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stockman kast ryan

LLP

INDEPENDENT AUDITORS' REPORT

Board of Directors
Parkview Health System, Inc.

We have audited the accompanying combined financial statements of Parkview Health System, Inc. and
Affiliates (collectively, the Health System) which comprise the combined balance sheets as of June 30,2017
and 2016 and the related combined statements of operations, changes in net assets, and cash flows for the years
then ended, and the related notes to the financial statements.

Management's Responsibility for the Financial Statements

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

Auditors' Responsibility

Our responsibility is to express an opinion on these combined financial statements based on our audits. We
conducted our audits in accordance with auditing standards generally accepted in the United States of America.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
combined financial statements are free of material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
combined financial statements. The procedures selected depend on the auditor's judgment, including the
assessment of the risks of material misstatement of the combined financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity's
preparation and fair presentation of the combined financial statements in order to design audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the entity's internal control. Accordingly, we express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting estimates made by
management, as well as evaluating the overall presentation of the combined financial statements.

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

102 N. Cascade Avenue, Suite 400, Colorado Springs, CO 80903

I (719) 630-1186

(719) 65()-118?




Opinion

In our opinion, the combined financial statements referred to above present fairly, in all material respects, the
financial position of Parkview Health System, Inc. and affiliates as of June 30, 2017 and 2016 and the results
of their operations, changes in their net assets and their cash flows for the years then ended in accordance with
accounting principles generally accepted in the United States of America.

Report on Supplemental Information

Our audit was conducted for the purpose of forming an opinion on the combined financial statements as a
whole. The supplemental combining information on pages 22 and 23 is presented for purposes of additional
analysis and is not a required part of the combined 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 combined financial statements. The information has been subjected to the auditing procedures
applied in the audit of the combined financial statements and certain additional procedures, including
comparing and reconciling such information directly to the underlying accounting and other records used to
prepare the combined financial statements or to the combined financial statements themselves, and other
additional procedures in accordance with auditing standards generally accepted in the United States of
America. In our opinion, the information is fairly stated in all material respects in relation to the combined
financial statements as a whole.

Stockman Rast Byan & Co., LLP

September 21, 2017




PARKVIEW HEALTH SYSTEM, INC. AND AFFILIATES

COMBINED BALANCE SHEETS

JUNE 30,2017 AND 2016
2017 2016

ASSETS
CURRENT ASSETS
Cash and cash equivalents $ 19,009,714 $ 35,034,917
Short-term investments 6,952,210 6,081,647
Current portion of assets limited as to use 5,448,539 4,740,022
Patient accounts receivable, net 41,967,601 40,238,123
Inventories 6,060,566 6,305,947
Other current assets 5.858.778 6,675,509
Total current assets 85,297,408 99,076,165
LONG-TERM INVESTMENTS 221,387,487 204,021,835
ASSETS LIMITED AS TO USE
Investments held by bond trustee 70,690,144 2,453,987
LAND, BUILDINGS AND EQUIPMENT, NET 175,250,623 167,252,321
INTANGIBLE ASSETS, NET 2,971,935 3,308,635
OTHER ASSETS 886.924 2,621,004
TOTAL ASSETS $ 556,484,521 $478,733,947
LIABILITIES AND NET ASSETS
CURRENT LIABILITIES
Accounts payable and accrued liabilities $ 37,736,660 $ 36,936,349
Estimated third-party payer settlements 47,532,813 54,963,864
Current maturities of bonds and notes payable 3,707,101 3,597,128
Total current liabilities 88,976,574 95,497,341
BONDS AND NOTES PAYABLE 174,223,386 104,130,036
TOTAL LIABILITIES 263.199.960 199.627.377
NET ASSETS
Unrestricted:

Parkview Health System 290,523,360 276,795,689

Non-controlling interest in subsidiary 857,858 595,202
Total unrestricted 291,381,218 277,390,891
Temporarily restricted 1,903,343 1,715,679
Total net assets 293,284,561 279,106,570
TOTAL LIABILITIES AND NET ASSETS $556,484,521 $478,733,947

See notes to combined financial statements.



Larry Brunn


Larry Brunn


Larry Brunn

Larry Brunn

Larry Brunn

Larry Brunn


PARKVIEW HEALTH SYSTEM, INC. AND AFFILIATES

COMBINED STATEMENTS OF OPERATIONS
FOR THE YEARS ENDED JUNE 30, 2017 AND 2016

OPERATING REVENUES
Patient service revenue, net of contractual allowances
Provision for bad debts

Net patient service revenue, less provision for bad debts
Other operating revenue
Total

OPERATING EXPENSES
Salaries and benefits
Physician practice expenses
Supplies and drugs

Purchased services
Depreciation and amortization
Medical education

Interest

Other expenses

Total
INCOME FROM OPERATIONS

NON-OPERATING INCOME (EXPENSE)
Investment income
Other expense, net

Total
EXCESS OF REVENUES OVER EXPENSES

Net unrealized gains (losses) on investments

Net assets released from restrictions — capital acquisition
and other

Distributions to non-controlling member of subsidiary

INCREASE IN UNRESTRICTED NET ASSETS

See notes to combined financial statements.

2017

$ 409,582,537

(24,035.,008)

2016

$ 376,814,445
(21,981,628)

385,547,529 354,832,817
9.640.,392 9.937.057
395.187.921 364.769.874
159,038,906 151,360,545
70,599,591 49,420,873
68,081,171 67,844,344
43,549,675 50,418,940
18,793,560 17,597,046
5,793,800 5,085,834
4,240,706 4,451,790
13.195.898 13.406,292
383.293.307 359.585.664
11.894.614 5,184,210
5,171,991 3,468,551
(2.529.797) (2.160.964)
2,642,194 1,307,587
14,536,808 6,491,797
(359,441) 6,687,153
224,922 258,615
(411,962) (585.669)
13,990,327 § 12,851,896
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PARKVIEW HEALTH SYSTEM, INC. AND AFFILIATES

COMBINED STATEMENTS OF CHANGES IN NET ASSETS
FOR THE YEARS ENDED JUNE 30, 2017 AND 2016

2017 2016

UNRESTRICTED NET ASSETS
Excess of revenues over expenses $ 14,536,808 $ 6,491,797
Net unrealized gains (losses) on investments (359,441) 6,687,153
Net assets released from restrictions — capital acquisitions

and other 224,922 258,615
Distributions to non-controlling member of subsidiary (411.962) (585.669)
Increase in unrestricted net assets 13,990,327 12,851,896
TEMPORARILY RESTRICTED NET ASSETS
Contributions restricted for capital acquisitions and other purposes 412,586 331,385
Net assets released from restrictions — capital acquisitions

and other (224.922) (258.615)
Increase in temporarily restricted net assets 187,664 72,770
INCREASE IN NET ASSETS 14,177,991 12,924,666
NET ASSETS, Beginning of year 279,106,570 266,181,904
NET ASSETS, End of year $293,284,561  $279,106,570

See notes to combined financial statements.




PARKVIEW HEALTH SYSTEM, INC. AND AFFILIATES

COMBINED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED JUNE 30, 2017 AND 2016

2017 2016
CASH FLOWS FROM OPERATING ACTIVITIES
Change in net assets $ 14,177,991 12,924,666
Adjustments to reconcile change in net assets to net
cash provided by operating activities:
Depreciation and amortization 18,793,560 17,597,046
Unrealized gains (losses) on investments 359,441 (6,687,153)
Other 4,099,567 2,496,406
Changes in operating assets and liabilities:
Patient accounts receivable, net (1,729,478) (7,932,901)
Other current assets 1,062,112 (1,274,976)
Accounts payable and accrued liabilities (1,459,838) 4,767,115
Estimated third-party payer settlements (7.431,051) 16,458,904
Net cash provided by operating activities 27,872,304 38,349,107
CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from sales or maturities of investments 39,315,297 100,635,565

Purchases of investments

Purchases of land, buildings and equipment
(Increase) decrease in assets limited as to use
Other

Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from issuance of bonds
Principal payments on bonds and notes

Net cash provided by (used in) financing activities

NET INCREASE (DECREASE) IN CASH
AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS, Beginning of year

CASH AND CASH EQUIVALENTS, End of year

(58,237,011)
(26,574,119)

(98,002,458)
(31,217,825)

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION

Cash paid during the year for interest, net of interest capitalized
of $2,200,850 and $99,427 during 2017 and 2016 $ 3,506,231

NON-CASH INVESTING AND FINANCING ACTIVITIES
Construction in progress and equipment acquired with
accounts payable

(68,944,674) 5,223,380
165,371 (1,039.332)
(114.275,136) (24.400.670)
73,974,770
(3.597.141) (4,015.148)
70.377.629 (4,015.148)
(16,025,203) 9,933,289
35.034.917 25,101,628
$ 19,009,714 § 35,034,917
3,940,596
$ 2,260,149 30,879

See notes to combined financial statements.




PARKVIEW HEALTH SYSTEM, INC. AND AFFILIATES

FOR NOTES TO COMBINED FINANCIAL STATEMENTS

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Organization — Parkview Health System, Inc. (Parkview Health System), a Colorado not-for-profit
corporation, controls the following affiliates: Parkview Medical Center, Inc. (the Medical Center);
Parkview Ancillary Services, LLC (Parkview Ancillary Services); and Pueblo Health Care, Inc.
(Pueblo Health Care). Parkview Health System provides management and financial services to the
other entities. The Medical Center operates hospital facilities and provides a wide range of acute care
services primarily to patients in southeastern Colorado. Parkview Ancillary Services operates
physician practices and provides billing services. Pueblo Health Care provides contract management
services for the Medical Center and other health care providers. Parkview Foundation, Inc. (the
Foundation), an affiliated entity, solicits and holds charitable contributions for the benefit of the
Health System.

As of June 30, 2017 and 2016, the Medical Center has a 51% interest in Parkwest Imaging Center,
LLC, an imaging center (Parkwest Imaging Center).

Principles of Combination — The combined financial statements for the years ended June 30,2017
and 2016 include the accounts of Parkview Health System, the Medical Center, the Foundation,
Parkview Ancillary Services, Pueblo Health Care, and Parkwest Imaging Center (collectively, the
Health System). The combined financial statements include all assets, liabilities, revenues and
expenses of Parkwest Imaging Center. Accordingly, the financial statements include the earnings and
equity of the 49% non-controlling interest in Parkwest Imaging Center (see Note 14). All significant
intercompany transactions have been eliminated in combination.

Basis of Presentation — The combined financial statements are prepared on the accrual basis of
accounting. The Health System reports information regarding its financial position and activities
according to three classes of net assets: unrestricted net assets, temporarily restricted net assets and
permanently restricted net assets. Temporarily restricted net assets are those whose use has been
limited by donors to a specific purpose. Permanently restricted net assets are those whose use is
limited by donor-imposed stipulations that neither expire by passage of time nor can be fulfilled or
otherwise removed by actions of the organization. The Health System has no permanently restricted
net assets as of June 30, 2017 and 2016.

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 Health System considers all highly liquid investments not
included in assets limited as to use and purchased with an initial maturity of three months or less to be
cash equivalents. The Health System maintains deposits in financial institutions and these deposits
exceed federally insured limits.



Investments — Investments in debt and equity securities are measured at fair value in the balance
sheet. Investment income or loss (including realized gains and losses on investments, interest and
dividends) is included in the excess of revenues over expenses unless the income or loss is restricted
by donor or law. Unrealized losses that are not considered other-than-temporary and unrealized gains
are excluded from the excess of revenues over expenses.

Patient Accounts Receivable — The Health System reports patient accounts receivable for services
rendered at net realizable amounts from third-party payers, patients, and others. The Health System
provides an allowance for doubtful accounts based upon a review of outstanding receivables, historical
collection information and existing economic conditions for its major payer groups. Management
regularly reviews information about these major payer sources of revenue in evaluating the sufficiency
of the allowance for doubtful accounts.

As a service to the patient, the Health System bills third-party payers directly and bills the patient
when the patient's liability is determined. Patient accounts receivable are due in full when billed.
Accounts are considered delinquent and subsequently written off based on individual credit evaluation
and specific circumstances of the patient or third-party payer.

For receivables associated with services provided to patients who have third-party coverage, the
Health System 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 Health System 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) and the amounts actually collected after all reasonable
collection efforts have been exhausted is charged off against the allowance for doubtful accounts.

The Health System’s allowance for doubtful accounts for self-pay patients was 91% and 93% of self-
pay accounts receivable at June 30, 2017 and 2016, respectively. The Health System did not have a
material allowance for doubtful accounts from third-party payers as of June 30, 2017 and 2016.

Net Patient Service Revenue — Net patient service revenue is reported at estimated net realizable
amounts from patients, third-party payers, and others for services rendered and includes estimated
retroactive revenue adjustments due to future audits, reviews, and investigations. Retroactive
adjustments are recognized on an estimated basis in the period the related services are rendered, and
such amounts are adjusted in future periods as adjustments become known or as years are no longer
subject to such audits, reviews, and investigations.

Inventories — Inventories are stated at the lower of cost (first-in, first-out) or market.
Assets Limited as to Use— Assets limited as to use consist of investments held by the bond trustee

for construction and debt service. Amounts required to meet current liabilities of the Health System
are classified as current assets.



Land, Buildings and Equipment — Land, buildings and equipment are recorded at cost. Net interest
incurred during the construction period is included in the cost of buildings. Depreciation is computed
using the straight-line method over the estimated useful life, which ranges from 3 through 15 years for
equipment and from 5 through 40 years for buildings and building components. All acquisitions of
land, buildings and equipment in excess of $2,000 and expenditures for repairs, maintenance and
improvements that materially extend the useful lives of assets are capitalized.

Intangible Assets — Intangible assets relate to the acquisition of Pueblo Imaging Center, LLC during
the year ended June 30, 2015 and consist of existing referring physician relationships, trademarks, and
goodwill. The Health System amortizes the existing referring physician relationships over their
estimated useful life of 10 years. The Health System does not amortize goodwill, but it is tested for
impairment using a fair value approach. The Health System has determined that there was no
impairment of goodwill as of June 30, 2017 and 2016.

Deferred Financing Costs — Financing costs incurred in connection with the issuance of bonds are
deferred and amortized using the effective interest method over the life of the bonds. Such financing
costs are netted with Bond and Notes Payable in the combined balance sheets.

Investments in Affiliates — The Health System accounts for its investments in affiliates using the
cost or equity methods depending on its ability to exercise influence over the affiliates' operating and
financial policies. Such investments are recorded in Other Assets in the combined balance sheets.

Statement of Operations — The statement of operations includes the performance indicator, Excess
of Revenues over Expenses. Changes in unrestricted net assets which are excluded from Excess of
Revenues over Expenses, consistent with industry practice, include unrealized gains and losses on
investments other than trading securities, permanent transfers of assets to and from affiliates for other
than goods and services, and contributions of long-lived assets (including assets acquired using
contributions which by donor restriction were to be used for the purposes of acquiring such assets).

Income Taxes — Parkview Health System and its affiliates, except Pueblo Health Care, are exempt
from income taxes. Pueblo Health Care is a taxable entity but did not incur material tax liabilities for
the years ended June 30, 2017 and 2016. Parkview Imaging Center and Parkview Ancillary Services
are limited liability companies and are not subject to income taxes.

The Health System accounts for any uncertainty in income taxes by recognizing the tax benefit from
an uncertain tax position only if it is more likely than not that the tax position will be sustained on
examination by the taxing authorities, based on the technical merits of the position. The Health System
believes that it does not have any uncertain tax positions that are material to the financial statements.
The Health System and its affiliates' income tax returns for 2014 through the current period remain
open to examination by the Internal Revenue Service and relevant state authorities.

Electronic Health Records Incentive Program — The Electronic Health Records Incentive
Program, enacted as part of the American Recovery and Reinvestment Act of 2009, provides for one-
time incentive payments under both the Medicare and Medicaid programs to eligible medical centers
that demonstrate meaningful use of certified electronic health records technology. Payments under
both programs are contingent on the Health System continuing to meet escalating meaningful use
criteria and any other specific requirements that are applicable for the reporting period. The final
amount for any payment year is determined based upon an audit by the fiscal intermediary. Events
could occur that would cause the final amounts to differ materially from the initial payments under the
program.



The Health System recognizes revenue when management has determined compliance with all of the
meaningful use objectives and any other specific grant requirements applicable for the reporting
period. During the years ended June 30, 2017 and 2016, the Health System recognized $1,109,637
and $1,602,065, respectively, of other operating revenue relating to electronic health records
incentives.

Change in Accounting Principle — During the year ended June 30, 2017, the Health System
implemented Accounting Standards Update (ASU) 2015-03, Interest — Imputation of Interest:
Simplifying the Presentation of Debt Issuance Costs. The objective of ASU 2015-03 is to classify debt
issuance costs that were previously reported as an asset as a direct deduction from the carrying amount
of that debt liability. Amortization of the debt issuance costs, which were previously reported as
amortization expense, are reported as interest expense.

ASU 2015-03 was effective for fiscal years beginning after December 15, 2015 and the changes have
been reflected in the 2017 and 2016 combined balance sheets and statements of operations. The net
bond issuance costs that were reclassified as a deduction of bonds payable at June 30, 2016 were
$1,019,681. Amortization expense that was reclassified as interest expense for the year ended June 30,
2016 was $85,967.

Reclassifications — Certain reclassifications have been made to prior year amounts to conform to the
current year presentation.

Subsequent Events — The Health System has evaluated subsequent events for recognition or
disclosure through the date of the Independent Auditors' Report, which is the date of issuance of the
financial statements.

NET PATIENT SERVICE REVENUE

A summary of patient service revenue and contractual adjustments is as follows for the years ended
June 30:

2017 2016

Patient service revenue

Inpatient $ 944,106,917 § 872,280,850

Outpatient 1,036,778.083 915,539.116
Total gross patient service revenue 1,980,885,000 1,787,819,966
Contractual allowances (1,571.302.463) (1.411.005.521)
Patient service revenue, net of contractual allowances 409,582,537 376,814,445
Provision for bad debts (24.035.008) (21.981.628)

Net patient service revenue, less provision for bad debts $ 385,547,529 $ 354,832,817

-10 -



Patient service revenue, net of contractual allowances (but before the provision for bad debts),
recognized during the years ended June 30, 2017 and 2016 consists of the following:

2017 2016
Medicare $ 121,733,682 § 118,158,347
Medicaid 46,107,874 40,294,755
Other third-party payers 218,877,977 197,648,979
Self-pay 22.863.004 20,712,364
Total $ 409,582,537 § 376,814,445

The Health System has agreements with third-party payers that provide for payments to the Health
System at amounts different from its established rates. A summary of the payment arrangements under
the Medicare and Medicaid programs follows:

o Medicare - Services rendered to Medicare program beneficiaries are generally paid at
prospectively determined rates. These rates vary according to a patient classification system that is
based on clinical, diagnostic, and other factors. The Health System is reimbursed at a tentative rate
with final settlement determined after submission of annual cost reports by the Health System and
audits thereof by the Medicare fiscal intermediary.

e Medicaid - Services rendered to Medicaid program beneficiaries were reimbursed under a cost
reimbursement methodology for certain services and at prospectively determined rates for other
services through October 2016. Beginning in November 2016, services rendered to Medicaid
program beneficiaries are reimbursed at prospectively determined rates. The Health System is
reimbursed at a tentative rate with final settlement determined after submission of annual cost
reports by the Health System and audits thereof by the Medicaid fiscal intermediary. Although
state-administered, the Medicaid program is a joint federal and state program for which the federal
government pays a portion of the cost.

Laws and regulations governing the Medicare and Medicaid programs are extremely complex and
subject to interpretation. As a result, there is at least a reasonable possibility that recorded estimates
will change by a material amount in the near term. The 2017 and 2016 net patient service revenue
amounts increased by approximately $13,157,000 and $5,067,000, respectively, due to prior-year
settlements, revisions of estimates, and the reversal of allowances previously estimated that are no
longer necessary as a result of final settlements. The 2017 amount includes approximately $6 million
resulting from a reduction in the estimated repayment of Medicaid provider fees received in prior
years. The Medicare and Medicaid programs could be materially modified in future years. Any
material changes in the funds provided under these programs would have a correspondingly material
effect on the Health System's results from operations.

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

The Health System grants equal access to health care services to all members of its community
regardless of financial status. It is the Health System's policy to bill for, and pursue collection of, all
services rendered. At the point in time that a charge is believed to be uncollectible, the related
receivable is written off. Annual provisions are made for estimated uncompensated services, which
include bad debts and other uncollectible amounts. See Note 9 regarding charity and indigent care
provided by the Health System.
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INVESTMENTS

Investments consist of the following as of June 30:

2017 2016
Short-term investments $ 6952210 $ 6,081,647
Long-term investments 221,387,487 204,021,835
Investments held by bond trustee 76,138,683 7,194,009
Total $304,478,380 $217,297,491

Generally accepted accounting principles require the Health System to use a framework for measuring
fair value. That framework provides a fair value hierarchy that prioritizes the inputs to valuation
techniques used to measure fair value. The hierarchy gives the highest priority to unadjusted quoted
prices in active markets for identical assets or liabilities (Level 1 measurements) and the lowest
priority to unobservable inputs (Level 3 measurements). The three levels of the fair value hierarchy are
described below:

Level 1: Unadjusted quoted prices in active markets for identical assets or liabilities that the Health
System has the ability to access.

Level 2: Valuations determined using significant other observable inputs. Inputs to the valuation
methodology include:

e Quoted prices for similar assets or liabilities in active markets;
e Quoted prices for identical or similar assets or liabilities in inactive markets;
o Inputs other than quoted prices that are observable for the asset or liability;

e Inputs that are derived principally from or corroborated by observable market data by
correlation or other means.

If the asset or liability has a specified (contractual) term, the Level 2 input must be observable for
substantially the full term of the asset or liability.

Level 3: Valuations determined using significant unobservable inputs.

The investment's fair value measurement level within the fair value hierarchy is based on the lowest
level of any input that is significant to the fair value measurement. Valuation techniques used need to
maximize the use of observable inputs and minimize the use of unobservable inputs.

Cash equivalents, mutual funds and equity securities are valued at quoted prices in active markets.
U.S. government and agency securities, corporate fixed income securities and certificates of deposit
are valued at quoted prices in inactive markets and using other observable inputs.

The preceding methods may produce a fair value calculation that may not be indicative of net
realizable value or reflective of future fair values. Furthermore, although the Health System believes
its valuation methods are appropriate and consistent with other market participants, the use of different
methodologies or assumptions to determine the fair value of certain financial instruments could result
in a different fair value measurement at the reporting date.

-12 -



The following table sets forth by Level, within the fair value hierarchy, the Health System's
investments at fair value as of June 30:
Quoted Significant
Prices in Active  Other
Markets for Observable
Unrealized Identical Assets Inputs
Cost Gains (Losses) Fair Value (Level 1) (Level 2)

2017:
U.S. government and

agency securities $ 206,568,138 $ (2,480,221) $ 204,087,917 $ 204,087,917
Domestic equities 21,051,714 4,459,473 25,511,187 $ 25,511,187
Corporate fixed income

securities 20,973,168 62,581 21,035,749 21,035,749
Certificates of deposit 15,140,254 40,831 15,181,085 15,181,085
Cash equivalents 14,662,157 14,662,157 14,662,157
Domestic equity

mutual funds 4,349,817 4,816,361 9,166,178 9,166,178
International equities 6,784,813 1,059,628 7,844,441 7,844,441
International equity

mutual funds 4,122,739 630,790 4,753,529 4,753,529
Real estate mutual

fund 1,905,827 330,310 2,236,137 2,236,137
Total $ 295,558,627 $§ 8,919,753 §$304.478.380 $ 64,173,629 $ 240,304,751
2016:
U.S. government and

agency securities $ 122,940,002 $§ 2,333,466 $ 125,273,468 $ 125,273,468
Domestic equities 21,747,550 1,917,177 23,664,727 $ 23,664,727
Corporate fixed income

securities 20,278,546 342,664 20,621,210 20,621,210
Certificates of deposit 19,196,545 356,875 19,553,420 19,553,420
International equities 9,047,480 383,844 9,431,324 9,431,324
Domestic equity

mutual funds 4,176,425 3,561,426 7,737,851 7,737,851
Cash equivalents 4,768,005 4,768,005 4,768,005
International equity

mutual funds 4,004,566 (37,184) 3,967,382 3,967,382
Real estate mutual

fund 1,809,573 470,531 2,280,104 2,280,104
Total $ 207,968,692 $§ 9,328,799 $217,297.491 $ 51,849,393 $ 165,448,098

The Health System has no investments valued using significant unobservable inputs (Level 3) as of
June 30, 2017 and 2016.
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Investments in unrealized loss positions for greater than one year were as follows as of June 30:

Unrealized

Cost Losses Fair Value
2017:
U.S. government and agency securities $11,976,729 $ (500,839) $ 11,475,890
Certificates of deposit 418,000 (12,128) 405,872
Total $12394729 $ (512,967) $ 11,881,762
2016:
U.S. government and agency securities $ 3,092,069 $ (54,450) $ 3,037,619
Certificates of deposit 568,000 (1,679) 566,321
Domestic equities 3,466,987 (87.818) 3,379,169
Total $ 7,127,056 $ (143,947) $ 6,983,109

The unrealized losses on the Health System's U.S. government and agency securities and certificates of
deposit were caused primarily by interest rate fluctuations. The unrealized losses on the domestic
equities related to normal market fluctuations. Because the Health System has the ability and intent to
hold these investments until a recovery of fair value, which may be maturity where applicable, the
Health System does not consider these investments to be other-than-temporarily impaired at June 30,
2017 and 2016.

Realized gains and losses on disposal of investments are computed as the difference between the
proceeds received from the sale and the cost of the specific investment. Investment income includes
$(283,687) and $178,728 of realized gains (losses) for the years ended June 30, 2017 and 2016,
respectively.

The terms of bond indentures provide for the establishment of various bond trust funds which can be
used only for the purposes designated in the agreements (see Note 7). Such funds are classified as
current to the extent that funds on hand will be used to satisfy current liabilities, including maturities
of bond principal. Funds held for construction are classified as long-term.

The Health System routinely invests the majority of its surplus operating funds in fixed income
investments including U.S. government and agency obligations, certificates of deposit and corporate
fixed income securities. Management believes that credit risk related to such investments is not
material to the accompanying financial statements.

PATIENT ACCOUNTS RECEIVABLE

The Health System grants credit without collateral to its patients, most of who are local residents and
are insured under third-party payer agreements. The composition of net patient accounts receivable is
as follows as of June 30:

2017 2016
Medicare 26% 26%
Medicaid 18% 14%
Other third-party payers 55% 59%
Patients 1% 1%
Total 100% 100%
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The Health System has an agreement with a bank under which the Health System guarantees loans
made by the bank to patients to enable the patients to satisfy their obligations to the Health System. As
of June 30, 2017 and 2016, outstanding loans not yet collected by the bank totaled approximately
$3,000,000 and $2,873,000, respectively. The Health System has recorded an allowance of
approximately $1,120,000 and $1,099,000 for estimated losses relating to potential repurchases of
such loans as of June 30, 2017 and 2016, respectively.

LAND, BUILDINGS AND EQUIPMENT

Land, buildings and equipment consist of the following as of June 30:

2017 2016
Buildings and improvements $234,042,199 $226,158,803
Equipment and furniture 115,615,562 108,341,460
Land and improvements 12,816,821 12,816,896
Construction in progress 16,968,616 7,113,975
Total 379,443,198 354,431,134
Less accumulated depreciation 204,192,575 187,178,813
Land, buildings and equipment, net $175,250,623  $167,252,321

INTANGIBLE ASSETS

Intangible assets relate to the acquisition of Pueblo Imaging Center, LLC in August 2014 and consist
of the following as of June 30:

Gross Net
Carrying Accumulated Carrying
Amount Amortization Amount
2017:
Amortized intangible assets:
Existing physician relationships $ 3,264,000 $ (952,0000 $ 2,312,000
Trademarks 103,000 (30,042) 72,958
Total 3,367,000 (982,042) 2,384,958
Goodwill 586.977 586.977
Intangible assets, net $ 3953977 $ (982,042) $ 2971935
2016:
Amortized intangible assets:
Existing physician relationships $ 3,264,000 § (625,600) $§ 2,638,400
Trademarks 103,000 (19.742) 83,258
Total 3,367,000 (645,342) 2,721,658
Goodwill 586,977 586,977
Intangible assets, net § 3953977 § (645342) § 3,308,635

Amortization expense on amortized intangible assets for both the years ended June 30,2017 and 2016
was $336,700.
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Estimated future amortization expense as of June 30, 2017 is as follows:

2018 $ 336,700
2019 336,700
2020 336,700
2021 336,700
2022 336,700
Thereafter 701,458
Total $ 2.384,958

BONDS AND NOTES PAYABLE

Bonds and notes payable consist of the following as of June 30:

2017 2016

Series 2016 Hospital Revenue Bonds $ 70,590,000

Series 2015A Hospital Revenue Refunding Bonds 4,500,000 $ 4,885,000
Series 2015B Hospital Revenue Refunding Bonds 37,425,000 37,530,000
Series 2014 Hospital Revenue Refunding Bonds 9,860,000 10,855,000
Series 2012 Hospital Revenue Bonds 26,460,000 27,440,000
Series 2007B Hospital Revenue Refunding Bonds 23,090,000 24,175,000
Notes payable 1,362,101 1,409,242
Bonds and notes payable, principal balances 173,287,101 106,294,242
Bond issue premiums 5,845,141 2,452,603
Bond issuance costs (1.,201.755) (1,019.681)
Total 177,930,487 107,727,164
Less current maturities 3,707,101 3,597,128
Long-term maturities $174,223,386  $104,130,036

Bond issue premiums and bond issuance costs are being amortized over the lives of the respective
bonds.

In September 2016, Hospital Revenue Bonds, Series 2016, were issued in the amount of $70,590,000
to fund various construction projects. The 2016 Bonds mature in varying installments from 2037
through September 2046 with interest rates ranging from 3.125% to 5%. Bond interest and principal
are deposited with the bond trustee in annual requirements ranging from $2,814,256 to $7,997,500.
The 2016 Bonds are collateralized by net pledged revenues and certain funds created under the Bond
Indenture.

In June 2015, Hospital Revenue Refunding Bonds, Series 2015A, were issued to provide for the
defeasance of $6,370,000 of the Health System’s Series 2005 Bonds. The 2015A Bonds mature in
varying installments through September 2025 with interest rates ranging from 2% to 5%. Bond interest
and principal are deposited with the bond trustee in annual requirements ranging from $543,538 to
$589,425. The 2015A Bonds are collateralized by net pledged revenues and certain funds created
under the Bond Indenture. The proceeds of the Series 2015A Bonds were deposited with an escrow
agent to provide for the future debt service payments on the Series 2005 Bonds. Since the Series 2005
Bonds were defeased, the liability for these bonds was removed from the financial statements.
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In June 2015, Hospital Revenue Refunding Bonds, Series 2015B, were issued to provide for the
defeasance of $38,380,000 of the Health System’s Series 2007A Bonds. The 2015B Bonds mature in
varying installments through September 2031 with interest rates ranging from 2% to 5%. Bond interest
and principal are deposited with the bond trustee in annual requirements ranging from $1,769,975 to
$6,295,400. The 2015B Bonds are collateralized by net pledged revenues and certain funds created
under the Bond Indenture. The proceeds of the Series 2015B Bonds were deposited with an escrow
agent to provide for the future debt service payments on the Series 2015A Bonds. Since the Series
2007 A Bonds were defeased, the liability for these bonds was removed from the financial statements.

In September 2014, Hospital Revenue Refunding Bonds, Series 2014, were issued for the repayment
of $13,245,000 of the Health System’s Series 2004 Bonds. The 2014 Bonds mature in varying
installments through September 2025 with an interest rate of 2.39%. Bond interest and principal are
deposited with the bond trustee in annual requirements ranging from $1,208,202 to $1,254,435. The
2014 Bonds are collateralized by net pledged revenues and certain funds created under the Bond
Indenture.

In October 2012, Hospital Revenue Bonds, Series 2012, were issued in the amount of $29,310,000 to
fund various construction projects. The 2012 Bonds mature in varying installments through September
2037 with interest rates ranging from 2% to 5%. Bond interest and principal are deposited with the
bond trustee in annual requirements ranging from $1,202,975 to $2,123,675. The 2012 Bonds are
collateralized by net pledged revenues and certain funds created under the Bond Indenture.

In November 2007, Hospital Revenue Refunding Bonds, Series 2007B, were issued in the amount of
$30,530,000 to provide for the defeasance of the Health System's 1998 and 2001 A Bonds. The 2007B
Bonds mature in varying installments through September 2029 with interest rates ranging from 4% to
5%. Bond interest and principal are deposited with the bond trustee in annual requirements ranging
from $1,491,875 to $3,482,750. The 2007A Bonds are collateralized by net pledged revenues and
certain funds created under the Bond Indenture. The proceeds of the Series 2007B Bonds were
deposited with an escrow agent to provide for all future debt service payments on the Series 1998 and
2001A Bonds. Since the Series 1998 and 2001 A Bonds were defeased, the liability for these bonds
was removed from the financial statements.

The Bond Indentures require that certain funds be established and controlled by the bond trustee to
satisfy project construction and debt service requirements for as long as any of the bonds remain
outstanding. At June 30, 2017 and 2016, the following amounts were held in trusteed accounts to
satisfy these requirements (see Note 3):

2017 2016
Construction funds $ 68,682,016
Debt service funds 7,456,667 $ 7,194,009
Total $ 76,138,683 § 7,194,009

Additionally, the terms of the Bond Indenture contain restrictions regarding the issuance of additional
debt and the encumbrance or disposition of certain assets and require the Health System and other
members of the Obligated Group, as defined, to maintain certain levels of debt service.
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The Health System has a promissory note with an outstanding principal balance of $1,350,000 at
June 30, 2017 and 2016 which is collateralized by a building and bears interest payable quarterly at
6% - 7.5%. All principal is due at maturity in January 2030.

The Health System entered into a loan agreement in August 2014. The outstanding principal balance
of the loan was $12,101 and $59,242 at June 30, 2017 and 2016, respectively. The loan is
collateralized by equipment and bears interest payable monthly at 4.3%. Principal is payable monthly
through September 2017.

The aggregate future minimum principal repayment requirements of the bonds and notes for each of
the next five fiscal years are as follows:

2018 § 3,707,101
2019 3,850,000
2020 4,010,000
2021 4,160,000
2022 4,310,000
COMMITMENTS

Future minimum lease payments under various operating lease agreements for each of the next five
years are as follows as of June 30, 2017:

2018 $ 1,051,695
2019 1,051,695
2020 1,051,695
2021 1,051,695
2022 1,051,695
Total $ 5258475

Rental expense under operating leases, including month-to-month leases, for the years ended June 30,
2017 and 2016 was approximately $1,979,000 and $1,936,000, respectively.

The Health System is the lessor of numerous buildings under operating leases expiring in various years
through 2021. The buildings have a cost 0f $39,855,127 and accumulated depreciation of $21,760,948
as of June 30, 2017.

Minimum future rentals to be received on non-cancelable leases as of June 30, 2017 are as follows:

2018 § 2,188,947
2019 1,847,612
2020 1,252,990
2021 1,097,308
2022 68.036
Total $ 6,454,893
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As of December 31, 2016 the Medical Center has a commitment to lend a hospital up to $2,500,000
under a line of credit agreement entered into in 2014. Interest is charged on advances at 4.75% and
advances are collateralized by assets. This agreement will terminate on December 31, 2018, or 24
months after any advances made after December 31, 2016. There were no advances made to the
hospital during the years ended June 30, 2017 and 2016.

CHARITY AND INDIGENT CARE

The Health System provides care to patients who meet certain criteria under its charity care policy
without charge or at amounts less than its established rates. Because the Health System does not
pursue collection of amounts determined to qualify as charity care, they are not reported as revenue. In
addition to charity care, the Health System provides services to individuals with low incomes under
the Medicaid program, for which the payments received are less than the cost of providing the
services. The Health System also qualifies indigent patients for the State of Colorado Indigent Care
Program (CICP).

The estimated costs incurred under the Health System's charity care policy and Medicaid program are
as follows for the years ended June 30 (amounts do not include physician practice or Parkwest
Imaging Center balances):

2017 2016
Medicaid $ 78,128,000 $ 73,861,000
Charity care 657,000 950,000

The estimated cost amounts are calculated by multiplying gross uncompensated charges associated
with the charity care and Medicaid programs with an estimate of the ratio of costs to gross charges.
Patient service revenue under the Medicaid program, excluding prover fees discussed below, was
approximately $36,451,000 and $33,500,000 for the years ended June 30,2017 and 2016, respectively
(amounts do not include physician practice or Parkwest Imaging Center balances). Patient service
revenue under the charity care policy was not significant in amount.

The State of Colorado has implemented a provider fee on Medicaid and CICP providers which
generates additional federal matching funds. Provider fees paid and supplemental payments received
were as follows for the years ended June 30:

2017 2016
Supplemental payments received $ 54,610,745 § 49,168,825
Provider fees paid (35.058.807) (29,466.173)
Net excess of payments received over provider fees paid $ 19,551,938 $§ 19,702,652

Such amounts have been recorded as an adjustment to net patient service revenue in the accompanying
financial statements.
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10.

11.

12.

13.

EMPLOYEE BENEFIT PLAN

The Health System has a savings plan under Internal Revenue Code Section 401(k) covering all
employees who have completed one year of service. Under the Plan, an employee may defer up to
15% of compensation. The Health System contributes 4% of the employee's compensation and
matches 50% of the first 3% of compensation contributed by the employee. Employee contributions
vest immediately and the Health System's contributions vest over the employee's first six years of
employment. Employee benefit expense under this plan for the years ended June 30, 2017 and 2016
was $6,843,052 and $6,246,843, respectively.

CONTINGENCIES

Medical Malpractice Claims — The Health System maintains professional liability insurance
through a claims-made type of commercial insurance policy. The policy provides coverage up to the
policy limits for claims filed within the period of the policy term. The policy also provides the Health
System with an option to purchase supplemental tail coverage for all claims incurred, but not reported,
prior to the termination date of the current policy. The Health System has recorded an estimated
liability for claims outstanding and unreported incidents as of June 30, 2017 and 2016.

Litigation — The Health System is involved in certain legal actions in the normal course of business.
Management believes that the ultimate resolution with respect to these matters will not materially
affect the financial position of the Health System.

FUNCTIONAL EXPENSES

The Health System provides health care services to residents within its geographic location. Expenses
related to providing these services are as follows for the years ended June 30:

2017 2016
Health care services $ 251,951,708 $ 239,405,923
General and administrative 131,341,599 120,179,741
Total $ 383,293,307 $ 359,585,664

RELATED PARTY TRANSACTIONS

Parkview Health System and its affiliates (see Note 1 — Organization) have board members that are
also physicians in practices that contract with the Health System. During the years ended June 30,
2017 and 2016, payments to these practices for services provided to the Health System totaled
approximately $27,000,000 and $25,000,000, respectively.
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14.

NON-CONTROLLING INTEREST IN SUBSIDIARY

The combined financial statements include all assets, liabilities, revenues and expenses of Parkwest
Imaging Center, which is 51% owned by the Medical Center. The following table summarizes the
changes in unrestricted net assets segregated between controlling and non-controlling interest for the

years ended June 30, 2017 and 2016:

Unrestricted net assets, July 1, 2015
Excess of revenues over expenses

Net unrealized gains on investments

Net assets released from restrictions
Distributions to non-controlling member

Unrestricted net assets, June 30, 2016
Excess of revenues over expenses

Net unrealized losses on investments
Net assets released from restrictions
Distributions to non-controlling member

Unrestricted net assets, June 30, 2017

Controlling Non-controlling

Interest Interest Total

$264,009,729 $ 529,266 $264,538,995
5,840,192 651,605 6,491,797
6,687,153 6,687,153
258,615 258,615
(585.669) (585.669)

276,795,689 595,202 277,390,891
13,862,190 674,618 14,536,808
(359,441) (359,441)
224,922 224,922
(411.962) (411.962)

290,523,360 857,858 291,381,218
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PARKVIEW HEALTH SYSTEM, INC. AND AFFILIATES

COMBINING BALANCE SHEET
JUNE 30, 2017

Other
Obligated Combined
Group @ Entities Eliminations Combined

ASSETS
CURRENT ASSETS
Cash and cash equivalents $ 18,392,763 $ 616,951 $ 19,009,714
Short-term investments 5,371,311 1,580,899 6,952,210
Current portion of assets limited as to use 5,448,539 5,448,539
Patient accounts receivable, net 41,967,601 41,967,601
Inventories 6,060,566 6,060,566
Other current assets 6,159,285 11,078 $ (311,585) 5.858.778
Total current assets 83,400,065 2,208,928 (311,585) 85,297,408
LONG-TERM INVESTMENTS 219,878,583 1,508,904 221,387,487
ASSETS LIMITED AS TO USE
Investments held by bond trustee 70,690,144 70,690,144
LAND, BUILDINGS AND EQUIPMENT, NET 175,373,565 (122,942) 175,250,623
INTANGIBLE ASSETS, NET 2,971,935 2,971,935
INVESTMENTS IN OTHER COMBINED

ENTITIES 207,991 (207,991)
OTHER ASSETS 2,790,267 (1,903,343) 886.924
TOTAL ASSETS $ 555312,550 $ 3,717,832  $_ (2,545.861) $ 556,484,521
LIABILITIES AND NET ASSETS
CURRENT LIABILITIES
Accounts payable and accrued liabilities $ 37,723,027 $ 325218 % (311,585) $ 37,736,660
Estimated third-party payer settlements 47,532,813 47,532,813
Current maturities of bonds and notes payable 3,707,101 3,707,101
Total current liabilities 88,962,941 325,218 (311,585) 88,976,574
BONDS AND NOTES PAYABLE 174,223,386 174,223,386
TOTAL LIABILITIES 263,186,327 325,218 (311,585) 263,199,960
NET ASSETS
Unrestricted:

Unrestricted net assets 289,365,022 1,489,271 (330,933) 290,523,360

Non-controlling interest in subsidiary 857,858 857,858
Total unrestricted 290,222,880 1,489,271 (330,933) 291,381,218
Temporarily restricted 1,903,343 1,903,343 (1.903.343) 1,903,343
Total net assets 292,126,223 3,392,614 (2.234,276) 293,284,561
TOTAL LIABILITIES AND NET ASSETS $ 555312,550 $ 3,717,832 $_ (2,545.861) $ 556,484,521

™ The Obligated Group as defined in the Health System's bond indenture consists of Parkview Medical Center, Inc., Parkview Health
System, Inc. and Parkview Ancillary Services, LLC.
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PARKVIEW HEALTH SYSTEM, INC. AND AFFILIATES

COMBINING STATEMENT OF OPERATIONS
FOR THE YEAR ENDED JUNE 30, 2017

Other
Obligated Combined
Group @ Entities Eliminations Combined

OPERATING REVENUES
Patient service revenue, net of contractual

allowances $ 409,582,537 $ 409,582,537
Provision for bad debts (24.035.008) (24.035.008)
Net patient service revenue, less

provision for bad debts 385,547,529 % — $ — 385,547,529
Other operating revenue 9.486.121 270,851 (116.580) 9.640.392
Total 395.033.650 270,851 (116.580) 395.187.921
OPERATING EXPENSES
Salaries and benefits 158,844,562 194,344 159,038,906
Physician practice expenses 70,599,591 70,599,591
Supplies and drugs 68,081,171 68,081,171
Purchased services 43,596,607 (46,932) 43,549,675
Depreciation and amortization 18,806,851 (13,291) 18,793,560
Medical education 5,793,800 5,793,800
Interest 4,240,706 4,240,706
Other expenses 13.171.161 40,399 (15.662) 13.195.898
Total 383.134.449 234,743 (75.885) 383.293.307
INCOME FROM OPERATIONS 11.899.201 36.108 (40,695) 11,894,614
NON-OPERATING INCOME (EXPENSE)
Investment income 5,155,156 16,835 5,171,991
Other expense, net (2,348,834) (234,948) 53,985 (2,529,797)
Equity in income of controlled entities 29.106 (29.1006)
Total 2.835.428 (218,113) 24,879 2,642,194

EXCESS OF REVENUES OVER EXPENSES § 14,734,629 § (182,005) $ (15,816) § 14,536,808

™ The Obligated Group as defined in the Health System's bond indenture consists of Parkview Medical Center, Inc., Parkview Health
System, Inc. and Parkview Ancillary Services, LLC.
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