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STATE OF INDIANA

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

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

INDEPENDENT AUDITOR'S REPORT ON FINANCIAL STATEMENTS
AND SUPPLEMENTARY SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

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

We have audited the accompanying basic financial statements of the business-type activities, and
the aggregate discretely presented component unit of the Jasper County Hospital (Hospital) as of and for
the year ended December 31, 2010, which collectively comprise the Hospital's basic financial statements
as listed in the table of contents. These financial statements are the responsibility of the Hospital's
management. Our responsibility is to express an opinion on these financial statements based on our
audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States. Those standards require that we plan
and perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes consideration of internal control over financial reporting as a
basis for designing audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the Hospital's internal control over reporting. 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 opinions.

In our opinion, based on our audit, the financial statements referred to above present fairly, in all
material respects, the respective financial position of the Hospital and its aggregate discretely presented
component unit as of December 31, 2010, and the respective changes in financial position and cash
flows, thereof for the year then ended in conformity with accounting principles generally accepted in the
United States of America.

In accordance with Government Auditing Standards, we have also issued a report dated March 3,
2011, on our consideration of the Hospital's internal control over financial reporting and our tests of its
compliance with certain provisions of laws, regulations, contracts, grant agreements, and other matters.
The purpose of that report is to describe the scope of our testing of internal control over financial reporting
and compliance and the results of that testing and not to provide an opinion on the internal control over
financial reporting or on compliance. That report is an integral part of an audit performed in accordance
with Government Auditing Standards and should be considered in assessing the results of our audit.




INDEPENDENT AUDITOR'S REPORT ON FINANCIAL STATEMENTS
AND SUPPLEMENTARY SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
(Continued)

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the Hospital's basic financial statements. The accompanying Schedule of Expen-
ditures of Federal Awards is presented for purposes of additional analysis as required by the U.S. Office
of Management and Budget Circular A-133, Audits of States, Local Governments, and Non-Profit Organi-
zations, and is not a required part of the basic financial statements. Such information has been subjected
to the auditing procedures applied in the audit of the basic financial statements and, in our opinion, is
fairly stated, in all material respects, in relation to the basic financial statements taken as a whole.

The Management's Discussion and Analysis, as listed in the Table of Contents is not a required
part of the basic financial statements but is supplementary information required by the accounting prin-
ciples 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.

The Hospital's response to the Audit Result and Comment identified in our audit is described in
the accompanying section of the report entitled Official Response. We did not audit the Hospital's
response and, accordingly, we express no opinion on it.

STATE BOARD OF ACCOUNTS

March 31, 2011
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON
COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

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

We have audited the financial statements of the business-type activities and the aggregate
discretely presented component unit of the Jasper County Hospital (Hospital), as of and for the year
ended December 31, 2010, which collectively comprise the Hospital's basic financial statements and have
issued our report thereon dated March 3, 2011. We conducted our audit in accordance with auditing
standards generally accepted in the United States and the standards applicable to financial audits con-
tained in Government Auditing Standards, issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

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

A deficiency in internal control 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 and correct misstatements on a timely basis. A material weakness is a deficiency, or a combina-
tion of deficiencies, in internal control such that there is a reasonable possibility that a material misstate-
ment of the Hospital's financial statements will not be prevented, or detected and corrected on a timely
basis.

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



REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON
COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS
(Continued)

Compliance and Other Matters

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

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

STATE BOARD OF ACCOUNTS

March 31, 2011



Management's Discussion and Analysis

Our discussion and analysis of Jasper County Hospital's (the Hospital) financial performance provides an
overview of the Hospital's financial activities for the fiscal year ended December 31, 2010. Please read itin
conjunction with the Hospital's financial statements and accompanying notes to the financial statements.

Using This Annual Report

This annual report consists two parts--management's discussion and analysis, and the basic financial
statements.

o In the "management discussion and analysis" section of this report the management of the hospital
discuss various components of the annual report and provide an analysis of the current financial
statement information.

. The "basic financial statement” section of this report includes a series of financial statements which
provide information about the activities of the Hospital as a whole. The Statement of Net Assets
reveals the assets and liabilities of the Hospital on December 31, 2010 while the Statement of
Revenues, Expenses and Changes in Net Assets summarizes the changes in the assets and liabilities
for the year then ended. The Statement of Cash Flows summarizes the change in cash and cash
equivalents as a result of the financial activity during the year. The Notes to the Financial Statements
disclose additional information addressed within the body of the financial statements.

Financial Highlights

The Hospital's net assets decreased by $2,544,363 or 14% as a result of this year's operations. Net Patient
Service Revenue decreased by $577,645 or 2% while total operating expenses increased by $ 321.346 or
1%.

Summarized Financial Statement Information

The following information documents in summary form the financial information related to the activities of the
hospital for the last 2 years:

Net Assets
2010 2009

Current Assets 9,691,616 12,597,684
Assets limited as to use 2,569,857 2,606,353
Capital assets 12,834,686 7,640,045
Other Assets 380,937 395,312
Total Assets 25,477,096 21,534,634
Current Liabilities 3,642,759 3,299,688
Long-term debt, net of current maturities 6,168,245 24,522
Total Liabilities 9,811,004 3,324,209

Net Assets
Invested in Capital Assets, Net of Related Debt 6,636,213 7,567,599
Restricted 1,889,322 1,771,466
Unrestricted 7,140,557 8,871,360
Total Net Assets 15,666,092 18,210,425
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Changes in Net Assets

2010 2009
Revenue
Net patient service revenue 28,117,107 28,694,752
Other Revenues 4,231,884 4,659,191
Other Nonoperating Income/(Loss) (113,766) (62,681)
Total Revenues 32,235,225 33,291,262
Expenses:
Salaries and Benefits 21,894,799 20,946,094
Medical Professional Fees 3,286,544 2,656,693
Other Professional Fees 852,814 1,423,764
Medical supplies and drugs 4,473,163 4,862,224
Other supplies 878,139 696,569
Insurance 596,810 539,190
Depreciation and amortization 423,807 493,001
Other 2,526,471 2,993,666
Total Expenses 34,932,547 34,611,201
Excess of revenues over expenses before contributions (2,697,322) (1,319,939)
Capital grants and contributions 152,988 167,079
Increase (Decrease) in Net Assets (2,544,334) (1,152,860)

Capital Assets and Debt Administration

Capital assets

At the end of the fiscal year ended December 31, 2010 the Hospital had approximately $12,834,686
invested in capital assets. The table below documents the type of assets that makeup of the Capital
Assets held by the Hospital as of December 31, 2010.

Capital Assets at Year-end
Net of Depreciation

2010 2009

Land 53,965 53,965
Land Improvements 1,844,495 1,844,495
Buildings 8,131,062 8,131,062
Construction In Progress 6,777,579 1,200,755
Equipment 5,292,316 5,609,914

Total 22,099,417 16,840,191
Less Accumulated Depreciation 9,264,731 9,200,146

Capital Assets (Net) 12,834,686 7,640,045

More detailed information related to the Hospital's capital assets can be obtained by reviewing the notes to
the financial statements.

Debt

At year-end the Hospital had approximately $6,277,030 in loans and capital leases outstanding, versus
$72,446 at the end of the previous year which represents an increase of 8564%. The table below
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documents the debt held and its use:

Outstanding Debt at Year End

2010 2009
Insurance Premium Financing 78,554 24,199
Automobile Financing 6,302 9,937
Construction/renovation 6,104,178 -
Capital Leases 87,996 38,310
Total Debt 6,277,030 72,446

More detailed information related to the Hospital's debt can be obtained by reviewing the notes to the
financial statements.

During 2010, the Hospital began construction on the final phase of an addition/renovation project. At
December 31, 2010, the project is substantially underway, with projected completion dates of April 2011 for
the addition and November 2011 for the renovation. The Hospital has financed the project through the U.S.
Department of Agriculture, Office of Rural Development in the form of a 40 year, $15 million loan.

Contacting the Hospital's Management

This financial report is designed to provide our citizens, taxpayers, patients, and other interested parties
with a general overview of the Hospital's finances and to show the Hospital's accountability for the money
it receives. If you have questions about this report or need additional financial information, contact the
Hospital Administrative offices at 1104 East Grace Street, Rensselaer, IN 47978.
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JASPER COUNTY HOSPITAL
A COMPONENT UNIT OF JASPER COUNTY, STATE OF INDIANA
STATEMENT OF NET ASSETS

Assets

Current assets:
Cash and cash equivalents
Short-term investments
Patient accounts receivable, net of
estimated uncollectibles of $2,420,018
Supplies and other current assets
Noncurrent cash and investments:
Internally designated
Reserved for debt agreement
Capital assets:
Land and construction work in progress

Depreciable capital assets, net of accumulated depreciation

Other assets

Total assets

Liabilities and Net Assets

Current liabilities:
Current maturities of long-term debt
Accounts payable and accrued expenses
Estimated third-party payor settlements
Other current liabilities

Long-term debt, net of current maturities

Total liabilities

Net assets:
Invested in capital assets, net of related debt
Restricted:
Expendable for capital acquisitions
Expendable for debt service
Expendable for specific operating activities
Unrestricted

Total net assets

Total liabilities and net assets

December 31, 2010

Discrete Total
Primary Component Reporting
Government Unit Entity

$ 2,280,695 $ 292,757 $ 2,573,452
- 567,508 567,508
5,311,349 - 5,311,349
1,239,307 - 1,239,307
1,781,081 - 1,781,081
788,776 - 788,776
6,831,544 - 6,831,544
6,003,142 - 6,003,142
380,937 - 380,937
$ 24,616,831 $ 860,265 $ 25,477,096
$ 108,785 $ - $ 108,785
2,627,073 - 2,627,073
200,000 - 200,000
706,901 - 706,901
6,168,245 - 6,168,245
9,811,004 - 9,811,004
6,636,213 - 6,636,213
349,303 - 349,303
788,776 - 788,776
751,243 - 751,243
6,280,292 860,265 7,140,557
14,805,827 860,265 15,666,092
$ 24,616,831 $ 860,265 $ 25,477,096

The accompanying notes are an integral part of the financial statements.
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JASPER COUNTY HOSPITAL
A COMPONENT UNIT OF JASPER COUNTY, STATE OF INDIANA
STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN NET ASSETS

Operating revenues:

December 31, 2010

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

Other
Total operating revenues

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

Total operating expenses
Operating loss

Nonoperating revenues (expenses):
Investment income
Interest expense
Restricted funds nonoperating expense
Loss on sale of equipment
Other

Total nonoperating revenues (expenses)

Excess (deficiency) of revenues over (under) expenses
before capital grants and contributions

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

Net assets end of the year

Discrete Total
Primary Component Reporting
Government Unit Entity

$ 28,117,107 $ - $ 28,117,107
4,050,912 180,972 4,231,884
32,168,019 180,972 32,348,991
21,894,799 - 21,894,799
3,286,544 - 3,286,544
852,814 - 852,814
4,473,163 - 4,473,163
596,810 - 596,810
878,139 - 878,139
423,807 - 423,807
2,447,952 78,519 2,526,471
34,854,028 78,519 34,932,547
(2,686,009) 102,453 (2,583,556)
23,644 - 23,644
(2,845) - (2,845)
(52,596) - (52,596)
(119,552) - (119,552)
- 37,583 37,583
(151,349) 37,583 (113,766)
(2,837,358) 140,036 (2,697,322)
152,988 - 152,988
(2,684,370) 140,036 (2,544,334)
17,490,197 720,229 18,210,426
$ 14805827 $ 860,265 $ 15,666,092

The accompanying notes are an integral part of the financial statements.
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JASPER COUNTY HOSPITAL
A COMPONENT UNIT OF JASPER COUNTY, STATE OF INDIANA
STATEMENT OF CASH FLOWS - RESTRICTED AND UNRESTRICTED FUNDS
December 31, 2010

Cash flows from operating activities:

Receipts from and on behalf of patients $ 28,294,596
Payments to suppliers and contractors (12,413,603)
Payments to employees (21,810,437)
Other receipts and payments, net 4,254,622
Net cash provided by operating activities (1,674,822)
Cash flows from noncapital financing activities:
Other (15,011)
Cash flows from capital and related financing activities:
Capital grants and contributions 152,988
Acquisition and construction of capital assets (5,652,624)
Proceeds from loan payable 6,496,962
Principal paid on long-term debt (363,377)
Interest paid on long-term debt (2,845)
Net cash used by capital and related financing activities 631,104

Cash flows from investing activities:

Interest and dividends on investments 23,644
Purchase of investments (43,195)
Net cash used by investing activities (19,551)

Net decrease in cash and cash equivalents (1,078,280)
Cash and cash equivalents at beginning of year 6,221,589
Cash and cash equivalents at end of year $ 5,143,309

Reconciliation of cash and cash equivalents to the Statement of Net Assets:

Cash and cash equivalents in current assets $ 2,573,452
Restricted cash and cash equivalents 2,569,857
Total cash and cash equivalents $ 5,143,309

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

Operating loss $ (2,583,556)
Adjustments to reconcile operating loss to net cash flows used in operating activities:

Depreciation and amortization 423,807

Patient accounts receivable 177,489

Supplies and other current assets 25,230

Increase in current liabilities:

Accounts payable and accrued expenses 219,144

Other current liabilities 63,064

Net cash provided in operating activities $ (1,674,822)

Noncash investing, capital, and financing activities:
Amortization included in Depreciation and Amortization Expense $ 14,375
Capital Assets Acquired through the assumption of Debt 71,000

The accompanying notes are an integral part of the financial statements.
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JASPER COUNTY HOSPITAL
NOTES TO FINANCIAL STATEMENTS

Summary of Significant Accounting Policies

A. Reporting Entity

Jasper 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 Jasper 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 Jasper County.

On January 8, 1982, the Board of County Commissioners of Jasper County, upon written request
of the Hospital Board of Trustees created the Jasper County Hospital Association. The Asso-
ciation was created pursuant to the provisions of Indiana Code 16-22-6 for the exclusive purpose
of financing and constructing facilities for the Hospital.

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. Discretely presented component units are involved in activities of an
operational nature independent from the government; their transactions are reported in a sep-
arate column in the basic financial statements to emphasize that it is legally separate from the
Hospital.

Discretely Presented Component Units

The Jasper County Hospital Foundation is a significant component unit of the Hospital. It would
be misleading to exclude the Foundation from the Hospital's financial statements because of its
relationship with the Hospital.

The financial statements of the Foundation may be obtained at its Treasurer's office at 1104 East
Grace Street, Rensselaer, Indiana 47978.

Separate audit reports are not prepared for the individual component units.
Enterprise Fund Accounting

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

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.

-13-



JASPER COUNTY HOSPITAL
NOTES TO FINANCIAL STATEMENTS
(Continued)

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
collateralized by U.S. Government or U.S. Government Agency obligations.

Nonparticipating certificates of deposit, demand deposits, and similar nonparticipating nego-
tiable 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 of the date of their acquisition
are reported at amortized cost. Other money market investments are reported at fair value.

Investment income, including changes in the fair value of investments, is reported as nonop-
erating revenues in the statement of revenues, expenses, and changes in net assets.

Use of Estimates

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

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.

Capitalization thresholds (the dollar values above which asset acquisitions are added to the
capital asset accounts), depreciation methods and estimated useful lives of capital assets
reported in the financial statements are as follows:

Capitalization Depreciation Estimated

Threshold Method Useful Life
Land improvements $ 2,500  Straight-line 20 years
Buildings and improvements 2,500  Straight-line 40 years
Equipment 2,500  Straight-line 5-10 years

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

-14-



JASPER COUNTY HOSPITAL
NOTES TO FINANCIAL STATEMENTS
(Continued)

Major outlays for capital assets and improvements are capitalized as projects are con-
structed. Interest incurred during the construction phase of capital assets is included as part
of the capitalized value of the assets constructed. The total interest expense incurred by the
Hospital during the current year was $115,475. Of the amount, $115,475 was included as
part of the cost of capital assets under construction in connection with new medical facilities
and various other renovation projects.

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

Net assets invested in capital assets net of related debt consist of capital assets net of accu-
mulated depreciation and reduced by the current balances of any outstanding borrowings
used to finance the purchase or construction of those assets.

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

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

D. Grants and Contributions

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

E. Endowments
Endowments are provided to the Hospital on a voluntary basis by individuals and private organi-
zations. Permanent endowments require that the principal or corpus of the endowment be
retained in perpetuity. If a donor has not provided specific instructions, state law permits the
Hospital Board of Trustees to authorize for expenditure the net appreciation of the investments of
endowment funds.

F. 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.
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JASPER COUNTY HOSPITAL
NOTES TO FINANCIAL STATEMENTS
(Continued)

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
exchange 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.

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. New patient service revenue represents the esti-
mated net realizable amounts from patients, third-party payors, and others for services rendered,
including estimated retroactive adjustments under reimbursement agreements with third-party
payors. Retroactive adjustments are accrued on an estimated basis in the period the related
services are rendered and adjusted in future periods as final settlements are determined.

Charity Care

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

Supplies

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

Compensated Absences
The Hospital's policy on paid days off (which includes vacation, sick leave, and holidays) allows
full-time employees and regular part-time employees to accrue paid days off, at a rate of 6.16 to

12.31 hours per pay period.

Part-time employees earn paid hours off at a rate of 5% of their hours paid including overtime, but
excluding on-call time, after a minimum of 600 hours are worked during their benefit year.

The Hospital accounts for accrued compensated absences on a per payroll basis, computed at
current wage rates, and the financial statements recognize their liability. The Hospital pays accu-
mulated paid hours off upon employee termination.

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.
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JASPER COUNTY HOSPITAL
NOTES TO FINANCIAL STATEMENTS
(Continued)

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.
lI. Detailed Notes
A. Deposits and Investments

1. Deposits
Custodial credit risk is the risk that, in the event of a bank failure, the government's deposits
may not be returned to it. Indiana Code 16-22-3-16 allows a Hospital Governing Board to
deposit public funds in a financial institution. The Hospital does not have a deposit policy for
custodial credit risk. At December 31, 2010, the Hospital had deposit balances in the amount

of $5,143,309.

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

2. Investments

Authorization for investment activity is stated in Indiana Code 16-22-3-20. As of December
31, 2010, the Hospital and the Hospital Foundation had the following investments:

Hospital
Foundation
Investment Market
Type Value

Mutual bond funds $ 567,508
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JASPER COUNTY HOSPITAL
NOTES TO FINANCIAL STATEMENTS
(Continued)

Statutory Authorization for Investments

Indiana Code 16-22-3-20 authorizes the Hospital to invest in:

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.

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.

Mutual funds offered by a financial institution or brokerage firm registered and authorized
to do business in Indiana.

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.

Pooled fund investments for participating hospitals offered, managed, and administered
by a financial institution or brokerage firm registered or authorized to do business in
Indiana.

Investment Custodial Credit Risk

The custodial credit risk for investments is the risk that, in the event of the failure of the coun-
terparty to a transaction, a government will not be able to recover the value of investment or
collateral securities that are in the possession of an outside party. The Hospital does not
have a formal investment policy for custodial credit risk for investments.

The Hospital Foundation has not adopted an investment policy for custodial credit risk for
investments.

Interest Rate Risk

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of
an investment. The Hospital does not have a formal investment policy for interest rate risk for
investments.

The Hospital Foundation has not adopted a formal investment policy for interest rate risk.
Credit Risk

Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its
obligations. The distribution of securities with credit ratings is summarized below. The Hos-
pital does not have a formal investment policy for credit risk for investments.

The Hospital Foundation has not adopted a policy for credit risk.
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Concentration of Credit Risk

Concentration of credit risk is the risk of loss attributed to the magnitude of a government's
investment in a single issuer. The Hospital does not have a policy in regards to concentration
of credit risk. United States of America government and United States of America govern-
mental agency securities are exempt from this policy requirement.

The Hospital Foundation has not adopted a policy for the concentration of credit risk.

Foreign Currency Risk

The Hospital does not have a formal policy in regards to foreign currency risk.
The Hospital Foundation has not adopted a formal policy in regards to foreign currency risk.
B. Accounts Receivable and Payable

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

Patient Accounts Receivable

Receivable from patients and their insurance carriers $ 4,661,679

Receivable from Medicare 2,446,338
Receivable from Medicaid 623,350

Total patient accounts receivable 7,731,367
Less allowance for uncollectible amounts 2,420,018

Patient accounts receivable, net $ 5,311,349

Accounts Payable and Accrued Expenses

Payable to employees (including payroll taxes) $ 1,555,573
Payable to suppliers 729,331
Other 342,169
Total accounts payable and accrued expenses $ 2,627,073
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Capital Assets

Capital asset activity for the year ended December 31, 2010, was as follows:

Beginning Ending
Primary Government Balance Increases Decreases Balance
Capital assets, not being depreciated:
Land $ 53,965 $ - 8 - $ 53,965
Construction in progress 1,200,755 5,576,824 - 6,777,579
Total capital assets, not being depreciated 1,254,720 5,576,824 - 6,831,544
Capital assets, being depreciated:
Land improvements 1,844,495 - - 1,844,495
Buildings and improvements 8,131,062 - - 8,131,062
Equipment 5,606,914 146,801 461,399 5,292,316
Totals 15,582,471 146,801 461,399 15,267,873
Less accumulated depreciation for:
Land improvements 377,963 11,374 - 389,337
Buildings and improvements 4,806,854 111,270 - 4,918,124
Equipment 4,012,329 286,788 341,847 3,957,270
Totals 9,197,146 409,432 341,847 9,264,731
Total capital assets, being depreciated, net 6,385,325 (262,631) 119,552 6,003,142

Total primary government capital assets, net $ 7,640,045 $ 5,314,193 $ 119,552 $ 12,834,686

Construction Commitments
Construction work in progress is composed of the following:

Expended to
December 31,

Project 2010 Committed
Addition/renovation $ 6,777,579 $ 6,986,247

Leases

1. Operating Leases
The Hospital has entered into various operating leases having initial or remaining noncancel-
able terms exceeding one year for equipment. Rental expenditures for these leases were

$1,166,222. The following is a schedule by years of future minimum rental payments as of
year end:
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(Continued)
2011 $ 632,771
2012 542,030
2013 419,838
2014 344,858
2015 14,972

Total $ 1,954,469

2. Capital Leases

The Hospital has entered into various capital leases for equipment. Future minimum lease
payments and present values of the net minimum lease payments under these capital leases
as of year end are as follows:

2011 $ 31,900
2012 24,235
2013 17,907
2014 17,907
2015 14,923

Total minimum lease payments 106,872
Less amount representing interest 18,876
Present value of net minimum lease payments $ 87,996

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

Equipment $ 174,450
Accumulated depreciation (107,290)

Total $ 67,160

F. Long-Term Liabilities
1. Notes Payable

The Hospital has entered into various notes. Annual debt service requirements to maturity
for the notes, including interest of $2,548, are as follows:

2011 $ 82774
2012 2,458

Total $ 85,232
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During 2010, the Hospital entered into a long-term debt arrangement with the United States
Department of Agriculture in order to finance a construction/renovation project. Construction
is expected to be completed in November 2011 with a final loan amount totaling $15,000,000.
The term of the loan is 40 years at an interest rate of 4.125%. During construction, semi-
annual interest only payments will be made in February and August. Once construction is
complete, semi-annual principal and interest payments will be due in February and August of
each year. Annual debt service requirements are estimated at $785,000.

2. Changes in Long-Term Liabilities

Long-term liability activity for the year ended December 31, 2010, was as follows:

Beginning Ending Due Within
Primary Government Balance Additions Reductions Balance One Year
Capital leases $ 38,310 $ 71,000 $ 21,314 $ 87,996 $ 26,330
Notes payable 34,135 6,496,962 342,063 6,189,034 82,455

Total long-term liabilities $ 72,445 $ 6,567,962 $ 363,377 $ 6,277,030 $ 108,785

G. 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:

1. Medicare

Inpatient acute care services and outpatient services rendered to Medicare program
beneficiaries are paid at prospectively determined rates. These rates vary according to a
patient classification system that is based on clinical, diagnostic, and other factors.
Inpatient nonacute services and defined capital and medical education costs related to
Medicare beneficiaries are paid based on a cost reimbursement methodology. The
Hospital is reimbursed for cost reimbursable items at a tentative rate with final settlement
determined after submission of annual cost reports by the Hospital and audits thereof by
the Medicare fiscal intermediary.

2. Medicaid

Inpatient and outpatient services rendered to Medicaid program beneficiaries are reim-
bursed under a cost reimbursement methodology. The Hospital is reimbursed at a
tentative rate with final settlement determined after submission of annual cost reports by
the Hospital and audits thereof by the Medicaid fiscal intermediary.

Revenue from the Medicare and Medicaid programs accounted for approximately 50 percent and
13 percent, respectively, of the Hospital's net patient revenue for the year ended 2010, and 48
percent and 12 percent, respectively, of the Hospital's net patient revenue for the year ended
2009. Laws and regulations governing the Medicare and Medicaid programs are extremely com-
plex 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.
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The Hospital also has entered into payment agreements with certain commercial insurance
carriers, HMO's, and preferred provider organizations. The basis for payment to the Hospital
under these agreements includes prospectively determined rates per discharge, discounts from
established charges, and prospectively determined daily rates.

Charity Care

Charges removed from net revenue under the Hospital's charity care policy were $109,199 for
2010.

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

1. Capital Improvement Funds — Funds designated by the Hospital Board of Trustees for
construction and other capital improvement.

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

Internally designated:
Capital improvement:
Cash and cash equivalents $ 349,303

Board designation:
Cash and cash equivalents 1,431,778

Total internally designated $ 1,781,081

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 bene-
fits to employees, retirees, and dependents (excluding postemployment benefits); and natural
disasters.

The risks of torts; theft of, damage to, and destruction of assets; errors and omissions; job related
illnesses or injuries to employees; medical benefits to employees, retirees, and dependents
(excluding postemployment benefits); and natural disasters are covered by commercial insurance
from independent third parties. Settled claims from these risks have not exceeded commercial
insurance coverage for the past three years.
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2009 2010
Unpaid claims, beginning of fiscal year $ 317,977 $ 320,330
Incurred claims and changes in estimates 2,732,289 2,971,607
Claim payments (2,729,936) (2,949,768)
Unpaid claims, end of fiscal year $ 320,330 $ 342,169

B. Subsequent Events
On January 31, 2011, The Hospital sold its Durable Medical Equipment business to Fairmeadows
Home Health Center, Inc., of Schererville, Indiana. The Hospital maintained ownership of all
fixed assets associated with the department. The Hospital also maintained ownership of the
Accounts Receivable of the department as of January 31, 2011.

C. Pension Plan

Defined Contribution Pension Plan

Plan Description

The Hospital has a defined contribution pension plan administered by Lincoln Financial Group 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 contacting: Lincoln Financial Group,
1300 South Clinton Street, Fort Wayne, IN 46801, Ph. 800-454-6265.

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 2 1/2% of an employee's
first $50,000 in wages and 5% on all wages above $50,000. Employer contributions to the plan of
$359,589 for 2010 were accrued at year end.
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PENALTIES, INTEREST AND OTHER CHARGES

In some cases, amounts payable to vendors and other suppliers of goods and services are not
being paid until weeks after the invoice dates.

Late charges totaling $812.30 were paid to AFCO on January 12, 2011, for payment that was due
January 1, 2011.

Officials and employees have the duty to pay claims and remit taxes in a timely fashion. Failure
to pay claims or remit taxes in a timely manner could be an indicator of serious financial problems which
should be investigated by the governmental unit.

Additionally, officials and employees have a responsibility to perform duties in a manner which
would not result in any unreasonable fees being assessed against the governmental unit.

Any penalties, interest or other charges paid by the governmental unit may be the personal
obligation of the responsible official or employee.

(Accounting and Uniform Compliance Guidelines Manual for County and City Hospitals, Chapter
1)
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STATE OF INDIANA

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

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

REPORT ON COMPLIANCE WITH REQUIREMENTS
APPLICABLE TO EACH MAJOR PROGRAM AND ON INTERNAL CONTROL OVER
COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133

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

Compliance

We have audited the compliance of the Jasper County Hospital (Hospital) with the types of com-
pliance requirements described in the U.S. Office of Management and Budget (OMB) Circular A-133
Compliance Supplement that are applicable to each of its major federal programs for the year ended
December 31, 2010. The Hospital's major federal programs are identified in the Summary of Auditor's
Results section of the accompanying Schedule of Findings and Questioned Costs. Compliance with the
requirements of laws, regulations, contracts and grants applicable to each of its major federal programs is
the responsibility of the Hospital's management. Our responsibility is to express an opinion on the
Hospital's compliance based on our audit.

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

In our opinion, the Hospital complied in all material respects with the requirements referred to
above that are applicable to each of its major federal programs for the year ended December 31, 2010.

Internal Control Over Compliance

The management of the Hospital is responsible for establishing and maintaining effective internal
control over compliance with requirements of laws, regulations, contracts and grants applicable to federal
programs. In planning and performing our audit, we considered the Hospital's internal control over
compliance with requirements that could have a direct and material effect on a major federal program in
order to determine our auditing procedures for the purpose of expressing our opinion on compliance, but
not for the purpose of expressing an opinion on the effectiveness of internal control over compliance.
Accordingly, we do not express an opinion on the effectiveness of the Hospital's internal control over
compliance.
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A control deficiency in a Hospital's internal control over compliance 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 noncompliance with a type of compliance requirement of a fed-
eral program on a timely basis. A significant deficiency is a control deficiency, or combination of control
deficiencies, that adversely affects the entity's ability to administer a federal program such that there is
more than a remote likelihood that noncompliance with a type of compliance requirement of a federal pro-
gram 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 material noncompliance with a type of compliance require-
ment of a federal program will not be prevented or detected by the entity's internal control.

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

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

STATE BOARD OF ACCOUNTS

March 31, 2011
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JASPER COUNTY HOSPITAL
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

For The Year Ended December 31, 2010

Pass-Through

Federal Entity (or Other) Total
Federal Grantor Agency/Pass-Through Entity CFDA Identifying Federal Awards
Program Title/Project Title Number Number Expended
U.S. DEPARTMENT OF AGRICULTURE
Direct loan
ARRA Community Facilities Loans and Grants 10.78 $ 6,104,178
U.S. DEPARTMENT OF JUSTICE
Pass-Through Indiana Criminal Justice Institute
Crime Victim Assistance 16.575 29,770
U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES
Pass-Through Indiana State Department of Health
Small Rural Hospital Improvement Grant Program 93.301 10,132
Pass-Through Indiana Department of Homeland Security
National Bioterrorism Hospital Preparedness Program 93.889 12,000
Total for federal grantor agency 22,132
Total federal awards expended $

6,156,080

The accompanying notes are an integral part of the Schedule of Expenditures of Federal Awards.
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Note 1.

Note 2.

JASPER COUNTY HOSPITAL
NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

Basis of Presentation

The accompanying Schedule of Expenditures of Federal Awards includes the federal grant activ-
ity of the Jasper County Hospital (Hospital) and is presented in conformity with accounting princi-
ples generally accepted in the United States of America which is the basis of accounting used in
the presentation of the financial statements. Accordingly, the amount of federal awards
expended is based on when the activity related to the award occurs. Therefore, some amounts
presented in this schedule may differ from amounts presented in, or used in the preparation of,
the basic financial statements.

Loans Outstanding
The Hospital had the following loan balances, with continuing federal compliance requirements,

outstanding at December 31, 2010. These loan balances outstanding are also included in the
federal expenditures presented in the schedule.

Federal
CFDA Loans
Program Title Number Outstanding
Community Facilities Loans and Grants 10.780 $ 6,104,178
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS

Section | — Summary of Auditor's Results

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

Internal control over financial reporting:

Material weaknesses identified? no

Significant deficiencies identified that are not considered to be

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

Federal Awards:

Internal control over major programs:

Material weaknesses identified? no
Significant deficiencies identified that are not considered to be
material weaknesses? none reported

Type of auditor's report issued on compliance for major programs: Unqualified

Any audit findings disclosed that are required to be reported in
accordance with section 510(a) of Circular A-133? no

Identification of Major Programs:

CFDA
Number Name of Federal Program or Cluster

10.780 Community and Facilities Loans and Grants
Dollar threshold used to distinguish between Type A and Type B programs: $300,000

Auditee qualified as low-risk auditee? no

Section Il — Financial Statement Findings

No matters are reportable.

Section Il — Federal Award Findings and Questioned Costs

No matters are reportable.
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JASPER COUNTY HOSPITAL
EXIT CONFERENCE

The contents of this report were discussed on March 31, 2011, with Timothy M. Schreeg,
President CEO; Jeffery D. Webb, Treasurer; Bruce Wood, Chairman of the Hospital Board; and Matt
Robertson, Board member. The official response has been made a part of this report and may be found
on page 34.
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Jasper County
Hospital

March 31, 2011

Indiana State Board of Accounts
302 West Washington Street, Room E418
Indianapolis, IN 46204-2765

RE: Official Response

Please accept this correspondence as Jasper County Hospital’s official response to the
audit result and comment included as part of this audit report for the year ended
December 31, 2010.

The audit result and comment in question pertains to late fees paid by the Hospital for
payments remitted to vendors after the invoice due date. Providing healthcare in a small,
rural community presents various challenges, not the least of which is timely cash flow.
Restrictions on operating cash flows periodically give rise to situations in which the
Hospital must choose how to most appropriately and diligently allocate limited resources.
In situations such as these, the Hospital has made a business decision to occasionally
incur vendor late fees rather than take on additional debt in order to supplement these
limited cash flows. While vendor late fees are obviously not ideal, interest payments to a
lender for a line of credit are not either.

While we appreciate the intent of the compliance regulation that supports the audit
comment, the Hospital questions whether the regulation should apply to an entity that
neither receives tax revenue for operations, nor maintains a government-style budget with
fixed revenues and corresponding budgeted disbursements.

Thank you for the opportunity to share our difference of opinion on this matter.

Sincerely,

ot

Jeffrey D. Webb, C.P.A.
Vice President of Financial Services

1104 East Grace Street Rensselaer, IN 47978
(219) 866-5141 — =





