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Independent Auditors’ Report

Board of Directors _
DeKalb Regional Health System, Inc, 'and Subsidiaries
Decatur, Georgia '

We have audited the accompanying consclidated financial statements of DeKalb Regicnal Health System, Inc. and
Subsidiaries. (the "System”), which comprise the consolidated balance sheets as of June 30, 2017 and 2016, and
the related consalidated statemerits of operations, changes in net-assets, and cash flows for the years then ended,
and the related notes to the cansolidated financial statements.

‘Management’s Responsibility for the Consolidated Financial Statemenis

Management is responsible-for the preparation and fair presentation of the consclidated 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 consalidated
financial statements that are free from material misstatement, whether due to fraud or error.

Auditors’ Respanszblht y

Our responsibility is to express an opinion on. the corisolidated financial statements based on our audit. We
conducted our audit 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 eviderice about the amounts and disclosures in the
consalidated financial statements. The procedures selected depend on the auditors’ 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 assesstments, the auditor considers internal control relevant to the System'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 expressmg an opinion on the effectiveness of the
System’s internal control. Accordlngly, we’ express no such opinion. An audit also includes evaluating the
appropriateriess of accounting policies used and the reasonableness of significant accouriting éstimates 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.

Opinion

In our opinion, the consolidated financial statements referred to above present fajrly, in all material respects, the
financial position of DeKalb Regional Health System, Inc. and Subsidiaries as of June 30, 2017 and-20186, and the
results of théir aperations and their cash flows for the years-ther énded, in accardance with accounting principles
generally accepted in the United States of America.



Emphasis of Matter — Change in Accounting Principle

As discussed in Note 2 to the consolidated financial statements, during the year ended June 30, 2017 the- System
implemented new accounting guidance that requires retrospective adjustments to amounts previously reported as
of'and for the year ended June 30, 2016. Out opinion is not maodified with respect to this matter.

Report on Supplementary Itiformdtion

Our audits were made for the purpose of forming an opinion on the consclidated financial statements taken as a
whole. The supplementaty consolidating information is presented for purposes .of additional analysis of the
consolidated financial statements rather than to present the financial position, results of operations, and ¢hanges
in. net assets of the individual entities, and it is not a required part of the consclidated financial statements. Such
information is the responsibility of management and was derived from and relates directly to the underlying
accounting and other records used to prepare the consolidated financial statements, The information has been
subjected to the auditing procedures applied in the audit of the consolidated financial statements and cettain’
additional procedures; including comparing and reconciling such information directly to the underlying accounting
and other records used to prepare the consolidated financial statements or to the consolidated financial statements
themselves, and other additional procedures in-accordance with auditing standards generally accepted in the United
States of Amierica. In our opinian, the supplementary information is fairly stated in all material respects in relation
to the consolidated financial statefnents as a whole,

Atlanta, Georgia
October 27, 2017



DeKalb Regional Health System, Inc. and Subsidiaries
Consolidatcd Balance Sheets

June 3o, 2017 and 2016

(in thousands).

ASSETS.
Gurrént assets:
Cash and cash equivalents
Investments
Fatient accounts receivable, net of allowance for uncollectible
accounts. of approximately $85,013 in 2017 and $49,991
in 2016
Estimated third-party receivables
Cther current assets
Assets limited as to use

Total current. assets

Assets limitéd-as to use
Properly and equipment, net
Other assets

Total assets

LIABILITIES AND NET ASSETS
Current liabilities:
Current installments of long-térm debt and capital lease abligations
Accounts payable and accrued expenses
Estimated third-party payor settléments:
Other current liabilities

Total current liabilities
-Long-term debt and capital lease-obligations, net af current
installinents
Self-insurance reserves.
Accried pension cost
Asset retirement obligation
Fair value of interest rate swaps
Total liabilities
Net-assels:
Unirestricted
Temporarily restricted

Total net assets

Total liabilities and net assets

See accompanying notes. 3

2017 2016

3,602 4,382
7,659 7,659
81,461 66,317
3,864 6,388
19,217 18,097
7,126 7,036
122,929 108,782
137,873 169,934
118,341 128,493

2,503 3.068
381,646 408,267
3,545 3,495
49,324 62,509
2,373 2,403
4,587 4,707
59,829 73,414
168,650 172,481
24,582 21,637
3,925 10,744
8,988 8,600
535 A0
266,510 286,977
111,207 117,123
3,929 4,167

115,136 121,290 .
408,267

381,646



DeKalb Regional Health System, Ine. and Subsidiaries
Consolidated Statements of Operations

Years Ended June 3o, 2017 and 2016

{in thousands)

Unrestricted revenues, gains, and other support:
Net patient service, net of provision for uncollectible accounts
accounits of approximately $81,224 in 2017 and $63,512
in 2016
Net assets released from restrictions for opérating purposes
Other income

Total net revenues

Expenses:
Salaries and benefits.
Supplies.and other-expenses
Depreciation and amortization
Interest

Taotal-expenses
Operating loss

interest income
Net realized gains on sales of investments
Net change in unrealized gains (losses) on investments
Change in fair value of interest rate swaps
Unrealized loss on non-sérvice components of
net periadic pension cost
Other nongperating (losses) gains, net

Revenues, gains, and other support less than
expenses and losses:

Contribution for capital purposes
Pension accounting adjustments, net

Decrease in unrestricted net assets

Seg¢ accompanying notes. 4

2017 2016
473,382 452,088
1,023 1,334
13,054 13,057
487,459 466,479
291,242 271,634
189,233 181,382
17,938 19,955
11,125 11,154
509,538 484,125
(22,079) (17,646)
2,788 3,082
4,119 A9
2,444 {5,874)
{(134) 422
(3,613) (2.664)
{3} 826
{16,478) (21,805)
132 1,420
10,430 (6,869)
{5,916) (27,254)




DeKalb Regional Health System, Ine. and Subsidiaries
Consolidated Statements of Changes in Net Assets
Years Ended June 30, 2017 and 2016

(in thousands)

Unrestricted net assets:
Revenues, gains, and cther support
less than expenses and losses
Contribution for capital purposes.
Pension accounting adjustments, net
Change in Unrestricted net assets
Temporarily restricted net assets:
Contributions
Investment gains, net _
Net assets released from restrictions for operating purposes
Change in temporarily restricted net assets
Change:in net assets

Net assets 4t beginning of year

Net assets at end of year

See accompanying notes. 5

2017 2016:

{16,478) 3 (21,805)

132 1,420
10,430 (6,869)
(5,916) (27,254)

694 1,242

91 79
{1,023) {1,334)
(238) (13y
(6,154) (27,267)

121,290 148,557

115,136 5 121,290




DeKalb Regional Health System, Inc, and Subsidiaries
Consoli_datt:d Statenients of Cash Flows

Years Ended June 30, 2017 and 2016

{in thousands)

2017 2016
Cash flows from operating activities:
Change in net assets _ 3 (6,154) (27.,267)
Adjustments to reconcile change in net assets to net cash
(used:in) provided by:operating activities:
Depreciation and amortization 17,938 19,955
Loss {income) from equity method investees 168 {(628)
Change in fair value of interest rate swaps 134 (422)
Net realized and unrealized losses on investments 6,563 5,825
‘Changes in operating assets and liabilities:
Patient accounts receivable (15,144) 107
Estimated third-party payor settlements 2,494 (1,209}
Other current assets {2,220) (2,193)
Accrued pension cost {6,818) 9,532
Other assets 387 289
Accounts payable and accrued expenses (13,185) 15,997
Other current Habilities {120) (44)
Asset retirement obligation 388 344
Self insurance reserves 2,945 (2,204)
Net cash (used in) provided by operating activities (12,624) 18,082
Cash flows from investing activities:
Purchases of property and equipment (8,858) (13,015)
Net change in investments and assets limited as to use 25,411 (3,392)
Net cash provided by (used in) investing activities 16,553 {16,407)
Cash flows from financing activities:
Principal payments on léong-term débt {(4,709) {3,240)
Net cash used in financing activities (4,709) (3,240)
Net change in cash and cash equivalents (780) {1,565)
Cash and cash equivalents at beginning of year’ 4,382 5,847
Cash and cash equivalents at end of year $ 3,602 4,382
Supplemental. disclosure of cash: flow information:
Cash paid for interest $ 10,778 10,882
Capital |lease obligation for equipment $ 748 712

See accompanying notes. 6



DeKalb Regional Health System, Inc. and Subsidiaries
Notes to Consolidated Financial Statements (all tabular amounts in thousands)

Notes to Consolidated Financial Statements

1.  Organization

The consolidated financial statements of DeKalb Regional Health System, Inc. ('DRHS" of the "System") include
the accounts of DeKalb. Medical Center, inc, (‘DMC"), Decatur Health Resources; Inc. ("Res‘ou_rces”), DeKalb
Medical Center Foundation, Inc. (the “Foundation”), and DRHS Ventures, Inc. ("Ventures”). DRHS is the sole
corporate member of DMC, Resources, and Ventures, and appoints the:board of trustees of the Foundation.

DMC operates DeKalb Medical at North Decatur (“North Decatur”), a 451 bed general acute care hospital with a.
freestanding surgery center, and DeKalb Medical at Hillandale ("Hillandale"), a 100 bed general acute care hospital.

DMC is a Georgia not-for-profit corporation and is the sole carporate member of cerfain limited liability corporations
that do business as DeKalb Medical Physician Network {the "Physician Network™). The Physician Network owns
and operates a nétwork of primary care, occupational, and speciaity physician practices.

Resources operates DeKalb Medical at Downtown Decatur (“Downtown Decatur”), a 76 bed long-term acute care
hospital:

The Foundation was formed farthe purpose of supporting DMC and related organizatlons through fundraising and
similar support activities.

Ventures was formed for the purpose of participation in certain heaithcare joint véntures.and does not have material
activity.

In April 1992, the DeKalb County Hospital Authority {the "Authority”), an instrumentality of DeKalb. County, Georgia,
entered into a'lease and transfer agreement (the “Lease”) with DMGC, under which DMC leased from the Authority
the healthcare facilities at North Decatur and certain other real property for a period of 40 years: Under theterms
of the Lease, DMC assumed substantially all liabilities and cobligations -of the Authority, and agreed to provide
emergency services, inpatient and outpatient hospital services, physician services, ‘and indigent. care to the
community operating the leased facilities as a not-for-profit organization.

The Lease has periodically been amended to incorporate both changes in the System'’s capital and operating
structure, and updates to the constitution of the “obligated group” responsible for repayment of long-term debt. In
June 2009, the Lease term was extended through June 2049. The Lease was most recently amended in May 2010.

Piirsuant to the Lease, the Systern makes $1 annual leasé payments to the Authorlty and is responsible for all debt
service payments and reserve funding requirements in cennection with conduit debt issued by the Authority on
behalf of the System. Wpon expiration of the Lease, the System will transfer to the Authority all leased and refated
assets and operations, subject to related debts a’nd liabilities. The Lease mdy be términated at any time by mutual
consent of the Authority and DMC or by reason of default, as defined in the l.ease-:

Potential Partitership

During 2017, the System Board of Direclors approved sending formal requests. for proposal to various health
systems to expiore a potentaal affiliation.The Board and management are currently evaluatmg the proposals
received by the System in response to its requests. While the System is hopeful of entering some type of affiliation,
which may include, but is not limited to & membership substitution, acquisition or merger, during fiscal 2018, there
can be.no assurange that such a transaction will in fact be consummated.



DeKalb Regional Health System, Inc, and Subsidiaries
Notes to Consolidated Financial Statements (all tabular amounts in thousands)

2, Summary of Significant Accounting Policies

A summary of the significant accounting and reporting policies applied by the System in the preparation of its
consoligated financtal statements follow;

Principles of Consolidation
All significant intercampany transactions and accounts have been elimihated in consolidation.

Use of Estimates

The preparation of consolidated financial statements in-conformity with accounting principles generally accepted in
the United States of America reqmres that management make estimates and assumptions affecting the reported
amounts of assets, liabilities, revenues, and expenses, as well as disclosure of cortingent assets and. liabilities.
Actual results could differ from those estimates,

Significant tems subject to such estimates and assumptions irclude the determinationt of the allowances for
uncollectible accounts and contractual adjustments; reserves for general and. proféssional liability claims, reserves
for workers' compensation claims, reserves for employee healthcare claims, ‘estimated third-pardy payor
settlements, asset retirement obligation, valuation of alternative investments, and the actuarially determined
amounts related to the System’s defined benefit pension plan. In addition, laws and regulations doverning the
Medicare and Medicaid programs are' extremely complex and subject to interpreta_ticin. As a résult; there is at least
a reasdnable possibility that recorded estimates related to these programs will change by a material amount in the
nearterm.

Cash and Cash Equiivalents

Cash and cash equivalents consist of cash on hand, deposits with banks, and investments in money market funds
with maturities of three months or less when purchased, excluding assets limited as to use. The System invests
cash not required forimmediate operating needs principally with major financial institutions with strong credit ratings.
By policy; the amount of credit exposure to any one institutioni- is. limited, and such investments are generally not
collateralized.

Investmendis

investments in equity securities with readily determinable fair vatues .and all investments in debt securities are
measured at fair value inthe consolidated balance sheets. The System considers all of its investments.to be trading
securities. As @ matter of policy, the System maintains in current-investments an amount equal to approximately
5% of the prior fiscal year total of investment funds, including assets limited as to use,

Investment income (including realized and unrealized gains and losses on investments, interest and dividends) is
included in revenues, gains, and other support less than expenses and losses unless the income or loss is restricted
by donor or iaw.

The System also holds alternative investments which represent investments in hedge funds through funds of funds
structures generally organized as limited partnérships. The System's alternative investmients are recorded using -
net asset value ("NAV") as a practical expedient for fair value. The NAV .of the funds i$ equal to gross aséets less
gross liabilities, at fair value, as of any valuation or redemption date. The change in the carrying amount is reported
as investment income or loss in the accompanying consolidated statements of operations..

These alfernative investments may have less liguidity, -a stale quoted price, or-varying prices from independent
sources. For these funds of furids, the System receives account statements dlrectiy frofh independent
administrators or the underlying hedge fund managers, who are responsible for the pricing of these funds. Before
reliance on these valuations, the System évaluates the investee fund's fair value estimates for undetlying
invéstments, the investee fund's use of indepehdent third party valuation experts, and the professional reputation
of the investee fund's auditor. Fair value determinations for these investments require the use of estimates.



DeKalb Regional Health System, Inc. and Subsidiaries
Notes to Consolidated Financial Statements (all tabular amotints in thousands)

Accordingly, such values. may differ from the values that would have been used had a ready market for these:
investments existed.

Pledges Receivable and Donor Restricted Gifts

Conditional promises fo give and indications of intentions to give are reported at fair value at the date the gift is
received. Unconditional promises to give cash and other assets are reported at fair value at the date the promise is
received. These pledges receivable are discounted. to their present value, and :are reported as temporarily or
permanently restricted support if they are received with donor stipulations that [imit the use of the donated assets.

When a donor restriction expires, that is, when a stipulated time restriction ends or purpose restriction is
accompilshed temporarlly restricted net assets are reclassified as unrestricted net. assets and reported in the
consolidated statements of operations and changes in net assets as net assets released from restriction.

Donor-restricted ceritributions for which restrictions are met within the same year as received are réporied as'
unrestricted contributions in the accompanying consolidated statements of operations. To the extent that restricted
resources from multiple donors are available for the: same purpose, the System expends such gifts on a “first-in,

first-out” basis.

Inventories:

Inventoriés are valued at the lower of cost (first-in, first-out) or market. Inventories consist primarily of
pharmagceuticals and medical suppligs- and are recorded within other curfent assets in the accompanying
consolidated balance sheets, Inventories totaled approximately $7,564,000 and $7,243,000 as of June 30, 2017
and 2018, respectively.

Assetls Limited as to Use

Assets limited as to use include:cash and investments that are externally restricted under debt agreements and by
donors, as well as assets that-are internally designated by the board of directors for replacement or expansion of
facilities, purchases of property and eqmpment payment of future debt service requiréments, professional liability
seff-insurance funding, and future pension funding. Amounts required to meet current obligations have- been
classified as current assets.

Property and Equipment

Property and equipment.acquisitions are recorded at cost, with the exception of donated items, which are recorded
at fair value at the ‘date of donation. Expenditures for renewals.and improvements are-capitalized. For properties’
sold or retired, the cost and related accumulated depreciation are removed. Any- resulting gains -or losses are
iricluded in other revenue.; Replacements, maintenance, and repairs that do rct improve or extend the life of the
respective assets are charged to operatlons Depreciation is provided over the estimated useful life of each class
of depreciable assets and is computed using the straight-line method. The estimated useful lives.are 40 years for
land improvements, 20 —40 years for buildings, and 3 — 10 years for equipment and fixtures. Capitalized interest is
calculated on qualifying projects with a completion.time frame of greater than 90 days. The implied interest rate is
calculated based on the rates applicable to long-term debt outstanding during the respective period.

Gifts of long-fived assets such as land, buildings, or equipment are reported as unrestricted support and are
excluded from revenues, gains, and other support less than expenses and losses unless explicit donor stipufations:
specify how the donated assets must be used. Gifts of long-lived assets with explicit restrictions that specify how
the asséts are to be used, and gifts of ¢ash or other assets that must be used to acquire long-lived assets, are
reported as restricted support. Absent explicit donor stipulations about how lang those. long-lived assets must be
maintained, expirations of donor restrictions are reported when the donated or acquired long-lived assets are placed
in service.



DeKalb Regional Health Systeém, Inc, and Subsidiaries
Notes to Consolidated Finaricial Statements (all tabular amountsin thousands)

Impairment of Long-lived Assels

Long:-lived assets, such as property and equipment and purchased intangibles subject to amortization, are reviewed
for impairment whenever events of changes in circumstances indicate that the carrying amount of an asset may not
be recoverable. Recoverability of assets to be held and used is measured by a comparison:of the carrying amount
of an asset to estimated undiscounted future cash flows expected to be generated by the asset. f the carrying
amount.of an asset exceeds its-estimated future cash flows, an impairment charge js recognized to the extent that
the carrying amount of the asset exceeds its fair value,

Other Assefs

Other assets include the System's interests in the following related parties that provide services in part to the
System:

Distribution Cogperative, Ine,

The System holds a 20% equity interest in Distribution Cooperative, Inc. {(‘DCI"), a centralized supply purchasing
and distribution business owned by eight Georgia health systems. The System’s investment in DCI is recorded
using the equity method of accounting and totaled approximately $2,341,000 and $2,591,000 as of June 30, 2017
and 20186, respectively.

DeKalb Surgj'cal Alliance, L1.C

DeKalb Surgical Alliance, LLC (“DSA", a Georgla limited liability company, manages the outpatient surgical
program at DMC. Ventures owns 44% of DSA. The System’s investment in DSA is recorded using the equity method
of accournting and totaled approximately $28,000 and $6,000 as of June 30, 2017 and 2016, respectively.

Temporartly Restricted Net Assets

Temporarily restricted net assets are those whose use by the System is restricted by the donorfora specific time
period or purpose.

The System applies relevant authoritative accounting guidance for not-for-profit organizations related to the net
asset classification of donor=restricted endowment funds that are subject to an eénacted version of the Uniform
Prudent Managerrient of Institutional Furids Act of 2006. In addition, as-a matter of policy, the System’s board of
directors has interpreted Georgia's State Prudent Management -of Institutional Funds Act as requiring the
preservation of the fair value of an original donor-restricted endowment gift as of the gift date; absent explicit donor
stipulations to the contrary. To the extent that income from any donor-restricted endowment funds is itself restricted
to- specific donor-directed purposes, such income is accounted for within temporarily restricted net assets until
appropriated for expenditure in accordance with the donor's wishes. The System would oversee any individual
donhor-réstricted endowmint funds to ensure that the fair value of the original gift is preserved and would invest any
donor-restricted endowment funds within the framework of the System's overall.investment management program,
as described glsewhere in the consolidated financial statements.

The System has not received any donor-restricted endowment funds, and does not maintain any Board-designated
endowments at either-June 30, 2017 or 20186.

Revenues; Gains, and Other Support Less than Expenses and Losses

The consalidated statements of operations include revenues, gains, and other support less thah expenses and
losses. Changdes in unrestricted net assets:that are excluded from revénues, gains, and other support less than
expenses and losses, consistent with relevant accounting literature and industry practice, include permanent
transfers of assets to and from affiliates and related parties for items other than goods and services, contributions
of lang-lived assets (including assets -acquired using contributions that, by donor restriction, were to be used for the
purpose of acquiting such assets); effects of changes in accolnting policies, and certain pension accounting items.

10



DeKalb Regional Health System, Inc. and Subsidiaries _
Notes to Consolidated Financial Statements (all tabular amounts in thousands)

Nel Patient Service Revenue

Net patient service revenue is reparted at the estimated net realizable amounts from patiénts, third-party payors,
and others fof services rendered, including an estimated provision for uncollectible accounts and revenue
adjustments under reimbursement agreements with third-party payors. Estimates related to third-pariy payor
setflements are recorded in the pericd the related services are rendered and are adjustéd in future periods as
settlements become known and ‘as cost reporting periods are no longer subject to such audits, reviews, and
investigations.

Charity Care

Consistent with the System's mission, services are provided to all patients without regard for ability to pay. The
System provides services to patients who qualify for charity services pursuant to established policies of the System.

Charity services are defined as those for which patlents have the obligation and w1lllngness to pay but do not have
the ability to do so. Charges related to charity services are written off as charity care in accordance with established
policies and are not recognized as net patient service revenue. The estimated cost to provide charity care totaled
approximately $24,423,000 and $22,996,000 for the years -ended. June 30, 2017 and 2016, respectively. The
System estimates the cost of charity based on a ratio of cost to charges, which is applied to the uncompensated
charges for charity services, '

Estimated General and Professional Liability Costs

The provision for estimated general and professional liability claims, which is reported in supplies and other
expenses in‘the accompanying consalidated statements of operations, includes estimates of the ultimate costs for.
both reported claims and claims incltrred but not reparted.

Costs of Borrowing

Debt issuance costs.and any premiums -or discounts are amortized over the term of the related debt and inciuded
as a-direct reduction to long-term debt. Interest costs incurred on borrowed funds during the period of construction
of capital assets are capitalized as a component of the: cost of acquiring those assets, after reduction for investment
earnings-on any associated trusted funds restricted to financing such construction.

Inecome Taxes

The System, DMC, DHR, and the Foundation are exempt from federal income:taxes pursuant to Section 501(a) as
organizations deseribed in Section 501(c)(3) of the Internal Revenue Code of 1986, as amended. Ventures is a
taxable entity and annually files a-corporate tax return. With respect to its for-profit entity, as well as any unrelated
business income generated in the tax-exempt entities, the System records income taxes using the asset and liability
method under which deferred tax assets and liabilities are determined based on the differences between the
financial accounting and tax bases of assets and liabilities. Deferred tax assets or liabilities‘at the end of each period
are determined using the currently enacted tax rate expected to apply to taxable income in the period that the
deferred tax asset or liability I8 expected to be realized or'to be. settled.

The System has evaluated its tax positions and has determined that it does not have any material Unrecognized tax
benefits or obligations as of June 30, 2017 and 20186, nor is income tax accounting otherwise significant with respect to'
the System’s taxable subsidiaries.

Asset Retirement Obligation

The System recognizes the fair value -of its liability for legal obligations associated with asset retirements in the
period incurred, if a reasonable estimate of the fair value of the obligation can be made. When the liability is initially
recorded, the System capitalizes the cost of the asset retirement obligation by increasing the carrying amount of
the related long-lived asset. Over time, the liability is acereted to its present value each period, and the capitalized
cost associated with the retiremenit obligatlon is depreciated over the useful life of the related asset. Upon settlement

11



DeKalb Regional Health System, Inc. and Subsidiaries
Notes to Consolidated Finaricial Statements (all tabular amounts in thousands)

of the obligation, any difference between the cost to settle the asset retirement obligation and the recorded liability
is recognized as a.gain or loss in the consoclidated statemerit of operations.

Pension Aceounling

The System applies authoritative accounting -guidance related to the recognition and. disclosure of retirement
benefits, which requires the recognition of the-funded or unfunded status of its defined benefit. pension plan in the
consolidated balance sheets. The System mesdsires plan assets and benefit obligations as of the end of the fiscal
year.

Adoption of New Accounting Standards Updates

During the year ended June 30, 2017, the System implemented FASB Accounting Standard Update 2015-03, /nterest-
Imputation of Interast (Subtoprc 835-30); S.«mphfymg the Presentation of Debt Issuance Costs ("ASU 2015- 03") The
amendments in this update require that debt issuance costs related {o a recognized debt liability be presented in the
balance sheet as a direct deduction from the carrying amount of that debt liability, consistent with debt discounts. Prior
to the adoption of ASU.2015-03, the System reported debt issuance costs as an asset in the consolidated balance
sheets. As a result of the retrospective application of the adoption of ASU:2015-03, the debtissuance costs as of June
30, 2016, have been reclassified and presented as a direct deduction.from long-term debt in the consolidated ba!ance
sheets consistent with the presentation as of June 30,.2017.

During the year ended June 30, 2017, the System implemented FASB Accounting Standard Update 2017-07,
Compensation-Relirement Benefits (Subtopic 715); Improving the Presentation of Net Periodic Pension Cost and Net
Reriodic Postretirement Benefit Cost ("ASU 2017-07). The amendments in this update require the sefvice cost
component of net periodic benefit cost be reported in the same line item of items as other compensation costs arising
from services rendered by the pertinent employees. during the period. The othercomponents of net periodic benefit cost
-are required to be presented in the income statement separately from the service cast component and outside a subtotal
of income from operations. Prior to the -adoption of ASU 2017-07, the System reported net pericdic pension cost as
salaries and benefits: 6perating expehse in the consolidated statement of operations, As a result of the retrospective
application of the adoption of ASU 2017-07, all non-service-components of net periodic pension cost as of June 30,
2016, have been reclassified and preserited within nonoperating gains and losseés in the consolidated statements of
operations, As a practical expedieft, the Systém has used the amounts disclosed in its pension plan notes for the prigr
comparative periods as the estimation basis for applying the retrospective presentation requirements.

The effect of restatements due to ASU 201503 and ASU 2017-07 are as follows:

‘2016 as
Previously Restatement 2016 as
_ Reported Adjustment Adjusted
ASU 2015-03 _
Consolidated Balance Sheets:
Other assets 5 5377 $ 2,318) % 3,058
Total assets 410,586 {2,319y 408,267
Long-term debt and ¢apital lease obligations, net of _ _ _
current installments 174,800 {2,319) 172,481
Total liabilities 289,296 {2,319) 286,977
ASU 2017-07
Consclidated Statement of Operations.
Salaries and henefits $ 274,298 $ (2,664 § 271634
Total expenses 486,789 (2,664) 484,126
Operating loss (20,310) 2,664 {17,646}
Unrealized foss on nan-service components of '
nef perlod pension cost - 2,664 2,664

12



DeKalb Regional Health System, Inc. and Subsidiaries
Notes to Conselidated Financial Statements {alltabular amounts in thousands)

During the year.ended Juné 30, 2017, the System |mplemented FASB Accounting Standard Update 2015-07 Fair
Value Measurement (Topic 820): Dfsclosures for Investments in Certain Entities that Calculate Net Asset Value per
Share (or lis Equivalent). This update removes the requirement to categorize within the fair value hierarchy all
investments for which fair value is measured using the net asset value per share praclical expedient. As a result of
the retroactive application of this guidance, certain disclosures previously reported in Note 13 for 2016 have been
reclassified: to conform to the 2017 presentation. These reclassifications had no impact on the recognition or
measurement of any amounts repored in the consolidated financial statements.

Subsequent Events

Management has evaluated subsequent events. from the consolidated balance sheet date through October 27, 2017,
the date at-which the consolidated financial statements were avaitable to be issued. No subsequent events requiring
recognition in the consolidated financial statements were identified by the System that have not otherwise been
incorporated in the:consolidated financial statemients and related footnote disclosures.

3. Net Patient Service Revenue and Patient Accounts Receivable

The System recognizes revenue associated with services provided to-patients with third-party payor coverage
based on contractual rates for the services rendered. For uninsured patients that do not qualify for charity care, the
System recognizes revenue based on standard or discounted rates for the services provided,

For receivables associated with self-pay patients; which includes both uninsured patients and balances related to
deductibles and copayments for patients who have thwd-party insurance coverage, management records a
provision for-uncollectible accounts in the period of service on the basis of 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 bstween standard or discounted rates and the amounts actually collected after all reasonable collection
efforts have been exhausted is charged against the ailowande for uncolleciible accounts.

Management routinely assesses, in the norimal course of business, the adequacy of the allowance: for uncollectible
accounts based upon.its assessment of factors such as historical collection rates, expected future-collection rates
considering business and -economic conditions, trends in healthcare insurance coverages, and other collection
indicators- by payor ¢ategory, and adjusts the allowance ‘and related provision accordingly: For reéceivables
associated with services provided to patients who have third-party ‘insurance coverage, management analyzes
contractually due'amounts and provides an allowance for uncollectible accounts-and a related provision if realization
of such amoéunts due is considered unlikely.
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A summary of net patient service revenue for the years ended June 30 follows:

2017
Third-party
payor Self-pay Total
Patient service charges $ 1433092 $ 148228 & 1,581,320
Less:
Provision-for uncollectible accounts _ 29,714 51,510 81,224
Contractual adjustments and other deductions 935,004 91,710 1,026,714
Net patient service revenue $ 468374 $... 5008 § 473382
2016
Third-party
payor Self-pay Total
Patient service charges $ 1,336,446 5 129,800 $ 1,466,246
Less:
Provisian for Uncollectible accounts 19,325 44 187 63,512
Contractual adjustments and other deductions 875,268 75,378 950,646
Net patient service revenue § 441853 $ 10235 § 452088

The System has agreements withthird-party payors that provide for payments to the System at amounts different
from its established rates. A-summary of payment arrangements ‘with major third-party payors follows:

Medicare and Medicaid

The System provides care to patients covered by the Medicare .and Medicaid programs. Most inpatient and
outpatient hospital 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.

Inpatient services rendered to Medicaid program beneficiaries are reimbursed under a prospective payment
reiniblirsement methodology. Outpatient services are reimbursed under a cost-based methodology. The System is
reimbursed at a tentative rate with final settlement determined -after submission of annual cost reports by the System
and audits thereof by the Medicaid fiscal intermediary.

Services rendered under these programs are recorded at established rates and reduced to the estimated amount
due from the third-party payors through recording of contractual adjustments and other discounts. Becausé the
System cannot. pursue collections for cantractual and similar discounts, they are not reported as net patient service
revenue,

Net patient service revenue from the Medicare and Medicaid programs accounted for approximatély 50% and 46%
of the System's net patient service revenue for the years'ended June 30, 2017 and 2018, respectively.

Estimated third-party payor settlements represent management's best estimate of anticipated settlements related
to audit adjustments and other related matters for open cost report years. Medicare cost report years 2011 and
prior and Medicaid cost report years 2013 and prior have been final settled as of June. 30, 2017. The System
provides estimated settlement reserves and receivables in recognition of the complexity of relevant reimbursement
regulations and the contingent nature of related settlement processes. Third-party payor settlement estimates may
differ from' actual experience by matérial amounts.. During fiscal 2017 and 2018, net patient service revenue
increased by approximately $189,000 and $3,233,000, respectively, due to changes in estimates related to prior
cost reporting periods,
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The Health Information Technology for Economic and Clinical Health (*"HITECH"} Act was enacted as part of the
American Recovery and Reinvestmenit Act of 2009 and requires that healthcare providers implement and make
meaningfil use of certified Electronic Health Record ("EHR") technology. The HITECH Act includes monetary
incentives and payment penalties to encourage the adoption of EHR technology. The System anticipates that its
current efforts at implementing an enterprise-wide EHR will enable its- compliahce with the meaningful use
objectives mandated ini the' HITECH legislation. The System recognizes incentive payments ratably in the reporting
period in which they have metthe related meaningful use criteria. The System reported other income in the fiscal
2016 consolidated statement of operations from the Medicare and Georgia Medicaid EHR incentive payment
programs of approximately $850,000. No income from the program was réceived during fiscal 2017 as the System
had received all eligible payments.

The System participates in the Indigent Care Trust Fund (*ICTF") program. Under the provisions of the iCTF
program, Medicaid disproportionate share (‘DSH”) hospitals. contribute funds to'be used by the Georgia Department
of Commnity Heaith in the Medicaid program, and those funds are supplemented by federal funds. The combined
funds are returned to the DSH hospitals in the form of additional reimbursement. The System recorded net patient
service revenue from the |CTF program for fiscal 2017 and 2016 of approximately $5,274,000 and $5,800,000,
respectively, in the accompanying consalidated statements of operations.

The System participates in the Medicaid Upper Payment Limit ("UPL") program and recorded net patient service
revenue of approximately $1,976,000 and $2,500,000 from the program during fiscal 2017 and 2016, respectively,
in the accompanying consolidated statements of operations.

There is no assurance thatthe System will continue to qualify for future participation in the ICTF and UPL programs
or that the programs will continue without material modifications. Any reduction in the furids. prowded by the
programs wotild have a direct corresponding effect on the System's operating results,

Managed Care and Other Payors

The System has entered into payment agreements with certain commercial insurance carriers, health maintenance
organizations, and preferred provider organizations. The bases for payments to the -System under these
agreements include prospectively determined rates. per discharge, discounts from established charges, and daily
rates.
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4. Investments and Assets Limited as to Use

Assets Limited as to Use

The compaosition of assets limited as to use as of June 30 is set forth in the following table:

2017 2016
Internally designated for specific purposes: _ _
Cash-and cdsh equivalents ¥ 2,720 $ 2,901
U.S. Treasury and.agency obligations and bond funds 5,893 15,580
Foreign government bonds and bond funds 18,334 25,899
Domestic corporate bonds and bond funds 36,308 28,401
Asset and mortgage-backed secufities 15,056 18,814
Foreign corporate bonds and bond funds 3,143 7,318
Domiestic equity securities 19,363 26,024
Foreign equity securities 8,261 14,088
Hedge funds 4,739 8,130
Dofnestic exchange-traded funds 3,807 3,568
117,330 150,744
Held by trustee under indenture agreement:
Cash and cash equivalents 7.743 ‘8,942
U.8. agency obligations 9,744 9,891
Domestic orporate bonds _ 4,593 4,080
22,080 20,893
Foundation held funds, both donor restricted and otherwise limited as to use:
Cash and cash equivalents 986 759
U.S. Treasury and agency obligations 278 604
Domestic corporate bonds 417 542
Domestic equity and asset-backed securities 1.688 1,389
Foreign corporate bonds 50 73
Domestic exchange-traded funds 2170 1.969
5.589 5336
144,999 176,973
Less amournts classified as eufrent 7.126 7:039
8 137.873 3 169,834

Atmounts held by trustee under indenture agreement are maintained in accordance with the trust indentures for the
revenue bohds described in Note 7. Current amounits include trustee-held. cash and cash equivalents restricted for

fiscal 2017 debt service requirements.
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Investments

The composition of investments as of June 30 is set forth in the following table:

2017 _ 2016

Cash and cash equivalents $ 178  § 148

U.S. Treasury obligations’ 385 747

U.S. agency obligations - 45

Foreign government agency bond-and bond funds 1,197 1.316

Daomestic corporate bonds and bond funds 2,370 1,443

Asset and mortgage-backed securities 983 950

Foreign corporate bonds and-bond funds 205 378
Dormestic equity securities and equity funds 1,264 1,322 -

Foreign equity securities 539 716

Hedge funds 308 413

Domestic exchange-traded funds _ 229 181

k] 7659 % 7,659

5. Property and Equipment
Asummary of property and-equipment as of June 30 follows:
2017 _ 2016

Land and land improvements $ 7.312 5 6,052

Buildings and fixtures 336,102 335,341

Equipment and information systems 275848 269,826

_ : 619,262 612,119

Less accumulated depréeciation 505,067 487.806

_ 114,195 124,313

Construction in progress 4,146 2,180

Property and equipment, net $ 118341 § 126,493

Depreciation expense for fiscal 2017 and 2016 totaled approximately $17,757,000 and $18,764,000, respectively.
Construction in progress at June 30, 2017 principally relates to certain technology upgrades and renovations at

existing facilities. There are no significant commitments associated with the expected completion of such-projects
in fiscaf 2018.
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6. Asset Retirement Qbligation

The System has determined that a conditional legal obligation exists for certain of its facilities related to the
abatemeént of asbestos materials, The following table presents the: activity for the System's asset retirement
obligation during fiscal 2017 and 2016:

2017 2016
Asset retirement obligation; _
Balance at beginning of year 3 8600 % 8,256
Accretion expense —— 388 344
Balance at end of year 3 8988 % 8,600
Capitalized cost:
Additional cost basis 3 6,313 % 8,313
Accumulated depreciation _ (3,392) (3.270)
Balance at end of year &) 2921 § 3,043
7.  Long-term Debt and Capital Lease Obligation
Long-terin debt-and capital lease obligation as-of June 30 are as follows:
2017 : 2016
Revenue Anticipation Cettificates Séries 2010 of the Authority, less
unamortized discount of approximately $1,623,000-and $1,742,000
at June 30, 2017 and 2018, respectively, issued in May 2010, with.
interest ranging from 4.0% to 6.125%, interest payments due
semiannually on March 1 and September 1; principal payments _
due annually through 2040; secured by gross revenues 5 174,332 3 177,583
Capital lease obligation - _ 712
174,332, 178,295
Less current portion 3,545 3,485
Less unamortized bond issuance: costs 2137 : 2,319

$ 168,650  $ 172,481

On September 1, 1993, DMC entered into a mastér frust indenture (*MTI™) with 2 commaercial bank as the trustee,
in which DMC pledged its gross revenues {o the payment of all abligations issued from tinie to time under the terms
of the MTI. Such obligations take the form of tax-exempt issuances of the Authorily, the proceeds of which are
loaned to the System as conduit obligations under related loan agreements. Such conduit debt obligations issued
undér the MT| are secured by a lieh on the gross reventies of the members of the obligated group-which have joint
and several liability for such obligations. The obligated group is currently composed of DRHS, DMC and the
Physician Netwark entities. Resources, Ventures, and the Foundation are considered restricted affiliates under the
MTI, but are not members of the obligated group. The MTI provides the terms for the addition and removal of
members of the obligated group.
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In May. 2010, the Authority issued $183,105,000 of Series 2010 Revenue Anticipation Certificates (the “Series-2010
Certif cates“) In connection with the issuance of the Series 2010 Cettificates, the Authority entered into a-loan
agreement with the System under which the Authority loaned the proceeds of the Series 2010 Certificates to the
System to refund the previously issued Series 19998 Certificates, Series 20038 Cenrificates and Series. 2005
Certificates. The proceeds were used to defease the refunded debt, to establish a debt service reserve fund, and
to finance the cost of certain capital improvements to Systemi faciliies. The Series 2010 Certificates have
outstanding sinking fund redemptions and maturities ranging from $3,240,000 to $13, 305,000 through fiscal year
2041. The MTI and related loan agreements subject the obligated group to certain financial and nonfinancial
covenants typical of such agreements,

Aggregate future maturities of the System's long-term debt (excluding capital lease) are as follows:

Year-ending June 30:

2018 $ 3,545
2019 3,730
2020 3,930
2021 4,135
2022 4,350
Thereafier 156,265
176,955

Less net unamortized. discount 1.623
$ 174,332

During 2016; the System entered into a capital lease agreement. Outstanding principal payments (totaling
approximately $162,000) amounted to- approximately $712,000 at June 30, 2016. Interest is at 6%, principal and
interest payments. are due monthly through June 2023, and the lease is. collateralized by the leased equipment.
Total annual payments amount to approximately $125,000. The equipment serving as collateral for the lease had
a'carrying value of approximately $712,000 at June 30, 2018.

During 2017, an agreement was reached with the lessor and payment was made to extinguish the capital lease.

8. Interecst Rate Swaps

Effective June 2009, the System entered into a forward-startmg interest rate swap whereby the System exchanges
payments based on the SIFMA Municipal Swap Index with a counterparty for payments equal to 67% of LIBOR
plus 0.40% on a monthly basis, as calculated by reference to an agreed notional principal amount of approximately
$33,955,000 at June 30, 2017. The faif value of the interest rate swap was an asset of approximately $89,000 and
$338,000-at June 30, 2017 and Jung 30, 2016, respectively.

The System entered into another farward-starting interest rate swap agreement as of June 9, 2008 related to the
Series 2005 Certificates with an effective date of Jurie 1, 2009. Under the interest rate swap agreement, the System
exchanges the SIFMA Muriicipal Swap Index with a counterparty for 75.06% of LIBOR, on a monthly basis, as
calculated by reference to an agreed notional principal amount. At June 30, 2017, the notional principal amount
was approximately $33,955,000. The fair value of the interest rate. swap was a liability of approximately $635,000
and $739,000 at June 30, 2017 and 2018, respectively,

These interest rate swaps expire on September 1, 2035. The System has not elected hedge accounting for any of
its interest rate swap agreements and, therefore, the (decrease) increase in fair value of the liability of approximately
(§134,000) and §422,000 during fiscal 2017 and 2018, respectively, is reported in the accompanying consolidated.
statements of opérations. The change in fair value of the interest rate swaps has no effect on the System’s cash

19



DeKalb Regional Health System, Inc. and Subsidiaries
Notes to Consolidated Financial Statements (all tabular amouints in thousands)

flows. The System posted collateral in an escrow deposit related to the swaps of approximately $969,000 and
$700,000 at June-30, 2017 and 20186, respectively.

9. Temporarily Restricted Net Assets

The compaosition of temporarily restricted net assets follows at June 30:

2017 2016
Donor-restricted investments held by the Foundation 3 3,082 % 3432
Other 847 735
Temporarily restricted net assets 8 3929 S 4,167

10. Employee Benefits

The System has a trusteed nancoritributory defined benefit pensicn plan (the “Plan”) covering substantially all of its
employeés. The Plan's benefits are based on-a combination of years of service and 'employee compensation levels.
The System's funding policy is to contribute annually to the Plan an amount sufficient to meet minimum funding
policies or to otherwise maintain the Plan on a sound actuarial basis, as.certified by an enrolled actuary. Effective
December 31, 2008, the System’s Board of Directors appraoved the permanent freeze of the Plan.

Net periodic pensien cost of the Plan is composed of the following for the years-ended June 30:

2017 2016
|rterest cost $ 6,575 3 7,534
Expected return on plan assets (7,704) (8,729)
Amortization of net loss 4.742 ‘3,859
Net periodic pension cost 5 3,613 $ 2664

The components of net periodic postretirernent benefit cost other than'the service cost component are included in the
line item unrealized loss on non-service companents of net period péfision cost in'the accompanying consclidated
statements of operations as a non-operating [oss.

The amounts accumulated in unrestricted net assets as of Junie 30 follow;

2017 2016
Accumulated unrealized loss on pension s 43633 § 54,064
Gain {loss) recognized in unrestricted net assets 3 10,430 3 {6,869)

-Approximately $3,442,000 of the net loss is expected to.be amortized in fiscal 2018,
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Weighted average assumptions used to determine the net periodic pension cost for fiscal 2017 and 20186 follow:

2017 2016
Discount rate 3.81% 4.56%
Rate-of increase in futuré compensation levels N/A N/A
Expected long-term rate of return on plan assets 4,95% 5.50%

The following table presents a reconciliation of the beginning and ending balances of the Plan’s projected beneiit
obligation, the faif value of pian assets, furided status of the Plan, and the accumulated benefit obligation.at June- 30:

2017 2016

Change in benefit obligations:

Benefit obligation at beginning of year 3 176,216 3 168,693
Interest cost 8,575 7.534
Benefits paid (7,373) {14,136)
Actuarial loss (5,497} 14,125

Benefit.obligation at end of year 169.921 176,216

Change in plan assets;

Fair value of plan-assets at beginning of year $ 165,472 167,481
Actual return o plan assets 7,805 12,127
Benefits paid (7.372) {14,136}

Fair value of plan assets at end of year 165,995 165,472

Funded status of the Plan _ (3.926) (10,744)

Accrued pension cost at end of year $ (3,026) (10.744).

Weighted average assumptions used to determine benefit cbligations in the accompanying consolidated balance
sheets for fiscal 2017 and 2016 follaw:

2017 2016

Discount rate 3.95% 3.81%
Rate of increase in fliture compensation levels NIA N/A

The increase in the discount rate decreased the benefit obligation by approximately $3,100,000 at June 30, 2017
compared to June 30, 2016. The changes in mortality table which were updated to use the MP-2016 projection
scale decreased the benefit obligation by $2,600,000 for 2017. The plan’s assets earned a return of $7,900,000,
whiich was $200,000 more than expected the expected return in 2017 compared 2016. The changes in census
data increased the benefit obligation by approximately $200,000 at June 30, 2017 compared to June 30, 2016:
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Estimated future benefits expected to be paid follow:

Year ending June 30:

2018 $ 7,659
2018 8,014
2020 8,322
2021 8,592
2022 8,909
20232027 48,501

The System does not expect to contribute to the Plan during fiscal year 2018.

The current farget allocations for the Plan’s assets follow:

Minimum Target Maximum
Equity securities 15% 26% 35%
Fixed income. 55% 70% 85%
Alternatives -% 4% 10%
Cash - % - % 5%

To develop the estimate for the expected long-term rate of return for the actuarial measurement, the System
considered the historical returns and the fufure expectations of returns for each asset class, as well as the target
asset allocation of the pensich portfolio.

The investment strategy of the Plan is to ensure, over the long-term life of the Plan, an adequate pool of assets.
along with contributions by the System to support the benefit obligations to-participants, retirees, and beneficiarles.
The System desires to achieve market returns consistent with a prudent level of diversification, All investments are
made solely in the interest of the Ptan's participants and beneficiaries for the exclusive purposes of providing
benefits to-such paiticipants-and their beneficiaries and defraying the expenses related to administering the Plan.

The target allocation of all assets is designed to reflect proper diversification in order to reduce the potential of a
single security or single sector of securities having a disproportionate impact on the portfolio. The System utilizes
ah outside investment consultant and various publicly traded mutual funds to implement its investment: strategy.
Investment. performance of plan assets is reviewed quarterly and the investment policy statement js reviewed
annually to determine contihued applicability.

1i. Concentrations of Credit Risk

The System grants credit wi_thout collateral to its patients, most of whom are local residents and are insured under
third-party payor agreements. The mix of gross receivables from patients and third-party payors as of June 30
follow:

2017 2018
Medicare 28% 29%
Medicaid 13% 13%
Other third-party payor 35% 30%
Patients 23% 28%
100% 100%
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12. Commitments and Contingencies

General and Prafessional Liability Insurance

The System is covered by a claims-made program with self-insured retention of $6,000,000 per occurrence and
$35,000,000 aggregate ‘annual limit. Commercial insurance has been obtained to provide for excess coverage.

Self-insurance reserves related to general and professional liability claims totaled approximately $20,098;000 and
$17.908,000 at June 30, 2017 and 2016, respectively, Such amounts include estimates of the ultimate costs for
both reported claims. and claims incurred but not reported through June 30, 2017, as applicable to the:.general and
profess:onal liability self-insurance plans for the System: Independent actugrial consultants are retained to assist
the System in deterniinirig both its financial reporting reserves and the amounts to be deposited into the trust fund.
Accrued losses wetre recorded at a 50% confidence level and discounted at 2.0% at June 30, 2017 and 2016.

Other Self-Insurance Reserves

The System self-insures a portion of its workers' compensation liability exposure up to $450,000 per claim.
Reserves for the self-insuranice program are established to provide for estimated exposure toloss arising from both’
reported and unreported warkers’ compensation claims and related legal expenses through June 30, 2017. Such
reserves totaled approximately $1,880,000 and $1,681,000 at June 30, 2017 and 2016, respectively. Commercial
insurance has heen obtained on a claims-incurred basis to provide for ex'cess goverage.

The System is self-insured for employee health benefits. At June 30, 2017 and 2016, related reserves totaled
approximately $2,446,000 and $1,830,000, respectively, which includes estimates of the ultimate costs for claims:
incurred but not reported through June 30, 2017.

Operating Leases

The System leases various equipment and facilities urider operating lease agreemenits that expire at various dates
beyond fiscal 2021. Total rent expense in fiscal years 2017 and 2016 for all operating leases was approximately
$6,470,000 and $6,267,000, respectively.

Future minimum lease payments under operating leases that have initial lease terms in excess of one year are as
follows: '

Year ending June 30:

2018 3 4,158
2019 3,749
2020 3,173
2021 1,924
2022 1,689
Thereafter 3981

$ 18674
Litigation
The System is involved in litigation ariging in the ordinary course of business. Management believes that, based on
the available information and consultation with legal counsel, recorded reserves are adequate to address the risk
of loss related to resolution of these uncertainties. However, it is reasonably possible that the ultimate resolution of

these matters could differ from management's estirnates and have a significant impact on the financial position and
results of opérations of the System.
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13. Functional Expenses

The System does not present expense information by functional classification because its resources and activities
are primarily related to providing healthcare services. Further, since the System receives substantially all of its
resources. from providing healthcare services in a manner similar to a business enterprise, other indicators
contained in these conhsclidated financial statements are considered relevant in evaluating how well. management
has-discharged their stewardship responsibilities.

14. Fair Value of Financial Information

Fair value is defined as 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.

The System has categorized its financial instruments into a three-level fair valie hierarchy based on the priority of
inputs used in related valuation techniques. The fair value hiérarchy gives the highest priority to ‘quoted prices in
active markets for identical assets (Level 1) and the lowest priority to unobservable inputs (Level 3). If the irputs
used to. measure the financial instruments fall within multiple levels. of the hierarchy, the categorization is based on
the lowest level input that is significant to the fair value measurement of the instrument.

The System did not hold any Level 3 securities as of June 30, 2017 and 2016. The System’s accounting policy is
to recognize transfers between jeveis of the fair value hierarchy on the date of the event or charge in circumstances
that caused the transfer. There were nofransfers into or out of Level 1 or Level 2°for the years énded June 30,2017
and 2018,

When available, the System uses quoted market prices to determine fair value, and classifies such items as Level 1.
The System’s Level 2 securities include bonds whose fair values are determined by independent vendors. The
vendors compile prices from vatious sources and may apply matrix pricing for similar bords or loans where no price
is observable in an actively traded market. If available, the vendor may also use quoted prices for recent trading
activity of assets with similar characteristics to the bohd being valued. The System’s Level 2 securities also-include
nontraded funds whose underlying securities are known and would otherwise be considered Level 1.

The System's alternative investments are measured at net asset value as a-practical expedient for fair value and
are accordingly excluded from the fair value hierarchy, These investmients.are funds of fuhds investments. The fund
invests in investee funds at fair value which is determined in good faith by the investment manager in accordance
with 1.5, GAAP. The fund managers employ a variety of investment strategies and hedging techniques to achieve
long-term capital growth, while seeking to reduce volatility. These funds achieve diversification by allocating
investment funds across various rioney managers or market groups, using different trading methods, and focusing
on different markets worldwide. The recorded market price for the multi-strategy hedge fund investment'is based
oh the net asset value of the System's investment in the limited liability company. Underlying assets of these
investment funds include collective funds, hedge funds, and other types of private investments with underlying
investment holdings.
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Other
Fair Value  Fair Value Unfunded  Redemption Redemption.
at /30/2017 at 6/30/2016 Commitments Restrictions. Nofice Peri_od {ii)
Included in assets limited
as to use:
Initiad 1 year s
. - o 80 days’ nofice
Archs}qne Offshore Fund, $ 4,739 $ 8130 None quk up; prior to last day of
LTO (i) period has hd
lapsed for each - -gLéarter
97% of fund herio
Included in investments:
]mfc'ilkl uy;:ar 90 days’ notice
‘Archstone Offshore Fund, : : X prior to Jast day of
LTD-() $309 § 413 None p_e__no_c_i has. each 4-quarter
lapsed for eriod
97% of fund P
Included in pension plan
assets:
Im{t;e:}iguyg?ar 80 days' natice
Archstane Offshore Fund, @ : _ S0y o prior to last day of
LTD (i) $ 2,774 $ 2,588 Nane period has each 4 quarter
lapsed for eriod
97% of fund pe
{i) The Archstone. Offshare Fund. consists of 16 underlying funds, The fund's. investment objective is to

achieve long-term growth of capital with reduced volatility by allocating its capital among various money
managers that; as-a group, employ a variety of investinent techniques and strategies. The fund will not
atternpt to gain control over any portfolio fund and will generally limit its investments so that it will hold no
‘more than 10% of the outstanding interests of any one portfolio fund.. In addition, the fund will generally
invest no mare than 25% of its assets in any cne’portfolie fund.

(i) If the aggregate amount requested by investors to be redeemed on any redemption date is greater than
25% of the net asset value of the total fund, the Fund Board may reduce the amount of shares to be’
redeemed pro rata among investors so that the aggregate amount to be withdrawn equals 25% of the net

asset value of the fund.
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Assefls Limited as o Use

The fair value hierarchy of assets limited as to use at-June 30 follows:

2017
Level 1 __level2 Total
Interrially designated for specific purposes: 7
Cash and cash equivalents 3 2,729 3 - 3 2,729
1U.8. Treasury and agency obligations - 5,893 5,893
Foreign government bonds and bond funds 18,255 76 18,331
Demestic corporate bonds - 11,405 11,405
Domestic corporate bond finds 24,903 _ - 24,903
Asset and mortgage-backed securities - 15,056 15,056
Foreign corporate bonds and bond funds 564 2,579 3,143
Domestic equity securities 19,363 - 19,363
Foreign equity securities 8,261 - 8,261
Domestic exchange-traded funds 3,507 - 3,507
Total assets in the fair value hierarchy 77.582 35.009 112,591
investments measured at'net asset value {a) 4739
117,330
Held by trustee under indenture agreement:
Cash and cash equivalents . 1,308 6,435 7,743
U.S. agency obligations - 9,744 §,744
Domestic corporate bonds - 4,593 4,593
1,308 20.772 22,080
Foundation held funds, both donor restricted
and otherwise limited as to Use: _
Cash and cash equivalents 986 - 986
‘U.8. Treasury and agency obligations - 278 278
Domestic equity and asset-backed securities 1,282 406 1,688
Domestic corporate bonds - 417 417
Foreign cofporate borids - 50 50
Domestic exchange-traded funds 2,170 - 2170
3 4,438 3 1,151 5,589

5 144,999

{a) In accordance with Topic 820, certain investrents that were measured at NAV per share (or its equivalent)
have not been classified in the fair value hierarchy. The fair value amounts presented in this table are
intended to permit reconciliation of the fair value hierarchy to the line ifems presented in the consolidated
balance sheets.
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DeKalb Regional Health System, Inc. and Subsidiaries
Notes to Consolidated Finaneial Statements (all tabular amounts in thousands)

2016
Level 1 Level 2 Total
Interrially desighated for specific purposes:
Cash and cash equivalents $ 2,901 3 - $ 2,901
U.S. Treasury and agency obligations - 14,685 14,695
U:8. government bond funds 895 - 895
Foreign government bonds and bond funds 25,389 510 25,899
Domestic corporate bonds - 18,997 18,997
Domestic corporate bond funds 9,404 - 9,404
Asset arid mortgage-backed securities - 18,814 18,814
Foreagn corporate bonds-and bond funds 736 6,582 7,318
Domestic equity securities 26,024 - 26,024
Foreign equity securities : 14,099 - 14,099
Domestic exchange-traded funds 3,568 - 3,568
Total assets in the fair value hierarchy . 83,016 59,508 142,614
Investments measured at net asset value (a) 8.130
150,744
Held by trustee under indenture agreement: _
Cash and cash equivalents 660 6,282 B,942
U.S. agency. obligations - 9,891 9,891
Domestic corporate bonds ' _ - 4,060 4 060
_ 660 20,233 20,893
Foundation hetd funds, both donor restricted
and otherwise limited as to use:
Cash and cash equivalents 759 - 759
U.8. Treasury and agency obligations - 604 604
Domestic equity-and asset-backed securities 1,218 173 1,389
Domestic corporate bonds. - 542 542
Foreign corporate bonds - 73 73
Domestic exchange-traded funds 1,969 - 1,968
3 3,944 3 1,392 5,336
3 176,973

(a) In accordance with Topic 820, certain investments that were measured at NAV per share. (or Its equivalent)
have not been classified in the fair value hierarchy. The fair value amounts presented in this table are
intendedta permit reconciliation of the fair value hierarchy to the line items presented in the balance sheets,
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DeKalb Regional Health System, Inie. and Subsidiaries
Notes to Consolidated Financial Statements (all tabular amounts in thousands)

Investments

The fair value hierarchy of investments at June 30 follows:

2017
Level 1 Level 2 Total
Investments:
Cash and cash equivalents $ 178§ - $ 178
U.S. Treasury obligations - 385 385
Foreign government bonds-and bond furids 1,192 5 1,197
Domestic corporate bonds and bond funds 1,626 744 2,370
Asset and mortgage-backed securities: - 983 883
Foreign corporate bonds - and.bond funds 37 168 ‘205
Domestic equity securities and equity: funds 1,264 - 1,264
Foreign equity securities 539, - 538
Domestic-exchange-traded funds 229 - 229
Total assets in the fair valde hierarchy 5,065 2,285 7,350
Investments measured at net asset value {a) 308
5 . 7659
. 2016
Level 1 Level 2 Total
[nvestments:
Cash and cash equivalents $ 148 % - $ 148
U.S. Treasury obligations - 747 747
U.S. agency-obligations _ 45 - 45
Foreign government bonds and bond funds 1.316 - 1,316
Domestic corporate bonds and bond funds 478 865 1,443
Asset and mortgage-backed securities - 950 g50
Foreigh corporate bonds and bond funds 37 341 378
Domestic equity securities and equity funds 1,322 - 1,322
Foreign equity securities 718 - 716
Domestic exchange-traded funds - 181 181
Total assets in the fair value hierarchy 4.062 . 3,184 7,246
Investménts meadsured at net asset value (a) 413
s ... 7,850

(a) In accordance with Topic 820, certain investments that were measured at NAV per share (or its
‘equivalent) have not been classrf ed in the fair value hierarchy. The fair value amounts presented in this
table are intended to permit reconciliation of the fair value hierarchy to the iine items presented in the
balance sheets,
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DeKalb Regional Health System, Inc. and Subsidiaries:
Notes to Consolidated Financial Statements (all tabular amounts in thousands)

Pension Plan Assets

The fair value hierarchy of Plan asséts at June 30 foliows:

2017
Level 1 Level2 Total

Cash and cash equivalents _ 3 2,805 $ - $ 2,805
U.S. Treasury and agency obligations - 44 454 44 454
U.S. government and municipal bond funds 3,877 - 3,877
Domestic corporate bonds and bond funds 494 58,207 58,701
Foreign corporate bends and bond funds 251 5,082 5,333
Asset-backed securities and fixed Income funds 1,328 1.139 2,467
Domestic equity securities and equity funds 22,582 - 22,582
Foreign equity securities 731 - 731
International private mutual funds 14,182 - 8,088
Domestic exchange-traded funds 8.088 - 14,182
Total assets in the fair'value hierarchy $ 54338 § 108882 163,220
Investments measured at net asset value (a) 2774

$ 165004

20186
Level 1 Level 2 Total

Cash and cash egtiivalents- $ 4227 $ - $ 4,227
1.S. Treasury and agency obligations = 33,724 33,724
U.S. government and municipal bond funds 8,562 - B.562
Domestic corporate bonds and bond funds 30 66,802 66,832
Foreign corporate bonds and bond funds 241 6,653 5.894
Asset-backed securities and fixed income furds 1,382 1,209 2,591
Domestic equity securities and equity funds 18,769 - 18,769
Foreign equity securities 828, - 826
International piivate-mutual funds 12,649 - 12,649
Doinestic exchange-traded furids 7.810 - 7.810
Total assets in the fair value hierarchy 5 54496 §___ 108,388 162,884

Investments measured at net asset-value (a)

2,588

g

(a) In accordance with Topic 820, certain investments that were measured at NAV per share (orits equivalent)
have not been classified in the fair value hierarchy. The fair value amounts presented in this table are
intended to permit reconciliation of the fair value hierarchy to the line items presented inthe balance sheets.
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D¢Kalb Regional Health System, Ine. and Subsidiaries
Notes to Consolidated Financial Statements (all tabular amounts in-thousands)

Other Financial Inshruments

Except for long-term debt, the. carrying amounts for other fi nancial instruments approximate their estimated fair
values at June 30, 2017 and 2016 due to their short-term nature or based on the measurements described below.

Long-term Debt:

The. System s lofig-term debt consists of publicly traded municipal bonds, These bonds are not considered to be
traded in an active market, as transactions generally do not take place with sufficient frequency and volume to
prowde pricing information on an ongoing basis, The fair value of long-term debt instruments has been estimated
using historical traded prices for the- System's bonds, as well as y:eld curves for bonds ha\nng similar character,
coliateral, and ratings. No adjustment for fair value measurements is reflected or required-in the accompanying
consolidated balance sheets. The fair value of long-term debt is measured using Level 2 inputs and totaled
approx:mate[y $191,073,000 and $204,159,000 at June 30, 2017 and 2016, respectively.

Asset Retivement Obligation:

The System’s asset retirement obligation relates to its legal obligation over the removal of asbestos when the
System renovates or retires the impacted buildings. The System employed an independent third- party to develop
the initial fair value of the obligation, which includes the total estimated remioval costs, discounted using an expected
inflation rate, estimated discount rate, and expected years until renovation for each respective building, There have
been no buildings sold or renovated which have resulted in the removal of asbestos in satisfaction of the related
obligation. Further, there have been o additional building purchases that would require an additional obligatian for
asbestos removal. Therefore, the only change in the estimated fair value of the obligation is the'accretion fo present
value each pericd. As such, the fair value of the asset retirement obhgatlon approximates its carrying value using
Level 2 inputs.

Interest Rate Swaps:

The System's interest rate swaps were executed over the counter and are valued using the net present value of the
cash flow streams since no quoted market prices exist for such ihstruments. The System employs-an independent
third-party to perform a mark-to-market valuation assessment on the swaps to assess the reasonableness of the
estimated values. The interést rate swaps are reporied at fair value using Level 2 inputs.
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