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CIRCUIT COURT OF THE CITY OF ALEXANDRIA

COMMONWEALTH OF VIRGINIA, ex rel.
JAMES S. GILMORE,

ATTORNEY GENERAL OF THE
COMMONWEALTH OF VIRGINIA,
CHANCERY NO. CH961241

Complainants,
V.

LASZLO N. TAUBER, et al.

Respondents.

e e e e e N e N N

ACCOUNTING OF THE ASSETS OF
JEFFERSON MEMORIAL HOSPITAL, INC.

INTRODUCTION
Cobb & Associates, Ltd., a professional corporation, has been retained to prepare an
accounting of the assets of Jefferson Memorial Hospital Inc. (JMHI) based on holding of the
assets of JMHI “in trust for the public” in “accord with the charitable purposes to which they

should have been devoted.” Arthur H. Cobb has primary responsibility for this engagement.

J.APP. 5650



Bt
i\)
N,

PURPOSE AND CONTENT

The Court entered a declaratory judgment that the assets of JMHI remain in the hands of
Respondents as trustees and ordered Respondents to submit “a full and complete accounting of
all assets and liabilities” of JMHI.

The Court found that “the assets remained in JMHI until its dissolution,” which occurred
on or about April 18, 1973 (“The charter revocation terminated JMHI’s corporate existence and
powers, and it could no longer function as a corporation”) and “(a)t the time of dissolution, these
assets passed into and remain in the hands of Respondents as trustees.” Therefore, we have
prepared an accounting of the assets of JMHI through April 18, 1973.

| We have prepared alternative accountings based on assumptions regarding operations,
assets, and dates of liquidation of operations. The alternative dates are July 1, 1975, March 31,
1982, December 31, 1992, and October 1, 2005, which represent the dates of significant changes
in operations or asset base. The alternative accountings are to provide t’h'e Court with additional
information.
ACCOUNTING
Hospital Operations Through April 18, 1973 - $0 ($0 as of September 30, 1999)

We have prepared an accounting of the assets of JMHI, based on JMHI operating a 120-
bed general-acute hospital, Jefferson Memorial Hospital, through June 30, 1973 (the date closest
to the April 18, 1973 dissolution of JMHI, for which financial statements have been available)
and on JMHI “no longer function(ing) as a corporation” and, therefore, “to wind up or liquidate

the business” as of approximately April 18, 1973.
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As of approximately April 18, 1973 (June 30, 1973) Hospital Operations are estimated to

result in total liabilities of approximately $1,719,290, total assets of approximately $1,661,785

. and total shareholders’ deficit of approximately (857,505). Liquidation of the business would be

expected to have resulted in realization of cash in amounts less than reflected in the balance sheet
asset accounts. Liquidation of the business as of April 18, 1973 is estimated to result in no net
proceeds.

Hospital Operations through, and liquidation of the business as of, April 18, 1973 follows
the Courts’ findings and reflects the business and financing of Hospital Operations. (Medical -
stz;ﬂ' physicians, including physicians who comprised the Board of Directors of JMHI and senior

management of the Hospital, focused primarily on their individual practices and did not maintain

pace with the rapidly changing and increasingly sophisticated hospital industry. Jefferson

Memorial Hospital competed with general-acute care hospitals located in the City of Alexandria,
Arlington County and Fairfax County, including hospitals which were larger and which provided
a broader range of services. Hospital Operations were undercapitalized and did not make all
payments on certain Lease Agreements or on Bonds Payable. Further, Hospital Operations were

supported by a cash infusion of $221,260 during the year ended June 30, 1973.)
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ALTERNATIVE ACCOUNTINGS

To provide additional information, we have prepared alternative accountings based on
alternative aésumptions regarding operations, assets, and date of liquidation of operations.
Hospital Opéraﬁons Through July 1, 1975-30 (30 as of September 30, 1999)

We ﬁave vprepared an accounting of assets of JMHI, based on continuation of Hospital

| Operations (effectively. ih;/ésﬁnent of the net assets of JMHI as of April 18, 1973 in Hospital
. Operatlons) through July:l 1975 and on no longer participating in Hospital Operations and,
- therefore, “to wmd up or hqmdate the business” as of approxnmately July 1, 1975.

As of approxlmately July l 1975 (June 30, 1975) Hospital Operations are estimated to
result in total assets of apprommately $1,954,985, total liabilities of approximately $1,926,414, -
and total shareholders’ equity of $28,571. Liq'uidation of the business would be expected to have
resulted in realization of cash in amounts less than reflected in the balance sheet asset accounts.
Liquidation of the business as of July 1, 1975 is estimated to result in no net proceeds.

Hospital Operations Through March 31, 1982-$1,254,000 ($8,571,000 as of September 30, 1999)

We have prepared an accounting of the assets of JMHI for the period from June 30, 1971
through March 31, 1982 (including periods aﬁer April 18, 1973). This accounting is based on
continuation of Hospital Operations (effectively investment of the net assets of JMHI as of April

18, 1973 in Hospital Operations) through March 31, 1982, when Hospital Operations were
relinquished to Health Group of Virginia and on JMHI no longer participating in Hospital
Operations and, thérefore, “to wind up or liquidate the business™ as of approximately March 31,

1982 and investing net assets from April 1, 1982 through September 30, 1999.
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As of March 31, 1982 (June 30, 1982), Hospital Operations are estimated to result in total
assets of approximately $2,982,215, total liabilities of approximately $1_,727,531 and total
shareholders’ equity of approximately $1,254,684. Liquidation of the business of JMHI as of
March 31, 1982 would be expected to have resulted in realization of cash in amounts less than
reflected in the balance sheet accounts. Liquidation of the business of JMHI as of March 31,
1982 is estimated to result in net proceeds of approximately $1,254,000.

Investment of $1,254,000 from April 1, 1982 through September 30, 1999 at an average
annual rate of return of 13.35 percent results in assets with a pretax value of approximately
$11,142,000, investment gains would be subject to taxes. The balance as of September 30, 1999
is estimated to be $8,571,000.

The balance as of September 30, 1999, based on an annual rate of 9.0 percent, is
estimated to be $4,493,000.

Hospital Lease Through December 31, 1992-35,462,000 ($9,859,000 or $9,253,000
as of September 30, 1999)

We have prepared an accounting of the assets of JMHI for pericds after March 31, 1982
based on JMHI participating in leasing or sub-leasing certain land, building and related
equipment, furniture and fixtures to Health Group of Virginia, Inc. and to Fairfax Hospital
Association.-

As of December 31, 1992, Hospital Operations and Hospital Leasing are estimated to
result in total assets of approximately $5,476,463, total liabilities of approximately $14,652 and
total shareholders’ equity of approximately $5,461,811. Liquidation of the business of JMHI as

of December 31, 1992 is estimated to result in net proceeds of approximately $5,462,000.
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Investment of $5,462,000 from January 1, 1993 through September 30, 1999 at an
average annual rate of return of 13.35 percent results in assets with a pretax value of
approximately $11,330,520, investment gain would be subject to taxes. The balance as of
September 30, 1999 is estimated to be $9,859,000.

The balance as of September 30, 1999, based on an average annual rate of 9.0 percent, is
estimated to be $5,370,000.

Alternatively, we have prepared an accounting of the assets of JMHI for periods after
March 31, 1982 based on JMHI receiving net proceeds of $100,000 to buy out interests in the
1966 Hospital Lease and 1968 Hospital Lease.

Liquidation of the business of JMHI as of March 31, 1982 plus $100,000 is estimated to
result in net proceeds of approximately $1,354,000. Investment of $1,354,000 from April 1,
1982 through September 30, 1999 at an average annual rate of 13.35 percent results in assets
with a pretax value of approximately $12,031,000, investment gain would be subject to taxes.
The balance as of September 30, 1999 is estimated to be $9,255,000.

The balance as of September 30, 1999, based on an average annual rate of 9.0 percent, is

estimated to be $4,850,000.
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Hospital Settlement Through September 30, 2005-$21,944,51 1
($10,347,000 as of September 30, 1999)

We have prepared an accounting of the assets of JMHI for periods after December 31,
1992 based on JMHI participating in payment under the Inova Letter Agreement and the
Settlement Agreement between Inova and JIMHIV.

As of September 30, 2005, Hospital Operations, Hospital Leasing and Hospital
Settlement are estimated to result in total assets of approximately $28,813,786, total liabilities of
approximately $6,869,276, and total shareholders’ equity of approximately $21,944,511. (The
total assets and total shareholciers’ equity ba;lances do not include an amount related to the
payment due on October 1, 2005.) Liquidation of the business of JMHI as of September 30,
2005 is estimated to result in net proceeds of approximately $21,944,511.

The balance as of September 30, 2005 is estimated to be $21,944,511 and the present
value as of September 30, 1999, at an average annual rate of return of 13.35 percent, is estimated
to be $10,347,000.

The present value as of September 30, 1999, based on an annual rate of 9.0 percent, is
estimated to be $4,646,000.

INVESTMENT RATES

Net proceeds would be invested to generate returns on investment. The average annual
rate of return was determined based on investment of net proceeds to generate returns equal to
the average of the S&P 500 Composite Index Total Return (with dividends) and the Lehman
Brothers Intermediate Treasury Bond Index total retum. The average annual rate of return

determined reflects diversification of investment in corporate equities (the S&P 500 is comprised
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of approximately 80 percent of the total market value of New York Stock Exchange) and
treasury bonds (Treasury Bonds with terms of one to ten years).

Alternatively, an annual rate was determined based on investment of net proceeds to
generate returns equal to the 9 percent statutory rate.

No costs related to investment, investment management, legal and accounting expenses
or trust management have been included. Such costs would reduce the amounts determined in
the accounting.

TAXATION

Investment gains would be subject to federal and state taxes. The federal tax rate f().;
lo‘ng-term capital gains is twenty percent and the Commonwealth of Virginia corporate tax rate is
six percent. Taxes on investment gains have been estimated based on a combined tax rate of
twenty-six percent.

FINANCIAL STATEMENTS

The Accounting and alternative accountings are primarily based on contemporaneous
documents and information, including annual financial statements which reflect Hospital
Operations. JMHC Statements of Income effectively include revenues and expenses related to
Hospital Operations. JMHC Balance Sheets effectively include certain assets and liabilities
related to Hospital Operations. JMHC Statements of Income and Balance Sheets were analyzed

and adjusted to reflect Hospital Operations.
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BACKGROUND
Jefferson Memorial Hospital, Inc.
Jefferson Memorial Hosp1ta1 Inc., a Maryland corporation, (JMHI) was incorporated on
or about March 13 1963. In August 1964, JMHI had as its purpose “To establish and maintain a
hospital center and adjuncts convement and necessary for its proper administration; to receive

and adm1mster funds for scnentlﬁc educanonal chantable purposes, all for the public welfare,

and for r no other purposes 2 In the event of dxssolu’uon of JMHI, all net assets after payment of

all bills and expenses of dlssoluuon were to be distributed for such purposes as specxﬁed in

* Section 501 (C) of \the Internal Revenue Semce Code of 1954 and were not to be dxstnbuted to .

any membe_rs_ ref ;JMITL[;; JMHI was dissolved by the State of Maryland on or about April 18,
o o
IMHI Operations .

JMHI operexed a '120-bed general-acute hospital, Jefferson Memorial Hospital (the
Hospital), at 4600 King Street in Alexandria, Virginia (Hospital Operations). The Hospital was
constructed m 1964 and 1965 with 96 beds (the Original Hospital Building) and was expanded to
120 beds in A‘1968 (the 1968 Addition). JMHI did not own the Hospital building, all of the land,
or all of ,theequil.avment ilsea in the Hospital Operations, but leased the hospital building (the
Original Hospital Building and the 1968 Addition), certain land and certain equipment. (Lease
of land, buildings and equipment for use in hospital operations was not uncommon.) As of June
30, 1971, JMHI owned approximately twenty percent of the land, generally comprised of the

land underlying the Hospital building.
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JMHI Leases
1966 Hospital Lease

JMHI leased the Original Hospital Building for 40 years commencing on January 1, 1966
to operate the Hospital building only as a hospital center (the 1966 Lease). The 1966 Lease was
canceled July 1, 1975.

Under the terms of the 1966 Lease, annual rent was $80,940, with a provision that on
each tenth anniversary of the commencement date of the lease the annual rate could be adjusted

by a formula based on the wholesale price .index and JMHI paid all utilities, maintenance,

_ insurance and taxes and made all repairs and replacements on the property.

The 1966 Lease required JMHI “to use the Leased Premises for the conduct and-
operation of a hospital center...” and set forth “The Leasee (JMHI) may not sublet the Leased

Premises, or any portion thereof, without the written consent of the Lessor (Jefferson Memorial

Hospital Associates).”

1968 Hospital Lease

JMHI separately leased the 24-bed addition to the Hospital which was completed in 1968
(the 1968 Lease).. No final leasing agreement had been entered into as of June 30, 1971,
however, JMHI expected to pay and accrued $11,232 per annum for lease payments.
Land Leases

JMHI had two leases for the greater portion of the land at 4600 King Street. One land
lease was for 99 years commencing January 1, 1966 with annual rent of $15,600 with a provision
that on each tenth anniversary of the lease commencement date the annual rent could be adjusted
by a formula based on the wholesale price index. The second land lease was for 99 years

commencing January 1, 1966 with annual rent of $2,406.80.
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Equipment Lease

JMHI leased certain hospital equipment. The lease was for 10 years commencing
January 2, 1966, at which time the equipment was to be contributed to JMHI. The anhual rent
was $17,500 for the first two years; $25,000 for the second two years; and $42,500 for the
subsequent six years. No curtailment of this liability was made by JMHI from 1968 through
June 30, 1971. In addition to the annual rental, the Hospitai was to provide and pay all
maintenance, repairs, taxes and insurance on the equipment. Lease equipment was entered on
the books of JMHI at the value determined by Marshall & Stevens, Incorporated.

Acquisition and Dissolution

‘ On July 1, 1971 JMHI entered a plan and agreement of reorganization for merger with
Jefferson Memorial Hospital Corporation (JMHC). The economic substance of the merger was
that JMHC would receive all of the net assets (assets and liabilities) of JMHI as of June 30, 1971
for issuance of 5,000 shares of JMHC stock. No transfer of stock was ixiadel Efforts were made
in 1971 and again in 1973 to effectuate the merger. However, the transaction was not
consummated as a merger.

The Court found that “no merger of JMHI and JMHC has occurred and the transactions
by directors of JHMI are void, the assets remained in JMHI until its dissolution. At the time of
dissolution, these assets passed into and remain in the hands of Respondents as trustees.” JMHI
was dissolved by the State of Maryland on or about April 18, 1973. Thereby, JMHI was “no
longer function(ing) as a corporation” and, therefore, the trustees would “wind up or liquidate the

business.”

J.APP. 5660
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Jefferson Memorial Hospital
Jefferson Memorial Hospital was a 120-bed general-acute hospital at 4600 King Street in

Alexandria, Virginia. Jefferson Memorial Hospital came to occupy the Original Hospital
Building, the 1968 Addition, other Hospital additions and space in an adjacent and attached
Medical Office Building. Additions and improvements to the Hospital and Medical Office

Building are summarized as follows:

Additions/] . Date
Hospital: :
Hospital Building - 96 Beds . 1965
Hospital Addition - 24 Beds 1968
Medical Office Building Third Floor Hospital Space January 2, 1979
Intensive Care Unit July 2, 1979
Georgetown Lab June 30, 1980
Hospital Addition - Fourth Floor March 1, 1984
Medical Office Building:
Medical Office Building 1978
* Office/Parking Building Annex October 1, 1982
* Improvements Annex January 1, 1983
* Improvements Office/Parking Annex April 1, 1989
* Beauregard Building

Jefferson Memorial Hospital was operated by 1) JMHI or JMHC from 1965 to March 31,
1982, when Hospital Operations were relinquished to Health Group of Virginia, Inc. 2) by HGV
from April 1, 1982 to June 30, 1985 and 3) by Fairfax Hospital Association (Inova) from July 31,
1985 until December 31, 1992, when Jefferson Memorial Hospital was closed as a general-acute
hospital. Inova made the decision to close in-patient facilities as a result of Hospital Operations
being unable to maintain financial viability. (For 1992, total expenses of $27,055,000 exceeded

revenues of $18,721,000 resulting in a loss of $8,334,000.)

J.
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From June 30, 1971 through March 31, 1982, Hospital Operations did not generate
sufficient cash revenues (working capital, funded depreciation, and debt service reserves) to fully
compensate officers and professional administration and to make additions of building and
certain equipment. Hospital Operations were supporte.d by the physicians and staff of Jefferson
Memorial Hospital and by cash infusion. After 1985, Fairfax Hospital Association operated
Jefferson Memorial Hospital and was unable to maintain financial viability, reporting a loss of
$8,334,000 for 1982 and estimating substantial prospective losses of $1,000,000 through 2005.
Hospital financial operations did not support significant fair market value.
| Jefferson Memorial Hospital Corporation

| Jefferson Memorial Hospital Corporation (JMHC) operated Jefferson Memorial Hospital
from July 1, 1971 through March 31, 1982, when Hospital Operations weré relinquished to
Health Group of Virginia, Inc. JMHC’s name was changed to Jefferson Corporation of
Alexandria effective March 23, 1982. '

On July 1, 1971, JMHC entered a plan and agreement of reorganization for merger with
JMHI. The economic substance of the merger was that JMHC would receive all of the net assets
(assets and liabilities) of JMHI as of June 30, 1971 for issuance of 5,000 shares of JMHC stock.
No transfer of stock was made. Efforts were made in 1971 and again in 1973 to effectuate the
merger. However, the transaction was not consummated as a merger.

On July 1, 1971, JMHC acquired all of the net assets (assets and liabilities) of Jefferson
Memorial Hospital Associates (JMHA), whose main source of income was from JMHA’s

ownership of the Original Hospital Building and the 1968 Addition.
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Jefferson Menlorial Hospital Joint Venture

As of July 1, 1975, Jefferson Memorial Hospital Joint Venture (dMHJ'V ) acquired all of
the land,‘_htn}dingé and equipment owned by JMHC for $240,000 and the assumption of the
existing mortgage payable of $508,238.57. (JMHC’s land and buildings inclnded at least the
greater portlon of the land at 4600 King Street and the Hospital building, each of which had been

" leased to JMHI under the 1966 Hospltal Lease 1968 Hospital Lease and Land Leases.) IMHC

= . leased the land and bmldmg from JHMJV for a penod of twenty years. The basic annual rent :

’ ,
-was $112, 000 and JMHC was to pay mamtenance, msnrance and taxes on the property.

IMHG addmonally leased the third ﬂoor of the Medical Ofﬁce Building for expansion of : o

the hosp1ta1 Wthh mcreased annual rent to $230, 748 in fiscal years 1981 and 1982. JMHC also
rented storage and physwal therapy space.
H_@Lhﬁmt_lpﬂmm.l_e& :

Health Group of Virginia, Inc. (HGV) leased the land, building and related equipment,
furniture and‘ﬁxtures and non-clinical replacement for a term of ten years and one month
commencmg Apnl l 1982 (the HGV Lease). The annual rent for the first five years was
$1,000,000.. As of April 1, 1982 the building included significant additions to the Original
Hospital Bulldmg,and 1968 Addmon. HGV also purchased all patient accounts receivable,
certain moveablel equinment, inventory and Aprepaid expenses, as of March 31, 1982. In addition,
HGV was responsible for payment of taxes, insurance, repairs, maintenance costs, utilities,
replacement of fixtures and equipment. HGV required construction of additional general-acute

care space and additional Medical Office Building space.

J.APP. 5663
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Concurrent with the lease of the Hospital building to HGV, JMHC’s lease agreement
with JMHJV was amended to provide that the annual rent would increase to $900,000 and in
consideration JMHJV would build additional space, including general-acute care space, and
assume other responsibilities. JMHI would not have had funds or debt capacity to finance
construction of additional general-acute care space or a Medical Office Building.

As of April 1, 1982 Hospital Operations had not generated sufficient cash to make timely
lease payments, to maintain appropriate cash reserves, to fully compensate officers and
professional administration and to make additions of buildings and certain equipment. Further,
Medical staff physicians did not maintain pace with the rapidly changing and increasingly
sophisticated hospital industry. Hospital Operations were appropriately relinquished to HGV.
Fairfax Hospital Association

On July 31, 1985, Fairfax Hospital Association (Inova) acquired all of the outstanding
stock of Health Group of Virginia, Inc., which operated Jefferson Memorial Hospital. Fairfax
Hospital Association leased the land, building (the main hospital building, the entire fourth floor
of the nursing wing addition, and the space leased in the Medical Office Building which included
the third floor and suites (Unit 45 — December 1, 1986 and Unit 4G — November 30, 1992), all of
which were then utilized in the operation of Jefferson Memorial Hospital) and related equipment,
furniture and fixtures for a term of twenty years and three months commencing July 31, 1985
(the Fairfax Lease). The annual rent for fiscal years 1986 and 1987 was $1,000,000 and for
fiscal years 1988 through December 31, 1992 was $1,200,000. In addition, the annual rent for
the fourth floor addition was $375,000. Fairfax Hospital Association was responsible for
payment of taxes, insurance, repairs, maintenance costs, utilities and replacement of fixtures and

equipment.
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Leased Property

(’,,-‘
\) The JMHI Leases (1966 Hospital Lease, 1968 Hospital Lease and Land Leases), the

HGV Lease, and the Fairfax Lease included certain land and certain buildings summarized as

follows:

JMHI HGV Fairfax

Leases Lease  Lease
Land X X X
Hospital Building X X X
Hospital Addition X X X
Intensive Care Unit . X X
Georgetown Lab X X
Hospital Addition - Fourth Floor X
Medical Office Building - Third Floor X X
Medical Office Building - Suites X

The Medical Office Building — Third Floor and the Hospital Building — Fourth Floor

consisted of approximately 22,000 square feet and 18,000 square feet, respectively.

J.APP. 5665
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Q ACCOUNTING
. Cobb & Associates, Ltd., a professional corporation, has been retained to prepare an
accounting of the assets of Jefferson Memorial Hospital Inc. (JMHI) based on holding of the
assets of JMHI “in trust for the public” in “accord with the charitable purposes to which they
should have been devoted.”
We understand the

“fundamental objective of an account(ing) should be to provide essential and
useful information in a meaningful form to the parties interested in the
accounting process. It is also important that the account(ing) should be..
sufficiently simple to enable its preparation without unreasonable expense to
the fund, or undue distraction from the on-going administration of the estate.
Finally, although the parties should understand the nature of the accounting
process and the need to protect their interest, the relationship of trust and -
confidence existing between the fiduciary and the beneficiaries is itself
important and the account should not be presented in an adversary format that
will unnecessarily impair this relationship.”

“A fiduciary accounting may take one of many forms, depending, in part,
upon the objectives sought to be achieved. For example, an accounting might
show the recent investment performance of a fund as a springboard for future
investment decisions. In general, however, state and local rules regard the
fiduciary’s account as a record of what he has done. These rules, or the
concern of interested parties, may require the fiduciary to prepare an account :
at the close of his administration, or at some appropriate intermediate stage, to
reflect the transactions that have occurred. The statement is presented to the
parties in interest as part of the process by which the fiduciary seeks discharge
of responsibility for the property entrusted and release from liability for the
events disclosed. It is this type of fiduciary accounting, often referred to as
“discharge” accounting, to which this book is addressed.”

(1) Fiduciary Accounting Guide, Second Edition, Robert Whitman, American Law Institute-
American Bar Association Committee on Continuing Professional Education.
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Preparation of the accounting required estimates and assumptions that affect the included
amounts and calculations.

We have relied on financial statements and information regarding Hospital Operations,
reflected in information regarding Jefferson Memorial. Hospital, Inc., Jefferson Memorial
Hospital Corporation, Jefferson Memorial Hospital Joint Venture, and Fairfax: Hospital
Association. We have not conducted an audit or review in accordance .withl generally accepted
auditing standards. Thérefore, we do not eipr_ess any opinion on or provide any assurance on the'
fair presentation or conform@ée with generally acceptéd acéounting principles of the .ﬁnancial":

statements and information.

J.APP. 5667
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ACCOUNTING

Hospital Operattons Through April 18 19’73
The Court found that “the assets remained in JMHI until its dissolution,” which occurred
on or about Apnt_,’lls, 1973 (“The charter revocation terminated JMHI’s corporate existence and
~ powers, and it eonld no longer function as a corporation™) and “(a)t the time of dissolution, these
- assets passed mto and remam in the hands of Respondents as trustees.” Therefore, we have

' prepared an accountmg of the assets of JMHI th.rough Apnl 18, 1973.

We have prepared an accountmg of the assets of JMHI, based on JMHI Operatmg a 120- L

‘ bed general-acute hospltal Jefferson Memonal Hospital, through June 30, 1973 (the date closest B

o the April’ 18 1973 dlssolutlon of JMHI for which ﬁnancxal statements have been available)

and on JMHI “no longer functlon(mg) asa corporatlon and, therefore, “to wind up or liquidate
the business” as of approicimately April 18, 1973.

.TMI-I[ operated Jefferson Memorial Hospital through June 30, 1971 and JMHC
effectively operated Jefferson Memorial Hospltal through April 18, 1973 from the base of net
assets of JMHI

| Beginning Net Assets June 30, 1971

The accou.ntmg assets and liabilities as of June 30, 1971 related to Hospital Operations
are set forth on the June 30, 1971 JMHI Balance Sheet. The Court found that JMHI “had value
as 2 ‘going concern’ with growing revenues but an erratic pattern of net earnings”, however, “the
value of the corporation (JMHI) did not exceed its liabilities.” Further, the Court found “the

assets remained in JMHI until its dissolution” on or about April 18, 1973.
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The accounting assets and liabilities related to Hospital Operations as of April 18, 1973

are estimated based on continued Hospital Operations through June 30, 1973 from the base of net

assets of JMHI as of June 30, 1971. JMHI’s Balance Sheet as of June 30, 1971 is summarized as

follows:

Assets

Cash
Notes Receivable
Accounts Receivable (Net)
Accrued Interest Receivable
Inventories
Plant and Equipment (Net)
Land
Land Improvements
Fixed Equipment
Major Movable Equipment
Total Plant and Equipment (Net)
Other Assets

Total Assets

iliti !
Accounts Payable
Contract Payable
Accrued Expenses
Provision for Contractual Adjustments
Notes Payable
Lease Agreement
Bond Payable
Advance Deposits
Funds Held in Escrow
Total Liabilities
Shareholders' Equity (Deficit)
Donated Capital
Retained Deficit
Total Shareholders' Deficit

Total Liabilities and Shareholders' Deficit

$147,456
1,395

88,213
196,261

$ 56,247
4,600
741,431
7,239
20,152

433,325
—29757

$ 1,292,751

3 289,913
183,196
142,701
280,111

84,503
280,000
319,000
102,000

— 3895

$ 1,685,319

20,051

(412,619
—1(392,568)

$ 1,292,751

Total Liabilities exceeded Total Assets and exceeded the value of the corporation and JMHI

reported Total Shareholders’ Deficit of ($392,568) as of June 30, 1971.

20
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Land of $147,456 includes all of the land at 4600 King Street, although as of June 30,
1971, JMHI owned only approximately twenty percent of the land. Twenty percent of the land
indicates value of $29,491 ($147,456 x .20). However, a land transaction pﬁor to June 30, 1971
was based on the value of the land approximately doubling, indicating value of $58,982
(3147,456 x .20 x 2). Inclusion of land of $147,456 overstates JMHI’s assets.
Hospital Operations Through April 18, 1973

From the base of net assets as of June 30, 1971, Hospital Operations of Jefferson
Memorial Hospital continued. Receipts and disbursements related to Hospital Operations were :
effectively included within JMHC Statements of Income and within JMHC Balance Sheets for
the years ended June 30, 1972 and 1973.
Statements of Income

JMHC Statements of Income for the years ended June 30, 1972 and June 30, 1973 (the
date closest to the April 18, 1973 dissolution of JMHI, for which financial statements have been
available) effectively included revenues and expenses related to Hospital Operations. JMHC
Statements of Income included Hospital Operations and the operations of Jefferson Memorial
Hospital Associates (JMHA), a partnership which owned the Hospital building and portions of
the land.

JMHC Statements of Income adjusted to estimate Hospital Operations for the years ended

June 30, 1972 and June 30, 1973 are summarized as follows:

J.APP. 5670
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~—Years Ended June 30,
9 1973
JMHC Statements of Income
Revenue from Services to Patients $ 4,454,092 4,749,445
Other Operating Income 47,768 45,115
Total Revenue 4,501,860 4,794,560
Deductions from Revenue 533,746 548,525
Net Operating Revenue 3,966,114 4,246,035
Operating Expenses
Hospital Operating Expenses 3,586,124 3,774,403
Depreciation 39,930 41,410
Rent of Land - 20,006
Rent of Land, Building and Equipment 19,844 - -
Taxes-other than Payroll and Income 43,823 67,179
Total Operating Expenses 3,689,721 3,902,998
Net Operating Income © 276,393 343,037
Other Income (Expense) i
Other Income 52,806 - 12,024
Other Expenses
Interest (93,872) (76,560)
Amortization of Goodwill (11,379) (11,377)
Loss on Disposal of Equipment (994) (307)
Miscellancous (2,176) (2,010)
Net Other Income (Expense) (55,615) (78,230)
Income Before Income Taxes 220,778 264,807
Income Taxes 12,769 124,833
Net Income $ 208,009 139,974
Hospital Operations Adjustment
Income Before Income Taxes $ 220,778 264,807
Plus:
Building Depreciation 32214 32214
" Rent of Land - 20,006
Rent of Land, Building and Equipment 19,844 -
Interest on Senior Debt (1) 34,949 32,738
Interest on Junior Debt (2) 3,838 3,450
Amortization of Gocdwill 11,379 11,377
Less:
Lease Payments
1966 Hospital Lease (80,940) (80,940)
1968 Hospital Lease (11,232) (11,232)
Land Lease #1 - (15,600) (15,600)
Land Lease #2 (2,407) (2,407)
Adjusted Income Before Income Taxes 212,823 254,413
Adjusted Income Taxes (3) 12,344 119,829
Hospital Operations Net Income S 200479 134,584

(1) Senior Debt principal x 6 percent interest

(2) Junior Debt principal x 6 percent interest

(3) Adjusted income taxes have been estimated based on the ratio of reported income taxes to reported
income before income taxes. Net operating loss carry forwards were applied to income before
taxes for the year ended June 30, 1972
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Hospital Operations revenues and expenses and net income for the years ended June 30,
1972 and 1973 were estimated by adjusting JMHC Statements of Income for the years ended
June 30, 1972 and 1973. |

Hospital Operations adjustments began with JMHC Income Before Income Taxes.
Building Depreciation, Interest on Senior Debt and on the Junior Debt relate to building and
ownership. JMHI did not own buildings or all of the land and, therefore, building and certain

land ownership expenses have been excluded from JMHC Income Before Intome Taxes...

(Annual Building Depreciation is reported within Accumulated Depreciation on-the JMHC: S

Balance Sheet. Senior Débt and Junior Debt ending balances and the related interest rate of six
percent are reported in the notes to JMHC Financial Statements for the years ended June 30,
1972 and 1973.)

Rent of Land, Building and Equipment, as reported in supplemental schedules of the
JMHC Financial Statements, has been excluded and replaced with lease payments, as set forth in
the 1966 Hospital Lease of $80,990 and the 1966 Land Leases of $18,007 (315,600 + $2,407)
and as set forth in the notes to financial statements for the 1968 Hospital Lease of $11,232.
(Interest expense related to untimely payment of leases has not been included.)

Amortization of Goodwill does not relate to Hospital Operations and was excluded from
Income Before Income Taxes.

Adjusted income taxes have been estimated based on the ratio of reported income taxes to
reported income before income taxes and subtracted from Adjusted Income Before Income

Taxes.
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* Balance Shéets'~ |

Hospltal Operatlons balance sheets were estunated by adjusting JMI-IC Balance Sheets as
of J une 30 1972 hnd 1973 to estlmate the assets and habthtles related to Hospltal Operations and
" to mclude Hospltal Operatlons Net Income Hospltal Operatxons Balance Sheets (JMHI and .

' JMHC Balance Sheet amounts are in bold) are summanzed as follows
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R

Cash

Totals -

Notes Receivable

Accounts Receivable (Net)
Accrued Interest Receivable
Inventories

Plant and Equipment (Net)
Land
Land Improvements
Fixed'Equipment
Major Movable Equipment
Subtotal: Total Plant and Equipment (Net)

Other Assets

Total Assets

Liahilities and Shareholders Defici

Accounts Payable
Contract Payzble
Accrued Expenses
Income Taxes Payable
Provision for Contractual Adjustments
Notes Payable
Lease Agreement
Boad Payable
Advance Deposits
Funds Held in Escrow
Subordinate Loan (Cash Infusion)
Total Liabilities
Shareholders’ Equity (Deficit)
Donated Capital
Remined Deficit
Total Shareholders’ Deficit

Total Liabilities and Shareholders' Deficit

June 30,

1271 Dehits  Credits

56247

4,600
741,431

7239 .
20,152

147,456

1395

88213
196,261

433,325 -
29,757 °

1,292,751
= e

289,913
183,196
142,701

280,111
84,503
280,000
319,000
102,000
3,895

1,685,319

20,051

(412,619)
(392,568)

s

1,292,751
e

3,742
71,663
12,344

1000

939

200,479 -

296,167
15,175

189,474 .
© 1,465 -
2,070

4708 .

24433
74256
48,347
58337

19,500

15,175
189,474
1,465
2,070
4,704
24,433

74,256 -

48,847

58337 -
19,500 -

438,261 .

939

200,479

25

June 30,
18712

(85,847)

19,775

930,905
8,704
22,222 ¢

" 147,456

890

94,531
186,706

429,583 -
34,461

1,359,803
=

357,576
158,763
68,445
12,344
231,264
26,166
280,000
299,500
103,000
4,834

1,551,892

20051
@12,140)

(192,089)

1,359,803

June 30.
Debits Credits 1913
1000 - 224,059 - (5.354)
198 1191
1998 34905 -
25 34,639 -
37745 101,075
107485 24,782
1,309 5,000
221260
134,584
506,144 - 425651 -
- 1,000 18,775
224,059 - 1,154,964
. 498 : 8,206 -
1191 - 23413
. 1998 427,585
- 265 3419
1,661,785
—umm——
34,905 - 332671
34,639 . 124,124
. 37.745 106,190
. 107,485 119,829
101,075 - 130,189
24,182 - 1,384
280,000
. . 299,500
5,000 - 98,000
. 1,309 6,143
- 221260 221,260
1.491,887
20,051
. 134,584 (71.556)
(57.505)

1.661.785
gy
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Balance sheet accounts in bold type are amounts reported on the JMHI balance sheet as
of June 30, 1971 and on JMHC balance sheets as of June 30, 1972 and 1973. Net changes in
asset, liability and shareholders’ deficit accounts are added to or subtracted ﬁom the ending cash
balance for the prior year to calculate the estimated cash balance for the current year.

Adjusted Hospital Operations Net Income and Adjusted Income Taxes are reflected in
Retained Deficit and Income Taxes Payable, respectively.

Plant and equipment, net, includes $147,456 for all of the land, although as of June 30,
1973 JMHI owned only approximately twenty. percent of the land. Twenty percent of the land " H
indicates value of $29,491 ($147,456 x .20). However, a land transaction prior to June 30, 1973
was based on the value of the land doubling, indicating value of $58,982 ($147,456 x .20 x 2).
Inclusion of land of $147,456 overstates Hospital Operations’ assets.

Hospital Operations did not generate sufficient cash to maintain appropriate cash reserves
(working capital, funded depreciation, and debt service reserves), to fully compensate officers
and professional administration and to make additions of buildings and certain equipment.
(Payments to fully compensate officers and professional administration would have reduced
Hospital Operations cash flow and may not have lead to additional revenue.) During the years

ended June 30, 1972 and 1973 Hospital Operations did not make payments on certain Lease
Agreements and during the year ended Jume 30, 1973 Hospital Operations did not make

payments on Bonds Payable.

J.APP. 5675
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Hospital Operations were supported by the physicians and staff of Jefferson Memorial
Hospital and by a cash infusion of $221,260 during the year ended June 30, 1973. (During fiscal
year 1973, JMHC sold 60,000 shares of its common stock for $221,260.) The cash infusion has .
been considered as a subordinate loan to Hospital Operations.

Liquidation as of April 18, 1973
As of approximately April 18, 1973 (June 30, 1973) Hospital Operations are estimated to

result in total liabilities of approximately $1,719,290 which exceed total assets of approximately

: .$1,661,785, and total shareholders’ deficit of approximately ($57,505). Liquidation of the R

business would be expected to have resulted in realization of cash in amounts less than reflected ! = |

in the balance sheet asset accounts. Liquidation of the business as of April 18, 1973 is estimated -

to result in no net proceeds.

Balance as of September 30, 1999

Liquidation of the business of JMHI as of April 18, 1973 is estimated to result in no net
proceeds. Therefore, there would not be amounts to be invested and the balance as of September

30, 1999 would be zero.
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ALTERNATIVE ACCOUNTINGS

To provide additional information, we have prepared alternative accountings based on
alternative assumptions regarding operations, assets, and date of liquidation of operations.
Hospital Operations Through July 1, 1975

We have prepared an accounting of the assets of JMHI, based on continuation of Hospital
Operations (effectively investment of the net assets as of June 30, 1971 in Hospital Operétions)
through July 1, 1975 and on no longer participating in Hospital Operations “to wind .up or:
liquidate the business” as of approximately July 1, 1975. | |

. JMHI opérated Jefferson Memorial Hospital through June 30, 1971 and: JMHC
effectively operated Jefferson Memorial Hc.)spital through July 1, 1975 from the base of net
assets of JMHI.

‘ As of July 1, 1975, Jefferson Memorial Hospital Joint Venture (JMHJV) acquired all of
the land, buildings and equipment owned by JMHC for $240,000 and the assumption of the
existing mortgage payable of $508,238.57. (JMHC’s land included at least the greater portion of
»the land at 4600 King Street and the Hospital building, each of which had been leased to JMHI
under the 1966 Hospital Lease, 1968 Hospital Lease and Land Leases.) JMHC’s ownership of
land and buildings ended July 1, 1975. (Sale and leaseback of land, building and equipment to

generate cash or to extinguish debt was not an uncommon financing vehicle.)
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Beginnin: Net Assets June 30 197

The accountmg 'assets and hablhtles as of June 30 1971 related to Hospltal Operations

are set forth on the June 30 1971 .TMHI Balanee Sheet The Court found that JMHI “had value

asa gomg concem w1th growmg revenues but an erratlc pattern of net earnings”, however, “the

) value of 'the corporatlon»(JMHI) d1d not exceed 1ts habllmes. . Further, the Court found “the

J.APP. 5678
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The accounting assets and liabilities related to Hospital Operations as of April 18, 1973

are estimated based on continued Hospital Operations through June 30, 1973 from the base of net

assets of JMHI as of June 30, 1971. JMHI’s Balance Sheet as of June 30, 1971 is summarized as

follows:
Assets
Cash $ 56,247
Notes Receivable 4,600
Accounts Receivable (Net) 741,431
Accrued Interest Receivable 7,239
Inventories . 20,152
Plant and Equipment (Net)
Land . $147,456
Land Improvements 1,395
Fixed Equipment 88,213
Major Movable Equipment 196261
Total Plant and Equipment (Net) 433,325
Other Assets - 29757
Total Assets $ 1,292,751
Liabiliti { Shareholders' Defici
Accounts Payable $ 289,913
Contract Payable 183,196
Accrued Expenses 142,701
Provision for Contractual Adjustments 280,111
Notes Payable 84,503
Lease Agreement 280,000
Bond Payable 319,000
Advance Deposits 102,000
Funds Held in Escrow —_ 3895
Total Liabilities $ 1,685,319
Shareholders' Equity (Deficit)
Donated Capital 20,051
Retained Deficit —(412,619)
Total Shareholders' Deficit (392,568

Total Liabilities and Shareholders' Deficit $ 1,292,751
Total Liabilities exceeded Total Assets and exceeded the value of the corporation and JMHI

reported Total Shareholders’ Deficit of ($392,568) as of June 30, 1971.
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Land of $147,456 includes all of the land at 4600 King Street, although as of June 30,
1971, JIMHI owned only approximately twenty percent of the land. Twenty percent of the land
indicates value of $29,491 ($147,456 x .20). However, a land transaction priér to June 30, 1971
was based on the value of the land approximately doubling, indicating value of $58,982
($147,456 x .20 x 2). Inclusion of land of $147,456 overstates JMHI s assets.

Hospital Operations Through July 1. 1975

From the base of net assets as of June 30, 1971, Hospital Operations of Jefferson .

- Memorial Hospital continued. Receipts and disbursements related to Hospital Operations were . -

effectively included within JMHC Statements of Income and within JMHC Balance Sheets for
the years ended June 30, 1972 through 1975.
Statements of Income

JMHC Statements of Income for the years ended June 30, 1972 through June 30, 1975
(immediately prior to the July 1, 1975 acquisition of all of the land, buildings and equipment
owned by JMHC) effectively included revenues and expenses related to Hospital Operations.
JMHC Statements of Income included Hospital Operations and the operations of Jefferson
Memorial Hospital Associates (JMHA), a partnership which owned the Hospital building and -
portions of the land through July 1975.

JMHC Statements of Income adjusted to estimate Hospital Operations for the years ended

June 30, 1972 through June 30, 1975 are summarized as follows:
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Years Ended June 30.

1972 1913 1974 1975 -
JMHC Ststemeats of Income
Revenue from Services to Patients $ 4454092 4749445 5337784  6.303.817
Other Operating Income 47,768 45,115 44,891 46,046
Total Revenue 4,501,860 4,794,560 5382675 6,349,863
Deductions from Revenue 535,746 548.525 896.937 857.337
Net Operating Revenue 3,966,114 4246035 4485738 5492526
Operating Expenses
Hospital Operating Expenses 3,586,124 3,774403  4241,784 5,047,324
Depreciation 39,930 41410 7239 84,948
Rent of Land - 20,006 20,373 21,055
Rent of Land, Building ard Equipment 19,844 - - -
Taxes- other than Payroll and fncome ~ ° 43823 67,179 60.657 62.380
Total Operating Expenses 3,689,721 3,902,998 4395208 5,215,707
g o Net Operating Income 276,393 343,037 90,530 276,819
Other Income (Expense)
Other Income 52,806 12,024 22211 10,384
Other Expenses i
Interest ) ‘ (93,872) (76,560) (76,423) - (71,404)
) Amortization of Goodwill o (11,379) 131 (11377 (1377)
Do Loss on Disposal of Equipment (994) (307) - (1,645) : (6,731)
LN Misceilaneous (2,176) - (2.010) - (7.559) : (482) . .
Net Other Income (Expense) (55.615) (78.230) (74,793) (79,610)
Income Before Income Taxes 220,778 264,807 15,737 197,209
Income Taxes 12769 124,833 5,349 74,795
Net Income $  208.009 139,974 10,388 122414
C Hospital Operations Adjostments
- Income Before Income Taxes $ 220,778 264,807 15,737 197,209
Plus:
Building Depreciation 32214 32214 32214 32214
Rent of Land - 20,006 20,373 21,055
Rent of Land, Building and Equipment 19,844 - - -
Interest on Semior Debt (1) 34,949 32,738 30,316 27,895
Interest on Junior Debt (2) 3,838 3,450 3,025 2,599
Amortization of Goodwill 11,379 11377 11,377 11,377
Less:
Lease Payment )
1966 Hospital Lease (80,940) (80,940) (80,940) (80,940)
1968 Hospital Addition (11,232) (11232) (11,232) (11,232)
Land Lease #1 (15,600) (15,600) (15,600) (15,600)
Land Lease #2 (2.407) 2,407 (2,407) (2,407)
Subordinate Loan - - (21.573) (23.676)
Adjusted Income Before Income Taxes 212,823 254413 (18,710) 158,494
Adjusted Income Taxes (3) 12,344 119829 _  (6361) 60,069
Hospital Operatioas Net Income $ 200,479 134,584 (12,349) 98.425

(1) Senior Debt principal x 6 percent interest

(2) Junior Debt principal x 6 percent interest

(3) Adjusted income taxes have been estimated based on the ratio of reported income taxes to reported
income before income taxes. Net operating loss carry forwards were applied to income before
taxes for the year ended June 30, 1972.
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Hospital Operations revenues and expenses and net income for the years ended June 30,
1972 through 1975 were estimated by adjusting JMHC Statements of Income for the years ended
June 30, 1972 through 1975. |

Hospital Operations adjustments began with JMHC Income Before Income Taxes.
Building Depreciation, Interest on Senior Debt and on the Junior Debt relate to building and land
ownership. JMHI did not own buildings or all of the land and, therefore, building and ‘certain
land ownership expenses have been excluded. (Annual Building Depreciation is reported within -
" Accumulated Depreciation on the JMHC Bala.mce Sheet. Senior Debt and Junior Debt ‘ending :
balances and the related interest rate of six percent are reported in the notes to JMHC Fiﬁancial
Statements for the years ended June 30, 1972 and 1975.)

Rent of Land, Building and Equipment, as reported in supplemental schedules of the
JMHC Financial Statements, has been excluded and replaced with lease payments, as set forth in
the 1966 Hospital Lease of $80,990 and thé 1966 Land Leases of $18,007 (315,600 + $2,407)
and as set forth in the notes to financial statements for the 1968 Hospital Lease of $11,232.
(Interest expense related to untimely payment of leases has not been included.)

Amortization of Goodwill does not relate to Hospital Operations and was excluded from
Income Before Income Taxes. -

Interest expense on the Subordinate Loan was calculated at 9.75 percent, based on then
prevailing rates.

Adjusted income taxes have been estimated based on the ratio of reported income taxes to
reported income before income taxes and subtracted from Adjusted Income Before Income

Taxes.
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Balance Sheets
Hospxtal Operanons balance sheets were estlmated by adjustmg JMHC Balance Sheets as -

of June 30 1972 through 1975 to estunate the assets and hablhtxes related to Hospital Operations

and to mclude 'Hospltal Operatlons Net Income. Hospltal Operanons Balance Sheets (JMHI and -

JMHC Balance Sheet amounts are m bold) are summanzed as folIOWS'
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Hoepital Opertions
Juse 30, Jume 30,
Amcts
Cash S  S67 32 15,178 (X5,847) 1,00
NS 189474 8
234 148 15%¢
1000 207 5
939 4,704 A H
26479 2443 107425
U256 1309
8847 21250
837 134588
19,500
Touks 2968167 438261 506,144
tavesments - .
Uercalized Gain an Inveatmensy - -
Note Receivable 4500 15178 19,778
Accounts Reacivable 741,03 199474 S 4,05
Accosed Exterest Roveable ) 7239 1468 (o
Invertoniey 3192 207 2 L9
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Land 147,456 - 167456
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Foxed Equipment 12,498 s 3313
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Other Atets — 2757 Ll —_
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Balance sheet accounts in bold type are amounts reported on the JMHI balance sheet as
of June 30, 1971 and on JMHC balance sheets as of June 30, 1972 through 1975. Net changes in
asset, liability and shareholders’ deficit accounts are added to or subtracted from the ending cash
balance for the prior year to calculate the estimated cash balance for the culre;lt year.

Adjusted Hospital Operations Net Income and Adjusted Income Taxes are reflected in
Retained Deficit and Income Taxes Payable, respectively.

Plant and equipment, net, includes $147,456 for all of the land, although as of June 30,
1973 JMHI owned only approximately twenty percent of the land. Twenty percent of the land .
indicates value of $29,491 ($147,456 x .20). However, a land transaction prior to June 30, 1973
was based on the value of the land doubling, indicted value of $58,982 ($147,456 x 0.20 x 2).
Inclusion of land of $147,456 overstates Hospital Operations’ éssets.

Hospital Operations did not generate sufficient cash to maintain appropriate cash reserves
(working capital, funded depreciation, and debt service reserves), to fully compensate officers
and professional administration and to make additions of buildings and certain equipment.
(Payments to fully compensate officers and professional administration would have reduced
Hospital Operations cash flow and may not have lead to additional revenue.) During the years

ended June 30, 1972 and 1973 Hospital Operations did not‘ make payments on certain Lease
Agreements and during the year ended June 30, 1973 Hospital Operations did not make

payments on Bonds Payable.
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Hospital Operations were supported by the physicians and staff of Jefferson Memorial
Hospital and by a cash infusion of $221,260 during the year ended June 30, 1973. (During fiscal
year 1973, JMHC sold 60,000 shares of its common stock for $221,260.) The cash infusion has
been considered as a ;ubord_inate loan to Hospital Operations.

Liquidation as of July 1, 1975
As of approxxmately July 1 1975 (June 30, 1975) Hosmtal Operations are estimated to

. result intotal: assets of ($1 954 985 total lxabllmes of . approximately $1,926,414 and total .-

shareholders eqmty/of approxmately $28 571 Liquidation of the business would be expected -
to have resulted in .rga‘llzgt}_on of cash in amounts less than reflected in the balance sheet asset
accounts (for eXamp-lef fa_ili;re to collect only 3 percent of Accounts Receivable of $961,934 as of
June 30, 1975 woulé resplt m a shareholders’ deficit). Liquidation of Qxe business as of July 1,

>

1975 is estimated to result in no net proceeds.

Balance as of September 30, 1999

Liquidation of the business of JMHI as of July 1, 1975 is estimated to result in no net
proceeds. Therefore, there would not be amounts to be invested and the balance as of September

30, 1999 would be zero.
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Hospital Operations Through March 31, 1982

We have prepared an accounting of the assets of JMHI, based on continuation of Hospital
Operations (effectively investment of the net assets as of June 30, 1971 in Hospital Operations)
through March 31, 1982 and on no longer participating in Hospital Operations “to wind up or
liquidate the business” as of approximately March 31, 1982 and investing net assets from April
1, 1982 through September 30, 1999 generating an annual rate of return of 13.35 percent and,
altematively, an annual rate of 9.0 percent.

As of April 1, 1982 Hospital Operations had not generated sufficient cash to make timely
ledse payments, to maintain appropriate cash reserves, to fully compensate officers and
professional administration and to make additions of buildings and certain equipment. Further,
Medical staff physicians did not maintain pace with the rapidly changing and increasingly
sophisticated hospital industry. Therefore, Hospital Operations were appropriately relinquished
to HGV.

Beginning Net Assets - June 30. 1971

The accounting assets and liabilities as of June 30, 1971 related to Hospital Operations
are set forth on the June 30, 1971 JMHI Balance Sheet. The Court found that JMHI “had vaiue
as a ‘going concern’ with growing revenues but an erratic pattern of net earnings”, however, “the
value of the corporation (JMHI) did not exceed its liabilities.” Further, the Court found “the

assets remained in JMHI until its dissolution” on or about April 18, 1973.
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The accounting assets and liabilities related to Hospital Operations as of April 18, 1973

are estimated based on continued Hospital Operations through June 30, 1973 from the base of net

assets of JMHI as of June 30, 1971. JMHI’s Balance Sheet as of June 30, 1971 is summarized as

follows:
Assets
Cash $ 56,247
Notes Receivable 4,600
Accounts Receivable (Net) . 741,431
Accrued Interest Receivable 7,239
Inventories ) 20,152
Plant and Equipment (Net)
Land $147,456
Land Improvements 1,395
Fixed Equipment 88,213
Major Movable Equipment 196,261
Total Plant and Equipment (Net) 433,325
Other Assets —29.757
Total Assets $ 1,292,751
Liabiliti { Shareholders' Defici
Accounts Payable $ 289,913
Contract Payable 183,196
Accrued Expenses 142,701
Provision for Contractual Adjustments 280,111
Notes Payable 84,503
Lease Agreement 280,000
Bond Payable 319,000
Advance Deposits 102,000
Funds Held in Escrow 3895
Total Liabilities $ 1,685,319
Shareholders' Equity (Deficit)
Donated Capital 20,051
Retained Deficit —(412,619)
Total Shareholders’ Deficit —(392.568)
Total Liabilities and Shareholders' Deficit $ 1,292,751

Total Liabilities exceeded Total Assets and exceeded the value of the corporation and JMHI

reported Total Shareholders’ Deficit of ($392,568) as of June 30, 1971.
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Land of $147,456 includes all of the land at 4600 King Street, although as of June 30,
1971, IMHI owned only approximately twenty percent of the land. Twenty percent of the land
indicates value of $29,491 ($147,456 x .20). However, a land transaction prior to June 30, 1971
was based on the value of the land approximately doubling, indicating value of $58,982
($147,456 x .20 x 2). Inclusion of land of $147,456 overstates JMHI’s assets.
Hospital Operations Through March 31, 1982

From the base of net assets as of Jgne 30, 1971, Hospital Operations of Jefferson
Memorial Hospital continued. Receipts and disbursements related to Hospital Operations were
effectively included within JMHC Statements of Income and within JMHC Balance Sheets for
the years ended June 30, 1972 through 1982.
Statements of Income

~JMHC Statements of Income for fiscal the years ended June 30, 1972 through June 30,
1982 (the date closest to the March 31, 1982 when Hospital Operations were relinquished to
HGYV, for which financial statements have been available) effectively included revenues and
expenses related to Hospital Operations. JMHC Statements of Income included Hospital
Operations and the operations of Jefferson Memorial Hospital Associates (JMHA), a partnership
which owned the Hospital building and portions of the land, through July 1975.

JMHC Statements of Income adjusted to estimate Hospital Operations for the fiscal years

ended June 30, 1972 through June 30, 1982 are summarized as follows:
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Yexrs Ended fune 30.

wn 1974 1975 976 sn1 78 jiz,) | ¥

IMHC o . wn 1976 1918 1980 1881 [7]
Revenue from Scrvices to Patients oS 454092 374945 5337784 6303817 6951598 T6TI6ST 8534874 OSB89 LISLIST 14054093 11916758
Other Operatmg {ncome 47,768 45158 34,891 36046 34,992 s8I 16,967 9632 004 34,000 33378
Total Revenue 4501860 4794560  S3B2675 6349863  G9BES0 7670471 8611881 9593 11308251 14088093 11955086
Deducnions from Revenue 535,746 548525 __ 8%6937 __ 857317 £04,652 858460 _ 1031112 _ LIT732 1559876 _ 233465 _ 1367458

Net Operazmg Revenue 3966114 4246035 4485738 S492526 6181938 682011 7580729  BIIG089 9748375 11753358  10687.628
Opuaps&paw .
Hospital Operzing Expenses 3.586.124 3774403 4241788 S,087324  SSTIIE3 6245457 689340 7650414 8907099 10809340 9070778
Deprecanon 39930 41410 23% 84948 9,241 64363 65618 nsn 84,180 93,593 80,687
Rent of Land - 20,006 203713 21,055 - - - - - - -
Rent of Land, Budding and Equipmem 19,844 - - - 150305 159073 17161 200073 340349 535.089 437,138
Taxes- other than Payrof) and Income PxR:e<} 61179 60,657 62.380 0271 71888 72924 80432 104331 136,593 119.737
Tota! Operatmg Expenses 3689721 3902958 4395208 5215707 5851080 634078l T2ABET 8004496 9435959 1157615  9.708K0
Net Operatmg Incorme 216393 343,037 90,530 776819 330,758 280,130 37705% 311,593 312416 178,843 979288
Other Income (Expense)
Other lncorme 52806 12024 221 10384 4181 12028 13.462 13,041 5.148 51844 87,388
Other Expenses
Interest (53.872) (76.560) (16429) (1,409 (57.670) (65.545) (63.588) (64.252) (61.500) {61.096) 81.259)
Amoctizztion of Goodwill . ma») a3 [{trp)] \3m n3m {113m (11.484) mam i3m mam - (113m
Loss on Dispasal of Equipment (934) GO (1,645) 6.731) (13,643) (1.896) (20.532) (10916) 1,090 398 -
Miscelhmoous @17 (2010) (7.559) @) - - (1.135) - - - -
Loss fom Partnership - Lost Creek « - - - - - - (170,623) (50,718) (26.355) (29,148)
Loss on Disposal of Land znd Building - . . - (51,840) - - - - - -
Madical Eduetionsl Expenses - - « - . - . - - . (35.549)
Centributions . - - - - - - - - B {1.000) .
Depreciation - - - - - - - . - - (21,096) -
Rent Land & Bldg, and Equip. - . - - - - . - - - ©@5.779)
Taxes - other than PayroD and Encome: - . - - - - - - - - 85) -
Net Other bncome (Expense) - (55.615) B20) 4,793) (M610)  (130349) 67925) (252765 (12422) (52954) 493m) - (3897) .
Income Before Income Taxes 2078 264,807 15737 9720 200409 212305 124291 1873711 21942 129,464 884317
fncome Taxes 12,769 124833 5349 74795 87382 an 48034 60230 52540 33.685 419.605
Net Income S 208009 139974 10388 122414 13,027 115128 76257 127,141 156882 95.779 A.T12
Bospitsl Operations Adjustments

, . IncomeBefoee fncome Taxes S 22071 264,807 15,737 197,209 200,409 212305 124291 187371 21942 129,464 884317

! | Phs: .

M.~ Buikiing Depreciztion 2214 2214 32214 32214 - - - - - - -
Rent of Land - 20,006 20373 21055 - - - - - - -
Rentof Land, Buding and Equipment 19,844 . - - - - - . . . .
Interest on Senior Debt (1) 3449 278 30316 27895 - - - - . . -
Interest on Junior Detx (2) 3838 3450 305 25%9 - - - - - - .
Amortizasion of Goodwill 1H3»® n3n n3m 1n3n n3n nan 11,484 usn nan uan n3n
Building Lease - - . - 112,000 112,000 112,000 112,000 112,000 20,748 230,748
Land Lease #1 - - - - 25848 25,848 25848 25848 25848 25,348 25848
Land Lease #2 - - - - 3588 3988 3988 3988 3988 3,988 Joe
Less on Disposal of Lind and Building . B . . - 51,840 . . - . . .
Loss Gom Partership - Lost Crock - - - - - - s sons 26355 168 -

Less:
Lease Pryment
1966 Hospital Lease (80940) (80940) (80540) (80940)  (134109)  (134109)  (134109)  (I34105) (134109 (134109 (134,109
1968 Hospial Addition (11,22 (1232 nm2) n.n2) (18,610) (18610) (13610) (18,610) (18610) (18.610) (18510
Land Lezse 41 (15,600) (15.600) (15,600) (15,600) (25,848) (25.848) (25,843) (25,848) (25,848) (25,848) (25,843)
Land Lease 82 (2.407) (2400 @4amn (2407 (3.988) (3.988) (3.988) (3588) (3.588) (3.938) (3.988)
Suberdinaze Loan - - (215B) (3616 ___ (585) (28518) (31.299) (34350 (376%9) 41375 (45.409)
Adjusted Income Before income Texes 21283 254,413 (18710) 158,454 19692 154,045 234,380 174397 178,736 206,643 28314
Adjusted Income Taxes (3) 12344 11950 16361) 0068 _ 35358 0736 ___S047) ____S598) __ SO0 __ S3717 ___ 4001
Flospieal Operations Net Iacome Y] 134,584 (12.349) 98425 111,064 3,709 143,909 118416 121.7% 152,916 483293

(1) Senior Debt principal x 6 percent interest

(2) Junior Debt principal x 6 percent interest

(3) Adjusted income taxes have been estimated based on the ratio of
reported income taxes to reported income before taxes. Net operating loss
carry forwards were applied to income before income taxes for the year
ended June 30, 1972.
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- Hospital Operations revenues and expenses and net income for the years ended June 30,
1972 through 1982 were estimated by adjusting JMHC Statements of Income for the years ended
June 30, 1972 through 1982.

Hospital Operations adjustment began with JMHC Income Before Income Taxes.
Building Depreciation, Interest on Senior Debt and on the Junior Debt relate building and land '
ownership. JMHI did not own buildings or all of the land and, therefore, building and certain
land ownership expenses have been excluded. . (Annual Building Depreciation is reported within -
Accumulated Depreciation on the JMHC Balance Sheets for fiscal years through 1975. Senior 2
Debt and Junior Debt ending balances and the related interest rate of six percent are reported in.
the notes to JMHC Financial Statements for the years ended June 30, 1972 through 1975.)

On July 1, 1975 JMHC entered an agreement with JMHIV whereby all of the land and
buildings owned by JMHC was acquired by JMHJV. Concurrently, JMHC. entered into a lease
agreement with JMHIV to rent facilities. Therefore, Statements of Income after July 1, 1975 do
not include Building Depreciation and Rent of Land, and include lease payments of $112,000 for
fiscal years 1976 through 1980 and $230,478 for fiscal years 1981 and 1982.

Rent of Land, Building and Equipment, as reported in supplemental schedules of the
JMHC Financial Statements, and lease payments made by JMHC under a lease agreement for the
building and parking facilities entered into with Jefferson Memorial Hospital Joint Venture and
related to Land Leases have been excluded and replaced with lease payments, as set forth in the

1966 Hospital Lease of and the 1966 Land Leases and as set forth in the notes to financial
statements for the 1968 Hospital Lease. (Interest expense related to untimely payment of leases

has not been included.)
J.APP. 5692
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. Income vTaxes.,_ S

Lease payments were calculated based on JMHI Leases, including increases in

accordance with the terms of the respective leases. The 1966 Hospital Lease and Land Lease #1

* called for ren_te.l'iinereases each fenth anniversary based on the fluctuations in the “Wholesale

Price Index” All Coinmodities (The “Wholesale Price Index” was effectively replaced with the

“Producer Pnce Index” ) Rental increases for the 1966 Hospital Lease, the 1968 Hospital Lease,

~ Land Lease #l and Land Lease #2 were calculated using Producer Price Indexes, Finished .

' Consumer Goods Excludmg Food

Amortxzatlon of Goodwﬂl loss on dlsposa.l of land and bmld.mg, and losses from Lost -

AR

E Creek Partnersth do not relate to Hospxtal Operatxons and were excluded from Income Before

.',P.'v e
iy

Inferest' expenee on the Sebordinate Loan was calculated at 9.75 percent, based on then
prevailing interest rates.

Adjusted income ‘ta..xes have been estimated based on the ratio of reported income taxes to
reported income before iincome taxes and subtracted from Adjusted Income Before Income
Taxes.

Balance Sheet;e'v

Hospital Operations balance sheets were estimated by adjusting JMHC Balance Sheets as
of June 30, 1972 through 1982 to estimate the assets and liabilities related to Hospital Operations
and to include Hospital Operations Net Income. Hospital Operations Balance Sheets (JMHC

Balance Sheet amounts are in bold) are summarized as follows:
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Balance sheet accounts in bold type are amounts reported on the JMHI balance sheet as
of June 30, 1971 and on JMHC balance sheets as of June 30, 1972 through 1982. Net changes in
asset, liability and shareholders’ deficit accounts are added to or subtracted ﬁ'om the ending cash
balance for the prior year to calculate the estimated cash balance for the current year.

Adjusted Hospital Operations Net Income and Adjusted Income Taxes are reflected in
Retained Deficit and Income Taxes Payable, respectively.

Plant and equipment, net, includes $147,456 for all of the land, although as of June 30,
1973 JMHI owned only approximately twenty percent of the land. Twenty percent of the land
indicates value of $29,491 ($147,456 x .20). However, a land transaction prior to June 30, 1973
was based on the value of the land doubling, indicating value of $58,982 ($147,456 x .20 x 2).
Inclusion of land of $147,456 overstates Hospital Operations’ assets.

~ Hospital Operations did not generate sufficient cash to maintain appropriate cash reserves
(working capital, funded depreciation, and debt service reserves), to fully compensate officers
and professional administration and to make additions of buildings and certain equipment.
(Payments to fully compensate officers and professional administration would have reduced
Hospital Operations cash flow and may not have lead to additional revenue.) During the years
ended June 30, 1972 through 1982 Hospital Operations did not fnake payments on certain Lease
Agreements and during the years ended June 30, 1973 through 1982 Hospital Operations did not
make payments on Bonds Payable.

Hospital Operations were supported by the physicians and staff of Jefferson Memorial
Hospital and by a cash infusion of $221,260 during the year ended June 30, 1973. (During fiscal

year 1973, JMHC sold 60,000 shares of its common stock for $221,260.) The cash infusion has

been considered as a subordinate loan to Hospital Operations.
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Liquidation as of March 31, 1982

As of March 31, 1982 (June 30, 1982), Hospital Operations are estimated to result in total
assets of approximately $2,982,215, total liabilities of approximately $1,727,531 and total
shareholders’ equity of approximately $1,254,684. Liquidation of the business of JMHI as of
March 31, 1982 would be expected to have resulted in realization of cash in amounts less than
reflected in the balance sheet accounts. Liquidation of the business of JMHI as of March 31,
1982 is estimated to result in net proceeds of approximately $1,254,000.
Balance as of September 30, 1999

Investment of $1,254,000 from April 1, 1982 through September 30, 1999 at an average
annual rate of return of 13.35 percent results in assets with a pretax value of approximately
$11,142,000. The investment gains of $9,888,000 ($11,142,000 - $1,254,000) would be subject
to taxes, estimated to be $2,571,000 ($9,888,000 x 26.0 percent). The balance as of September
30, 1999 is estimated to be $8,571,000 ($11,142,000 - $2,571,000).

'i'he balance as of September 30, 1999, based on an annual rate of 9.0 percent, is

estimated to be $4,493,000.
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Hospital Lease Through December 31, 1992

We have prepared an accounting of the assets of JMHI 1) based on continuation of
Hospital Operations (effectively investment of the net assets of as of June 30, 1971 in Hospital
Operations) through March 31, 1982 and on no longer participating in Hospital Operations to
“wind up or liquidate the business” as of March 31, 1982, 2) based JMHI participating in leasing
or sub-leasing land, buildings and equipment to Health Group of Virginia, inc. as of March 31,
1982 and to Fairfax Hospital Association as of July 31, 1985 through December 31, 1992, and 3)
based on investing net assets through Septemﬁer 30, 1999 generating an average annual rate of
return of 13.35 percent and, alternatively, at an annual rate of 9.0 percent.

JMHI’s history of untimely lease payments, financial operations and failure to maintain
pace with the hospital industry; the terms of the 1966 Hospital Lease; and the different land and
buildings subject to the 1966 Hospital Lease, the HGV Lease and the anrfax Lease: indicate that
JMHI would not have had a sufficient bargaining position to pérticipate in leasing or sub-leasing
to HGV or to Fairfax Hospital Association.

JMHI operated Jefferson Memorial Hospital through June 30, 1971 and JMHC
effectively operated Jefferson Memorial Hospital through March 31, 1982; when Hospital
Operations were relinquished to Health Group of Virginia, Inc., from the base of net assets of
JMHI. JMHI did not own the Hospital building, all of the land, or all of the equipment used in
the Hospital Operations, but had leased the Original Hospital Building (the 1966 Hospital Lease)
and the 1968 Addition (the 1968 Hospital Lease), certain land and certain equipment.

The 1966 Lease required JMHI “to use the Leased Premises for the conduct and

operation of a hospital center...” and set forth “The Leasee (JMHI) may not sublet the Leased
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Premises, or any portion thereof, without the written consent of the Lessor (Jefferson Memorial
Hospital Associates).”

JMHI did not use the Leased Premises for the conduct and operation.of a hospital center
upon JMHI’s dissolution on or about April 18, 1973 or, when JMHC relinquished operations of
Jefferson Memorial Hospital to HGV as of March 3 1,1982.

As of April 1, 1982 Hospital Operations had not generated sufficient cash to make timely
lease payments, to maintain appropriate cash reserves, to fully compensate officers and
professional administration and to make additions of buildings and certain equipment. Further,
Medical staff physicians did not maintain pace with the rapidly changing and increasingly
sophisticated hospital industry. Therefore, Hospital Operations were appropriately relinquished
to HGV.

As a result of the historical lease payment arrearages, of not generating sufficient cash,
and of not maintaining pace with the hospital industry, JMHI would not be expected to be able to
continue the conduct and operation of a hospital center and would not be expected to participate
in leasing or sub-leasing the Leased Premises. Further, there is no indication that JMHIV (or
JMHA or JMHC) would have permitted JMHI to sublet interests in the 1966 Hospital Lease or
other leases. |
Beginning Net Assets - June 30. 1971

The accounting assets and liabilities as of June 30, 1971 related to Hospital Operations
are set forth on the June 30, 1971 JMHI Balance Sheet. The Court found that JMHI “had value
as a ‘going concern’ with growing revenues but an erratic pattern of net earnings”, however, “the
value of the corporation (JMHI) did not exceed its liabilities.” Further, the Court found “the

assets remained in JMHI until its dissolution” on or about April 18, 1973.
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The accounting assets and liabilities related to Hospital Operations as of April 18, 1973
are estimated based on continued Hospital Operations through June 30, 1973 from the base of net

assets of JMHI as of June 30, 1971. JMHI’s Balance Sheet as of June 30, 1971 is summarized as

follows:
Assets
Cash $ 56,247
Notes Receivable 4,600
~ Accounts Receivable (Net) 741,431
" Accrued Interest Receivable . 7,239
. Inventories .- A 20,152
" Plant and Equipment (Net)
~ Land : $147,456
- Land Improvements 1,395
Fixed Equipment 88,213
Major Movable Equipment 196.261
Total Plant and Equipment (Net) 433,325
Other Assets —29757
Total Assets $ 1,292,751
Liabiliti i Shareholders' Defici
Accounts Payable $ 289913
Contract Payable 183,196
Accrued Expenses 142,701
Provision for Contractual Adjustments 280,111
Notes Payable 84,503
Lease Agreement 280,000
Bond Payable 319,000
Advance Deposits 102,000
Funds Held in Escrow - 3895
Total Liabilities $ 1,685,319
Shareholders' Equity (Deficit)
Donated Capital ‘ 20,051
Retained Deficit (412,619
Total Shareholders' Deficit —(392,568)
Total Liabilities and Shareholders' Deficit $ 1,292,751

Total Liabilities exceeded Total Assets and exceeded the value of the corporation and JMHI

reported Total Shareholders’ Deficit of (§392,568) as of June 30, 1971.
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Land of $147,456 includes all of the land at 4600 King Street, although as of June 30,
1971, JMHI owned only approximately twenty percent of the land. Twenty percent of the land
indicates value of $29,491 ($147,456 x .20). However, a land transaction prior to June 30, 1971
was based on the value of the land approximately doubling, indicating value of $58,982
($147,456 x .20 x 2). Inclusion of land of $147,456 overstates JMHI’s assets.
Hospital Operations Through March 31. 1982

Frém the base of net assets as of June 30, 1971, Hospital Operations of Jefferson
Memorial Hospital continued. Receipts and disbursements related to Hospital Operations were
effectively included within JMHC Statements of Income and wuhm JMHC Balance Sheets for
the years ended June 30, 1972 through 1982.
Statements of Income

“JMHC Statements of Income for the fiscal years ended June 30, 1972 through June 30,

1982 (the date closest to the March 31, 1982 when Hospital Operations were relinquished to
HGYV, for which financial statements have been av;ilable) effectively included revenues and
expenses related to Hospital Operations. JMHC Statements of Income included Hospital
Operations and the operations of Jefferson Memorial Hospital Associates (JMHA), a partnership
which owned the Hospital building and portions of the land, through July 1975.

JMHC Statements of Income adjusted to estimate Hospital Operations for the fiscal years

ended June 30, 1972 through June 30, 1982 are summarized as follows:
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572 D 1974 1975 1976 1971 1978 [ 1980 1581 [

JMHC Statements of lncome

Revenue from Services to Patrents $ 435092 4,749,445 5.337.78% 6303.817 6.951.598 167,657 L5M.873 9,584,189 1281157 14,054,093 11916758
Other Operaing Income 47768 S5 44891 26,046 34992 3814 16,967 9632 27058 34,000 3
’/---"* Total Revenue 3.501.860 4,794,560 5382675 6349863 6,986,590 7671947 8611.831 9.593.821 11308251 14038093 11,955,086
\\) Deductions from Reveniue 535746 548525 896,937 857337 804,652 853350 1031112 12711732 1.559.876 2134.635 1267458
Net Operaing Revenue 3966.114 4,246,035 4485738 S492.526 6,181,938 6821011 7.580.729 8316089 9748375 11753458 10637628
Operanng Expenses
Hosprial Operzting Expenses 3,586,123 314403 4.241,784 5047324 $S71.363 6245457 6893340 7650414 890709  10.809340 9.070.778
Deprecabon 39930 41410 T3 34943 59241 M8 65618 BN 84,180 9,593 80687
Rentof Land - 20,006 20371 21,055 - - -- - - - .
Rert of Land, Buiding and Equipment 19,844 - - - 150305 159,073 171,691 20073 340349 535,089 87138
Taxcs- other than Payroll and Income 4380 .19 60,657 623280 02N 71888 T2.923 80432 104331 136593 119.737
Total Operating Expenses 3.689,721 3502998 4395208 5215707 5.851.180 6.540,781 128673 8,004,496 9435959 11574615 9.708340
Net Operatmg Income 276393 343,037 90,530 276819 330,758 250230 377086 311,593 312416 173,843 979288
Other Income (Expense) .
Other Income 52806 12024 2211 10,384 4181 12,023 13462 13041 5148 51344 8788
Other Expenses
Interest (93.872) (76,560) (76.423) (T404) (57.670) (65.545) (63.588) (64252) (61,500) (61,096) (81.298)
Amortization of Goodwill (113m) 13m m3m Q13m mam amam (11.439) a3m (13m azm 3m
Lass o0 Dispasal of Equipment %) 307 (1.645) ©®nYy (13.643) (1.856) (0532) (10916) 1.050 398 .
Misceflmneous 176) (2.010) (71559 (482) - {1,135) - - - .
Less from Pamership - Lost Creek - - - - - - (170,623) (50.118) (26355) (29.148)
Lass on Dispoaal of Land 2nd Building - - - .. (51.840) - - - - - -
Medical Educstional Expenses - - - - - - - - - - {35.549)
Contmbutions - - - - - - - - . - {1.000)
Deprecunion - - - - - - - - - - (27.096)
Rent Land & Bidg, and Equip. - . - - - - - - . - (35.774)
Taxes - other then Payroll and lncome - - - - - - - - - - _(269)
Net Other Income (Expense) (55,615) (18.230) @4.793) (79.610) (130349) (67.925) (252,765) (124222 (92,994) 49379) (%4971)
Income Before Incomne Taxes 20,778 264,807 15,737 197209 200,409 212305 12429 187371 219422 129,464 884317
tncome Taxes 12769 124833 5349 74,795 81382 LA 48034 0230 .50 33.685 419,605
Net Income $ 203009 139974 10388 12414 113.027 115.128 76257 127.141 156.882 95.779 464,712
kspital Operations Adjpstents
"« [Income Before Incorne Taxes s 2078 264,807 15,737 197209 200409 212305 12429} 187371 2942 129.464 884317
1 Plus:

-+ Building Depresiation 2214 2214 2218 - 2214 . - - - . - -
RentofLand - 20,006 20373 21,055 - - - - - - -
Rentof Land, Building and Equipment 19,844 - - - - - - - . - -
Interest oa Senior Debt (1) 34949 ns 30316 27,895 - - - - - - -
Interest on Junior Debt (2) 3838 3450 3,025 25%9 - - - - - - -
Amortization of Goodwill n3n nan nn 13717 11377 1377 11484 nan n3n 37w 137
Building Lease - - - - 112,000 112,000 112,000 112,000 112,000 230,748 20,748
Land Lease #1 - - - - 25848 25,848 25,848 25,848 25848 25,848 25848
Land Lexse #2 - - - - 3988 3588 3988 3588 3588 3988 3988
Loss on Disposal of Land and Building - . - - 51,840 - - - - - -
Laoss from Parmership - Lost Crock . . - - - - 10,623 50718 26385 29,148 -

Less:
Leasc Paymenm
1965 Hosprtal Lexse (30.540) (80.940) (30.540) {80,940) {134,109) 134,109) (134,109) (134,109) (134,109) (134,109) (134,109)
1968 Haspimat Addision (11232) 1.2 .32 m22) (13.610) (18610) (18610 (13610) (18610) (18610 (18610
Land Lease #1 (15.600) (15.600) (15.600) (15,600) (35.828) (25.843) (25848) (25,818) (25848) (25.848) (25,848)
Land Lease #2 (2407) (2407 (2407 (2407 (3.588) (3.988) (3988) (3.988) (3.983) (3.988) (3.588)
Subordgate Losn - - _@sn) (23.676) (25.985) (28518) 312%) _(34350) 137.6%) (41.375) (45.409)
Adjusted Income Before Income Taxes L2288 254413 (18,710) _ 158454 196,922 154,445 24380 174397 178736 206,643 928314
Adjusied Income Taxes (3) 12344 11982 (6361) 60069 85858 707536 904N ___ 55981 __ 50940 ____S3am 430,021
Hospital Operstins Net Lscome $ _2004% 134584 (12349 98425 111064 8.709 143509 118416 1196 _ 152916 _ 488293

(1) Senior Debt principal x 6 percent interest
(2) Junior Debt principal x 6 percent interest
(3) Adjusted income taxes have been estimated based on the ratio of
reported income taxes to reported income before taxes. Net operating loss

carry forwards were applied to income before income taxes for the year
ended June 30, 1972.
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Hospital Operations revenues and expenses and net income for the years ended June 30,
1972 through 1982 were estimated by édjusiing JMHC Statements of Income for the years ended
June 30, 1972 through 1982.

Hospital Operations adjustments began with JMHC Income Before Income Taxes.
Building Depreciation, Interest on Senior Debt and on the Junior Debt relate to building and land
ownership. JMHI did not own buildings or all of the land and, therefore, building and certain
land ownership expenses have been excluded. (Annual Building Depreciation is reported on the
JMHC Balance Sheet within Accumulated Depreciation. Senior Debt and Junior Debt ending
balances and the related interest rate of six percent are reported in the notes to JMHC Financial
Statements for the years ended June 30, 1972 through 1975.)

On July 1, 1975 JMHC entered an agreement with JMHJV whereby all of the land and
buildings owned by JMHC was acquired by JMHIV. Concurrently, MHC entered into a lease
agreement with JIMHJV to fent facilities. Therefore, Statements of Income after July 1, 1975 do
not include Building Depreciation and Rent of Land, and include lease payments of $112,000 for
fiscal years 1976 through 1980 and $230,748 for fiscal years 1981 and 1982.

Rent of Land, Building and Equipment, as reported in supplemental schedules of the
JMHC Financial Statements, and lease payments made by JMHC under a lease agreement for the
building and parking facilities entered into with Jefferson Memorial Hospital Joint Venture and
related to Land Leases has been excluded and replaced with lease payments, as set for'th in the

1966 Hospital Lease and the 1966 Land Leases and as set forth in the notes to financial
statements for the 1968 Hospital Lease. Interest expense related to untimely payment of leases

has not been included.
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Lease payments were calculated based on JMHI Leases, including increases in
accordance with the terms of the respective leases. The 1966 Hospital Lease and Land Lease #1
called for rental increases each tenth anniversary based on fluctuations m the “Wholesale Price
Index”, All Commodities. (The “Wholesale Price Index” was effectively replaced with the
“Producer Price Index™.) 'Rental increases for the 1966 Hospital Lease, the 1968 Hospital Lease,
Land Lease #1 and Land Lease #2 were calculated using Producer Price Indexeé, Finished
Consumer Goods Excluding Food. .

Amortization of Goodwill, loss on disposal of land and building, and losses from Lost
Creek Partnership do not relate to Hospital Operations and were excluded from Income Before
Income Taxes.

Interest expense on the Subordinate Loan was calculated at 9.75 percent, based on then
prevailing interest rates.

Adjusted income taxes have been estimated based on the ratio of reported income taxes to

reported income before income taxes and subtracted from Adjusted Income Before Income

Taxes.
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Sub-Leasing from July 1, 1982 through December 31, 1992
Health Group of Virginia, Inc.

Health Group of Virginia, Inc. (HGV) leased the land, building and related equipment,
furniture and fixtures and non-clinical replacement for a term of ten years and one month

commencing April 1, 1982. The annual rent for the first five years was $1,000,000. As of April

- 1, 1982, the building included significant additions to the Original Hospital Building and 1968

- Addition. HGV also purchased all ‘patient accounts receivable, certain moveable equipment,

inventory and pre’paid ';éxpeilses, as of Mafch 31, 1982. In addition, HGV was responsible for
payment of taxes, .iﬁsul;ance, repairs, maintenance costs, utilities, replacement of fixtures and
equipment. HGV reéuifed construction of additional general-acute care space and additional
Medical Office Building space.

Concurrent with the lease of the Hospital building to HGV, JMHC’s lease agreement
with JMHJV was amended to provide that the annual rent would increase to $900,000 and in
consideration JMHJV would build additional space, including general-acute care space, and
assume other responsibilities. JMHI would not have had funds or debt capacity to finance
construction of additional general-acute care space or a Medical Office Building.

Fairfax Hospital Association

On July 31, 1985 Fairfax Hospital Association (Inova) acquired all of the outstanding
stock of Health Group of Virginia, Inc., which operated Jefférson Memorial Hospital. Fairfax
Hospital Association leased the land, building (the main hospital building, the entire fourth floor
of the nursing wing addition, and the space leased in the Medical Office Building which includes

the third floor and: suites (Unit 45 — December 1, 1986 and Unit 4G — November 30, 1992), all of
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which were then utilized in the operation of Jefferson Memorial Hospital) and related equipment,

furniture and fixtures for a term of twenty years and three months commencing July 31, 1985.
The annual rent for fiscal years 1986 and 1987 was $1,000,000 and for fiscal years 1988 through
December 31, 1992 was $1,200,000. In addition, the annual rent for the fourth floor addition
was $375,000. Fairfax Hospital Association was responsible for payment of taxes, insurance,
repairs, maintenance costs, utilities and replacement of fixtures and equipment.
Allocation

The JMHI Leases (1966 Hospital Lease, 1968 Hospital Lease and Land Leases), the
HGV Lease, and the Fairfax Lease included certain land and celjta.in buildings summarized as -

follows:

JMHI HGV Fairfax
Leases Lease Lease
. Land X X X
. ) Hospital Building X X X
Hospital Addition X X X
Intensive Care Unit X X
Georgetown Lab X X
Hospital Addition - Fourth Floor X
Medical Office Building - Third Floor X X
Medical Office Building - Suites X
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Income Before Income Taxes (total rent paid by HGV and by Fairfax Hospital
Association, less lease payments) has been allocated to JMHI based on payments and on

buildings subject to lease summarized as follows:

—HGV Lease —FairfaxLease
Amount Percent Amount Percent
Lease Amount $ 1,000,000 1000% $ 1,375,000  100.0%
Less: R
Third Floor (22,000 x $20.83) (458,260) 45.8 (458,260) 33.3
Fourth Floor - (375,000) 273
$ 541,740 54.2 541,740 39.4

The Third Floor, Auditorium and Office subject to lease included approximately 22,000
squ.are feet. The estimated lease rate of $20.83 per square foot is based on the Fourth Floor lease
payment of $375,000 divided by 18,000 square feet included on the Fourth Floor.

Income taxes have been estimated to be 35 percent of Allocated Income Before Income
Taxes.

Net Income based on the hypothetical sublet of the 1966 Hospital Lease and other leases

and participation in Income Before Income Taxes are summarized as follows:
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Revenue
Lease Agreement - HGV
Rent
Additional Rent
Lease Agrecment - Fairfax Hospital (Inova)
Fourth Floor
Remainder of Premises

Total Revenue

Lease Payment

Income Before Income Taxes

Allocation Percent
Allocated Income Before Income Taxes
w
~ Income Taxes

Net Income

01LS "dav

\
Six Months
Ended
Years Ended June 30, December 31,
1983 1984 1985 1986 1987 1988 1989 1990 199 1992 1992
$ 760,000 760,000 760,000 - - . - . . . .
240,000 240,000 240,000 - - - - - . . .
- . . 375,000 375,000 375,000 375,000 375,000 375,000 375,000 187,500
- - - 1,000,000 1,000,000 1,250,000 1,250,000 1,250,000 1,250,000 _ 1,250,000 875,000
1,000,000 1,000,000 1,000,000 1,375,000 1,375,000 1,625,000 1,625,000 1,625,000 1,625,000 1,625,000 1,062,500
(900,000} ___(900.000) (900,000) _(1.237,500) _(1.237.500) _{1462,500) _(1,462,500) _(1.462,500) _(1.462.500) _(1462,500) (956,250)
100,000 100,000 100,000 137,500 137,500 162,500 162,500 162,500 162,500 162,500 106,250
54;2% 54.2% 54.2% 39.4% 39.4% 39.4% 39.4% 39.4% 39.4% 39.4% 39.4%
54,200 54,200 54,200 54,175 54,175 64,025 64,025 64,025 64,025 64,025 41,863
18.970 18,970 18970 {8.961 18,961 22409 22,409 22,409 22,409 22,409 14,652
§ 35230 35230 15230 35214 15214 41616 41616 41616 41616 41616 22211
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Balance Sheets

Hospital Operations balance sheets were estimated by adjusting JMHC Balance Sheets as
of June 30, 1972 through 1982 to estimate the assets and liabilities related to I;Iospital Operations
and to include Hospital Operations Net Income. Hospital Operations balance sheets for the
period June 30, 1983 through December 31, 1992 were estimated based on the hypothetical
subleasing of the 1966 Hospital Lease and other leases. Hospital Operations Balance Sheets

(JMHC Balance Sheet amounts are in bold) are summarized as follows:
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