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Blue & Co.,LLC 7 One American Square, Suite 2200 / Box 82062 / Indianapolis, IN 46282
main 317.633.4705 fax 317.633.4889 email blue@blueandco.com

REPORT OF INDEPENDENT AUDITORS

Board of Trustees
White County Memorial Hospital
Monticello, IN

We have audited the accompanying combined balance sheets of
White County Memorial Hospital (the Hospital), a component unit of White County, as of
December 31, 2007 and 2006, and the related combined statements of operations,
changes in net assets and cash flows for the years then ended. These combined
financial statements are the responsibility of the Hospital's management. Our
responsibility is to express an opinion on these combined financial statements based on

our audits.

We conducted our audits in accordance with auditing standards generally accepted in
the United States of America and Guidelines for Audits of County and City Hospitals by
Independent Certified Public Accountants, issued by the Indiana State Board of
Accounts. Those standards require that we plan and perform the audits to obtain
reasonable assurance about whether the combined financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the combined financial statements. An audit
also includes assessing the accounting principles used and significant estimates made
by management, as well as evaluating the overall combined financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the combined financial statements referred to above, present fairly, in all
material respects, the combined financial position of the Hospital as of
December 31, 2007 and 2006, and the results of its operations, changes in net assets
and cash flows for the years then ended, in conformity with accounting principles
generally accepted in the United States of America.

Management's discussion and analysis on pages i through vii is not a required part of
the basic financial statements, but is supplementary information required by accounting
principles generally accepted in the United States of America. We have applied certain
limited procedures, which consisted principally of inquiries of management 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.

Bluel Co. i
April 15, 2008




WHITE COUNTY MEMORIAL HOSPITAL

MANAGEMENT’S DISCUSSION AND ANALYSIS (UNAUDITED)
DECEMBER 31, 2007 AND 2006

The Management's discussion and analysis of White County Memorial Hospital's
financial performance provides an overview of the Hospital's financial activities for the
fiscal years ended December 31, 2007 and 2006. Please read it in conjunction with the
Hospital's audited financial statements. This discussion and analysis include the
combined statements including the Hospital, Twin Lakes Medical Office Building, LLC.
and the White County Memorial Hospital Foundation, component units of the Hospital.

FINANCIAL HIGHLIGHTS

The combined statements net assets increased by $2,030,262, which included
operating income of $343,822 in 2007, a net non-operating expense position of
$201,961, a transfer from the county of $716,000 and capital contributions of
$1,115,452.

CAPITAL IMPROVEMENTS

The Governing Board of Trustees for White County Memorial Hospital began actual
construction of a replacement Hospital in the fall of 2006, due to being land locked in a
non-visible location, with no room for expansion of facilities and/or services. With this
new facility under construction, it has been the philosophy of the Governing Board and
Administration to create a capital budget to repair the aging facility as needed, to
purchase and/or lease state of the art patient care equipment, and to implement and
enhance information systems that can be relocated.

In addition, it has been the philosophy of the Governing Board and Administration to
finance the capital budget through the proceeds of the operating budget, as well as set
aside $75,000 per month to assist with the 1% payment of the Bond for the new

construction.

With this direction, the Hospital made the following significant capital acquisitions and
improvements in 2007:

Patient Care Equipment

Dell Optiplex Computers (qty 10) $ 9,537
Fire Ext. Training System 5,347
Gateway Astaro 11,770
OB-GYN Stretcher 5,103
Orenstein Arthroscopy Instruments 9,293
Orenstein Arthroscopy QH466008 2,760
Server 62,321
Server IBM X3400 21,368

$ 127,499




WHITE COUNTY MEMORIAL HOSPITAL

MANAGEMENT'S DISCUSSION AND ANALYSIS (UNAUDITED)
DECEMBER 31, 2007 AND 2006

Additional Notes to Capital

Additional Notes to Capital: The Hospital also leases certain equipment including the

PYXIS, MRI unit and CT Scans under operating lease agreements.

ACTUAL TO BUDGETED PERFORMANCE

As specified in the Bylaws, the Board of Trustees is required to approve an annual
budget. The budget remains in effect the entire year and variances to budget are
presented to the Board via monthly interim financial statements. The 2007 information
for the Hospital including Twin Lakes Medical Office Building, LLC and the Foundation

is summarized below:

2007
2007 Budget $ Change % Change
Total operating revenues $23,693,072 $23,784,910 $  (91,838) -0.4%
Operating expenses
Salaries and benefits 13,420,767 12,205,471 1,215,296 10.0%
Professional fees 3,261,739 3,122,267 139,472 4.5%
Medical supplies and drugs 3,120,286 2,878,529 241,757 8.4%
Repairs and maintenance 574,635 579,507 (4,872) -0.8%
Depreciation and amortization 576,317 653,766 (77,449) -11.8%
Insurance 280,911 193,955 86,956 44 .8%
Other 2,114,595 4,056,754 (1,942,159) -47.9%
Total operating expenses 23,349,250 23,690,249 (340,999) -1.4%
Operating income 343,822 94,661 249,161 263.2%
Nonoperating income, transfers
from the county and capital
contributions 1,629,491 375,198 1,254,293 334.3%
Change in net assets $ 1,973,313 $ 469,859 $ 1,503,454 320.0%

In comparing actual versus budgeted 2007 results, the following variances occurred:

e Net operating income increased $249,161 from budgeted figures for 2007.

* We received a bioterrorism grant for $37,000 and a larger than expected rebate
from Constra our purchasing group for $26,000 also, and over the counter

Pharmacy sales were up $18,000.




WHITE COUNTY MEMORIAL HOSPITAL

MANAGEMENT'S DISCUSSION AND ANALYSIS (UNAUDITED)
DECEMBER 31, 2007 AND 2006

The following patient care services statistics help further explain the revenue
volume decrease.

2007 2006 % Change
Patient Days 5,403 5,995 -9.9%
Med/Surg Days 2,818 3,465 -18.7%
SCU Days 163 279 -41.6%
Pharmacy Days 427,638 469,577 -8.9%
Laboratory Exams 96,694 97,402 -0.7%
X-Ray Exams 18,847 20,581 -8.4%
Nuclear Medicine Exams 364 362 0.6%
CT 3,221 3,452 -6.7%
Ultra Sound Exams 2,180 2,323 -6.2%
MRI's 771 799 -3.5%
Physical Therapy 11,274 11,070 1.8%
Occupational Therapy 1,963 2,673 -26.6%
Operating Procedures 1,239 1,380 -10.2%
Oncology 1,723 1,805 -4.5%
Ambulatory Care 4,122 4,242 -2.8%
Durable Medical Equipment 4,482 4,149 8.0%

The Operating expenses were over budget in the following categories:

Salaries, Wages and Benefits

Salaries, Wages and Benefits costs were $1,215,296 over budget due to an
increase in paid FTE’s from 213 in 2006 to 219 in 2007. This change included
bringing a physician on staff. This increase in Salaries and Wages creates an
increase in other salary benefits such as FICA and pension. The health
insurance was over budget by approximately $520,000.

Professional Fees

Professional fees were $139,472 or 4.5% over budget due to increases in
physician on-call in OB and OR. Also, because of the additional cost for services

provided by Arnett Clinic in Radiology.

Medical Supplies and Drugs

Medical supplies and drugs were $241,757 over budget due to Pharmacy
increases of $147,312 related to the large cost of Chemo drugs and the
additional amount of patients treated.

iii



WHITE COUNTY MEMORIAL HOSPITAL

MANAGEMENT'S DISCUSSION AND ANALYSIS (UNAUDITED)
DECEMBER 31, 2007 AND 2006

Depreciation and Amortization

The deprecation expense for major moveables was a great deal less than
projected.

Insurance

Insurance costs were $86,956 over budget due to the additional expense
associated with the malpractice insurance for the physician that joined our staff
and the expense of insuring two locations.

Other Expenses

We were under budget for other expense by $1,942,159.

Change in net assets

There was an increase in net assets of $1,973,313 from 20086.

REVENUE AND CASH ANALYSIS

Sources of Revenue

During 2007, the Hospital derived substantially all of its revenue from patient services
and other related activities. Revenue includes, among other items, revenue from the
Medicare and Medicaid programs, patients, commercial insurance carriers, preferred
provider organizations, and managed care programs.

The table below presents the percentages of gross revenue for patient services, by
payer, for the years ended December 31, 2007 and 2006, respectively.

Payor Mix 2007 2006
Medicare 47% 49%
Medicaid 12% 12%
Commercial Insurance 35% 34%
Self-pay / Other 6% 5%
Total 100% 100%

The Hospital provides care to patients under payment arrangements with Medicare,
Medicaid and various managed care programs. Services provided under those
arrangements are paid at predetermined rates and/or reimbursable cost as defined.
Provisions have been made in the financial statements for contractual adjustments,
which represent the difference between the standard changes and the actual or

estimated payment.




WHITE COUNTY MEMORIAL HOSPITAL

MANAGEMENT’S DISCUSSION AND ANALYSIS (UNAUDITED)

DECEMBER 31, 2007 AND 2006

Sources of Cash

Cash used in operating activities was $2,354,327, cash created by noncapital financing
activities was $1,235,098, cash used in capital and related financing activities was
$12,092,270, and cash created from investing activities was $17,445,367. This created
a net change in cash and cash equivalents of $4,233,868, a decrease from a net
increase of $7,561,287 in 2006. The changes in cash are mainly due to the acquisition

of new financing and construction related to the new hospital.

BALANCE SHEET ANALYSIS

2007 2006 Change
Assets
Current assets $14,132,559 $15,786,332 (1,653,773)
Capital assets, net 24,665,540 8,534,651 16,130,889
Other noncurrent assets 14,281,707 23,809,046 (9,528,239)
Total assets $53,079,806 $48,130,929 4,948,877
Liabilities
Current liabilities $ 4369155 § 7,443,081 (3,074,826)
Other liabilities 33,242,677 27,192,287 6,050,390
Total liabilities 37,611,832 34,636,268 2,975,564
Net Assets
Unrestricted 8,797,239 7,836,600 960,639
Untrestricted - funded depreciation 1,991,655 1,091,655 900,000
Invested in capital assets, net of related debt 937,134 2,434,729 (1,497,595)
Restricted
Expendable - capital acquisitions 1,144,817 16,398 1,128,419
Expendable - debt service and capital expenditure 2,228,188 1,760,929 467,259
Expendable - donor restricted 368,941 354,350 14,591
Total Net Assets 15,467,974 13,494,661 1,973,313
Total Liabilities & Net Assets $53,079,806  $48,130,929 4,948,877




WHITE COUNTY MEMORIAL HOSPITAL

MANAGEMENT'S DISCUSSION AND ANALYSIS (UNAUDITED)
DECEMBER 31, 2007 AND 2006

Debt

As disclosed in the notes to the financial statements, Note 8, the Hospital has obtained
additional financing in 2007 for continued construction of the new hospital and medical

office building.

Liabilities and Net Assets

The changes in the Balance Sheet are due to the large increase in the Construction in
Progress account in the fixed asset area and the change in the Third Party Payor
reserve account.

COMMUNITY BENEFIT

White County Memorial Hospital is a Governmental Not-For-Profit County Hospital
located in Monticello, Indiana. As a county Hospital, the governing board of directors
and the administrative team believe there is a corporate responsibility to the community
members that we serve, to provide special programs, education and charitable care
without the concern for reimbursement.

It is important to discuss the Hospital's financial partnership with the community we
serve. The community benefit was $11,378,621 in 2007 and is broken into the following

five sub categories.

Medicare Shortfall: The Medicare shortfall is the difference between the Hospital's
gross charges for a service or procedure and the amount of cash received from the
Center for Medicare and Medicaid Services. In 2007 the Medicare shortfall for White
County Memorial Hospital was $7,681,296.

Medicaid Shortfall: The Medicaid shortfall is the difference between the Hospital’s gross
charges for a service or procedure and the amount of cash received from Medicaid. In
2007 the Medicaid shortfall for White County Memorial Hospital was $3,025,175.

Charity: Excluded from net patient service revenue are charges for patient services
waived under the Hospital's charity care policy. Charity care represents unreimbursed
charges incurred by the Hospital in providing uncompensated care to indigent patients.
Management's commitment to provide emergency care for all patients without regard to
their ability to pay contributed to this component of the community’s benefit. In 2007,
White County Memorial Hospital provided $464,322 in charity care.

Education: In 2007, White County Memorial Hospital spent $116,604 on education
programs the residents of White County and the Hospital staff. This does not include
conferences and seminars. These education programs included: ACLS, Breast
Feeding/Pregnancy counseling, Car Seat Education/Permanent Fitting Station, CPR/1%t

Vi



WHITE COUNTY MEMORIAL HOSPITAL

MANAGEMENT’S DISCUSSION AND ANALYSIS (UNAUDITED)
DECEMBER 31, 2007 AND 2006

Aid community and staff, Dietitian O/P education, Emergency Nurse Pedi Course,
FEMA Emergency management course, fire & safety education, health occupation
students, neonatal resuscitation program, organ tissue eye donation education, poison
control/prevention, prenatal classes, safe sitter course, Shaken Infant Syndrome
education for all 4 schools, smoking cessation, STD education TLHS & NWHS, and
tuition assistance in-house.

Special Programs: In 2007, White County Memorial Hospital spent $91,225 on special
programs for the residents of White County. These special programs include but are
not limited to blood drives, cholesterol screening, domestic violence task force, flu

shots, etc.

The Community Benefit total for 2007 was $11,378,621.
CONTACTING THE HOSPITAL’S FINANCIAL MANAGEMENT

This financial report is designed to provide our patients, suppliers, taxpayers and
creditors with a general overview of the Hospital’s finances and to show the Hospital's
accountability for the money it receives. If you have any questions about this report or
need additional financial information, contact the Hospital’s Chief Financial Officer at
1101 O’Connor Blvd. Monticello, IN 47960.

vii



WHITE COUNTY MEMORIAL HOSPITAL

COMBINED BALANCE SHEETS
DECEMBER 31, 2007 AND 2006

ASSETS

Current assets
Cash and cash equivalents
Short-term investments
Current portion of assets limited as to use
Patient accounts receivable, net of allowance
for doubtful accounts of approximately $1,760,000
and $1,050,000 in 2007 and 2006, respectively
Supplies and other current assets
Estimated third-party settlements
Total current assets

Assets limited as to use
Board designated funds
Trustee held funds
Donor restricted funds

Less amount for current obligations
Noncurrent assets limited as to use

Capital assets, net
Investments
Other assets

Total assets

2007 2006
$ 3967290 $ 6,253,788
1,229,616 379,916
2,788,624 4,135,000
3,707,655 4,007,626
1,341,027 1,010,002
1,098,347 -0-
14,132,559 15,786,332
1,991,655 1,091,655
12,954,782 25,296,007
368,941 354,350
15,315,378 26,742,012
2,788,624 4,135,000
12,526,754 22,607,012
24,665,540 8,534,651
722,525 707,599
1,032,428 495,335
$ 53,079,806 $ 48,130,929

See accompanying notes to combined financial statements.
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WHITE COUNTY MEMORIAL HOSPITAL

COMBINED BALANCE SHEETS
DECEMBER 31, 2007 AND 2006

LIABILITIES AND NET ASSETS

2007 2006
Current liabilities

Current portion of long term debt $ 2,788,624 $ 4,135,000
Line of credit -0- 954,627
Accounts payable and accrued expenses 222,252 539,676
Accrued salaries and benefits 1,358,279 1,067,571
Estimated third-party settlements -0- 497,107
Other current liabilities -0- 250,000
Total current liabilities 4,369,155 7,443,981
Long term debt, net of current portion 31,666,376 25,500,000
Other liabilities 1,576,301 1,692,287
Total liabilities 37,611,832 . 34,636,268

Net assets
Unrestricted 8,797,239 7,836,600
Unrestricted - funded depreciation 1,991,655 1,091,655
Invested in capital assets, net of related debt 937,134 2,434,729

Restricted
Expendable - capital acquisitions 1,144,817 16,398
Expendable - debt service 2,228,188 1,760,929
Expendable - donor restricted 368,941 354,350
Total net assets 15,467,974 13,494,661
Total liabilities and net assets $ 53,079,806 $ 48,130,929

See accompanying notes to combined financial statements.
3



WHITE COUNTY MEMORIAL HOSPITAL

COMBINED STATEMENTS OF REVENUES, EXPENSES

AND CHANGES IN NET ASSETS
YEARS ENDED DECEMBER 31, 2007 AND 2006

Operating revenues
Net patient service revenue
Other
Total operating revenues

Operating expenses
Salaries and benefits
Professional fees
Medical supplies and drugs
Repairs and maintenance
Depreciation and amortization
Insurance

Other
Total operating expenses

Operating income

Nonoperating income (expense)
Investment income

Interest expense
Unrealized loss on interest rate swap

Other nonoperating income (expense)
Total nonoperating income (expense)
Capital contributions
Transfers from the county

Change in net assets

Net assets
Beginning of year
End of year

2007 2006
$ 23,205,823 $ 22,330,567
487,249 484,673
23,693,072 22,815,240
13,420,767 12,076,313
3,261,739 3,136,205
3,120,286 3,062,150
574,635 551,982
576,317 494,082
280,911 239,913
2,114,595 2,048,962
23,349,250 21,609,607
343,822 1,205,633
366,302 337,239
(27,637) (208,671)
(600,014) (976,287)
59,388 162,488
(201,961) (685,231)
1,115,452 -0-
716,000 1,138,000
1,973,313 1,658,402
13,494,661 11,836,259
$ 15,467,974 $ 13,494,661

See accompanying notes to combined financial statements.



WHITE COUNTY MEMORIAL HOSPITAL

COMBINED STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2007 AND 2006

2007 2006
Operating activities
Cash received from patients and third party payors $21,910,340 $22,818,296
Cash paid to employees for salaries and benefits (13,130,059) (11,942,257)
Cash paid to vendors for goods and services (11,565,207) (8,872,466)
Other operating receipts, net 487,548 484,673
Net cash flows from operating activities (2,297,378) 2,488,246
Noncapital financing activities
Nonoperating income 59,388 162,488
Capital and related financing activities
Transfers from the county 716,000 1,138,000
Capital contributions 1,115,452 -0-
Acquisition and construction of capital assets (16,646,006) (2,304,467)
Interest expense on long-term debt (27,637) (208,671)
Proceeds from the line of credit -0- 954,627
Proceeds from issuance of long term debt 8,000,000 25,500,000
Principal payments on long-term debt and line of credit (4,134,627) (385,000)
Net cash flows from capital and
related financing activities (10,976,818) 24,694,489
Investing activities
Investment income 366,302 337,239
Change in assets whose use is limited, net 17,947,000 (19,479,650)
Change in investments, net (864,626) (641,525)
Net cash flows from investing activities 17,448,676 (19,783,936)
Net change in cash and cash equivalents 4,233,868 7,561,287
Cash and cash equivalents ’
Beginning of year 12,923,800 5,362,513
End of year $17,157,668 $12,923,800

See accompanying notes to combined financial statements.
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WHITE COUNTY MEMORIAL HOSPITAL

COMBINED STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2007 AND 2006

Reconciliation of operating income to net
cash flows from operating activities
Operating income
Adjustments to reconcile operating income to
net cash from operating activities
Depreciation and amortization
Provision for bad debt
Loss on disposal of property and equipment
Changes in assets and liabilities
Patient accounts receivable
Estimated third-party settlements
Supplies and other current assets
Other assets
Accounts payable and accrued expenses
Accrued salaries and benefits
Other current liabilities
Other liabilities
Net cash flows from operating activities

Reconciliation of cash and cash equivalents
to the balance sheets
Cash and cash equivalents
In current assets
In assets limited as to use
Total cash and cash equivalents

Supplemental cash flows information
Cash paid for interest net of amounts capitalized
of $1,772,000 in 2007 and $173,000 in 2006

Non cash investing and financing activities
Unrealized loss on interest rate swap

2007 2006

$ 343,822 $ 1,205,633

576,317 494,082
2,210,312 1,951,323
299 -0-

(1,910,341)  (2,283,793)

(1,595,454) 820,199
(331,025) (435,160)
(598,592) (400,816)

(317,424) 126,722
290,708 134,056
(250,000) 250,000
(716,000) 626,000

$ (2,297,378) $ 2,488,246

$ 3,967,200 $ 6,253,788
13,190,378 6,670,012

$17,157,668 _$ 12,923,800

$ 28,000 $ 318,000

$ 600,014 $ 976,287

See accompanying notes to combined financial statements
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WHITE COUNTY MEMORIAL HOSPITAL

NOTES TO COMBINED FINANCIAL STATEMENTS
DECEMBER 31, 2007 AND 2006

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Reporting Entity

White County Memorial Hospital (th‘e 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 White 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

White County.

On January 18, 1983, the Board of County Commissioners of White County, upon
written request of the Hospital Board of Trustees created the White County Memorial
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.

Biended Component Units

The White County Memorial Hospital Foundation, Inc. (Foundation) is a blended
component unit of the Hospital. 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. The Foundation is a
501(c)(3) not-for-profit organization.

The Foundation’s total assets and net assets as of December 31, 2007 and 2006
were $1,282,908 and $260,552, respectively. The Foundation’s change in net assets
for 2007 and 2006 was $1,022,356 and $14,496 respectively.

Twin Lakes Medical Office Building, LLC (MOB) is a blended component unit of the
Hospital. As of December 31, 2006, the Hospital owned 51% of the MOB. During
the 2007, the Hospital purchased the remaining interest in the MOB. Although it is
legally separate from the Hospital, the MOB is reported as if it were a part of the
Hospital because the two Governing Boards are the same.

The MOB's total assets and net assets as of December 31, 2007 were $8,222,940
and $954,327, respectively. During 2007, the MOB received proceeds from a loan
in the amount of $8,000,000 for construction. The MOB’s change in net assets for
2007 and 2006 was $82,233 and $(300), respectively.




WHITE COUNTY MEMORIAL HOSPITAL

NOTES TO COMBINED FINANCIAL STATEMENTS
DECEMBER 31, 2007 AND 2006

Use of Estimates

The preparation of financial statements in conformity with the accounting principles
generally accepted in the United States of America requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities
and 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.

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 Accounting Standards Board (GASB) Statement No. 20,
Accounting and Financial Reporting for Proprietary Funds and Other Governmental
Entites 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.

Cash and Cash Equivalents

Cash and cash equivalents include demand deposits and investments in highly liquid
debt instruments with an original maturity date of three months or less, excluding
those amounts included in assets whose use is limited.

Combined Statements of Cash Flows

For purposes of the combined statements of cash flows, cash consists of cash and
cash equivalents that are readily available for use in operations.

Investments in Debt and Equity Securities

Investments in debt and equity securities are reported at fair value. Interest,
dividends, and gains and losses, both realized and unrealized, on investments in
debt and equity securities are included in nonoperating income when earned.




WHITE COUNTY MEMORIAL HOSPITAL

NOTES TO COMBINED FINANCIAL STATEMENTS
DECEMBER 31, 2007 AND 2006

Assets Limited as To Use

Board Designated
Board designated funds are set aside by the Hospital Board of Trustees for funding

depreciation expense and other operating designations. Such amounts are to be
used for equipment and building, remodeling, repairing, replacing or making
additions to the Hospital buildings as well as other operational designations.

Funds Held by Trustee
Funds held by trustee represent amounts deposited with a trustee in accordance

with the requirements of a trust indenture.

Donor Restricted Funds
Donor restricted funds represent amounts restricted for purposes as are specified by

the donor.

Assets limited as to use intended for the current portion of long term debt are
reported in current assets. Interest and dividends on assets whose use is limited is
included in investment income when earned.

Capital Assets

Capital assets such as property and equipment are stated at cost and include
expenditures for new additions and other costs added to existing facilities which
exceed $5,000 and meet certain useful life thresholds. Contributed capital assets
are reported at their estimated fair market value at the time of their donation.
Maintenance, repairs and minor renewals are expensed as incurred. All capital
assets, other than land, are depreciated using the straight-ine method of
depreciation using these asset lives:

Range of
Description Useful Lives
Land improvements 15 years
Buildings and fixed equipment 4 - 50 years

Major movable and minor equipment 3 - 15 years

Costs of Borrowing

Interest cost incurred on borrowed funds during the period of construction of capital
assets is capitalized as a component of the cost of acquiring those assets. Interest
cost capitalized in 2007 and 2006 was $1,772,000 and $173,000, respectively.




WHITE COUNTY MEMORIAL HOSPITAL

NOTES TO COMBINED FINANCIAL STATEMENTS
DECEMBER 31, 2007 AND 2006

Bond Issue Costs

The Hospital provides for the amortization of costs incurred for the issuance of
bonds over the life of the debt. Bond issue costs were approximately $275,000 and
$365,000, respectively. Issue costs are amortized utilizing the straight-line method.

Grants and Contributions

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

Restricted Resources

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

Transfers from the County

The Hospital receives transfers from the county. The transfers from the county were
for assistance with capital assets and the related debt.

Net Assets

Net assets of the Hospital are classified in four components. Net assets invested in
capital assets net of related debt consist of capital assets net of accumulated
depreciation and reduced by the current balances of any outstanding borrowings
used to finance the purchase or construction of those assets. Restricted expendable
net assets are noncapital net assets that must be used for a particular purpose, as
specified by creditors, grantors, or contributors external to the Hospital, including
amounts deposited with trustees as required by revenue bond indentures for debt
service. Restricted nonexpendable net assets equal the principal portion of
permanent endowments. Unrestricted net assets are remaining net assets that do
not meet the definition of invested in capital assets net of related debt or restricted.
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WHITE COUNTY MEMORIAL HOSPITAL

NOTES TO COMBINED FINANCIAL STATEMENTS
DECEMBER 31, 2007 AND 2006

Operating Revenues and Expenses

The Hospital's statement of revenues, expenses and changes in net assets
distinguishes between operating and nonoperating revenues and expenses.
Operating revenues result from exchange transactions associated with providing
health care services - the Hospital's principal activity. Nonexchange revenues
include contributions received for purposes other than capital asset acquisition, and
other nonoperating activities and are reported as nonoperating revenues. Operating
expenses are all expenses incurred to provide health care services, other than

financing costs.

Net Patient Service Revenue

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

Allowance for Patient Accounts Receivable

Management estimates an allowance for accounts receivable based on an
evaluation of historical losses, current economic conditions, and other factors unique
to the Hospital patient mix. The resulting provisions from the application of the
allowance are accumulated as a component of net patient service revenue.

Charity Care

The Hospital provides care to patients who meet certain criteria under its charity
care policy without charge or at amounts less than its established rates. Because
the Hospital does not collect amounts deemed to be charity care, they are not

reported as revenue.
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WHITE COUNTY MEMORIAL HOSPITAL

NOTES TO COMBINED FINANCIAL STATEMENTS
DECEMBER 31, 2007 AND 2006

Compensated Absences

The Hospital’s policy on paid time off (PTO), which includes vacation, sick leave,
and holidays, allows full-time employees and regular part-time employees to eam
paid time off based on job classification and number of years of service. Employees
who qualify may carry over a maximum of seventy-five hours of PTO. Accrued PTO
can be paid to eligible employees. Paid days off are accrued when incurred and

reported as a liability.

Risk Management

The Hospital is exposed to various risks of loss from torts; theft of, damage to, and
destruction of assets; business interruption; errors and omissions; employee injuries
and illnesses; natural disasters; medical malpractice; and employee health, dental,
and accident benefits. Commercial insurance coverage is purchased for claims
arising from such matters. Settled claims have not exceeded this commercial

coverage in any of the three preceding years.

Reclassifications

Certain amounts from 2006 have been reclassified to conform to the 2007
presentation.

. NET PATIENT SERVICE REVENUE

The Hospital has agreements with third-party payors that provide for payments to
the Hospital at amounts different from its established rates. A summary of the
payment arrangements with major third-party payors follows:

Medicare - The Hospital has been granted Critical Access Status under which the
Hospital is paid based upon a cost reimbursement methodology. The Hospital is
reimbursed for cost reimbursable items at a tentative rate, with final settlement
determined after submission of annual cost reports. Final determination of amounts
earned is subject to review by the fiscal intermediary. Medicare reports have been
settled through 2005. Management believes adequate provision has been made in
the financial statements for any adjustments.

Medicaid - Inpatient and outpatient services rendered to the Medicaid program are
paid based upon on prospectively determined rates.

12



WHITE COUNTY MEMORIAL HOSPITAL

NOTES TO COMBINED FINANCIAL STATEMENTS
DECEMBER 31, 2007 AND 2006

Revenue from the Medicare and Medicaid programs accounted for approximately 49
percent and 4 percent, respectively, of the Hospital's net patient revenue for the year
ended 2007, and 49 percent and 2 percent, respectively, of the Hospital's net patient
revenue, for the year ended 2006. Laws and regulations governing the Medicare and
Medicaid programs are extremely complex and subject to interpretation. As a result,
there is at least a reasonable possibility that recorded estimates will change by a
material amount in the near term.

The Hospital participates in the Disproportionate Share Hospital program. Subject to
certain qualification criteria, the Hospital is entitled to participate in the program
annually. The Hospital recognized reimbursement from the program within net
patient revenue of approximately $1,095,859 and $575,426 during the years ended
December 31, 2007 and 2006, respectively. This program is a Federal program
administered by the state. There is currently a one year moratorium on a change in
the regulation related to the eligibility to participate in the program, which if left
unchanged would expire in May 2008. The ultimate outcome and potential impact of
the change in the regulation is unknown.

The Hospital also has entered into payment agreements with certain commercial
insurance carriers. The basis for payment to the Hospital under these agreements
could include prospectively determined rates per discharge, discounts from
established charges, and prospectively determined daily rates.

Patient service revenue for 2007 and 2006 consists of the following:

2007 2006
Inpatient services $ 8,969,569 $ 9,446,790
Outpatient services 29,867,596 28,779,357
Gross patient service revenue 38,837,165 38,226,147
Contractual allowances 12,956,708 13,367,950
Provision for bad debt 2,210,312 1,951,323
Charity care 464,322 576,307
Deductions from revenue 15,631,342 15,895,580

Net patient service revenue $ 23,205,823 $22,330,567

3. CHARITY CARE

Charges excluded from revenue under the Hospital's charity care policy were
$464,322 and $576,307 for 2007 and 2006, respectively.
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WHITE COUNTY MEMORIAL HOSPITAL

NOTES TO COMBINED FINANCIAL STATEMENTS
DECEMBER 31, 2007 AND 2006

4. ASSETS LIMITED AS TO USE

A summary of assets limited as to use at December 31 is as follows:

2007 2006
Board designated funds
Funded depreciation and other

Cash and cash equivalents $ 1991655 $ 1,091,655
Funds held by Trustee

Cash and cash equivalents 10,829,782 5,224,007

Certificates of deposit 2,125,000 20,072,000
Donor restricted funds

Cash and cash equivalents 215,331 212,347

Funds held by others - cash and cash equivalents 153,610 142,003
Total assets limited as to use $ 15,315,378  $26,742,012

5. DEPOSITS AND INVESTMENTS

Deposits with financial institutions in the State of Indiana at year end were entirely
insured by the Federal Depository Insurance Corporation or by the Indiana Deposit
Insurance Fund. This includes any deposit accounts issued or offered by a

qualifying financial institution.

Investments are carried at fair market value. Net realized gains and losses on
security transactions are determined on the specific identification cost basis.
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WHITE COUNTY MEMORIAL HOSPITAL

NOTES TO COMBINED FINANCIAL STATEMENTS
DECEMBER 31, 2007 AND 2006

The Hospital's investments generally are reported at fair value, as discussed in Note
1. As of December 31, 2007 and 2006, the Hospital had the following investments
and maturities, all of which were held in the Hospital's name by custodial banks that
are agents of the Hospital:

December 31, 2007

Investment Maturities (in years)

Carrying Less More

Amount than 1 1-5 6-10 than 10
Cash and cash equivalents $ 31,589 § 31,589 § 0- % 0- § -0-
Fixed income obligations 473,794 233,018 141,378 8,901 90,497
Certificates of Deposit 3,571,758 3,090,009 395,003 50,451 36,295

$ 4077141 § 3354616 $ 536381 $ 59,352 $ 126,72

December 31, 2006

Investment Maturities (in years)

Carrying Less More

Amount than 1 1-5 6-10 than 10
Mutual funds $ 4701  § 4,701 § -0- $ 0- $ -0-
Fixed income obligations 661,563 136,680 368,830 59,011 97,042
Certificates of Deposit 20,493,251 19,513,535 979,716 -0- -0-

$ 21,159,515 $ 19654916 $ 1,348546 $ 59,011 § 097,042

Interest rate risk - The Hospital does not have a formal investment policy that limits
investment maturities as a means of managing its exposure to fair value losses
arising from changing interest rates.

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

Concentration of credit risk - The Hospital places no limit on the amount it may
invest in any one issuer. The Hospital maintains its investments, which at times
may exceed federally insured limits. The Hospital has not experienced any losses in
such accounts. The Hospital believes that it is not exposed to any significant credit
risk on investments.

15



WHITE COUNTY MEMORIAL HOSPITAL

NOTES TO COMBINED FINANCIAL STATEMENTS
DECEMBER 31, 2007 AND 2006

Deposits and investments consist of the following as of December 31, 2007 and

2006:
2007 2006
Carrying amount
Deposits $ 17,157,668 $ 12,923,800
Investments 4,077,141 21,159,515
$ 21,234,809 $ 34,083,315
Included in the balance sheet captions
Cash and cash equivalents $ 3,967,290 $ 6,253,788
Short-term investments 1,229,616 379,916
Current portion of assets limited as to use 2,788,624 4,135,000
Board designated funds 1,991,655 1,091,655
Trustee held funds 10,166,158 21,161,007
Donor restricted funds 368,941 354,350
Investments 722,525 707,599
$ 21,234,809 $ 34,083,315

6. 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.

2007 2006
Patient accounts receivable
Receivable from patients and their insurance carriers $ 5,519,895 $ 4,176,037
Receivable from Medicare 1,091,804 2,204,648
Receivable from Medicaid 579,735 504,294
Total patient accounts receivable 7,191,434 6,884,979
Less allowance for contractual agreements and
uncollectible amounts 3,483,779 2,877,353
Patient accounts receivable, net $ 3,707,655 $ 4,007,626
Accounts payable and accrued expenses
Payable to suppliers and other 3 222252 $ 539,676
Payable to employees (including payroll taxes and
benefits) 1,358,279 1,067,571
Total accounts payable and accrued expenses $ 1,580,531 $ 1,607,247
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WHITE COUNTY MEMORIAL HOSPITAL

NOTES TO COMBINED FINANCIAL STATEMENTS
DECEMBER 31, 2007 AND 2006

7. CAPITAL ASSETS

A summary of capital assets at December 31 is as follows:

Land

Land improvements
Buildings

Equipment

Construction in progress

Total
Accumulated depreciation

Net capital assets

Land

Land improvements
Buildings

Equipment

Construction in progress

Total
Accumulated depreciation

Net capital assets

8.LONG TERM DEBT

Balance Balance
December 31, December 31,
2006 Additions Retirements  Transfers 2007
$ 982570 § 0- $ 0- 8 -0- $§ 982,570

281,592 -0- -0- 362,580 644,172
9,773,154 -0- -0- 3,941,575 13,714,729
6,242,510 127,501 (196,160) 71,092 6,244,943
2,190,470 16,518,505 -0-  (4,375,247) 14,333,728

19,470,296 16,646,006 (196,160) -0- 35,920,142
10,935,645 514,818 (195,861) -0- 11,254,602
$ 8,534,651 $16,131,188 & (299) $ -0- $24,665,540
Balance Balance
December 31, December 31,
2005 Additions Retirements  Transfers 2006
$ 982570 % -0- $ 0-  $ -0- $§ 982,570

281,592 -0- -0- -0- 281,592
9,773,154 -0- -0- -0- 9,773,154
6,217,419 114,102 (89,011) -0- 6,242,510

-0- 2,190,470 -0- -0- 2,190,470
17,254,735 2,304,572 (89,011) -0- 19,470,296
10,530,469 486,895 (81,719) -0- 10,935,645
$ 6,724,266 $ 1,817,677 $ (7,292) $ -0- $ 8,534,651

The Hospital participated in a Series 2006 adjustable rate demand lease rental
revenue bond issue for $25,500,000 to help finance the construction of the new
Hospital. Bond payments are due in annual installments ranging from $400,000 to
$1,500,000 plus interest ranging from 3.7% to 5.5% through October 1, 2038. During
2006, the Hospital entered into an interest rate swap agreement (see footnote 11).
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WHITE COUNTY MEMORIAL HOSPITAL

NOTES TO COMBINED FINANCIAL STATEMENTS
DECEMBER 31, 2007 AND 2006

Financial covenants will begin on the earlier of October 1, 2008 or three months
following the completion of construction of the Project and will be tested on a rolling
four quarter basis. Certain covenants required to be met are debt service coverage
ratio, cash on hand, and maximum debt to capitalization. The Hospital acquired a
letter of credit to provide credit enhancement and liquidity support for the Series
2006 Revenue Bonds. The letter of credit for the Series 2006 Revenue Bond issue
is maintained at an amount sufficient to cover the outstanding obligation. The letter
is due on October 15, 2011, but a provision is maintained stating that the letter may
be extended by the Bank for one to five additional years. Interest is payable monthly
at the bank’s prime rate, not to exceed 10%. There are no outstanding borrowings
on the letter of credit as of December 31, 2007.

The Hospital participated in a 1994 Indiana Health Facility Financing Authority
(IHFFA) revenue bond issue for $4,900,000 to help fund remodeling and
construction at the Hospital. The Hospital used the Series 2006 Revenue Bonds to
payoff the remaining 1994 IHFFA balance during 2007. Interest rates ranged from
5.70% to0 6.25%.

The Hospital acquired a $955,000 loan for the purchase of land in 2005 with
scheduled interest only payments through August 5, 2007, at which time the
principal became due. During August of 2007 the Hospital refinanced the loan. The
principal is due on August 15, 2008 with interest payable monthly based on a 7.15%

fixed rate.

The Hospital acquired an advance loan of $8,000,000 in 2007 to finance the
construction of the Twin Lakes Medical Building. Monthly payments of $69,662 are
due plus interest of 6.4% through December 27, 2022. Interest rates will change to
1.6% above the current 5 year treasury rate on December 27, 2011 and again on
December 27, 2016. A summary of long term debt at December 31 is as follows:

Balance Balance
December 31, Additional December 31, Current
2006 borrowings Payments 2007 portion
2006 Bonds $ 25,500,000 $ 0- 9 -0- $ 25,500,000 $ 1,500,000
1994 {HFA revenue bonds 3,180,000 -0- (3,180,000) -0- -0-
Twin Lakes MOB loan -0- 8,000,000 -0- 8,000,000 333,624
Note Payable - Land 955,000 -0- -0- 955,000 955,000

$ 29,635,000 _§ 8,000,000 $(3,180,000) $ 34,455,000 $ 2,788,624
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WHITE COUNTY MEMORIAL HOSPITAL

NOTES TO COMBINED FINANCIAL STATEMENTS
DECEMBER 31, 2007 AND 2006

Balance Balance
December 31, Additional December 31, Current
2005 borrowings Payments 2006 portion
2006 Bonds $ -0- $25,500,000 $ -0-  $ 25,500,000 $ -0-
1994 IHFA revenue bonds 3,565,000 -0- (385,000) 3,180,000 3,180,000
Note Payable - Land 955,000 -0- -0- 955,000 955,000
$ 4,520,000 $25500,000 $ (385,000) $29,635000 $ 4,135,000

Scheduled principal repayments and interest on long-term debt for the next five
years and thereafter are as follows:

Years Ending

December 31, Principal Interest Total
2008 $ 2,788,624 $ 1,583,526 $ 4,372,150
2009 755,613 1,497,937 2,253,550
2010 794,052 1,457,538 2,251,590
2011 839,036 1,414,958 2,253,994
2012 885,667 1,369,884 2,255,551

2013-2017 5,208,436 6,077,764 11,286,200
2018-2022 6,693,572 4,493,384 11,186,956
2023-2027 3,990,000 3,172,156 7,162,156
2027-2031 4,950,000 2,248,684 7,198,684
2031-2035 6,150,000 1,101,764 7,251,764
2037-2038 1,400,000 59,360 1,459,360

$34,455,000 $ 24,476,955 $58,931,955

9. PHYSICIAN RELOCATION AGREEMENTS AND OTHER MINIMUM
REVENUE GUARANTEES

Consistent with the Hospital's policy on physician relocation and recruitment, the
Hospital provides income guarantee agreements to certain physicians who agree to
relocate to the community to fill a need in the Hospital’s service area and commit to
remain in practice there. Under such agreements, the Hospital is required to make
payments to the physicians in excess of the amounts they earn in their practice up to
the amount of the income guarantee. The income guarantee periods are typically
two years. Such payments are recoverable from the physicians if they do not fulfill
their commitment period to the community, which is typically three years. The
Hospital also provides minimum revenue collection guarantees to Hospital-based
physician groups providing certain services at the Hospital with terms ranging from

one to three years.
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NOTES TO COMBINED FINANCIAL STATEMENTS
DECEMBER 31, 2007 AND 2006

10.

11.

A physician established a practice in the service area of the Hospital on January 19,
2006, referred to as the "effective date". The Hospital shall make minimum monthly
income guarantees to the Physician, in the form of loans, of $20,833/month
($250,000/year) for the guarantee period of 2 years ($500,000 total guarantee).

During 2006, the Hospital recorded a liability of approximately $250,000 for the fair
value of new or modified guarantees entered into during the period with an offsetting
asset recorded in other assets on the accompanying balance sheet, which is
amortized over any remaining commitment period.

During 2007, an employment agreement was executed with the physician and
therefore no offsetting liability remains. The amount of the asset is being amortized
over the remaining 24 month guarantee period. The balance as of December 31,
2007 was $309,026 of which $195,174 is recorded in the current assets.

DEFERRED COMPENSATION AGREEMENT

In 2006, a deferred compensation agreement (the plan) was established for the CEQ
of the Hospital. The plan is funded at 50 percent of the CEO’s base salary. The
Hospital acts as the trustee of the investment account the funds are deposited into

‘and the CEO is 100% vested in the contributions when made, as well as any

investment earnings. The plan is expected to continue for the duration of the
employment of the CEO. However, it can be terminated annually.

INTEREST RATE SWAP

In 2006, management entered into a “cash flow hedge interest rate swap’
agreement with a financial institution. The Hospital pays a fixed interest rate, 4.24%,
and the financial institution pays a variable interest rate (3.46% and 3.67% at
December 31, 2007 and 2006) over term of the agreements. The total derivative
liability for the Hospital is $1,576,301 and $976,287 as of December 31, 2007 and

2006.

The Hospital's objective is to provide protection against market driven increases in
variable interest rates. The fair value of the agreement was determined by the
financial institution using the present value of the estimated projected cash flows.
The Hospital is in a liability position as of December 31, 2007 and 2006 due to the
present value of its estimated projected cash flows being greater than the financial
institution’s present value of estimated projected cash flows. The agreement
contains certain termination provisions depending upon the facts and circumstances
surrounding the terminating event.
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NOTES TO COMBINED FINANCIAL STATEMENTS
DECEMBER 31, 2007 AND 2006

12.

13.

EMPLOYEE HEALTH BENEFIT PLAN

The Hospital participates in a self-funded health plan covering substantially all
employees. Covered services include medical and dental benefits. The plan has
annual reinsurance coverage for individual claims and aggregate claims in excess of
a stipulated amount per year. The financial statements include an estimated
provision for claims that have been incurred but not reported. Total health claims
expense was approximately $1,885,291 and $1,289,126 for the years ended
December 31, 2007 and 2006, respectively.

A third party administrator processes the claims for the Hospital. The Hospital
maintains an estimated liability for the amount of claims incurred but not reported.
The Hospital maintains reinsurance including a stop loss for specific incident claims
over $70,000 and an employee life time maximum of $2,000,000. Substantially all
employees are covered for major medical benefits.

PENSION PLAN

The Hospital has a defined contribution pension plan administered by Lincoln
National Life Insurance Company, Fort Wayne, Indiana as authorized by IC 16-22-3-
11. The plan provides retirement, disability and death benefits to plan members and
beneficiaries. The plan was established by written agreement between the Hospital
Board of Trustees and the Plan Administrator. The Plan Administrator issues a
publicly available financial report that includes financial statements and required
supplementary information of the plan. That report may be obtained by writing
Lincoln Financial Group, 1500 Market St. 3900, Philadelphia, PA 19102. The
contribution requirements of plan members are established by the written agreement
between the Hospital Board of Trustees and the Plan Administrator. The Hospital
contributes 8.5% of gross wages for covered employees in the Plan. Employer
contributions to the plan for the years ended December 31, 2007 and 2006 were

$711,627 and $610,553, respectively.
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14. CONCENTRATIONS OF CREDIT RISK

The Hospital grants credit without collateral to its patients, most of who are local
residents and are insured under third-party payor agreements. The mix of
receivables from patients and third-party payors at December 31 is as follows:

2007 2006
Medicare 16% 33%
Medicaid 8% 7%
Blue Cross 7% 9%
Other Third-Party Payors 16% 30%
Patients 53% 21%
Total 100% 100%

15. MALPRACTICE INSURANCE

The Indiana Medical Malpractice Act, IC 27-12 (the Act), provides a recovery for an
occurrence of malpractice and for any injury or death of a patient due to an act of
malpractice in excess of certain thresholds. The Act requires the Hospital to maintain
medical malpractice liability insurance on a per occurrence basis and in the annual
aggregate for amounts below the thresholds of the Act.

16. COMMITMENTS AND CONTINGENCIES

Operating Leases

The Hospital leases various equipment and facilities under operating leases expiring
at various dates through April 2010. Total rental expense in 2007 and 2006 for all
operating leases was $858,801 and $825,444, respectively.

The following is a schedule by year of future minimum lease payments under non-
cancelable operating leases as of December 31, 2007, that have initial or remaining

lease terms in excess of one year.
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Year Ending
December 31, Amount
2008 $ 375,845
2009 269,004
2010 66,872
2011 5,113

$ 716,834

Operating Lease Commitments

The Hospital leases office space to tenants under operating leases with terms of one
to ten years. The following is a schedule by years of future minimum rentals under
the leases at December 31, 2007:

Years Ending

December 31, Amount

2008 $ 326,104

2009 291,336

2010 291,336

2011 291,336

2012 291,336
Thereafter 1,221,620
$2,713,068

Service Agreements

The Hospital is involved in a service agreement for 2007 and 2006 for emergency
services which requires an annual payment of $300,000 and a $100,000 line of
credit for use by the service provider. There are no amounts outstanding on the line
of credit at December 31, 2007 and 2006.

Litigation

The Hospital is involved in litigation and regulatory investigations arising in the
course of business. After consultation with legal counsel, management estimates
that these matters will be resolved without material adverse effect on the Hospital's
future financial position or results from operations.
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DECEMBER 31, 2007 AND 2006

Construction Commitment

The Hospital has committed to the construction of a new hospital and medical office
building for a remaining estimated amount of approximately $12 million as of
December 31, 2007
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April 15, 2008

Board of Trustees
White County Memorial Hospital
Monticello, Indiana

We have audited the financial statements of White County Memorial Hospital (the
Hospital) for the year ended December 31, 2007, and have issued our report thereon
dated as of the date of this letter.

Professional standards require that we provide you with the following information related
to our audit.

OUR RESPONSIBILITY UNDER U.S. GENERALLY
ACCEPTED AUDITING STANDARDS

As stated in our engagement letter, our responsibility, as described by professional
standards, is to express an opinion about whether the financial statements prepared by
management with your oversight are fairly presented, in all material respects, in
conformity with U.S. generally accepted accounting principles. Our audit of the financial
statements does not relieve you or management of your responsibilities.

Our responsibility is to plan and perform the audit to obtain reasonable, but not
absolute, assurance that the financial statements are free of material misstatement. As
part of our audit, we considered the internal control of the Hospital. Such
considerations were solely for the purpose of determining our audit procedures and not
to provide any assurance concerning such internal control.

QUALITATIVE ASPECTS OF ACCOUNTING PRACTICES

Management is responsible for the selection and use of appropriate accounting policies.
In accordance with the terms of our engagement letter, we will advise management
about the appropriateness of accounting policies and their application. The significant
accounting policies used by the Hospital are described in Note 1 to the financial
statements. No new accounting policies were adopted and the application of existing
policies was not changed during the year. We noted no transactions entered into the by
Hospital during the year for which there is a lack of authoritative guidance or consensus.
There are no significant transactions that have been recognized in the financial
statements in a different period than when the transaction occurred.
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Accounting estimates are an integral part of the financial statements prepared by
management and are based upon management’s knowledge and experience about past
and current events and assumptions about future events. Certain accounting estimates
are particularly sensitive because of their significance to the financial statements and
because of the possibility that future events affecting them may differ significantly from
those expected. The most sensitive estimates affecting the financial statements were
those concerning: contractual allowances, allowances for bad debt, and the estimated
health claims incurred but not reported.

The disclosures in the financial statements are neutral, consistent, and clear.

Certain financial statement disclosures are particularly sensitive because of their
significance to the financial statement users. The most sensitive disclosures affecting
the financial statements were those concerning: patient accounts receivable and net
patient service revenue and related allowances, investments, capital assets, long-term
debt, interest rate swap, and self-insured health insurance.

DIFFICULTIES ENCOUNTERED IN PERFORMING THE AUDIT

We encountered no significant difficulties in dealing with management in performing and
completing our audit.

CORRECTED AND UNCORRECTED MISSTATEMENTS

For purposes of this letter, professional standards define an audit adjustment as a
proposed correction of the financial statements that, in our judgment, may not have
been detected except through our auditing procedures. An audit adjustment may or may
not indicate matters that could have a significant effect on the Hospital's financial
reporting process (that is, cause future financial statements to be materially misstated).
An entry was recorded to recognize expenses and revenues booked to equity in the
amount of $44,348. A reclassifying entry was posted to move the 2006 entry of
$976,287 out of equity into the swap derivative liability. Another entry was posted to
recognize the increase in unrealized loss for the swap derivative in the amount of
$600,014. An entry was posted to recognize the increase in the third party receivable
relating to the cost report in the amount of $832,401.

DISAGREEMENTS WITH MANAGEMENT

For purposes of this letter, professional standards define a disagreement with
management as a financial accounting, reporting, or auditing matter, whether or not
resolved to our satisfaction, that could be significant to the financial statements or the
auditor's report. We are pleased to report that no such disagreements arose during the

course of the audit.
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MANAGEMENT REPRESENTATIONS

We have requested certain representations from management that are included in the
management representation letter dated as of the date of this letter.

OTHER AUDIT FINDINGS OR ISSUES

We generally discuss a variety of matters, including the application of accounting
principles and auditing standards, with management each year prior to retention as the
Hospital's auditors. However, these discussions occurred in the normal course of our
professional relationship and our responses were not a condition to our retention.

INTERNAL CONTROL MATTERS

In planning and performing our audit of the financial statements of the Hospital as of
and for the year ended December 31, 2007, in accordance with U.S. generally accepted
auditing standards, we considered the Hospital's internal control over financial reporting
(internal control) as a basis for designing our auditing procedures for the purpose of
expressing our opinion on the financial statements, but not for the purpose of
expressing an opinion on the effectiveness of the Hospital's internal control.
Accordingly, we do not express an opinion on the effectiveness of the Hospital's internal

control.

Our consideration of internal control was for the limited purpose described in the
preceding paragraph and would not necessarily identify all deficiencies in internal
control that might be significant deficiencies or material weaknesses.

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

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

control.
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OUR RECOMMENDATIONS FOR THE HOSPITAL

During the course of an audit, we frequently become aware of matters which are
opportunities to strengthen internal controls or improve operating efficiency or
effectiveness. The following are our recommendations for the Hospital.

FOLLOW-UP TO RECOMMENDATIONS MADE DURING PRIOR YEARS

Accounts Pavable

We noted that employees responsible for payable functions also perform disbursing
functions. Controls would be enhanced if signed checks were given to personnel
independent of the check preparation process for mailing.

We noted that the Hospital implemented this control so that signed checks were given
fo personnel independent of the check preparation process for mailing.

Payroll

Controls surrounding the payroll cycle would be enhanced if a member of management,
independent of the payroll preparation process, reviewed a report detailing the
employees paid along with their hours and pay rate. We recommend this process be
completed along with the compensating control currently in place whereby the CFO
approves the gross pay by employee for each pay period. We also recommend hospital
management consider performing random audits of the payroll system that will help
ensure employees are being paid at approved rates as well as help identify the
possibility of ‘ghost’ employees.

We noted after inquiry and observation that the Hospital is performing a review of
employee hours and pay rates, along with auditing pay rates to ensure approval on a
monthly basis.

Information Technology (IT) Controls

We commend the Hospital for continuing to enhance and upgrade its information
technology system. The IT area is becoming more and more significant in the
Healthcare Industry today. While not uncommon for the size of the department, certain
risks surrounding the IT area are noteworthy. Specifically we noted that there is not a
formal intrusion detection system in place on the internal network. A formal detection
system would monitor and serve to mitigate any intrusions. We do understand that the
Hospital does have certain security measures in place.

The Hospital has purchased a firewall system to help monitor and prevent IT system
intrusion.
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L CURRENT YEAR RECOMMENDATIONS

During the course of our 2007 audit, we have developed the following additional
recommendations.

Monthly Adjustments to Swap Derivative Liability

During our auditing procedures we noted that unrealized losses on the interest rate
swap were recognized on a monthly basis. While this is a nonoperating component of
the financial statements we do recommend the Hospital post the activity monthly by
obtaining the valuation from the bank.

Documentation of Internal Control Based Upon Sarbanes-Oxley — COSO - Internal
Control Integrated Framework

During our risk assessment procedures we noted that the Hospital may benefit from an
assessment of the internal documentation surrounding internal control. Going through
the process of assessing and potentially enhancing the documentation of internal
controls will also provide management with the opportunity to assess the
appropriateness of the current internal controls and potentially identify efficiencies along
the way. This would move the Hospital into a best practices mode. We would be happy
to assist management with this process.

Following is further background related to certain details of internal control:

The Committee of Sponsoring Organizations (COSQ) of the National Commission on
Fraudulent Financial Reporting (also known as the Treadway Commission) published a
document called Internal Control — Integrated Framework which defined internal control
as a process, effected by an entity’s board of trustees, management and other
personnel, designed to provide reasonable assurance regarding achievements of
objectives in three categories:

1. Effectiveness and efficiency of operations
2. Reliability of financial reporting
3. Compliance with applicable laws and regulations

Internal control can be judged as effective in each of these categories if the board of
trustees and management have reasonable assurance that:

1. They understand the extent to which the entity’s objectives are being achieved.
2. Published financial statements are being prepared reliably.
3. Applicable laws and regulations are being complied with.
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The COSO Framework went on to say that internal control consists of five interrelated
components:

1. Control environment — Sometimes referred to as the “tone at the top” of an
organization, meaning ethical values and competence of the entity’s people,
management’s philosophy and operating style, the way management assigns
authority and responsibility, organizes and develops its people, and the attention
and direction provided by the board of trustees. It is the foundation for all other
components of internal control, providing discipline and structure.

2. Risk assessment — The identification and analysis of relevant risks to achieve the
objectives which form the basis to determine how risks should be managed. This
component should address the risks, both internal and external, that must be
assessed. Before conducting a risk assessment, objectives must be set and
linked at different levels.

3. Control activities — Policies and procedures that help ensure that management
directives are carried out. Control activities occur throughout the organization at
all levels in all functions. These include activities like approvals, authorizations,
verifications, reconciliations, reviews of operating performance, security of assets
and segregation of duties.

4. Information and communication — Addresses the need in the organization to
identify, capture and communicate information to the right people to enable them
to carry out their responsibilities. Information systems within the organization are
key to this element of internal control. Internal information, as well as external
events, activities and conditions must be communicated to enable management
to make informed business decisions and for external reporting purposes.

5. Monitoring — The internal control system must be monitored by management and
others in the organization. This is the framework element that is associated with
the any internal audit function in the company, as well as other means of
monitoring such as general management activities and supervisory activities. [t
is important that internal control deficiencies be reported upstream and that
serious deficiencies are reported to top management and the board of trustees.

These five components are linked together, forming an integrated system that can react
dynamically to changing conditions. The internal control system is intertwined with the
organization’s operating activities and is most effective when controls are built into the
organization’s infrastructure becoming part of the very essence of the organization.



White County Memorial Hospital
April 15, 2008
Page 7

While Sarbanes-Oxley does specifically mention the COSO Framework, it
acknowledges that this is not the only Framework that can be used to fulffill
management’'s requirements about the internal control system. Sarbanes-Oxley
specifically states that other frameworks may be created either within or outside the
United States that may satisfy the intent of the statutes.

It should be noted that Sarbanes-Oxley does not apply to the Hospital. However, many
of the principles derived from COSO are best practices the Hospital should consider for
guidance on effective internal control.

COSO recently issued specific guidance on Internal Control over Financial Reporting —
Guidance for Smaller Public Companies. The Hospital could benefit from reviewing this
guidance. The key principles of this guidance relate to achieving efficiencies by utilizing
a risk based approach. The approach focuses on the more risky areas that could result
in a material misstatement or loss. It stresses the totality of internal control with an
emphasis on monitoring activities such as reviewing system reports, selecting
transactions for review, reviewing reconciliations and other activities to compensate for
limited segregation of duties. Right sizing documentation and the use of information
technology are also a focus of the guidance.

GENERAL COMMENTS

IRS Releases Good Governance Practices Guidelines for Not-For-Profits

In early 2007, the Internal Revenue Service (“IRS”) issued a set of guidelines designed
to help ensure that members of a 501(c)(3) organization’s governing board are familiar
with and understand their roles and responsibilities and actively promote good
governance practices within the organization. We understand the Hospital is
governmental entity. However, the healthcare industry and the not-for-profit sector
maintain expectations that are consistent with the IRS. While compliance with these
guidelines is not required for tax exempt status, the IRS indicates that adoption of some
of the guidelines as best practices will aid an organization’s success in pursuing exempt
status and earning public support.

The guidelines address nine specific issues. The following is a brief summary of each
recommendation:

Mission Statements: Adopt a clearly articulated statement that shows why the
organization exists, what it hopes to accomplish, and what activities it will undertake,

where, and for whom.

Codes of Ethics: Adopt and regularly evaluate a code of ethics and whistleblower
policies that communicate a strong culture of legal compliance and ethical integrity.
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Due Diligence: Ensure that policies are in place to help directors meet their duty of care,
and ensure that directors are fully informed about the organization’s activities, goals,

and financial status.

Duty of Loyalty: Adopt and regularly evaluate a conflict of interest policy, which requires
directors and staff to act solely in the interests of the organization. Directors and staff
should be required to disclose annually in writing any known financial interest that the
individual, or a member of the individual's family, has in any business entity that
transacts business with the organization.

Transparency: Maintain full and accurate disclosure of the organization’s mission,
activities, and financial performance, and make this information available to the public
on the organization’s website and/or by request.

Fundraising Policies: Adopt and monitor policies to ensure that solicitation complies with
the law and that materials are accurate, truthful, and candid.

Financial Audits: The governing board should approve annual budgets and regularly
review current financial statements, as well as having an annual audit conducted by an

independent auditor.

Compensation Practices: Compensation for services performed should be reasonable.
Charities may pay reasonable compensation for services provided by officers and staff.
In determining reasonable compensation, a charity may wish to rely on the rebuttable
presumption test of IRC Section 4958 and Treasury Regulation Section 53.4958-6.

Document Retention Practices: Adopt a written policy establishing standards for the
integrity, retention, and destruction of paper and electronic files. The policy should
cover backup procedures, archiving of documents, and regular check-ups of the
reliability of the system.

Principles for Effective Practice — Draft Recommendations from the Panel on the
Nonprofit Sector

The Panel on the Nonprofit Sector is an independent effort by nonprofits to ensure that
the nonprofit community remains a vibrant and healthy part of American society.
Formed by the Independent Sector in October 2004 at the encouragement of the U.S.
Senate Finance Committee, the Panel in 2005 and 2006 provided recommendations for
Congress and the not-for-profit sector to improve the oversight and governance of

charitable organizations.
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In early 2007, the Panel's Advisory Committee on Self-Regulation developed initial draft
principles for effective practice after examining over 50 systems of self-regulation and
accreditation that monitor charitable organizations. After receiving public comments on
that initial draft, it produced a second set of draft principles. The Advisory Committee
now invites public comment on its second draft of 29 principles and the staff drafts of
two additional principles, which are arranged in the following five categories:

» Facilitating Legal Compliance and Public Disclosure - responsibilities and
practices, such as implementing conflict of interest and whistleblower policies,
that will assist charitable organizations in complying with their legal obligations.

» Effective Governance - policies and procedures a board of trustees should
implement to fulfill its oversight and governance responsibilities effectively.

« Strong Financial Oversight - policies and procedures an organization should
follow to ensure wise stewardship of charitable resources.

« Responsible Fundraising - policies and procedures organizations that solicit
funds from the public should follow to build donor support and confidence.

» Staff Drafts of Additional Principles — principles regarding risk management
practices and adoption of a code of ethics.
We are sharing this information with you to illustrate the consistency of focus between

the IRS guidelines and those of the Panel on the Nonprofit Sector. Effective not-for-
profit governance, accountability and compliance are receiving unprecedented focus at

the present time.

IRS Report on Exempt Organizations Executive Compensation

In March 2007, the Internal Revenue Service released findings from the 2004 Executive
Compensation Compliance Initiative conducted by the Exempt Organizations Office of
the Tax Exempt and Government Entities Division. Part | of the project included
compliance check letters sent to 1,223 organizations, while Part Il of the project
involved examinations of 782 organizations. A partial summary of findings from the

project follows:

e The compliance checks uncovered significant reporting errors and omissions in
specific areas, particularly excess benefit transactions and transactions with
disqualified persons. Over 30% of compliance recipients amended their Forms 990,
while 15% of the compliance check recipients were selected for examination.

e Examinations completed to date do not evidence widespread concerns other than
reporting.

o Where problems were found, significant dollars of excise taxes (aggregating $21
million) are being assessed.
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e High compensation amounts were found in many cases, but were generally
substantiated based on appropriate comparability data.

e Only 51% of organizations attempted to satisfy all three prongs to establish the
rebuttable presumption of reasonableness of compensation for disqualified persons
(approval by independent governing body, reliance on comparable data, and
adequate documentation).

e Changes in the Form 990 series are necessary to reduce errors in reporting and to
enable the IRS to identify compensation issues.

* * * * *

This communication is intended solely for the information and use of management, the
Board of Directors, and others within the Hospital, and is not intended to be and should
not be used by anyone other than these specified parties.

We appreciate this opportunity to be of service and extend our thanks to everyone at
the Hospital for their cooperation and assistance. We would be pleased to discuss any
of the above matters with you at your convenience.

Sincerely,

Blue L Co. L





