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Independent Auditor's Report 
 
 
Board of Managers 
Indiana Orthopaedic Hospital, LLC 
Indianapolis, Indiana 
 
 
We have audited the accompanying consolidated financial statements of Indiana Orthopaedic 
Hospital, LLC, which comprise the consolidated balance sheets as of December 31, 2014 and 2013, 
and the related consolidated statements of income, members' equity and cash flows for the years then 
ended, and the related notes to the consolidated financial statements. 

Management's Responsibility for the Financial Statements 

Management is responsible for the preparation and fair presentation of these consolidated 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 consolidated 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 consolidated 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 consolidated financial statements are free from material 
misstatement. 

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures 
in the consolidated financial statements.  The procedures selected depend on the auditor's judgment, 
including the assessment of the risks of material misstatement of the consolidated 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 consolidated financial 
statements in order to design audit procedures that are appropriate in the circumstances, but not for 
the purpose of expressing an opinion on the effectiveness of the entity's 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 consolidated financial statements.   

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

In our opinion, the consolidated financial statements referred to above present fairly, in all material 
respects, the financial position of Indiana Orthopaedic Hospital, LLC as of December 31, 2014 and 
2013, and the results of its operations, and its cash flows for the years then ended in accordance with 
accounting principles generally accepted in the United States of America. 

 

 

Indianapolis, Indiana 
February 27, 2015 
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Indiana Orthopaedic Hospital, LLC 
Consolidated Balance Sheets 
December 31, 2014 and 2013 

 

 

Assets
2014 2013

Current Assets
Cash and cash equivalents  $    16,715,770  $    14,690,987 
Patient accounts receivable, net of allowance:  2014 - $4,500,000,

2013 - $4,700,000        15,825,652        16,220,094 
Supplies             970,608          1,173,964 
Prepaid expenses and other          1,001,776             764,507 

Total current assets        34,513,806        32,849,552 

Property and Equipment, at cost
Land and land improvements          4,472,195          4,472,195 
Buildings and improvements          2,317,237          2,313,327 
Equipment        24,384,129        23,699,430 

       31,173,561        30,484,952 
Less accumulated depreciation        17,568,917        15,446,199 

       13,604,644        15,038,753 
Other Assets

Other               71,400             170,920 

Total assets $    48,189,850  $    48,059,225 

Liabilities and Members' Equity

Current Liabilities
Accounts payable  $      4,106,673  $      4,843,083 
Accrued expenses          2,907,573          3,743,282 
Current maturities of long-term obligations          1,312,524          1,346,549 

Total current liabilities          8,326,770          9,932,914 

Long-Term Obligations          2,999,906          4,171,941 
Total liabilities        11,326,676        14,104,855 

Members' Equity        36,863,174        33,954,370 

Total liabilities and members' equity $    48,189,850  $    48,059,225 
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Indiana Orthopaedic Hospital, LLC 
Consolidated Statements of Income  

Years Ended December 31, 2014 and 2013 

 

 
2014 2013

Operating Revenues
Net patient service revenue  $  144,803,872  $  139,046,351 
Provision for uncollectible accounts        (2,714,418)        (2,671,873)

Net patient service revenue less provision for uncollectible accounts      142,089,454      136,374,478 
Other             588,158             534,926 

Total operating revenues      142,677,612      136,909,404 

Expenses and Losses
Salaries and wages        23,232,471        23,276,925 
Employee benefits          4,969,653          4,118,265 
Purchased services and professional fees          6,867,647          6,637,079 
Medical supplies        30,198,654        28,787,950 
Facility expense        12,060,969        11,816,559 
Management fees          7,295,801          6,502,961 
Depreciation and amortization          2,261,495          2,079,177 
(Gain) loss on sale of property               (2,250)             438,746 
Interest             147,593             241,377 
Provider hospital assessment fee          2,172,923             977,817 
Other expenses          2,357,521          3,146,376 

Total operating expenses        91,562,477        88,023,232 

Net Income $    51,115,135  $    48,886,172 
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Indiana Orthopaedic Hospital, LLC 
Consolidated Statements of Members’ Equity 

Years Ended December 31, 2014 and 2013 

 

 
Balance, January 1, 2013  $    30,383,915 

Net income        48,886,172 
Membership units issued          2,125,120 
Membership units redeemed           (592,000)
Distributions to members      (46,848,837)

Balance, December 31, 2013        33,954,370 

Net income        51,115,135 
Membership units redeemed           (720,000)
Distributions to members      (47,486,331)

Balance, December 31, 2014  $    36,863,174 
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Indiana Orthopaedic Hospital, LLC 
Consolidated Statements of Cash Flows 

Years Ended December 31, 2014 and 2013 

 

 
2014 2013

Operating Activities
Net income  $    51,115,135  $    48,886,172 
Items not requiring (providing) cash

Depreciation and amortization          2,261,495          2,079,177 
(Gain) loss on sale of property and equipment               (2,250)             438,746 
Provision for uncollectible accounts          2,714,418          2,671,873 

Changes in
Patient accounts receivable, net        (2,319,976)        (5,518,302)
Accounts payable and accrued expenses        (1,572,119)           (354,580)
Other current and noncurrent assets               65,607           (137,234)

Net cash provided by operating activities        52,262,310        48,065,852 

Investing Activities
Proceeds from sale of property and equipment                 2,250             263,730 
Purchase of property and equipment           (827,386)        (1,720,245)

Net cash used in investing activities           (825,136)        (1,456,515)

Financing Activities
Borrowings on long-term obligations          2,650,000                         - 
Principal payments under long-term obligations        (3,856,060)        (1,247,189)
Proceeds from issuance of membership units                         -          2,125,120 
Distributions to members      (47,486,331)      (46,848,837)
Unit redemption           (720,000)           (592,000)

Net cash used in financing activities      (49,412,391)      (46,562,906)

Increase in Cash and Cash Equivalents          2,024,783               46,431 

Cash and Cash Equivalents, Beginning of Year        14,690,987        14,644,556 

Cash and Cash Equivalents, End of Year $    16,715,770  $    14,690,987 

Supplemental Cash Flows Information
Interest paid  $         147,593  $         241,377 
Capital lease obligations incurred for capital assets                         -             666,503 
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Indiana Orthopaedic Hospital, LLC 
Notes to Consolidated Financial Statements 

December 31, 2014 and 2013 

 

 

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

Nature of Operations 

Indiana Orthopaedic Hospital, LLC primarily earns revenues by providing inpatient and outpatient 
musculoskeletal and related surgical services to patients in the greater Indianapolis, Indiana area.   

NNS, LLC was formed for the purpose to own, manage, invest, develop, lease and otherwise deal 
in real property. 

Principles of Consolidation 

The consolidated financial statements include the accounts of Indiana Orthopaedic Hospital, LLC 
and NNS, LLC (collectively, the Hospital).  All material inter-organizational accounts and 
transactions have been eliminated in consolidation. 

Use of Estimates 

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

Cash and Cash Equivalents 

The Hospital considers all liquid investments with original maturities of three months or less to be 
cash equivalents.  At December 31, 2014 and 2013, cash equivalents consisted primarily of money 
market accounts.  

At December 31, 2014, the Hospital’s cash accounts exceeded federally insured limits by 
approximately $17,500,000. 

Investment Return 

Investment return is comprised primarily of interest income earned on the operating cash accounts. 

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 bad debts.  Management regularly reviews data about these major payer 
sources of revenue in evaluating the sufficiency of the allowance for doubtful accounts.   
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Indiana Orthopaedic Hospital, LLC 
Notes to Consolidated Financial Statements 

December 31, 2014 and 2013 

 

 
For receivables associated with services provided to patients who have third-party coverage, the 
Hospital analyzes contractually due amounts and provides an allowance for doubtful accounts and 
a provision for bad debts, 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 bad debts in the period of service 
on the basis of its past experience, which indicates that many patients are unable or unwilling to 
pay the portion of their 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. 

Supplies 

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

Property and Equipment 

Property and equipment is stated at cost and is depreciated on a straight-line basis over the 
estimated useful life of each asset.  Assets under capital lease obligations and leasehold 
improvements are depreciated over the shorter of the lease term or their respective estimated useful 
lives. 

Long-Lived Asset Impairment 

The Hospital evaluates the recoverability of the carrying value of long-lived assets whenever 
events or circumstances indicate the carrying amount may not be recoverable.  If a long-lived asset 
is tested for recoverability and the undiscounted estimated 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 December 31, 2014 and 2013. 

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.   

Substantially all of the net patient service revenue received by the Hospital is from third-party 
payer sources. 
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Indiana Orthopaedic Hospital, LLC 
Notes to Consolidated Financial Statements 

December 31, 2014 and 2013 

 

 

Charity Care 

The Hospital provides charity care to patients who are unable to pay for services.  The amount of 
charity care is included in net patient service revenue and is not separately classified from the 
provision for uncollectible accounts. 

Estimated Malpractice Costs 

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.  
Malpractice claims are described more fully later in these notes. 

Income Taxes 

The Hospital is organized as a pass-through limited liability company under the Internal Revenue 
Code.  As such, the Hospital is not taxed at the entity level, and income is passed through to the 
members of the Hospital at the individual level.  Accordingly, the Hospital does not recognize 
income taxes in the accompanying consolidated financial statements.  The Hospital’s tax years still 
subject to examination by taxing authorities are years subsequent to December 31, 2011. 

Reclassifications 

Certain reclassifications have been made to the 2013 consolidated financial statements to conform 
to the 2014 financial statement presentation.  These reclassifications had no effect on net income. 

 

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 who 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 bad debts related to uninsured 
patients in the period the services are provided.  This provision for bad debts is presented on the 
consolidated statements of income as a component of net patient service revenue. 
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Indiana Orthopaedic Hospital, LLC 
Notes to Consolidated Financial Statements 

December 31, 2014 and 2013 

 

 
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.  Inpatient acute care services and substantially all outpatient services rendered to 
Medicare program beneficiaries are paid at prospectively determined rates per discharge.  
These rates vary according to a patient classification system that is based on clinical, 
diagnostic and other factors.  The Hospital is reimbursed for certain services at tentative rates 
with final settlement determined after submission of annual cost reports by the Hospital and 
audits thereof by the Medicare fiscal intermediary. 

Medicaid.  Inpatient acute care services and substantially all outpatient services rendered to 
Medicaid program beneficiaries are paid at prospectively determined rates per discharge.  
These rates vary according to a patient classification system that is based on clinical, 
diagnostic and other factors.   

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 $366,000 and $130,000 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 
consolidated income statement for 2014 and 2013.  The Hospital paid approximately $2,173,000 
and $978,000 into this Medicaid program, which is recorded as an operating expense in the 
consolidated statements of income.  The provider assessment program has been approved to extend 
through June 30, 2017.   

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.  Approximately 23% 
and 28% of the Hospital’s receivables are due from a single commercial insurance carrier for the 
years ended December 31, 2014 and 2013, respectively. 

Patient service revenue, net of contractual allowances and discounts (but before the provision for 
bad debts), recognized in the year ended December 31, was approximately: 

2014 2013

Medicaid  $      2,585,998  $      1,305,341 
Medicare        23,921,578        33,579,071 
Other third-party payers and self-pay      118,296,296      104,161,939 

Total $  144,803,872  $  139,046,351 
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Indiana Orthopaedic Hospital, LLC 
Notes to Consolidated Financial Statements 

December 31, 2014 and 2013 

 

 

Note 3: Limited Liability Company 

The Hospital is organized as an Indiana limited liability company and is owned by four classes of 
units and members, referred to as Classes A, B, C and D.   

Effective January 1, 2013, the Hospital’s individual Class A and Class B members, which are more 
fully described below, entered into an agreement with Orthopaedics-Indianapolis, Inc. (OI).  The 
terms of the agreements provided that the Class A and Class B members exchanged their units of 
the Hospital for additional shares of OI, thereby, resulting in OI becoming the majority member in 
the Hospital.  In connection with this agreement, the Hospital amended its Operating Agreement 
permitting the exchange of units and permitting OI to become a Class A member of the Hospital.  
The Hospital’s Amended and Restated Operating Agreement also permits a new entity, APM 
Holdings, LLC, to become a Class A member; total Class A shares represent approximately 
75.42%, which was $27,751,546 and $25,602,704 at December 31, 2014 and 2013, respectively.  
The previous Class D member will continue to own 20% as a Class C member (a new Class of 
units) and an irrevocable trust established by the Hospital will own approximately 1.58% as a 
Class D member.  The Class C member’s equity was $7,372,635 and $6,790,874 at December 31, 
2014 and 2013, while the Class D member’s equity was $582,438 and $536,479 at December 31, 
2014 and 2013, respectively.  Founding members of the Hospital will continue to hold a founding 
member's interest approximating 3% in the Hospital as Class B members as set forth in the 
Amended and Restated Operating Agreement.  Total Class B members’ equity was $1,156,555 and 
$1,024,313 at December 31, 2014 and 2013, respectively. 

The Class C member owns a 20% interest in the Hospital, including all economic attributes and 
assets owned and utilized by the Hospital.  The Class C member is entitled to a single vote equal to 
20% interest in all of the Hospital’s issues other than issues related to the issuance or redemption of 
Class A units or issues pertaining specifically to Southeast Surgery Center, LLC and/or the South 
Campus.  The Class C member shares in a pro-rata share of the profits or losses of the Hospital 
except for those profits and losses attributed to the Southeast Surgery Center, LLC and/or the South 
Campus.  Under the terms of the Class C units, for any reason, the Class C member may elect to 
require the Hospital to purchase the Class C units.  Additionally, voting Class A members may 
elect to call the outstanding units.  Such transactions will be based upon the then fair market value, 
as defined in the operating agreement. 

NNS, LLC (Company) was organized as a limited liability company and was formed in October 
2008.  Indiana Orthopaedic Hospital, LLC is the sole member of NNS, LLC with complete 
authority, power and discretion to manage and control the business affairs and properties of the 
Company, to make all decisions regarding those matters and to perform any and all other acts or 
activities customary or incident to the management of NNS, LLC’s business.  The Hospital holds 
100 units of the Company.   
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Indiana Orthopaedic Hospital, LLC 
Notes to Consolidated Financial Statements 

December 31, 2014 and 2013 

 

 

Note 4: Medical Malpractice Coverage and Claims 

Medical Malpractice Claims 

The Hospital is a qualified health care provider under the Indiana Medical Malpractice Act and is 
fully insured under a claims-made policy on a fixed premium basis.  The Indiana Medical 
Malpractice Act limits a qualified provider’s liability for an occurrence to the amount of required 
insurance.  The Indiana patient compensation fund is liable for the excess up to an overall damage 
cap.  Accounting principles generally accepted in the United States of America require a health 
care provider to accrue the expense of its share of malpractice claim costs, if any, for any reported 
and unreported incidents of potential improper professional service occurring during the year by 
estimating the probable ultimate costs of the incidents.  Based upon the Hospital’s claim 
experience, no such accrual has been made.  It is reasonably possible that this estimate could 
change materially in the near term. 

 

Note 5: Line of Credit 

The Hospital is a party to a line of credit and equipment purchase line agreements with a bank 
providing up to $5,000,000 and $2,000,000 in borrowings, respectively.  The line of credit 
agreement expires August 5, 2015, and the equipment purchase line expires August 5, 2019.  
Interest on the line of credit and equipment purchase line varies with the bank’s prime rate.  At 
December 31, 2014, the interest rate was 1.75% and 2.25% on the line of credit and equipment 
purchase line, respectively.  At December 31, 2014 and 2013, there was nothing drawn on the 
equipment purchase line or the line of credit. 

 

Note 6: Long-Term Obligations 

2014 2013

Capital lease obligations (A)  $         932,079  $      1,767,719 
Capital lease obligations (B)             414,077             546,248 
Note payable to bank (C)             382,524             566,136 
Note payable to bank (D)                         -          1,204,340 
Note payable to bank (E)                         -          1,434,047 
Note payable to bank (F)          2,583,750                         - 

Total long-term obligations          4,312,430          5,518,490 
Less current maturities          1,312,524          1,346,549 

$      2,999,906  $      4,171,941 
 

(A) Capital lease obligation payable in monthly installments of $73,393 with an interest rate of 
3.25%.  The lease is governed by a master lease agreement from a leasing company and is 
secured by the leased equipment.  The lease is scheduled to expire in 2016.   
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Indiana Orthopaedic Hospital, LLC 
Notes to Consolidated Financial Statements 

December 31, 2014 and 2013 

 

 
(B) Capital lease obligation payable in monthly installments of $11,330 with an interest rate of 

.78%.  The lease is governed by a master lease agreement from a leasing company is secured 
by the leased equipment.  The lease is scheduled to expire at the beginning of 2018. 

(C) A promissory note payable in 60 monthly installments of $15,301 plus variable rate interest 
of prime plus one-half percent.  At December 31, 2014, this rate was 3.75%.  The loan is 
secured by the Hospital’s assets.  The loan was originally a draw on the Hospital’s 
equipment purchase line in 2011, and it converted into a promissory note in 2012. 

(D) A promissory note in the name of NNS, LLC, with a maturity date in July 2016; payable in 
monthly installments of $8,432 with a balloon payment due at maturity.  The interest rate 
was fixed at 4.75%.  The loan was secured by certain real estate.  This note was paid off and 
refinanced with a new note.  See note (F) for refinanced note. 

(E) Due January 10, 2025; a promissory note in the name of NNS, LLC, payable in monthly 
installments of $14,427 plus variable rate interest based on a five-year treasury index plus 
3%.  The loan was secured by certain real estate. This note was paid off and refinanced with 
a new note.  See note (F) for refinanced note. 

(F) During 2014, the Hospital refinanced two of its promissory notes.  The new promissory note 
in the name of NNS, LLC is payable in monthly installments of $11,042 and matures in June 
2019.  Interest is payable monthly at a rate of LIBOR plus 1.25%.  At December 31, 2014, 
this rate was 1.41%.  The loan is secured by certain real estate. 

Property and equipment include the following property under capital lease arrangements: 

2014 2013

Equipment  $      4,245,997  $      4,245,997 
Less accumulated depreciation          2,236,791          1,582,263 

$      2,009,206  $      2,663,734 
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Indiana Orthopaedic Hospital, LLC 
Notes to Consolidated Financial Statements 

December 31, 2014 and 2013 

 

 
Aggregate annual payments on capital lease obligations and long-term debt at December 31, 2014, 
are: 

Long-Term
Debt

(Excluding 
Capital Capital 
Lease Lease 

Obligations) Obligations

2015  $         316,112  $      1,016,676 
2016             316,112             205,020 
2017             147,800             135,960 
2018             132,500               11,330 
2019          2,053,750                         - 

$      2,966,274          1,368,986 

Less amount representing interest               22,830 

Present value of future minimum lease payments          1,346,156 
Less current maturities             996,412 

Noncurrent portion  $         349,744 

 

Note 7: Operating Leases 

Noncancellable operating leases for the primary Hospital facility, several other facilities in the 
greater Indianapolis area and certain diagnostic equipment expire through 2025.  The facility leases 
generally contain renewal options for periods ranging from five to ten years and require the 
Hospital to pay all executory costs (property taxes, maintenance and insurance).  The leases are 
secured by certain assets, as defined in the lease agreements. 

Future minimum lease payments at December 31, 2014, were: 

2015  $      8,106,502 
2016          5,271,348 
2017          2,788,463 
2018          2,600,914 
2019          2,588,350 
Later years        13,947,996 

Future minimum lease payments  $    35,303,573 

 

Total lease expense was $8,242,846 and $8,076,491 for 2014 and 2013, respectively. 
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Indiana Orthopaedic Hospital, LLC 
Notes to Consolidated Financial Statements 

December 31, 2014 and 2013 

 

 

Note 8: Related Party Transactions 

The Hospital and Orthopaedics-Indianapolis, Inc. (OI) are related parties through OI's ownership of 
the Hospital.  OI provides certain management, administrative and payroll related services for the 
Hospital.  Reimbursed expenses to OI amounted to $5,193,817 and $2,460,074 for the years ended 
December 31, 2014 and 2013, respectively.  Reimbursed expenses from OI amounted to $128,366 
and $283,700 for the years ended December 31, 2014 and 2013.  Amounts due from and to OI, 
which are deemed immaterial for disclosure, are reported in the accompanying consolidated 
balance sheets as other current assets or liabilities. 

OrthoIndy Enterprises, LLC (OE) is a related party through common ownership.  The Hospital 
entered into a management service agreement with the Hospital to provide management services, 
including certain management, administrative and payroll related services for an initial period of 
five years, renewing automatically for one-year terms unless terminated by either party. 
Reimbursed expenses to OE amounted to $7,590,038 and $6,960,813 for the years ended 
December 31, 2014 and 2013, respectively.  Reimbursed expenses from OE amounted to $82,716 
and $69,663 for the years ended December 31, 2014 and 2013.  Amounts due from and to OE are 
reported in the accompanying consolidated balance sheets as other current assets or liabilities. 

The Hospital subleases certain facilities from OI on the west and south sides of Indianapolis.  The 
west and south side leases expire in 2023 and 2025, respectively, and provide annual rental 
payments of approximately $2,346,000.  Lease expense recognized in 2014 and 2013 approximated 
$2,384,000 and $2,346,000, respectively. 

NNS, LLC, a consolidated entity of the Hospital, owns certain property the Hospital rents for its 
use.  The intercompany rent has been eliminated in the consolidated financial statements. 

 

Note 9: Pension Plans 

In March 2007, the Hospital joined the retirement benefit plan of OI.  The plan provides for a 
matching component for up to 6% of the employees’ salary and also allows a discretionary profit-
sharing contribution from the Hospital.  Substantially all of the Hospital’s full-time employees are 
covered by the plan.  Pension expense in 2014 and 2013 was $1,212,547 and $1,198,081, 
respectively.   



 

 16 

Indiana Orthopaedic Hospital, LLC 
Notes to Consolidated Financial Statements 

December 31, 2014 and 2013 

 

 

Note 10: Commitments and Contingencies 

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 
commercial insurance; 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.  Based upon the advice of counsel, management records an 
estimate of the amount of ultimate expected loss, if any, for each of these matters.  Events could 
occur that would cause the estimate of ultimate loss to differ materially in the near term. 

Self-Insurance of Employee Health Claims 

The Hospital pools its share of health insurance claims with OI, a related party.  Any such accrual 
is included in the related party accrual described in Note 8. 

 

Note 11: 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.   

Malpractice Claims 

Estimates related to the accrual for medical malpractice claims are described in Notes 1 and 4. 

Admitting Physicians 

The Hospital is served by a group of admitting and surgical physicians that comprise nearly 100% 
of the Hospital’s net patient service revenue.  The physician group is a related party of the Hospital 
through ownership as described in Note 8. 

 

Note 12: Subsequent Events 

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


