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Introduction

The following discussion and analyses provide an overview of the financial position and activities of
the University of Connecticut Health Center (the “Health Center”) for the year ended June 30, 2003.
This discussion has been prepared by management and should be read in conjunction with the
financial statements and the notes thereto, which follow this section.

Founded in 1881, the University of Connecticut serves as the state’s flagship for higher education,
meeting the educational needs of undergraduate, graduate, professional, and continuing education
students through the integration of teaching, research and service. The University of Connecticut is
a comprehensive institution of higher education, which includes the University of Connecticut
Health Center (Health Center). Although governed by a single Board of Trustees, the University of
Connecticut and its Health Center maintain separate budgets and are by statute separate entities for
purposes of maintaining operating funds and state appropriations. The Health Center also has a
Board of Directors to whom the Board of Trustees has delegated certain responsibility and authority.
A related, but independent, corporate entity also supports the mission of the University: The
University of Connecticut Foundation Inc. (the “Foundation”). The Foundation raises funds to
promote, encourage, and assist education and research at the University, including the Health Center.
The Foundation operates exclusively for charitable and educational purposes to promote and assist
the University of Connecticut. It solicits and accepts donations of properties, monies, and securities
and invests and administers these gifts. The Foundations’ financial statements are not part of the
University’s financial statements.

The financial statements presented here represent the transactions and balances of the Health Center
only. The Health Center offers medical and dentistry degrees and operates a physician/dentist
practice and a teaching and research hospital. The Health Center’s component parts are the School
of Medicine, School of Dental Medicine, UConn Medical Group and University Dentists (the
“Primary Institution”) and John Dempsey Hospital (the “Hospital”). The Health Center’s enrollment
in fiscal year 2003 was 311 in the School of Medicine, 158 in the School of Dental Medicine, and
452 Graduate students, taught by 477 full time faculty members. The Health Center employs more
than 4,400 people. John Dempsey Hospital (JDH) has 204 licensed beds and in fiscal year 2003
provided care to over 295,000 inpatient and outpatient visits. UConn Medical Group (UMG) in fiscal
year 2003 provided care to over 485,000 patient visits.

The Health Center has adopted Governmental Accounting Standards Board (GASB) Statement No.
35, Basic Financial Statements - and Management’s Discussion and Analysis - for Public Colleges
and Universities, an amendment to Statement No. 34, Basic Financial Statements — and
Management’s Discussion and Analysis - for State and Local Governments; Statement No. 37, Basic
Financial Statements - Management’s Discussion and Analysis - for State and Local Governments:
Omnibus; and Statement No. 38, Certain Financial Statement Note Disclosures, effective July 1,
2001. The adoption of these standards resulted in the conversion from fund accounting statements to
statements presented in a single-column format that enhance the usefulness and comprehension of
financial reports by external users. The multi-column format is no longer required and “Fund
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Balance” is replaced by “Net Assets.” Statement Nos. 34 and 35 also add Management’s Discussion
and Analysis and a Cash Flow Statement.

The following Management’s Discussion and Analysis (MD&A) is required supplemental
information. Its purpose is to provide users of the basic financial statements with a narrative
introduction, overview and analysis of those statements. It is designed to assist readers in
understanding the accompanying financial statements required by new standards of the GASB. This
discussion, which is unaudited, includes an analysis of the financial condition and results of
activities of the Health Center for the fiscal year ended June 30, 2003, based on currently known
facts, decisions, or conditions. As the MD&A presentation includes highly summarized information,
it should be read in conjunction with the accompanying financial statements and related notes to the
financial statements. The financial statements, notes to the financial statements, and this MD&A are
the responsibility of management.

Financial Highlights

The Health Center’s financial position remained strong at June 30, 2003, with assets of $319.7
million and liabilities of $93.9 million. Net assets, which represent the residual interest in the Health
Center’s assets after liabilities are deducted, increased $4.0 million in fiscal year 2003 to $225.8
million at June 30, 2003.
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The increase in net assets is primarily attributable to clinical operations of the John Dempsey
Hospital and capital appropriations from the State of Connecticut.
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program. The state’s fiscal constraints are such that the share of state support for the Health Center
may continue to decline.

The realities of the state’s budget environment mean that the Health Center’s other significant
income streams will continue to play an increasingly important role in its financial health. These
sources include private support through patient services provided, research funding, and tuition and
fees. The Health Center has established an ongoing planning process designed to address the impact
of reduced appropriations and has budgeted accordingly.

There is a more positive picture with regard to the state’s commitment to capital investment at the
Health Center. In July 2002 the Governor signed into law “21st Century UConn”; a $1.3 billion, 11-
year initiative that expands and builds on the success of UCONN 2000. 21st Century UConn
provides $300 million for improvements at the Health Center in support of the medical and dental
education programs and research.

Contacting the Hospital’s Financial Management

This financial report provides the reader with a general overview of the Health Center’s finances and
operations. If you have questions about this report or need additional financial information, please
contact the Office of the Chief Financial Officer, University of Connecticut Health Center,
Farmington, Connecticut 06030.



University of Connecticut
Health Center

Statements of Net Assets

June 30, 2003 and 2002

ASSETS

Current Assets
Cash and cash equivalents
Assets limited as to use
Patient receivables, net
Contract and other receivables
Due from State of Connecticut
Due from John Dempsey Hospital
Due from Department of Correction
Inventories
Third party payors
Deferred charges
Prepaid expenses

Total current assets

Noncurrent Assets
Restricted cash and cash equivalents
Other assets
Assets limited as to use
Due from State of Connecticut
Capital assets, net
Total noncurrent assets
Total assets

LIABILITIES

Current Liabilities
Cash overdraft
Accounts payable and accrued liabilities
Due to State of Connecticut
Accrued salaries
Compensated absences
Due to Primary Institution
Deferred revenue
Malpractice reserve
Long-term debt - current portion

Total current liabilities

Noncurrent Liabilities
Malpractice reserve
Compensated absences
Long-term debt

Total noncurrent liabilities
Total liabilities

NET ASSETS
Invested in capital assets, net of related debt
Restricted for
Nonexpendable
Scholarships
Expendable
Research
Loans
Capital projects
Unrestricted
Total net assets

$

2003 2002

Primary John Dempsey Total Total
Institution Hospital (Memo Only) (Memo Only)
44,954,502 $ - $ 44,954,502  $ 44,537,600
- 165,164 165,164 60,388
11,051,483 22,684,509 33,735,992 32,232,475
29,221,241 1,215,834 30,437,075 30,550,554
3,176,503 - 3,176,503 2,841,205
1,435 - 1,435 386,319
10,982,430 - 10,982,430 7,912,822
1,524,779 4,308,206 5,832,985 6,457,529
- 4,080,725 4,080,725 3,131,232
175,000 - 175,000 175,000
141,636 1,476,482 1,618,118 697,882
101,229,009 33,930,920 135,159,929 128,983,006
522,507 5,541,875 6,064,382 8,573,288
- 284,251 284,251 1,655,683
- 1,967,474 1,967,474 1,213,096
9,020,680 - 9,020,680 18,763,030
120,648,005 46,553,040 167,201,045 154,136,509
130,191,192 54,346,640 184,537,832 184,341,606
231,420,201 $ 88,277,560 $ 319,697,761  $ 313,324,612
- $ 2,480,636 $ 2,480,636 $ 3,328,524
16,336,781 8,294,811 24,631,592 21,754,285
1,061,329 877,410 1,938,739 1,753,973
9,643,371 3,019,026 12,662,397 10,601,666
14,574,759 6,361,214 20,935,973 20,443,491
- 1,435 1,435 386,319
12,944,300 254,000 13,198,300 15,090,870
- 2,373,000 2,373,000 2,022,000
350,411 199,820 550,231 539,023
54,910,951 23,861,352 78,772,303 75,920,151
- 6,127,000 6,127,000 7,333,000
5,120,861 2,235,021 7,355,882 6,106,497
1,068,823 607,609 1,676,432 2,225,662
6,189,684 8,969,630 15,159,314 15,665,159
61,100,635 32,830,982 93,931,617 91,585,310
119,228,771 45,745,611 164,974,382 151,371,823
58,451 - 58,451 58,451
3,243,319 32,647 3,275,966 4,801,738
3,101,413 - 3,101,413 3,132,990
9,303,867 - 9,303,867 16,506,847
35,383,745 9,668,320 45,052,065 45,867,453
170,319,566 $ 55,446,578 $ 225,766,144  $ 221,739,302

See accompanying notes to financial statements 10



w University of Connecticut Statements of Revenues, Expenses and

Health Center Changes in Net Assets
For the Years ended June 30, 2003 and 2002

2003 2002
Primary John Dempsey Total Total
Institution Hospital (Memo Only) (Memo Only)
OPERATING REVENUES
Student tuition and fees (net of scholarship
allowances of $1,636,773 and $1,585,068 respectively) $ 6,588,157 $ - $ 6,588,157 $ 6,535,261
Patient services (net of charity care of $117,773 and $108,502 respectively) 138,769,064 166,118,025 304,887,089 288,842,328
Federal grants and contracts 59,266,016 - 59,266,016 46,934,848
Nongovernmental grants and contracts 21,536,972 - 21,536,972 19,952,258
Contract and other operating revenues 54,555,955 3,965,846 58,521,801 45,758,622
Total operating revenues 280,716,164 170,083,871 450,800,035 408,023,317
OPERATING EXPENSES
Educational and General
Instruction 102,275,385 - 102,275,385 97,334,274
Research 49,861,751 - 49,861,751 44,554,808
Patient services 167,320,994 160,788,312 328,109,306 304,006,148
Academic support 12,823,022 - 12,823,022 13,448,798
Student services 720,032 - 720,032 908,227
Institutional support 38,587,305 - 38,587,305 32,752,767
Operations and maintenance of plant 14,158,592 - 14,158,592 14,839,374
Depreciation 13,226,076 5,765,080 18,991,156 17,654,076
Loss on disposal 9,099 206,794 215,893 715,635
Student aid 640,106 - 640,106 436,473
Total operating expenses 399,622,362 166,760,186 566,382,548 526,650,580
Operating (loss) income (118,906,198) 3,323,685 (115,582,513) (118,627,263)
NONOPERATING REVENUES (EXPENSES)
State appropriations 115,445,236 - 115,445,236 117,964,237
Gifts 30,030 - 30,030 506,526
Interest income (net of investment expense
of $71,471 and $68,315 respectively for the primary institution) 3,352,880 184,442 3,537,322 1,835,409
Interest on capital asset - related debt (81,970) (75,807) (157,777) (242,527)
Net nonoperating revenues 118,746,176 108,635 118,854,811 120,063,645
Income hefore other revenues,
expenses, gains or losses (160,022) 3,432,320 3,272,298 1,436,382
Capital appropriations 754,544 - 754,544 16,384,954
Total other revenues 754,544 - 754,544 16,384,954
Increase in net assets 594,522 3,432,320 4,026,842 17,821,336
NET ASSETS
Net assets-beginning of year 169,725,044 52,014,258 221,739,302 215,588,376
Cumulative effect of change in accounting principal - - - (11,670,410)
Net assets-beginning of year as restated - - - 203,917,966
Net assets-end of year $ 170,319,566 $ 55,446,578 $ 225,766,144 $ 221,739,302

See accompanying notes to financial statements 11



University of Connecticut
Health Center

Statements of Cash Flows

For the Years ended June 30, 2003 and 2002

Cash flows from operating activities:
Cash received from patients and third-party payors $
Cash received from tuition and fees
Cash received from grants, contracts and other revenue
Cash paid to employees for personal services and fringe benefits
Cash paid for other than personal services

Net cash (used in) provided by operating activities

Cash flows from investing activities:
Malpractice and bond trust funds
Interested received
Additions to property and equipment

Net cash used in investing activities

Cash flows from noncapital financing activities:
State appropriations
Gifts

Net cash provided by noncapital financing activities

Cash flows from capital and relatedfinancing activities:
Capital appropriations
Interest paid
Repayment of long-term debt

Net cash provided by (used in) capital and related financing a

Net (decrease) increase in cash and cash equivalents

Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year $

2003 2002
Primary John Dempsey Total Total

Institution Hospital (Memo Only) (Memo Only)
134,825,689 $ 164,538,782 $ 299,364,471 $ 282,098,380
6,588,157 — 6,588,157 6,535,261
133,963,843 3,581,855 137,545,698 115,727,196
(225,953,072) (78,480,439) (304,433,511) (289,077,395)
(114,949,804) (78,811,242) (193,761,046) (179,115,210)
(65,525,187) 10,828,956 (54,696,231) (63,831,768)
— (859,154) (859,154) (245,837)
3,352,880 184,442 3,537,322 1,789,761
(20,692,597) (11,578,988) (32,271,585) (18,495,300)
(17,339,717) (12,253,700) (29,593,417) (16,951,376)
73,214,407 — 73,214,407 75,293,421
30,030 — 30,030 506,526
73,244,437 — 73,244,437 75,799,947
10,496,894 — 10,496,894 4,277,224
(81,970) (75,807) (157,777) (196,879)
(388,371) (149,651) (538,022) (599,394)
10,026,553 (225,458) 9,801,095 3,480,951
406,086 (1,650,202) (1,244,116) (1,502,246)
45,070,923 4,711,441 49,782,364 51,284,610
45477009 $ 3,061,239 $ 48,538,248 $ 49,782,364

See accompanying notes to financial statements 12
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Health Center (Continued)
For the Year ended June 30, 2003

2003 2002
Primary John Dempsey Total Total
Institution Hospital (Memo Only) (Memo Only)
Operating income $ (118,906,198) $ 3323685 $ (115582513) $ (118,627,263)
Adjustrments to reconcile operating incorme to net cash provided by
(Used in) operating activities:

Depreciation and loss on disposal 13,235,175 5,971,874 19,207,049 18,369,711

Personal services and fringe benefits in-kind from State 41,895,531 — 41,895,531 42,678,409
Changes in assets and liabilities:

Patients receivables, net (873,767) (629,750) (1,503,517) (1,610,980)

Contract and other receivables 751,470 (637,991) 113,479 (427,304)

Due from JDH 384,884 — 384,834 1,408,521

Due from DOC (3,069,608) — (3,069,608) (7,912,822)

Inventories 117,213 507,331 624,544 (1,443,659)

Third party payors — (949,493) (949,493) 2,779,854

Deferred charges — — — (175,000)

Prepaid expenses 223571 (1,143,807) (920,236) 429,991

Other assets — 1,371,432 1,371,432 (1,655,683)

Accounts payable and accrued liabilities 741,246 2,136,061 2,877,307 (950,134)

Due to State of Connecticut 50,075 134,691 184,766 27,979

Accrued salaries 1,335,257 725,474 2,060,731 299,428

Compensated absences 736,534 1,005,333 1,741,867 2,599,992

Due to Primary Institution — (384,884) (384,884) (1,408,521)

Deferred revenue (2,146,570) 254,000 (1,892,570) 1,981,713

Malpractice reserve — (855,000) (855,000) (196,000)

Net cash (used in) provided by operating activities $ (65525187) $ 10828956 $ (54,696,231) $ (63,83L768)

See accompanying notes to financial statements 13
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Related Entities

The University of Connecticut Health Center (the “Health Center”) is a part of a
comprehensive institution of higher education, the University of Connecticut (the
“University”). Although governed by a single Board of Trustees, the Health Center
and the University maintain separate budgets and are by statute separate entities for
purposes of maintaining operating funds and state appropriations. The Health Center
also has a Board of Directors to whom the Board of Trustees has delegated certain
responsibility and authority. These financial statements represent transactions and
balances of the Health Center for the years ended June 30, 2003 and 2002, which
includes the School of Medicine, School of Dental Medicine, UConn Medical Group
and University Dentists (the “Primary Institution”) and John Dempsey Hospital (the
“Hospital”) exclusive of the University of Connecticut Health Center Finance
Corporation (the “Finance Corporation”). The Health Center offers medical and
dentistry degrees and operates a physician/dentist practice and a teaching and
research hospital. There is also a related, but independent, corporate entity that
supports the mission of the Health Center: The University of Connecticut Foundation
Inc. (the “Foundation”). The Foundation raises funds to promote, encourage, and
assist education and research at the University, including its Health Center.

Basis of Presentation

The Health Center’s financial statements are prepared in accordance with all relevant
Governmental Accounting Standards Board (GASB) pronouncements. GASB No.
20, “Accounting and Financial Reporting for Proprietary Funds and Other
Governmental Entities That Use Proprietary Fund Accounting,” states that proprietary
activities may elect to apply the provisions of Financial Accounting Standards Board
(FASB) pronouncements issued after November 30, 1989 that do not conflict with or
contradict GASB pronouncements.

The Health Center has adopted Governmental Accounting Standards Board (GASB)
Statement No. 35, Basic Financial Statements - and Management’s Discussion and
Analysis - for Public Colleges and Universities, an amendment to Statement No. 34,
Basic Financial Statements — and Management’s Discussion and Analysis - for State
and Local Governments; Statement No. 37, Basic Financial Statements -
Management’s Discussion and Analysis - for State and Local Governments:
Omnibus; and Statement No. 38, Certain Financial Statement Note Disclosures,
effective July 1, 2001. The adoption of these standards resulted in the conversion
from fund accounting statements to statements presented in a single-column format
that enhance the usefulness and comprehension of financial reports by external users.
The multi-column format is no longer required and “Fund Balance” is replaced by

14
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“Net Assets.” Statement Nos. 34 and 35 also add Management’s Discussion and
Analysis and a Cash Flow Statement.

Use of Estimates

The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities
and disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting
period. Actual results could differ from those estimates.

Proprietary Fund Accounting

The Health Center utilizes the proprietary fund method of accounting whereby
revenue and expenses are recognized on the accrual basis. All revenues and expenses
are subject to accrual.

Accounts Receivable and Net Patient Service Revenues

Net patient service revenues are reported at the estimated net realizable amounts from
patients, third-party payors, and others for services rendered, including estimated
retroactive adjustments under reimbursement agreements with third-party payors.
Settlements are accrued on an estimated basis in the period the related services are
rendered and adjusted in future periods, as final settlements are determined.

Investments and Investment Income

The State of Connecticut has established various funds to account for the operations
of the Health Center. These funds include the University Health Center Operating
Fund (Fund 1162), the University Health Center Research Foundation Fund (Fund
1172), the University Health Center Hospital Fund (Fund 6005) and the John
Dempsey Hospital Malpractice Trust Fund (Fund 7207). Grants and contracts for
research and related retained overhead recoveries are accounted for in the Research
Foundation Fund. The Malpractice Trust Fund accounts for assets set aside based on
actuarial funding recommendations. The Operating Fund acts as a "General Fund" for
the Health Center, accounting for all operations not accounted for elsewhere.

Unrestricted Research Foundation Fund and Malpractice Trust Fund assets in excess
of immediate cash needs are invested in the State of Connecticut Short-Term
Investment Fund (STIF). Most restricted Research Foundation Fund assets are not
invested, though there are certain exceptions including gift accounts and funds
invested at the request of sponsoring organizations. Local student activity funds
controlled by the Health Center are also invested in STIF; these funds are minimal in
amount.

15



@ University of Connecticut Notes to Financial Statements
Health Center June 30, 2003 and 2002

The STIF, which was established and is operated under Sections 3-27a through 3-27i
of the General Statutes, provides State agencies, funds, political subdivisions and
others with a mechanism for investing at a daily-earned rate with interest from day of
deposit to day of withdrawal. STIF participants have daily access to their account
balances. Underlying investments of the STIF are mainly in money market
instruments.

Though Operating Fund participation in STIF is not significant, the Health Center
earns interest on Operating Fund cash balances through the State Treasurer's interest
credit program. Under this program, the Treasurer pays the Health Center STIF
equivalent interest on the average daily cash balance held in the Operating Fund each
quarter. Additionally, interest is paid on monies transferred from the Health Center's
civil list funds into the direct disbursement account used to process checks issued
directly to vendors by the Health Center. Though the balance in this account may
include assets of the Operating, Research Foundation and Hospital Funds, all interest
earned is credited to the Operating Fund.

The Hospital Fund does not participate in STIF or, other than described above, the
Treasurer's interest credit program. However, certain funds held in the Hospital Fund
and segregated as a sinking fund to meet future debt service requirements are invested
in marketable securities.

Capital Assets

Property and equipment acquisitions are recorded at cost. Betterments and major
renewals are capitalized, and maintenance and repairs are expensed as incurred.

Depreciation is provided over the estimated useful life of each class of depreciable
asset and is computed using the straight-line method.

Medical Malpractice

Health care providers and support staff of the Hospital are fully protected by state
statutes from any claim for damage or injury, not wanton, reckless or malicious,
caused in the discharge of their duties or within the scope of their employment
(“statutory immunity”). Any claims paid for actions brought against the State as
permitted by waiver of statutory immunity have been charged against the Health
Center’s malpractice self-insurance fund. Effective July 1, 1999, the Health Center
developed a methodology by which it could allocate malpractice costs between the
Hospital and UMG. For the year ended June 30, 2003, these costs are included in the
statement of revenues, expenses and changes in net assets.

16
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Regulatory Matters

The Hospital is required to file semi-annual and annual operating information with
the State of Connecticut Office of Health Care Access (“OHCA?”), and is required to
file annual cost reports with Medicare and Medicaid.

Cumulative Effect of Change in Accounting Principle

Governmental Accounting Standards Board (GASB) Statement No. 34, and as
amended by Statement No. 35 Basic Financial Statements — and Management’s
Discussion and Analysis — for Public Colleges and Universities, was released in
November 1999 and adopted during fiscal year 2002. Implementation of this
standard resulted in restatement of how certain research grants are presented in the
financial statements compared to prior years. This restatement is in the Statements of
Revenues, Expenses and Changes in Net Assets in the financial statements for
beginning net assets. Funds received before revenue recognition criteria were met in
prior year’s financial statements were presented as changes in net assets. Due to the
adoption of Statement No. 35 these receipts are now to be presented as deferred
revenue on the Statement of Net Assets, and are to be recorded as revenue when
revenue recognition criteria are met.

The Health Center reviewed awards that met the above criteria, and determined that
the net effect of implementing Statement No. 35 was to increase federal and
nongovernmental grants and contracts revenue on the Statements of Revenues,
Expenses and Changes in Net Assets for the year ended June 30, 2002 by $1,759,881
and restate prior year net assets as follows:

Fund balance at June 30, 2001, as previously reported $ 215,588,376
Revenue as an effect of implementing Statement No. 35 (11,670,410)
Fund balance at June 30, 2001, as restated $ 203,917,966

17
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2. CASH DEPOSITS AND INVESTMENTS

Statement No. 3 of the Governmental Accounting Standards Board requires
governmental entities to categorize deposits and investments to give an indication of
the level of credit risk assumed. Category 1 includes investments that are insured or
registered, or for which securities are held by the Health Center or its agent in the
name of the Health Center. Category 2 includes uninsured and unregistered
investments for which securities are held by the broker or dealer trust department or
agent in the name of the Health Center. Category 3 includes uninsured and
unregistered investments for which the securities are held by the broker or dealer, or
by its trust department or agent, but not in the Health Center’s name. Investments
that are not evidenced by securities are not categorized.

As of June 30, 2003, the Health Center’s cash and cash equivalents balance was
$48,538,248, which included $25,112,900 in cash balances maintained by the State of
Connecticut Treasurer, $23,296,911 of investments with the State of Connecticut
Investment Pool (Short Term Investment Fund), $126,937 in deposits with financial
institutions and $1,500 in currency (change funds).

A portion of the bank balance of the State of Connecticut was insured by the Federal
Deposit Insurance Corporation or held by the State’s agent in the State’s name
(Category 1). Additionally, part of the remaining balance was collateralized.
Collateralized deposits are deposits protected by State statute. Under this statute, any
bank holding public deposits must at all times maintain, segregated from its other
assets, eligible collateral in an amount equal at least to a certain percentage of its
public deposits. The applicable percentage is determined based on the bank’s risk-
based capital ratio - a measure of the bank’s financial condition. The collateral is
kept in the custody of the trust department of either the pledging bank or another bank
in the name of the pledging bank.

As a State of Connecticut agency, the Health Center benefits from the protections
from potential custodial credit risk described in the preceding paragraph. However,
the extent to which the $25,112,900 in cash balances maintained by the State
Treasurer for the Health Center was protected cannot be readily determined.

The Short Term Investment Fund is a money market investment pool, which is
available for investment to the State, municipal entities, and political subdivisions of
the State of Connecticut. The State Treasurer is authorized to invest monies of the
short term investment fund in United States government and agency obligations,
certificates of deposit, commercial paper, corporate bonds, saving accounts, bankers’
acceptances, repurchase agreements, asset-backed securities and student loans. The
Health Center’s Short Term Investment Fund holdings of $23,296,911 were not
categorized as they consisted of deposits held in the Short Term Investment Fund;
they were not evidenced by securities.

18
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The Health Center’s deposits with financial institutions of $126,937 were considered
uninsured and uncollateralized (Category 3).

The Health Center’s investments of $822,452 consisted of U.S. Treasury notes which
were uninsured, unregistered and held by John Dempsey Hospital’s agent in John
Dempsey Hospital’s name (Category 2).

Certain funds are held by outside fiscal agents and are not under the direct control of
the Health Center. Accordingly, the assets of these funds are not included in the
financial statements. The fair value amount of these funds at June 30, 2003 was
$2,507,494. Investment income earned on these assets is transferred to the Health
Center in accordance with the applicable trust agreement. Income received for the
year ended June 30, 2003 was $24,137.

3. CHARITY CARE

The Hospital maintains records to identify and monitor the level of charity care it
provides. These records include the amount of charges forgone for services and
supplies furnished under its charity care policy, the estimated cost of those services
and supplies, and equivalent service statistics. During 2003 and 2002, the Hospital
provided charity care services of $117,773 and $108,502, respectively. All related
expenses are included in operating expenses.

4. NET PATIENT SERVICE REVENUE

The Health Center provides health care services primarily to residents of the region.
Laws and regulations governing the Medicare and Medicaid programs are complex
and subject to interpretation. The Health Center believes that it is in compliance with
all applicable laws and regulations and is not aware of any pending or threatened
investigations involving allegations of potential wrongdoing. While no such
regulatory inquiries are outstanding, compliance with such laws and regulations can
be subject to future government review and interpretation as well as significant
regulatory action including fines, penalties, and exclusion from the Medicare and
Medicaid programs. Changes in the Medicare and Medicaid programs and the
reduction of funding levels could have an adverse impact on the Health Center.

The Health Center has agreements with third-party payors that provide for payments
at amounts different from its established rates. These third party payors include
Medicare, Medicaid and certain commercial insurance carriers and Health
Maintenance Organizations. Additionally, under the Correctional Managed Health
care Program, the Health Center provides medical, dental and psychiatric care to the
inmates incarcerated at the State’s correctional facilities. This program is funded
from the State’s General Fund through the Department of Correction.
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Patient service revenue for the Health Center is as follows:

2003 2002
John Demypsey Hospital
Gross patient services revenue $ 30234576 $ 242119529
Less allonances 136,276,551 97,242,640
Net patient service revenue 166,118,025 144,876,839
UConn Medical Graup
Gross patient senvices revenue 126,442,838 121,851,622
Less allovances 68,665,706 59,538,705
Net patient service revenue 57,777,132 62,312,917
Correctional Managed Health Care 79,326,911 79,643,879
All other 1,665,021 2,008,643
Total net patient service revene $ 304,887,089 $ 283,842,328

5. CAPITAL ASSETS

Capital assets at June 30, 2003 and 2002 consisted of the following:

2003 2002
Primary John Dempsey
Institution Hospital Total Total
Land $ 1,647,373 183,137 1,830,510 1,830,510
Construction in Progress 13,879,760 6,109,324 19,989,084 5,711,611
Buildings 178,968,746 84,016,336 262,985,082 259,236,395
Equipment 96,296,115 36,865,734 133,161,849 125,496,892
290,791,994 127,174,531 417,966,525 392,275,408
Less accumulated depreciation 170,143,989 80,621,491 250,765,480 238,138,899
Capital assets, net $ 120,648,005 46,553,040 167,201,045 154,136,509

20



@ University of Connecticut Notes to Financial Statements

Health Center June 30, 2003 and 2002

The Health Center’s fine art collection is capitalized on the statement of net assets.
This collection is included in equipment in the Primary Institution and totaled
$645,736 at June 30, 2003 and 2002. Plant and equipment activity and related
information on accumulated depreciation for the Primary Institution for the year
ended June 30, 2003 was as follows:

2002 Additions Deletions 2003
Property and equipment:
Land $ 1,647,373 $ - 8 - $ 1,647,373
Construction in Progress 5,711,611 11,643,925 (3,475,776) 13,879,760
Buildings 175,642,084 3,326,662 - 178,968,746
Equipment 90,879,577 9,197,786 (3,781,248) 96,296,115
Total property and equipment 273,880,645 24,168,373 (7,257,024) 290,791,994
Less accumulated depreciation:
Buildings 92,029,524 5,475,853 - 97,505,377
Equipment 68,660,538 7,750,223 (3,772,149) 72,638,612
Total accumulated depreciation 160,690,062 13,226,076 (3,772,149) 170,143,989
Net property and equipment:
Land 1,647,373 - - 1,647,373
Construction in Progress 5,711,611 11,643,925 (3,475,776) 13,879,760
Buildings 83,612,560 (2,149,191) - 81,463,369
Equipment 22,219,039 1,447,563 (9,099) 23,657,503
Total capital assets, net $ 113,190,583 $ 10,942,297 $ (3,/484,875) $ 120,648,005

Plant and equipment activity and related information on accumulated depreciation for
the Hospital for the year ended June 30, 2003 was as follows:

2002 Additions Deletions 2003

Property and equipment:

Land $ 183,137 $ - $ - $ 183,137
Construction in Progress - 6,109,324 - 6,109,324
Buildings 83,594,311 422,025 - 84,016,336
Equipment 34,617,315 5,047,639 (2,799,220) 36,865,734
Total property and equipment 118,394,763 11,578,988 (2,799,220) 127,174,531
Less accumulated depreciation:
Buildings 50,063,006 2,927,878 52,990,884
Equipment 27,385,831 2,837,202 (2,592,426) 27,630,607
Total accumulated depreciation 77,448,837 5,765,080 (2,592,426) 80,621,491
Net property and equipment:
Land 183,137 - - 183,137
Construction in Progress - 6,109,324 - 6,109,324
Buildings 33,531,305 (2,505,853) - 31,025,452
Equipment 7,231,484 2,210,437 (206,794) 9,235,127
Total capital assets, net $ 40,945,926 $ 5,813,908 $ (206,794) $ 46,553,040
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Construction in progress at June 30, 2003 and 2002, represents accumulated costs for
various Health Center construction projects. The Health Center has entered into
various contractual arrangements related to these projects. Upon completion, the cost
of the project is transferred to the appropriate investment in plant category and
depreciation will commence.

6. INVENTORIES

Consumable supplies are expensed when received with the exception of certain
central inventories. Cost of the inventory is determined on a moving average basis
for the Central Warehouse, and on a first-in, first-out basis for the others.

7. ENDOWMENTS

The Health Center designated the Foundation as manager of the Health Center’s
endowment funds. The Foundation makes spending allocation distributions to the
Health Center for each participating endowment. The distribution is spent by the
Health Center in accordance with the respective purposes of the endowments and
with the policies and procedures of the Health Center.
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8. LONG-TERM LIABILITIES

Long-term liability activity for the year ended June 30, 2003 was as follows:

June 30, 2002

June 30, 2003

Amounts due

Balance Additions Reductions Balance within 1 year
Long-Term debt:
Bonds Payable John Dempsey Hospital ~ $ 957,082 - 149,652 807,430 199,820
Bonds Payable Primary Institution 1,680,666 - 261,433 1,419,233 350,411
Lease Agreements Primary Institution 126,937 - 126,937 - -
Total Long-Term Debt 2,764,685 - 538,022 2,226,663 550,231
Malpractice reserve 9,355,000 351,000 1,206,000 8,500,000 2,373,000
Compensated absences 26,549,988 23,371,360 21,629,493 28,291,855 20,953,973
Total Long - Term Liabilities $ 38,669,673 23,722,360 23,373,515 39,018,518 23,877,204

Estimated cash basis interest and principal requirements for the long-term debt for the
next five years are as follows:
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The Health Center is self-insured with respect to medical malpractice risks. Estimated
losses from asserted and unasserted claims identified under the Hospital’s incident
reporting system and an estimate of incurred but not reported claims are accrued
based on actuarially determined present value estimates that incorporate the
Hospital’s past experience as well as other considerations, including the nature of
each claim or incident and relevant trend factors. Accrued malpractice losses have
been discounted at a rate of 4% for the years ended June 30, 2003 and 2002.

The scope of the Hospital’s assessment for establishing reserves for malpractice costs
encompasses physicians, dentists and all other University of Connecticut Health
Center health care providers and support staff that are part of the primary institution.

The Health Center is involved in litigation claiming damages arising in the ordinary
course of business. Claims alleging malpractice have been asserted against the Health
Center and are currently in various stages of litigation. It is the opinion of
management, however, that the amounts accrued for estimated malpractice costs at
June 30, 2003 are adequate to provide for potential losses resulting from pending or
threatened litigation and an actuarially determined estimate for incurred but not
reported claims.

The Hospital has established a trust fund for the payment of medical malpractice
claim settlements. The trust is funded based on actuarially determined amounts and is
funded by the Hospital and the primary institution.

9. RESIDENCY TRAINING PROGRAM

The Health Center’s School of Medicine Residency Training Program provides area
hospitals with the services of interns and residents. Participating hospitals remit
payments to the Health Center, in accordance with an established rate schedule, for
services provided. The Health Center, in turn, funds the Capital Area Health
Consortium, Inc., which coordinates the payment of payroll and the provision of
related fringe benefits to the interns and residents, under a contractual arrangement.
Amounts remitted or owed by participating hospitals for payments made to interns
and residents, and amounts paid or due under contract to the Capital Area Health
Consortium, Inc., are reflected in the accompanying financial statements as current
unrestricted revenues and expenditures, respectively.
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10. BOND FINANCED ALLOTMENTS

The Health Center recognizes an asset when an allotment is processed for State
general obligation bonds or when bonds to be funded from Health Center resources
are sold.

11. RETIREMENT PLAN

All regular full-time employees participate in one of two retirement plans. The State
Employees’ Retirement System, a single employer defined benefit public employee
retirement system, is administered by the State and covers most full-time employees.
The State of Connecticut is statutorily responsible for the pension benefits of the
Health Center employees who participate in this plan. The Health Center makes
contributions on behalf of the employees through a fringe benefit charge assessed by
the State.

Alternatively, employees may choose to participate in the Connecticut Alternate
Retirement Program (CARP). CARP is a State-administered, portable pension plan
offered to eligible employees of the State’s constituent units of higher education as an
alternate to the State Employees’ Retirement System. CARP is underwritten by the
Teachers Insurance and Annuity Association-College Retirement Equities Fund
(TIAA-CREF). Under this defined contribution plan, plan members are required to
contribute 5 percent of their annual salaries; the State is required to contribute 8
percent of covered salary.

12. POST EMPLOYMENT BENEFITS

In addition to the pension benefits described in Note 11, the State provides post
retirement health care and life insurance benefits to eligible Health Center employees,
in accordance with Sections 5-257(d) and 5-259(a) of the Connecticut General
Statutes. When employees retire, the State pays up to 100% of their health care
insurance premium cost (including the cost of dependent coverage). This benefit is
available to retirees of the State Employees’ Retirement System and participants in
the Connecticut Alternate Retirement Program who meet certain age and service
criteria.

The State also pays 100% of the premium cost for a portion of the employee’s life
insurance continued after retirement. The amount of life insurance continued at no
cost to the retiree is determined in a formula based on the number of years of State
service that the retiree had at time of retirement. The State finances the cost of post
retirement health care and life insurance benefits on a pay-as-you-go basis through an
appropriation in the General Fund.
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13. COMMITMENTS

On June 30, 2003, the Health Center had individual outstanding commitments
exceeding $300,000 in amount, totaling $21,074,102. A portion of this amount was
included in the June 30, 2002 accounts payable.

The Health Center agreed to pay $31,891,000 during the 2003-2004 fiscal year to the
Capitol Area Health Consortium to cover the payment of payroll and related fringe
benefits to the interns and residents participating in the School of Medicine Residency
Training Program. These costs are to be funded by participating hospitals, which will
remit payments to the Health Center, in accordance with an established rate schedule,
for services provided.

The Health Center leases various building space under operating lease commitments,
which expire at various dates through fiscal year 2007. Expenses related to these
leases were approximately $2,460,000 and 2,280,000 for the year ended June 30,
2003 and 2002, respectively. Future minimum rental payments at June 30, 2003
under non-cancelable operating leases are approximately as follows:

2004 $ 1,932,000

2005 1,397,000
2006 1,100,000
2007 198,000

$ 4,627,000
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14. RELATED PARTY TRANSACTIONS

The University of Connecticut Foundation, Inc. (the “Foundation”) is a tax-exempt
organization whose objective is the betterment of the University, including its Health
Center. As is the case with the University’s Storrs based program, the Health Center
has entered into a written agreement with the Foundation whereby the Health Center
agrees to reimburse the Foundation for certain administrative services, and the
Foundation agreed to reimburse the Health Center for certain personal services
performed and for operating expenses for the benefit of the Foundation. The
following transactions occurred between the Health Center and the Foundation during
the year ended June 30, 2003:

Amount paid to the Foundation $ 380,000

Amount received from the Foundation
for personal services and operating expenses  $ 142139

Amount received from the Foundation
from endowments $ 1,938,522

15. CONTINGENCIES

The Health Center is a party to various legal actions arising in the ordinary course of
its operations. While it is not feasible to predict the ultimate outcome of these
actions, it is the opinion of management that the resolution of these matters will not
have any material effect on the Health Center financial statements.
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