


















LICENSES AND ACCREDITATION

The Hospitals have operating licenses issued by the Pennrylvania Deparfinent of Health and are
accredited by The Joint Commission. The Hospitals were last accredited by The Joint
Commission for a three-year period commencing December 2006 for AGH and AGH-suburban,
November 2006 for West Penn, November 2004 for Forbes Regional and AKMC, and August
2005 for Canonsburg, and are qualified to panicipate in fhe Medicare and Medicaid progranx.
In addition, all Graduate Medical Education residencies and fellowships currently have
Continuing Full Accreditation from their respective accrediting boards.

SOURCES OF REVEI\ruES

The patient service revenues of the Health System are derived primarily from third parfy payors,
which reimburse or pay the Health System for the services it provides to patients covered by
such payors. See "BONDHOLDERS' NSKS-Patient Service Revenues" in the &ont part of
this Official Statement for a discussion of governmental and private payment systems. Tbird
party payors include the federal Medicare Program, the federal and state Medical Assistance
Program ('Medicaid"), Highmark Blue Cross Blue Shield f'Highmark") and other third party
insurers. The following table is a summary of the percentage of the Health System's gross
patient service revenues by payor source for the five years ended June 30, 2006.

Medicare

Highmark Blue Cross/Blue
Shield

l{edical Assisgnce

Commercial Insurance

HMO/PPO

Self-Pay/Otrer

Total

Source: Health System Records

Highmark-Blue Cross Blue Shield

Highmark is the largest commercial health plan in Western Pennsylvania- It provides health
insurance products to employers, Medicare beneficiaries and individual policy holders. As of
Decsmber 2005, Highmark bad a 55% market share in the commercial HMO market and 73Vo
market share in the Medicare HMO rnarket in the Health Systern's PSA according to statistics
published by the Health Alliance of Pennsylvaoia. In March 2007, the Board of Directors of
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($ in thousrnds)

Condensed Summary of Operations

For the Five Fiscal Years Ended June 30,2fi16

And For the Six Month Periods Ended December 31,2005 and 2006

YeerendedJuae3e tlX$:IJr:t
2092 2003 2004 20t15 2006 20t)5 2006

Uarmtricted Revenrer, Gainr, rnd
Other Suppor&

Net patient sewioe revenue
Other rerrcnuc
lnvesunent income

Toa[ unrestricted fcvctrucs, gains and
other support

Net Assets Rcleased From Restrictions
Used for Opcrations

Erpenscsr
Salaries, wages, and fringe benefits
Patient carc supplics
Professional fees and purchascd

scrvtcos
General and administrative
Provision for bad dcbts
Depreciation and amonizadon
lnterest
Torl expenses

(Excess ofexpenscs over revenues)
tpvenues overexpcnses

B

$1,0t0,555 $1,091,628 S1,209,371 $l 295,102 $t J5t50r
88,245 100,828 7t.567 53,2U 50,54:
l3.l 15 11.396 19.398 20-575 23-38.

658,659 3 702,093
24,852 27,314
12.6s5 12.294

r.r r r9l5 r-209.8s2 r.300.336 1.368.&81 1.425.43: 741-7Al

5,057 14,332 5,421 4,497 4,5Ei 2,22E 2,t23

364,q2 404,724
127,192 r40,t27
58,579 52,044

62,696 65,143
t8,tr2 22,t82
10,648 30,t r0
26.3 | 0 24.768

563.193 622,18t 659,695 695,941 753.E4i
18s,508 209297 233.9t2 251,30t 263,871
I f6,r94 tOS,672 t05,079 t04,686 10922a

t27,066 136,t33 t22,3y t22,340 t30,t9i
39,210 46,385 48,?90 4,996 38,3 tC

65,663 66,910 &,W4 63,329 6t,661
53,097 53.123 52.96 53.040 5 t.80{

1.t49.93t rt39.?01 l-286^900 r.335.63J_ t.408-92:

$ (32,959) $ (ts,sr?) $ 18,857 S 31,745 $ 2t.09i

87.999 -139.698

10,400 $ 4,126
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Condensed Balance Sheet Information

As ofJune 30,2002,2003,2004,2005 and 2006

And As of December 31,2005 and 2006

June 30 December 3l
($ ln thoucsndsl
Assets

Carretrt AsNetsi
Cash and cash cquivalents
Short-tcrm invesfinenB
Due from tcmporarily resrided cssets

Assets llmited or rcstrictod as to use
Rcccivables:

Paricnt accountE, nct
Otler

lnvantories
Prcpaid cxpenses

Estimatcd tbird-party payor settlemeeb
Total current assets

Asser Limited or Restricted as to Usc

Property and Equipmen! net

Other Asseb. net

Total as.sets

Llrbilitles rnd Net Assets
Current Lirbllitles:
Currcnt ponion of long+erm dcbt
Accounts payable and accrucd
Accrued salaries and vrcation
Estimatcd iiird-party payor settlements
Current portion of deferred reveoue
Cunent ponion of self-insurance

liabilities
Total cuncnt I iabilitrcs

Deforred Rcvcnue

Sclf-lnsurance Liabilities

Long-Tcrm Debt

Accrucd Pension Obligation

Other Noncurrent L iabilities

Total Liabilities

Net Asscts (Deficit):
Unrestnced
Tcmporarily Restnctcd

Permanently Restrictcd

Total

Total habrlities and nq assets

s s7,497 $ 69,825 $ 60,463
28,888 t4,515 16A56
1,559 7S l,tl2
6,A44 I t,39? t6,&0

172,794 t70,W2 t66562
t7,555 t8,682 t6,6t0
20,308 t9,07E 19,936
13,493 10,430 t4.959

318,138 314,094 312.238

41 3,2s8 4t4,426 46t,469

4la,4a2 399,926 t63,330

$r,r88,553 $r, t70,537 $t,t7E,428

8s477 S 75.1

17,8& t6J93

t6,034 8,704

t56,304 175.&9
t5,237 22,121
23,036 24,492
13.576 tl

t2,024 13,271
93,932 r I t,35?
49474 42.459

10,743 n,4t2 I

12,130 29,915 48,45

654,582 64rg17 633,34

13t.702 l3t,?81 103,9t

$ t:46.1 93

3,534 8,t85
I r49r4 t07,305
29,871 34,365
23.300 19,341
7,769 9,727

8,3t I 6,244

t2,445 I I,865

28,892 15,225

657.r90 649.481

47,169 152,527

9,295 n,58t I

(t0,098) (r t5,r80) (84,014) (66.s99)
29,674 34,862 36,579 37.297

212,636 20t,102 2t7,907 228,981

232,212 t20,784 l7OA72 199.679

$r,r88,553 $1,r70,537 $t,t78,428 $t

72,8t9 $ l33J0l
18,282

946 I,290
10,5f? t43u

ls7,t95 l8r,6t I
19,721 21,739
23,996 25,M9
E5r6 8.E99

3t2,O92 3E6,2lJ

488,634 49t,257

363,987 364,754

t,225,085 $1.337,t89

(r5.eM)
38.852

T9,e83
213.931

$ | J3?.t89
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Management's Discussion aud Analysis

Six Month Perlod Ended December 31, Compared n Six Period Ended December
31, 2005. During the firs! fiscal System generated excess of
revenues over expenses which was than the first half of fiscal
2046. The Health System's overall year-todate decline in ity was largely due to the
transition of anesthesiologists from a contrac&ral model to an employment model which became
effective in February 2006. Profitability also decreased due to
West Penn. Total revenues, gains and other support increased or by
primarily to higher acuity of pationts, scheduled reimbursement rate increaseq and emp
of the anesthesiologists. Total expenses increaseafSst.z millio4-q-UyFl5%,lmost notably
affected by salaries, wages and benefits, which fof
fiscal 2006, rnore than half of which was related to the

aforementioned conversion of anesthesia services. Other factors include scheduled annual rate
increases, as well as an improvement in the Heilth System's caso mix index, reflective of a
higher acuity of patients. Acute discharges were F.3%llower than the fint six months of fiscal
20a6. \480?
,*blgl *^g"t ulltidrrrg" benefits * u p"r"gdt g" of net patient service revenue increased ro
157.6%1from155.3%lfor the compgSblggggioc/of fiscal 2006, unfavorably affecting the statement

Patient service revenue
of fiscal 2006. The mgi6rity of the revenue increase was attributable to professional fees, which
increased in comparison to the first six months of fiscal 2006, due to the

of operations by approximatelypllJ._rnilllonj While these numbers include tbe impact of annual
merit increases and an iaoreased usage of premium labor, the largest factor
aforementioned transition of anesthesiology services resulting in an impact of

operations by approximately Ongoing improvements in efficiencies of tbe e-
Materials program were offset by price increases in drugs utilized by WPAON, and increased
elecfophysiology volumes, a service that is supply-intensive yet profitable to the Health System.

operations byl$10.4 millionl Factors affecting the improvement include a favorably renegotiared

uuder an independent confactor model, and the climination of prior year consulting fees
associated with the clinical documentation initiative, Compliant Documentation Management
Program f'CDMP").sg

services.

Sengptf an{ admFfsfativc expenses as a percentage of net
| 9 .4%l from | 9. 5 ZoJ for the comparable peng1!_-g!-thg-_plgl

__J
b)4!6%lin comparison to the first six months

g

D

tient service revenue decreased to
liscal year, favorably affecting the

o 
-_-__<.blM7/carc supplies as a percentage of netfa-tient service revenue increased to EO.O%I torn

119.3:/eI for the comparable pejiod in fisfil 20A6, unfavorably affecting the statement of

s7y
Prgfessilnal fees agflpurchasg/services as a perc€ntage of net patient service revenue decreased
tol7.4y9lfront8.g%l&r the grfnparable period in fiscal 2006, favorably affecting the statemenr of

statement of operations by approximately

A4l

The improvement is reflective of the

UPE-0001152



ft

experienced as well, 
B

Provision for bad debs as u p"r""dge of net patiery5gle revenue increased during the fr5,{t

six months of fiscal 2007 tol3_.?%lin comparison t{ 2.8%lduring the first six monlhs olflscal

increase in net patient service revenue, although a decrease in malpractiee cxpense was

g

Health
hich was

2006, which had an unfavorable effect on the state-ment of operations Uy lSZ.8-!0.iliioEl fnis
reflects a procedural change involving the accountiog for the acceleration in the processing of
accounts for patients who may have applied for Medical Assistance and either did not qualiff, or
chose not to cooperate with the Medical Assistance application process or the Health System's
charity care application process, The change also includes certain accounts involving legal
support for complex coordination of benefits issues.

Depreciation and amortization decreased slightly in comparison to fiscal 2006, anO a b]31
million decrease in interest expense was related to reductions in oubtanding indebtedness over \$
the past year.

Based on preliminary, unaudited financial information for the three months ended March 31,
2007, the Health System generated an excess of revenues over expenses for such period which
was grcater than the exeess for the prior two quarters. However, the preliminary results for the
nine rnonths ended March 31,2007 were not as favorable as tbose of the comparable nine-month
period of the prior fiscal year. Consistent with the Healtb System's reporting practices, results of
operations for lhe nine months ended March 31,2W7 are expected to be released on or around
May 30, 2007. Financial results for the nine months euded March 31, 2007 may uot be
indicative of future operating results. 

C
Fiscal Yes.r 2406 Compared to
ganerated an excess of revenues

Year 200 tem
Iess

than fiscal year 2005 results. of the l$16.7 milmq reduction in profitability was
associated with the conversion of anesthesia services" which resulted in net
incremental costs o the period. In addition. decreases in patisrt volqg
reduced profitability. Total revsnues, gains and other support increased

gf patients and annual reimbursement rate increases. Total
most notably affected by employment costs, which

thc prior year.

comparison to 2005. The majority
of the revenue mcrease was a$rbufpble to annual rate increases on inpatient activity across the
Health System as well as a 13.1%[improvement in the all-payor case mix index, reflecting
recognition of a higher acuity of nati\breing treated.

Acute discharges *"r"u.SC*;, *ran tnJprior fiscal year. Connibuting factors included major
construction projects at three campuses, an overall rnarket decline according to data from the
Hospital Council of Western Pennsylvania, a shift in payor membership, and a shift to treatrneut
in outpatient seffings as a result of changes in medical technology and increased competition
from ancillary centers and independent physician groups. Volume declines rvere also impacted
by the departure of two prominent independent physicians at West Penn, an orthopedic surgeon

wereNi) /.y mtlllonlor

Patient service revbhue increased
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and a vascular surgeon who began admitting their patients at a competing hospital in February
2406. A D

Salari as a percentagc of net patient service revenue increased to
from in fisca 2005, unfavorably affecting the statement of operations by

approximately The employnent of anesthesiologists and CRNAs during the
second half of fiscal 2006 was a major factor in the increase in salaries, wages and benefits.
Additional increases in employment costs were due to higher pension costs and the results of
market adjushnents, which were primarily nursing-related.

Patient care su a$fcgS$ge of net patient service revenue remained relatively constant,
increasing to from in fiscal 2005. This increase rEsulted primarily from volume
growth in neurosurgical spine, electrophysiology and hauma services, atl of which are very
supply-intensive. Improvements in pricing and the efficiencies of the e-Materials program were
offset by these increases in utilization ia supply-intensive service areas. While increases in new
technology costs, particularly implants, continued to outpace increases in reimbursement for
tbese devices, additional activities to reduce supply chain expenses were initiated.

A
Prgfessp'tidl fees and purchased services as a percentage of net patient service revenue remained
at8.l%lfor both fiscal years 2006 and 2005. lncremental consulting fees associated CDMP were
offset by other expense reductions.

A

,GeE1p'tA\g adqinistrative expenses as a percentage of net patient service revenue increased to
fu6%froml9.ao/4for fiscal 2005, which unfavorably affected the statement of operations byffi
million. Utility costs increased due to incremental electrical usage and higher natural gas rffiSlg
offset in part by lower insurance premiums.

statement of operations- The Health
which granted uninsured patients a

initiated a new policy effective fanu947-liq00S
discount from charges. The

recognition of its charitable nature, is aken as a reduction to net patient service-revenue. As a
result, only the remaining balance was included in the bad debt expense category zubsequent to
that date. This cornplements the Health System's Charity Care policy which grants patienrs a full
or partial discount, up ml7O7ofpf charges, based on income levels up to FT0.4-lof the Federal
Poverty guidelines. - -A A -A

.n
Depreciation,andamorti?dondecreasedto'@I'o@lInterestexpense
decreased bySl.2 millionf in accordance rvith existing debt amortization schedules.

Fiscal Yesr 20A4. In fiscal 2005, the excess of revenue over
expenses was iurprovement over fiscal 2004. Health System-
wide enhancements included revenue cycle initiatives, reductions in the use of premium labor,
and decrease in insurance costs. lmprovements to the Health System's fiaancial performance
were also achieved through negotiated rate increases with third-party payors, favorable
reimbursement settlements from the prior year, and continued profitability growth from the
community-based oncology network.
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A

Patient service revenue increased by in fiscal 2005 compared to fiscal2004. The
majority of the increase was due toFenrr:TyTIE improvements and scheduled rate increases
with cornmercial and managed care payors. Another factor was the effect of a large oncology
practice's conversion from a fee model to an ownership model effective January
?A0/.. This conhibuted to the increase in patient service revenue. The mix in
volume shifted from tbat of prior particularly at West Penn, which closed its psychiatric
unit and increased the volume of cases, especially in orthopedics. Overall, acute
discharges were less tban

bined
2004. Changes in regulations impacting qualified

the closure of the West Penn psychiahic unit were therehab il itation admiss ions
main contributors of this

18.4 milli

fringe
in fis

and

Otherrevenue decreased byf$I8.a millionfdue to the aforementioned change in the contractual
relationship with a laqge oncology practice, as well as the gain ofl$IT?iiiiofr'frecorded in the
prior year due to the sale of the former Forbes Metro facility. 

--_A
from

reimbursement rates noted
costs, most notably in
Pennsylvania's Medical Care
program.

operations of l$I0.5 mTltrgTin fiscal 2005. The improvement was due to result of negotiated
increases with selected third-party payo$r, as well as a significant decrease in dependence on
premium labor due to successful nurse recruitnent efforts.

A .--fr
Patientzddre supplies as a percentage of net patient service revenue increased fro* fgj%ltol--.....-/ f ----__--

A9.aYoJin fiscal 2005. The overall increase in patient care supplies has been mitigated frilEiltrat
by purchasing strategies reflective of(a) increased usage of"reverse auctions" for patient care
supplies; (b) further development of primary business partoer relationships with key vendors,
and (c) implemeutation of the e-Materials strategy. In addition, clinical resource management
initiatives in the Hospitals have educated physicians and support staff about the relative cost and
effectiveuess of various medical products and treafinenfs to achieve more appropriate utilization
ofclinical resources.- - ----A-------' 

A

and
:'t., services as a p€rcentage ofnet patient service revenue decreased

tl 2004, resulting in an improvemenf to the statement of operations of
a9minishative expenses as a percentage of net patient service revenue

decreased in fiscal 2004, resulting in an improvement to the statement of
operations o

as a percentage of net patient service revenue decreased to
. This resulted in an improvement to the statement of

of these relationships are due primarily to the improved
The Health Systern also benefited from reduced insurance

ional liability insurance due to the Commonwealth of
ilability and Reduction of Enor Fund ("Mcare") rebate

Jryit d* for bad debts as a percentage of net patient service reyr.dr
l+.oXlin fiscal 2004, which had a positi.ze impact offiIrne

4-At,("

red to 13.5%lfrom
was also due to a

change in policy (effective January l, 2005) which granted. discount to all uninsured
patients. While this policy change resulted in a favorable decrease in bad debt ex
created an offsetting decrease in net patient service revenue of approximately
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Depreciation and amortization decreased from in fiscal 2004.
This decrease was caused by the Health Ststem'- prevlous foc[s oi.rsDgu uy r.!s neatrl oylttcrn s Prevlous [ocus On ttqUlOlfy pygf_Agp!ry
investmeut. Interest expense increased slightly from the prior fiscal year due to ttrel$t0.IniUionJ

ital-ff

dcbt issuance in June 2004.
A

Fiscal Year 2004 Comparel4o Fiscal Year 2003, ln fiscal year 2A04, excess of re.yenues ov

TpeI1yas$TBffililcompared 80 an €xcess of expenses over revenu*r ofFGffi'l
fiscal 2003.

A

Thisl$34.4 millionlimprovement was primarily due to:

overall increase in inpatient and outpatient volume due to stabilizarion of medical staffs
and new and expanded programs;

insurer rate increases implemented on January 1,20M;

the realization of labor cost saving initiatives implemented late in fiscal 2003;

continued improvement in the registered nurtes vacancy rate leading to less need for
agency nursing staft and

' atl improvement in investrnent income due to better investrnent conditions from an
improved stock market.

A

in fiscal hen compared to fiscal 2003.
primary care network revenue of

Hospital revenue increases were due in
equal parts to increases in volume and rates. Hospital revenue increases were equally divided
between inpatient and outpatient revenue. Both inpatient and outpatient service revenues
benefited from negotiated rate increases implemented on January 1,20Q4. Individually, West
Penn was the rnajor driver of the inpatient revenue increase, while AGH was the major driver of
the oupatient revenue increase. Physician revenue increases were due to acquisitions in both the
specialty physician network, as well as the primary care networks. Invesnnent income increased
due to realized gains from improved stock market perfonnance during the first half of fiscal
2404.

In Fchuary 2M4, the sale of *re former Forbes Metro Hospital was completed. A gain offfi
_millionpn the sale was included in other revenue. TAAA
&I"^ ,.r{/.ages, and fringe benefit4as a percentage of net patient service revenues, decreased to

W fiscal 2004 fiomlfl{%f if fiscal 2003. Further, salaries and wages alone decreased to
l4filWin fiscal 2004 from@@in fiscal 2003. Most of these labor savings were generated
from the lpplemenEon of the performance improvement plans. Agency nurse staffing also
dccreasedl$3.8 milliorrlin fiscal 2004, primarily due to the implementation of the perf;ormance
improvement plan at A\H. Employee benelits expense increased tolEBlin fiscal2004 &om

IElT%lin fiscal 2003. T\ was due mostly to incriases in pension "*]@r a result of poor
investYnt market nerfo\nce and decline in interest rates experienced o\r the prior fwo

h\cA
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years. The overall decrease in salaries, wages, and fringe benefits to
patient service revenues had a favorable impact on the statement of op-raTons o

Patient care
revenues,
care supplies to
the statement of

service revenues had an unfavorable impact on

Dfl

l$4.1
rGu \C@ of hansition costs incu:ed related to the hrnover of the anestiesia gioup at AGH.

Absent the anesthesia transition costs, professiona[ fees and purchased services decreased to
lgM;las a percenage of net patient service revenue,

n,@sional fees and purchased services mfl%Fronu '^ .. ^ -F--{h

to fiscal 2003. The decrease in
patient service revenues had a

favorable impact on the statement of operations
D\A

management's performance improvement plans, including decreased ruarketing costs. In
additiorr in December 2003, the Commonwealth of Pennsylvania approved the Mcare
Abatement Progranr, which reduoed the cost of the Meare surcharge on Pennsylvania physicians

L

as a percentage of net patlentTervice revenues, decreased to
in fiscal 2003. This rsduction in bad dcbt expense was due to

work with patienb to determine alternative sources and methods of

fiscal2004 from

Interest expense decreased in fiscal 2004 r flrscal 2003.

Fiseal Year 2002. In{tscal year2003, excess ofexpenses over
revenues was

-A A \A -D\ft
,Generaj,6d administrative expenses,gCa percentage of net patient service revenue, decreased to
llO.lj/gjin fiscal 2004 from 1125%l in fiscal 2003 as a result of the implementation of

rroarerrlgur rrogram, r/|/nreo rgqu(i9q rtrg cosr or rn€ r\4care surcnarge on rennEfryarua pnyslclans_A
retroactive to January 2003. This resulted in a reduction of professioual liability expenqe{n' "
$zooc uy$FniiniGlThe decrease.in genera.land administrative expenses rc @fto*

f @of net patient servic{revenues had a favorable impact on the statedrent of oieElidns of
ffio 'c 

t ?-

Depreciation and arnortization expenses decreased tol$64.1 mii
millionlfor fiscal 2003 principally due to conservation of capital

| 2Oo4 fromf$?69
As a percen*g";r\ n

net patient service revenues, depreciation and
IoGIio fiscal2oo3.t-A, r-f

payrnents, as well as other revenue cyclegggggement projects implemented. The decrease in
the provision for bad debts to!-4o%Jfrom!["]!(lo]nq! pqtient service revenues had a favorable
impactonthestatementofop/rationsoflffiil$fr'Jlr+ AA' D - ,/\'

financial i
in fiscal year 2Q02, which reflects a
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The Health System received a
which was unrestricted and thuernain<Ier utilized for various capital programs. ffi@FgAnt
was the primary reason the Health System produced an improvement in operating results in fiscat
2003.

When the proceeds of the unrestricted portion of the Highmark grant
L

*?{ ? rnillinr were
excluded from operations, the comparison of the fiscal years rellected a deterioration of the core
financial performaace of the Health System oq.sffii!

primarily attributable to increased patient volumes, as

)3;%and inpatient acute discharges increased tr_Eyl revenue would have been greater were it not for 4!!L

This deterioration was due to:

' increases in both labor and patient care supplies that exceeded third-party and
governmental rate increases;

' reductions in Medicare reimbursement for indirect medical education and change in wage
index;

. transition costs related to the turnover of the anesthesia group at AGH;

' decline in investment income due to poor iuvesbnent conditions (declining stock market
and low interest rates on debt instruments);

. increased bad debts; and

. deterioration of payor !mx.

Revenues grew in fiscal2003 to fiscal 2002. The ilcrease was
acute discharges increased by

from fiscal 2002. The increase in
reduction in reimbursement from

Medicare related to indirect medical education aild a reduction in reimbursement
from Medicare related to the Medicare wage index. v

chemotherapies for oncology patients, as well as ttre increased cost of implantable devices in
cardiothoracic, orthopedic and general surgery cases, improved clinical outcomes W]ge
o"g"tiy" impact on financial performance. The increase in patient care supplies to from

of_net p,atient senice revenues had an unfavorable impact on the statement oElEitions

investmentgS[rmanc,g -3Td decreasing interest rates. -ThE-lfrffie in salaries and fringe
benefits tolfl Yl frotjE24glrrglpa.tient service revenues had an unfavorable impact on the
statemenLdf oDerationlofl$iil.ffiillion-ift' {-,{TD tfrrr n-aA _'u 

-/tt
Patieot care ,sfpplieq/,6 a percentage of net patient service revenues. increased to fiffil"in fiscal
2003 from W.qiWn fiscal 2002. The developrnent of new and improved G!, such as

A.A*t'/'
Fgl-g{;;ges and fringejglg$/as a lLrcentage of net patient service ,fi"n 

"r, 
increased to

6?.0%lin fiscal 2003 froml55,77,olfor figlal 2002, resulting frorn a very cg6rpetitive labor market
among healthcare providers particula/y for registered nurses and clin{cal personnel. pension
expensealsodoubled,o@IinfiscaIioogtomFm;iiii6;rinfiscal2002duetopoor
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.frf
Professional fees gnd purchased services , as /6 percentage of net patient service revenue,
decreased toP-T%lin fiscal 2003 from[11596'[n fiscal 2002. This was due to the change in
laboratory services at AGH. In fiscal 2002, AGH purchased all laboratory sen'ices from a joint
venture owned jointly by AGH and a national laboratory. Effective June 28, 2002, AGH
resumed providing laboratory services internally.

AA
Generakirid adminisFative expeqpds', as a percentage of net patient service revenue, decreased to
Irz.-sydin fiscal2003 fromF73%lin fiscar 2002. 

fl ,A
Provision for bad ae!y'Jl a percenrage of net patient service revenues, increased ,/ d;
fiscal2003 frorn@in fiscal 2002. The increase in the provision for bad debts taffiom
Fffilof net patieilffiice revenues had an unfavorable imiact on the statement of ofrEFons of

9
Depreciation and amortization expenses remained fiscal2003 compared
to fiscal 2002, increasing slightly to

Interest expense also remained consistent at$SlTffitli-oElfor both 2003 and 2002.Tn
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Credit Strueture

The table below lists the par amount of the Health System's long-term debt and lines of credit
outstanding as of December 31, 2006 and related amounts that Management anticipates will be
outstanding upon issuance of the Bonds.

Proforma Par
Par Outstanding Outstanding

as of asof
December3l, December3l,

2006 2006*
(in thousands)

Obligated Group Debdrt:
Allegheny Counfy Hospital Development Authority

Scries 2007 A l{ealth Systcm Revcnue Bonds with maturity dates
through and interest rates ranging from _o/o
lo 

-Vo
Series 2000 B Revenue Bonds with maturity dates tkough

Novernber 15, 2030, and fixed intet€st rates of 9.25Vo, including
net unamortized diseount of$9,61I

Series 2000 A Insured Revenue Bonds with maturity dates through
November 15,2030, and a fixed interest rate of 6.5trlo, including
net unamortized premium of $1,436

Darryhin County General Authority
1992 Series A Hospital Revenue Refrrnding Bonds, with maturity

datcs through July l, 2012, and frxed interest rates ranging fiom
6.25Voto 6.5V/o

Pennsylvania Higher Educational Facilities Authority
l99l Series A Revenue Bonds with maturity dates through

September 2016 and fixed intercst rates ranging from 7. 125% ta
7.25o/o

Monroeville Hospital Authority
Series of 1995 Hospital Revenuc Refunding Bonds, with a maturity

date of Oetober l, 2015, and a fixed inlerest rale of 6.250/o

Series of 1992 Hospital Revenue Bonds. with a maturity date of
October l,2013, and a fixed interest af 7.00o/a

Highmark Loan
Payable in seniannual installments of $2,500 for 25 years beginning

in February 2006, and fixed interest rates nnging from 6t/s to g/s
through August 15, 2030

Totral Obligated Group Long-Term Debt

* Preliminaqy, subjectto change.

$59CI415 $zr5-00a
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Non-Obligated G roup Debt:
Allegheny County Hospitat Development Authority

Series 2006 B Healtb Facilities Revenue Notes, payable in monthly
principal and interest payments through October 2015, witb
interest rates ranging from 4.55% to 4.61o/oa)

Serics 2006 A Health Facilities Revenue Norc, payable in rnonthly
principal and interest payments dtrough December 2016, at a fxed
intsrest nte af 5.25Yo for all paymonts c)

McKeesport Industrial Devclopmerrt Authority
Payable in monthly interest and principal payments through Jaouary

l, 2010, at a fixed intcrest rate of 5.12a/o fior all payments (a)

Mortgage loan
Payable io monthly principal and interest payrnenls through May

2A26, with variable interesl rates of 7.53% for taxable portion and
5A3% for tax-exernpt portion at December 3l , 2006(5)

Total Non0bligated Group Long-Term Debt

Notes:

$JEJ5? $3XJl2

(t) Docs not inctude the Ftoating Rate Resfructuring Certificates ("FRRC$"), payments of which are contingent
upon achieving and maintaining specified liquidity levels. No payments hale cver bcen dtre under the FRRCs. For
a discussion of tbe FRRCs, please see Notc 8 to the consolidated financiat statements as of and for the years cnded
June 30, 2006 and 2fi)5 ineluded in Appendix B.

o The proceeds of the Series 2006 B Notss were uscd to acquire four new helicopters for AGH's air medical
transportation progrcm. ,The heljgopters will be aquired throughout 2007. Balloon payments are due on the Series
2006 B Notes in 2014 o{$3.? milliopfand 20t5 off$r lT;iiijffiI--------1c 

-L

P) The proceeds of the Series 2006 A Notes were used to acquire new hospital beds for AGH,

(o) Th" proceeds of the Series 2004 Notes were used to frrnd fhc acguisition of various items of medical
equipment throughout Ore Health System.

(t) The proceeds of the Mongage Loan were used to acquire an ambulatory medical oftice buitding. The
intercst income on the Mortgage laart. is part taxable and part tax-exempt. The Mortgage Loan is payable over 20
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The table below sets forth historic and pro forma maximum annual debt service and debt service
coverage for the Obligated Group.

Estimated and Pro f,'orma Coverage of Maximum Annual Debt Service
of the Obligated Group
(in thousands of dollars)

Ycer Endcd Junc 30

2&r2 2003 20M
2006

Pro Foroat

(Exms ofexpanscs ovcr revcnues)
revenues over expenses

lntercst Expense

Depreciation and Amortizatiotr

Gain on Disposition ofAsseh

Total Funds Available for Debt
Scrvice

Maximum Annual Dcbt Scrvioe

Debt Sewice Coverage Ratio

* Preliminary, subject to changc.

s(32,880i $(15,865) S 18,653 S 37,342, $ 20,814

53,09? 53,123 52,973 52,5 l5 5 t,015

65,662 66,695 64,094 62,642 59,149

2.123

ft
$ 20,814

5t,0t5

59,149

$ t 3 1,5?8

${6.403

2.84
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Liquidity and Cash Flows

The primary source of liquidity has been cash generated from operations. To a lesser extent, the
Health System has bonowed funds outside the Obligated Group to supplement operating cash
flows.

The following table presents historical unrestricted cash and investrnents tlrat were available for
debt service (based on the definition of days cash on hand included in the Series 2000 Master
Trust lndennre):

Unrestricted Cash and Investments
(in thousands of dollars)

The following table presents historical unrestricted cash and invesEnents of fhe Obligated Group.

Ae ofrnd for the

Yerrr Ended June 30.

As of eld for tte
Slx Modths Eddcd

Dccember 31,

($ in

Cash and Cash Equivalenr

Short Term lnvestments

Due From Restricted Funds

Board Dcsignatcd Funds

Special Reserve Fund

Accotrns Payablc over 90 Days

Totgl Cash ard Invesfrnents

Operating Expenscs

Lcss: Deprcciation and Amonieation

Opemtrng Expcnscs Lcss Deprcciation
and Amonization

Days in Period

Expenses Pcr Day

Days Cash on Hand

9r,095,422 $1.169,739 51,222,697 5r272,9U $1.349,280 $ 658,165 $ 710,693

365 365 365 365 36s 184 t84

$ 3,00r $ 3,205 $ 3,350 $ 3,48? $ 3,697 $ 3,577 $ 3,862

59.0 64.t 65.

s 59.762 S 6e,776 $ 59,876 i 85,178 $ 74,533

30,4E7 l4Jt 5 16,456 I ?,860 I
- 75 t.t 12 ,.529

99,M8 r00,915 il8.341 t30,236 r

72,482 $ 132,500

IE:E2

946 I

r34,s42 t I
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