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Independent Auditor's Report

Board of Directors
Gibson General Hospital, Inc. and Affiliate
Princeton, Indiana

We have audited the accompanying combined financial statements of Gibson General Hospital, Inc.
and Affiliate, which comprise the combined balance sheets as of September 30, 2014 and 2013, and
the related combined statements of operations, changes in net assets and cash flows for the years then
ended, and the related notes to the combined financial statements.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these combined financial
statements in accordance with accounting principles generally accepted in the United States of
America; this includes the design, implementation and maintenance of internal control relevant to the
preparation and fair presentation of combined financial statements that are free from material
misstatement, whether due to fraud or error.

Auditor's Responsibility

Our responsibility is to express an opinion on these combined financial statements based on our
audits. 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 combined financial statements are free from material
misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures
in the combined financial statements. The procedures selected depend on the auditor's judgment,
including the assessment of the risks of material misstatement of the combined financial statements,
whether due to fraud or error. In making those risk assessments, the auditor considers internal control
relevant to the entity's preparation and fair presentation of the combined 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 internal control. Accordingly, we express
no such opinion. An audit 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 combined financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our audit opinion.







Gibson General Hospital, Inc. and Affiliate

Combined Balance Sheets
September 30, 2014 and 2013

Assets

Current Assets
Cash and cash equivalents
Patient accounts receivable, net of allowance;
2014 - $2,800,000; 2013 - $2,900,000
Other receivables
Supplies
Prepaid expenses and other
Total current assets

Property and Equipment, net

Other Assets
Assets limited as to use - internally designated
Beneficial interest in assets at
Community Foundation Alliance
Deferred financing costs

Total assets

Liabilities and Net Assets

Current Liabilities
Current maturities of long-term debt
Accounts payable
Accrued expenses
Estimated amount due to third-party payers
Accrued self-insurance liabilities
Total current liabilities

Long-Term Debt
Total liabilities

Net Assets
Unrestricted
Temporarily restricted
Permanently restricted
Total net assets

Total liabilities and net assets

See Notes to Combined Financial Statements

2014 2013
$ 1,374,002 $ 2,697,045
3,252,311 3,263,137
342,944 537,531
667,977 709,189
459,983 247,314
6,097,217 7,454,216
12,681,685 12,802,315
4,622,532 4,728,837
63,490 59,959
40,832 44,686
4,726,854 4,833,482

$ 23,505,756

$ 25,090,013

$ 925,527 $ 901,132
741,280 769,140
1,327,320 1,253,506
499,928 310,173
239,079 342,855
3,733,134 3,576,806
8,768,062 9,707,515
12,501,196 13,284,321
10,883,264 11,687,656
57,806 58,077
63,490 59,959
11,004,560 11,805,692
$ 23,505,756 $ 25,090,013
3




Gibson General Hospital, Inc. and Affiliate

Combined Statements of Operations
Years Ended September 30, 2014 and 2013

2014 2013
Unrestricted Revenues, Gains and Other Support
Patient service revenue (net of contractual discounts and allowances) $ 33,796,414 $ 34,479,178
Provision for uncollectible accounts (3,716,513) (3,786,145)
Net patient service revenue less provision for uncollectible accounts 30,079,901 30,693,033
Other 811,746 651,188
Total unrestricted revenues, gains and other support 30,891,647 31,344,221
Expenses and Losses
Salaries and wages 14,697,133 14,595,986
Employee benefits 3,717,227 3,589,054
Contracted services 2,614,134 2,668,638
Supplies 2,760,879 2,743,914
Physician fees 2,154,279 2,090,665
Insurance 478,272 428,134
Lease expense 476,532 432,316
Utilities 665,375 646,487
Other 715,547 753,253
Depreciation and amortization 1,229,725 1,047,439
Professional fees 146,907 145,909
Interest 266,949 321,926
Maintenance and repair 901,219 863,482
Advertising 261,511 273,469
Recruiting 76,215 89,344
Collection 128,455 139,017
Minor equipment 71,672 131,266
Provider hospital assessment fee 1,015,702 765,177
Total expenses and losses 32,377,733 31,725,476
Operating Loss (1,486,086) (381,255)
Other Income
Contributions received 108,872 99,721
Investment return 189,242 162,141
Assets released from restriction 5,818 32,091
Total other income 303,932 293,953
Deficiency of Revenues Over Expenses (1,182,154) (87,302)
Investment return - change in unrealized gains and losses on
other than trading securities 377,762 251,544
Increase (Decrease) in Unrestricted Net Assets $  (804,392) $ 164,242

See Notes to Combined Financial Statements 4



Gibson General Hospital, Inc. and Affiliate

Combined Statements of Changes in Net Assets
Years Ended September 30, 2014 and 2013

2014 2013
Increase (Decrease) in Unrestricted Net Assets $  (804,392) $ 164,242
Temporarily Restricted Net Assets
Contributions 5,547 -
Assets released from restriction (5,818) (32,091)
Net change in temporarily restricted net assets 271) (32,091)
Permanently Restricted Net Assets - change in beneficial
interest in assets at Community Foundation Alliance 3,531 6,641
Change in Net Assets (801,132) 138,792
Net Assets, Beginning of Year 11,805,692 11,666,900
Net Assets, End of Year $ 11,004,560 $ 11,805,692

See Notes to Combined Financial Statements 5




Gibson General Hospital, Inc. and Affiliate

Combined Statements of Cash Flows
Years Ended September 30, 2014 and 2013

Operating Activities

Change in net assets

Items not (providing) requiring cash
Depreciation and amortization
Net unrealized gain on investments
Change in beneficial interest in assets at

Community Foundation Alliance

Provision for uncollectible accounts

Changes in
Patient accounts receivable, net
Estimated amounts due to third-party payers
Accounts payable and accrued expenses
Other assets

Net cash provided by operating activities

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

Financing Activities
Principal payments on long-term debt
Proceeds from issuance of long-term debt
Net cash used in financing activities
Decrease in Cash and Cash Equivalents

Cash and Cash Equivalents, Beginning of Year

Cash and Cash Equivalents, End of Year

Supplemental Cash Flows Information
Interest paid
Property and equipment acquired with long-term debt

See Notes to Combined Financial Statements

2014 2013
$  (801,132) $ 138,792
1,229,725 1,047,439
(377,762) (251,544)
(3,531) (6,641)
3,716,513 3,786,145
(3,705,687) (3,478,723)
189,755 188,447
(57,822) (51,948)
26,984 (236,516)
217,043 1,135,451
(1,109,095) (1,137,507)
(348,799) (2,532,681)
832,866 2,454,651
(625,028) (1,215,537)
(915,058) (788,547)
- 196,065
(915,058) (592,482)
(1,323,043) (672,568)
2,697,045 3,369,613
$ 1,374,002  $ 2,697,045
$ 266949 $ 321,926
. 1,479,935
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Gibson General Hospital, Inc. and Affiliate

Notes to Combined Financial Statements
September 30, 2014 and 2013

Note 1: Nature of Operations and Summary of Significant Accounting Policies

Nature of Operations

Gibson General Hospital, Inc. (Hospital) primarily earns revenues by providing inpatient,
outpatient and emergency care services to patients in Gibson County, Indiana. It also operates a
home health agency in the same geographic area. The Hospital is affiliated with the Gibson
General Health Foundation, Inc. (Foundation) through individuals holding common memberships
of their respective governing bodies and through the dedication of fundraising efforts by the
Foundation for the benefit of the Hospital.

Use of Estimates

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

Principles of Combination

The accompanying combined financial statements include the financial statements of Gibson
General Hospital, Inc. and its affiliate, Gibson General Health Foundation, Inc. Material
intercompany transactions and balances have been eliminated.

Cash and Cash Equivalents

The Hospital and the Foundation consider all liquid investments with original maturities of three
months or less to be cash equivalents. At September 30, 2014 and 2013, cash equivalents consisted
primarily of sweep accounts and money market accounts.

At September 30, 2014, the Hospital’s cash accounts exceeded federally insured limits by
approximately $1,075,000.

Risk Management

The Hospital is exposed to various risks of loss from torts, theft of, damage to and destruction of
assets, business interruption, errors and omissions, employee injuries and illnesses, natural disasters
and employee health benefits. Commercial insurance coverage is purchased for claims arising
from such matters other than employee health claims. Settled claims have not exceeded this
commercial coverage in any of the three preceding years.

The Hospital is self-insured for a portion of its exposure to risk of loss from employee health
claims. Annual estimated provisions are accrued for the self-insured portion of employee health
claims and include an estimate of the ultimate costs for both reported and claims incurred but not
yet reported.




Gibson General Hospital, Inc. and Affiliate

Notes to Combined Financial Statements
September 30, 2014 and 2013

Assets Limited as to Use and Investment Return

Assets limited as to use include assets set aside by the Board of Directors for future capital
improvements over which the Board retains control and may, at its discretion, subsequently use for
other purposes. The Hospital accounts for its investments as nontrading securities; therefore,
changes in fair value are recorded as other changes in net assets.

Investments in equity securities having a readily determinable fair value and in all debt securities
are carried at fair value. Investment return primarily includes interest and other investment income
and realized and unrealized gains and losses on investments carried at fair value. Investment return
that is initially restricted by donor stipulation and for which the restriction will be satisfied in the
same year is included in unrestricted net assets. Other investment return is reflected in the
combined statements of operations and changes in net assets as unrestricted, temporarily restricted
or permanently restricted based upon the existence and nature of any donor or legally imposed
restrictions.

Patient Accounts Receivable

Accounts receivable are reduced by an allowance for doubtful accounts. In evaluating the
collectibility of accounts receivable, the Hospital analyzes its past history and identifies trends for
each of its major payer sources of revenue to estimate the appropriate allowance for doubtful
accounts and provision for uncollectible accounts. Management regularly reviews data about these
major payer sources of revenue in evaluating the sufficiency of the allowance for doubtful
accounts.

For receivables associated with services provided to patients who have third-party coverage, the
Hospital analyzes contractually due amounts and provides a contractual allowance, an allowance
for doubtful accounts and a provision for uncollectible accounts, if necessary (for example, for
expected uncollectible deductibles and copayments on accounts for which the third-party payer has
not yet paid, or for payers who are known to be having financial difficulties that make the
realization of amounts due unlikely).

For receivables associated with self-pay patients (which includes both patients without insurance
and patients with deductible and copayment balances due for which third-party coverage exists for
part of the bill), the Hospital records a significant provision for uncollectible accounts 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 bill for which they are financially responsible. The difference
between the standard rates (or the discounted rates if negotiated or provided by policy) and the
amounts actually collected after all reasonable collection efforts have been exhausted is charged off
against the allowance for doubtful accounts.

The Hospital’s allowance for doubtful accounts for self-pay patients was approximately 77% and
80% of self-pay accounts receivable at September 30, 2014 and 2013, respectively. This slight
decrease was the result of improvement experienced in the collection of amounts from self-pay
patients in fiscal year 2014 and 2013.




Gibson General Hospital, Inc. and Affiliate

Notes to Combined Financial Statements
September 30, 2014 and 2013

Supplies

The Hospital states supply inventories at the lower of cost, determined using the first-in, first-out
method or market.

Property and Equipment

Property and equipment are stated at cost and are depreciated on a straight-line basis over the
estimated useful life of each asset.

Donations of property and equipment are reported at fair value as an increase in unrestricted net
assets unless use of the assets is restricted by the donor. Monetary gifts that must be used to
acquire property and equipment are reported as restricted support. The expiration of such
restrictions is reported as an increase in unrestricted net assets when the donated asset is placed in
service.

Long-Lived Asset Impairment

The Hospital evaluates the recoverability of the carrying value of a long-lived asset whenever
events or circumstances indicate the carrying amount may not be recoverable. If a long-lived asset
is tested for recoverability and the undiscounted estimate future cash flows expected to result from
the use and eventual disposition of the asset is less than the carrying amount of the asset, the asset
cost is adjusted to fair value, and an impairment loss is recognized as the amount by which the
carrying amount of a long-lived asset exceeds its fair value.

No asset impairment was recognized during the years ended September 30, 2014 and 2013.

Deferred Financing Costs

Deferred financing costs represent costs incurred in connection with the issuance of long-term debt.
Such costs are amortized on a straight-line basis over the term of the respective debt.

Temporarily and Permanently Restricted Net Assets

Temporarily restricted net assets are those whose use by the Hospital and the Foundation have been
limited by donors to a specific time period or purpose. Permanently restricted net assets have been
restricted by donors to be maintained by the Hospital and the Foundation in perpetuity.

Net Patient Service Revenue

The Hospital has agreements with third-party payers that provide for payments to the Hospital at
amounts different from its established rates. Net patient service revenue is reported at the
estimated net realizable amounts from patients, third-party payers and others for services rendered
and includes estimated retroactive revenue adjustments. Retroactive adjustments are considered in
the recognition of revenue on an estimated basis in the period the related services are rendered, and
such estimated amounts are revised in future periods as adjustments become known.




Gibson General Hospital, Inc. and Affiliate

Notes to Combined Financial Statements
September 30, 2014 and 2013

Charity Care

The Hospital provides care without charge or at amounts less than its established rates to patients
meeting certain criteria under its charity care policy. Because the Hospital does not pursue
collection of amounts determined to qualify as charity care, these amounts are not reported as net
patient service revenue. The Hospital’s direct and indirect costs for services furnished under its
charity care policy aggregated approximately $462,000 and $495,000 in 2014 and 2013,
respectively. The cost of charity care is estimated by applying the ratio of cost to gross charges to
the gross uncompensated charges, which were approximately $1,096,620 and $1,115,365 in 2014
and 2013, respectively.

Contributions

Unconditional promises to give cash and other assets are accrued at estimated fair value at the date
each promise is received. Gifts received with donor stipulations are reported as either temporarily
or permanently restricted support. When a donor restriction expires, that is, when a time restriction
ends or purpose restriction is accomplished, temporarily restricted net assets are reclassified and
reported as an increase in unrestricted net assets. Donor-restricted contributions whose restrictions
are met within the same year as received are reported as unrestricted contributions. Conditional
contributions are reported as liabilities until the condition is eliminated or the contributed assets are
returned to the donor.

Beneficial Interest in Assets of Community Foundation Alliance

Community Foundation Alliance (Alliance) and the Hospital are financially interrelated
organizations as defined by accounting principles generally accepted in the United States of
America. The Alliance seeks private support for and holds net assets on behalf of the Hospital.
The Hospital accounts for its interest in the net assets of the Alliance (Interest) in a manner similar
to the equity method. The Interest is stated at fair value, and changes in the Interest are included in
change in net assets. Transfers of assets between the Alliance and the Hospital are recognized as
increases or decreases in the Interest.

Income Taxes

The Hospital and the Foundation have been recognized as exempt from income taxes under
Section 501(c)(3) of the Internal Revenue Code and a similar provision of state law. However, the
Hospital and the Foundation are subject to federal income tax on any unrelated business taxable
income. The Hospital’s and Foundation’s tax years still subject to examination by taxing
authorities are years subsequent to 2011.

Deficiency of Revenues Over Expenses

The combined statements of operations include deficiency of revenues over expenses. Changes in
unrestricted net assets, which are excluded from deficiency of revenues over expenses, consistent
with industry practice, include unrealized gains and losses on investments other than trading
securities and contributions of long-lived assets.

10




Gibson General Hospital, Inc. and Affiliate

Notes to Combined Financial Statements
September 30, 2014 and 2013

Self-Insurance

The Hospital has elected to self-insure certain costs related to employee health programs. Costs
resulting from noninsured losses are charged to income when incurred. The Hospital has
purchased insurance that limits its exposure for individual claims in excess of $75,000 and its
aggregate exposure to $1,000,000. A provision is accrued for self-insured employee health claims
including both claims reported and claims incurred but not yet reported. The accrual is estimated
based on consideration of prior claims experience, recently settled claims, frequency of claims and
other economic and social factors. The accrued health claims liability was approximately $239,000
and $343,000 at September 30, 2014 and 2013, respectively. It is reasonably possible that the
Hospital’s estimate will change by a material amount in the near term.

Electronic Health Records Incentive Program

The Electronic Health Records Incentive Program, enacted as part of the American Recovery and
Reinvestment Act of 2009, provides for one-time incentive payments under both the Medicare and
Medicaid programs to eligible hospitals that demonstrate meaningful use of certified electronic
health records technology (EHR). Critical access hospitals are eligible to receive incentive
payments for up to four years under the Medicare program for its reasonable costs of the purchase
of certified EHR technology multiplied by the Hospital’s Medicare utilization plus 20%, limited to
100% of the costs incurred. Payments under the Medicaid program are generally made for up to
four years based upon a statutory formula, as determined by the state, which is approved by the
Centers for Medicare and Medicaid Services. Payment under both programs are contingent on the
Hospital continuing to meet escalating meaningful use criteria and any other specific requirements
that are applicable for the reporting period. The final amount for any payment year under both
programs is determined based upon an audit by the fiscal intermediary. Events could occur that
would cause the final amounts to differ materially from the initial payments under the program.

The Hospital recognizes revenue ratably over the reporting period starting at the point when
management is reasonably assured it will meet all of the meaningful use objectives and any other
specific grant requirements applicable for the reporting period.

In 2014, the Hospital physicians completed the first-year requirements under the Medicaid program
and have recorded revenue of approximately $58,800. In 2013, the Hospital completed the second-
year requirements under the Medicaid program and has recorded revenue of approximately
$161,200. In addition, the Hospital completed the first-year requirements under the Medicare
program and has recorded revenue of approximately $50,000 during 2013. These amounts are
included in other operating revenue in the combined statements of operations.

Reclassifications

Certain reclassifications have been made to the 2013 combined financial statements to conform to
the 2014 combined financial statement presentation. These reclassifications had no effect on the
change in net assets.

Subsequent Events

Subsequent events have been evaluated through the date of the Independent Auditor’s Report,
which is the date the combined financial statements were available to be issued.

11




Gibson General Hospital, Inc. and Affiliate

Notes to Combined Financial Statements
September 30, 2014 and 2013

Note 2: Net Patient Service Revenue

The Hospital recognizes patient service revenue associated with services provided to patients who
have third-party payer coverage on the basis of contractual rates for the services rendered. For
uninsured patients 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, a significant
portion of the Hospital’s uninsured patients will be unable or unwilling to pay for the services
provided. Thus, the Hospital records a significant provision for uncollectible accounts related to
uninsured patients in the period the services are provided. This provision for uncollectible
accounts is presented on the combined statements of operations as a component of net patient
service revenue.

The Hospital has agreements with third-party payers that provide for payments to the Hospital at
amounts different from its established rates. These payment arrangements include:

Medicare. The Hospital is designated by Medicare as a critical access hospital (CAH).
Inpatient acute care and swing bed services, and most outpatient services, are reimbursed
based on a cost reimbursement methodology. Interim per diem rates for inpatient services
and percent of charges for outpatient services are reimbursed throughout the year, with final
settlement determined after submission of the annual cost reports by the Hospital and audits
thereof by the Medicare fiscal intermediary.

Medicaid. Inpatient and outpatient services rendered to Medicaid program beneficiaries are
reimbursed at a prospectively determined rate per discharge for inpatient services and per
occasion for outpatient services.

Laws and regulations governing the Medicare and Medicaid programs are complex and subject to
interpretation and change. As a result, it is reasonably possible that recorded estimates will change
materially in the near term.

The Hospital received approximately $1,600,000 and $950,000 during 2014 and 2013,
respectively, due to the enactment of a state specific provider assessment program to increase
Medicaid payments to hospitals. This revenue is recorded within net patient service revenue in the
combined statements of operations for 2014 and 2013. The Hospital paid approximately
$1,016,000 and $765,000 into this Medicaid program for 2014 and 2013, which is recorded as an
operating expense in the combined statements of operations. This program is scheduled to sunset
on June 30, 2017. There is no assurance this program will continue to be implemented in the
future.

The Hospital has also entered into payment agreements with certain commercial insurance carriers,
health maintenance organizations and preferred provider organizations. The basis for payment to
the Hospital under these agreements includes prospectively determined rates per discharge,
discounts from established charges and prospectively determined daily rates.

12




Gibson General Hospital, Inc. and Affiliate

Notes to Combined Financial Statements
September 30, 2014 and 2013

Patient service revenue, net of contractual allowances and discounts (but before the provision for

uncollectible accounts), recognized in the years ended September 30, 2014 and 2013, was

approximately:
2014 2013
Medicare $ 11,522,738 $ 11,685,827
Medicaid 3,091,072 2,595,599
Other third-party payers 15,330,928 16,339,605
Patients 3,851,676 3,858,147
$ 33,796,414 34,479,178

There were no material removals of previously estimated reserves in 2014 or 2013.

Note 3: Concentrations of Credit Risk

The Hospital grants credit without collateral to its patients, most of whom are area residents and are
insured under third-party payer agreements. The mix of net receivables from patients and third-

party payers at September 30, 2014 and 2013 is:

2014 2013
Medicare 19% 22%
Medicaid 4% 2%
Other third-party payers 51% 52%
Patients 26% 24%
100% 100%
Note 4: Assets Limited as to Use and Investment Return
Assets limited as to use at September 30, include:
2014 2013
Assets limited as to use
Cash equivalents $ 9,339 $ 54,598
Equities 1,668,972 1,688,348
Equity mutual funds 1,409,710 1,466,348
Municipal bonds 751,159 747,307
Bond mutual funds 783,352 772,236
$ 4,622,532 $ 4,728,837
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Gibson General Hospital, Inc. and Affiliate

Notes to Combined Financial Statements
September 30, 2014 and 2013

Total investment return is comprised of the following:

2014 2013
Interest and dividends $ 189,242 $ 162,141
Unrealized gain on other than trading securities 377,762 251,544
Unrealized gain on beneficial interest in assets at
Community Foundation Alliance 3,531 6,641
Total investment return $ 570,535 $ 420,326

Total investment return is reflected in the combined statements of operations and changes in net

assets as follows:

2014 2013
Unrestricted net assets - investment income
Investment income $ 189,242 $ 162,141
Unrealized gain on other than trading securities 377,762 251,544
Permanently restricted net assets 3,531 6,641
$ 570,535 $ 420,326

Beneficial Interest in Assets at Community Foundation Alliance

The Hospital and the Foundation transferred assets to the Community Foundation Alliance
(Foundation Alliance) and retained a beneficial interest in those assets. The Hospital and the
Foundation are to receive interest annually, but none of the principal. Variance power was granted
to the Foundation Alliance; however, the Foundation Alliance will consult with the Hospital and
the Foundation at such times as reasonably requested concerning the investment of the fund and

allow input concerning the investment of the fund.

Note 5: Property and Equipment

The Hospital’s property and equipment consist of the following:

2014 2013

Land and land improvements $ 679,512 $ 660,012
Building and improvements 19,332,051 19,083,961
Furniture, fixtures and medical equipment 13,532,478 12,688,012
Construction in progress 179,435 182,397
Total cost 33,723,476 32,614,382

Less accumulated depreciation and amortization (21,041,791) (19,812,067)
$ 12,681,685 $ 12,802,315

14




Note 6:

Gibson General Hospital, Inc. and Affiliate

Notes to Combined Financial Statements
September 30, 2014 and 2013

Long-Term Debt and Line of Credit

2014 2013
2005 Revenue bonds (A) $ 5,027,957 $ 5,443,176
2007 Revenue bonds (B) 1,361,680 1,507,184
2008 Revenue bonds (C) 1,821,106 1,970,255
Note payable (D) 37,567 85,629
Note payable (E) 1,024,304 1,077,854
Note payable (F) 83,774 106,134
Note payable (G) 337,201 418,415

9,693,589 10,608,647
Less current maturities (925,527) (901,132)

$ 8,768,062 $ 9,707,515

(A) The 2005 Revenue bonds (2005 Bonds) consist of City of Princeton Revenue Bonds in

(B)

©

the original amount of $7,100,000 dated June 2005, which bear a variable interest rate
based on LIBOR. The interest rate is adjusted every five years, and the interest rate at
September 30, 2014 and 2013 was 2.32%. The 2005 Bonds are payable in monthly
installments of $24,556 through June 2025, and are secured by substantially all assets of
the Hospital. The Hospital drew down $3,200,000 to retire previously issued Series 2000
bonds and $700,000 to finance certain capital improvements in fiscal year 2005. The
Hospital also drew down approximately $87,000 and $733,000 during fiscal year 2010
and 2009, respectively, for renovations to the emergency department.

The 2007 Revenue bonds (2007 Bonds) consist of City of Princeton Revenue Bonds in
the original amount of $2,096,000 dated October 2007, which bear a variable interest rate
based on LIBOR. The interest rate is adjusted every five years, and the rate at

September 30, 2014 and 2013 was 1.42%. The 2007 Bonds are payable in monthly
installments of $13,819 beginning November 2013 through July 2023, and are secured by
substantially all assets of the Hospital. The Hospital utilized these funds for an energy
conservation project. The indenture agreement for the 2005 Bonds and the 2007 Bonds
requires the Hospital to comply with certain restrictive covenants including maintaining a
historical debt-service coverage ratio of at least 1.5 to 1.

The 2008 Revenue bonds (2008 Bonds) consist of City of Princeton Revenue Bonds in
the original amount of $2,500,000 dated December 2008, which bear a variable interest
rate based on LIBOR. The interest rate is adjusted every five years, and the rate at
September 30, 2014 and 2013 was 3.53%. The 2008 Bonds are payable in monthly
installments of $17,971 through November 2024, and are secured by substantially all
assets of the Hospital. The Hospital utilized these funds for renovations to the emergency
department. In addition to the restrictive covenants on the 2005 Bonds and the 2007
Bonds, the indenture agreement for the 2008 Bonds also requires the Hospital to maintain
an average cash flow coverage ratio of at least 1.5 to 1.
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Gibson General Hospital, Inc. and Affiliate

Notes to Combined Financial Statements
September 30, 2014 and 2013

Estimated accrued reserves for professional liability claims were $75,000 at September 30, 2014
and 2013, and are included in accrued expenses in the accompanying combined balance sheets.
Professional liability reserve estimates represent the estimated ultimate cost of all reported and
unreported losses incurred through the respective combined balance sheet dates. The reserve for

unpaid losses and loss expenses are estimated using individual case-basis valuations. Those

estimates are subject to the effects of trends in loss severity and frequency. The estimates are
continually reviewed and adjustments are recorded as experience develops or new information

becomes known. The time period required to resolve these claims can vary depending upon

whether the claim is settled or litigated. The estimation of the timing of payments beyond a year

can vary significantly. Although considerable variability is inherent in professional liability

reserve estimates, we believe the reserves for losses and loss expenses are adequate based on
information currently known. It is reasonably possible that this estimate could change materially in

the near term.

The Hospital’s professional liability risks, in excess of certain per claim and aggregate deductible
amounts, are insured through the policies described above. The amounts receivable under these
insurance contracts included $75,000 included in prepaid expenses and other at September 30,

2014 and 2013.

Note 8: Temporarily and Permanently Restricted Net Assets

Temporarily restricted net assets are available for the following purpose or periods:

2014 2013
Purchase of equipment and emergency department expansion $ 3,216 4,002
Other programs 54,590 54,075
Total $ 57,806 58,077

Permanently restricted net assets are restricted to:
2014 2013
Investments to be held in perpetuity, the

income of which is unrestricted $ 63,490 59,959
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Gibson General Hospital, Inc. and Affiliate

Notes to Combined Financial Statements
September 30, 2014 and 2013

Note 9: Functional Expenses

The Hospital provides health care services primarily to residents within its geographic area.
Expenses related to providing these services are as follows:

2014 2013
Health care services $ 27,174,884 $ 26,557,020
General and administrative 5,202,849 5,168,456

$ 32,377,733 § 31,725,476

Note 10: Operating Leases

Noncancellable operating leases for primary care outpatient offices expire in various years through
2040. These leases generally require the Hospital to pay all executory costs (property taxes,
maintenance and insurance).

Future minimum lease payments at September 30, 2014 were:

2015 $ 196,075
2016 172,427
2017 95,813
2018 71,603
2019 7,500
Thereafter 157,500
Future minimum lease payments $ 700,918

Rental expense for all operating leases was $476,532 and $432,316 for 2014 and 2013,
respectively.

Note 11: Long-Term Care Operating Lease and Management Agreement

The Hospital has entered into an agreement effective June 1, 2014 to lease its skilled nursing
facility and equipment to another hospital partner. Along with the lease agreement, the Hospital
also entered into a management agreement where it continues to operate the facility. The
agreements expire May 30, 2016 and include optional two year extensions. The management
agreement includes an optional termination clause by either party if material changes in
circumstances, as defined in the agreement, occur. The lease agreement also includes optional
termination clauses by either party with written 90 day notice.
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Gibson General Hospital, Inc. and Affiliate

Notes to Combined Financial Statements
September 30, 2014 and 2013

The lease agreement calls for monthly base rent of $37,500 during the initial term of the
agreement. The parties agree to negotiate rental increases during any optional extended terms with
automatic annual one percent increases in the event that rent is not re-negotiated. Rental income
recorded in 2013 totaled $150,000 and is included in other operating revenue. Future minimum
rentals are $450,000 and $300,000 for fiscal years 2015 and 2016, respectively.

The management agreement includes a base management fee, subordinate management fee and
incentive management fee. These amounts are based on net patient service revenue of the facility.
Subordinate and incentive management fees are to be paid only if sufficient working capital exists.
The agreements also call for quality, royalty and capital improvement fees to be paid to the
Hospital. Management and other fees received in 2014 approximated $193,000 and are included in
other operating revenue.

Note 12: Pension Plan

The Hospital has a defined-contribution pension plan covering substantially all employees. The
Hospital matches employee contributions at 50% of employee contributions up to 4% of employee
eligible compensation. Pension expense was $235,640 and $166,801 for 2014 and 2013,
respectively.

Note 13: Disclosures About Fair Value of Assets

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an
orderly transaction between market participants at the measurement date. Fair value measurements
must maximize the use of observable inputs and minimize the use of unobservable inputs. There is
a hierarchy of three levels of inputs that may be used to measure fair value:

Level 1  Quoted prices in active markets for identical assets or liabilities

Level 2  Observable inputs other than Level 1 prices, such as 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 market data for substantially the
full term of the assets or liabilities

Level 3 Unobservable inputs supported by little or no market activity and are significant to
the fair value of the assets or liabilities
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Gibson General Hospital, Inc. and Affiliate

Notes to Combined Financial Statements
September 30, 2014 and 2013

Recurring Measurements

The following tables present the fair value measurements of assets recognized in the accompanying
combined balance sheets measured at fair value on a recurring basis and the level within the fair
value hierarchy in which the fair value measurements fall at December 31, 2014 and 2013:

2014
Fair Value Measurements Using

Quoted Prices

in Active Significant
Markets for Other Significant
Identical Observable Unobservable
Fair Assets Inputs Inputs
Value {Level 1) (Level 2) {Level 3)
Assets limited as to use

Cash equivalents $ 9339 $ 9,339 $ - 3 -
Equities 1,668,972 1,668,972 - -
Equity mutual funds 1,409,710 1,409,710 - -
Municipal bonds 751,159 - 751,159 -
Bond mutual funds 783,352 783,352 - -

$ 4,622,532 $ 3,871,373 $ 751,159 $ -

2013
Fair Value Measurements Using

Quoted Prices

in Active Significant
Markets for Other Significant
Identical Observable Unobservable
Fair Assets Inputs Inputs
Value (Level 1) (Level 2) (Level 3)
Assets limited as to use

Cash equivalents $ 54,598 $ 54,598 - -
Equities 1,688,348 1,688,348 - -
Equity mutual funds 1,466,348 1,466,348 - -
Municipal bonds 747,307 - 747,307 -
Bond mutual funds 772,236 772,236 - -

$ 4,728,837 $ 3,981,530 $ 747,307 $ -
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Following is a description of the valuation methodologies and inputs used for assets measured at
fair value on a recurring basis and recognized in the accompanying combined balance sheets, as
well as the general classification of such assets pursuant to the valuation hierarchy. There have
been no significant changes in the valuation techniques during the year ended December 31, 2014.

Cash Equivalents

The Hospital’s cash equivalents consist of money market funds that have quoted market prices
available in an active market and are classified within Level 1 of the hierarchy.

Investments

Where quoted market prices are available in an active market, securities are classified within

Level 1 of the valuation hierarchy. If quoted market prices are not available, then fair values are
estimated by using quoted prices of securities with similar characteristics or independent asset
pricing services and pricing models, the inputs of which are market-based or independently sourced
market parameters, including, but not limited to, yield curves, interest rates, volatilities,
prepayments, defaults, cumulative loss projections and cash flows. Such securities are classified in
Level 2 of the valuation hierarchy. In certain cases where Level 1 or Level 2 inputs are not
available, securities are classified within Level 3 of the hierarchy. The Hospital currently does not
have any Level 3 securities.

Note 14: Significant Estimates and Concentrations
Accounting principles generally accepted in the United States of America require disclosure of

certain significant estimates and current vulnerabilities due to certain concentrations. Those
matters include the following:

Allowance for Net Patient Service Revenue Adjustments

Estimates of allowances for adjustments included in net patient service revenue are described in
Notes 1 and 2.

Professional Liability Claims
The Hospital recognizes an accrual for claim liabilities based on estimated ultimate losses and costs

associated with settling claims and a receivable to reflect the estimated insurance recoveries, if any.
Professional liability claims are described more fully in Notes 1 and 7.
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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
employment practices or performance of contracts. The Hospital evaluates such allegations by
conducting investigations to determine the validity of each potential claim. Events could occur that
would cause the estimate of ultimate loss to differ materially in the near term.

Note 15: Patient Protection and Affordable Care Act

The Patient Protection and Affordable Care Act (PPACA) will substantially reform the United
States health care system. The legislation impacts multiple aspects of the health care system,
including many provisions that change payments from Medicare, Medicaid and insurance
companies. Starting in 2014, the legislation requires the establishment of health insurance
exchanges, which will provide individuals without employer provided health care coverage the
opportunity to purchase insurance. It is anticipated that some employers currently offering
insurance to employees will opt to have employees seek insurance coverage through the insurance
exchanges. It is possible that the reimbursement rates paid by insurers participating in the
insurance exchanges may be substantially different than rates paid under current health insurance
products. Another significant component of the PPACA is the expansion of the Medicaid program
to a wide range of newly eligible individuals. In anticipation of this expansion, payments under
certain existing programs will be substantially decreased. Each state’s participation in an expanded
Medicaid program is optional and the state of Indiana has currently indicated it will not participate
in the Medicaid expansion program.

The PPACA is extremely complex and may be difficult for the federal government and each state
to implement. While the overall impact of the PPACA cannot currently be estimated, it is possible
that it will have a negative impact on the Hospital’s net patient service revenue. Additionally, it is
possible the Hospital will experience payment delays and other operational challenges during
PPACA’s implementation.
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Gibson General Hospital, Inc. and Affiliate

Combining Schedule - Balance Sheet Information
September 30, 2014

Assets
Gibson
Gibson General
General Health
Hospital, Foundation,
Inc. Inc. Total
Current Assets
Cash and cash equivalents $ 997,121 $ 376,881 $ 1,374,002
Patient accounts receivable, net of allowance
of $2,800,000 3,252,311 - 3,252,311
Other receivables 337,281 5,663 342,944
Supplies 667,977 - 667,977
Prepaid expenses and other 459,983 - 459,983
Total current assets 5,714,673 382,544 6,097,217
Property and Equipment, net 12,681,685 - 12,681,685
Other Assets
Assets limited as to use - internally designated 4,622,532 - 4,622,532
Beneficial interest in assets at
Community Foundation Alliance 51,931 11,559 63,490
Deferred financing costs 40,832 - 40,832
4,715,295 11,559 4,726,854
Total assets $ 23,111,653 $ 394,103 $ 23,505,756
Liabilities and Net Assets
Current Liabilities
Current maturities of long-term debt $ 925,527 $ - $ 925,527
Accounts payable 741,040 240 741,280
Accrued expenses 1,327,320 - 1,327,320
Estimated amounts due to third-party payers 499,928 - 499,928
Accrued self-insurance liabilities 239,079 - 239,079
Total current liabilities 3,732,894 240 3,733,134
Long-Term Debt 8,768,062 - 8,768,062
Total liabilities 12,500,956 240 12,501,196
Net Assets
Unrestricted 10,558,766 324,498 10,883,264
Temporarily restricted - 57,806 57,806
Permanently restricted 51,931 11,559 63,490
Total net assets 10,610,697 393,863 11,004,560
Total liabilities and net assets $ 23,111,653 $ 394,103 $ 23,505,756

23



Gibson General Hospital, Inc. and Affiliate
Combining Schedule - Statement of Operations and

Changes in Net Assets Information
Year Ended September 30, 2014

Unrestricted Revenues, Gains and Other Support

Patient service revenue (net of contractual discounts and allowances)

Provision for uncollectible accounts

Net patient service revenue less provision for uncollectible accounts

Other

Total unrestricted revenues, gains and other support

Expenses and Losses
Salaries and wages
Employee benefits
Contracted services
Supplies
Physician fees
Insurance
Lease expense
Utilities
Other
Depreciation and amortization
Professional fees
Interest
Maintenance and repair
Advertising
Recruiting
Collection
Minor equipment
Provider hospital assessment fee
Total expenses and losses

Operating Loss

Other Income (Expense)
Contributions received
Investment income
Assets released from restriction
Contributions to affiliate

Total other income

Excess (Deficiency) of Revenues Over Expenses

Invesiment income - change in unrealized gains and losses
on other than trading securities

Increase (Decrease) in Unrestricted Net Assets

Temporarily Restricted Net Assets
Contributions
Assets released from restriction
Net change in temporarily restricted net assets

Permanently Restricted Net Assets - change in
beneficial interest in assets at Community Foundation Alliance

Change in Net Assets

Net Assets, Beginning of Year

Net Assets, End of Year

Gibson
Gibson General
General Health
Hospital, Foundation,

Inc. Inc. Total Eliminations Total
33,796,414 $ - 33,796,414 s - s 33,796,414
(3,716,513) - (3,716,513) - (3,716,513)
30,079,901 - 30,079,901 - 30,079,901

811,746 - 811,746 - 811,746
30,891,647 - 30,891,647 - 30,891,647
14,653,749 43,384 14,697,133 - 14,697,133
3,713,980 3,247 3,717,227 - 3,717,227
2,603,107 11,027 2,614,134 - 2,614,134
2,748,687 12,192 2,760,879 - 2,760,879
2,154,279 - 2,154,279 - 2,154,279

477,675 597 478,272 - 478,272

474,467 2,065 476,532 - 476,532

665,358 17 665,375 - 665,375

702,886 12,661 715,547 - 715,547

1,229,725 - 1,229,725 - 1,229,725

146,907 - 146,907 - 146,907

266,949 - 266,949 - 266,949

901,219 - 901,219 - 901,219

261,511 - 261,511 - 261,511

76,215 - 76,215 - 76,215
128,455 - 128,455 - 128 455
71,118 554 71,672 - 71,672
1,015,702 - 1,015,702 - 1,015,702
32,291,989 85,744 32,377,733 - 32,377,733
(1,400,342) (85,744) (1,486,086) - (1,486,086)
25,549 131,199 156,748 {47.876) 108,872
188,924 318 189,242 - 189,242
- 5818 5,818 - 5,818

(46,674) (1,202) (47,876) 47,876 -

167,799 136,133 303,932 - 303,932
(1,232,543) 50,389 (1,182,154) - (1,182,154)

371,762 - 377,762 - 377,762

(854,781) 50,389 (804,392) - (804,392)

- 5,547 5,547 - 5,547
- (5,818) (5,818) - (5,818)
B 271) @71) - @71)

3,531 - 3,531 - 3,531
(851,250) 50,118 (801,132) - (801,132)
11,461,947 343,745 11,805,692 - 11,805,692
10,610,697 $ 393,863 11,004,560 $ - $ 11,004,560
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BKD, LLP

Certified Public Accountants
201 N. Illinois Street, Suite 700
Indianapolis, IN 46204

We are providing this letter in connection with your audits of our combined financial statements
as of and for the years ended September 30, 2014 and 2013. We confirm that we are responsible
for the fair presentation of the combined financial statements in conformity with accounting
principles generally accepted in the United States of America. We are also responsible for
adopting sound accounting policies, estabhshmg and maintaining effective internal control over
financial reporting, operations and compliance, and preventing and detecting fraud.

Certain representations in this letter are described as being limited to matters that are material.
Items are considered material, i’egardless of size, if they involve an omission or misstatement of
accounting information that, in light of surrounding circumstances, makes it probable that the
judgment of a reasonable person relying on the mformatmn would be changed or influenced by
the omission or mlsstatement

We conﬁr‘n‘;’;,’;t’o thé bést_qf our knoWledge:and“bel‘,ief,j fhe following:

1. . We have fulfilled our responsibilities, as set out in the terms of our engagement

*  letter dated September 15, 2014, for the preparation and fair presentation of the

“-combined financial statements in accordance with accounting principles generally
accepted in the United States of America.

2, We acknowledge our responsibility for the design, implementation and
maintenance of internal control relevant to the preparation and fair presentation of
financial statements that are free from material misstatement, whether due to
fraud or error.

3. We acknowledge our responsibility for the design, implementation and
maintenance of internal control to prevent and detect fraud.

4. We have reviewed and approved a draft of the combined financial statements and
related notes referred to above, which you prepared in connection with your audit
of our combined financial statements. We acknowledge that we are responsible
for the fair presentation of the combined financial statements and related notes.




We have provided you with:

(a) Access to all information of which we are aware that is relevant to the
preparation and fair presentation of the combined financial statements such
as records, documentation and other matters.

(b) Additional information that you have requested from us for the purpose of
the audit.

(¢) Unrestricted access to persons within the entity from whom you determined
it necessary to obtain audit evidence.

(d) All minutes of directors’ meetingsheld through the date of this letter.
(e) All significant contracts and ‘gfants.

(H All peer review orgamzatlons ﬁscal 1ntermed1ary and th1rd -party payer
reports and 1nformat10n ‘ iy

All transactions have been recorded in the accountmg records and are reflected in
the combined financial statements

We have ,infcrmed you of all current risks of a "kfnaterial amount that are not
adequate]y p’revented or detected by the Hospital’s procedures with respect to:

1. Mlsapproprlatlon of assets. r

2 Mlsrepresented or mlsstated assets or liabilities.

We believe the effects of the uncorrected financial statement misstatements
= summarized in the attached schedule are immaterial, both individually and in the
- aggregate, to the comblned financial statements taken as a whole.

We h_aye no knowledge of any known or suspected:

(a) Frandulentﬂﬁnancial reporting or misappropriation of assets involving
management or employees who have significant roles in internal control.

(b) Fraudulent financial reporting or misappropriation of assets involving
others that could have a material effect on the combined financial
statements.

(¢) Communications from regulatory agencies, governmental representatives,
employees or others concerning investigations or allegations of
noncompliance with laws and regulations, deficiencies in financial reporting
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practices or other matters that could have a material adverse effect on the
combined financial statements.

We have no knowledge of any allegations of fraud or suspected fraud affecting
the Hospital received in communications from employees, customers, regulators,
suppliers or others.

We have disclosed to you the identity of the entity’s related parties and all the
related party relationships and transactions of which we are aware. Related party
relationships and transactions have been appropriately accounted for and
disclosed in accordance with accounting principles generally accepted in the
United States of America. We understand that the term related party refers to an
affiliate; principal owners, management, aﬁd members of their immediate
families, subsidiaries accounted for by the equity method; and any other party
with which the organization may deal if the organization can significantly
influence, or be influenced by, the management or operating policies of the other.
The term affiliate refers to a party that directly or indirectly controls, or is
controlled by, or is under common control with, the organization.

Except as reflected in the combined financial statements, there are no:

(a) Plans or intentions that may matérially affect carrying values or
classifications of assets and liabilities.

(b) Matérial' transactions omitted or 'ir‘n‘prop_erly“ recorded in the financial
‘records. o i

(c) Material gain/loss -=contingen¢ies requiring accrual or disclosure, including

.+ those afising from environmental remediation obligations.

(d) Evéhts,:o‘ccurringxsubsequeht to the balance sheet date through the date of
this letter requiring adjustment or disclosure in the combined financial
statements.

(e)  Agreements t() purchase assets previously sold.

(f) Restrictions on cash balances or compensating balance agreements.

(g) Guarantees, whether written or oral, under which the Hospital is
contingently liable.

We have disclosed to you all known instances of noncompliance or suspected
noncompliance with laws and regulations whose effects should be considered
when preparing the combined financial statements.

We have disclosed to you all known actual or possible litigation and claims whose
effects should be considered when preparing the combined financial statements.
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The effects of all known actual or possible litigation and claims have been
accounted for and disclosed in accordance with accounting principles generally
accepted in the United States of America.

We have informed you of all pending or completed investigations by regulatory
authorities of which we are aware. There are no known circumstances that could
jeopardize the Hospital’s participation in the Medicare or other governmental
health care programs.

Adequate provisions and allowances have been accrued for any material losses
from:

(a) Uncollectible receivables.

(b) Medicare/Medicaid and other thlrd-party payer contractual, audit or other
adjustments.

(¢) Reducing obsolete or excess inventories to estimated net realizable value.

(d) Purchase commitments in excess of normal requirements or above
prevailing market prices. o

Except as d1sclosed in the comblned ﬁnanclal statements the Hospital has:

(@) Satlsfactory title to all recorded assets and they are not subject to any liens,
pledges or other encumbrances

(b) Complled w1th~ all aspects . of contractual agreements, for which

L noyncompliance wou'rld_materially affect the combined financial statements.
With respect to the Hospital’s possible exposure to past or future medical
(a) ~We have disclosed to you all incidents known to us that could possibly give

 rise to an assertion of malpractice.
(b) All knoWn' incidents have been reported to the appropriate medical
malpractice insurer and are appropriately considered in our malpractice

liability accrual.

(¢) There is no known lapse in coverage, including any lapse subsequent to the
fiscal year-end, that would result in any known incidents being uninsured.

(d) Management does not expect any claims to exceed malpractice insurance
limits.
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(e) We believe our accruals for malpractice claims are sufficient for all known
and probable potential claims.

With respect to any nonattest services you have provided us during the year,
including preparation of the combined financial statements:

(a) We have designated a qualified management-level individual to be
responsible and accountable for overseeing the nonattest services.

(b) We have established and monitored the performance of the nonattest
services to ensure that they meet our objectives.

(¢) We have made any and all decisions involving management functions with
respect to the nonattest services and accept full responsibility for such
decisions.

(d) We have evaluated the adequacy of the services performed and any findings
that resulted. :

We have identified to you any activities conducted having both fund raising and
program or management and general components (joint activities) and have
allocated the costs of any Jomt act1V1t1es in accordance with the provisions of
FASB ASC 958-720- 45, ~

We are an orgamzatlon exempt from income tax under Section 501(c) of the
Internal Revenue Code and a similar provision of state law and, except as
disclosed in the combined financial statements, there are no activities that would
Jeopardlze our tax-exempt status or subject us to income tax on unrelated business

~ income or excise tax on prohlbrted transactlons and events.

We further acknowledge the Hospital’s exemption under Section 501(c) is subject

- to additional operating requirements under Section 501(r). As such, we made
_publicly available a community health needs assessment performed in accordance

with IRS requirements, and the Hospital’s Board of Directors subsequently
approved an implementation strategy to address needs identified in the
assessment. The"H‘ospital is also in compliance with certain requirements dealing
with financial assistance, billing and collection practices and limitations on
charges for uninsured patients that meet our financial assistance requirements.

The combined financial statements disclose all significant estimates and material
concentrations known to us. Significant estimates are estimates at the balance
sheet date which could change materially within the next year. Concentrations
refer to volumes of business, revenues, available sources of supply, or markets for
which events could occur which would significantly disrupt normal finances
within the next year. Significant assumptions used by us in making accounting
estimates, including those measured at fair value, are reasonable.
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The fair values of financial and nonfinancial assets and liabilities, if any,
recognized in the combined financial statements or disclosed in the notes thereto
are reasonable estimates based on the methods and assumptions used. The
methods and significant assumptions used result in measurements of fair value
appropriate for financial statement recognition and disclosure purposes and have
been applied consistently from period to period, taking into account any changes
in circumstances. The significant assumptions appropriately reflect market
participant assumptions.

We have not been designated as a potentially responsible party (PRP or equivalent
status) by the Environmental Protection Agency (EPA) or other cognizant
regulatory agency with authority to enforce enVironmental laws and regulations.

Billings to third-party payers comply: in all materlal respects with applicable
coding guidelines, laws and regulations. Billings reflect only charges for goods
and services that were medically necessary; properly approved by regulatory
bodies, if required; and properly rendered

With regard to cost reports filed w1th Medlcare, Medicaid or other thlrd parties:

(a) All required reports have been properly filed.

(b) Management is responsible for the accuracy‘and propriety of those reports.
(©) All costs reflected on such reports are: approprlate and allowable under

'apphcable reimbursement rules and regulations and are patient-related and
properly allocated to apphcable payers.

= (d) The relmbursement methodologres and principles employed are in

accordance wrth applicable rules and regulations.

~(e) Al itertfs required‘to be disclosed, including disputed costs that are being

 claimed to establish a basis for a subsequent appeal, have been fully
- disclosed in the cost report.

(f) Recorded alioWances for third-party settlements are necessary and are based
on historical experience or new or ambiguous regulations that may be
subject to differing interpretations.

With regard to supplementary information:

(@ We acknowledge our responsibility for the presentation of the
supplementary information in accordance with the applicable criteria.

(b) We believe the supplementary information is fairly presented, both in form
and content, in accordance with the applicable criteria.




-

() The methods of measurement and presentation of the supplementary
information are unchanged from those used in the prior period.

(d) We believe the significant assumptions or interpretations undetlying the
measurement and/or presentation of the supplementary information are
reasonable and appropriate.

(¢) If the supplementary information is not presented with the audited
combined financial statements, we acknowledge we will make the audited
combined financial statements readily available to intended users of the
supplementary information no later than the date such information and the
related auditor’s report are issued. :

Emmett C. Schuster, President and Chief . Ron Harrington, VP and Chief Financial
Executive Officer . Officer L












