, remodeling, repairing, replacing or making additions to the Hospital buildings as
authorized by Indiana Code 16-22-3-13.

2. Designated Funds — Assets set aside by the Hospital Board of Trustees for identified purposes
and over which the Board retains control and may, at its discretion, subsequently use for other
purposes.

Internally designated:

Funded depreciation:
Cash and cash equivalents $ 1,296,257

Board designation:

Cash and cash equivalents 6,660,607
Investments 2,667,644
Accrued interest receivable 52,042
Total board designation 9,380,293
Total internally designated $ 10,676,550
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GOOD SAMARITAN HOSPITAL
NOTES TO FINANCIAL STATEMENTS
(Continued)

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 ill-
nesses 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 during 2005. There were no significant reductions in insurance by major category of risk.

Medical Benefits to Employees

The Hospital has chosen to establish a risk financing fund for risks associated with employee health
claims. The risk financing fund is accounted for in the Hospital's Self-Insurance Fund, an internal
service fund, where assets are set aside for claim settlements. An excess policy through commercial
insurance covers individual claims in excess of $150,000 per year. Settled claims resulting from this
risk did not exceed commercial insurance coverage in the past three years. Amounts are paid into the
fund by all insured funds and are available to pay claims, claims reserves, and administrative costs of
the program. Interfund premiums are based primarily upon the percentage of each fund's current year
payroll as it relates to total payroll and are reported as quasi-external interfund transactions. Pro-
visions are also made for unexpected and unusual claims.

Claim expenditures and liabilities of the fund are reported when it is probable that a loss has occurred.
These losses include an estimate of claims that have been incurred but not reported (IBNRs). Claim
liabilities are calculated considering the effects of inflation, recent claim settlement trends including
frequency and amounts of payouts and other economic and social factors.

However, claim liabilities cannot be reasonably estimated.

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
approximates its fair value.

Short-Term Investments

The carrying amount reported in the statement of net assets is the investment's fair value on the
day it becomes a short-term investment.

Investments

Fair values, which are the amounts reported in the statement of net assets, are based on quoted
market prices, if available, or are estimated using quoted market prices for similar securities.
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GOOD SAMARITAN HOSPITAL
NOTES TO FINANCIAL STATEMENTS
(Continued)

Accounts Payable and Accrued Expenses

The carrying amount reported in the statement of net assets for accounts payable and accrued
expenses approximates its fair value.

Estimated Third-Party Payor Settlements

The carrying amount reported in the statement of net assets for estimated third-party payor
settlements approximates its fair value.

Investment in Affiliated Companies

In 1999, the Hospital entered into an agreement with two unrelated organizations, Southwestern
Medical Center of Evansville and Southern Hills Counseling Center of Jasper, to establish and
operate Trillium, Inc. In accordance with this agreement, the Hospital invested $10,000 for 33 1/3%
equity interest. The investment is recorded on the equity method. The Hospital's (dba Samaritan
Center) investment in affiliated companies is included in the other assets category of the Statement of
Net Assets.

Summarized financial information as of December 31, 2005, and for the year then ended from the
unaudited financial statements of the affiliated company follows:

Current assets $ 22,604
Stockholders equity 22,604
Revenue 85
Net income 75

Estimated Third-Party Settlements

Regulations in effect require annual retroactive settlements for third-party settlements based upon
cost reports filed by the Hospital. These retroactive settlements are estimated and recorded in the
accompanying financial statements. Changes in these estimates are reflected in the year in which
they occur. During 2005, net patient service revenues in the accompanying statements of operations
were increased by $4,010,804, to reflect changes in the estimated settlements for certain prior years.

Pension Plans

Plan Description

The Hospital has a defined contribution pension plan administered by MetLife as authorized by
Indiana Code 16-22-3-11. The plan provides retirement, disability, and death benefits to plan mem-
bers 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:

MetLife

State Street Research

One Financial Center

Boston, MA 02111
Ph.(617)-357-1200/1-800-531-0131
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GOOD SAMARITAN HOSPITAL
NOTES TO FINANCIAL STATEMENTS
(Continued)

Funding Policy and Annual Pension Cost

The current rate is 7% of the first $9,999 and 10% thereafter of annual covered payroll for employees
hired prior to January 1, 2002. Employees hired January 1, 2002, or later will receive pension contri-
butions equal to 7% of annual earnings (annual earnings exclude overtime and bonus payments).
Employer contributions to the plan were $3,107,741 in 2005.

Information is not available to report additional disclosures required by GASB Statement No. 27.
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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 ON COMPLIANCE WITH REQUIREMENTS
APPLICABLE TO EACH MAJOR PROGRAM AND INTERNAL CONTROL OVER
COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133

TO: THE OFFICIALS OF THE GOOD SAMARITAN HOSPITAL, KNOX COUNTY, INDIANA

Compliance

We have audited the compliance of the Good Samaritan Hospital (Hospital) with the types of com-
pliance requirements described in the U.S. Office of Management and Budget (OMB) Circular A-133
Compliance Supplement that are applicable to each of its major federal programs for the year ended Decem-
ber 31, 2005. The Hospital's major federal programs are identified in the Summary of Auditor's Results
section of the accompanying Schedule of Findings and Questioned Costs. Compliance with the requirements
of laws, regulations, contracts and grants applicable to each of its major federal programs is the responsibility
of the Hospital's management. Our responsibility is to express an opinion on the Hospital's compliance based
on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in
the United States; the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States; and OMB Circular A-133, Audits of States, Local Gov-
ernments, and Non-Profit Organizations. Those standards and OMB Circular A-133 require that we plan and
perform the audit to obtain reasonable assurance about whether noncompliance with the types of compliance
requirements referred to above that could have a direct and material effect on a major federal program
occurred. An audit includes examining, on a test basis, evidence about the Hospital's compliance with those
requirements and performing such other procedures as we considered necessary in the circumstances. We
believe that our audit provides a reasonable basis for our opinion. Our audit does not provide a legal deter-
mination of the Hospital's compliance with those requirements.

In our opinion, the Hospital complied in all material respects with the requirements referred to above
that are applicable to each of its major federal programs for the year ended December 31, 2005.

Internal Control Over Compliance

The management of the Hospital is responsible for establishing and maintaining effective internal con-
trol over compliance with requirements of laws, regulations, contracts and grants applicable to federal pro-
grams. In planning and performing our audit, we considered the Hospital's internal control over compliance
with requirements that could have a direct and material effect on a major federal program in order to determine
our auditing procedures for the purpose of expressing our opinion on compliance and to test and report on
internal control over compliance in accordance with OMB Circular A-133.
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INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE WITH REQUIREMENTS
APPLICABLE TO EACH MAJOR PROGRAM AND INTERNAL CONTROL OVER
COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133
(Continued)

Our consideration of the internal control over compliance would not necessarily disclose all matters in
the internal control that might be material weaknesses. A material weakness is a condition in which the design
or operation of one or more of the internal control components does not reduce to a relatively low level the risk
that noncompliance with applicable requirements of laws, regulations, contracts and grants that would be
material in relation to a major federal program being audited may occur and not be detected within a timely
period by employees in the normal course of performing their assigned functions. We noted no matters
involving the internal control over compliance and its operation that we consider to be material weaknesses.

This report is intended solely for the information and use of the Hospital's management and federal
awarding agencies and pass-through entities and is not intended to be and should not be used by anyone

other than these specified parties. In accordance with Indiana Code 5-11-5-1, this report is a part of the public
records of the State Board of Accounts and of the office examined.

STATE BOARD OF ACCOUNTS
January 3, 2007
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GOOD SAMARITAN HOSPITAL
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
For The Year Ended December 31, 2005

Pass-Through

Federal Entity (or Other) Total
Federal Grantor Agency/Pass-Through Entity CFDA Identifying Federal Awards
Program Title/Project Title Number Number Expended
U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES
Pass-Through Indiana Family and Social Services Administration/
Division of Mental Health
Block Grants for Community Mental Health Services 93.958
Seriously Mentally Ill for Adults
FY 2004-2005 $ 66,127
Seriously Emotionally Disturbed Children and Adolescents
FY 2004-2005 19,112
FY 2005-2006 72,208
Total for program 157,447
Block Grants for Prevention and Treatment of Substance Abuse 93.959
Services for Chronically Addicted Persons
FY 2004-2005 143,070
FY 2005-2006 282,595
Total for program 425,665
Total federal awards expended $ 583,112

The accompanying note is an integral part of the Schedule of Expenditures of Federal Awards.
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GOOD SAMARITAN HOSPITAL
NOTE TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

Basis of Presentation

The accompanying Schedule of Expenditures of Federal Awards includes the federal grant activity of the Good
Samaritan Hospital (Hospital) and is presented in accordance with the requirements of OMB Circular A-133,
Audits of States, Local Governments, and Non-Profit Organizations. Accordingly, the amount of federal
awards expended is based on when the activity related to the award occurs. Therefore, some amounts pre-
sented in this schedule may differ from amounts presented in, or used in the preparation of, the basic financial
statements.
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GOOD SAMARITAN HOSPITAL
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

Section | — Summary of Auditor's Results

Financial Statements:
Type of auditor's report issued: Unqualified

Internal control over financial reporting:

Material weaknesses identified? no

Reportable conditions identified that are not considered to be

material weaknesses? none reported
Noncompliance material to financial statements noted? no

Federal Awards:

Internal control over major programs:

Material weaknesses identified? no

Reportable conditions identified that are not considered to be

material weaknesses? none reported
Type of auditor's report issued on compliance for major programs: Unqualified

Any audit findings disclosed that are required to be reported in
accordance with section 510(a) of Circular A-1337? no

Identification of Major Programs:

CFDA
Number Name of Federal Program or Cluster
93.959 Block Grants for Prevention and Treatment

of Substance Abuse

Dollar threshold used to distinguish between Type A and Type B programs: $300,000

Auditee qualified as low-risk auditee? yes

Section |l — Financial Statement Findings

No matters are reportable.

Section |ll — Federal Award Findings and Questioned Costs

No matters are reportable.
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GOOD SAMARITAN HOSPITAL
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS

No matters are reportable.
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GOOD SAMARITAN HOSPITAL
EXIT CONFERENCE

The contents of this report were discussed on January 4, 2007, with Matthew Bailey, President/ CEO;
Robert D. McLin, Chief Financial Officer; John Manning, Chief Operating Officer of Samaritan Center; Dr.
Ralph J. Jacgmain, Chairman of the Hospital Board; Angie Bottoms, Chief Financial Officer of Samaritan
Center; Randy Thompson, Director of Accounting; and Terry Allen, Internal Auditor. Our audit disclosed no
material items that warrant comment at this time.
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