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INDEPENDENT AUDITOR'S REPORT

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

We have audited the accompanying basic financial statements of the Dearborn County Hospital
(Hospital) as of and for the year ended December 31, 2009, 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. 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, 2009, 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 and the Schedule of Funding Progress, as listed in
the Table of Contents, are not required parts of the basic financial statements but are supplementary in-
formation required by the Governmental Accounting Standards Board. We have applied certain limited
procedures, which consisted principally of inquiries of management regarding the methods of measure-
ment and presentation of the required supplementary information. However, we did not audit the informa-
tion and express no opinion on it.

Our audit was made for the purpose of forming an opinion on the financial statements taken as a
whole. The combining statements, listed in the Table of Contents, are presented for purposes of addi-
tional analysis and are not required parts of the financial statements of the Hospital. This information has
been subjected to the auditing procedures applied in the audit of the financial statements and, in our opin-
ion, is fairly stated, in all material respects, in relation to the financial statements taken as a whole.

STATE BOARD OF ACCOUNTS

April 9, 2010



Dearborn County Hospital
A Component Unit of Dearborn County, Indiana
Management’s Discussion and Analysis

Our discussion and analysis of Dearborn County Hospital’s (DCH) financial performance provides an
overview of DCH’s financial activities for the fiscal years ended December 31, 2009 and 2008. Please
read it in conjunction with the Hospital’s financial statements.

Financial Highlights

Dearborn County Hospital’s net assets increased $2,805,147, up 3.4% during 2009.

The Hospital reported an operating loss of <$1,717,173> in 2009, down <53.7%> from a gain
of $3,706,948 in 2008.

DCH’s nonoperating revenue increased to a gain of $4,522,320 in 2009, up from a loss of
<$1,050,623> in 2008.

Using This Annual Report

Dearborn County Hospital’s financial statements consists of three statements — a Statement of Net
Assets, a Statement of Revenues, Expenses, and Changes in Net Assets, and a Statement of Cash
Flows. These financial statements and related notes provide information about the activities of the
Hospital.

The Statement of Net Assets and the Statement of Revenues, Expenses, and Changes in Net Assets

The Statement of Net Assets and the Statement of Revenues, Expenses, and Changes in Net Assets
include all assets and all liabilities using the accrual basis of accounting. All of the current year’s
revenues and expenses are taken into account regardless of when the cash is received or paid.

The Hospital’s net assets — the difference between assets and liabilities — provides one measure of
DCH’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. However, you
will need to consider other nonfinancial factors, such as changes in the Hospital’s patient utilization,
the quality of service it provides to the community, as well as local economic factors, to assess the
overall health of DCH.

The Statement of Cash Flows

The final required statement is the Statement of Cash Flows. The Hospital’s true financial condition is
more closely related to the cash flows it generates than to its reported income. The statement reports
cash receipts, cash payments, and net changes in cash resulting from operations, investing and
financial activities. It provides answers to such questions as “Where did cash come from?” “What
was the cash used for?” and “What was the change in cash balance during the reporting period?”



Net Assets

The Hospital’s net assets are the differences between its assets and liabilities reported on the Statement
of Net Assets. As presented on Table 1, DCH’s net assets increased $2,805,147 during 2009, up 5.6%
versus the prior year increase in net assets.

Table 1: Assets, Liabilities, and Net Assets

Assets: 2009 2008
Current assets $ 28,512,521 $ 28,175,853
Capital assets, net 56,581,664 56,829,265
Other noncurrent assets 38,222,619 36,674,182

Total Assets $123,316,804 $121,679,300

Liabilities:
Long-term debt outstanding $ 29,336,492 $ 29,751,791
Other current and noncurrent liabilities 8,378,099 9,130,443
Total liabilities $ 37,714,591 $ 38,882,234
Net Assets:
Invested in capital assets, net of related debt ~ $ 26,999,572 $ 26,939,596
Restricted:

Expendable for capital acquisitions, net of
related debt - -
Unrestricted 58,602,641 55,857,470
$ 85,602,213 $ 82,797,066

Capital assets, net decreased <$247,601> during 2009 as depreciation expense exceeded the
acquisition cost of capital assets.

The Hospital ended 2009 with long-term debt outstanding in the amount of $29,336,492.

Operating Results and Changes in Net Assets

In 2008, Dearborn County Hospital’s net assets increased by $2,805,147 up 3.4% from the prior year,
as shown on Table 2. That increase is up 5.6% compared with the $2,656,325 increase in net assets
during 2008.

[The remainder of this page intentionally left blank]

Table 2: Operating Results and Change in Net Assets, follows




Table 2: Operating Results and Changes in Net Assets

Operating Revenues: 2009 2008
Net patient service revenues $ 80,251,843 $ 83,157,147
Other operating revenues 2,347,024 2,248,202
Total operating revenues $ 82,598,867 $ 85,405,349
Operating Expenses:
Wages and benefits $ 51,637,195 $49,553.616
Medical supplies and drugs 12,476,713 13,421,993
Depreciation and Rentals 7,104,895 6,083,030
Other operating expenses 13,097,237 12,639,762
Total operating expenses $ 84,316,040 $81,698,401
Operating gain <loss>  <$1,717,173> $ 3,706,948
Nonoperating revenue <expenses>:
Investment income $ 3,445,544 <$1,029,308>
Interest expense <357,460> <628,330>
Other 1,434,236 607,015
Total nonoperating revenues <expenses> $ 4,522,320 <$ 1,050,623>
Increase in net assets $ 2,805,147 $ 2,656,325
Net assets end of year: $ 85,602,213 $ 82,797,066

Operating Gains

The first component of the overall change in Dearborn County Hospital’s net assets is its operating
gain <loss> - generally, the difference between net patient service revenue and the expenses incurred to
perform those services.

Operating revenues totaled $82,598,867 in 2009, down <3.3%> from 2008. During 2009, the

Hospital’s supplemental revenue, a component of operating revenues, was $2,397,797, down <59.0%>
from the prior year, as shown on Table 3.

[The remainder of this page intentionally left blank]

Table 3: Supplemental Revenue, follows




Table 3: Supplemental Revenue

Aggregate
2009 2008 Posted
To Date
Indiana Medicaid Upper
Payment Limit:
State Fiscal Year 2007 $ 961,189 $ 961,189
State FY 2008 $1,188,188 1,188,188
State FY 2009 $ 2,095,677 2,095,677
Total $ 2,095,677 $2,149,377
Medicaid
Disproportionate
Share Hospital:
State FY 2006 $1,137,332 1,137,332
State FY 2007 1,049,590 1,049,590
State FY 2008 - 993,092 993,092
Total $ - $3,180,014
Medicare
Disproportionate
Share Hospital:
DCH FY 2004 $ 432 $ 381 $ 457,368
DCH FY 2005 153 133 567,432
DCH FY 2006 1,535 20,609 595,609
DCH FY 2007 <25,000> 500,000 475,000
DCH FY 2008 325,000 325,000
Total $ 302,120 $ 521,124
Grand Total $ 2,397,797 $ 5,850,515

Meanwhile, 2009 operating expenses increased 3.2%. Salaries and benefits, which generated 61.2% of
total operating expenses during 2009, finished the year up 4.2% over 2008 while non-labor expenses
were up 1.7%.

As a result, DCH’s 2009 operating gain decreased <$5,424,121> from 2008.

Nonoperating Revenues and Expenses

Nonoperating revenues consist primarily of interest revenue and investment earnings. For 2009,
investment income includes $1,831,579 pertaining to an unrealized gain in the market value of DCH’s
investments. For 2008, investment income included an unrealized loss of <$3,239,311> pertaining to
the market value of investments.

Other non-operating revenue for 2009 was $1,434,236, up from $607,105 in 2008. That increase is
primarily due to the receipt of a donation of $750,000 from the City of Lawrenceburg, $100,000 from
the Dearborn Community Foundation, $60,000 from the Dearborn County Hospital Auxiliary, $3,000
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from the Ohio County Community Foundation, Inc. and $5,000 from the United Way of Greater
Cincinnati toward DCH’s MRI Breast Screening research project in 2008. Both years include a
$500,000 building project donation from the City of Lawrenceburg.

Cash Flows

After paying its employees, suppliers and contractors during 2009, the Dearborn County Hospital’s
operating activities generated positive cash flow in the amount of $5,936,368. Meanwhile, the
Hospital’s capital and related financing activities used net cash in the amount of $<6,473,925>
comprised of capital asset purchases and sales totaling $5,801,166 and principal and interest on long-
term debt totaling $672,759. The Hospital’s investing activities provided net cash in the amount of
$3,537,962. Therefore, during 2009 the Hospital realized a net increase in cash and cash equivalents in
the amount of $3,000,405.

Capital Asset and Debt Administration

At the end of 2009, Dearborn County Hospital had $56,581,664 invested in capital assets, net of
accumulated depreciation, as detailed in Note 11.C. to the financial statements. In 2009, the Hospital
purchased and sold capital assets at a cost of $5,801,166, down <49.9%> from the amount spent for
capital assets in the prior year.

Debt

The Hospital ended 2009 with long-term debt outstanding, net of current maturities, in the amount of
$29,336,492. Of that long-term debt, $29,300,000 pertains to its 2006 Bond Issue and $36,492 for a
capitalized lease obligation. In addition, the current portion (i.e., due within one year) of long-term
debt is $415,298 representing $400,000 due on the Bond Issue and $15,298 due on the capitalized
lease.

Contacting Dearborn County Hospital’s Financial Management

This financial report is designed to provide our patients, suppliers, and creditors with a general
overview of Dearborn County Hospital’s finances. If you have any questions about this report or need
additional information, contact the Hospital Treasurer’s office at Dearborn County Hospital, 600
Wilson Creek Road, Lawrenceburg, Indiana 47025.



DEARBORN COUNTY HOSPITAL
STATEMENT OF NET ASSETS
December 31, 2009

Assets

Current assets:

Cash and cash equivalents $ 9,877,593

Short-term investments 3,877,180

Patient accounts receivable, net of

estimated uncollectibles of $17,168,310 12,608,608

Inventories 1,333,913

Prepaid expenses 652,645

Other current assets 162,582
Noncurrent cash and investments:

Internally designated 37,864,808
Capital assets:

Capital assets not being depreciated 2,637,816

Depreciable capital assets, net of accumulated depreciation 53,943,848
Long term loans receivable 188,113
Other assets 169,698
Total assets $ 123,316,804

Liabilities and Net Assets

Current liabilities:

Current maturities of long-term debt $ 415,298
Accounts payable 991,710
Accrued salaries and wages 776,872
Accrued taxes and other withholdings 358,634
Accrued employee benefits 2,674,753
Other current liabilities 2,272,244
Deferred revenue 888,588
Long-term debt, net of current maturities 29,336,492
Total liabilities 37,714,591
Net assets:
Invested in capital assets, net of related debt 26,999,572
Unrestricted 58,602,641
Total net assets 85,602,213
Total liabilities and net assets $ 123,316,804

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

STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN NET ASSETS

Year Ended December 31, 2009

Operating revenues:

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

Other
Total operating revenues

Operating expenses:
Salaries and wages
Employee benefits
Physician fees
Supplies
Insurance
Depreciation and rentals
Other expenses

Total operating expenses
Operating loss

Nonoperating revenues (expenses):
Investment income
Investment expense
Other
Total nonoperating revenues (expenses)
Increase in net assets

Net assets beginning of the year

Net assets end of the year

The accompanying notes are an integral part of the financial statements.
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$ 80,251,843
2,347,024

82,598,867
38,671,024
12,966,171

3,226,052
12,476,713
708,234
7,104,895
9,162,951
84,316,040

(1,717,173)

3,445 544
(357,460)
1,434,236

4,522,320
2,805,147
82,797,066

$ 85,602,213


ldavid
Text Box
-10-


DEARBORN COUNTY HOSPITAL

STATEMENT OF CASH FLOWS - RESTRICTED AND UNRESTRICTED FUNDS

Year Ended December 31, 2009

Cash flows from operating activities:
Receipts from and on behalf of patients
Payments to suppliers and contractors
Payments to employees
Other receipts and payments, net

Net cash provided by operating activities

Cash flows from capital and related financing activities:
Acquisition and construction of capital assets
Proceeds from sale of capital assets
Principal paid on long-term debt
Interest paid on long-term debt

Net cash used by capital and related financing activities

Cash flows from investing activities:
Interest and dividends on investments
Proceeds from sale of investments

Net cash provided by investing activities

Net increase in cash and cash equivalents

Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

Reconciliation of 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 loss to net cash provided by operating activities:
Operating loss

Adjustments to reconcile operating loss to net cash flows provided in operating activities:

Depreciation
Provision for bad debts
Other nonoperating income
(Increase) decrease in current assets:
Patient accounts receivable
Supplies and other current assets
Long term loans receivable
Increase (decrease) in current liabilities:
Accounts payable
Accrued wages and benefits
Other current liabilities

Net cash provided in operating activities

The Hospital held investments at December 31, 2009, with a fair value of $19,943,413. During 2009, the

net increase in the fair value of these investments was $1,831,579.

The accompanying notes are an integral part of the financial statements.
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80,918,761

(26,103,523)

(54,803,617)
5,024,747

5,936,368

(5,801,857)
692

(315,299)

(357,460)

(6,473,924)

3,439,344
98,618

3,537,962

3,000,406

6,891,650

9,892,056

9,877,592
14,463

9,892,055

(1,717,173)

6,014,356
10,730,898
1,481,292

(10,063,981)
(72,524)
415,843

(717,859)
(890,375)
755,891

5,936,368
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DEARBORN COUNTY HOSPITAL
NOTES TO FINANCIAL STATEMENTS

Summary of Significant Accounting Policies

A. Reporting Entity

Dearborn 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 out-
patient health care.

The Board of County Commissioners of Dearborn 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 Dearborn County.

The accompanying financial statements present the activities of the Hospital (primary govern-
ment) 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 relation-
ships with the Hospital. Blended component units, although legally separate entities, are in sub-
stance part of the government’s operations and exist solely to provide services for the govern-
ment; data from these units is combined with data of the primary government.

Blended Component Units

Health Services Corporation of Southeastern Indiana (Corporation) is a significant blended com-
ponent unit of the Hospital. The primary government appoints a voting majority of the Corpo-
ration's board and a financial benefit/burden relationship exists between the Hospital and the Cor-
poration. Although it is legally separate from the Hospital, the Corporation 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
accrual basis using the economic resources measurement focus. Based on Governmental Ac-
counting 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 Accounting 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
instruments with an original maturity date of three months or less.

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

Statutes authorize the Hospital to invest in interest-bearing deposit accounts, passbook sav-
ings 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 col-
lateralized by U.S. Government or U.S. Government Agency obligations.

-12-



DEARBORN COUNTY HOSPITAL
NOTES TO FINANCIAL STATEMENTS
(Continued)

Nonparticipating certificates of deposit, demand deposits, and similar nonparticipating negoti-
able instruments that are not reported as cash and cash equivalents are reported as invest-
ments at cost.

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.

Other investments are generally reported at fair value.

Investment income, including changes in the fair value of investments, is reported as non-
operating 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
equipment, 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.

The capitalization threshold (the dollar values above which asset acquisitions are added to
the capital asset accounts) is $2,500 per item, or a group of items with an aggregate cost of
at least $5,000. Depreciation is calculated based on the straight-line method. Estimated
useful lives of capital assets are based on estimated life in years as suggested in the
American Hospital Association publication "Estimated Useful Lives of Depreciable Hospital
Assets."

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 two 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.

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

13-



DEARBORN COUNTY HOSPITAL
NOTES TO FINANCIAL STATEMENTS
(Continued)

D. Contributions

From time to time, the Hospital receives contributions from individuals and private organizations.
Revenues from contributions (including contributions of capital assets) are recognized when all
eligibility requirements, including time requirements are met. 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. Operating Revenues and Expenses

The Hospital’s Statement of Revenues, Expenses, and Changes in Net Assets distinguishes be-
tween operating and nonoperating revenues and expenses. Operating revenues result from ex-
change transactions associated with providing health care services — the Hospital’'s principal
activity. Nonexchange 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.

F. Compensated Absences

1. Sick Leave
Hospital employees earn sick leave at the rate of 96 hours per year. Unused sick leave may
be accumulated to a maximum of 960 hours. A portion of accumulated sick leave is paid to
eligible employees with more than 500 accumulated hours upon retirement.

2. Vacation Leave
Hospital employees earn vacation leave at rates from 15 days to 25 days per year based
upon the number of years of service. Vacation leave may be accrued to a maximum of 60
days to 100 days depending on years of service. Accumulated vacation leave is paid to em-
ployees through cash payments upon retirement or other separation from service.

3. Personal Leave

Hospital employees earn personal leave at the rate of 3 days per year. Personal leave does
not accumulate from year to year.

Vacation and personal leave 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 16-22-3-16 requires only that money in the hospital
funds be deposited in the manner determined by the governing board. The Hospital's policy
for deposits provides for all deposit accounts to be insured by the Federal Deposit Insurance
Corporation or by the Public Deposit Insurance Fund, which covers all public funds held in
approved depositories.

-14-



DEARBORN COUNTY HOSPITAL
NOTES TO FINANCIAL STATEMENTS
(Continued)

2. Investments

Authorization for investment activity is stated in Indiana Code 16-22-3-20. As of December
31, 2009, the Hospital had the following investments:

Hospital
Investment Market
Type Value

Mutual funds  $ 19,943,413

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 up 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 guaranteed by the United States or any United
States government agency; or 5) pooled fund investments for participating hospitals offered,
managed, and administered by a financial institution or brokerage firm registered or author-
ized to do business in Indiana.

B. Accounts Receivable and Payable

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

Patient Accounts Receivable

Receivable from patients and their insurance carriers $ 13,629,835

Receivable from Medicare 12,709,272
Receivable from Medicaid 3,437,811

Total patient accounts receivable 29,776,918
Less allowance for uncollectible amounts 17,168,310

Patient accounts receivable, net $ 12,608,608

Accounts Payable and Accrued Expenses

Payable to suppliers $ 1,665,439
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DEARBORN COUNTY HOSPITAL
NOTES TO FINANCIAL STATEMENTS
(Continued)
C. Capital Assets

Capital asset activity for the year ended December 31, 2009, was as follows:

Beginning Ending
Primary Government Balance Increases Decreases Balance
Capital assets, not being depreciated:
Land $ 992,692 $ 252,139 $ 252,139 $ 992,692
Construction in progress 2,643,887 5,576,846 6,575,609 1,645,124
Total capital assets, not
being depreciated 3,636,579 5,828,985 6,827,748 2,637,816
Capital assets, being depreciated:
Land improvements 1,481,309 - - 1,481,309
Buildings and improvements 61,241,091 1,591,751 - 62,832,842
Equipment 40,648,237 5,210,553 1,511,666 44,347,124
Totals 103,370,637 6,802,304 1,511,666 108,661,275
Less accumulated depreciation for:
Land improvements 619,863 93,757 - 713,620
Buildings and improvements 21,156,549 2,850,847 6,754 24,000,642
Equipment 28,401,539 3,078,333 1,476,707 30,003,165
Totals 50,177,951 6,022,937 1,483,461 54,717,427
Total capital assets, being
depreciated, net 53,192,686 779,367 28,205 53,943,848

Total primary government capital assets, net $ 56,829,265 $ 6,608,352 $ 6,855,953 $ 56,581,664

D. Construction Commitments

Construction work in progress is composed of the following:

Total Expended to

Project December 31,
Project Authorized 2009 Committed
Radiology Reading Room $ 17,000 $ 16,405 $ 595
Wilson Creek Road Medical Complex 321,740 82,995 238,745
605 Wilson Creek Road Medical Office Building 1,663,496 1,545,724 117,772
Totals $ 2,002,236 $ 1,645124 §$ 357,112
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E. Leases

1.

DEARBORN COUNTY HOSPITAL

NOTES TO FINANCIAL STATEMENTS

Operating Leases

(Continued)

The Hospital has entered into various operating leases having initial or remaining noncancel-
able terms exceeding one year for rental of office space. Rental expenditures for these
leases were $370,404. The following is a schedule by years of future minimum rental pay-
ments as of year end:

Capital Leases

2010
2011
2012
2013
2014

Total

15,452

344,086
295,084
189,338

64,246

908,206

The Hospital has entered into a capital lease for a chemistry system. Future minimum lease
payments and present values of the net minimum lease payments under the capital lease as
of year end, are as follows:

2010
2011
2012
2013

Total minimum lease payments

Less amount representing interest

Present value of net minimum lease payments

19,224
19,224
19,224

1,602

59,274

7,484

51,790

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

Equipment

Accumulated depreciation

Total

17-

$

$

78,200

28,673

49,527



DEARBORN COUNTY 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
Patient tower, parking garage, and facility improvements variable**  $ 29,700,000

**The interest rate is variable, based on the judgment of the Remarketing Agent (taking into
consideration current transaction and comparable securities with which the Remarketing
Agent is involved or of which it is aware and prevailing financial market conditions) to produce
as nearly as practical a par bid. The maximum interest rate is 10% per annum.

Revenue bonds debt service requirements to maturity are as follows:

Year Ended

December 31 Principal Interest
2010 $ 400,000 $ 80,190
2011 400,000 79,110
2012 400,000 78,030
2013 500,000 76,950
2014 500,000 75,600
2015-2019 3,100,000 355,860
2020-2024 4,500,000 306,720
2025-2029 6,300,000 236,520
2030-2034 9,000,000 137,700
2035-2036 4,600,000 18,900
Totals $ 29,700,000 $ 1,445,580

Changes in Long-Term Liabilities

Long-term liability activity for the year ended December 31, 2009, was as follows:

Beginning Ending Due Within

Primary Government Balance Additions Reductions Balance One Year
Bonds payable: $ 30,000,000 $ - $ 300,000 $ 29,700,000 $ 400,000
Capital leases 65,812 - 14,022 51,790 15,298
Total long-term liabilities $ 30,065,812 $ - $ 314,022 $ 29,751,790 $ 415,298
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DEARBORN COUNTY HOSPITAL
NOTES TO FINANCIAL STATEMENTS
(Continued)

G. Charity Care

Charges excluded from revenue under the Hospital's charity care policy were $2,088,255 for
2009.

H. Internally Designated Assets
Noncurrent cash and investments internally designated include the following:

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
buildings as authorized by IC 16-22-3-13.

Internally designated:
Funded depreciation:
Cash and cash equivalents  $ 14,464
Investments 37,728,845
Accrued interest receivable 121,499

Total funded depreciation $ 37,864,808

IV. Other Information
A. Risk Management

The Hospital is exposed to various risks of loss related to torts; theft of, damage to, and destruc-
tion of assets; errors and omissions; job related illnesses or injuries to employees; medical and
dental 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 and job
related illnesses or injuries to employees 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 and Dental Benefits to Employees, Retirees and Dependents

The Hospital has chosen to establish a risk financing fund for risks associated with medical and
dental benefits to employees The risk financing fund is accounted for in the Operating Fund,
where assets are set aside for claim settlements. An excess policy through commercial insur-
ance covers individual claims in excess of $200,000 per year. Settled claims resulting from this
risk did not exceed commercial insurance coverage in the past three years.

Claim expenditures and liabilities of the fund are reported when it is probable that a loss has oc-

curred and the amount of the loss can be reasonably estimated. These losses include an
estimate of claims that have been incurred but not reported (IBNRs).

-10-



DEARBORN COUNTY HOSPITAL
NOTES TO FINANCIAL STATEMENTS
(Continued)

Changes in the balance of claim liabilities during the past two years are as follows:

2009 2008
Unpaid claims, beginning of fiscal year $ 970,000 $ 770,000
Incurred claims and changes in estimates 6,419,534 5,974,713
Claim payments (6,369,534) (5,774,713)
Unpaid claims, end of fiscal year $ 1,020,000 $ 970,000

Natural Disasters

Risk financing is not utilized for natural disasters.
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.

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.
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DEARBORN COUNTY HOSPITAL
NOTES TO FINANCIAL STATEMENTS
(Continued)

C. Fair Value Measurements

The Hospital has characterized its investments in securities, based on the priority of the inputs
used to value the investments, into a three level fair value hierarchy. The fair value hierarchy
gives the highest priority to quoted prices in active markets for identical assets or liabilities (Level
1), and the lowest priority to unobservable inputs (Level 3). If the inputs used to measure the
investments fall within different levels of the hierarchy, the categorization is based on the lowest
level input that is significant to the fair value measurement of the investment.

Investments recorded in the Statement of Net Assets are categorized based on the inputs to valu-
ation techniques as follows:

Level 1 — These are investments where values are based on unadjusted quoted prices for
identical assets in an active market the Hospital has the ability to access. Investments
include mutual funds.

Level 2 — These are investments where values are based on quoted prices in markets that
are not active or model inputs that are observable either directly or indirectly for substantially
the full term of the investments. These investments are comprised of certificates of deposit.

Level 3 — These are investments where values are based on prices or valuation techniques
that require inputs that are both unobservable and significant to the overall fair value
measurement. These inputs reflect assumptions of management about assumptions market
participants would use in pricing the investments.

Based upon the levels as defined the investments as of December 31, 2009, are classified as

follows:
Fair Value Measurements at Reporting Date Using:
Quoted Prices in  Significant Other Significant
Active Markets Observable Unobservable
Hospital December 31, For Identical Inputs Inputs
Investment Type 2009 (Level 1) (Level 2) (Level 3)
Mutual funds $ 19,943,413 $ 19,943,413 $ - $ -

D. Pension Plans

1.

Defined Benefit Pension Plan

Plan Description

The Hospital and Health Services Corporation of Southeastern Indiana (component unit)
have a defined benefit pension plan administered by Dearborn County Hospital as authorized
by Indiana Code 16-22-3-11. The plan provides retirement benefits to plan members and
beneficiaries. The plan was established by the Hospital Board of Trustees.
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DEARBORN COUNTY HOSPITAL
NOTES TO FINANCIAL STATEMENTS
(Continued)

Funding Policy

The contribution requirements of plan members are established by the Hospital Board of
Trustees. The Hospital is required to contribute at an actuarially determined rate. The cur-
rent rate is 4.09% of annual covered payroll.

Actuarial Information for the Above Plan

Defined
Benefit
Pension Plan

Annual required contribution $ 1,241,227
Interest on net pension obligation -
Adjustment to annual required contribution -

Annual pension cost 1,241,227
Contributions made 1,241,227

Increase (decrease) in net pension obligation -
Net pension obligation, beginning of year -

Net pension obligation, end of year $ -

Contribution rate:

Hospital 4.09%
Actuarial valuation date 11-01-08
Actuarial cost method Frozen Entry

Age
Asset valuation method 5 Year
Expected
Return

Actuarial Assumptions

Investment rate of return 7.5%
Projected future salary increases 1.5%

Three Year Trend Information

Annual Percentage Net
Pension Cost of APC Pension
Year Ending (APC) Contributed Obligation
10-31-07 $ 1,049,410 100% $ -
10-31-08 989,643 100% -
10-31-09 1,241,227 100% -
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DEARBORN COUNTY HOSPITAL
NOTES TO FINANCIAL STATEMENTS
(Continued)

2. Defined Contribution Pension Plans

a.

Dearborn County Hospital Defined Annuity Plan

Plan Description

The Hospital has a defined contribution pension plan administered by Lincoln National as
authorized by IC 16-22-3-11. The plan provides retirement 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:

Pat Sutton

Director of Human Resources and Hospital Services
600 Wilson Creek Road

Lawrenceburg, IN 47025

Ph. (812) 537-1010

Funding Policy and Annual Pension Cost

The contribution requirements of plan members are established by the written agreement
between the Hospital Board of Trustees and the Plan Administrator. Plan members are
not required to contribute to the plan. The Hospital is required to contribute at a rate
determined by the board. The current rate is 25% of employee contributions up to 8% of
annual salary. Employer and employee contributions to the plan were $323,575 and
$1,630,118, respectively.

Health Services Corporation of Southeastern Indiana Defined Annuity Plan

Plan Description

The Health Services Corporation of Southeastern Indiana (component unit) has a defined
contribution pension plan administered by Lincoln National. The plan provides retirement
benefits to plan members and beneficiaries. The plan was established by written agree-
ment between the Hospital Board of Trustees and the Plan Administrator. The Plan Ad-
ministrator issues a publicly available financial report that includes financial statements
and required supplementary information of the plan. That report may be obtained by con-
tacting:

Pat Sutton

Director of Human Resources and Hospital Services
600 Wilson Creek Road

Lawrenceburg, IN 47025

Ph. (812) 537-1010

Funding Policy and Annual Pension Cost

Plan members are not required to contribute to the plan. The Health Services Corporation of
Southeastern Indiana is required to contribute at a rate of 25% of employee contributions up
to 8% of annual salary. Employer and employee contributions to the plan were $58,737 and
$280,530, respectively.

-23-



DEARBORN COUNTY HOSPITAL
REQUIRED SUPPLEMENTARY INFORMATION
SCHEDULE OF FUNDING PROGRESS

Defined Benefit 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)
11-01-06 16,779,996 18,728,357 (1,948,361) 90% 27,391,149 (7%)
11-01-07 19,564,471 21,521,885 (1,957,414) 91% 28,739,322 (7%)
11-01-08 17,978,531 24,427,463 (6,448,932) 74% 30,375,188 (21%)
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DEARBORN COUNTY HOSPITAL
COMBINING STATEMENT OF NET ASSETS

December 31, 2009

Health Total
Services Primary
Assets Hospital Corporation Eliminations Government
Current assets:
Cash and cash equivalents $ 9,203,242 $ 674,351 $ - 9 9,877,593
Short-term investments 3,877,180 - - 3,877,180
Patient accounts receivable, net of
estimated uncollectibles of $17,168,310 11,762,643 845,965 - 12,608,608
Inventories 1,333,913 - - 1,333,913
Prepaid expenses 586,629 66,016 - 652,645
Other current assets 162,582 - - 162,582
Noncurrent cash and investments:
Internally designated 37,864,808 - - 37,864,808
Capital assets:
Capital assets not being depreciated 174,609 2,463,207 - 2,637,816
Depreciable capital assets, net of accumulated depreciation 52,211,407 1,732,441 - 53,943,848
Long term loans receivable 4,247 117 - (4,059,004) 188,113
Other assets 169,698 - - 169,698
Total assets $ 121,593,828 $ 5,781,980 $  (4,059,004) $§ 123,316,804
Liabilities and Net Assets
Current liabilities:
Current maturities of long-term debt $ 4152298 $ - 9 - 9 415,298
Accounts payable 989,596 2,114 - 991,710
Accrued salaries and wages 533,847 243,025 - 776,872
Accrued taxes and other withholdings 351,534 7,100 - 358,634
Accrued employee benefits 2,347,805 326,948 - 2,674,753
Other current liabilities 2,017,043 255,201 - 2,272,244
Deferred revenue - 888,588 - 888,588
Long-term debt, net of current maturities 29,336,492 - - 29,336,492
Other long-term liabilities - 4,059,004 (4,059,004) -
Total liabilities 35,991,615 5,781,980 (4,059,004) 37,714,591
Net assets:
Invested in capital assets, net of related debt 22,803,924 4,195,648 - 26,999,572
Unrestricted 62,798,289 (4,195,648) - 58,602,641
Total net assets 85,602,213 - - 85,602,213
Total liabilities and net assets $ 121,593,828 $ 5781980 $§ (4,059,004) $ 123,316,804
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Operating revenues:

DEARBORN COUNTY HOSPITAL
COMBINING STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN NET ASSETS
Year Ended December 31, 2009

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

Other
Total operating revenues

Operating expenses:
Salaries and wages
Employee benefits
Physician fees
Supplies
Insurance
Depreciation and rentals
Other expenses

Total operating expenses
Operating loss

Nonoperating revenues (expenses):
Investment income
Investment expense
Other

Total nonoperating revenues (expenses)

Increase in net assets

Net assets beginning of the year

Net assets end of the year

Health Total
Services Primary
Hospital Corporation Eliminations Government

72,225,021 $ 8,026,822 $ -3 80,251,843
2,052,045 294,979 - 2,347,024
74,277,066 8,321,801 - 82,598,867
32,709,901 5,961,123 - 38,671,024
11,604,268 1,361,903 - 12,966,171
3,226,052 - - 3,226,052
11,740,921 735,792 - 12,476,713
463,038 245,196 - 708,234
6,327,335 777,560 - 7,104,895
9,916,524 927,016 (1,680,589) 9,162,951
75,988,039 10,008,590 (1,680,589) 84,316,040
(1,710,973) (1,686,789) 1,680,589 (1,717,173)
3,439,344 6,200 - 3,445,544
(357,460) - - (357,460)
1,434,236 1,680,589 (1,680,589) 1,434,236
4,516,120 1,686,789 (1,680,589) 4,522,320
2,805,147 - - 2,805,147
82,797,066 - - 82,797,066
$ 85,602,213 § -3 - $ 85,602,213
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DEARBORN COUNTY HOSPITAL
COMBINING STATEMENT OF CASH FLOWS
Year Ended December 31, 2009

Cash flows from operating activities:
Receipts from and on behalf of patients
Payments to suppliers and contractors
Payments to employees
Other receipts and payments, net

Net cash provided by operating activities

Cash flows from capital and related financing activities:
Acquisition and construction of capital assets
Proceeds from sale of capital assets
Principal paid on long-term debt
Interest paid on long-term debt

Net cash used by capital and related financing activities

Cash flows from investing activities:
Interest and dividends on investments
Proceeds from sale of investments

Net cash provided by investing activities

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 loss to net cash provided by operating activities:
Operating loss
Adjustments to reconcile operating loss to net cash
flows provided in operating activities:
Depreciation
Provision for bad debts
Other nonoperating income
(Increase) decrease in current assets:
Patient accounts receivable
Supplies and other current assets
Long term loans receivable
Increase (decrease) in current liabilities:
Accounts payable
Accrued wages and benefits
Other current liabilities
Other long-term liabilities

Net cash provided in operating activities

Health Total

Services Primary
Hospital Corporation  Eliminations Government
$ 72,809,461 $ 8,109,300 $ - $ 80,918,761
(23,806,419)  (2,297,104) - (26,103,523)
(48,602,354)  (6,201,263) - (54,803,617)
3,365,166 2,559,581 - 5,924,747
3,765,854 2,170,514 - 5,936,368
(4,229,598)  (1,572,259) - (5,801,857)
692 - - 692
(315,299) - - (315,299)
(357,460) - - (357,460)
(4,901,665)  (1,572,259) - (6,473,924)
3,439,344 - - 3,439,344
98,618 - - 98,618
3,537,962 - - 3,537,962
2,402,151 598,255 - 3,000,406
6,815,554 76,096 - 6,891,650
$ 9217705 $ 674,351 § - $ 9,892,056
$ 9203242 $ 674351 § - $ 9,877,593
14,463 - - 14,463
$ 9217,705 $ 674,351 § - $ 9,892,056

$ (1,710,973) $

(1,686,789) $

1,680,589 $ (1,717,173)

5,826,428 187,928 - 6,014,356
10,400,054 330,844 - 10,730,898
1,475,093 1,686,788 (1,680,589) 1,481,292
(9,815,614) (248,367) - (10,063,981)
(99,061) 26,537 - (72,524)
(161,971) 333,652 244,162 415,843
(720,097) 2,238 - (717,859)
(1,062,133) 171,758 - (890,375)
(365,872) 1,121,763 - 755,891
- 244,162 (244,162) -

$ 3765854 $ 2,170,514 §$ - $ 5,936,368

The Hospital held investments at December 31, 2009, with a fair value of $19,943,413. During 2009,

the net increase in the fair value of these investments was $1,831,579.
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DEARBORN COUNTY HOSPITAL
EXIT CONFERENCE

The contents of this report were discussed on April 9, 2010, with Philip A. Meyer, Director of
Finance; Linda Cherry, Controller; and Tisha Owens, Senior Accountant. Our audit disclosed no material
items that warrant comment at this time.
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