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REPORT OF INDEPENDENT AUDITORS

Board of Directors
Rehabilitation Hospital of Indiana, Inc.
Indianapolis, Indiana

We have audited the accompanying consolidated balance sheets of Rehabilitation Hospital of Indiana, Inc. ="~ . -

(the Hospital), as of December 31, 2010 and 2008, and the related consolidated statements of operations
and changes in net assets and cash flows for the years then ended. These financial statements are.the
responsibility of the Hospital's management. Our responsibility is to express an opinion on these financial
statements based on our audits. - o o R

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance

about whether the financial statements are free of material misstatement. An audit includes examining, on -

a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion. -

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of Rehabilitation Hospital of Indiana, Inc. as of December 31, 2010 and
2009, and the results of their operations and their cash flows for the years then ended in conformity with
accounting principles generally accepted in the United States of America. ERRT

Our audits were conducted for the purpose of forming an opinion on the consolidated financial statements

taken as a whole. The consolidating information is presented for purposes of additional analysis of the
consolidated financial statements rather than to present the financial position, results of operations, and

cash flows of the individual companies. The consolidating information has been subjected to the auditing -
procedures applied in the audits of the consolidated financial statements and, in our opinion, is-: fairly.
stated in all material respects in relation to the consolidated financial statements taken.as a whole: == -. .-

Crowe Horwath LLP

indianapolis, Indiana
March 23, 2011




REHABILITATION HOSPITAL OF INDIANA, INC.

CONSOLIDATED BALANCE SHEETS
December 31, 2010 and 2009

N .
S
o

. 338,335 - il

#42,800;000 i o
639,234 -

» 2010 2009
ASSETS i
Current assets s :
~..Cash and cash equivalents . -~ - $ 2,636,972 $. 1,968,156 .
Patient accounts receivables, less allowance for - Co R
doubtful accounts of $2,138,243 and $1,265,566 for _ - :

2010 and 2009, respectively 7,883,510 .6,313;590 .
_Inventories 199,144, - ..~ 222,674
Prepaid expenses and other current assets 337,454 324,122

Investments 3,180,732 1,221,809
Total current assets 14,237,812~ 10,050,351
Property and equment S . -
~Land - : 1,904,164 1,004,164
Buildings and |mprovements 14,003,959 - - 14,006,401 .
. Equipment 9,064,400 --:- 10,025,237
Construction in progress 73,766 35,830 -
: ' 25,046,289 25,971,632
Less accumulated depreciation” 15,819,859 - _ 15,835,736
Property and equipment, net 9,226,430 -~ 10,135,896
Other assets C
‘Land held for expansion 602,474 602,474 .
Unamortized debt issuance costs 60.957 80,730
Total other assets 663,431 683,204
Total assets $ 24127673 $ 20,869.451
LIABILITIES AND NET ASSETS
Current liabilities R .
Accounts payable and other accrued liabilities $ 2,489,133 $ 1,930,305
Salaries, wages, and related liabilities ' ' ' 1,657,125 1,669,240
Accrued interest 76,919 75,973
Current portion of capital lease 196,266 209,726
~~ Current por’uoh of long-term’ debt 900,000 - 800,000 .
* Third-party settlements = o 449,062 475,880 -
*" Currerit portion of intéfest rate swap =~ ©7 T 354469 -
Total current liabilities 6,122,974 5,499,459
Long-term debt, less current portion 14,900,000 .
Interest rate.swap agreement’-* S 828,452 - = ‘
Long-term portion of capltal lease 42,303 207,488
e T 15,770,755 13,646,722
Total liabilities 21,893,729 19,146,181+
Net assets Sl
Unrestricted 1,901,373 . :-. 1,592,766
Temporarily restricted 332,571 - 130,504
Total net assets 2,233,944 1,723,270
Total liabilities and net assets $ 24127673 $ 20.869.451

See accompahying notes to consolidated financial statements.




- REHABILITATION HOSPITAL OF INDIANA, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS AND CHANGES IN NET ASSETS
.Years ended December 31, 2010 and 2009

Unrestricted revenues
Net patient service revenue
Other revenue
Net assets released from restrictions
Total unrestricted revenues

Expenses
. Salaries and wages
Employee benefits
Contract and purchased services
Supplies * ' '
Utilities and other
Depreciation and amortization
Interest
Provision for bad debts
Total expenses

Income (loss) from operations

Nonoperating (expenses) revenues
interest income
Total nonoperating (expense) revenue

Change in unrestricted net assets
Temporarily restricted net assets
Contributions
Net assets released from restrictions
Investment earnings
Change in temporarily restricted net assets
Change in né__t ésSets L

Net assets, beginning of year

" 'Net assets, end of year

2010 2009
$ 37,022,008 . $ 34,687,970
. 294.964 287,042
779.655.. - 581.811 -
38,097,527 35,556,823
16,954 170 - 16,881,020
6.092.265 . 5,910,939
6,591,206 6,040,925
2794328 . . 2.710,015
2330636 = 2,287,732
064261. -.0926148 . .
022,406 186,476
1.144.843 - 758.403 -
37794115 ° __35.701,658
303,412 . (144,835) -
5,195 9,503
5195 9.503
308,607 (135,332)
980,260 - 502,888
(779,655) . (581,811)
1.462 9.372
202.067 20.449
. 510,674 . - . (114,883)
1.723.270 1,838,153
§ 2283044 § 1.728,270

See accompanying notes to consolidated financial statements.




REHABILITATION HOSPITAL OF INDIANA, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
Years ended December 31, 2010 and 2009

Operating activities
Change in net assets
Adjustments to reconcile change in net assets
to net cash from operating activities
Depreciation and amortization
Unrealized (gain)/loss in investments
Loss on disposal of assets
Change in interest rate swap agreement
Provision for bad debts o
Change in operating assets and Ilabllltles
Patient accounts receivable, net
Inventories and other current assets
Accounts payable and other accrued liabilities
Salaries, wages, and related liabilities
Accrued interest ' o
Estimated third-party setflements
Net cash from operating activities

Investing activities
Purchases of property and equipment
Purchase of investments
Proceeds from sale of investments
Proceeds from sale of land
Net cash used in investing activities

Financing activities
Borrowings from related party
Repayments on long-term debt
Principal payments on capital lease obligations
Net cash from financing activities

Change in cash and cash equivalents

Cash and cash equii}élenfe, beginning of year
Cash and cash equivalents end of year k
Supplemental dtsclosure of cash flow lnformatlon

Cash paid for interest
Purchase of equ1pment through capltal lease

2010 2009
§ 510674 §  (114,883)
964,261 926,148
(5,627) o prml
4382 . 14438 .
205352 . (430,529)"
1,144,843 758,403
(2,714,763)  (1,330,816)
(62.912) T o
631,938 727,639
(12,115) 25,239
946 - (2.478)
(26.,818) 728.444
640,161 1,301,847
2,107) ~  (374,057)
(3,001,811) (205.082)
1,048,515 411,452
- . 18.300
(1,955,403) (149,387)
3,000,000 ;
(800,000) - - (800,000)
(215.942) (182.339). -
1,984,058 ~(982.339)
668,816 ~ * . 170,121
1,968,156 . __.1.798.035 - .
$ 2636972 ...
$ 716108 . § 619,483
37,297' R A S

$..1.9681456... - ... .

5,465 R PR A AR T

See accompanying notes to consolidated financial statements.




_REHABILITATION HOSPITAL OF INDIANA, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2010 and 2009

NOTE 1- ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES

Organization: Rehabilitation Hospital of Indiana, Inc.” (the Hospital) operates a 90 bed; freestanding. .. -
specialty medical rehabilitation hospital located in Indianapolis, Indiana. The Hospital provides.short-term, ... -

comprehensive rehabilitation services to patients, and its programs are designed ‘to restore physical, .-

cognitive and psychosocial functions following an incident of acute iliness or trauma. Inpatient and. -
outpatient therapy and support services provided by the Hospital include physical and occupational . -

therapy, speech therapy, recreational therapy, activities of daily living, rehabilitation: nursing,: psychology,
social services and cognitive retraining, and sub-acute services. S e :

Not-for-profit corporétions St. Vincent Health, Inc. and Clarian Héalth ‘Par’mers, Inc. are the corporate
members of the Hospital. In accordance with the terms of the joint venture agreement, cash distributions.
from the Hospital are shared by the joint venture partners, subject to certain cash flow restrictions.

Additionally, the agreement contains provisions for working capital loans and support of the Hospital-upon.. . -

" mutual agreement by the corporate members. ' :

included within the operations of the Hospital is Rehabilitation Hospitél FoUndation, Inc. (the.Foundation)
~which was established to promote and support the mission of the Hospital. The Hospital is the sole-
corporate member of the Foundation. All significant intercompany accounts have been eliminated in

consolidation. .

Basis_of Consolidation: The accompanying consoiidated financial statements include ‘the accounts
of Rehabilitation Hospital of Indiana, Inc. and Rehabilitation Hospital Foundation, inc. (collectively referred
to as the "Hospital"). All inter-hospital accounts and transactions between affiliated organizations have

been eliminated in consolidation. :

. Adoption of New Accounting Standards: The accounting for fair. value measurements and. disclosures
(ASC 820) has been updated to include increased disclosures regarding transfers in to and out of level
one and level two instruments. The update also requires further disclosures regarding the types of assets -
invested in and the strategies of instruments held in level three. This new standard has been adopted by
the hospital and disclosures have been updated where applicable. This standard had no impact on the

change in net assets of the hospital.

‘The Emerging issues task force has recommended changes regarding charity care and.community. benefit
disclosures. These .changes correspond to recommendations by healthcare . industry..groups. ... The

“ changes include disclosing the estimated cost of providing charity care and community benefit services. -It. ; e
does not preciude the hospital from disclosing the charges foregone. This new standard is not expected

o have an impact on the hospital’s change in net-assets; but it:will increase the currentdisclosures. - - =«

‘Charity Care and:Community Benefit: The Hospital provides medical care to all: patients: regardless.of - .- -
their ability to pay. A patient is classified as charity care in accordance with certain. established. policies -..: e
* and is- provided ‘care without charges or at amounts less than established rates.-Because.collection..ofi~ . © —aras

amounts determined to qualify as charity care is not pursued, such amounts are not reported:as revenue: ..

Records are maintained to identify and monitor the level of charity care provided including the-amount.of - ..

charges foregone for services and supplies furnished.

The Hospital provides certain services to benefit the community. These services (for which a neminal or-

no amount is charged) include education programs, access to rehabilitative related support group classes, - .

transportation to patients in specially equipped vans, and assistance to patients and their families for the
submission of forms for insurance, financial counseling, and application to the Medicare and Medicaid
programs for health service coverage. The costs of these services are included in operating expenses.




REHABILITATION HOSPITAL OF INDIANA, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
: December 31, 2010 and 2009

NOTE 1 - ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES (Continued)

During 2009, the Hospital began obtarmng more complete household income information prior fo - .
admission from patients-who came-as setf—pay or Medicaid” pending. - This new process-allowed the . . ~:iv

Hospital to identify in advance patients that qualified for" financial assistance -and improved the
identification of charity cases rather than bad debt For 2010 and 2009 charlty care amounted to o
81, 091 713 and $1, 428 724 respectlvely ' ' :

Use of Estimates The preparatron of frnancral statements in- conformlty W|th accounting pnnctptes
generally accepted in the United States of America requires management to make estimates and' -
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets

‘and liabilities at the date of the financial statements and the reported amounts of revenues and expenses e

.dunng the reportrng penod Actual results could dlffer from those estlmates

investment Securities: Investments in securities with readily determinable fair values and all investments
in debt securities are measured at fair value in the consolidated balance sheets. investment income or...
loss (including realized gains and losses on investments, interest, and dividends) is included ‘in income. ..
from operations unless the income or loss is restricted by donor or law. 4 .

Cash and cash equivalents held by brokerage firms are included in investments.

Cash and Cash Eguivalent For the purpose of the statements of cash flows, cash mcludes cash andJ ‘
cash equivalents with original maturities of 90 days or less.

Patient Accounts Receivable, Estimated Third-Party Settiements, and Net Patient Service Revenue:
Patient accounts receivable and net patient service revenue are reported at the estlmated net realizable
amounts from patients, third-party payors and others for services rendered. '

Estimated retroactive adjustments as provided by reimbursement agreements . with certain third-party -
payors are included with net patient service revenue and estimated third-party payor receivables or
payables. Retroactive adjustments are accrued on an estimated basis in the period the related services

are rendered and adjusted in future perrods as final settlements are determined. :

"The aliowance for doubtful accounts represents the expected Iosses to be realized -upon ultlmate G

o coliection. of- patrent accounts:: -receivablg, . which. -are. .not subject to third-party:-payor agreements:::

L . ﬁrst-out (FIFO) method

Allowance estimates are based on historical experience and other relevant factors. Accounts determined 4.

-to be-uncollectible.are -charged to operations:in the.year. in.which they are determined:to-be-uncollectible: i~ e

 The Hospital can charge interest on past due accounis meetlng certaln cnterra There was' no: mterest
charged for the: years ended December 31, 2010 and 2009 ST Lo e e

Inventorles Inventones -are- stated at the Iowar of cost or market wrth cost dete

d.’a:by theﬂrstln

N ,Propertv and Equmment and Deprecratlon Property and equrpment are stated at’ cost Iess accumutated e
depreciation. Depreciation is provided by use of the straight- -line method over the estimated useful lives-of - -
the assets. When properties are retired or otherwise disposed-of, the appropriate accounts are relleved of .

costand accumulated .depreciation, and any resulting garn or Ioss is recognrzed

Long-lived assets, such as buildings and lmprovements, and equlpment, are reviewed for impairment
whenever events or changes in circumstances indicate that the carrying amount of an asset may not be
recoverable. Recoverability of assets to be held and used is measured by a comparison of the carrying
amount of an asset to estimated undiscounted future cash flows expected to be generated by the asset. If




REHABILITATION HOSPITAL OF INDIANA, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2010 and 2009

"+ NOTE 1- ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES (Continued) + . :

-the carrying:amount of an .asset exceeds its estimated future cash flows, an: impairment -charge is -
. recognized by the amount by-which the carrying amount of the asset exceeds the fair value of the asset:
- Assets to be disposed of would be separately presented in the consolidated statement of financial position
- and reported at the lower of the carrying amount or fair value less costs to sell, and are no longer

-depreciated.* The assets and liabilities of a disposed group classified as held for sale would be presented -

-separately in the appropnate asset and Ilablllty sectlons of the consolldated statement of finanhcial position

as well

Debt Issuance Costs: Costs incurred in connectlon W|th the issuance of debt are amortlzed using the

bonds outstanding method over the term of the related. debt. Accumulated amortization on the debt - - =

issuance costs is $328,963 and $309,190, as of December 31, 2010 and 2009, respectively. .

Derivative and Hedaing: The Hospital entered into an interest swap agreement with a financial mstrtutlon
- to fix the rate on the bonds that are. discussed more fully in Note 7. The Hospital accounts for this

L arrangement under ASC 815-10 as a cash flow hedge, which is not deemed effective.: Accordingly, the

~ value of the derivative at December 31, 2010 and 2009 has been reflected at fair- value on the balance
sheets with the offset bemg reflected in non-operating revenues.

Medical Malpractice: The Hosprtal malntalns medical malpractlce insurance coverage on a claims- made
basis. The Indiana Medical Malpractice Act provides for a maximum recovery of $750,000 per occurrence
for professional liability, $250,000 of which would be paid through malpractice insurance coverage which
the Hospital obtains through Clarian Health Risk Retention Group and the balance would be paid by the
State of Indiana Patient Compensation Fund. The Hospital has estimated an incurred but not reported
liability for $52,000 and $59,000 December 31, 2010 and 2009, respectively, which is included in
-accounts payable and other accrued liabilities. -

Gain (Loss) from Operations:. The consolidated statements of operations includes income (loss) from
operations as the performance indicator. Changes in net assets that are excluded from income (loss)
from operations, consistent with industry practice, include contributions, investment income and gain

(Ioss) assomated with the interest rate swap.

' »Descrlgtlon of ‘Net Assets: Net assets are classified into categories based .upon the presence; or-absence-

-~ of donor restrictions. - Temporarily restricted. net assets:are those whose. use by the ‘Hospital has : been

limited by donors to a specific time period or purpose. These funds are primarily restricted to chaplalncy,

: .:-.;;: employee loans pat|ent assxstance and sports programs All other assets are considered unrestrlcted

.’;,lncome Taxes The Hospltal is-a not-for-proflt corporatlon pursuant to Sectlon 501(0)(3) of the lnternal
Revenue Code and is exempt from income taxes on related income pursuant .to. Section 501(a). .

, »".:»Accordlngly,lno prowsnon for lnoome taxes is’ requrred for the Hospltal in. the consolldated Jfinancial

statements

A LAdvertlsmq Costs The Hospltal expenses advertlsmg ccosts:as ‘incurred. Advertlsmg costs for the years
ended December 31 2010 and 2009 were $56 595 and $77 884, respectlvely L :

Falr Value of FmanCIaI lnstruments The Hosprtals carrylng amount for its fmancral mstruments Wthh
include cash, accounts receivable, investments, accounts payable, liabilities associated with the interest
* rate swap, and long-term. debt at December 31, 2010 and 2009 are carried at their estimated fair values.
The estimated fair value amounts have been determined by the Hospital using available market
information and appropriate valuation methodologies. ConS|derable judgment is requwed in interpreting
market data and developing these estimates.




. REHABILITATION HOSPITAL OF INDIANA, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2010 and 2009

_ NOTE 1 - ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES (Continued). - -

- Uncertain Tax Positions: The Hospital adopted guidance issued by the FASB with respect to accounting -

-+ for uncertainty in income taxes.- A tax position is recognized:as a:benefit only if it is “more likely than not”
- that the tax position would be sustained in a tax examination; with a tax examination being presumed to,

occur. The amount recognized is the largest amount of tax benefit that is greater than 50% likely of being - -
- realized on examination. . For tax positions not meeting. the “more.likely than not” test, no tax benefit is . -

recorded. -

The Hospital is no longer subject to examination by U.S. federal taxing authofitie"s for years before 2006
and for all state income taxes through 2006. -The Hospital does not expect the total amount. of

unrecognized tax positions to significantly change in the next-12 months. The Hospital would: recognize. -
interest and/or penalties related to income tax matters in income tax expense. The Hospital has no -

amounts accrued for interest or penalties as of December 31, 2010 and 2009. - -

Subsequent Events: - - Management has performed. an analysis of the activities -and - transactions:
subsequent to December 31, 2010 to determine the need for-any adjustments to and/or disclosures within- -

‘the audited financial statements for the year ended December-31, 2010. Management has performed
their analysis through March 23, 2011, the date the financial statements were issued. BT

NOTE 2 - NET PATIENT SERVICE REVENUE

The Hospital has agreements with third-party payors-that provide for payments to the Hospital at amounts

different from established rates. Contractual arrangements with the Medicare program provide for

inpatient and certain outpatient services to be paid based on the Rehabilitation Inpatient Prospective

. Payment System. Reimbursement for Medicaid services is paid on a per diem basis and per occasion of
service for inpatient and outpatient services, respectively. For cost reimbursed programs, the- Hospital is
reimbursed at a tentative rate with final settlement determined after submission of annual cost reports by
the Hospital and audits thereof by the fiscal intermediaries. Estimates have been made for. retroactive
adjustments for open cost reports-through December 31, 2010.

The Hospital has also entered into payment agreements with certain commercial insurance carriers, -

health maintenance organizations, and preferred provider.organizations. ..~ . = .. -

: A‘rec;,.dnci-liation 'of”the. afnount of s.él"'vice‘s‘,» p.fd\,‘/‘id‘e'd “tc‘> ba{ieﬁt'sm-ét éstébiishéd vl'”a'tes towhet -p')'atie'n't- service
..revenue as presented in:the-statements of operations:and changes in net assets follows: . s et s s o

200 2009

7 $.30019,663 § 26,745,698

.. Routinie services .
Ancillary services’
_Inpatient

32,755,534 <~ 27,481,765 .. -
11,743,271~ 10,057,006
1.750.853 1,663,724 ..
76,269,321 © 65,948,193

Less contractual allowances and charity

care charges foregone o (30246.413) 31260223 < -

Net patient Sérviée revenue $ 37.022.908 $ 34.687.970 ,‘




- - REHABILITATION HOSPITAL OF INDIANA, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2010 and 2009

. NOTE 2 - NET PATIENT SERVICE REVENUE (Continued) :

Certain payments from: third-party payors, particularly the state Medicaid .program, are subject to pre- .. ..«
certification for medical.necessity and use varying. and complex methodologies.in determining payment -+ - .
and other factors. Laws and regulations governing the Medicare and Medicaid programs are complex and:;~ - .. .

“subject to interpretation. The Hospital believes that it is in compiiance with all applicable laws.and

regulations and is not-aware-of any pending or threatened investigations involving allegations of potential . ... «-

wrongdoing.- While no- such regulatory: inquiries have been made, compliance: with-such.laws and -
regulations can be subject to future government review and interpretation as well as sxgnlflcant regulatory:
- action including fines and penaltles from the Medlcare and.Medicaid programs. ! .

NOTE 3- CONCENTRATIONS

A major amount of the Hospltal s recelvables and revenue are due from Medlcare Biue Cross/Blue Shleld
- . and others, the loss of any one of whlch may have an adverse effect on the Hospital. R .

010 2009

Accounts . Accounts
Receivable Revenue Receivable Revenue

Medicare - 26% 46% 3% - - 49%

Medicaid 25% 14% 19% 13%

Managed Care/ S - : : .
Commercial/Other ' o 36% .. - 23% . 30% 20%

Biue Cross/Blue Shield o . 13% 17% 16% 18%

NOTE 4- FUNCTIONAL EXPENSES

The Hospltal provndes rehabllltatlve health care services to patlents in central Indlana Functional
expenses categorlzed by thelr natural claSSIflcatlon for the years ended December 31 are as follows

2010 . 2009 -

Rehabilltatlve' eerwces o - $> ‘34 302,915 $ 32,828,526 o
.. General-and.-admipistrative. - oo e o 03,231,931 .. . 2,508,410 s e i
- Fundraising _— v L 259,269 364,721

| § 37704115 § 36.055.541




REHABILITATION HOSPITAL OF INDIANA, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2010 and 2009

-~ *NOTE 5 - INVESTMENTS.

" .The following are the major types of investments held by the Hospital at December31:

_ Cost - “Fair Value - Cost Fair Value
Treasuryblls .. § 3180572.§ 3180872 § - - §... .-
Money market accounts R - 1,221,809 1,221,808 .
_Investment eafnings‘ar.e cérﬁbosed of fﬁe following -for the years‘end'ed December 31: B
Interest and ir{vestmen‘t_inc;éme o 8 6,657 § 18,875

NOTE 6 - LINE OF CREDITV

At December 31, 2010, the Hospital has an available line of credit of $1,000,000. There were no amounts
borrowed on the line of credit as of December 31, 2010 and 2009, respectively. Interest is payable at the
LIBOR rate plus 0.85%. This line is secured by guarantees of corporate member Hospitals. The line
expires in June 2011. The agreement also contains various loan covenants. At December 31, 2010, the
‘Hospital was in compliance with all covenants. : : e

NOTE 7 - LONG-TERM DEBT

Long-term debt consists of the following:

N
[e]
—_
(]
N
(]
(o]

indiana Health Facility Financing Authority
Adjustable Convertible Extendible Securities
Hospital RevenueBonds, Series 1990 Term
Bonds, payable through November -2020, .
subject. to- mandatory redemption.  Interest
payable monthly at variable rates (.32% .and
21% .at:-December 31,-2010:-and 2009,.  : -
. respectively). U O B
Clarian Health Partners, Inc. :
Subordinated promissory note. . Lump sum -
* . payment due -July 2017, " Interest is payable
quarterly at variable rates (.11% at December SRR
31,2010 0 1,500,000 AR
St. Vincents Hospital .- ", oL L
Subordinated..promissory note. Lump sum
payment due July 2017. Interest is payable
quarterly at variable rates (.11% at December : :
31, 2010) R : : 1,500,000 . -

Less current portioh of long-term debt 900,000 800,000

$ 14,900,000 $ 12.800.000

10.

. $ 12,800,000 $ 13,600,000 =




. REHABILITATION HOSPITAL OF INDIANA, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2010 and 2009

NOTE 7 - LONG-TERM DEBT (Continued).

Scheduled annual maturitiés of long-term debt -are as:follows:

2011 h N $ 900,000
2012, ' , 1,000,000
2013 ' : 1,000,000

2014 L T . 1,100,000
T20150 T ‘ 1,200,000
Thereafter =~ ' 10,600,000

§ 15.800.000

The interest rate on the Series 1990 Bonds is determined on a weekly basis, payable on the first business
day of each calendar month. As provided in the various bond agreements, the interest rate determination
is subject to conversion to other interest modes, which determine the frequency, dates, and calculation of.
interest payments. The Hospital and Rate-Setting Agent can change to another interest mode by giving
notice. In addition, bondholders of the Series 1990 Bonds have the option to present the bonds for
purchase to the Remarketing Agent at various times during the year. An agreement with a commercial
bank has been entered into to provide liquidity support up to the aggregate principal amount plus accrued
interest should any bonds, presented by bondholders for purchase, not be remarketed. v :

In addition, the agreement provides an irrevocable letter of credit as security for the payment of principal
and interest when due on the Series 1990 Bonds. The Agreement's expiration date is January 31, 2012.
The Hospital's obligation to repay amounts drawn using the letter of credit has been guaranteed severally,
but not jointly, by related parties of the corporate members. Except as permitted by the Master Trust
~ Indenture, the Hospital may not grant a mortgage or make a specific- pledge of its revenue. In addition,

the various agreements contain certain restrictive covenants including minimum debt service coverage
ratios, days cash on hand and limitations on additional borrowings. The Hospital was in compliance with
their debt covenants as of December 31, 2010. For the year ended December 31, 2009 the Hospital was
not in compliance with their debt covenants and received a waiver for their debt service coverage ratio
covenant and days cash on hand covenant dated June 15, 2010.

- In June, 2010 the Hospital received $3,000,000 ($1,500,000 from each corporate member) and signed.
subordinated promissory netes to pay back these borrowed amounts on the maturity date of July 1, 2017.

“The niotes bsar interést at the 28 day Treasury bill rate (.11% at December 31; 2010)... Interest-only - i

payments are due beginning July 1, 2010 and continue quarterly until the funds are re-paid in.full. The

subordinated:promissory notes include certain payment provisions that restrict the payment of-intereston -« -+ 1o e
-~ these notes until all amounts due for interest and principal sinking fund:requirements-_aregpaid first related -0
" to the Second Amended Reimbursement Agreement related to the Indiana Hospital Authority Series 1990 "o - om0 s

Bonds.

“Interest Rate «SWéQ" i “The Hospital entered into an interest rate swap arrangemeht to ;fix,the;ih_t_efeét-_i’gté to

better estimate future cash flows and reduce interest rate risk ‘in January of 2006 with-a notional amount - - - .
-of $11,900,000 and requiring the Hospital to pay interest at a fixed rate of 3.98%to.replace: the variable: .- -

" rate which was at32% at December 31, 2010, and receive payments from the financial institution based- )

on the Securities' Industry and Financial Markets Association municipal bond market .index until the -
"arrangement expires in'November, 2020. The spread paid by the Hospital is based upon the achievement
of certain financial ratios. The fair value of this agreement amounted to a liability of $1,182,921 and
$977,569 at December 31, 2010 and 2009, respectively. The loss of $205,352 for 2010 -and the gain of
- $430,529 for 2009 related to this arrangement is included in interest expense. R S -

1.




. REHABILITATION HOSPITAL OF INDIANA, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2010 and 2009

. The following is a summary of property held under.,capital lease: .

" NOTE 7 - LONG-TERM DEBT (Continued) - LT e T e i

. Capital Lease Obligations: The Hospital has entered into various capital lease agreements for equipment.

Monthly lease payments are $22,782, including interest. The lease obligations. end -at:various.-times
through June 2013. AT : . oo

2010 2009

" Equipment T $ 816734 § 779,437
Accumulated depreciation - .. - (262,652) (170,459). - - ."

$ 554082 § 608.978

Future minimum payments on the capital leases are as follows: - ..

2011 . - o - $ 205,740
2012 = - : o T . 32,032
2013. . - : o - 12,681
Amount representing interest = - . (11.884)
Present value of future minimum lease payments

(currént portion of $196,266) , ‘ $ 238.569

NOTE 8 - FAIR VALUE

ASC 820—10 deﬁhes”fai'r value as the price that would be received for an asset or paid to transfer a liability
(an exit price) in the Hospital's principal or most advantageous market for the asset or liability in an orderly
transaction between market participants on the measurement date.

The Hospital determines the fair values of its investments and derivative contracts based on the fair value

 hierarchy established. in ASC 820-10, which requires an entity to maximize the use-of .observable inputs

and minimize the use of unbbservable'inputs_when measuring fair value. Observable inputs are inputs
that reflect the assuimiptions market participants would.use in pricing the asset or liability developed:based -

" ‘on market data‘obtained from sources independerit of the reporting éntity. 'Unobservable inputs are inputs
 that reflect the Hospital's own. assumptions based .on market, dafa and,on assumptions that market . . .
‘participants would: ise in pricing ‘the asset or liability developed based on the best information-available’in .. . -

" “the circumstances. Thé Standard.desciibes three levéls. withir its hierarchy that may be: used to.measure
fa el | T RS AR A T R T e

~ Level 1 Inputs: ., Quoted prices (unadjusted) for identical assets or liabiiies in active:markes.that'- - -

© the enitity Has_,fhé’gbjjity to fégce.é.sifés‘@‘jf“tﬁl_e -'h*u'eg'sgremént date.”

~Level 2 Inputs:,  Sig ‘obse 5" other th )

', quoted prices for similar assets or liabilities; quoted prices in markets that are not
" active; or other inputs, that are observable or can be corroborated by observable
 marketdata. . T R

Level 3 Inputs: 'Significaht uno"bservable iﬁpu'té that reflect a reporting entity's own a‘ssu_mptionS_
about the assumptions that market participants would rise in pricing an asset or
liability.

12.
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REHABILITATION HOSPITAL OF INDIANA, INC..
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2010 and 2009

.NOTE 8 - FAIR VALUE (Continued) .

The fair value of the investments are ‘determined based upon quoted and readily available market prices~ . ... . -
and are subject to fluctuations in market conditions. -As such, fair values can be verified utlhzmg quoted

market prices and do not involve significant management judgments (Level 1 inputs). .

The. derivative instruments consist of the .interest rate swap. - The fair value of the -derivatives .are. -

. determined based on the relative values of the fixed and floating rate portions of the interest rate. contract.

The valuation model utilized involves current interest rates, projected vield curves and volatility factors to
determine the fair value of the instruments as of the date of measurement. As such, significant fair value -
inputs can generally be verified and do not mvolve S|gmﬂcant management judgments (Level 2 inputs).

The following tables present the Hospital's assets and llabllltles measured at falr value on a recurnng
basis under ASC 820-10 at December 31: : A .

Fair Value Measurements for 2010 and 2009

Quoted Prices Significant
in Active Other Significant
Markets for Observable Unobservable
Identical Assets Inputs Inputs
(Level 1) (Level 2) (Level 3)
2010 : -
Assets: ‘ ' ’ .
Treasury bills $ 3,180,732 $ - % - -
Liabilities: _
Interest rate swap derivative - R
instrument . $ - - $ 1,182,921 $ -
2009
Assets: »
Money market funds $ 1,221,809 § - $ -
Lnabllltles N
. lnterest rate swap denvatlve S R R S - R A T
" instrument "¢ Terto e growemno D@l Q77 ERg §c o

The Hospital- has established a defined contrlbutlon retirement plan (the Plan) which. covers. substantlally:-,t\. i
sl employees howéver; theré:are’ different. provrsnons for the dlscretlonary contnbutlon and <] matchmg'%
~ . contribution;-as deﬁned separately{below . = P R

i For an. employee to be ellglb]e for the dlscre‘uonary contnbutlon component of the Plan the employee

must have worked-at least 1,000’ hours in the last 12 mohths and-have been employed a minimum-of-one - E
year as of December 31. This plan exercises a "cliff" vesting schedule, where employees afe:not vested

until they have reached three years of service (effective January 1, 2007), at which time- they are fully

vested.

13.




REHABILITATION HOSPITAL OF INDIANA, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2010 and 2009

NOTE 9 - RETIREMENT PLAN (Continued)

~ For the 401(k) matching component of the Plan, the employee is not eligible for the match until one year of.. . R
service is achieved. Thé_‘jemplpyée‘is_“ _ir_nmédiately{ 100% vested in the employer matching componentof’ - E T

the Plan:

Contributions by the Hospital for the 401(k) matching contribution aré based on the employees' annual,

- earnings. Contributions of'$422,276 and $426,575 were ex;_ngn“s,e‘d in 2010 °and 2009; respectively:: -

NOTE 10 - RELATED PARTY TRANSACTIONS

The Hospital contracts with affiliates of Clarian Health Partnérs, St. Vincent Health, and United Hospitat

Services for various services. Fees for building rent, chaplaincy, laundry, linen, laboratory, billing and.

colléction services, drug screening, and overlap payments amounted to $708,310 and $946,709 in 2010
and 2009, respectively. Included in the 2010 and 2009 accrued. expenses are fees .of $471,501 and
$106,312. S ST TR o

In January 2008, the Hospital entered into a billing and colléction services agreement with one of its -
corporate members; Clarian Health Partners. The agreement states that Clarian Health Partners, will ;.
begin, as of January 2008 to provide various billing and collection services for the Hospital. Fees

associated with this agreement are to be assessed on a monthly basis and determined based on 1.2% of
the Hospital's monthly net collection of fees for services. This agreement terminated in January 2010.

As discussed more fully in footnote 7, the Hospital's two corporate members loaned $3,000,000 to the
Hospital in June of 2010. The notes are due and payable in July of 2017 and are included in long-term
debt as of December 31, 2010. . .

NOTE 11 - EMPLOYEE HEALTH BENEFIT PLAN

The Hospital participates in a self-funded health insurance plan covering substantially all employees.

Covered services include medical benefits and prescription drugs. The plan has annual reinsurance

coverage for a maximum éligible claim expense per incident per covered person in excess of-$100,000

and' a maximum aggregate per covered person in exces§ of an attachment point of _approximately-:’ B
$3,108,838." The Hospital recorded a provision for claims incufred but not reported, -which. amounted to- % »o - e
$210,653 and $405,619 at December 31, 2010 and 2009 respectively, and is included in salaries, wages, . . . . .
“and related -liabilities.. . Expenses of theplan for. 2010.'and 2009 were $2,362,608-and $2,355,366, .z
respectively. ~The plan. includes’ one claimant who exceeded the stop-loss during: 2009 and,:seven :
““claimants who exceéeded the stop loss during 2010.“ The Hospital has recorded.a $47,000 re-insurance - -

receivable related to these claims as of December 31, 2010. R

14.




-REHABILITATION HOSPITAL OF INDIANA, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2010 and 2009

NOTE 12 - OPERATING LEASES

" The Hospital leases facilities and equipment under operating leases expiring at various date$ through April
2013. Total rental expense in 2010 and 2009 for all operating leases was $589,447:and $613,676,
respectively. The following is a schedule by year of future minimum iease payments under operating -
leases as of December 31, 2010, that have initial-or remaining lease terms in excess of one year.

" Year Ending December 31

2011 - . $ 370,298

2012 103,759
2013 .o o 1,100
2014 : - -

$ 475157

‘NOTE 13 - CONTINGENCIES

The Hospital is thé defendant in certain litigation arising in the ordinary course of business. In the opinion
~ of management, such items are adequately covered by insurance or their ultimate outcome will not have a
material impact on the financial position of the Hospital. ‘ :

NOTE 14 - NON-COMPETE AGREEMENT

As part of the joint venture agreement to form the Hospital, the corporate members entered into a non-
compete agreement in effect for the term of the joint venture and for a period of thirty-six months after its
termination. The non-compete agreement prohibits the members, directly or indirectly, from providing
adult inpatient rehabilitation medicine services or outpatient rehabilitation services that compete with
services provided by the Hospital within Marion and contiguous counties. -

15.
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