


























LICENSES AND ACCREDITATION

The Hospitals have operating licenses issued by the Pennsylvania Department 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
2006 for Canonsburg, and are qualified to participate in the Medicare and Medicaid programs.
In addition, all Graduate Medical Education residencies and fellowships currently have
Continuing Full Accreditation from their respective accrediting boards.

SOURCES OF REVENUES

The patient service revenues of the Health System are derived primarily from third party payors,
which reimburse or pay the Health System for the services it provides to patients covered by
such payors. See "BONDHOLDERS' RISKS—Patient Service Revenues" in the front part of
this Official Statement for a discussion of governmental and private payment systems. Third
party payors include the federal Medicare Program, the federal and state Medical Assistance
Program (“Medicaid”), Highmark Blue Cross Blue Shield (“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.

2002 2603 2004 2005 2006
Medicare 47% 46% 47% 47% 46%
Highmark Blue Cross/Blue 24 26 24 22 23
Shield
Medical Assistance 9 10 10 1t 12
Commercial Insurance 2 2 2 2 2
HMO/PPO 12 10 11 12 1
Self-Pay/Other _ 6 6 __6 6 6
Total 100.0% 100.0% 100.0% 100.0% 100.0%

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
December 2005, Highmark had a 55% market share in the commercial HMO market and 73%
market share in the Medicare HMO market in the Health System's PSA according to statistics
published by the Health Alliance of Pennsylvania. In March 2007, the Board of Directors of
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Condensed Summary of Operations

For the Five Fiscal Years Ended June 30, 2006

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

Six Months Ended

Year ended June 30, December 31,
(8 in thousands) 2002 2003 2004 2005 2005 2006
Unrestricted Revenues, Gains, and /ﬂ
Other Support:
Net patient service revenue $1,010,555 $1,091,628 $1,209,371 $1,295,102 Sl,351,50d 5 658,659 $ 702,093
Other revenue 88,245 100,828 71,567 53,204 50,547} 24,852 2734
Investment income 13,115 17,396 19,398 20,575 23,384{] 12,655 12,294

Total unrestricted revenues, gains and
other support

Net Assets Released From Restrictions
Used for Operations

Expenses:
Salaries, wages, and (ringe benefits
Patient care supplies
Professional fees and purchased

services

General and administrative
Provision for bad debts
Depreciation and amortization
Interest
Total expenses

(Excess of expenses over revenues)
revenues Over expenses

L11E91S _ 1.209.852 1300336 1368881 1425437 696,171 _ 741,701

5,057 14,332 5421 4,497 4,582 2,228 2,123
563,193 622,181 659,695 695941 753,845 | 364,402 404,724
185,508 209,297 233912 251,301 127,192 140,127
116,194 105,672 105,079 104,686 58,579 52,044
127,066 136,133 122,334 122,340 62,696 65,743

39,210 46,385 48,790 44,996 18,172 22,182
65,663 66,910 64,094 63,329 30,648 30,10
53,097 53,123 52,996 53,040 26,310 24,768

- 1,149.931 _ 1239701

$ (32959) $ (15517} §

1,286,900 1335633 _1,408927H] 687.999 _ 739,698

18857 § 37,7458 21,094F 10400 $ 4,126
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Condensed Balance Sheet Information

As of June 30, 2002, 2003, 2004, 2005 and 2006

And As of December 31, 2005 and 2006

June 30 December 31
(8 in thousands) 2002 2003 2004 2005 2006 2005 2006 B
Assets ,
Current Assets:
Cash and cash equivalents $ 574978 698258 60463 $§ 85477 § 75,104 72,819 $ 133,201
Short-term investments 28,888 14,515 16,456 17,860 18,393 18,282 -
Due from temporarily restricted assets 1,559 75 1,112 1,529 686 946 1,290
Assets limited or restricted as to use 6,044 11,397 16,640 16,034 8,704 10,517 14,426
Receivables:
Patient accounts, net 172,794 170,092 166,062 156,304 175,649 157,195 181,611
Other 17,555 18,682 16,610 15,237 22,121 19,721 21,739
Inventories 20,308 19,078 19,936 23,036 24,482 23,996 25,049
Prepaid expenses 13,493 10,430 14,959 13,676 11,549 8,616 8.899
Estimated third-party payor settlements - - - 1,199 - -
Total cyrrent assets 318,138 314,094 312238 329,153 337,887§1 312,092 386,215
Assets Limited or Restricted as to Use 413,258 414,426 461,469 476,906 471,088} 488,634 493,257
Property and Equipment, net 410,402 399926 363,330 358,427 368,526 363,987 384,754
Other Assets, net 46,755 42,091 41,391 43,553 68,692 60,372 72,963
Total assets $1,188,553 $1,170,537 §1,178,428 $1,208,039  $1.246,193] p1,225,085 $1,337,189
Liabilities and Net Assets
Current Liabilities:
Current portion of long-term debt 3,534 8,185 5,059 12,020 13,271 15,510 15,091
Accounts payable and accrued cxpcnscs‘ 114914 107,305 86.556 93,932 111,357 100,809 128,767
Accrued salaries and vacation 29,871 34,365 42,037 49,474 42,459 33,799 44,191
Estimated third-party payor settlements 23,300 19,341 17,412 8,263 - 6,745 2,460
Current portion of deferred revenue 7,769 9,727 10,743 10,473 10,340 10,787 14,643
Current portion of self-insurance
liabilities 8,311 6,240 7,097 6,471 3,431 6,832 3,784
Total current {iabilities 187,699 185,163 168,904 180,633 180,858 174,482 208,936
Deferred Revenue 12,445 11,865 10,743 11,412 16,926 12,191 48,902
Self-insurance Liabilities 28,892 35,226 32,730 29,916 48,450 45,693 50,958
Long-Term Debt 657,190 649,481 654,582 643,037 633,3401] 634,128 651,165
Accrued Pension Obligation 47,169 152,527 131,702 131,781 103,912 127,752 90,679
Other Noncurrent Liabilities 22,946 15,491 9,295 11,581 12,843 11,051 12,618
Total Liabilities 956,341 1,049,753 1,007,956 1,008,360 996,329 § 1,005,297 1,063,258
Net Assets (Deficit):
Unrestricted {10,098) (115,180) (84,014)  (66.599) {26,946 {54,712) (15,904)
Temporarily Restricted 29,674 34,862 36,579 37.297 38,472 39,055 38,852
Permanently Restricted 212,636 201,102 217,907 228981 238,338} § 235,445 250,983
Total 232,212 120,784 170,472 199.679 249,864]} 219,788 273,931
Total habdities and ner assets $1,188,553 $1,170,537 §$1,178,428 $1,208,039 §I ,246.I9J 1,225,085 $1,337,189
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Management’s Discussion and Analysis 8 B

Six Month Period Ended December 31, 2006 Compared to Six Month Period Ended December
31, 2005. During the first six months 6f fiscal 2007, the Healtl System generated excess of
revenues over expenses of] which was [$6.3 million Jless than the first half of fiscal
2006. The Health System's overall year-to-date decline in profitability was largely due to the
transition of anesthesiologists from a contractual model to an employment model which became
effective in February 2006. Profitability also decreased due to a decline in pati €S
West Penn. Total revenues, gains and other support increased [$45.5 millionl or by@/ddue
primarily to higher acuity of patients, scheduled reimbursement rate increases, and employment
of the anesthesiologists. Total expenses increased{$51.7 million-or byl?.S%,' most notably
affected by salaries, wages and benefits, which werel illi W

fiscal 2006, more than half of which was related to the aforementioned conv

services. B
¢
Patient service revenue ’izéreas d $43.4 millionlor b in comparison to the first six months

of fiscal 2006. The majority of the revenue increase was attributable to professional fees, which
increased [§25 milhon] in comparison to the first six months of fiscal 2006, due to the
aforementioned conversion of anesthesia services. Other factors include scheduled annual rate
increases, as well as an improvement in the Health System’s case mix index, reflective of a
higher acuity of patients. Acute discharges were er than the first six months of fiscal

2006.
8 b D

Salarieg, wages amj/fringe benefits as a pcrc7étage of net patient service revenue increased to

{57.6%| from{55.3%]for the comparable period/of fiscal 2006, unfavorably affecting the statement

of operations by approximatelyi$ 16.3 million] While these numbers include the impact of annual_-C

merit increases and an increased usage of premium labor, the largest factor was /ﬂe/

aforementioned transition of anesthesiology services resulting in an impact of Ezl .7 miilion.]
5]

B
Patient/care supplies as a percentage of net patient service revenue increased to from
]l9.3%l for the comparable period i I 2006, unfavorably affecting the statement of
operations by approximately | Ongoing improvements in efficiencies of the e-
Materials program were offset by price increases in drugs utilized by WPAON, and increased
electrophysiology volumes, a serDvice that is supply-intensive yet profitable to the Health System.

B

Professi'r nal fees and purchased services as a percentage of net patient service revenue decreased
to from 8.9% parable period in fiscal 2006, favorably affecting the statement of
operations by}$10.4 Factors affecting the improvement include a favorably renegotiated
information systems maintenance contract, the elimination of anesthesia stipends incurred while
under an independent contractor model, and the elimination of prior year consulting fees
associated with the clinical documentation initiative, Compliant Documentation Management
Program (“CDMP”). 0

B 8
General and admipfstrative expenses as a percentage of net pdtient service revenue decreased to
m from for the comparable period of the prior fiscal year, favorably affecting the
statement of operations by approximately [$1.1 million.

The improvement is reflective of the
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increase in net patient service revenue, although a decrease in malpractice expense was
experienced as well. B 8

Provision for bad debts as a percentlige of net patient servife revenue increased during the fipst
six months of fiscal 2007 t0{3.2%]in comparison td 2.8%]during the first six months of ffscal
2006, which had an unfavorable effect on the statement of operations by This
reflects a procedural change involving the accounting for the acceleration in the processing of
accounts for patients who may have applied for Medical Assistance and either did not qualify, 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, and a &1.5‘
million decrease in interest expense was related to reductions in outstanding indebtedness over ‘8
the past year.

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

than fiscal year 2005 results. Near m of the |§ reduction in profitability was
associated with the aforementioned conversion of anesthesia services, which resulted in net
incremental costs of{$11.4 million |for the peried. In addition. decreases in patient volum A
reduced profitability. Total revenues, gains and other support increased{$56.6 milliony or}4.1%]
primarily due to higher acuity of patients and annual reimbursement rate increases. Total

expenses increased by|$73.3 millionjon 5.5%] most notably affected by employment costs, which
were [£57.9 millionjor{8.3%]greater thys the priojial year.

J ]
Patient service revenue increased|$56.6 million]or by}4.1%lin comparison to 2005. The majority
of the revenue increase was atiributable to annual rate increases on inpatient activity across the
Health System as well as a improvement in the all-payor case mix index, reflecting

recognition of a higher acuity of patients being treated.

Acute discharges weress than the prior fiscal year. Contributing factors included major
construction projects at three campuses, an overall market decline according to data from the
Hospital Council of Western Pennsylvania, a shift in payor membership, and a shift to treatment
in outpatient settings as a result of changes in medical technology and increased competition
from ancillary centers and independent physician groups. Volume declines were also impacted
by the departure of two prominent independent physicians at West Penn, an orthopedic surgeon
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and a vascular surgeon who began admitting their patients at a competing hospital in February
2006. A 0

Salarie;,/vkggs and fringe benefits as a percentage of net patient service revenue increased to

155.8%] from [53.7%] in fiscal/2005, unfavorably affecting the statement of operations by
approximately B27.6 The employment 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 adjustments, wi}qich were primarily nursing-related.

Patient care supplies 45 a'percentage of net patient service revenue remained relatively constant,
increasing to |19.5%] from [19.4%] in fiscal 2005. This increase resulted primarily from volume
growth in neurosurgical spine, electrophysiology and trauma services, all of which are very
supply-intensive. Improvements in pricing and the efficiencies of the e-Materials program were
offset by these increases in utilization in supply-intensive service areas. While increases in new
technology costs, particularly implants, continued to outpace increases in reimbursement for
these devices, additional activities to reduce supply chain expenses were initiated.

Professig ﬁl fees and purchased services as a percentage of net patient service revenue remained
atr both fiscal years 2006 and 2005. Incremental consulting fees associated CDMP were

offset by other expense reductions.

Gener; d administrative expenses as a percentage of net patient service revenue increased to

I9.6% ﬁ'rom 9.4%ifor fiscal 2005, which unfavorably affected the statement of operations by

million. Utility costs increased due to incremental electrical usage and higher natural gas rates.

offset in part by lower insurance premiums.
A

Provision for bad depts as a percentage of net patient service revenue decreased to 5.8"/1 in

recognition of its charitable nature, is taken as a reduction to net patient service revenue. As a
result, only the remaining balance was included in the bad debt expense category subsequent to
that date. This complements the Health System's Charity Care policy which grants patients a full
or partial discount, up tof charges, based on income levels up to H00%]of the Federal
Poverty guidelines. A A A

N\
Depreciation and amorti'?‘ fion decreased from{ $63.3 million|to[$61.7 million| Interest expense

decreased by [§1.2 millionfin ac:ordance with existing debt amortization schedules.

Fiscal Year 2005 Compared f0\Fiscal Year 2004. In fiscal 2005, the excess of revenue over
expenses was an improvement over fiscal 2004, Health System-
wide enhancements included revenue cycle initiatives, reductions in the use of premium labor,
and decrease in insurance costs. Improvements to the Health System’s financial 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|$85.7 million| i fiscal 2005 compared to fiscal 2004. The
majority of the increase was due to revenue cycle improvements and scheduled rate increases
with commercial and managed care payors. Another factor was the effect of a large oncology
practice’s conversion from a management fee model to an ownership model effective January
2004. This contributed [$8.8 million|to the increase in patient service revenue. The mix in
volume shifted from that of prior yeafs, particularly at West Penn, which closed its psychiatric
unit and increased the volume of gurgical cases, especially in orthopedics. Overall, acute
fiscal 2004. Changes in regulations impacting qualified
ith the closure of the West Penn psychiatric unit were the

main contributors of this decrease:

A
Other revenue decreased by{$18.4 millionfdue to the aforementioned change in the contractual

relationship with a large oncology practice, as well as the gain of [$3.1 millionJrecorded in the
prior year due to the sale of the former Forbes Metro facility. A

O
Salariesy whges, and fringe benefits"as a percentage of net patient service revenue decreased to
53.7% from [54.5%]in fiscal2004. This resulted in an improvement to the statement of
operations of |$10.5 million] in fiscal 2005. The improvement was due to result of negotiated

increases with selected third-party payors, as well as a significant decrease in dependence on
premium labor due to successful nurse recruitment efforts. A

Patient zﬁ‘e supplies as a percentage of net patient service revenue increased from o
<l9.4%|in fiscal 2005. The overall increase in patient care supplies has been mitigated somewhat
by purchasing strategies reflective of (a) increased usage of “reverse auctions” for patient care
supplics; (b) further development of primary business partner relationships with key vendors,
and (c) implementation 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
effectiveness of various medical products and treatments to achieve more appropriate utilization
of clinical resources.
A A

ProfessipfialNees and purchased services as a percentage of net patient service revenue decreased
scal 2004, resulting in an improvement to the statement of operations of
d administrative expenses as a percentage of net patient service revenue

D ~" decreased 10{9.4% omHIO.l"/g in fiscal 2004, resulting in an improvement to the statement of

operations o%[ii? million] Both of these relationships are due primarily to the improved
reimbursement rates noted abpve. The Health System also benefited from reduced insurance
costs, most notably in pro
Pennsylvania’s Medical Care A
program.

A
Provi ﬁ for bad debts as a percentage of net patient service re 13-5%)] from
in fiscal 2004, which had a positive impact of{$7.3 million] The defrease was also due to a

change in policy (effective January 1, 2005) which granted a 50%] discount to all uninsured

patients. While this policy change resulted in a favorable decrease in bad debt expense, it also
created an offsetting decrease in net patient service revenue of approximately|$10.6 million
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A

Depreciation and amortization decreased to}$63.3 million| from [$64.1 million]in fiscal 2004.

This decrease was caused by the Health System’s previous focus on liquidity over cafitai _A

investment. Interest expense increased slightly from the prior fiscal year due to the]$10 million
debt issuance in June 2004,

A
Fiscal Year 2004 Compareg/to Fiscal Year 2003, In fiscal year 2004, excess of revenues ove A
expenses was $18.9 millionjcompared to an excess of expenses over revenues of’ m\ n

fiscal 2003.
A

This|$34.4 million|improvement was primarily due to:

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

*» insurer rate increases implemented on January 1, 2004;
* the realization of labor cost saving initiatives implemented late in fiscal 2003;

* continued improvement in the registered nurses vacancy rate leading to less need for
agency nursing staff; and

* an improvement in investment income due to better investment conditions from an

improved stock market. A

c . A C
Revenues incregged by [$81.6 millionf on}6.7%|in fiscal 2004/when compared to fiscal 2003.
Increases wer¢/noted in hospital revenue of ./_million} primary care network revenue of

11.2 million;{ and investment income of §2.0 million] 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, 2004, Individually, West
Penn was the major driver of the inpatient revenue increase, while AGH was the major driver of
the outpatient revenue increase. Physician revenue increases were due to acquisitions in both the
specialty physician network, as well as the primary care networks. Investment income increased
due to realized gains from improved stock market performance during the first half of fiscal

2004.

In Ecbruary 2004, the sale of the former Forbes Metro Hospital was completed. A gain of @L

‘million on the sale was included in oghcr revenue.

#{ as a percentage of net patient service revenues, decreased to
fiscal 2003. Further, salaries and wages alone decreased to

‘from the implementation of the performance improvement plans. Agency nurse staffing also
in fiscal 2004, primarily due to the implementation of the performance
improvement plan at AGH. Employee benefits expense increased to in fiscal 2004 from

!8.l%lin fiscal 2003. This was due mostly to increases in pension expenseNss a result of poor

investipent market perfortyance and decline in interest rates experienced oV¢r the prior two

A-45

UPE-0001156



A

years. The overall decrease in salaries, wages, and fringe benefits to} 54. S‘Vj from|57.0% lof net
patient service revenues had a fazorable impact on the statement of operations of[$29.6 million]
D

Patient care Wypplies, including’drugs 4nd blood products, &§ g percentage of net patient service
revenues, incrégsed to [19.3%]in fispal 2004 from f19.2%]in fiscal 2003. The increase in patient
care supplies to [9.3%|from of net patient service revenues had an unfavorable impact on
the statement of operations of [§2.0 million] _ D

Professional fees %urchascd services, 2 percentage of net patient service revenue,
decreased to 5.7“/_3} in fiscal 2004 from| 9.7%i in fiscal 2003, This was primarily due to [$4.1
million] of transition costs incurred related to the turnover of the anesthesia group at AGH. “(
Absent the anesthesia transition costs, professional fees and purchased services decreased to
18.3%,]as a percentage of net patient service revenue, compared to fiscal 2003, The decrease in
professional fees and purchased services to 8.7%]fron] 9.7% [BRpet patient service revenues had a
favorable impact on the statement of operations of{$12.0 million. \
DA

General ¢ ? administrative expenses, 95 gpercentage of net patient service revenue, decreased to
in fiscal 2004 from fiscal 2003 as a resuit of the implementation of
management’s performance improvement plans, including decreased marketing costs. In
addition, in December 2003, the Commonwealth of Pennsylvania approved the Mcare
Abatement Program, which reduced the cost of the Mcare surcharge on Pennsylvania physicians i
retroactive to January 2003. This resulted in a reduction of professional liability expense-in

fiscal 2004 by § The decrease in general and administrative expenses to §0.1%] from

A ~1Z3%] of net patient service revenues had a favorable impact on the statement of operations of

iS 8.5 million}]
D ¢ [

The Health System’s charity carg/policy was broadened in fiscal 2004 in an attempt to make
healthcare services_more afforddble for low income patients. Cérity care provided in fiscal
2004 amounted to [§8.1 million] which was an increase of over fiscal 2003. The Health
m provision for bad debts, as a percentage of net patient service revenues, decreased to
in fiscal 2004 from]4.2%]in fiscal 2003. This reduction in bad dcbt expense was due to
orts to work with patients to determine alternative sources and methods of

payments as well as other revenue cycle management projects implemented. The decrease in
the provision for bad debts to}4.0%]from{4.2% Maﬁem service revenues had a favorable

impact on the statement of opératlons oﬂSZ 6 million] N h [+
]

Depreciation and amortization expenses decreased to|$64.1 million}in fiscal 2004 from [$66.9

for fiscal 2003 principally due to conservation of capital additions.\ As a percentage of \
net patient service revenues, depreciation and amorgzation decreased t015.3%lin fiscal 2004 from
i

in fiscal 2003.
Interest expense decreased tJ $53.0 milliog in fiscal 2004 from}$53.1 millionjfor fiscal 2003.

Fiscal Year 244 In fiscal year 2003, excess of expenses over
‘ ' in fiscal year 2002, which reflects a
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The Health System received a|$42 million{grant from Highmark in fiscal 2003,:$25.3 millionlof

which was unrestricted and the remainder utilized for various capital programs. This major grant
was the primary reason the Health System produced an improvement in operating results in fiscal
2003. .

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

excluded from operations, the comparison of the fiscal years reflected a deterioration of the core

financial performance of the Health System o0f]$7.9 milliop}

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 investment conditions (declining stock market
and low interest rates on debt instruments);

« increased bad debts; and
* deterioration of payor mix.

Revenues grew([$107 milliod or[9.6%]in fiscal 2003 compare, t% fiscal 2002. The increase was
primarily attributable to increased patient volumes, as inpdtient acute discharges increased by
and inpatient acute discharges increased by P.9%} from fiscal 2002. The increase in
¢, ¢ revenue would have been greater were it not for a}$4.1 milliod reduction in reimbursement from
Medicare related to indirect medical education and a §$2.0 million] reduction in reimbursement
from Medicare related to the Medicare wage index. L ¢

A
Salariess v&gges and fringe benefits! as a grcentage of net patient service rgvenues, increased to
-in fiscal 2003 from[55.7% for figéal 2002, resulting from a very cofapetitive labor market
among healthcare providers particulaply for registered nurses and clipical personnel. Pension
expense also doubled to|$10.0 milliod in fiscal 2003 from in fiscal 2002 due to poor
investment performance and decreasing interest rates. The increase in salaries and fringe
benefits 10/57.0% from]55.7%] of net patient service revenues had an unfavorable impact on the
statemcn(,éf operation o
A A _np D A
Patient care sup]:ﬁ?ﬁs/a percentage of net patient service revenues. increased to fiscal
2003 from [18.4%]in fiscal 2002. The development of new and improved drugs, such as
chemotherapies for oncology patients, as well as the increased cost of implantable devices in
cardiothoracic, orthopedic and general surgery cases, improved clinical outcomes but had”a
negative impact on financial performance. The increase in patient care supplies to [9.2%] from
of net patient service revenues had an unfavorable impact on the statement of operations

A’ $8.9 million}
0

A-47

UPE-0001158



A

Professional fees aufi purchased services, as A percentage of net patient service revenue,
decreased to]9.7%]in fiscal 2003 from{IT.5%Jin fiscal 2002. This was due to the change in
laboratory services at AGH. In fiscal 2002, AGH purchased all laboratory services from a joint
venture owned jointly by AGH and a national laboratory. Effective June 28, 2002, AGH
resumed providing laboratory services internally.

Gener: aﬁd administrative expe fs‘ as a percentage of net patient service revenue, decreased to
12.5% in fiscal 2003 from|12.6%lin fiscal 2002.

A A

A
Provision for bad debts/as a percentage of net patient service revenues, increased in
13.9 % in fiscal 2002. The increase in the provision for bad debts to from

fiscal 2003 from
B.9%] of net patient service revenues had an unfavorable impact on the statement of operations of
54.0 million] D

A
Depreciation and amortization expenses remained r€latively consiste ff}r fiscal 2003 compared
to fiscal 2002, increasing slightly to $66.9 millior from [$65.7 million
Interest expense also remained consistent at or both 2003 and 2002.
A
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Credit Structure

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.

Obligated Group Debt'";
Allegheny County Hospital Development Authority

Series 2007 A Health System Revenue Bonds with maturity dates
through and interest rates ranging from ___ %
to___ %

Series 2000 B Revenue Bonds with maturity dates through
November 15, 2030, and fixed interest rates of 9.25%, including
net unamortized discount of $9,611

Series 2000 A Insured Revenue Bonds with maturity dates through
Navember 185, 2030, and a fixed interest rate of 6.50%, including
net unamortized premium of $1,436

Dauphin County General Authority
1992 Series A Hospital Revenue Refunding Bonds, with maturity
dates through July 1, 2012, and fixed interest rates ranging from
6.25% to 6.50%

Pennsylvania Higher Educational Facilities Authority
1991 Series A Revenue Bonds with maturity dates through
September 2016 and fixed interest rates ranging from 7.125% to
7.25%

Monroeville Hospita! Authority
Series of 1995 Hospital Revenue Refunding Bonds, with a maturity
date of October 1, 2015, and a fixed interest rate of 6.25%
Series of 1992 Hospital Revenue Bonds, with a2 maturity date of
October 1, 2013, and a fixed interest of 7.00%

Highmark Loan
Payable in semiannual instaliments of $2,500 for 25 years beginning
in February 2006, and fixed interest rates ranging from 6% to 9%
through August 15, 2030

Total Obligated Group Long-Term Debt

* Preliminary, subject to change.
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Proforma Par
Par Outstanding Outstanding
as of as of
December 31, December 31,
2006 2006*
(in thousands)
B /E
- $735,000
367,179 -
77,056 -
13,775 -
8,600 -
900 -
2,935 -
120,000 -
3590415 $735.000
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Non-Obligated Group Debt: B E

Allegheny County Hospital Development Authority
Series 2006 B Heaith Facilities Revenue Notes, payable in monthly 24,000 24,000
principal and interest payments through October 2015, with
interest rates ranging from 4.55% to 4.61% @
Series 2006 A Health Facilities Revenue Note, payable in monthly 4,950 4,950
principal and interest payments through December 2016, at a fixed
interest rate of 5.25% for all payments

McKeesport Industrial Development Authority
Payable in monthly interest and principal payments through January 6,465 6,465
1, 2010, at a fixed interest rate of 5.12% for all payments

Mortgage Loan

Payable in monthly principal and interest payments through May 3,342 13342

2026, with variable interest rates of 7.53% for taxable portion and
5.43% for tax-exempt portion at December 31, 2006

Total Non-Obligated Group Long-Term Debt 338,757 838,757
Notes:

@ Does not include the Floating Rate Restructuring Certificates ("FRRCs"), payments of which are contingent
upon achieving and maintaining specified liquidity levels. No payments have ever been due under the FRRCs. For
a discussion of the FRRCs, please see Note 8 to the consolidated financial statements as of and for the years ended
June 30, 2006 and 2005 included in Appendix B.

@ The proceeds of the Series 2006 B Notes were used to acquire four new helicopters for AGH's air medical
transportation program. The helicopters will be acquired throughout 2007. Balloon payments are due on the Series
2006 B Notes in 2014 04$3.7 millionfand 2015 o(’

¢
©®) The proceeds of the Series 2006 A Notes were used to acquire new hospital beds for AGH.

@ The proceeds of the Series 2004 Notes were used to fund the acquisition of various items of medical
equipment throughout the Health System.

© The proceeds of the Mortgage Loan were used to acquire an ambulatory medical office building. The
interest income on the Mortgage Loan is part taxable and part tax-exempt. The Mortgage Loan is payable over 20
ears with a final payment due in May 2026. The loan bears interest at a rate that resets every five years, currently

7.53%}1axable and{3.43%Jtax-exempt.

8 )
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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 Forma Coverage of Maximum Annual Debt Service
of the Obligated Group
(in thousands of dollars)

Year Ended June 30
2006
2002 2003 2004 2005 2006 Pro Forma*

(Excess of expenses over revenues) R
revenues over expenses $(32,880) $(15,866) $ 18,653 $ 37,342 $ 20,814 $ 20,814
Interest Expense 53,097 53,123 52973 52,515 51,015 51,015
Depreciation and Amortization 65,662 66,695 64,094 62,642 59,749 59,749
Gain on Disposition of Assets 2,123 - - - - -
Total Funds Available for Debt D

Service l_j__&&nﬂz_____jm3.952 $135.720 $152.499 $131.578 { $131,578
Maximum Annual Debt Service L$ 64033 $ 64,033 § 64.033 $ 64,033 § 64033 ] $46.403
Debt Service Coverage Ratio ] 137 1.62 212 738 Y 2.84
* Preliminary, subject to change.
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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 borrowed funds outside the Obligated Group to supplement operating cash

flows.

The following table presents historical unrestricted cash and investments that were available for
debt service (based on the definition of days cash on hand included in the Series 2000 Master

Trust Indenture):

Unrestricted Cash and Investments
(in thousands of dollars)

The following table presents historical unrestricted cash and investments of the Obligated Group.

As of and for the
As of and for the Six Months Ended
Yesrs Ended June 30, December 31,
($ in thousands) 2002 2003 2004 2005 2006 A 2005 2006 @
Cash and Cash Equivalents $ 59762 $ 69,776 § 59,876 $ 85,178 $ 74,533|F 72482 § 132,500
Short Term [nvesiments 30,487 14,515 16,456 17,860 18,393 18,282 -
Due From Restricted Funds - 75 1,112 1,529 686 946 1,340
Board Designated Funds 99,048 100,915 118,341 130,236  124,456}] 134,542 118,077
Special Reserve Fund z 3,007 3,025 3.071 - 3119
Accounts Payable over 90 Days I (1,475) - - (133) - - (450)‘ <
Total Cash and Investments T8 187,822 % 188288 § 198810 § 237,741 § 218068 $ 229,371 § 251,467
A B

Operating Expenses T $1,161,084 $1,236,434 $1,286,791 $1,335,564 $1.409,029] | 688,040 739,703
Less: Depreciation and Amortization (65.662) (66,695) (64,094) (62,642) (59,749)|| (29.875)  (29,010)
Operating Expenses Less Depreciation 0

and Amortization $ 1,095,422 $1,169,739 $1,222,697 $1,272,922 $1,349,280 $ 658,165 $ 710,693
Days in Period 365 365 365 365 365 184 i84
Expenses Per Day $ 3001 % 32058 33508 3487 § 3,697 $§ 3,577 § 3862
Days Cash on Hand 62.6 58.8 39.3 _682 59.0 64.1 65.1
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