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pLC L-0/5-/pk FEB 2 9 2016

ILLINOIS HEALTH FACILITIES AND SERVICES REVIEW BOARD
APPLICATION FOR EXEMPTION FOR THE __HEALTH FACILITIES &
CHANGE OF OWNERSHIP FOR AN EXISTING HEALTH CASGRFGERGTHEW BOARD

INFORMATION FOR EXISTING FACILITY

Current Facility Name_ Greenville Regional Hospital
Address 200 Health Care Drive

City ille Zip Code 62246 County _Bond
Name of current licensed entity for the facility _Greenville Regional Hospital, Inc,

Does the current licensee: own this facility X OR lease this facality, (if Ieased, check if sublease o)

Type of ownership of the cwrrent licensed eatity (check one of the following?) Sole Proprietorship
X ___ Not-for-Profit Corporation For Profit Corporation Partnership Governmental
Limited Liability Conpany Other, specify

IHino1s State Senator for the district where the facility is located: Sen_ Kyle McCarter
State Senate Disfrict Number 54  Mailing address of the State Senator
310 W. Gallatin, Vandalia, IL 62471

Hhnois State Representative for the district where the facality is located: Rep. _john D. Cavaletto
State Representative District Number __107  Mailing address of the State Representative
1370 W. Main Street, Suite A, P.O. Box 1264, Salem, IL 62881

OUTSTANDING PERMITS. Does the facility have any projects for which the State Board issued a permit that will
not be completed (refer to 1130.140 "Completion or Project Completion” for a definition of project completion) by the
time of the proposed ownership change? Yes © No g. If ves, refer to Section 1130.520{f), and indicate the projects by
Project # NOT APPLICABLE

NAME OF APPLICANT (complete this information for each co-applicant and nsert after this page).
Esact Legal Name of Applicant _See following page (Page 2)
Address
City. State & Zip Code
Type of ownership of the current licensed entity (check one of the following:) Sole Proprietorship
Not-for-Profit Corporation For Profit Corporation Partnership Govemnmental
Limited Liability Company - Other, specify

NAME OF LEGAL ENTITY THAT WILL BE THE LICENSEE/OPERATING ENTITY OF THE
FACILITY NAMED IN THE APPLICATION AS A RESULT OF THIS TRANSACTION.

Exact Iegal Name of Entity to be Licensed HSHS Holy Family Hospital, Inc.

Address_200 Healthcare Drive

City, State & Zip Code _Greenville, lllinois 62246

Type of ownership of the current licensed entity (check one of the following:) Sole Proprietorship
__X__ Not-for-Profit Corporation For Profit Corporation Partnership Governmental
__ Lipnted Liability Company ____ Other, specify

BUILDING/SITE OWWNERSHIP. NAME OF LEGAL ENTITY THAT WILL OWN THE "BRICKS
AND MORTAR" (BUILDING) OF THE FACILITY NAMED IN THIS APPLICATION IF DIFFERENT
FROM THE OPERATING/LICENSED ENTITY

Exact Legal Name of Entity That Will Own the Site_HSHS Holy Family Hospital, Inc.

Address __
City, State & Zip Code Greenville, lilinois 62246
Type of ownership of the current licensed entity (check one of the following:) Sole Proprietorship
X__ Not-for-Profit Corporation For Profit Corporation Partmership Governmental
Limited Liability Contpany Other, specify
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3. NAME OF APPLICANT (conplete this information for each co-applicant and insert after this page).
Exact 1egal Name of Applicant Hospital Sisters Health System

Address 4936 LaVerna Road
City, State & Zip Code Springfield, lllinois 62707
Type of ownership of the current licensed entity (check one of the following?) Sole Proprietorship
X___ Not-for-Profit Corporation. For Profit Corporation " Parmership ____ Govemmental
Linuted Liabilify Company __ Other, specify

3. NAME OF APPLICANT (complete this information for each co-applicant and insert after this page).
Esact Legal Name of Applicant _Hospital Sisters Services, Inc.

Address 4936 LaVerna Road

City, State & Zip Code _Springfield, lilinois 62707

Type of ownership of the current licensed entity (check one of the following:) Sole Proprietorship
X___ Not-for-Profit Corporation For Profit Corporation _ Partnership ____ Governmental

__ Limited Liability Company ___ Other, specify

3. NAME OF APPLICANT (complete this imformation for each co-applicant and insert after this page).

Exact Legal Name of Applicant_Greenville Regional Hospital, Inc.
Address 200 Health Care Drive .

City, State & Zip Code Greenville, Il 62246

Type of ownership of the current licensed entify (check one of the following) __ Sole Proprietorship
X___ Not-for-Profit Corporation For Profit Corporation  Parnership _____ Governmental
Linuted Liability Company _ Other, specify
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6. TRANSACTION TYPE. CHECK THE FOLLOWING THAT APPLY TO THE TRANSACTION:
Purchase resulting in the issuance of a license to an entity different from current licensee;
Lease resulting in the issuance of a2 license to an eatity different from current licensee;
Stock transfer resulting in the issuance of a license fo a different entity from current licensee;
Stock transfer resulting in no change from current licensee;
Assignment of transfer of assets resulting in the issuance of a license to an entity different from the curvent licensee;
Assignment or transfer of assets not resulting in the issuance of g license to an entity different from the current
licenses;
Change in membership or sponsorship of a not-for-profit corporation that is the licensed entity;
Change of 50% or more of the voting members of a not-for-profit corporation’s board of directors that controls a
health care facility’s operations, license, centification of physical plant and assets;
o  Change in the spansorship or control of the person who is licensed, certified or owns the physical plant and assets
of a governmental health care facility;
o  Sale or transfer of the physical plant and relatdd assets of a health care facility not resulting in a change of current
licensee,
©  Any other transaction that results in a person oblaining control of & health care facility’s operation or physical plan
and assets, and explain in "Astachment 3 Namrative Description™

L0 0000

o

7. APPLICATION FEE. Submit the application foe in the form of a check o money order for $2,500 payable to the
Hiinois Department of Public Health and append 55 ATTACHMENT #1.

8. FUNDING. indicate the type and source of funds which will be used 1o aoquire the facility (c.g., mortgage through
Health Facilitics Authority; cash gift from parent company, otc.) and append as ATTACHMENT #2.

9. ANTICIPATED ACQUISITION PRICE: S_NOT APPLICABLE/MEMBERSHIP SUBSTITUTION

10. FAIR MARKET VALUE OF THE FACILITY: S_16.327,323*
{to determine fair market valve, referto 77 1AC 11360.140)

11. DATE OF PROPOSED TRANSACTION: _On or before May 31, 2016

£2. NARRATIVE DESCRIPTION. Provide a marrative description explaining the transaction, and append it 1o the
application a5s ATTACHMENT #3.

13. BACKGROUND OF APPLICANT  {co-applicants must alsp provide this information}, Corporations and Limited
Liability Companies must provide a current Certificate of Good Standing from the Hiinois Secretary of State, Limited
Liability Companies and Partnerships must provide the name and address of each partner/ member and specify the
percentage of ownership of cach. Append this information to the application as ATTACHMENT #4.

4. TRANSACTION DOCUHMENTS. Provide a copy of the complete transaction document(s) including schedules and
exhibits which detail the terms and conditions of the proposed transaction (purchase, lease, stock transfer, cic)
Applicants should note that the document{s) submiited should reflect the applicant’s (and co-applicant's, if applicable)
involvement in the transaction. The document must be signed by both partics and confain language stating that the
transaction is contingent upon approval of the Hlinois Health Facilities and Services Review Board.  Append this
document(s) to the application as ATTACHMENT #5,

15. FINANCIAL STATEMENTS. (Co-applicants must 3186 peovide this information) Provide a copy of the
applicants latest audited financial statements, and append it to this application as ATTACHMENT #6. If the applicant is
a newly formed entity and financisl statcments are not available, please indicate by checking YES ., and
indicate the date the entity was formed ___

* Unrestricted Net Assets as of 1/31/2016
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§6. PRIMARY CONTACT PERSON. Individual representing the applicant to whom all correspondence and inquiries
pertaining to this application are to be directed. (Note: other persons representing the applicant not named below will
need written authorization: from the applicant stating that such persons are also authorized 1o represent the applicant in

relationship to this application).

Name: _Clare Connor Ranalli — Partner, McDermott Will & Emery
Address: 227 W. Monroe Street

City, Statc & 7 Zip Code: _Chicago, lllinois 60606
Telephone { ) Ext. (312) 984.3345

17. ADDITIONAL CONTACT PERSON, Consultant, attoraey, other individual who is also sathorized to discuss
this application and act on behalf of the applicant.
Name: Joshua Campos — Manager of Strategic Planning, Hospitals Sisters Health System

Address: 2936 LaVerna Read
City, State & Zip Code: _Springfield, lllinois 62246
Telephone () Bxt. _(217) 492:6136

ADDITIONAL CONTACT PERSON, Consuliant, attoraey. other individual who is also authorized to discuss
this application and act on behalf of the applicant,

Name: Brian Nall — CEQ, Greenville Regional Hospital
Address 200 HealtE Care Drive _

Ctt}, State & 7 ?.ip Code: Greenville, llhnons 62246
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18. CERTIFICATION

1 centify that the above information and all attached information are true and correct to the best of my knowledge and
belief. |certfy that the number of beds within the facility will not change as parnt of this transaction. 1 centify that no
adverse action has boen taken against the applicant(s) by the federal government, licensing or certifving bodices, or any
other agency of the State of Hlinois. 1 certify that | am fidly aware that a change in ownership will void any permits for
peojects that have not been completed unless such projeets will be completed or altered pursuant to the requirements in
TTIAC 1130.520(1) prioe to the effective date of the proposed ownership change. | also centify that the applicant has not
already acquired the facility named in this application or entered into an agreement 1o acquire the facility named in the
application unless the contract contains a cfause that the transaction is contj nt upon approval by the State Board.

hat L

Signature of Auwthorized Officer // 4]

Typed or Printed Name of Authorized Officer _ Mary Starmann-Harrison

Title of Autharized Officer:  President & Chief Executive Officer, Hospital Sisters Health System

Addressc 4936 LaVerna Road

City, State & Zip Code: _Springfield, lllinois 62707

Telephone (217 )_ 523-5483 Date: _ A "'07é "‘/é

NOTE: compiete s separate signature page for each co-applicant and insert following this page.
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18. CERTIFICATION

1 centify that the above information and ail attached information are truc and correct to the best of my knowledge and
belief. | centify that the number of beds within the facility will not change as part of this transaction. | centify that o
adverse action has been taken against the applicant(s} by the federal government, licensing or centifying bodies, or any
other agency of the State of fHlinois, | contify that 1 am fully aware that a change in ownership will void any permits for
projects that have not been completed unless such projocts will be completed or altered pursuant to the requirements in
TPIAC 1130.520(f) prior to the effective date of the proposcd ownership change. 1 also centify that the applicant has not
already acquired the facility named in this application or entered into an agreement to acquire the facility named inthe
application unless the contract contains o clause that the transaction js contingent upon approval by the State Board.

Sipnature of Authorized Officer %f;/ bmfwv —
U7

Typed or Printed Name of Authocized Officer _ Mary Starmann-Harrison

Title of Authorized Officer:  President & Chief Executive Officer, Hospital Sisters Services, Inc.

Address: 4936 LaVerna Road 7
City, State & Zip Code: _Springfield, lllinois 62707 7
Telcphone (_207 )_523:5483 pae: _ Do~ Mo

NOTE: complete a separate signatare page for each co-applicant and lasert following this page,
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18. CERTIFICATION
{ certify that the above information and all attached information are true and correct to the best of my knowifedge and

belief. | certify that the number of beds within the facility will not change as part of this transaction. § cerify that no
adverse action has boen taken against the applicant(s) by the federal govemment, licensing or certifying bodies, or any
other agency of the State of [Hlinois. | certify that § am fully aware that a chanpe in ownership will void any permits for
projects that have not been completed unless such projects will be completed or altered pursuant to the requirements in
77 IAC 1130.320{f) prior 1o the effective dme of the proposed ownership change. | also centify that the applicant has not
slready acquired the facility named in this application or entered into an agreement to acquire the facility named in the
application unfess the contract contains 3 » that the ﬁ is contingent upon approval by the State Board.

Signature of Authorized Officer

Typed or Printed Name of Authorized Officer _Brian Nall

Title of Authorized Officer: _President & Chief Executive Officer, Greenville Regional Hospital, Inc.

Address: 200 Health Care Drive

City, State & Zip Code: __Greenville, lilinois 62246

Telephone {__618 _)__690-3401 ” Date: 2/&/‘?/9

NOTE: complete a separate signature page for each co-applicant and insert following this page,
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Attachment #2

NOT APPLICABLE

There is no cost associated with this project.

Attachment #2
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Attachment #3

12. NARRATIVE DESCRIPTION. Provide a narrative description explaining the transaction, and append it
to the application as ATTACHMENT #3.

Greenvilie Regional Hospital (GRH) intends to fully integrate with Hospital Sisters Health System
(HSHS) through Hospital Sisters Services, Inc. {(HSSI) becoming the sole member of GRH {membership
substitution). GRH will amend its corporate documents, as necessary, to recognize HSHS as its sole
member with standard HSHS system reserved powers.

The principal purpose of full integration will be to continue to improve the ability of GRH to
sustainably deliver high quality, cost-effective care to the residents of Greenville, Illinois and
surrounding communities. Through integration and the anticipated future coordination between GRH
and HSHS, the Parties will be able to deliver more comprehensive primary and specialty care to
patients in the service area. As a fully integrated hospital within HSHS, GRH and HSHS together will be
more effective in physician recruitment and the delivery of health care services.

GRH will become a Catholic hospital and will be re-named Holy Family Hospital at the time of closing.
All health care services provided by GRH will be in accordance with the Ethical and Religious Directives
for Catholic Health Care.

The Applicant will provide confirmation to the HFSRB, within 90 days of the proposed change of
ownership, that the change occurred in accordance with the terms described herein.

Attachment #3
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Attachment #4

File Number 5163-355-5

I, Jesse White, Secretary of State of the State of lllinois, do hereby
certify that I am the keeper of the records of the Department of

Business Services. I certify that

HOSPITAL SISTERS HEALTH SYSTEM, A DOMESTIC CORPORATION, INCORPORATED
UNDER THE LAWS OF THIS STATE ON DECEMBER 26, 1978, APPEARS TOHAVE
COMPLIED WITH ALL THE PROVISIONS OF THE GENERAL NOT FOR PROFIT
CORPORATION ACT OF THIS STATE, AND AS OF THIS DATE, IS IN GOOD STANDING AS
A DOMESTIC CORPORATION IN THE STATE OF ILLINOIS,

InTestimony Whereof, 1 hereto set

sy hand and cause to be affixed the Great Seal of
the State of Illinois, this 16TH

day of SEPTEMBER A.D. 2015

it < 24] 3. 2
: ) e
fustricalion 8, 1525901744 verifiabie unll 0SHE2016 W m

Ausherdicns st ipZAvwav.cybord feeilinis com
SECRETARY OF STATE

Attachment #4
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File Number 5325-639-2

To all to whom these Presents Shall Come, Greeting:

I, Jesse White, Secretary of State of the State of Illinois, do hereby
certify that I am the keeper of the records of the Department of

Business Services. I certify that
HOSPITAL SISTERS SERVICES, INC., A DOMESTIC CORPORATION, INCORPORATED
UNDER THE LAWS OF THIS STATE ON NOVEMBER 04, 1983, APPEARS TO HAVE
COMPLIED WITH ALL THE PROVISIONS OF THE GENERAL NOT FOR PROFIT
CORPORATION ACT OF THIS STATE, AND AS OF THIS DATE, IS IN GOOD STANDING AS
A BOMESTIC CORPORATION IN THE STATE OF ILLINQIS.

In Testimony Whereof, 1 hereto set

my hand and cause to be affixed the Great Seal of
the State of Illinois, this 16TH

day of SEPTEMBER A.D. 2015

- ;4'; e
e ’
Puthonscation & 1523991640 verifabic unkl 091872018 W W

Rashendicase st WIpTiwwir cybiardmvailingis com
SECRETARY OF STATE

Attachment #4
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File Number 3598-185-3

)

To all to whom these Presents Shall Come, Greeting:

I, Jesse White, Secretary of State of the State of Illinois, do hereby
certify that I am the keeper of the records of the Department of

Business Services. I certify that

GREENVILLE REGIONAL HOSPITAL, INC., A DOMESTIC CORPORATION,
INCORPORATED UNDER THE LAWS OF THIS STATE ON APRIL €3, 1956, APPEARS TO
HAVE COMPLIED WITH ALL THE PROVISIONS OF THE GENERAL NOT FOR PROFIT
CORPORATION ACT OF THIS STATE, AND AS OF THIS DATE, IS IN GOOD STANDING AS
A DOMESTIC CORPORATION IN THE STATE OF ILLINOIS.

In Testimony Whereof, I hereto set

my hand and cause to be affixed the Great Seal of
the State of Illinois, this 25TH

day of FEBRUARY AD. 2016

f 4 87 e s b+
ey 287
#
Authentication ¥: 1605602658 verifable until 02/25/2017 M W

Authenticate at: hitp:/Mvww cyberdriveillinols.com
SECRETARY OF STATE

Attachment #4
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Attachment #5

Not applicable per recent legislative changes. However, attached is a term sheet generally describing
the transaction, and these terms will not generally change. The applicants understand a change to
any material term will result in the need to notify HFSRB, and the possibility for the need to file a
subsequent second Certificate of Exemption application.

Attachment #5
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TERM SHEET

MEMBERSHIP SUBSTITUTION OF GREENVILLE REGIONAL HOSPITAL

PARTIES: Greenville Regional Hospital, Inc. {“Greenville”) and Hospital Sisters Health System (“HSHS”).

NATURE OF TRANSACTION: Greenville Regional Hospital, Inc. is an Hlinois NFP Corporation, and its sole
member is Greenville Regional Healthcare, Inc. If the transaction is approved, Greenville Regional
Healthcare will be dissolved and Hospital Sisters Services, Inc. (“HSSI”) will become the sole member of
Greenville, with the standard reserve powers it holds as Member, by way of example; approval of
changes to the mission, vision and values of GRH, amendments to articles and bylaws of GRH,
appointment and removal of the board of directors of GRH, approve the sale, alienation exchange, lease
or encumbrance of an of the real, tangible or intangible property with value in excess of limits set forth
by HSHS, approve debt in excess of limits set forth by HSHS, etc.

ACQUISITION PRICE: None. HSHS will assume all obligations and liabilities of Greenville upon becoming
its sole member. HSHS recognizes the value of local health care services and intends to invest capital as
necessary to provide and expand where reasonably appropriate Greenville’s health care services to
ensure high quality care and financial viability. HSHS will become the owner of Greenville’s assets,
through HSSI assuming sole membership of Greenville Hospital, Inc. {to become HSHS Holy Family
Hospital, Inc.; see below).

NAME CHANGE: HSHS intends to request a corporate name change so that Greenville Regional
Hospital, Inc. will, after the transaction, be named HSHS Holy Family Hospital, Inc.

CATHOLIC IDENTITY: HSHS intends to operate the hospital as a Catholic Hospital, subject to the Ethical
and Religious Directives for Catholic Health Care.

EMPLOYEES AND PHYSICIANS: It is the intent of HSHS to employ those general employees and
physicians currently employed by Greenville that meet HSHS credentialing requirements and
employment qualifications. It is anticipated there will be little change in the Medical Staff or
employment for those involved.

GOVERNANCE: The governance structure will follow HSHS governance policies and the hospital’s board
of directors will include representation from the community and HSHS executives.

ACCESS: HSHS has a progressive charity care program and will continue to provide care to the uninsured
and underinsured in the Greenville community, at both the hospital and physician clinic(s), regardless of
ability to pay in accordance with the HSHS then current charity care policy.

CLOSING: The ciosing is contingent upon completion of due diligence and state and federal regulatory
approvals, including receipt of a COE from the lllinois Health Facilities and Services Review Board. Itis
anticipated the membership substitution will occur on or before May 31, 2016.

Attachment #5
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MISCELLANEOUS: HSHS will leave the Foundation intact for three years post-closing to be used for the
hospital’s operating expenses and capital expenditures consistent with its purpose and past practices.
After three years HSHS will move the funds to the HSHS Foundation. The HSHS Foundation practice and

intent is to use funds raised locally for the benefit of that locality.

Attachment #5

Page 16




Attachment #6

e

HOSPITAL SISTERS HEALTH SYSTEM AND SUBSIDIARIES
Springfield, Illinois

Consolidated Financial Statements and Supplementary Information
Jume 30, 2015 and 2014
{With Independent Auditors’ Report Thereon)

Attachment #6
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KPMG LLP

Aon Cetiier

Surie 5500

250 East Randolph Drive
Chicago, {L 606016436

Independent Auditors’ Report

The Board of Directors
Hospital Sisters Health System:

Repori on the Financial Statements

We have audited the accompanying consolidated financial statements of Hospital Sisters Health System and
Subsidiaries, which comprise the conzolidated balance sheets as of June 30, 2015 and 2014, and the related
consolidated ctatements of operations and change in unrestricted net 2ssets, changes ip net assefs, and cash
flows for the vears then ended, and the related notes to the consolidated financial statements,

Mancgement’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these conmsolidated financial
statements in accordance with U.S. gererally accepted accounting principles; this includes the design,
implementation. and mairtenance of nternal control relevant fo the preparation and fair prezenfation of
consolidated financial ctatements that are free from material mizstatement, whether due to fraud orerror.

Auditors’ Responsibility

Qur responsibility is fo express an opimon on these conselidated financial statements based on our audits.
We conducted owr audits in accordance with auditing standards generally accepted in the United States of
America Those ttandards require that we plan and perform the audit to obfain reasonable assurance about
whetherthe consolidated financial statements are free from material misstaterent.

An 2udit ipvolves performing procedures fo obtain audit evidence about the amounts and disclosures in the
cansolidated financial statements. The procedures selected depend on the auditors” judgment, including fhe
assessment of the rizks of matenial mizstatement of the consolidated financial statements, whether due to
fraud or ervor. In making those rizk assessments, the auditor considers internal control relevant to the eatify's
preparation and fair presentation of the consolidated financial statements in order to design sudit procedures
that are appropriate iz the circumstances, but not for the purpoce of expressing an opinion on the effectiveness
of the entity’z irtemnal control. Accordingly, we express no such opinion. An audit also includes evahizfing
the sppropriateness of accounting policies used and the reasonableness of significant accounting estimates
made by matazement, as well 25 evaluating the overall precentation of the consolidated financial statements.

We believe that the zudit evidence we have obtained 1= sufficient and appropriate to provide a basis forow
audit opinion.

Qpinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects,
the financiat position of Hospital Sisters Health Syctem and Subsidiaries as of Fune 30,2015 and 2014, 20d
the results of their operations, the changes in their net assets, and their cash flows for the vears then ended,
in aceordance with U.S. generally accepted accounting principles.

PG P a on Oviseurn Sdng Wbl paTerg,
B L3 awetw frs of XPD Sderalnemt Sooperiim
CHRIIC ovarvaticesit) « Dabm ooty
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sz

Other Matters

Owr audit was conducted for the purpose of forming an opinior on the concolidated financial statements a3
2 whole, The supplementary information included in schedules 1 through 6 iz presented for pwrposes of
additional analysic and &5 nof a required part of the consolidated financial statements. Such information is
the responsibility of management and was derived from and relates directly to the uaderlying accommting and
other records used fo prepare the consolidated financial statements. The information has been subjected to
the auditing procedures applied in the audit of the conzolidated financial statement; and cerfain addifional
procedures, including comparing and reconciling such information directly to the undertving accounting and
other records used fo prepare the consolidated financial statements or {o the consolidated financial statements
themselver, and other additional procedures in accordance with auditing standards generally accepted in the
United States of America. In our opinion, the information is fairly stated in all material respects in relation
to the comsolidated financial statements as a2 whole.

KPMe Lp

Chicago, Hlinois
October 19, 2015

Attachment #6
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HOSPITAL SISTERS HEALTH SYSTEM AND SUBSIDIARIES

Springhield, Ilinois
Counsolidated Balance Sheets
Fime 30, 2015 and 2014
{Dotlars in thousands)
Assets 2015 2014
Current assets:
Cash and cash equivalenrs 140,061 122,367
Receivables:
Patients’ accounts, Jess aliowance for
uncoliectible accounts of approximately $130,100 in 2015
and $118,700in 2014 356,123 325,652
Due from third-party reimbmrsement programs 3104 4,887
Other 34,063 38.527
Total receivables 393201 369,066
Cwrent portion of sssats whose use is limited or restricted 250,636 214,898
Inventories 43,889 18,035
Prepaid expenses 22866 20,878
Tota] carvent assets 850,723 765,074
Assets whose use is limited or restricted, net of current portion 1,785,891 1,743,058
Property, piant, and equipmext, et 1274214 13833353
Assets held for sale 40,569 44,525
Orber assets 89,808 73,545
4,021,205 3916355
Liabilities and Net Acsefs
Current liabilities:
Current instailrments of long-term debt 26,565 18,494
Long-term debt subject to shon-term remarketing agreements 155345 169,508
Current portion of estimated self-insurance Habihtles 40,606 26,896
Accouats payable 120057 104,101
Accrued liabilities 148,321 145,617
Estimated payables under third-parry refrabursement programs 62,476 60,586
Total correat liabilides 553,370 $25,202
Long-term debe, excluding current instaliments 505,7¢1 485,193
Estimated self-insurance lisbikines, net of current porsioz 61,717 76,335
Derivative instruments 48,734 43.052
Accrued benefit Bability 317480 210623
Other nopewrent Habilites 47,700 45,550
Total Habilities 1.534.7992 1385953
Net assets:
Unrestricted 2434810 2379350
Temporarily restriczed 25,754 26,695
Permanently resricted 25819 24,457
Toral et assets 2.486.413 2530502
4021205 3916455
See sccompanying notes fo consolideted Enancial statements.,
3
Attachment #6
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HOSPITAL SISTERS HEALTH SYSTEM AND SUBSIDIARIES
Springfield, Mlinois

Consolidated Statenrents of Operations and Change in Unrestricted Net Azsets
Years ended June 30, 2015 and 2014

Doliars in thousands)
2012 2014
Net patient cervice revenue $ 2,162241 2035878
Provision for umcollectible accounts (66,390) {96.383)
Net patient service revenue less provision for
uzcollectible accounts 2,095,851 1939495
Other reverue:
Investment retum 209 1,812
Net aczets released from restrictions used for operations 4,023 1,657
Other 94,150 102.804
Total revenue 2,194,233 2045768
Expenses: '
Sisters” services 1,073 1202
Salartes and wages 804,716 748,546
Employee bezefits 247,030 221,788
Professional fees 96,441 112071
Supplies 304,008 279,665
Depreciation and amortization 167,947 148,004
Interest 13,490 8472
Restructuring costs — 1,800
Other 540,345 503,732
Total expenses 2,175,050 2025280
Income from operations 19,183 20488
Nozoperating gain: Josses)
Investmert retumn 34928 212,803
Contributions of exces; 25sets over liabilifies
for St. Clare Hospital $,906 —
Discontinued operstions - gain (fozs) from operations 3,203 {3.820)
Change in fair vatue of interest rate swaps {5,682} Qa.22n
Loss on conversion and early extinguishment of debt (907} —_
Revenue and gains in excess of
expenses and losses 59,625 228,250
Other change: in unrestricted net azsets:
Net assets relezsed from restrictions used for
the purchaze of property, plant, and equipntent 2724 6876
Change in pension funded status {106,859 41273
Change in unrestiicied net assets S {44.510) 276399
See acoamparyving notes to consolidated financial statements.
4
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HOSPITAL SISTERS HEALTH SYSTEM AND SUBSIDIARIES
Springfield, Hlinois

Consolidated Statements of Changes in Net Asets
Years ended June 30, 2015 and 2014
{Dolliars in thousands}

2013 2014

Unrestricted net assets
Reverez and pains in excess of expences and lozzes $ 59.615 228250
QOther changes In unrestricted net assets:
Net aszets released from restrictions used for the purchase

of property, plant, and equipment 2724 6.876
Change in pension funded status {106,859} 41.273
Change in untestricted net assefs {44,510) 276,399

Tempararily restricted net assets: '
Investment retum (7% 2,108
Conbributions 5,985 7,632
Net assets released from restrictions {6,747) (8,533)
Change in temporarily restricted nef assets 941} 1,208

Permarently restricted pet assets:

westment rebumn g 9
Confributions 1.353 1377
Change in permanently restricted et aszetz 1.362 1,386
Change in net assels (44,089 278,993
Net assets at beginning of vear 2,530,502 - 27251,509
Net assets at end of year $ 2486413 2,530,502

See accompanying nofes to consolidated financial statements.
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HOSFITAL SISTERS HEALTH SYSTEM AND SUBSIDIARIES

Sprinzfeld, Diinols
Consclidated Seatemenss of Cash Flows
Years ended Jume 30, 2015 and 2014
{Dollars in thousands)
2018 2014
Cash flows from operating sctivities:
Change in pet gssers {34,089 278,993
Adjustnents to reconcile change in pet 255ets to net cash Fom operating
activides:
Loss on convession and ealy extinguishment of detx 907 —
Change in pension funded stams 106,350 41,273)
Income from equity basis invesanents .238) (4,193)
Cash recefied from equcty basis Bnvestiments, net 2570 5,740
Ner assets released from restrictioas psed for operations 4023 1,657
Conribumions of excess assets over Habilites for St Clare Hospint {(8.900) —
Restricted conmibutions and invesanent rearn {7,168) (11,127
Amortization of bond issumce costs, inchaded i fnterest expenve 30 253
Deprecision snd amortization, inchuding §4.463 and $4.872, respectively,
inclnded in discontinued opertions 172410 151,483
Preavision for uncollectible accounss 66,390 98,003
Change in net uwealized gxin and losses on ipveconents 39486 (£6,580)
Net reslized gains on sale of isvestmenn {56,445} {105,423)
Change in the fair value of derivative instrionents 5682 1221
Changes in assets and liabilities:
Patents’ accounts recejvebles {93,486) {129,
Other receivables 4463 (m,@
Iaventories (3,049) 2,016
Prepaid expences (1,84) {573)
‘Net amouats dve to third-party reimbursement programs 3002 14,875
Accounts payable and accrued lishbilities 15,134 1,688
Estimated self-inturance labilities snd other noncurren: Habdites 1.092 2.302
Het cash provided by operating activities 205178 170693
Cash flows ffom investing actvities:
Acquisition of property, plaat and equ (157,766} {224,242)
Cash received gvmacqmslm of 8¢ Clare 2,152 —_
Gross purchases of iovestments FH A9 (1,761,889)
Gross proceeds from sale or matarity of vestments 893,551 796,885
Change in other asvets 2408 (.1370
Net cash used in investing activitias (204,144) {196,383)
Cash flows from: financing activities:
Repaymen of fong-tenm debt (64,537 (13,663)
Proceeds from issuance of debt 180,000 0,910
Payment of bond issuance cost (1,778} _
Netassels released from resticdons wsed oo operations (4,023) {1,65T)
Restricted contribugons and fovestmen: retum 7.168 11,127
Net cash provided by financing acivides 16,830 66,777
Chonge in cash and cash equivalents 17864 41,087
Cash and cash equivalents st beginning of year 122,197 81110
Cash and cazb equivalens at end of year 140,061 132,197
& {Contimed)
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HOSPITAL SISTERS HEALTH SYSTEM AND SUBSIDIARIES
Springfield, Ilinois

Conzolidated Statements of Cash Flows
Years ended June 30, 2015 and 2014

{Doliars in thousands)
2018 2614
Supplemental disclosure of cash flow information:
Cash paid for interest, net of awounts capitalized S 13,490 8,383
Supplemental disclosure of noncash transactions:
Assets acquived under capital leace 7.506 2,198
Noncash fransactions associated with acquisiion of St. Clare Hospital:
Patients’ accounts receivable $ 3.375 —
Inventories 1,785 —
Prepaid expenses 44
Investments 6873 —
Property, plant, and equipment 9,355 —
Other assets 39 —_
Estimated third-party payor settlements 319 —
Accounts payable and accered expenses (3.326) —
Other long-term labilittes 15 o
Long-term debt 8.629 e
See accompanying rotes to comzelidated financial statements,
-7
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HOSPITAL SISTERS HEALTH SYSTEM AND SUBSIDIARIES
Springfield Minois

Notes to Consolidzted Financial Statements
June 30, 2015 and 2014
(Dollars in thousands)

Organization and Parpose

Hospital Sisters Hezlth System (HSHS), 2n Dllinois not-for-profit corporation, considers ail wholly onned or
controlled entities as subsidiaries for comsolidated financial statement purposes, The accompanving
consolidated financial statements include the accounts of HISHS and its subsidiaries. HSHS is the parent
corporation for several subsidiary corporationz and exerts confrol through various reserved powers, The
subsidiary corporations and confrolled entities presented in the accompanying conzolidated financial
statements include Hozpital Sicters Services, Inc. (HSST), HSHS System Services Center {the SSC), Hospital
Sisters of St. Francis Foundation, Inc. (the Fomdation), and Kiara, Inc. HSSL an Blinois not-for-profit
holding company, is the sole member of 14 hospitals in Rlinois and Wisconsin, Hospital Sisters Healthcare
— West, Inc. (HCW), HSHS Medical Growp, Inc,, and HSHS Wisconsin Medical Group, Inc. {(collectively
referred to as the Medical Group), Unify Limited Partnership, Kiara Clinical Integration Network (KCIN),
Prairie Education & Research Cooperative (PERC), and Renaissance Quality Insurance, Ltd. (RQIL).

The hospitals are organized for the purpoze of providing inpatient and outpatient healthcare services. HSSI
formed the Medical Group for the purpose of affiliating with physicians. RQIL i a captive insurance
comypany incorporated in the Cayman Islands to provide professional and general Hability insurance coverage
to HSHS ard affiliates. Effecttve July 1, 2013, RQIL started providing workers compensation coverage for
the 14 hospitals.

Other than 5t. Clare, Oconto Fallz (SCQO), the remaining 13 hospitals within HSSI have formed an Obligated
Group for debt financing purposes through the use of 2 Master Trust Indenture (MTT) (note 12).

On September 1, 2014, HSSI became the sole corporate member of Compmunity Memorial Hospital (CMH)
in Ocounto Falls, Wicconzin. Effective on the acquisition date, CMH became a Catholic entity and the bospital
name was changed to St. Clare Memonal Hospital, Inc, Prior to the acquisition, two HSSI affiliates held 2
combined 24% minosity inferest in {MH. Revised poveming documents are conzistent with HSHS policies
applicable to affiliates. HSSI will refain certain recerve powers over $f. Clare Memorial Hospital, Inc.
consistent with other HSSI subsidianies. As a part of the change in sponscrship, HSHS recorded $8,900 of
contribution for the excess of fair value of assets over habilities fens their equify based investment in SCO
of $3,100 and acquired $22,978 of total assets, $10,978 of total Liabilites, and $12,000 of net assets. Annual
revenue and expenses for SCO are estimated as $40.500 and $40,800. respectively.

8 {Continued}
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HOSPITAL SISTERS HEALTH SYSTEM AND SUBSIDIARIES
Springfield, lllinoiz

Notes fo Consolidsted Financial Statements
June 30,2015 and 2014
Dollars in thousands)

The 14 hospitals, of which HSSI is the sole corporate member, are as follows:

Hospital Location

Hlinois:

S¢. Elizabeth®s Hospital Belleville

St. Jozeph's Hospital Breese

St Marv’s Hospital Decatur

St. Anthony’s Memorial Hospital Effingham

5. Joseph’s Hospital Highland

St. Francis Hospial Litchfield

St Jobn's Hospital Springfield

St. Marv’s Hospital Streator
Wisconsin:

St. Joseph's Hospital Chippewa Falls

Sacred Heart Hospital Eau Claire

St. Mary’s Hospital Medical Center Green Bay

St. Vincent Hospital Green Bay

St Nickolas Hospital Sheboygan

St. Clare Hospital Oconto Falls

The SSC adminizters the Health Care Trust Fund. The S$SC iz supported by annual fees paid by the HSHS
affilisted hozpitals and certain other HSHS controlled entities to the SSC. The SSC utilizes theze funds to
provide centralized management and information services to the 14 affiliated hospitals and employee bealth
administration, In addition, the S5C administers a cenfralized investment program and defined confribution
pension plan on behalf of all HSHS entifies.

The Foundation, an Biinois not-for-profit corporation, is an entity whose pupose is to solicit and administer
philanthropic funds. The Foundation is structured ivto 14 separate divisions to administer restricted and
worestricted gifts and bequests at each of the respective hospital locations and the SSC.

Riarz, Ine., an Hlmois for-profit corporation, provides 2 vehicle for joint ventures with physizins and an
entry into thoze bealth related zervices, which do not qualify as tax-exempt services, such as pharmacy,
duarable medicat equipment, nonaffiliated electronic beakth records (EHR) implementations, and real estate
boldings. Kiara, Inc. is the sole stockkolder of LaSante, Inc., LaSante Wizconsin, Inc., and Praine
Cardiovazeular Consultants, Ine. (PCC). The operations of these thuee wholly owned subsidiaries are
consolidated into the financial staternents of Kiarz, Inc. In connection with the acquizition of PCC, §1,686
was payable at June 36, 2014 and was 2 component of other noncwrent liabilities in the accompanying
consolidated balance sheets.

g {Continued)
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HOSPITAL SISTERS HEALTH SYSTEM AND SUBSIDIARIES
Springfield, Minois
Notes to Cansolidated Financial Statements
June 30, 2015 and 2014

{Dollars in thousands)

Pursuant to 3 Membership Substifution Agyeement, HSSI became the sole corporate member of PERC on
October 1, 2013, As part of the change in sponsorship, HSHS acquired $3,8%6 of total assets, $2,121 of tofal
Habilities, and $1,765 of wnredvicted confibutions. HSSI retains certzin reserved powers over PERC
consistent with other HSST subsidiaries.

On June 22, 2015, the Board of Directors approved the intention fo sell and donate certain assets associated
with St. Mary’s Hospital (SMS) in Streator, Tilinois. As a result, these assets have been presented as assets
held for sale in the accompanymng consolidated balance sheets (note 9).

Al significant infercompany transactions have been eliminated in consolidation.
{2) Sumwmary of Significant Accounting Policies
The significant accounting polivies of HSHS are as follows:

{c} Presenrotion

For purposes of display, tranzactions deemed by management to be ongoing, major, or central to the
provision of bealthcare services are reported a5 revenue and expenzes, Peripheral or incidental
transactions are reporfed 2s nonoperating gains or losses. Nonoperating gains or losses melude
investment return, other than that which is azsociated with self-inswrance programy, or funds held by
frustee under indenture agreements_loss on conversion and exrly extinguizhment of debt, contributions
of excess awsets over labilites for St. Clare Hospital, dizcontinued operation ~ gain (loss) from
aperations, and the change in fair value of the interest rate swap agreements.

)  Useof Estimates

The preparation of consolidated finarncial statements in conformity with U.S. generally zccepted
accounting prisciples requires management fo make estimates and assumptions that affect the reported
amourts of aszets and Habilities and dizelosure of contingent assefs and tsbilities 2t the date of Hhe
consolidated financial statements, Estimates also affect the reported amounts of revenrve and expences
during the reporting period. Significant estimates include allowances for contractual allowances and
bad debts, hird-parfy pavor seftiements, valuation of imvestments, recoverability of property, plant,
and equipeent, selfincurance Habilities, derivative instruments, accrued benefit hability, and other
labilities. Actual resutts could differ from those estimates,

(¢} Cash and Cask Equivalents

Cask and cash equivalents include investments in highly liquid debt insbruments with 2 maturity of
three months oz less when purchased, excluding those amounts included a3 astets whoze use 1s Bmited
or restricted.

10 (Continued)
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HOSPITAL SISTERS HEALTH SYSTEM AND SUBSIDIARIES
Springfield, Hinois

Notes to Consolidated Financial Statements
Jume 30, 2015 and 2014
Dollars in thousands)

() Assers Whose Use is Limited or Restricted

Assets whose use iz imited or restricted inchide azsets set aside by the Board of Directors for future
capital fmprovements, self-insurance funding. and for other purposes over which the board of directors
retains control and may at its diseretion subsequently use for other purposes; assets beld by thivd-party
trustees under indeature agreements; and funds temporarily or permanently restricted by donars.
Management clazzifies the current portion of asgets whose use is Iimited or restricted bazed on the
approximate amount of the current portion of long-term debt and self-insimance.

Investments in equity securifies with readily determinable values and afl investinents in debt securities
are measured at fair valve in the accompanying consolidated balance sheets. Investment redum on
assets associated with self-insuwrance programs or assefs deposited in funds held by frustee wnder
indenture agreements is reporfed as other revenue. Investiment retwn from all other investments is
reported a5 nonoperating gains —~ investrent return, unless the income or foss is restricted by donor or
faw, Changes in net unrealized gains and lozses on investments are included in revenue and gains in
excess of expenses and losces as all investments are considered fo be trading securities.

(e} Invenrories
Inventories are stated at the Jower of cost or market. Cost is determined on a first-in, first-out basis.

&}  Properwy, Plant, and Equipment

Property, plant, and equipment additions are stated at cost or fair value at the date of acquisifion or
donation. Depreciation 15 provided over the estimated useful life of each class of depreciable aszet and
iz computed wing the siraight-line mrethod of accounting. Usefial Lives may be reascessed from time to
tame as facts and circumstances change in regards fo how ascets are being used. Interest cost incwred
on borrowed funds durtug the period of construction of major projects are capitalized a5 3 component
of the cost of acquiring those assets. Capitalized interest iz reduced by the amount of investment
income ezrned on unexpended proceeds from project specific borrowings.

g} Long-Lived Assets
Long-lived assets (including property, plant and eguipment) are periodically assessed for
recoverzbility based on the occwrence of a significant adverse event or change in the environment in
whick HSHS operates or if the expected future cash flows (undiscounted and without interest) would
become less than the canrving amount of the asset, An impairment foss would be recorded in the period
such determination is made based on the fair value of the related entity. No impairments were recorded
for the years ended Fune 30, 2015 and 2014,

h}  Other Assers ~Joint Ventures

HSHS invests in various organizations that are not wholly owned or controlied by HSHS. Investments
in affifiates i which HSHS has significant influence but does not contro] are reported on the equity
method of accounting, which represents HSHS’ equity in the underlying net book value. The equity

il (Continued)
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HOSPITAL SISTERS HEALTH SYSTEM AND SUBSIDIARIES
Springfield, Hlinois

Notes to Consolidated Financial Statements
Jume 30, 2015 and 2014
{Dollars in thousands)

methed of accountme is discontinued when the investment 1o reduced fo zerc unless HSHS has
guaranteed the oblizations of the organization or is committed to provide additional capital supporf.

{i}  Loss Reserves

HSHS is self-invured for professional and general liability, workers™ compensation, and employee
bealth claime. The provision for loss reserves include the vitimate cost for both reported losses and
lozses incurved, buf mot reported 25 of the respective consolidated balznce sheet dates. HSHS reports
the amount predicted to settle within one year az the current porfion of estimated self-incurasnce
liabilifies with the comresponding investments held a5 cusrent portion of asset: whose wse 13 Hinited or
restricted. The long-term portion i3 reported as estimated relf-insurance labfiiez with the
corresponding investments held as assets whoze we is limited or restricted.

The hability for loss reserves represents an estimate of the ultimate net cost of all such amounts that
are urpaid at the consolidated balance sheet dates. The liability is bazed on projections and the
historical claim experience of HSHS and gives effect to esBimates of trends. Although menagement
believes the estimate of the liability for claims is reasopable, it is possible HSHS® actual incurred
claime will nof conform to the assumptions’ inkerent varability with respect to the zignificant
assumptions whilized. The vitimate seftlement of claims may vary from the Bability for unpaid claims
included in the sccompanying consolidated financial statements.
G}  Derivonive Insbuments

HSHS accounts for derivatives and hedging activities in accordance with Financial Accounting
Standards Board (FASB) Accounting Standards Codification (ASC) SubTopic §13-10, Accownting for
Derivarive Insoruments and Hedging Activities, which requires that an entity recogize all derivatives
a5 either assets or Lisbilites in the consolidated balance sheet and measure those instruments at fair
vaiue. HSHS is involved in various interest rate swaps. The fair value of the inferest rate swap
programs is included 2z derivative instruments in the accompanying consolidated balance sheets. For
HSHS, the denivatives are pot designated as hedge inshuments, and therefore, settlemants on denivative
inséruments and the change in fair values of the inferest rate swap agreempents 2re recognized in the
consolidated stztements of operstions and change in wrestricied net asset: as 2 component of
nonoperafing gains Qosses).

()  Asbestas Removal Costs

HSHS accounts for asbestos removal cost; in accordance with ASC SubTopic 410-20, dccounting for
Conditional Azser Retiremem Obligations. ASC SubTopic 410-20 require: the cwvent recognition of
2 lizbility when a lezal oblization exists to perform an 23set retirement obligation (ARQ) in which the
fimicg or method of seftlement is conditional on a fufure event that may or may vot be under the control
of the extity. ASC SubToapic 410-20 yequires an ARO liability be recorded at its pet present value with
recognition of a related long-lived asset in 2 conesponding amount, The ARQO Hability 1= 2ccreted
through periodic charges to depreciation expense. The initially capitalized ARO long-Hved ascet iz
depreciated over the corresponding long-lived asset’s remaining useful Efe. HSHS is logally liable o
remove asbestos from existing buildings prior to fuhure remodeling or demolizhing of the existing
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HOSPITAL SISTERS HEALTH SYSTEM AND SUBSIDIARIES
Springfield, Hinois

Notes to Cansolidated Financial Statements
June 30, 2015 and 2014
(Dollars in thousands)

bospital buildings. The estimated asbestos removal cost at Jure 30, 2015 and 2014 i $28,897 and
$27.927, respectively, and is included within other poncurrent Liabilities @ the accompanying
consolidated balance sheets, The net book vakue of the ARO long-Hived asset at June 30, 2015 and
2014 is $258 and $334, respectively, and is included within other assets in fhe accompanying
consclidated balance sheete,

{#} Donor-Restricred Net Assets

Net ascets and acBvities are classified info three clasces based on the existence or absence of
donor-imponed resirictions; unrestricfed, tempormily resticted, and permapently restricted.
Temporanily reztricied net assets represent those net azsets whose uze by HSHS has been limited by
donors to 2 specific time period or purpose. Permanently restricted neé assets have been restricted by
donors to be maintained by HSHS in perpetuity.

HSHS classifies as permanently resiricted net assets the originat value of gifts donated fo the
permanent endowment, the original value of subsequent gifts to the permanent endowment, and
accumulations fo the permanent endowiment made in accordance with the direction of the applicable
dopor gift instrument, Investment returns in excess of spending are classified a5 increases in
temporarily restricted net assets until appropriated for expenditure by HSHS,

HSHS bas establisked a spending policy, which is evaluated and approved by the Foundation’s boxd
every vear. The approved spending rate for fiscal year 2015 and 2014 was 4.90%. In establishing this
policy, the lonp-term expected return on the endowment ix corzidered. This is consistent with HSHS®
objective to maigfzin the purchasing power of the endowment azsets held in perpenidty or for a
specified ferm,

Endowment furds are comminpled with the pooled inveshment fund administered by HSHS. HSHS
relies on 3 tofal retum shrategy in which investment retums are achieved through both capital
appreciation {realized and umrealized) and current yield (interest apd dividends). HSHS targets 2
diversified asset allocation of 35.5% fixed income, 22.5%% domestic equities, 17%% international
equities, 20% castom bedge funds, and 5%% real ascets to achieve its long-torm refure objectives within
prodent risk constyaints,

fm) Gifes, Beguesrs, and Grants

Urcondifional promises to give cash 2nd other 235ty are reported at fair value at the date the promise
1s received, which is then treated as cost. The gifts are reported a5 either temporarily or permanently
restricted support if they are received with donor stipufations that limit the use of the donated assets.
When 2 donor restriction expires, that is, when a stipulated time restriction ends or purpoce restriction
is accomplished temporanly restiicted net ascets are reclassified as unrestricted net assets and reported
in the consolidated statements of operations and change in unrechricted net assefs as assets released
from restrictions. Donor-restricted contributions whose restrictions zre met within the same year 25
received are recorded ac unrestricted contnbutions. Unrestricted contributions are included in other
revenue,
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Notes to Conzolidated Financial Statentents
June 30, 2015 and 2014
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Gifts of long-lived assets such 25 property, plant, and equipment are reported as unresiricted gifts and
bequests and are excluded from revenue and gains in excess of expenses and losses, unless explicit
donor stipulations specify how the donated ascets st be used. Gifts of long-lived aszefs with explicit
restrictions that specify how the assets are to be used and gifts of cash or other azsets that must be used
to acqudre fong-lived assets are reported as restricted contributions. In the absence of explicit donor
stipulations about how long those lonp-lived assets pmst be mainfained expirations of donor
restrictions are reported when the donated or 2cquired long-lived assels are placed in cenvice.

{r} Net Potient Service Revenue

Net patient service revenue are reporfed at the esfimated pet realizable amounts due from patients,
third-party payors, and others for services rendered, including estimated refroactive adjustments under
reimbursement agreement: with third-parfy pavors and amounts received under the Medicaid
assessment tax programs. Retroactive adjustmants are accrued o an estimated basts in the period the
related services are rendered and zdjusted in future periods as final settenvents are determined.

{o) Chority Care

HSHS provides care to patients who meet certain criteria under its charity care policy without charge
or 2t amounts less than ity established rates. Amounts determived fo qualify as chanify care are not
reported as net patient service revenue, since HSHS does not pursus collection of such amounts.

o) Revenue and Gains in Excess of Expenses and Losses i

The consolidated statements of operations and change in wnrestricted net assets include revenue and
gains in excess of expentes and losses. Changes in vnrestricted pet asseds that are exchuded from
revenue and gains in excess of expenses and loszes, consistent with industry practice, include
contributions of property, plant, and equipment (including aszets acquired using contributions that by
donor resfrictions or granis were to be used for the purpose of acquiring such assets) 2nd the change
1n pension funded status.

{g} Income Yaxes

HSHS and the Foundation are Blinois not-for-profit srganizations as described in Section 501(c) (3)
of the Internal Reverue Code (the Code) and are exempt Som federal income taxes on related income
pursuact to Section 501(a} of the Code. Kiarz, Inc. i5 an ilinois for-profit corporation that recognizes :
income taxes under the aszet and Hability method. Deferred tax assets and Babilities are recognized for !
the future fax consequences attnbutable fo differences between the consolidated financial statement :
carrving amounts of existing assets and Habilities and their respective fax bacis and operating loss and

tax credit carvyforwards. Deferred tax 2scets and Habilities are mezswred using the enacted tax rates

expected to apply to taxable income in the years in which those temporary differences are expected fo

be recovered or settied. The effect on deferred tax assets and habilities of a change in fax rates is

recogrized in income in the period that includes the enactmert date.
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Kiara, Ine.*s tax effects of temporary differences that give rize to significant portions of the daferred
tax assets at Juze 30, 2015 and 2014 are primoanily the result of net operating loss carryforwards of
$94,120 and $72 356 at June 30, 2015 and 2014, respectively, which expire af various futare dates
through 2054,

In assessing the realizability of deferred tax assets, management considers whether it is more likely
than £of that some portion or all of the deferred tax assets will nof be realized. The ultimate realization
of deferred tax ascels is dependent upon the generation of future taxable income during the periods in
which those temporary differences become deductible. Management conzders projected future taxable
income and tax plapning strategies in making this assessment. Based upon the level of historical
taxable loszes and projections for future taxable Jozses over the peniods for which the deferred tax
assels are deductible, management believes it is more lkaly than not Kiarz, Inc. will not realize the
majority of the benefitz of these deductible differences. The deferved tax assets attributable to the et
operating loss carryforwards not realized as of June 30, 2015 and 2014 bave been fully reserved in the
accompanying consolidated financial siatements due to the uncerfainty of realization.

HSHS recognizes the tax benefit from an uncertain fax position ounly if it i wore fikely than pot the
tax posifion will be sustained on examination by the taxing authorities, based on the technical menits
of the position. Az of June 30, 2015 and 2014, HSHS does nof kave any liabilittes for wmecognized
tax benefits.

{r} Fuir Value

HSHS has adopted the provitions of ASC Topic 820, Fair Falue Meanurement, for fair value
measurements of financial ascets and financipl liabilities ané for falr tvalue measwements of
nonfinancial tems that are recopnized or disclosed at fair value in the consolidated financial séatements
on a recuming basiz. ASC Topic 820 defines fair value as the price that would be received to sell an
asset or paid fo transfer 2 Hability in an orderly Gransaction befween market parficipants at the
measurement date. ASC Topic 820 alzo establishes 2 framework for measuring fair value and expands
disclosures about fair value measurements,

In conjunction with the adoption of ASC Topic §20, HSHS adopied the measurement provisions of
FASB Accounting Standards Update {ASU) 2009-12, Arvestments in Certain Entitiez That Caleulats
Net Asser Value per Share for Jis Equivalens), to certain investients in funds that do not have readily
determinable fir values inciuding private investments, hedge funds. real estate, and other fund:. This
guidance amends ASC Topic 820 and allows for the estimmation of the fair value of investments in
investment companies for which the invesémert does not have z readily determinable fair value using
net aszet vahue (NAV) per share or it equivalent.

(s} EHR Incensive Program

Tke EHR Incenfive Program (the Program) provides incentive payments to eligible hospitals and
professionals a5 they adopt, implement, upzrade, or demonsivate meaningful uze of certified EHR
technology in their first year of participation and demonsirate meaningful uze for up to five remaining
participation vears. HSHS accourts for the Program using the grant model. HSHS applies the “ratable
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recognition” approach, which states that the grant income can be recognized ratably over the entire
EHR zeporting period once a “reasonsble assurance™ income recognition threshold is met. For the
years ended June 30, 2015 and 2014, HSHS recognized §8.427 and $15,586, rezpectively, a5 other
revenue related to EHR incentives, which have been received or are expected to be received bazed on

certifications prepared by management under the appropnate guideline:.
{t}  Reclassificarion

Certain 2014 amounts have been meclassified to conform fo the 2015 consolidated financial statement

presentation a3 2 result of disconfinued operations presentation (note 9).

Commaunity Benefit

Consiztent with its mission, HSHS provides medical care to ail patients regardless of their ability to pay. In
addition, HSHS provides services intended fo benefit the poor and underserved, including those persons who
cannot afford health insurance because of inadequate resources and’or are uninsured or underinzured, and to

enbance the health status of the communities in which it operates.

The following summary has been prepared in 2ccordance with the Catholic Health Association of the United
States’ (CHA) policy document, A Guids for Planning and Reporting Community Benefiz, releazed in
May 2006. HSHS uce: a cost-to-charge ratio to caleulate the cost of chanity care and the unpaid cost of
Medicaid. The amounts in the following table reflect the quantifiable costs of HSHS' community benefit for

the vears ended June 30, 2015 and 2014:
2018

2014

37,951
92,685
1,332
2042

134210

4,680

17,883
12,002

34,565

Benefits for the poor:

Charity care at cost $ 24,026
Unpaid cost of Medicaid and otker public programs 129546
Community health services 1,845
Other 2826
158243

Benefits for the broader community:
Community health senvices 5100
Health professions education 18,298
Other 9,472
32870
Total commurity bepefit , s 191,113

168.775

Benefits for the poor represent the cost of services provided to persons who cannet afford healtheare beczuse

of inadequate resowrces and who are wninsured or undeninsured.
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Benefirs for the broader community vepresent the cott of services provided to other needy populations that
may pot qualify as poor, but that need special services and suppost. It alzo inchudes the cost of services for
the general benefit of the communities in which HSHS operates. Many programs are targeted toward
populations that may be poor, but also include those areas that may need special health services and support.
These programs are not financially self-supportine,

Charity care af cost reprecents the cost of services provided fo pafients who cannot afford healtbcare services
due fo inadequate rezources. All or 2 portion of a patient’s serviees may be considered chanity care for which
no payment is anficipated in 2ccordance with HSHS established policies.

Unpaid cost of Medicaid and other public programs vepresents the cost of providing zervices to
beneficiaries of public progranx, including state Medicaid and indigent care programs, in excess of payments
for thone services. (See note 4 for an explanation of changes to the Medicaid reimburcement from the State
of Hlinots.)

Community heclth services are achivittes and cervices for which no patient bill exists although there may be
pominal patient fees. These services are not expected fo be financially seif-supporting although some may
be partially supported by outside grants or funding,

Health professions education ircludes the unreimbuised cozt of training health professionals, such as
medical residents, mirsing students_ techpicians, and students, in allied health professions.

Other benefite include subsidized heal® services, in-kind donations, and other benefits,

In addifion to the amounts reported above, HSHS commitied significant resources in serving the Medicare
population. The cost (determiced using a cost-to-charge ratio) of providing zenices to primarily elderly
beneficiaries of the Medicare program, in excess of governmental and managed care contract payments, was
$183,772 and 8171288 for the years exded June 30, 2015 and 2014, respectively.

A related orpanization, the Foundation, funded $32,794 and $8,865 for charity care or other operating
expenzes on bebalf of the hospitals dwing the vears ended June 30, 2015 and 2014, respectively. The
commnunity benefits reported 2bove are net of the contributions from the Foundation for such benefits,

HSHS alzo provides a sipnificant amount of mncompensated care for patients, which is not included above,
but is reported in the conselidated statemments of operations and change in unrestricted mef assets 22 a
provision for uncollectible accounts, Many of those patients are uninsured or underinsured, but did not apply
for, or qualify for, charity care,

St. Mary"s Hozpital, Streator, Blinois, provided $4,153 and $5,190 for benefits to the community during the
years ended June 30, 2015 and 2014, respectively, which iz included in discontinued operations.
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Net Patient Service Revenues

HSHS has agreements with third-party payors that provide for payment at amounts different from their
establizhed yates, A sunmoary of the payment arangements with major third-party payors iz 25 folfows:

Medicare - Inpatient acufe care services rendered to Medicare program beneficiaries are generally
paid at prospectively determined rates per discharze. These rates vary according to a patient
classification system that 15 based on clinical, diagnostic, and other factors. Certain patient services
related fo Medicare beneficiaries 2re paid based upon 2 cozt reimbursement method, prospectively
determined rates, establizhed fee screens, or 2 combination thereof The hospitals are reimbursed for
cozt reimbursable items at a tenfative rate with final setilement determined after subraission of annual
cost reports by the hospitaks and audits by the Medicare fiscal intermediary. Certain outpatient services 1
performed by the hospitals are reimbursed at 2 prospectively determined rate per service based upoa

their ambulatory payment classification. Home health services performed by the hospitals are

reimbuirsed af 3 prospectively determined rate per episodic treatment.

As of June 30, 2015, Medicare cozt reports have been audited and final settled through Fune 30,2010,

Medicaid ~ Iopatient services rendered to Medicaid program beneficiaries are reimbursed at
prospectively defermined rates per discharge. Outpatient zervices rendered to Medicaid program
benefeiarios are reimbursed based upon pey visit rates. Medicaid payment methodologies and rates
for services are based on the amount of funding avadable to state Medicaid programe.

HSHS participates in the State of Hiinois (the State) provider ascessment program that assists in the
financing of its Medicaid program. The program bas been renewed by the State since ifs inception in
2004. Pursnant to this program, hospitals within the State are required o remit payment to the State
Meadicaid program under xu assessment formula approved by the Centers for Medicare and Medicaid
Services (CMS).

The hospitals have inchuded their assessments of $25,743 for both 2015 and 2014 within other
expences in the accompanying consolidated statements of operations and change in unrestricted pet
assets. The ascessment program also provides hospitals within the State with additional Medicaid
~ reimburiement based on funding formulas also approved by CMS. The hospitals have included their
additional reimbursement of $43.897 for both 2015 and 2014 within net patient service revenue in the
accompanving consolidated statements of operations and change in unrestricted et assets. i

Az of and for the yexrs ended June 30, 2015 and 2614, HSHS bas included its ascessment of §8,106 |
and $16,678, respectively, under the Hlinois Fubanced Hospital Assessment Program, within other
expences in the accompanying consolidated statement of operaions and change in unrestricted pet
assets. The Enharced Hospital Assessment Programs provides bospitals within the State with additional
Medicaid reimbursement, based on funding formulas also approved by CMS. HSHS bas included its
additional related reimburvements for the years ended June 30, 2015 and 2014 of $13,519 and $27.366,
respectively, within net patient service revenue in the accompanying consolidated statement of
operations and change in unrestricted pet assets.
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Puring 2013, CMS approved Hlinois” request for a new supplemental payment to hospitals for services
provided fo pewly eligible Medicazd bereficianies under the Affordable Care Act The pew
supplemental payuent to bospitals was approved refroxetive to March 1, 2014, Hinois will wse same
pro rata allocation as a percentage of the gross assessment payments under the existing Hospital
Assessment Programs. HSHS bas included #ts additional related reimbursements for the vear ended
June 30, 2015 of $18,030 within net patient service revenue in fhe accompanying 2015 consolidated
statement of operations and change in unrestricted net assets.

During 2009, the State of Wisconsin enacted an assessment fax on fhe gross revenue of all Wisconsin
hospitals, which iz uwsed fo increaze reimbursements made under its Medicaid progpram, During the
years ended June 30, 2015 and 2014, the HSHS Wisconsin bospitals were assessed $20,640 and
$20,834, respectively, related to this tax, which i included as a component of other expenses in the
accompanying consolidated stztements of operations and changze in unrestricted net assets, and
received $25.499 and $24,329, respectively, in supplemental Medicaid reimbursement. which is
included a5 a component of ne? patient service revenues in the accompanying consolidated staterments
of operations and chanpe in unrestricted net assets.

Other ~ HSHS bas also entered into payment agreements with cerfain commercial insurance carriers,
bealth maintenance organizations, aed preferved provider organizations. The basis for payment ander
these agreements includes prospectively determined rafes per discharge, diccounts from establiched
charges, and prozpectively defermined per diem yates.

A sammary of gyoss and net patfent service revenue for the years ended June 30, 2015 2nd 2014 is as follows:

2018 2014
Inpatient sevenue $ 2492017 2,343,084
Qutpatient revenus 3,629,158 3,171,086
Less provisions for esfimated contractual adjustments under
third-party reimbursement programs 3,958,934 3478272
Net patient service revenue s 2,162,241 2035878

Net patient service revenue for the years ended June 30, 2015 and 2014 inchude $4,829 and $2,734,
respectively, of favorable retrospectively determined prior year settlements with third-party payors.
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A summary of Medicare, Medicaid, and managed care’contracted payor utilization percentages, based upon
£ross patient service revenus, is as follows:

2018 2014
Medicare 47% 48%
Medicaid i8 i3
Managed care/contracted payor 31 32
Self-pay i 3
Qther 3 2

Patients” accounts receivable me reduced by an allowance for uncollectible accounts, In evaluating the
collectibility of patients’ accounts receivable, HSHS analyzes its past history and identifies trends for each
of its major payor sowrces of reverue fo estimate the appropriate allowance for uncollectible accounts and
provision for bad debis. Mamagement regularly reviews data about these major pavor sources of revenue in

valuating the sufficiency of the allowance for doubtful accountz. For receivables associated with services
provided to patients who have third-party coverage, HSHS analyze: contractually due amounts and provides
an allowance for doubtful account: and a provision for bad debts, if necessary (eg., for expected
uncollectible daductibles and copayments on accounts for which the third-party payer has not yet paid, or
for pavor: who are known to be having financial difficulties that make the realization of amounts due
unlikely). For receivables msociated with self-pay patients (whick includes both patients without insurance
and patients with deductible and copayment balances due for whick third-party coverage exists for part of
the bill), HSHS records a significant provision for bad debts in the period of service on the basis of its past
experience, which indicates that many patients are unable or unwilling to pay the portion of their bili for
which they are financially responsible. The difference between the standard rates {or the discounted ratesif
negotizted) and the amounts actually collected after all reasonable collection efforts have been exbausted is
charged off zzainst the allowance for doubtful accounts,

HSHS® altowance for uncollectible accounts for zelf-pay patients increased from $0.4% of self-pay zccounts
receivable zt June 30, 2014, to 83.63% of self-pay accounts receivable at June 30, 2015. HSHS® self-pay
write-offs decreaced $53,570 from $108.560 for fiscal vear 2014 fo $54,990 for fiscal vear 2015 a5 3 vesult
of the expansion of Medicaid eligibility.

HSHS recognizes patient senvice revenue associated with services provided to patients wko have third-party
payor coverage on the basis of contractual rates for the services rendered. For uninsured patients that do not
qualify for charity care, HSHS recognizes revenue on the basis of its standard rates for services provided (or
on the basis of discounted rates, if pegotiated or provided by policy). On the basis of historical experience,
2 significant portion of HSHS uninsmred patients will be unable or unwilling to pay for the services provided.
Thuz, HSHS records a siznificant provision for bad debts related to uninsured patients in the period the
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services are provided. Patient service revenue, net of contractual allowances and discounts (before the
provision for bad debts), is recognized in the period from these major payor sources, a5 follows:

2015 2014
Medicare ‘ $ 737,981 689,437
Medicaid 294,603 246287
Managed carelcontracted pavor 1,034,681 964,106
Self-pay 36,567 76,698
Other 64,409 59,350
Nef patient service revenue $ 2,162241 2035878

{5) Concentration of Credit Rizk
HSHS provides healthcare services through their inpatient and outpatient facilities located in Illivois and
Wisconsin. HSHS grants credif to patients, substantially all of whom are local residents. HSHS does not
require collateral or other security in extending credit fo patients; however, they routinely obtain azzigrment
of (or are otherwise entitled to receive) patients’ benefits payable under their health insurance programs,
plans, or policies (e 2., Medicare, Medicaid, Blue Cross, health maintenance organizations, and commercial
msurazce policies).

The mix of net receivables from patients and third-party payors as of June 39, 2015 and 2013 15 as follows:

2015 2014
Medicare 3% 8%
Medicaid il i0
Maraged care’contrecied payor 47 46
Seif-pay 5 9
Other 6 7

{6) Investment Composition and Fair Value Meazarements
{a}  Overcll Investment Objective

The overall investment objective of HSHS iz to invest its aszets in 7 prudent manner that will achieve
2n expected rate of retarn, manage rick exposure, and focus on dounside protection. HSHS' invested
aszets will maintain ufficient hquidity to fund a portion of HSHS® annual operating activities and
strcture the invested aszets to maintain a hizh percenfage of available hiquidity. HSHS diversifies its
investments among various assef classes incorporating mmliple sirategies and managers. The HSHS
‘board approves the investment policy stafement. The Investment Commitiee oversees the imvestment
program in zccordance with the investment policy statement.
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(&) AHlocation of Investment Streiegies

Tomanage risk, HSHS invests in fixed income, domestic equities, international equities, custom hedge
funds, ard real assets, HSHS engages outside portfolio managers a5 foltows: 6 fixed income managers,
13 domestic equity manarers, 5 international managers, 2 custom hedge fund portfolio managers (K2
and Mesirow), and 1 real estate manager. Because of the inherent uncerfainties for valuation of some
koldings, the estimated fair values may differ from values that would bave been used had 2 ready
market existed.

The investment objective of the K2 Custom Solutions Hospital Sisters Fund is to achieve equity type
retwrns with reduced volatility and risk. This is achieved through a diversified portfolio tarpeting
allocations of long shatepies and low volatility stratepies and spread aeross 29 separaie underlyving
funds,

The investment objective of the Mesirow Gustom Soluttons Hospital Sisters Fund is to achieve positive
returns with low volatility and vick. This is achieved through a omltimanager, multi-strategy, and
diversified investowent approach and spread across 31 separate imderlying funds.

A cummoary of the strategies uzed by the hedge fund managers is as follows:

¢ Commoditics include investment entities that may trade in agricultural, metal, and enerpy
markeis at various stages of the comxmodify cycla,

. Event Driven includes investment extities that focus on idensifying and analyzing securities that
may benefit from the occurrence of specific corporate events.

. Global Macro tncludes investment entifies, which tmvest in products that may benefit from
overafi economic and political events of various counfries.

¢ Inzvance-Linked includes irvestoent entifies with an incoms-based strategy that invest across
instruments, the value of which is driver by nswance-related events primaniy related fo
propexty and life insurance. Risk 15 manaped by diversifying over geography, insurance type,
and sensitivity to insured losses amongst other factors. The strategy 15 a tool to reduce overall
fnvestment risk as underlying insurance rick factors are less sensitive to general market factors.

. Long/Shorr Equity includes investment enfities that invest both long and short, primanly in
common stocks and debf instruments, based on the manaper’s perception of such securities
being undervalued or overvalued by the market.

. Multi-Strategy twcludes investment entities that purave multiple shrategies to diversify risks and
reduce volatility,

. Relative Value inchides investment entities that utilize nondirectional strategies. Relative value
investing involves frading around the mispricing of two related securities using various fypes of
securities or instruments,

™E
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. Specialist Credir includes mvestment entities that seek to generate superior risk-adjusted returns
from a combination of capital appreciation and current income by opporhmiztically fnvesting
and trading in 2 diversified portfolio of credit-related securities and other instruments.,

. Soructured Credit includes investosent entities that invest across structured credit markets
mcluding agency and nomagency residential mortpage-backed secwrities, commercial
mortgage-backed securities, and various asset-backed securities. Strategies can be trading
ortented or directional, and may inchude 2 hedming component to offset market rizks.

(e}  Basis of Reporting

Aszets whose use 1s limited or restricted are reported at estimated fair vahie, If an investment is held
directly by HSHS and an active market with quoted prices exists, the market price of an identical
security is used a3 reported fair value. Reported fair values for shares in common and preferred stock
and fixed fncome are based on chare prices reported by the fimds as of the last business day of the
fiseal vear. HSHS” interests in alternative investment funds are generaliy reported at the NAV reported
by the fund managers, which is used as a practical expedient to estimate the fair value of the HSHS®
inferest therein, unless it is probable that all or 2 portion of the investrent will be s0ld for an amount
different from NAV. As of Jupe 30, 2015, HSHS had no plans or intentions to sell investments at
amoucts different from NAV,

(d) Fair Volue of Financial Instruments
The following methods and 2:amoptions were used by HSHS in estimating the fair value of its finareial

instruments:

. The carying amount reported in the consolidated balance sheets for the foliowing approximates
fair value because of the short matwities of these instnunents: cash and cash equivalents,
receivables, accounts payable, accrued lisbiliies, and estimated payables under third-party
reimbursement prograny.

. Fair valoes of HSHS' investments held as assets whose use is limited or restricted are estimated
based on prices provided by its investment managers and its custodian bank except pledges
receivable and other, whereby canrying amounts approximate fair vakue. Fair value for cash and
c2sh equivalents, corporate and preferred stocks, foreign secunities, ULS. govermment securities,
corporate bonds, municipal bonds, and commingled mutual funds are measured using quoted
market prices 2t the reporfing date multiplied by the quanfity beld. The carrving vekue equaks
fair value,

e HSHS bhas two hedge fund investments for which quoted market prices are nof available. The
estimated fair value of these hedge fund investments includes estimates, appraisals,
assumptions, and methods provided by external financial advisers and reviewed by HSHS.

*  Fair value of fixed rate long-term debt is estimated based on the guoted market prices for the
same or similay izvues or on the current rates offered fo HSHS for debt of the samve remaining
maturities, For variable rate debt, camrying amounts approximate fair valve, Fair value was
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estimated using quoted market prices based upon HSHS™ current barrowing rates for simlar
fypes of long-term debt secunties.

*  Fair value of inferest rate swaps is determined using pricing models developed based on the
LIBOR swap rate and other observable market data by financial advicers. The value was
determined after considering the potential impact of collateralization azd nefting agreements,
adjusted to reflect nonperformance risk of both the counterparty and HSHS. The catrying value
equals fair value.

The preceding methods deseribed may produce a fair value caleulation that may not be indicative of
net realizable value or reflechive of future fair values. Fixthermore, although HSHS believes itz
vahuation methods are appropriate and conzistent with other market participants, the use of different
methodologies or asoumptions fo determine the fair value of certain fimancial instraments could result
ic: 3 different fair value measurement af the reporting date.

Thke following table presents the canrying amounts and estimated fair values of HSHS® finarcial
inshrumments not carried at fair vakse at June 30, 2015:

2015 2014
Carrnng : Carrng
amount Fair value amounnt Fair value
Loag-terem debt $ 687,701 684,863 673,195 673,345

{e}  Feir ¥alue Hierarchy

HSHS has adopted ASC Topic 820 for fair value measurements of financial ascets and Habilities and
for fair value measwements of nonfinancial items that are recognized or disclosed at frirvalue in the
consolidated firancial statements on a2 recuming basis. ASC Topie 8§20 establishes a fair value
Bierarchy that prionitizes the inputs to valuztion techniques used to measure fxir value, The hierarchy
gives the highest prionity fo unadiusted quoted prices in active markets foridentical assets or Habilities
{Level 1 measurements) and the lowest priority fo meastrerents involving significant unobsersable
inputs (Level 3 measurements). The three levels of the fair value hicrarchy are as follows:

. Tevel | inputs are quoted prices (upadjusted) in active markets for identical assets or habilities
that HSHS has the ability to access at the measwement date.

®  ievel2 inputs are cbservable inputs other than Level 1 prices such a5 quoted prices for similar
assets or Habilities, quoted prices in markets that are not active; or other inpuls that are
cbservable or can be corroborated by observable market data for substantially the full term of
the assets or Habilities.

*  Level 3 inputs are unobservable inpufs for the asset or Habilify.
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The availability of obsenvable market data is monitored o aszess the appropriate classification of
financial inctruments within the fair value bierarchy, Changes in economic conditions or mode]-pased
vahation techniques may require the transfer of financial instruments from one £iir value level fo
another. In such instance: the trancfer {s reported af the beginning of the reporting period. There were
no transfers between Level 1, Level 2, or Level 3 for the fiscal years ended Jurne 30, 2015 and 2014,

The following table summarizes HSHS® fair values of cash and cash equivalents, ascets whose wze is
limited or restricted by major category and derivative instraments in the fair valve hisrarchy as of
June 30, 2015, as well as related strategy, liquidity, and fanding commitments:

. Juoe 38, 2015 Redomption Deys*
Level 1 lerd 2 Levd 3 Total oc Lgeidation noSre
Cadacd cabogshaims  § 140,061 - — 140,062 Dty O
Assen whoro wse v Erdted ar
roseicred s luding
accraed e and
orbor of $4306 a=d
plodrvs rucaivadle and
othor of 23654
Cuzk e ca
st £0.271 — —-— 097 Daly O
Comaman acks 471892 —_ — 437,092 Dty Oz
LS. proonses
secwities — 190577 — 191,577 Dadly Qs
Tarsblo eremicpals — 32909 — 32929 Dty Two
Campernse baads — 144563 - 1#.563 D=ty Twe
Foreizs sorsizes 355643 1AW —_ 376,793 Dty Taow
Ceepaiiaglod ormenal
£l 11633 316,435 - 30058 Dty Three
Hodgo Sundy:
K2 oakisoatezy
fand — et 284,257 A6 Soa belr
Mosiros sultivemngy o - 88037 S80%  Swbebw
Towml
ity $ BR300 706,574 I3 2,146,598
Lishidtew
Deivative iuowmeze: § — 25744 — 45,74
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The table below sets forth a summary of changes in the fair value of the HSHS’ Level 3 assets forthe
year ended Fane 30, 2015:

Level 3 assets, vear ended June 30, 2018

RI Mesirow 10fal

fund fund funds
Balance, beginning of year $ 271432 69 560 346,992
Purchases — 15,500 15,500
Total net gains 6.835 2997 9832
Balance, end of year $ 284,267 88.057 372,324

The following table summarizes HSHS® cash and cash equivalents and azzets whose use is limited or
restricted by major category in the fair value hierarchy a5 of Jure 30, 2014, a5 well a5 related strategy,
liquidity, 20d funding commitments:

Jupe 30, 2014 Redemptisn Days’
ot biqwidstion . sotice
Cadoand cath ol § 122,197 — - 123,597 Dnily O
Aswezs whoto we s Enied oo
restrictod axeiding
sccrond innaeest 224
othee 05 34,585 and
pedre meeivable and
o6z of $29.393:
Cak aad cash
il 82,193 - -— 82195 Daily O
Lommoa stocks #46,359 — — #8338 Daily O
V.5, poveesen
securies — 108551 — 105551 Daily O
Taxa¥lo smwicipak — 31068 — 33,0468 Daily Tav
Carporse bonds —-— 1383 — 13833 Daily Tae
Feopeign securitior 341300 13222 - 365,192 Dafly T
' ingled manisl
Snds 12,42 1514 -_— 406 aily Trw
Heodge fzxd s
2 paldivmamgy
fimd -— - 25740 32 Soebelow
Woskrow axbdixaseey — — 63,560 €5.380 Sow balcr
Tomxl
At S LOWsES &93.470 28897 2053075
Liabeises:
Doatwinsrsmes 3 - 43,052 — £3.052
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The table below sets forth a summary of chanpes in fhe fair value of the HSHS' Level 3 assets for the
year ended June 30, 2014:

Level 3 assets, vear ended June 30, 2014

| %4 Mesirow iotai

fond fund funds
Balance, beginning of year $ 196,551 55,542 252093
Purchases 63,000 10000 73,000
Total pet gains 17.881 4018 21,899
Balance, end of year $ 271432 69,560 346992

The following table presents information about the redemption temus and restrictions a5 of June 30,
2015 and 2014 for the alternative investments:

K2 Castom Solutions Hospital Sisters Fund

Nofice period
{days}
Fair value minimom ‘
{8 4118 maximum :
Redemption terms:
Monthly $ 63.040 66,302 15-90 days
Quarterly 170,647 191,480 30-90 days
Biagmual 22297 8325 60-90 days
Anmually 28283 8,325 90 days
Total 3 284,267 217432
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Mesirow Cuastom Solutions Hospital Sisters Fund

Notice peried :

(days) |

Fair valoe minimum !

i} & 17 maximom :

Redemption terms:
Monthly $ 31,786 28024 15-90 days
Quartesly 17.279 3234 30-90 days
Bisnnual 35381 6,299 60~90 days
Annually 36it 2.893 90 days
Total b3 $8.057 69,560

A summary of assets whose use is limited or resivicted a5 of June 30, 2015 and 2014 is a5 follows:

2013 2014
Assets whose use is Emited or reztncted:
By the board for capital improvements s 1,769,762 1.692.347
Funds held by tnustee for celfinsurance 63,849 67,687
Funds held by RQIL 103,291 100,258
Funds temporanily restricted by donors 527 484
Iovestments beld at the Foundation 99098 104.050
Total azzets whose use is limited or
resiricted s 2036,527 1.964 856

The composition of investment return for the years ended June 30, 2015 and 2014 i3 as follow:=:

2018 2014
Investment retura;

Inferest and dividend income s 18,008 24,745

Net realized gains on sale of investments 56445 105,423

Change in net unrealized gains and losses (39.486) $6.580
Total investmert retura $ 34967 216,748 _
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Investeent refurns are included in the accompanying consolidated statements of operations and change
in anresbicted net assets and changes in net assets for the years ended June 30, 2615 and 2014 as

follows:
013 2014
Other revenue — investment return $ 209 1,827
Nonoperating gains — investment retum 34928 212,803
Temporanly restricted net assets — investment refum {1 2,109
Permarnenty restricted net assets - investment return 9 9
Total investment refwrn $ 34.967 116,748

() Derivative Instrument:

HSHS has interest-rate related derivative inshuments to manage its exposure on its debt instruments. HSHS
does nof enter into derivative instruments for any purpose other than cash flow hedging purposes, and HSHS
doe: not speculate using derivative instruments.

By using derivative financial inztruments to hedge exposures to changes in interest rates, HSHS exposes
1tself to credit risk tax nisk, and market rizk. Credit risk is the faikure of the counterparty to perform under
the tereas of the denvative cortract. When the fair value of 3 derivative contract is positive, the counterparty
owes HSHS, which creates eredit risk for HSHS, When the fair value of 2 derivative contract is negative,
HSHS owes the counterparty, ard therefore, 1t does not possess credit rizk. HSHS minimizes the credit rick
in derivative instruments by entering info fransactions with high-quality counterparties.

Tax rizk is the adverse effect that HSHS takes on to the extent tax law changes impact the rates paid to a
variable rafe bondholder (either positively or negatively) that would affect the variable rate received from
the counterparty under a LIBOR -based swap that may not mateh the tax-exempt equivalent rafe being paid.
HSHS miztmizes; the tax risk in derivative msiramerts by mainfzining sufficient cach reserves to handle
potential tax law chances,

Market rizk 15 the adverse effact onthe value of the derivative instruznent that results from a change in interest
rates. The market rizk associated with intereszt rafe contracts is managed by establishing and mositoring
parameters that limit the types and degree of market risk that may be underfaken.

HSHS is exposed to credit loss in the event of nonperformance by the counterparty %o the inferest rate swap
2greements; however, this is not anticipated. During the years ended June 30, 2015 and 2014, HSHS was not

required to post collateral,
HSHS maintains irterest rate swap agreements, which effectively change the interest rate exposwe on a
portion of it variable rate bonds to 2 fixed rafe, HSHS receives 86.1% of the three-month LIBOR (376,750

aotional amount) and 67%% of the one-month LIBOR (541,300 and $100.425 nofional amounts) and pays a
fixed rate of 4.02% (§76,750 notional amount) and 3.47% (841,300 and $100,425 potional amounts). The
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interest rate swap agreements have notional amounts of $218,475 at June 30, 2015 and 2014, respectively,

which will amortize through March 2036.

HSHS also extered info a fixed spresd basts swap 1 fiseal vear 2008 that removes the tax tick fom the
bondholders and transfers the rizk to HSHS. The premium that HSHS receives for taking on thiz risk is
67.00% of the one-month LTBOR phus a fixed spread of 48 basis points less the SIFMA Index rate, The fixed

spread basis swap has a notional amount of $150,000 nith a final maturity in May 2033,

The following is 3 summary of the swaps 25 of Jure 30, 2015:

Notional Settlement Fair
Tipe of interest swap amount value value
Fixed payor $ 76,750 (17.755) (18,723)
Fixed spread bagis 150.000 5 2t
Fixed payor 41,300 {9.955) {9,385
Fixed payor 100425 (24.238) (22847
$ 52,04) (18739
‘The following iz 2 sumumary of the swaps a5 of June 30, 2014:
Notional Setilement Fair
'Iype of interest syap amount value ralue
Fixed payor 3 76,750 (14,748} (13,350
Fixed spread basis 150,000 (4.855) (3,333)
Fized pavor 41,300 (3.635) (7.650)
Fixed payor 100,425 21018 {15,689
s {49.252) (43,053
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{8) Property, Plant, and Equipment

o

A summary of property, plant, and equipment at fune 30, 2015 and 2014 &5 a3 follows:

215 2014

Land s 56,974 58,172
Land inprovements 39,619 40,051
Buildings and permagent fixtures 1510514 1,456,753
Equipment and frnishings 1.180.086 1.169.400
2,787,193 2,724 376

1ess accumulated depreciation 1.588.496 1520478 ;
1,198,697 1,203,898
Coastruction in progress 75.517 79455
s 1274214 1283353

As of June 30, 20135, construction in progress represents various bslding and remwodeling projects. These
projects, which have remaining confracted costs at Juze 30, 2015 of $175,246, will be financed with
board-dezignated 3s3ets or from operations.

A reconciliation of total interest costs, 23 reported in the accompanying consolidated statements of operations
and change in unrestricted net assets for 2015 and 2014, is a5 follows:

2018 2014
Interest cost capitalized $ e 2,766
Interest cost charged to expense 13.49¢ 8472
Total interest cost $ 13,490 11,238
Dizcontinued Operations

SMS in Streator, Illinois is an inpatient hospital currently operated by HSSE HSSE and SMS will be
submilting 2 Certificate of Exemption application to the Health Facilities and Services Review Board for the
State of DHinols to discontinue all services, both inpatient and cutpatient at SMS.

SMS’® long term assets of property, plani and equipment have been presented as assels beld for sale in the
accompanying consolidated balance sheets for $40.569 and $44.523 during the years ended June 30, 2015
and 2014, respectively. The operations of SMS are prezented in the accompanving 2015 consolidated
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stafement of operations and changes in unrestricted net assets as discontinued operations, HSHS's results of
operations for the yvear ended June 30, 2014 bave also been reclassified to reflect the discontinuanee of SMS.

A summary of the operafing component: of the gain (osz) fom dizcontinued operations for SMS for the

vears ended June 30, 2015 and 3014 is a5 follows:

2012 2014
Reverue 1Y 44378 43,249
Expenses 41.175 47069
" Gain (toss) from discontinued operations s 3,203 3.820)

Self-Insurance
{a) Workers' Compensation, Professional and General Liobility

Oz July 1, 2013, the hospital workers' compen-ation self-incwance program was transferved to RQIL

and over the course of the fiscal year 2014, the nonhospital subsidiaries that were previously

commercizlly inswred were added to RQIL. RQE provides coverage in addition fo workers'

compensation. professional and genera! hHability, but the aszociated habilities for the other coverages
less than 1% of the total RQIL Habilities 2t June 2015 and at Juze 2014,

Urder the System’s Workers” Compensation, Profecciozal and Gereral Liability selfinswrance
program through RQIL, elaims are reflected bazed upon actuarial estimation, including both reported
and incurred but not reported claims, taking into consideration the severity of incidents and the
expecied toming of claim payments. At June 30, 2015 and 2014, funds held by RQIL were §103,201
and 5300.258, respectively. The related cwrent estimated self-insurance Habilities for June 30, 2015
and 2014 were $22319 and $16,478, respectively. The related long-fermn estimated self-insurance
liabilities for Fune 30, 2015 and 2014 were $61,717 and $76,335, tespectively. At June 30, 2015 and
2014, the estimafed seif-insurance Hability for all fufure claims pavments reflects the a:mmaib
determined owtstanding losses 3t the undiscounted’expected level. The amount included i expenses
for 2015 and 2014 was $26.862 apd $32.833. respectively, and 15 included in other expense in the
consolidated statements of operations and change in wnresiricted pet assets. These calculations take
info consideration any liability that may be covered under an extended reporting endorsemsent and
considered “taii” liability.

HSHS s involved in hitigation arising in the ordinary cowrse of business. Rzgoﬂe& clainy arein various
stages of litigation. Additional claims may be asserted against HSHS arising from services through
June 30, 2015_ It i the opinion of management that the estimated labilities accrued at June 30, 2015
are adequate to provide for potential losses resulting from pending or threatened litigation.
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&) Employee Health

The HSHS self-insurance program provides health insurance for employees, HSHS has developed
intemnal techniques for estimating costs. The amounts funded are administered by the trusiee,

At Jane 30, 2015 and 2014, funds beld by the trastee for health insurance Liabiity for employees’
selfinsurance are $63,849 and $67,687, respectively, and are included in cunrent and noncurvent acsets
whose use is linvited or restricted. At Jupe 30, 2015 and 2014, related estimated current self-insuracce
Habilities ave $11,287 and $10.418._ respectively.

Pension

HSHS employees participate in The Hospital Sizters Health System Employees' Pension Plan (the Plan).
Thiz noncontributory defined benefit pension plan covers substantially all employees of HSHS who have
completed 1,000 hours of employment during any calendar year subsequent to the commencement of
emplovment. The Plan recognizes and funds the costs refated to employee service uzing the projected unit
credit actuarizl cost method. The information below represents the apgregation of HSHS’ pencion financial
status, which is determined by the copsulting actuaries on 2 mewber-specific basis,
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The following table sets forth the Plan™s funded stafus, smounts recognized in HSHS® consolidated financial

statements, and assumptions af June 30, 2015 and 2014:

2015 2014
Change in benefit obligation:
Benefit obligation at bepinning of year $ 1,350,052 1,271,770
Service cost 54,409 47117
Interest cost 63,934 65,606
Plan amendments 160 —
Actuarial loss 87.859 8§27
Expected axpenses (8,346) {7649
Benefits paid {33,277 {109,513}
Benefit obligation at end of year $ 1,514,591 1,350,052
Change in plan ascets:
Fair vahae of plan assefs st begioning of vear S 1,139,431 1,019.876
Actual gaio on plan assets 35,707 179,208
Employer contnbutions 55,250 49,860
Benefits paid (33279 (108513}
Fair vatue of plan 255et5 3t end of year $ 1.197,111 1,139.431
Reconciliztion of funded status:
Funded status s 317480) 210621}
Amounts recognized in the accorupanying consolidated
balance sheets:
Accrnied benefit liability 317480y {210,621
Amounts pot yet reflected in net pentodic benefit cost and
included 22 an accummiated charge to unvestricted
nef 2558ty
Prior zervice cost $ (1,495} {1,920)
Actuarial loss {315.985) (208.701}
$ (317,480} {210.621)
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2012 2014
Changes recognized in unrestricted net assets:
Net gain arising during the period $ 128,756 (23,259
Prior service cost arising during the period 160 —
Amortization of prior service credit (583) (575
Amortization or settlement recognition of net foss {21,474) {17,439
Total recognized in unrestricted net assets $ 106,859 41,273
Total recognized in net periodic pension cost and
unrestricted net aszeis s 162,107 8,586
Estimated amounts that will be 2mortized from wnrestricted
pet ascets over the next fizcal vear:
Prior service credit (581) 5718
Net loss (21,979 (19.538)
Accwmnlated benefit obligation 1.386,244 1,237,243
Comporents of net pertodic benefit cost:
Service cost ' 5 54,409 47117
Interest cost 63,934 65,606
Expected return on plan aszets {85,150} (80877
Amortization of prior service cost 583 575
Amortizatton of net lozs 21474 17439
Net periodic benefit cost s 55,250 49,860
2018 2614
Weighted average assumptions nsed to determine benefit
obligations at June 30;
Discount rate 4.86% 4774%
Average rate of compensation increase 3,00 3.00
Measurement date Jure 30, 2015 hune 30,2014
Weighted average assumptions used fo determine net periodic
benefit cost for the year ended June 30:
Discount rate 4.74% 5.24%
Expected fong-term refurn on plan assets 25 825
Average rate of compensation increase 3.00 3.00
Measurement date June 30, 2014 Juze 30, 2013

The expected long-term rate of refurn is based on the portfolio as a whole and not on the sum of the returns
on individual azsets categories, The refurn is based exclusively on hisforical returns, without adjustments,
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The Mercer Bond Model was used to determine the discount rate uzed to measnure labilities of the Plan.
HSHS conchded the Mercer Bond Model provided the best estimate of the inferect rates at which the pension
benefit could be effectively settled in accordance with A5C Section 715-30-55-25. The Mercer Bond Model
dizcounts the Pian's cash flow and caleulates the Plan’s appropriate equivalent single discount rate for the
given cash Row bazed on a hypothetical bond portfolio whose cach flows from coupons and maturities match
year-by-vear the projected lability berefit payments from the Plan.

$HSHS expects to contribute to its pension
plan for the 2016 fiscal year the

following amount $ 92,372

The following benafit payments that reflect
expected future service, as appropriate,

are expected fo be paid:
2016 41,055
2017 47,787
2018 54918
2019 62,005
2020 68,988
20212025 443,859

The expected benefits are based on the same assumptions used to measure HSHS' benefit obligation at
June 30, 2015 and inciude estimated future ensployee service. In 2014, HSHS offered all participants of the
plan terminated prior o June 30, 2014 a onetitne option fo take theiy full benefit in the fonn of 2 lump sum,
which 1,643 deferred vested parficivants accepted for a total amount of $80,773.

As of hune 39, 2015, HSHS adopted the new RP-2014 Moxrtality Table with geperational improvements using
projection scale MP-2014. As a result of the adoption. the projecied benefit obligation mcreazed by
approximately $96.500,

The Plan bas developed an Investment Policy Statement (the IPS), which is reviewed and approved by the
HSHS Board of Directors. The IPS establiches goals and objectives of the fund. aszet allocations, allowable
and prokibited investments, socially responsible gutdelines, aed aszet classifications. The IPS dictates that
assets should be rebalanced back to target sllocation on a quarterly basis. Investments are managed by
independent managers. Management monitors the performance of these managers on 2 quarteriy basis.
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The table below lists the farget asset allocation and acceptable ranges and actual asset allocations as of
June 30, 2015 and 2014:

Target Acceptable Actual allocation at June 30
Asset atlocation range k{15 014
Equities 51% 30%-70% 55% 8%
Debt securities 30 23-70 27 28
Alternative investments i3 0-15 i3 i3
Cash and cash equivalents — 0-6 5 i

{a}  Overall Invesement Qbjective

The overall mvestment objective of the Plan i« to invest the Plan’s assets in a prudent manner to best
zerve the participants of the Plan. Plan imvestmwent assets are fo produce investment results that achieve
the Plan’s actuarial 2zsumed rate of return, protect the integrity of the Plan, agsist HSHS in meeting
the obligations to the Plan's parficipants, manage risk exposures, focus on downside protection, and
{o maintain enough Hquidity in the portfolio to exsure imely cash outflows and beneficiary payments.
The Plans” investments are diversified among various asset classes incorporating multiple strafegies
and manapers to exceed 2 weighted bepchmark return based upon policy asset allocation targets and
standard index retums. Major investment decisions are authonized by the Board’s Retiremment
Committee, which oversees the Plan’s fnvestment program in accordance with established guidelines.

&) Allocarion of Investment Strategies

The Plan maintains 3 percent of assets in domestic and international equity stocks to achieve the
expected rzte of return, To manage risk exposure, up to 30% of the Plans’ assets are ipvestedin 2
Lability driven investment strategy.

{c) Basis of Reporting
Tuvestments are reported at esfimated fadr value. If an investment is held directly by the Plan and an
active market with quoted prices exists, the market price of an identical sacurify is used as reported
fair value. Reported fair values for shares in pwtual funds registered with them are based on share
prices reporfad by the finds as of the fast business day of the Bucal year. The Plan™s ownership in
aliernative inveshment funds are generally reported at the NAV reported by the fund managers, which
15 uzed a5 a practical expedient fo estimate the fair value of the Plan’s ownership thereln, unless it is
probable that all or a portion of the investment will be sold for an amonnt different from NAV. As of
June 30, 2015, the Plan had no plans or intentions fo sell investments at 2mounts different from NAV,
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The fair values of the Plan's aszets at June 30, 2015, by asset category class, are as follows:

June 33 3015 Redemption Days’
Levell Tevell T3 “Tots] eorliguidation  merice
Pemion plam aswons sxckading
acerued iztarest 0f S 1,311
Caik 3nd cack squivalezty § 35624 - - 55624 Daily O
Cormes stockt #0007 — - 86,007 Daily One
U5, poverniosnt
wecusition — 12526 — 135260 Drily Ons
Cornminglot rouraal fmds — 19332 - 12432 Dady Three
Mu=icipal boods - 1231 — 1234 Diity Tuo
Cerporass bonds, noters,
and debemsres - 4393 - 4395 iy Tiro
Forsism voczrito: 262285 1590 - 4184 Daity Terw
Hodgy frads:
R meulivnategy fimd — — 33161 33,188 Now 85 Now Sy
Muirow waliiweiopy
— — 13213 L7217 NetsSo)  Nowmé(e)
Tor) asset 22
Bircale 5 717916 337506 150,378 3195500
* Liguidisy rorms 20v sllocated o 1amme 35 disclored In pets o) Sur'pla: W,
The table below sets forth a summary of changes in the fair value of the Plan"s Level 3 ascets for the
vear ended June 30, 2015:
Levrel 3 assets, vear ended Jugpe 30, 2015
| 34 Mesirow Total
fund fund funds
Balance, beginning of year S 32,363 112282 144,645
Total net gains 98 4935 5,733
Balance, end of year $ 33,161 117217 150378
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The fair values of the Plan's assets at June 30, 2014, by asset category class, are 25 follows:

Juwe 30, 2014 Redemption Dy
Levell Tevel T Lered 3 Toal  orliguidation  sefie
Peonics plan 330t z
ascrued imtorest of $1,905:
Tk and ek oqudvions § 30336 — - 30336 Dsily One
Camszmen vrocks #8067 - — 445067 Diiky One
U5, goriemanent
wousities - 116643 - 16649 Daily Oz
Commingled mumal fonds — 192942 - 192842 Duily Three
Mamizipal boods - i) - 2781 Daily Txo
Corperzts bonds, 2ot '
sad debertzre — 3348 - 5343 Daly Tz
Fernign toceritien 192,134 4605 — 1953% Duily Teree
Hedze fxmds
K spultiratepy Smd - —— 32,363 31383 Nas 66)*  NoxmSl)
Moo molisategy
— -~ 3122852 112282 Nows §(8)*  Notwed(s)
Towl asmts 2t
fair vales S £70.357 _IN3N 144,645 14373502

* Liguidiey tecnes ave 2Tioczend the 1m0 3¢ dirclosed & moen §(s) Sor plam azsens.

The table below sets forth a aummary of changes in the fair value of the Plan’s Level 3 assets for the
year ended June 30, 2014:

Level 3 assets, vear ended June 30, 2014

% Lscrow Total

fund fund fonds
Balance, beginning of year $ 19,679 104876 134,353
Total net gains } 2684 7406 10,080
Balance end of year $ 32.363 112,282 144,645

Foir Valur of Finencial Instruments

The following is a description of the vakuation methodologies used for assets measured at fair value,
There have been no changes in the methodologies uzed at June 30, 2015 and 2014,

. Cash and cash equivalents: Valued at the canmying amount that approximates fair value because
of the short-term maturity of these investments

* Common and preferred stocks, US. govermment securiies, commingled mutual funds, and
foreign securities: Valued at the closing price reported on the 2ctive market on which the
individual securities are traded
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. Municipal bonds, corporate bonds, notes, and debentures: Cerfain corporate bonds are valued at
the closing price reported in the active market in which the bond is traded. Other corporate bonds
are valued based on vields currenily available on comparable securities of issuers with similar
eredit ratings. When quofed prices are pot axvailable for identical or similar bonds, the bond is
valued under 2 discounted cash fows approach that maximizes cbservable inputs, such 2
current yields of similar instrumentz, but includes adjustments for certaip risks that may ot be
observable, such a5 credit and Liquidity.

The Plan has certain hedge fund investmerts for which quoted market prices are not available. The
astimated fair value of these hedge fimd investments inckudes estimates, appraisals, assumptions, and
methods provided by external Brnancial advisers and reviewed by HSHS.

The preceding methods deseribed may produce x fair vahee calculation that may not be indicative of
zef realizable value or reflective of future fair values. Furthermore, althoush the Plan believes it
valuation methods are appropriate and comsistent with other market parficipants, the wse of different
methodologies or assumptions to determine the fair vatue of cerfain financial inshuments could resubt
in a different fair vahee mreasurement at the reporting date.

(¢}  Fair Vaolue Hierarchy

The Plan ha- adopted ASC SubTopic T15-20-30, Compensation - Retirement Bengfits: Defined Bengfit
Plans — General: Dizclosures, for fair value measurements of financial aszels and financial Habilities
and for fair value messurements of nonfizancial items thit are recognized or disclosed at fair valve in
the conzolidated financial statements on 2 recurring basis. ASC SubTopic 715-20-50 estabiisker 3 faur
value hierarchy that prioritizes the inputs to valuation techniques used to measure fair value.

Long-Term Debt

Under the ternws of the Obligated Group MTL each member of the Obligated Group 15 jointly and severaily
hable for all oblizations issued thereunder. Bonds 1ssued zre unsecured general obligations, but carry
covenants regarding withdrawals from the Obligated Group, issuance of additional debt, and creations of
tiens on property. Oblisation: outstanding under the Obligated Group MT1 are issued through state health
facility anthorifies and comprize both serial and term bonds with varying mahuities.

On November 1, 2014, HSSI issned $180.000 in fixed rate debt Series 20144 bonds. HSSI received a bond
premium of $27,358 and paid bond issue costs of $1,778, related fo thic iszuance, Theze bonds are
noncallable and mature i 2029, The proceeds of 20144 were used to refund prior outstanding bonds 2017D,
2012E, 2012F, and 20127 and a porfion of 20124, which were variable rate debt. As a recult of this iscuance,
HSS! incwrred 2 poncash loss of $907 for previously unamortized bond issue costs,
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As of June 30, 2015, long-term debt comsisted of the following:

Final
Series Interest rates maturity dates 2018
Fived interest rate issues:
2007A  5.00% March 15, 2028 72,033
2012B 4.00% and 5.00% August 15,2021 62430
2012C 5.00% Augas 15,2021 55,610
20144 5.00% November 15, 2029 180.000
Variable interest rate
issues:
20124 Varisble 0.87%5 50,160
&t Jupe 30, 2015 hume 30,2041
2012G Varisble 0.07% 31.645
at June 30, 2015 Aungust 1, 2031
2012 Varigble 0.07% 10 0.10% 65,883
&t June 30, 2015 August 1, 2041
20121 Variabie 0,089 0 0.09%% 89,460
at June 30, 2015 August 1, 2041
Tosnl fited and varigblie interest debt 607,225
Other long-term debt 37,74
Phr wwamortized bond issue premivms 42752
Totsl debt 687,701
Less current instaliments 26,565
Less jong-tarm debt subject to shorr-term remarketing sgreements 135,345
Tow! iong-term debt, exchuding amrent fnstaliments ‘ 505,791
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Az of Tune 30, 2014, long-ferm debt consisted of the following:

Final
Series Interest rates matarity dates 201¢
Fixed interest rate issues:
20074 5.00% Merch 15,2028 § 72035
2012 4.00% and 5.00% August 15,2021 69,755
2012C 3.00% and 5.00% Avgust 15,2021 62,290
Verisble interestrate
issues:
20124 Variable 0.85%
at June 30, 2013 hume 30, 2041 91370
2012D Varigble 0.06%% 4
at June 30, 2014 August 1, 2041 61,050
2012E Varizdle 0.06%
at hme 30, 2014 Aupast 1, 2041 41,550
2012F Varlable 0.05%%
at June 30, 2014 Angust 1, 2041 31,645
012G Variable 0.05%
at June 30, 2014 Angust 1, 2041 31,645
20128 Vaxiable 0.082¢ t0 0.10%
at June 30, 2014 August 1, 2041 65,885
20 Variable 0.07%6 to 0.09%;
at hme 30, 2014 Augnst 1, 2041 $9,260
0125 Varizble 0.09%
at hune 30, 2014 August 1, 2041 14,160
Toeal fixed and variable interest deby 630,745
Other forg-term debt 23013 .
Phe unxmertized bond {ssee premyiums 18437
Toml dein 573,195
Less current insteliments 18,494
Less Jong-term debt subject 1o short-term remarketing sgreements 162,508
‘Towd long-rerm debt, excluding current installments $ 485,193
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The Obligated Group™s effective interest rates for variable debt for the vears ended June 30, 2015 and 2014
are as follows:

2018

Vanable interast rate issues:
20124 0874
2012G 0.05
2012H 0.08
20121 008

2014

Variable interest rate issues:
20124 057%
2012D 003
2012E 0.05
20i2F 005
2012G 005
20128 011
20120 0.1
2012) 0.11

Bond iscue premiums and costs are amortized over the term of the related bonds using the bonds outstanding
method. Bond izsuarce costs, zet of amorfization, are reported as other assets in the accompanying
consolidated baiznce cheete,

HSS1 hax variable rate bonds, a portion of which bas 2 put option available to the holder. If'the put option is
exerciced, the bonds are precented fo the bank, which in tum draws on the underiying direct pay lefter of
credit, if available. SelfJiquidity bonds are backed by the fnancial assets of HSSI The bond series and the
underlyving credit facility terms are described as follows as of June 30, 2015:

Series Term

Series 2012 G Equal quarterly installments on the first business day of each Jaouary,
Apnl. Tuly, or October whichever ocours first on or following the
367th day after the purchase date and paid in full no later than
the third apniversary of the purchase date

Series 2012 Hand1 Self-Yquidity — 270 days
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Scheduled principal repayments on long-term debt based on the variable rate demand notes being put back
to HSHS and 2 corresponding draw being made on the underlying credit facility, if available, are as follows:

. Year ending June 30:
2016 $ 181910
2017 26,897
2018 27.458
2019 26,586
2020 7,163
Thereafter 354.905

$ 643,949

Scheduled principai repaymezts on the long-ferm debt baced on the scheduled redemptions zccording to the
Obligated Group M17 are a5 follows:

Year ending June 30:

2016 $ 26565
2017 26,897
2018 27.488
2019 26,586
2020 27,163
Thereafter 510250

$ 644.949
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HOSPITAL SISTERS HEALTH SYSTEM AND $UBSIDIARIES
Springfield, Minois

Notes to Consolidated Financial Statements
June 30, 2015 and 2014
{Dollars in thousands}

(13} Capital Leases

HSHS leases cerfain equipment under capital ieases. Included with property, plant, and equipment are
$35,178 and 827,381 of assets held under capital teazes and $12,145 and $10,130 of related accumulated
amortization at June 30, 2015 and 2014, respectively. A summary of future mininwm lease paywents and
the present value of fuhure paininmm lease payments related to capital Jasses at June 30, 2015 are a5 follows:

Amount
Year :

2016 3 6,096
2017 5,284
2018 4,530
2019 2370
2020 1,570
Thereafter 14,264
Total future minimum lease payvments 34114
Less amount representing interest af rates ranging from 5.0%: to 6.5% 9,782
Precent value of future minimum lease payments 24,332

Less current portion of obligations under capital leases included in cavrent
instalimeats of long-term debt 4,704

Oblizations under capital leases, excluding current portion

included in Jong-term debt, exchuding cuwrrent installments $ 19.628

(14) Functional Expenszes

HSHS provides general healthcare services to residents within its respective geographic regions. Expences
related fo providing these =ervices for the vears ended Jume 30, 2015 ard 2014 are as follows:

2018 2014
Healthcare services s 1,684,563 1.365,691
General and administrative services 490 487 456,589
s 2.175.050 20252380
45 {Continned)
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BOSPITAL SISTERS HEALTH SYSTEM AND SUBSIDIARIES
Springfield, Hlinoiz

Notes to Consolidated Financial Statements
June 30, 2015 and 2014
(Dollars in thousand-)

(A5) Prevea

$§t. Vincent Hospifal (St. Viacent) and St. Mary’s Hocpital Medical Center (St. Mary®s) (collectively referred
to as the Green Bay Hospitals), towo members of the Obligated Group located in Green Bay, Wizconsip, eack
have a 25% inferest in Prevea Health Systems, Inc. (Preves). The Green Bay Hospitaks beld $21,989
{21,989 shares), at June 30, 2015 and 2014, of Prevea preferred stock. Prevea has 9,000 shares of authorized
stock consisting of 900 shares of Class P voling common stock, 3.600 shares of Class P nonvoting, and
4,500 shares of Class H common stock.

With respect to all matters upon which shareholders are entitled to vote or give consent, the outstanding
shares of Class P voling commwon stock constitute one voting group and the bolders of outstanding shares of
Class H commen stock conctitute a separate voting group. Each voting group get: 50%% of the tofal voting
privileges (with each entitled to elect one-half of the fofal authorized number of directors of the corporation).
As of June 30, 2015 and 2014, there are 100 voting shares for the Hospitals (Class H) and 146 voting chares
for Physicians (Class P). There are 457 nopvolting thares. The preferred stockholders of Prevea have
Hquidation preferences to commeon stockholders, as defined in the Articles of Incorporation of Prevea. The
preferred stock entitles the Green Bay Hogpitals to receive dividerds equal to 75% of the face value of the
preferred stock:, Additionally, preferred stock dividends are cunmlative. The Green Bay Hospitals® policy is
to recognize preferred stock dividends when the dividends are declared. Dividends were declared and paid
by Preves totaling $250 in 2015 and $1,350 in 2014. The investment in Prevea is accounted for using the
equify method. The carrying value of the Green Bay Hospitals® investment in Prevea, inclusive of preferred
stock boldings, is reported a: other assets in fhe accompanying consolidated balance cheets.

In September 2009, St. Vincent assumed opezations of the Clinic’s medical chinic locations, and is now
operzting these sites as St Vincent doing business as Prevea Health receiving all of the Clinie’s patient
revenue and responsible for all of the openating expenses. The expenses directly related to Prevea Health,
mimarity for the leazing of all employees and doctors, for the yvears ended June 30, 2015 and 2014 are
$217,981 and $198,573, respectively, included in other expenses in the consolidated statements of operations
and change in unrestricted net assets.

Dnuricg the years ended June 30, 2015 and 2014, the Green Bay Hospitals bave $857 and $582, respectively,
of notes recevable for cash advances to Preves.

The following are Prevea's condenced unaudited Spancial statement data ac of and for the years ended

Fune 30, 2015 and 2014:
2013 2014

Total assets $ 92,796 90,644

Total liabilities 51,219 49673

Total equity 41,577 40,971

Tota] net revenue 265012 228959

Net income 611 5,824
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HOSPITAL SISTERS HEALTH SYSTEM AND SUBSIDIARIES
Springfield, inois

Notes to Consolidated Finaneial Statements
June 30, 2015 and 2014
(Dollars in thousands)

The Green Bay Hospifals® equity portion in Prevea at June 30, 2015 and 2014 increased by 5106 and $2,058,
respectively, and iz ircluded in other operating income in the 2ccompanving consolidated statements of
operations and change in unrestnicted net assets,

During fizcal year 2010, the Obligated Group replaced the St. Vincent guarantee whereby the Obligated
Group 2greed to guaraatee the lesser of $10,500, or 39. 92%, of the outstanding notes. In fiscal vear 2014,
the agreement changed, and now the Obligated Group is guaranteeing all outstanding debt. The Obligated
Group will be paid 1.25% of the average cutstanding priecipal amount of the outztanding rotes, Included in
the guasranfee executed in December 2009 are $2,920 taxable variable rate demand notes of PHP Insurance
Plan, Inc, (PHP). PHP, a former bealth maintenance organization, sold its innwrance license, changed its
corporate structure, and became Prevea Ventures, LLC (PV). Prevea is the sole corporate member of PV, At
June 30,2015 and 2014, the Clinic has notes outstanding with balances of $19,2358 and $20,419, respectively.
At June 30, 2015 and 2014, PV bas notes outstanding of $2,170 and $2,267, respectively.

Joint Ventures

Joint ventures are accounted for using the equity method of accounting and represent §6.686 and $11,445 of
other long-term assets in the accompanying conmsolidated balance sheets at Jume 30, 2015 and 2014,
respectively. The most sigrificant of these investments, excluding Prevea (note 15), inchude:

. Protestant Memorial Medical Center and St. Elizabeth’s Healthcare Services, LLP (held by St.
Elizabeth’s Hospital) ~ 50% ownership interest

. Northeast Wisconsin Radiation Therapy Senvices, LLC (held by St Vincent and St Mary’s, Green
Bay) - each hozpital has 3 25% ownership fnterest. St Vincent hospita! purchased the rematning 50%
of the LLC on April 3, 2015, Then St. Mary’s hospital transferred its 25% ownerchip interest to St
Vincent bospital. This service is an operating department of St. Vincent bospital as of April 3, 2015,

*  Pain Center of Witconsin (held by St. Vincent) — 50%% ownership interest

. Sureery Center of Sheboygar, LLC (held by St. Nickolas Hoopital) ~ FISHS purchased the remaining
50% choing 2015 and itis 3 departmert of the §t. Nicholas Hozpital

. Orange Croz:s Ambalance, Inc. (held by St. Nicholas Hospital) - 50% ownerzhip interest

¢  Community Memorial Hospital - (keld by St. Vincent (70%) and St. Mary®s, Green Bay (30%)) ~
24%, ownership interest overall, bezinning May 17, 2011. Effective September 1, 2014, OMH became
2 wholly onned subsidiary of HSS1.

For the vears ended June 30, 2015 and 2014, HSHS recognized income of $2,132 and $2,135, respecﬁvely;

in investments in affiliated companies. Thiz activity iz included as a conponent of other revenue in the

accompanyine consolidated statements of operations and change in unrestricied net assets, Durine 2015 and
2014, FISHS received cash diztributions 6f §2,320 and 54,390, rezpectively, from the joint ventures.
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Springfield, Iilinois

Notes to Consolidated Financial Statements

Jume 30,2015 and 2014

{Dollars in thousands)

The following table cummarizes the unaudited aggregated financial information of unconsolidated affiliated
companies of HSHS as of Jure 30, 2015 and 2014:

Total assels
Total liabilities
Total equity
Total net revenne
Net income

Pledges Receivable

2015 2014
3 14,491 43412
1472 12853
13319 30,559
15942 52,488
3264 3431

Pledges, net of a present value discount rate, determined in the vear the pledge is made, and an allowance
for uncollectible pledges are recorded a1 2 component of assets whose wse is kimited or restricted in the
accampanying consolidated financial statements based on their expected collection date.

Included iz ascets whose use is limited or restricted at June 30, 2015 apd 2014 are the following unconditional

promises to give:

2013 2014

Urconditional promisez to give § 5407 6,506
Less mamortized discount 189 190
' 5218 6,316
Less allowance for uncollectible pledges 140 168
Net pledges receivable $ 5078 6,148

Amovrnts due in:
Less thap one year b 4,057 2.600
One to five years 1,189 3,732
More than five years 161 174
Total $ 5407 6,506
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Notes to Concolidated Financial Statements
Jume 30, 2015 and 2014
{Doliars in thousands)

(18} Temporarily and Permanently Restricted Assets
Temporarily restricted assets are available for the following purposes or periods 2t June 30, 2015 and 2014:

2018 2014
Healihcare services s 18,754 17,234
Capital expenditures 6,522 8,978
Catholic radio 260 271
College of nursing 218 212
$ 25.754 26,695

As of Jume 30, 2015 and 2014, HSHS has permanently restricted endowments as follows:

2018 2014
Aczsets to be beld in perpetuity, the income from which
expendable to support pimsing schools s 3.04 3,179
Azzets to be held in perpehity, the income from which _
experdable to support specific operations of HSHS facihities 22,775 278
$ 25819 24457

As of Jupe 30, 2015 and 2014, HSHS has unrestricted and temporarily restricted funds that represent the
unspent accumulation of exnings for endowment funds as follows:

1018 2014
Unspent income from which is expendable to support
mursing schools $ 365 409
Unspant meome from which is expendable to support
specific operations of HSHS facibities 8.707 10.010
s 9.072 10419

(1% Commitments and Contingencies
{a} Operating Leases

HSHS occupies space in cerfain facilities and lesses various pieces of equipment under longtermm
wsoncancelable operating loase anappements. Total equipment restal, asset lease. and facility rental
expenze it 2015 and 2014 were $39.931 and $34,309, respectively.
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Notes to Concolidated Financial Statements
June 30, 2015 and 2014
(Dollars in thousands)

The following is a schedule by vear of future minimum lease payments to be made under operating
leases a5 of Fune 30, 2015 that have initial or remaining lease terms ie excess of oze year:

Amount
Year ending huse 30:
2016 $ 27.691
2017 21,485
2018 18,753
201% 15,157
2020 13,295
Thereafter 24843

{8) Legal, Regulatory, and Orther Contingencies and Commimmenis

The laws and regulations goversing the Medicare, Medicaid, and other government healtheare
programs are exiremely complex and subject to interprefation, making compliance an ongoing
challenge for HISHS and other healthcare organizations. The federal government bas increased its
enforcement activity, including audits and investigations refated to billing practices, clinical
docwmentation, and related matters. HSHS maintains 3 compliance program designed to educate
employees and to detect and cormect possible violations.

(¢} Lirigation
HSHS is involved in litigation arising ix the ordinary course of bustness. After consultation with legal
counsel, management extimates that these matiers will be resolved without materizl adverse effect on
the HSHSs future consolidated financial pesition or results of operations.

{d) Unemployment

The Wisconsin hoscpitals of HSHS pledged 2 U.S. Treaswy nofe 2 collateral for any unpaid
unemployment compensation claims with 3 face value of 54,630 and §4,000 for 2015 and 2014,
respectively, to the Wisconsin Unemplovment Reserve Fund The pledged U.S. Tressury note
remained umized at June 30, 20615 and 2014,

(¢}  The Patient Protection and Affordable Core Act

In March 2010, the Patient Protection and Affordable Care Act of 2010 (the Affordable Care Act) was
epacted. Some of the provisions of the A flordable Care Act took effect immediately, swhile others will
take effect or will be phased in over time, ranging from 2 few months to fen years following approval
The Affordable Care Actwas designed to make available, or subsidize the premium costs of, bealtheare
insurance for some of the millions of currently urinsured or undernsured consumen: below certain
income fevels. An increase in utilization of bealtheare services by those who are currently avoiding or
rationing their healthcare was expected. Although bad debt expenses and’or charity care provided were
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HOSPITAL SISTERS HEALTH SYSTEM AND SUBSIDIARIES
Springfield, Tilivois
Notes fo Consolidated Financial Statements
Jume 30, 2015 and 2014

(Dollars in thousands)

expected to be reduced, inereazed utitization would be associated with increased variable and fixed
costs of providing healtheare services, which may or may not be offset by increased revenues,

The Affordable Care Aot containg more than 32 Sections related to healthcars fraud and abuze and
program infegrity. The potential for increased legal exposure related fo the Affordable Care Act’s
enhanced compliance and regulatory requirements could increase operating expenses.

Key provisions of the Affordable Care Act include:

. Annual Medicare market bazket updates for hospitals will be reduced based on productivity
adjustments through September 30, 2019

+  Payments under “Medicare Advantage” programs (Medicare managed care) will be reduced

» A value-based purchasing progeam was establizhed to provide incentive payments or payment
reductions to hospitals bazed on performance on quality and efficiency meazures

. Commencing October |, 2013, Medicare dizproportionate share hospital (DSH) paywments are
reduced inifially by 75%. DSH payments will be adjusted theyeafter fo account for the national
rate of consuzrers who do pot have healibcare inswrance and receive care

. Expancion of Mediczid programs to a broader population

» The Hospital Readmission: Reduction Program, which began in Qctober 2012, reduces
Medicare payments to hospitals that have 3 hich rate of potentially preventable readmissions of
Medicare patienfzr with certain clinical conditions to account for znikh excessive and
“preventable” costs associated with hospital readmissions. As of October 1, 2014, Medicare
payments to certain hospitals that experience high levels of hospital-2cquired conditions are
being reduced by 2%

e Introduced a requirement that healthcare insurers include qualify improvement covenants in
their contracts, Comencing January 1, 2013, healtheare insurers participating in the health
insurance exchanges may contract only with hospitals that have implemented program:
designed to ensure patient safety and enhance quality of care.

HSHS continues to analyze the Affordable Care Act to 2s%esz its effects on cuxrent and projected
operations, financial performance, and financiz} condition.

Tax Exemprion for Sales Tex and Propertyy Toax

Effective June 14, 2012, the Governar of Illinois signed into law, Public Act 97-0688, which creates
new standards for state sales tax and property tax exemptions in Iliinois, The law establishes new
standards for the issuance of charitable exemptions, including requirements for a nanprofit hospital to
certify anaually that in the prior year, it provided an 2mount of qualified services and zctivities to
low-income and underserved individuals with a value at leastequal to the hospital's estimated property
tax lability. HSHS certified in 2015 and 2014 and has not recorded a Hability for related property taxes
based upon management’s current determination of qualified services provided.
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HOSPITAL SISTERS HEALTH SYSTEM AND SUBSIDIARIES

Springfield. Hinois
Notes to Consolidated Financial Statements
June 30, 2015 and 2014
(Dollars in thousands)

{@) Invesement Risk and Uncertainties

HSHS invests in various investment secunifies. Investment securities are exposed fo various risks suck
as interest rate, eredit, and overall market volatility rizks. Due to the level of risk associated with cerbain
investment secwrifies, it is at least reasonably possible that changes in the values of investment
secunties will cocur in the near term and that such change could matenatly affect the amounts reported
in the accompanying consolidated balance sheets.

) Guarantee Agreement

During fizeal vear 2014, the Obligated Group executed 2 Guarantee Agreement with JPMorgan Chase,
NA to guaranty $10,000 of dedt for Touchette Regional Hospital in East Saint Louis, lineis. The
Obligated Group will be paid a fee of 0,90% of the average outstanding principal amount of the
outstanding debt. Relative to the Guarantee Agreement, no amounts have been paid or accrued a3 of
Jume 30, 2015 and 2014,

(20) Subsequent Events

Effective July 1, 2015, HSHS elected to change its 2ccounting methodology for recognizing pension expence
on the Plan, Previous to the change, net actuarial gains or lozses were recognized over the average remaining
service life of employees in the plan, Further, 2 calculated value of plan ascets reflecting changes in the far
value of plan assets was used for recognition. Under the new accounting method, actuanial gains or losses
and the difference between actual and expected refrn on plan assets are recognized annually within benefits
expense. The remaining components of pension expense: service and interest costs and the expected retirn
on plan asset;, will continue to be recorded as ongoing pension expense within benefits expense. While the
historical method is acceptable, HSHS believes the new policy is preferable as it eliminates the delay in
recognition of changes in fair value of plan assets and actuarial gains and losses into operating expense. The
change will also be applied retrospectively to all penods presented. Had the impact been reflected within the
consolidated 2015 and 2014 Snancial statements there would have been a mark-to-market adjuwstroent within
pension expense of $(133,244) and $18.777 in 2015 and 2014, respectively.

In connection with the preparation of the consolidated financial statemenfs and in accordapce with
ASC Topic 855, Subsegnent Evenrs, HSHS evaluated subsequent events after the consolidated statements of
financial position date of June 30, 2015 throuzh October 19, 2015, which was the date the financial

statements were issued,
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@ comermes

CliftonLarsonAllen

INDEPENDENT AUDITORS' REPORY

Board of Directors
Greenvilie Regional Healtheare, Inc.
Greenville, filinois

Report on the Financia!l Statements

We have audited the accompanying consolidated financial stotements of Greenville Regional
Healthcare, Inc. (an filinois notfor-profit corporation) and s subsidianes, which comprise the
consolidated balance sheels as of December 31, 2014 and 2013, and the related consolidated
statements of operations, changes in nel assels, and cash flows for the years then ended, and the
telated notes to the consolidated finandcial statements.

Management's Responsibility for the Financiaf Statements

Management is responsible for the preparation and fair presentation of these consolidated financiat
statements in accordance with accouniing peinciples generally accepled in the United States of
America; this includes the design, implementation, and maintenance of intemal ¢control relevant to the
preparation and fair presenfation of consolidated financial statements that are free from material
misstatement, whether due fo fraud or error.

Audilors® Responsibility

Our responsibility is to express an opinion on these ¢onsolidated financial statements based on our
audits. We conducted our awdits in accordance with auditing standards generally accepted in the
United States of America, Those standards require that we plan and performy the audit {o obfain
reasonable assurance ghout whether the consolidated financial statements are free from materiat
misstatement.

An audit invoives performing procedures to oblain audit evidence about the amounts and disclosures in
the consolifated financial stalements. The procedures selecled depend on the auditors’ judgment,
including the assessment of the risks of material missiatement of the consolidated financiat statements,
whether due {o fraud or ermor. In making those risk assessments, the auditor considers internal conirol
relevant to the entity's preparation and fair preseniation of the consolidated financial statements in
order to design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity’s infemal control, Accordingly, we express no
such opinion. An aud? also includes evaluating the appropriateness of accounting policies used and the
reasonableness of significant accounting estimates made by management, as well as evaluating the
overall presentation of the consolidated financial statements.

We believe that the audit evidence we have obiained is sufficient and appropriate {o provide a basis for
our qualified audif opinion.

M l AR Tt SRR
N 8
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Board of Direclors
Greenvifie Regional Healtheare, Ing.

Basis for Qualifiad Opinion

As discussed in Note 4 to the financial statements, we became aware of a departure from accounting
principles generally accepted in fhe United States of America in that Greenville Regional Healthcare,
inc. did not review the value of various assets to make a determination of impairment, if any, that moy
need to be recorded. Accounting principles require the Organizalion {o review assets for impairment
foss when {here is a pofential for o reduced supported asset value due to the impact of financial resulls.
The eflects of that departure on the finandial statements are not reasonably determined.

Quatitied Opinion

in our opinion, except for the departure from accounting principles generally accepted in the United
States of America as discussed in the Basis for Qualified Opinion paragraph, the financial statements
referred to tn the first paragraph present faidy, in all material respects, the financial posifion of
Greenville Regional Heafthcare, Inc. as of December 31, 2014 and 2013, and the results of their
operations, changes in net assels, and cash flows for the years then ended in accordance with
accounting principles generally accepted in the United States of America.

i ;
CliftonLarsonAlien LLP

Si. Louis, Missouri
April 2, 2015

@
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GREENVILLE REGIONAL HEALTHCARE, INC,
CONSOLIDATED BALANCE SHEETS

DECEMBER 31, 2014 AND 2013

2044 2013
ASSETS
CURRENT ASSETS
Cash and Cash Equivalents $ 3002673 § 2083574
Current Portion of Assets Limited as {o Use 528,000 1.031,338
Patien! Accounts Recetvable, Net 4.555218 4,703,975
Orher Recefvables 875,085 730,268
Inventories 508,068 484,612
Prepaid Expenses 211,246 320071
Totat Current Assets 0,760,058 9.362,836
ASSETS LIMITED AS TO USE
tntemally Designated Cash and Investments 3,242,331 2,750,028
Extemally Resticted By Donor 089 306 953,624
Held by Trustee for Capital Project 201,541 1,554,188
Held by Trusiee Under indenture Agreement 800,024 £52423
Total Assets Limited as to Use 5422202 6,219,563
Less: Current Portion (528000} (1,031,338}
Assets Limated as to Use, Net of Cumrent Portion 4.894,312 5,188,225
PROPERTY AND EQUIPMENT, NET 20,402,083 20810400
OTHER ASSETS
DBeferred Financing Costs, Net 118,110 128,021
Orher Assels i 47840 40,392
Totat Other Assets 165850 168.413
Total Assets § 35243104 S  35526.084
See gcoompanying Noles to Consolidated Financial Statements,
1]
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2044 2013
LIABILITIES AND NET ASSETS
CURRENT UIABILITIES
Cumrent Maturities of Long-Term Debt s 557,408 b3 1,024,698
Trade Accounts Payable 1,976,526 1400613
Acersed Payrol and Payrolt Taxes 1452824 1438.638
Accrued Interest Expense 7,537 22,304
Oiher Aocrued Expenses 455,048 567.632
Estimated Third-Parly Payor Setilemenis Payable 1.485.017 1,188,024
Total Current Liabiides 5,844,164 5831.505
LONG-TERM DEBT, Less Current Maturities 7841768 8028313
OTHER LONG-TERM LIABILITIES
Life Residency Fees 1533438 1.580.310
Asset Relirement Obligation 347.740 231.871
TYotat Other Long-Term Liabilities 1,881,176 1,621,283
Totat Liabilties 15,467,136 15588.100
NET ASSETS
Unrestricted $8.788,772 19025237
Temporarily Resiricted 28,178 62,237
Permanently Restricied 861,017 053,380
Total Net Assets 19.775.068 20.040.804
Total Liabiliies and Net Assets $ 35243104 $ 35820084
1
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GREENVILLE REGIONAL HEALTHCARE, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS
YEARS ENDED DECEMBER 31, 2014 AND 2013

2014 2013
UNRESTRICTED REVENUES, GAINS AND OTHER SUPPORT
Patient Service Revenue (net of contractual allowances $ 31.245590 $ 33,344,387
and discounts}
Provision for Bad Debts (1,743,485} 2.338388
Net Patien{ Service Revenue 20,502,114 31,007,080
Other Revenue 2442225 2.587.626
Total Unrestricted Revenues, Gains and Other Support 31,844,330 33,565,625
EXPENSES
Salaries and Wages 14,280,635 16,519,161
Employee Benefits 3,862,609 4.335.454
Contraci Labos 234,100 161,520
Physician Fees 1672500 1,745,793
Purchased Services 2,863,708 2.882,775
Marketing/Outreach 180479 177443
Supplies 2.1£8.350 3,236,350
Repairs & Maintenance 857.488 801,088
Utilities 772,684 €84.955
RentLeases 730,430 834766
insurance/Property Tax 1,307,228 1.0673.50%
Other Expenses 323480 421177
Depreciation and Amortization 2,912,764 2,137,716
Interest 424 545 466,606
Taial Expense 32.912.448 36.078.505
OFPERATING LOSS (668,159) {2.482.670)
OTHER INCOME
investment Income 278013 620015
Unrestricted Confributions 82276 128,740
Qther, Net of Expenses 307,025 324,311
Totlal Other Income 665314 1.081.066
DEFICIT OF REVENUES OVER EXPENSES $ {302.845) $  {1.301.904)
See accompanying Noles to Consoidated Financial Stslemends.
&)
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GREENVILLE REGIONAL HEALTHCARE, INC,
CONSOLIDATED STATEMENTS OF CHANGES IN NET ASSETS
YEARS ENDED DECEMBER 31, 2014 AND 2013

2014 2033
UNRESTRICTED NET ASSETS
Deficit of Revenues Over Expenses $  (302.845) $ (1,301.004)
Granis Received for Property and Equipment Acquisition 684,380 204875
Decrease in Unrestricted Net Assels {238.485) (1.187,029)
TEMPORARILY RESTRICTED NET ASSETS
Restricted Contributions 53514 22850
Released from Restricbons {87.568) {2,308)
Increase {(Decrease) in Temporarily Restricted Net Assets (34.058) 20,551
PERMANENTLY RESTRICTED NET ASSETS
Investment Income 7.627 14,080
Increase in Permanently Resvricted Net Assets 7.627 14.080
DECREASE IN NET ASSETS {264.8986) {1.152,388)
Net Assels, Beginning of Year 20.040.864 21.183.352
NET ASSETS, END OF YEAR § 18,775,068 $ 20,040,824
See aocompanying Notss to Consolidaled Financial Sfatements.
&}
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GREENVILLE REGIONAL HEALTHCARE, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 34, 2014 AND 2013

2014 2013

CASH FLOWS FROM OPERATING ACTIVITIES
Decrease in Net Assets $  (264,808) 5 (1.152.388)
Adjustments to Reconcile Decrease in Net Assels
to Net Cash Provided by Operating Activities:

Depreciation and Aunortization 2,112,704 2,187,716
Amgorization of Residency Fees {55.874) (42.762)
Loss on Sale of Agsets 37571 8721
Change in Unreakzed and Realized Gains on Investments {41,581) (407,877}
Provision for Bad Debts 1.743.485 2,338,388
Temporarily Restricted Coniributions and Grants for
Capital Acquisition {30,322 {225.426)
(Increase) Decrease in:
Patient Accounts Receivabie {1.505,329) (748,115}
Other Receivables {244,700) 186,802
Prepaid Expenses and inventories 94,371 {20.324)
Increase (Decrease}in:
Accounts Payabie and Acerued Expenses 488,020 {1.346.268)
Accrued Inlerest Expense {4.787) 1083
Estimated Third-Party Payor Settiements Payable 316,003 (173.6852)
Defemred Revenue - {103.523)
Net Cash Provided by Operating Activities 2,535,666 439,085
CASH FLOWS FROM INVESTING ACTIVITIES
Change in Assets Limited as to Use 838,842 (74.075)
Purchase of Property and Equipment (1.435,600) {ces.8it1)
Proceeds from Sale of Property and Equipment 58,330 44,050
Change in Other Assets and Liabilities {7.448) 250814
Net Cash Used by Investing Activities {544,776} {451,013}
CASH FLOWS FROM FINANCING ACTIVITIES
Principal Payments on Long-Term Debt (1.302,113) {556.220)
Temporarity Restricted Contributions and Grants for Capital Acquisition 30,322 225426
Life Residency Fees Recenved, Net of Refunds - B85.105
et Cash Used by Financing Activities {1.071.781} {265.808)
INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS 818,009 {(277.82¢6)
Cash and Cash Equivalents - Beginning of Year 2.083.574 2,361,200
CASH ARD CASH EQUIVALENTS - ENO OF YEAR §  3.002.673 $ 2083574

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION
Cash Payments for Interest 3 428312 $ 465813

Capital Lease Obligations Incurred for Equipment $ 240,008 $ -

See accompanying Notes to Consolidaled Financial Stalements.
{@}
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GREENVILLE REGIONAL HEALTHCARE, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2014 AND 2013

NOTE1 SUMMARY OF SIGRIFICANT ACCOUNTING POLICIES

Organization
Greenville Regional Healthcare, Inc. is an Hlinois nof-for-profit corporation which owns six
medical office buildings containing approximately 20,000 tolal square feet of rentable space
and is the parent company {o Utlaut Memorial Foundation, inc. and Greenville Regional
Hospifal, inc.

The Board of Directors of the parent company and affiiales were identicat for both the
years ended December 31, 2014 and 2013. The consolidated financial statements include
the accounts of the parent company and affiliates and are referred to as (the "Hospital®) in
the consolidated financial statements. All significant intercompany accounis and
transactions have been eliminated in the consolidation,

The Hospital primarily eams revenue by providing inpatient, outpatient, emergency care,
skilled nursing services and long-term nursing home care to patients in Greenville, lilinofs.

Use of Estimates

The preparation of consolidated financial statements in conformily with U.S. generally
accepted accounting principles requires management to make estimates and assumptions
that affect the reported amounts of assets and liabifities and disclosure of contingent assels
and liabiliies at the date of the consolidated financial statements and the reported amounts
of revenues and expenses during the reporting period. Actual resufts could differ from those
eslimates.

Cash and Cash Fqguivalents
Cash and cash equivalents include highty tiquid investments with an original maturity of
three months or less, excluding assets limited as to use.

Patient Accounts Receivable

The Hospital reports patient accounts receivable for services rendered at net realizable
amounts from third-party payors, patients and others. The HospRtal provides an allowance

for doubtful accounts based upon a review of outstanding receivables, historical collection
information and exisling economic conditions. As a service to the patient, the Hospial bills
third-party payors direcly and bills the palient when the palient's labilily is determined.

Patient accounts receivable are due in full within 15 days after billing. Accounts are *
considered delinquent and subsequently written off as bad debts based on individual credit
evaluation and specific circumstances of the account affer 90 days. At December 31, 2014

and 2013, the allowance for uncollectibie accounts was approximately $1,734,000 and
$1,741,000, respectively.

During fiscal year 2014, the Hospital's allowance for doubtful accounts for self-pay patients
increased from an average of 74 percent of self-pay accounts receivable at December 31,
2013 to an average of 75 percent of self-pay accounts recetvable at December 31, 2014. In
addition, the Hospital's self-pay write-offs decreased approximately $593,0600 from
$2,338,000 for fiscal year 2013 to $1,743,000 for fiscal vear 2014,

{8}
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GREENVILLE REGIONAL HEALTHCARE, INC,
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2014 AND 2013

NOTE1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

inventories
fnventories are stated at the lower of cost, determined using the firstin, first-out method, or
market,

Investments and investment tncome

Investments in equity securities with readily determinable fair values and alf investmenis in
debt securities are measured at {air value in the consolidated balance sheets. Investment
income or loss {including realized and unrealized gains and losses on investments, interest
and dividends} is included in deficit of revenues over expenses unless the income oross is
restricted by donor or law,

investment income that is initially restricted by donor stipulation and for which the restriction
will be satisfied in the same year is included in unrestricled net assets. Other investment
income is reflecied in the consolidated statements of operations and changes in net assels
as, temporanly restricled or permanently restricted based upon the existence and niature of
any donor or legally imposed restrictions.

Assets Limited as to Use

Assets limited as lo use include assets sel aside by the board of directors for future
purposes, over which the Board refains control and may at #ts discretion subsequently use
for any purpose. Assets limited as to use also include assels held by trustee under
indenture agreement and assels restricted by donors. Amwounts required to meel current
liabilities of the Hospital have been reclassified to current assels in the consolidated
balance sheets at December 31, 2014 and 2013.

Property and Equipment

Property and equipment acquisitions are recorded at cost, Depreciation is recorded over
the estimated uselul fife of each class of depraciable asset and is computed using the
straight-line method. The Hospital's policy Is fo capitalize assets with an original cost of
more than $2,500 and a useful life beyond a year.

Gifts of long-lived assets such as land, buildings or equipment are reported as additions to
urvesiricled net assefs, and are excluded from deficit of revenues over expenses, unless
explicit donor stipulations specify how the donated assets must be used. Gifts of longlived
assets with exphcit restrictions that specify how the assets are to be used and gifts of cash
or other assets that must be used fo acquire long-lived assets are reporied as restricted
support. Absent explicit donor stipulations about how long those fong-lived assels must be
maintained, expirations of donor restrictions are reported when donated or when acquired
fong-lived assets are placed in service.

Deferred Financing Costs

Financing costs incurred in connection with the issuance of 2011 revenue bonds in the
amount of $148,670 are shown net of accumulated amortization of $30,560 and $20,649 at
December 31, 2014 and 2013, respectively. The deferred costs are being amorlized over
the life of the related bonds using the straight ne method which approxdmates the effective
interest method.

®

Attachment #6

Page 93




GREERVILLE REGIONAL HEALTHCARE, INC,
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2014 AND 2013

NOTE1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Life Residency Fees

The Hospital requires residents to pay a one-time life residency or enfrance fee in order to
occupy a duplex unit. The entrance fee, which is partially refundable, is comprised of two
portions.

Half of the entrance fee is refundable based on a prorated balance of the remaining fife of
the contract. Revenues from this pordion of the enlrance fees are deferred and recognized
over the periods to which the fees refate.

The other half of the enfrance fees is entirely refundable. The refundable portion of the
entrance fee is not amorlized and any income from such fees is recognized at the
termination of the residency agreements., .

The uneamed and refundable entrance fees are recorded as a non-current liability on the
consofidated balance sheets,

Asset Retirement Obligation
This represents an obligabion fo dispose of asbestos conlained in buildings that the
Hospitat owns. The obligation is recorded at the net present value using a risk-free interest

rate and inflationary rate.

Temporarily and Permanently Restricled Net Assels

Temporarily restricted net assets are those whose use by the Hospital has been limited by
donors to & specific time period or purpose. Permanently restricted net assets have been
resiricted by donors to be mainfained by the Hospital in perpetuity.

Het Patient Service Revenue

The Hospital has agreemenis with third-parly payors that provide for payments to the
Hospital at amounts different from its established rates. Payment arangements include
prospectively detenmined rales, reimbursed costs, discounted charges, and per diem
payments. Net pafient service revenue is reported at the esltimated net realizable amounts
from pafients, third-parly payors, and others for services rendered, including estimaled
refroactive adjustments under reimbursement agreements with third-party payors.
Retroactive adjustments are accrued on an estimated basis in the period the refated
sefvices are rendered and are adjusted in future periocds as final seftiemenis are
determined.

Charity Care

The Hospital provides care without charge o palients meefing cerain criteria under ifs
chanty care policy. Because the Hospital does not pursue collection of amounts determined
o qualify as charity care, these amounts are not reporied as net patient service revenue.

{10

Attachment #6

Page 94




GREENVILLE REGIONAL HEALTHCARE, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2014 AND 2013

NOTE4  SUMMARY OF SIGRIFICANT ACCOUNTING POLICIES (CONTINUED}

Electronic Health Record Incentive Payments

As discussed in Note 8, the Hospital received funds under the Electronic Health Records
(EHR) Incentive Program during 2014 and 2013. The Hospital recognizes revenue at the
completion of the EHR repodting period and all meaningful use objectives and any other
specific grant nequirements that are applicable, e.g., electronic transmission of qualily
measures to CMS in the second and subsequent payment years are mef.

Donor-Restricted Gifts

Unconditional promises fo give cash and other assets are reported at fair value at the date
the promise is received. Conditional proniises to give and indications of intentions to give
are reporied at fair value at the date the gift is received. The gifis are reported as either
tempoxarily or permanently restricted support if they are received with donor slipulations
that fimit the use of the donated assets. When donor stipulated time restrictions or purpose
restricions are met or accomplished, temporarily restricted net assets are reclassified as
unrestricted net assets and reported as an increase in unrestricted net assets. Donor-
restricled contibutions whose restrictions are met within the same year as received are
reflected as unrestncled contributions in the consolidated statements of operations.

Deficit of Revenues over Expenses

The consolidated statement of operafions includes deficit of revenues over expenses.
Changes in unrestricied net assels, which are excluded from deficit of revenues over
expenses, consistent with industry practice, include permanent transfers of assels to and
from affiliates for other than goods and services and contributions of longdived assets
{including assets acquired using contributions which by donor restriction were to be used
for the purposes of acquiring such assets).

Incorne Taxes

The consolidated affitiates are nof-for-profit corporations as described in Section 501(¢){3)
of the Intemal Revenue Code, thus there is no provision for income taxes at December 31,
2014 and 2013.

The Hospital applies the income tax standard for uncerfain tax positions. This standard
clarifies the accounting for uncertainty in income taxes recognized in an organization's
financial statements in accordance with the income tax standard. This standard prescribes
recognifion and measurement of {ax positions taken or expected {o be taken on a fax retum
that are not cerfain {o be realized. The Hospital does not cumrently include an income fax
provision in the consolidated financial statements. Management monitors the reporting of
uncertain {ax positions, which could resull in recording of an income tax provision in the
future.

The consolidated affiliate’s ihcome tax retums are subject to review and examination by
federal, state, and local authorities. The Hospital is not aware of any aclivities that would
jeopardize its tax-exempt status and is not aware of any activities that are subject to tax on
unrelated business income or excise or other taxes. The tax retums for the fiscal years
2011 {0 2013 are open fo examination by federal, local, and stote authorities,
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GREENVILLE REGIONAL HEALTHCARE, INC.
HOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2014 AND 2013

NOTE1 SUMMARY OF SIGHIFICANT ACCOUNTING POUCIES (CONTINUED)

Fair Value Measurement

Fair value measurement applies to reported balances that are required or permitted fo be
measured at fair value under an existing accounting standard. The Hospital emphasizes
that fair value is a market-based measurement, not an entity-specific measurement.
Therefore, a fair value measurement should be determined based on the assumptions that
matket participants would use in pricing the asset or lability and establishes a fair value
hierarchy.

The fair value hierarchy consists of three levels of inputs that may be used fo measure fair
value as follows:

Level 1 - inputs that utilize quoted prices {unadjusted) in active markets for identicat
assels or liabilities that the Hospital has the ability (o access.

Level 2 - inputs that include quoted prices for similar assets and liabilities in aclive
markets and inputs that are observable for the asset or liability, either directly or
indirectly, for subsianfially the full term of the financial instrument. Fair values for
these instruments are estimated using pricing models, quoted prices of securities with
similar characteristics, or discounted cash fows.

Ltevel 3 - Inputs that are unobservable inpuls for the asset or liability, which are
{ypically based on an entity’s own assumptions, as there is little, if any, refated market

activity,

In instances where the determination of the fair value measurement is based on inputs from
different levels of the fair value hierarchy, the tevel in the fair value hierarchy within which
the entire fair value measurement falis is based on the lowest level input that is significant
to the fair value measurement in ifs entirely,

The Hospfital also adopted the policy of valuing cerfain financial instruments at fair value.
This aceounting policy allows eniifies the imevocable opfion to elect fair value for the initiat
and subsequent measurement for certain financial assets and liabifiies on an instrument-
by-instrument basis. The Hospilai has not elected o measure any existing financial
instruments at fair value, however may elect to measure newly acquired financial
instruments at fair value in the future.

Trading Securities: Trading securiies are recorded at fair value on a recuming basis, Fair
value measurement is based upon quoted prices, if available. If quoted prices are aot
available, fair values are measured using independent pricing models or other model-based
valuation techniques such as the present value of future cash flows, adiusted for the
security’s credit rating, prepayment assumptions, and other factors such as credit loss
assumplions. Securiies valued using Level 1 inputs include those traded on an aclive
exchange, such as the New York Stock Exchange. Securities valued using Level 2 inpuls
include U.S. government and agency obligations and certtificates of deposit.
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NOTE 1

NOTE 2

GREENVILLE REGIONAL HEALTHCARE, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2014 AND 2013

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {CONTINUED)

Subsequent Events
In preparing these consolidated financial statements, the Hospital has evaluated events

and fransaclions for potential recognition or disclosure through April 2, 2015, the date the
consolidated financia!l statements were available for issuance.

Reclassifications

Certain reclassifications have been made to the 2012 consolidated financial statements to
conform to the 2013 presentation, The reclassifications had no effect on the changes in net
assets.

NET PATIENT SERVICE REVENUE

The Hospital has agreements with third party payors that provide for payments fo the
Hospital at amounts different from its established rales. & summary of the payment
arrangements with major third party payors follows:

Medicare

inpatient acute care services znd subsiantialiy all cutpafient services rendered to
Medicare program beneficiaries are paid at prospectively determined rates per inpatient
discharge or oulpatient visit. These rates vary according fo a patient classification
system that ks based on clinical, diagnostic and other faclors. inpatient skilled nursing
services gre paid at prospeclively defermined per diem rates that are based on the
patienis’ acuity. The Hospital is reimbursed for cerlain services at tentative rales with
final setlement determined afler submission of annual cost reports by the Hospital and
audits thereof by the Medicare fiscal intermediary.

The Patient Protection and Affordable Care Act provided additional funding under a
Medicare Low-Yolume Hospital program during federal fiscal years 2014 and 2013. The
Hospital qualified for this additional funding and for the years ended December 31, 2014
and 2013, received approximately $441,000 and $514,000, respectively, of additional
patient revenue, The program expired on March 31, 2014 at which time the low volume
payments ceased. The Protecting Access o Medicare Act of 2014 extended the
program from April 1, 2014 to March 31, 2015.

Medicaid

inpatient and substantiafly ali oufpatient services rendered to Medicaid program
beneficiaries are reimbursed at prospectively determined rales. The state of Illinois has
previously enacled legistation that provides for a hospital assessment program intended
{o qualify for federal matching funds under the lllinois Medicaid program. The program
covers the state of llinois” fiscal years ended June 30. In December 2008, the Centers
for Medicare and Medicaid Services {CMS) approved a five-year hospital assessment
program. Payments related to the new program began in March 2009.
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GREEHVILLE REGIONAL HEALTHCARE, INC,
NOTES TO CONSOUDATED FINANCIAL STATEMENTS
DECEMBER 31, 2014 AND 2013

NOTE2 NETPATIENT SERVICE REVENUE {CONTINUED)}

Medicaid (Continued)

Under the hospital assessment program, each hospilal is assessed tax based on that
hospital's adjusted gross revenue. The legislation provides that none of the assessment
funds are fo be collected and no additional Medicaid payments are to be paid until the
program receives the required federat government approval through CMS.

The State of llinois passed legislation in State Fiscal Year 2012 that expanded the
Hospital Assessment Program by providing additional Hospital Access improvement
Paymenis o qualifying hospitals, also referred to Enhanced Hospital Assessment. CMS
approved the program on Oclober 1, 2013 with a retroactive effective date of June 10,
2012. The Hospital refroactively paid all assessed faxes based on the program
assessments and received all payments in the year ended December 31, 2013.

In 2014 the Centers for Medicare and Medicaid Services (CMS) approved an additional
supplemental payment {o Hlinois" hospitals for services provided to newly efigible
Medicaid beneficiaries under the Affordable Care Act. The supplemental payment fo
hospitals was retroactive to March 1, 2014, The assessments are effective until June 30,
2018 to afign with the fransiion periods of both rate reform and the ACA Medicaid
expansion payments. As a resull the Hospital has recorded revenue and a receivable of
approximately $325,000 at December 31, 2014.

The effects of the programs in the consolidated statements of operations for the years
ended December 31, 2014 and 2013 are as follows:

2014 2013
Addionsl Medicaid Payments includad
in Net Patient Service Revenue $ 222000 s 2284000
Taxes Assessed and Incixded in
Supphies and Other 3 784,000 S 937,000

The hospital assessment program contains a sunset provigion effective June 30, 2015,
and there is no assurance the program will not be discontinued or matenally modified.

Other

The Hospital has also entered into payment agreements with Blue Cross and other
commercial insurance camiers. The basis for reimbursement under these agreements
includes discounts from established charges and prospectively determined rates.

Uninsured

For uninsured palients that do not qualify for charily care, the Hospifal recognizes
revenue on the basis of its standard rates for services provided. On the basis of
historical experience, an increased portion of the Hogpital's uninsured patients will be
unable or unwilling to pay for the services provided. Thus, the Hospital records @
significant provision for bad debts related {o uninsured patients in the period the services
are provided.

{19

Attachment #6

Page 98




GREENVILLE REGIONAL HEALTHCARE, INC.
NOTES TO CONSOUIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2014 AND 2013

NOTE2 HETPATIENT SERVICE REVENUE {CONTINUED)

Medicaid {Continued]

Under the hospilal assessment program, each hospital is assessed tax based on thet
hospital's adjusted gross revenue. The legislation provides that none of the assessment
funds are to be collected and no additional Medicaid payments are fo be paid untll the
program receives the required federal govermnment approval through CMS.

The State of lllinois passed fegistation in State Fiscal Year 2012 that expanded the
Hospital Assessment Program by providing additional Hospilal Access Improvement
Payments {o qualifying hospitals, also referred to Enhanced Hospital Assessment, CMS
approved the program on October 1, 2013 with a retroactive effective date of June 10,
2012. The Hospital retroactively paid all assessed taxes based on the program
assessments and received all payments in the year ended December 31, 2013.

In 2014 the Centers for Medicare and Medicaid Services {CMS) approved an additiona!
supplemental payment to Hfinois’ hospials for services provided fo newly eligible
Medicaid beneficiaries under the Affordable Care Act. The supplementa! payment to
hospitals was retroactive to March 1, 2014, The assessments are effective until June 30,
2018 to align with the fransition periods of both rate reform and the ACA Medicaid
expansion payments. As a result the Hospital has recorded revenue and a receivable of
approximately $325,000 at December 31, 2014.

The effecis of the programs in the consolidated statements of operations for the years
ended December 31, 2014 and 2013 are as follows:

2014 2013
Additional Medicaid Payments included
in Net Patierd Setvice Revenue $ 2224000 $  2.284.000
Taxes Assessed and Inchaded in
Supplies and Other S 784.000 3 637,000

The hospital assessment program conlains a sunset provision effective June 30, 2015,
and there is no assurance the program wifl not be discontinued or materially modified,

Other

The Hospital has also entered into payment agreements with Blue Cross and other
commercial insurance camiers. The basis for reimbursement under these agreements
includes discounts from established charges and prospectively determined rates.

Uninsured

For uninsured palients that do not qualify for charity care, the Hospital recognizes
revenue on the basis of its standard rates for services provided. On the basis of
historical experience, an increased portion of the Hospital's uninsured patients will be
unable or unwilling 1o pay for the services provided. Thus, the Hospinl records a
significant provision for bad debts related to uninsured patients in the period the services
are provided.
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NOTE 2

GREENVILLE REGIONAL HEALTHCARE, INC,
HOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2014 AND 2013

NET PATIENT SERVICE REVENUE (CONTINUED)

Laws and regulations goveming the Medicare and Medicaid programs are extremely
complex and subject to interpretation. As a result, there is at least a reasonable possibility
that recorded estimates will change by a material amount in the near term. Approximately
§1% and 85% of net patient service revenues are from participation in the Medicare and
state-sponsored Medicaid programs for the years ended December 31, 2014 and 2013,
respectively, The 2014 and 2013 net palient service revenue increased approximately
$472,000 and $381,000 due to prior year refroactive adjustments in excess of amounts

previousty estimated.
Net patient service revenue recognized for the years ended December 31, 2014 and 2013
are as follows:
2014 2013

Net Patient Service Revenue (nef of contractual
alfowances and discounts} From:

Third Party Payors $ 28788480 $ 31408858

Uninsured Paterts 2457100 1.835531

31,245,509 33,344,387

Provision for Bad Debts (1.743.485) {2.338,388)
Net Patien? Senvice Revenwe, Less Provision

for Bad Debis § 28502114 § 31,007 pe0
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HOTE 3

GREENVILLE REGIONAL HEALTHCARE, INC,
NOTES TO CONSOULIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2014 AND 2013

INVESTMENTS AND INVESTMENT INCOME

Assets Limiled as to Use

The composition of assels limited as to use at December 31, 2014 and 2013 is shown in
the following iable. Invesiments are stated at fair value.

2014 2013
internally Designated Cash and Investments:
Cash and Cash Equivalents $ 1076 s 11,970
Money Market Funds 35,758 20,700
Certificates of Depos#t 354.508 282,032
Mutya! Funds 2582232 2228376
U.S, Gavernment and Agency Obfigations 264,772 208445
Interest Receivable 3385 34966
3,242,331 2758028
Restricted by Donor For Scholarships:
Cash and Cash Equivalents 235 422
Money Market Funds 38,587 13.441
Cerlificates of Deposit 118,318 142652
Mutual Funds €91.480 627,781
U.S. Govemment and Agency Obligations 142,631 $67.740
interest Receivable 1,775 1888
£89,308 952,924
Held by Trustes for Capital Project
Money Market Furds 291541 1.554,1828
Held by Trustee Under Indenture Agreement:
Money Market Funds £86.024 652423
Fotal Assets Limited 3510 Use S 54222302 § 8219563
investment Income

Invesiment income and gains and fosses on assets limited as {o use, cash and cash
equivalents and other investmenfs are comprised of the following for the years ended
December 31, 2014 and 2013;

2014 2013
investment income:
interest and Dividend {ncome 8 242,059 k-3 245 128
Reafized and Unrealized Gains on Investments 41581 407 877

$ 283.640 s £654.105

Tolal invesiment income is reflected in the consolidated statements of operations and
changes in net assels as follows:

2014 2013
Unrestricted Net Assets S 276013 $ 640015
Pemnenﬁy Restricted Net Assels 7.527 14,080

S 283040 S 654.105

(18)

Attachment #6

Page 100




NOTE 4

NOTES

GREENVILLE REGIONAL HEALTHCARE, INC.
NOTES TO CONSOUDATED FINANCIAL STATEMENTS
DECEMBER 31, 2014 AND 2013

PROPERTY AND EQUIPMENT
A summary of properly and equipment at December 31, 2014 and 2013 is as follows:

, 2014 2013

Land and Land Improvements $ 1764808 $ 16826030
Buildings and Improvements 34.648.401 34,027,176
Fixed and Movable Equipment 10,248,724 10,260,244
48,662,020 45013450

Less: Accumutated Depreciation (26.360.463} £25.043.131)
20,301 537 20870310
Construction in Progress 100,546 40,171
Property and Equipment, Net § 20402083 $ 20810480

Degreciation expense recognized on property and equipment, combined with amortization
on the Consolidated Statement of Operations, was $2,087,114 and $2,112,752 for the year
ended December 31, 2014 and 2013, respectively.

Construction in Progress as of December 31, 2014 consists of various renovation projects
and equipment upgrades expecled to be completed in fiscal 2015,

GAAP Departure
U.S. generally accepted accounting principles require the review of the carrying value of

property and equipment for impairment whenever evenls and cireumsiances indicate that
the camying value of an asset may not be recoverable from the estimated fulure cash flows
expected to resull from its use and eventual disposition. In cases where undistounted
expected fulure cash flows are less than the camying value, an impairment joss is’
recognized equal to an amount by which the camying value exceeds the fair value of
assets. The Hospital did not review the possibility of impairment of various property and
equipment as of December 31, 2014 and 2013 to make a determination of impainment loss
if any, that may exist as that time.

SELF-FUNDED HEALTH INSURANCE

Substantially all of the Hospital's employees are efigible fo participate in the Hospital's
health insurance plan. The Hospital is sel-insured for heakh claims of parficipating
employees and dependents up fo limils provided for in an agreement with its insurance plan
administrator. At December 31, 2014 and 2013, the Hospital has estimated a net liability of
approximately $284,000 and $331,000 for incurred but unreporied claims, respectively. The
Hospital has recognized approximately $2,053,000 and $2,191,000 in total employer health
insurance expense for the years ended December 31, 2014 and 2013, respectively.

(17

Attachment #6

Page 101




GREEHNVILLE REGIONAL HEALTHCARE, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2014 AND 2013

NOTE6 LONG-TERM DEBT
A summary of long-term debt at December 31, 2014 and 2013 follows:

Description 2014 2013
Series 2011 Hospital Revenue Bonds dated October 20,
2011, which bear interest at 5%, principal due in monthly
instafiments through November 1, 2026, § 8001,208 § 0045340

Capital lease obligation for equipment with annual payments
0f$50.7 17, rate of imputed interest.of 2.16%, through

January of 2018, 187,030 -

Ciher - 15,961
Fotal Long-Term Debt 8,1686.205 €,061.310

Less: Current Maturities {557 4081 {1.024 098}
Long-Term Debt, Net of Cument Maturities $ 7841706 5 8030314

Series 2011 Hospilal Revenue Bonds

The Series 2011 hospital revenue bonds (the “2011 Bonds") were issued in the original
amount of $138,000,000, to refinance Series 2003 bonds, fund a debt service reserve, pay
the cost of issuance of the 2011 bonds and provide funds to complete additional capitat
projects. The Hospital is required fo make monthly instaliments of $74,916 comprised of
principal and inlerest until final maturity on November 15, 2026. All of the Bonds still
outstanding may be redeemed at the Hospital's opbion, in whole or in part at anytime at the
redemption price of 100% of the principal amount thereof, plus accrued interest througtx the
date fixed for redemption.

The City of Greenville, filinois issued the Bonds on behalf of the Hospital. The proceeds of
the bond issue were loaned to Greenville Regional Healthcare, Inc. and Greenville
Regional Hospital, Inc. under a trust indenture and a loan agreement, both dated Oclober
1, 2011. The Bonds are secured by the net revenues and accounts receivable as well as
the assels restricted under the bond indenture agreement. The Bonds have not been
guaranteed by the City.

The bomd agreements require that certain funds be eslablished with the trustee.
Accordingly, these funds are included as Assels Limited As To Use in the consolidated
halance sheets. Funds Held by Trustee for Project Fund in the amount of $291,541 and
$1.554,188 as of December 31, 2014 and 2013, respectfully, are to be used for
constructing, renovating, expanding, improving and equipping a medical office building and
other health care facilities. Funds Held by Trustee Under Indenture Agreement are o be
maintained for the repayment of the ocutstanding debf service obligations.
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GREENVILLE REGIONAL HEALTHCARE, IHC.
HOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2014 AND 2013

NOTE6 LONG-TERM DEBT (CONTINUED)

Series 2011 Hospital Revenue Bonds {Continued}

The bond agreements also require complance with cerfain restrictive covenants including
minimum insurance coverage, a liquidity covenant, maintaining a historical annual primary
debt-service coverage rafio of at least 1.25, historicat annual debt-service coverage ratio of
at least 1.15 and restrictions on incurrence of additional debt.

For the year ended December 31, 2013, the Hospital did not achieve the historical annuat
primary debi-service coverage ratio, historical annual debt-service coverage ratio and days
cash on hand ratio as set forth in the bond agreements. Under the bond agreement
consultant reports are required o make recommendalions for improvements in financial
performance when there are mafters of non-compliance. Management was not required to
complete these reporls for fhe year ended December 31, 2013 non-compliance as the
agreement stiputales they are only required every two years. Management had previously
gelivered consultant reports related to non-compliance with the covenants for the year
ended December 31, 2012. Management believes they have complied with the
requirements of the bond covenants as of December 31, 2014.

Capital Lease Obligation
Capital tease obligation inciudes the following properly under capilal lease:

2014
Equipment $ 240.008
Less: Accumulated Depreciation 73,336
Total ) $ 186.672
Depreciation Expense $ 73.338
Scheduted principal repayments on longlerm debt and capital lease obligations are as
follows:
tong-Term CapialLease
Year Ending December 31, Debt Obligations
2015 $ 507.600 s 50747
2016 §33.482 50,747
2017 560,010 50,717
2018 58¢.580 50,717
2018 618.723 4,225
Thereafter 5.188.961 -
Total 5 8001266 207.084
Less: Amounts Representing interest on
Obligations Under Capital Lease, Total (6.155)
Total 3 167,839
{18}
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GREENVILLE REGIONAL HEALTHCARE, tNC.
HOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2014 AND 2013

HOTE7 RESTRICTED NET ASSETS

Temporarily Restricled Net Assets
Temporary restricied net assels are available for the following purposes at December 31,

2014 and 2013:
2014 2013

The Foundalion is the beneficiary of several charRable gift
annuities, requiring the Foundation to pay a fixed amount to the
donor for a specified period of time $ 11320 % 16,388
Assets hekd for assistance of engloyees 786 1,547
Assets restricted for grant purpose 11873 2041
Assets held for fiture improvements to the
independent senior living center 4,200 22,250

Total Temporarily Restriicted Net Assets S 28.17¢ % 62,237

Permanently Restricted Het Assets
Permanently restricted net assets held in perpetuly included on the consolidated balance
sheet at December 31, 2014 and 2013 were as follows:

2014 2013

Nursing Scholarship Endowment 5 981017 8§ 853380

Endowments

The principal balance of permanent endowments is protecled by faking into account
inflation. Income in excess of inflation would represent temporarily restricted net assels that
may be used for nursing scholarships,

During the year ending December 31, 2014 and 2013, net assets used for scholarships
were 36,000 and 30, respectively. The charitable gift annuities and nursing scholarships are
considered {o be endowments,

Interpretation of Relevant Law

The Board of Direclors of the Hospital has interpreted the Siate of lilinois Prudent
Management of Institutional Funds Act (the Act} as requiring the preservalion of the
purchasing power {real value) of the donor-restricted endowment funds absent explicit
donor stipulations to the contrary,

As a result of this interpretation, the Hospital classifies as permanently restricted net assels
(1) the original value of gifts donated to the permanent endowment, {2) the original value of
subsequent gifts to the permanent endowment, (3} accumulations {o the permanent
endowment made in accordance with the direction of the applicable donor gift instrument at
the time the accumulation is added fo the fund, and (4) the portion of invesiment return
added to the permanent endowment fo mainiain its purchasing power.
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NOTE 7

GREENVILLE REGIONAL HEALTHCARE, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2014 AND 2013

RESTRICTED NET ASSETS (CONTINUED}

Interpretation of Relevant L aw (Continued)

For purposes of determining that portion, each year the Hospital adjusts permanently
restricted net assets by the change in the Consumer Price Index (CPI} for that year, If the
endowment assets eam investment retumns beyond the amount necessary to maintain the
endowment assels' real value, that excess is available for appropration and, therefore,
classified as temporarly restricled nel assefs uniif appropriated by the Board for
expenditure, In accordance with the Acl, the Hospital considers the following factors in
making a determination to appropriate or accumuiate donorrestricted endowment funds:

* The duration and preservation of the fund

The purposes of the Hospital and the donor-restricted endowment fund
General economic condiffons

The possible effect of inflation and deflation

The expected total rebum from income and the appreciation of investments
Other resources of the Hospital

The invesiment policies of the Hospital

The following are the changes in endowment net assels for the year ended December 31,
2014 and 2013:

s » & & &0

2014
Temporarily Permanently
Unrestricted Restricted Restricied Total
Endowment Net Assels -
Beginning of Year s 53 % 8398 5 653390 §$ 670323
Retum on Investment 27955 {5.078) 7827 30,303
Endowment Net Assets -
End of Year S 28288 § $1.320 § 261017 § 1000826
2013
Temporarily Permanently
Unresticted Restricted Restricted Total
Endowment Net Assels -
Beginning of Year S5 (85200) S 16053 § 638300 S  BF0.147
Retum on Investment 85,740 348 14,000 100,176
Endowment Net Assets «
End of Year L3 534 § 16,398 § 853380 $ 70,323

Funds with Deficiencies

From time to time, the fair value of assets associated with individual donor-restricted
endowment funds may fall betow the level that the donor or the Act requires the Hospital to
retain as a fund of perpetual duration. Deficiencies of this nature are reported in
unrestricted net assels. As of December 31, 2014 and 2013 there were no deficiencies
reported in unrestricied net assets,
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GREENVILLE REGIONAL HEALTHCARE, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2014 AND 2013

HOTE7 RESTRICTED NET ASSETS {CONTINUED)

Retumn Objectives and Risk Parameters

The Hospital has adopled investment and spending policies for endowment assets that
attempt to provide a prediclable stream of funding to programs and other items supported
by its endowment while seeking to maintain the purchasing power of the endowment.
Endowment assels include those assets of donor-restricted funds that the Hospital must
hold in perpetuity or for a donor-specified penod. Under this policy, as approved by the
Board of Directors, the endowment assels are invested in a maaner that is intended to
produce results that exceed inflation while assuming a moderate level of invesiment risk.
The Hospital expects its endowment funds to provide an average rate of retum of
approximately £% annually over fime. Actual relums in any given year may vary from this
amount,

Strategies Emploved for Achieving Objectives

To satisfy ils long-term rate-of-return objectives, the Hospital refies on a total retum strategy
in which investment retums are achieved through both capital appreciation {realized and
unrealized} and current yield (interest and dividends). The Hospital targels a diversified
asset allocation that places greater emphasis on equify-based investments {o achieve its
fong-term return objectives within prudent risk constraints.

Spending Policy

The Hospital has a policy of distributing scholarships from the Endowment fund’s fair value
on an annual basis. This policy has been used in order {o continue the mission of the
Endowment fund when the interest has already been used. The Hospital's objective is to
maintain the purchasing power of endowment assets held in perpetuily or for a specified
term, as well as to provide additional real growth through new gifts and investment retum.

HOTES ELECTRONIC HEALTH RECORD INCENTIVE PROGRAM

The Electronic Health Record (EHR) incentive program was enacted as part of the
American Recovery and Reinvestment Act of 2008 (ARRA} and the Health Information
Technology for Economic and Clinicat Heatth {(HITECH) Act. These Acts provided for
incentive payments under both the Medicare and Medicaid programs to efigible hospitals
that demonstrate meaningful use of cedified EHR technology. The incentive payments are
made based on & statutory formula and are contingent on the Hospital continuing to meet
the escalating meaningful use criteria. For the first payment year, the Hospital must attest,
subject fo an audit, that it met the meaninghid use criteria for 2 continuous 90-day period.

For the subsequent payment year, the Hospital must demonstrate meaningful use for the
entire year. The incentive payments are generally made over a four year period. For
hospitals that do not sfart receiving meaningful use payments until federat fiscal year 2014
or 2015, the base payment amount will reduce in subsequent years by %, ¥, and %,
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GREENVILLE REGIONAL HEALTHCARE, INC,
HOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2014 AND 2013

NOTES8 ELECTRONIC HEALTH RECORD INCENTIVE PROGRAM (CONTINUED}

The Hospital demonstrated meaningful use for the initial 90-day period during the year
ending December 31, 2011 and continues to demonstraie meaningful use for the years
ending December 31, 2014 and 2013. As a resulf the Hospital has recognized
approximately $723,000 and $1,027 000 for the years ending December 31, 2014 and 2013
in other operating revenues related to these programs, As of December 31, 2014 and 2013
the Hospital has recorded receivables from Medicare and Medicaid of approximately
$248,000 and $258,000 for funds that they believe they are reasonably assured to receive.

The finat amount of incenfives will be determined based on information from the Hosplial's
Medicare cost reports for the years ending December 31, 2014 and 2013. Events could
occur tha would cause the final payments to differ materially upon fingl seftiement.

NOTE9 DEFINED CONTRIBUTION PENSION PLAN

‘The Hospital has a defined contribution pension plan covering substantially alt employees.
The Board of Direclors annually delermines the amount, if any, of the Hospital's
contributions to the plan. Pension expense was approximately $153,000 and $156,000 for
the years ended December 31, 2014 and 2013, respectively.

NOTE 10 UNCOMPENSATED CARE AND COMMUNITY BENEFIT

In support of its mission, the Hospilal voluntarily provides care {o patients that meet the
Hospital's charity care crileria. Key elements used fo defermine eligibility include a minimal
dollar claim threshokd, Medicaid eligibifity has been denied and the patient’s demonstrated
in:qugy to pay based on household income compared fo 100% of federat income poverty
guidelines.

in addition, the Hospital provides services to other medically indigent patients under certain
govemment-reimbursed public aid programs. Such programs pay providers amounts which
are less than esiablished charges for the services provided to the recipients and many
fimes the payments are less than the cost of rendering the services provided.

Because the Hospilal does nol pursure collection of amounts determined fo qualify as
charily care, they are not reported in net patient service revenue. Charges excluded from
cevenue under the Hospifal's charity care poficy were approximately $680000 and
$1,039,600 for the years ended December 31, 2014 and 2013, respectively.

For the year ended December 31, 2014 and 2013 management has estimated the cost of
charity as $300,000 and $454.000. The cost of charnity care is estimafed using the
Hospital's overall cost to charge ratios.

in addition, the Hospital also commits significant time and resources to endeavors and

critical services which meet otherwise unfilled community needs. Many of these aclvities
are sponsored with the knowledge that they will not be self-supporting or financially viable.
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NOTE 11

NOTE 12

GREENVILLE REGIONAL HEALTHCARE, INC,
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2014 AND 2013

FUNCTIONAL EXPENSES

The Hospital provides heakh care services to residenis within its geographic location,
Expenses related to providing these services by funclional class for the years ended
December 31, 2014 and 2013 are estimated to be:

2014 2043
Health Care Services § 27391431 $ 30028415
General and Administrative 5521067 6.052,180
Yolal Expenses $ 32012408 $ 2078505

SIGNIFICANT CONCENTRATIONS AND CREDIT RISK

Patient Accounts Receivable

The Hospital grants credit without coliateral to its patients, most of whom are area residents
and are insured under third-party payor agreements. The mix of gross receivables from
patients and third-party payors at December 31, 2014 and 2013 is:

2014 2013
Medicare 22% 22 %
Medicad 30 25
Other Third-Party Payors 32 34
Patients 16 18
Tolal 100 % 100 %

FDIC Coverage

The Hospital maintains cash balances at several financiat institutions. FDIC insurance
coverage is $250,000 for all accounts at a financial instruction. At imes, cash batances
may have been in excess of insured fimits.

Rigk Management

The Hospital is exposed to various nsks of loss related fo torls; theft of, damage fo, angd
destruction of assels; enrors and omissions; injuries fo employees; and natural disasters,
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GREENVILLE REGIONAL HEALTHCARE, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2014 AND 2043

NOTE 13 COMMITMENTS AND CONTIHGENCIES

Medical Malpractice Insurance Coverage and Claims

The Hospital has joined together with other providers of heatth care services to form the
filinoks Provider Trust and the Hilinois Comipensation Trust, two risk pools currently operating
as commoen risk management and insurance programs for their members. The Hospital
pays annual premiums to the pools for its general liability torts, medical malpractice and
employee injudes insurance coverage. The pools' goveming agreements specify that the
pools will be selfsustaining through member premiums and will reinsure through
commercial carriers for claims in excess of specified stop-loss amounts.

The Hospital purchases medical malpractice insurance as described above on a claims
made, fired premium basis. Accounting principles generally accepled in the United States
of America require a health care provider to accrue the expense of its share of malpractice
claim costs, if any, for any reported and unreported incidents of potential improper
professional service occurring during the year by estimating the probable ultimate cost of
ihe incidenis, Based upon the Hospital's experience, no such accrual has been made. it is
reasonably possible that this estimate could change materially in the near tem.

Litigation

In the normal course of business, the Hospital is, from time to time, subject to allegations
that may or do result in litigation. Some of these allegations are in areas not covered by the
Hospital's insurance program (discussed elsewhere in these notes), for example,
allegations regarding performance of contracts. The Hospital evaluates such allegations by
condudling investigations {o determine the validity of each potential claim. Lifigation based
upon the advice of counsel, management records an estimate of the amount of ultimate
expecied loss, if any, for each of these matters. Events could occur that would cause the
estimate of uttimate loss to differ materially in the near term.

Healthcare Legislation and Reguiation

The healthcare industry is subject {0 numerous laws and reguiations of federal, state, and
local govemments. These laws and regulations include, but are not necessarily limited %,
matters such as licensure, accreditation, govemment healthcare program participation
reguirements, reimbursement for patient services and Medicare and Medicaid fraud and
ahuse. Recenlly, govemment activity has increased with respect to investigations and
allegations conceming possible violations of fraud and abuse statutes and regulations by
heaithcare providers.

Violation of these laws and regulations could result in expulsion from govemment
healthcare programs together with the imposition of significant fines and penalties, as well
as significant repayments for patient services previously billed.

Management believes that the Hospital is in substantial compliance with fraud and abuse
as well as other applicable govemment laws and regulations. While no regulatory inquiries
have been made, compliance with such laws and regulations is subject to government
review and interpretation, as well as regulatory actions unknown or unasserted at this time.
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