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CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITOR’S REPORT

To the Board of Directors of
Mountain States Health Alliance:

We have audited the accompanying consolidated balance sheets of Mountain States Health Alliance
and subsidiaries (the Alliance) as of June 30, 2010 and 2009 and the related consolidated statements
of operations and changes in net assets and cash flows for the years then ended. These consolidated
financial statements are the responsibility of the Alliance’s management. Our responsibility is to
express an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the consolidated financial statements are free of material misstatement. An
audit includes consideration of internal control over financial reporting as a basis for designing audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Alliance’s internal control over financial reporting. Accordingly,
we express no such opinion. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the consolidated financial statements. An audit also includes assessing
the accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe our audits provide a reasonable basis for
our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of Mountain States Health Alliance and subsidiaries as of June 30,
2010 and 2009 and the results of their operations, changes in net assets and cash flows for the years
then ended in conformity with accounting principles generally accepted in the United States of
America.

Our audits were conducted for the purpose of forming an opinion on the consolidated financial
statements taken as a whole. The supplemental schedules, as listed in the accompanying index, are
presented for purposes of additional analysis and are not a required part of the consolidated financial
statements. Such information has been subjected to the auditing procedures applied in the audit of
the consolidated financial statements and, in our opinion, is fairly stated in all material respects in
relation to the consolidated financial statements taken as a whole.

Knoxville, Tennessee %5&”.} V// %—é ,: ﬁ:{;‘d,;q;:z/aj D d

October 25, 2010

ATLANTA . AUSTIN . KNOXVILLE . TAMPA BAY



MOUNTAIN STATES HEALTH ALLIANCE

Consolidated Balance Sheets
(Dollars in Thousands)

June 30,
2010 2009
ASSETS
CURRENT ASSETS
Cash and cash equivalents 3 234,526 § 239,836
Current portion of investments 28,467 27317
Patient accounts receivable, less estimated allowances
for uncollectible accounts of $45,941 in 2010 and
$42,587 in 2009 125,580 128,812
Other receivables, net 17,926 16,108
Inventories and prepaid expenses 29,163 27,135
TOTAL CURRENT ASSETS 435,662 439,208
INVESTMENTS, less amounts required
to meet current obligations 586,756 597,440
PROPERTY, PLANT AND EQUIPMENT, net 695,598 590,569
OTHER ASSETS
Goodwill, net of accumulated amortization of
$95,760 in 2010 and $84,687 in 2009 151,352 162,620
Net deferred financing, acquisition costs and
other charges, less current portion 30,819 31,473
Other assets 29,313 34,765
TOTAL OTHER ASSETS 211,484 228,858

$§ 1,929,500 § 1,856,075




June 30,

2010 2009
LIABILITIES AND NET ASSETS
CURRENT LIABILITIES
Accrued interest payable h) 16,039 §$ 12,050
Current portion of long-term debt and capital lease
obligations 28,131 31,306
Current portion of estimated fair value of derivatives 10,740 10,921
Accounts payable and accrued expenses 99,227 94,712
Accrued salaries, compensated absences and amounts
withheld 47,280 49,569
Estimated amounts due to third-party payors, net 10,155 6,398
TOTAL CURRENT LIABILITIES 211,572 204,956
OTHER LIABILITIES
Long-term debt and capital Jease obligations, less
current portion 1,054,842 1,040,944
Estimated fair value of derivatives, less current
portion 123,560 115,296
Deferred revenue 20,445 21,078
Estimated professional liability self-insurance 9,541 10,012
Other long-term liabilities 12,628 13,885
TOTAL LIABILITIES 1,432,588 1,406,171
MINORITY INTERESTS 168,410 165,500
COMMITMENTS AND CONTINGENCIES -
Notes D, F, G, and N
NET ASSETS
Unrestricted net assets 317,434 272,049
Temporarily restricted net assets 10,941 12,178
Permanently restricted net assets 127 177
TOTAL NET ASSETS 328,502 284,404
$ 1929500 § 1,856,075

See notes to consolidated financial statements.



MOUNTAIN STATES HEALTH ALLIANCE

Consolidated Statements of Operations and Changes in Net Assets

(Dollars in Thousands)

Year Ended June 30,
2010 2009
CHANGES IN UNRESTRICTED NET ASSETS:
Revenue, gains and support:
Net patient service revenue 928,270 $ 822,898
Other operating revenue 16,009 17,046
TOTAL REVENUE, GAINS AND SUPPORT 944,279 839,944
Expenses:
Salaries and wages 325,663 296,073
Physician salaries and wages 54,489 38,240
Contract labor 6,546 16,899
Employee benefits 68,362 61,134
Fees 82,542 71,896
Supplies 175,469 156,418
Utilities 16,193 15,548
Other 67,640 57,974
Depreciation 68,436 56,373
Amortization 13,123 12,150
Estimated provision for bad debts 7,961 5,011
Interest and taxes 42,264 457225
TOTAL EXPENSES 928,688 832,941
OPERATING INCOME 15,591 7,003
Nonoperating gains (losses):
Interest and dividend income 17,298 19,105
Net realized gains (losses) on the sale of securities 2,385 (6,552)
Net unrealized gains (losses) on securities 15,018 (62,582)
Derivative related income 4,394 4,772
Loss on termination of derivatives - Note D - (2,785)
Loss on early extinguishment of debt - Note F (3,029) -
Change in estimated fair value of derivatives (8,607) (42,128)
Other nonoperating gains (losses) 512 (306)
Net assets released from restrictions used
for operations 1,113 793
NET NONOPERATING GAINS (LOSSES) 29,084 (89,683)




Year Ended June 30,

2010 2009
EXCESS (DEFICIT) OF REVENUE, GAINS AND
SUPPORT OVER EXPENSES AND LOSSES,
BEFORE DISCONTINUED OPERATIONS
AND MINORITY INTERESTS 44,675 (82,680)
Gain on sale of and deficit of revenue, gains and support
over expenses and losses from discontinued operations - 2,519
EXCESS (DEFICIT) OF REVENUE, GAINS AND
SUPPORT OVER EXPENSES AND LOSSES
BEFORE MINORITY INTERESTS 44,575 (80,161)
Minority interest in consolidated subsidiaries' net (gain) loss (3,162) 546
EXCESS (DEFICIT) OF REVENUE, GAINS AND
SUPPORT OVER EXPENSES AND LOSSES 41,513 (79,615)
Other changes in unrestricted net assets:
Pension and other defined benefit plan adjustments 1,589 (512)
Net assets released from restrictions used for the
purchase of property, plant and equipment 2,283 3,095
INCREASE (DECREASE) IN
UNRESTRICTED NET ASSETS 45,385 (77,032)
CHANGES IN TEMPORARILY RESTRICTED
NET ASSETS:
Restricted grants and contributions 2,159 3,929
Net assets released from restrictions (3,396) (3,888)
(DECREASE) INCREASE IN TEMPORARILY
RESTRICTED NET ASSETS (1,237) 41
CHANGES IN PERMANENTLY RESTRICTED
NET ASSETS:
Net assets released from restrictions by donor (50) -
INCREASE (DECREASE) IN TOTAL NET ASSETS 44,098 (76,991)
NET ASSETS, BEGINNING OF YEAR 284,404 361,395
NET ASSETS, END OF YEAR § 328,502 $ 284,404

See notes to consolidated financial statements.



MOUNTAIN STATES HEALTH ALLIANCE

Consolidated Statements of Cash Flows
(Dollars in Thousands)

Year Ended June 30,
2010 2009

CASH FLOWS FROM OPERATING ACTIVITIES:
Increase (decrease) in net assets $ 44,098 $ (76,991)
Adjustments to reconcile increase (decrease) in net assets to

net cash provided by operating activities:

Provision for depreciation and amortization 81,982 68,967
Loss on early extinguishment of debt 3,029 -
Loss on termination of derivatives - 3,245
Change in estimated fair value of derivatives 8,607 42,128
Equity in net income of joint ventures (1,117) (723)
Gain on sale of assets held for resale and
disposal of assets (548) (568)
Amounts received on interest rate swap settlements (4,394) (4,772)
Minority interest in consolidated subsidiaries' net (gain) loss 3,162 (546)
Income recognized through forward sale agreements (864) (796)
Capital Appreciation Bond accretion and other 2,071 1,678
Restricted contributions 2,159) (3,929)
Pension and other defined benefit plan adjustments 598 512
Increase (decrease) in cash due to change in:
Net patient accounts receivable 3,232 724
Other receivables, net (1,246) (4,107)
Inventories and prepaid expenses (4,640) 1,843
Trading securities (13,368) 183,450
Other assets (1,159) (4,144)
Accrued interest payable 3,989 1,900
Accounts payable and accrued expenses (855) 8,551
Accrued salaries, compensated absences and
amounts withheld (2,289) 3,500
Estimated amounts due from/to third-party payors, net 3,757 6,492
Other long-term liabilities (201) (1,363)
Estimated professional liability self-insurance (471) (610)
Total adjustments 77,116 301,432
NET CASH PROVIDED BY OPERATING ACTIVITIES 121,214 224,44}

CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of property, plant and equipment, property

held for resale and property held for expansion, net (172,240) (119,741)
Additions to goodwill - (16,097)
Net decrease (increase) in assets limited as to use 50,362 (28,152)
Purchases of held-to-maturity securities (28,175) -
Net sale or distribution from joint ventures and

unconsolidated affiliates 1,162 384




Year Ended June 30,

2010 2009
Proceeds from sale of property, plant and equipment and
property held for resale 9,565 2,056
NET CASH USED IN INVESTING ACTIVITIES (139,326) (161,550)
CASH FLOWS FROM FINANCING ACTIVITIES:
Payments on long-term debt and capital lease obligations,
including deposits to escrow (226,315) (36,820)
Payment of acquisition and financing costs (3,565) (3,214)
Proceeds from issuance of long-term debt and other
financing arrangements 235,158 135,780
Net amounts received on interest rate swap settlements 4,394 4,772
Restricted contributions received 3,382 5,767
Distribution to minority shareholders and other (252) (158)
NET CASH PROVIDED BY FINANCING ACTIVITIES 12,802 106,127
NET INCREASE (DECREASE) IN CASH AND
CASH EQUIVALENTS (5,310) 169,018
CASH AND CASH EQUIVALENTS, beginning of year 239,836 70,818

CASH AND CASH EQUIVALENTS, end of year $§ 234,526 $ 239,836

SUPPLEMENTAL INFORMATION AND NON-CASH TRANSACTIONS:
Cash paid for interest $ 38,666 $ 45218

Cash paid for federal and state income taxes $ 446 § 664

Construction related payables in accounts payable

and accrued expenses $ 14,847 $ 9,246
Increase in receivable from sale of property $ 1,483 § -
Decrease in land held for expansion related to property

exchange transaction $ 3432 § -

During the years ended June 30, 2010 and 2009, the Alliance refinanced previously issued debt of
$184,050 and $9,445, respectively.

As discussed in Note A, the Alliance acquired a 50.1% interest in Johnston Memorial Hospital, Inc.
(IMH) in fiscal year 2009. JMH is consolidated within the accompanying financial statements as of
the acquisition date, April 1, 2009. The consolidated cash flows include JMH’s cash flows since the
acquisition date.

See notes to consolidated financial statements. 7



MOUNTAIN STATES HEALTH ALLIANCE

Notes to Consolidated Financial Statements
(Dollars in Thousands)

Years Ended June 30, 2010 and 2009
NOTE A--ORGANIZATION AND OPERATIONS

Mountain States Health Alliance (the Alliance) is a tax-exempt entity with operations primarily
located in Washington, Sullivan, and Carter counties of Tennessee and Smyth, Wise, Dickenson,
Russell and Washington counties of Virginia. The initial funds for the establishment of the Alliance
in 1945 were provided by individuals and various institutions. Membership of the Alliance consists
of individuals and institutions who have contributed at least $100 to the capital fund of the Alliance
and are entitled to vote at the annual election of the Board of Directors.

The primary operations of the Alliance consist of eleven acute and specialty care hospitals, as
follows:

Johnson City Medical Center (JCMC) - licensed for 645 beds
Indian Path Medical Center (JPMC) - licensed for 322 beds

Smyth County Community Hospital (SCCH) - licensed for 279 beds
Johnston Memorial Hospital (JMH) - licensed for 135 beds

+ Norton Community Hospital (NCH) - licensed for 129 beds

+ Sycamore Shoals Hospital (SSH) - licensed for 121 beds

« North Side Hospital (NSH) - licensed for 91 beds

+ Russell County Medical Center (RCMC) - licensed for 78 beds

« Johnson City Specialty Hospital (JCSH) - licensed for 23 beds

» Dickenson Community Hospital (DCH) - licensed for 25 beds

+  Johnson County Community Hospital (JCCH) - licensed for 2 beds

L) ° ® L

Effective April 1, 2009, the Alliance acquired an interest in Johnston Memorial Hospital, Inc.
(JMH), a 135 bed general acute care hospital located in Abingdon, Virginia. JMH is also the sole
member of Abingdon Physician Partners (APP), a non-taxable corporation that owns and manages
physician practices. The Alliance acquired a 50.1% interest in JMH by providing $132,000 to IMH
(designated for capital). Johnston Memorial Healthcare Foundation, Inc. (JMHF), a hospital
supporting organization, retained a 49.9% interest in JMH. The assets and liabilities of JMH at
April 1, 2009 have been consolidated by the Alliance at their carrying value as of that date. The
following is condensed, unaudited financial information related to JMH as of March 31, 2009:

Current Assets $ 23,516
Other Assets 139,576
Total $ 163,092

Liabilities $ 47,440
Net Assets (initial membership interest of JMHF) 115,652
$ 163,092




MOUNTAIN STATES HEALTH ALLIANCE

Notes to Consolidated Financial Statements - Continued
(Dollars in Thousands)

Years Ended June 30, 2010 and 2009
NOTE A--ORGANIZATION AND OPERATIONS - Continued

The activities and accounts of JMH since April 1, 2009 are included in the accompanying
consolidated financial statements.

The Alliance has a 50.1% interest in NCH. NCH is also the sole member or shareholder of DCH
and Norton Community Physician Services, LLC (NCPS), a taxable corporation that consists of
physician practices and a pharmacy and; Community Home Care (CHC), a taxable corporation that
provides home medical equipment. The activities and accounts of NCH are included in the
accompanying consolidated financial statements.

The Alliance also has an 80% interest in SCCH. SCCH is the sole shareholder of Southwest
Community Health Services, Inc. (SWCH), a taxable entity that operates a pharmacy and provides
other health services. The activities and accounts of SCCH are included in the accompanying
consolidated financial statements.

The Alliance is the sole shareholder of Blue Ridge Medical Management Corporation (BRMM), a
for-profit entity that owns and manages physician practices and provides other healthcare services to
patients in Tennessee and Virginia. BRMM also operates as a medical office real estate developer
by owning, selling and leasing real estate to physician practices and other entities. BRMM is either
the sole shareholder, a significant shareholder, or member of the following organizations:

Blue Ridge Physician Group, Inc. (BRPG): A company that contracts with physicians to provide
services to BRMM physician practices.

Mountain States Properties, Inc. (MSPI): An entity that owns and manages certain real estate
(primarily medical office buildings) and provides rehabilitation and fitness services. In addition,
MSPI is a counter-party to various financing transactions, including interest rate swaps.

Mediserve Medical Equipment of Kingsport, Inc. (Mediserve): A company that provides durable
medical equipment services.

Kingsport Ambulatory Surgery Center (KASC) (d.b.a. Kingsport Day Surgery): A joint venture
operating as an outpatient surgery center which performs procedures primarily in otolaryngology,
orthopedics, ophthalmology, and general surgery. BRMM has a 43% ownership of KASC at June
30, 2010 and 2009; however, BRMM maintains control over KASC. As such, the accounts and
activities of KASC are included in the accompanying consolidated financial statements.




MOUNTAIN STATES HEALTH ALLIANCE

Notes to Consolidated Financial Statements - Continued
(Dollars in Thousands)

Years Ended June 30, 2010 and 2009
NOTE A--ORGANIZATION AND OPERATIONS - Continued

Piney Flats Urgent Care (PFUC): A for-profit entity that provides urgent care patient services.

The Alliance is the primary beneficiary of the activities of Mountain States Foundation, Inc. (MSF),
a not-for-profit foundation formed to coordinate fundraising and development activities of the
Alliance. The Alliance is also the beneficiary of Mountain States Health Alliance Auxiliary
(Auxiliary), a not-for-profit organization formed to coordinate volunteer activities of the Alliance.
The activities and accounts of MSF and the Auxiliary are included in the accompanying
consolidated financial statements.

Prior to 2010, the Alliance was a majority shareholder of PHP of Tri-Cities, LLC (PHPT). PHPT’s
primary purpose was to hold an equity interest in another organization engaged in and related to the
financing and/or delivery of healthcare services. During 2009, PHPT’s equity interest in this other
entity was reacquired by that entity (PHP Companies, Inc. (PHP)). PHPT sold the interest to PHP
for a net gain of $2,519. The activities of PHPT and gain on sale are included in the accompanying
2009 consolidated financial statements as “discontinued operations”. During 2009, PHPT was
reorganized under the business name of Integrated Solutions Health Network, LLC (ISHN).
Concurrent with the reorganization, the Alliance purchased the remaining ownership interest of
Health Alliance PHO, Inc. (PHO), an entity in which the Alliance previously held a minority
interest. The net assets of the PHO were merged into ISHN on June 30, 2009. The primary function
of ISHN is to establish, operate and administer a provider-sponsored health care delivery network.

NOTE B--SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation: The accompanying consolidated financial statements include the
accounts of the Alliance and its subsidiaries after elimination of all significant intercompany
accounts and transactions. The Alliance classifies those activities directly associated with its
mission of providing healthcare services, as well as other activities deemed significant to its
operations, as operating activities.

A minority interest is recorded to recognize the ownership or membership interests of third parties
with respect to JMH, NCH, SCCH, KASC, PFUC and ISHN.

In 2011, the Alliance will adopt recently issued accounting standards, which change the accounting
for, and the financial statement presentation of, noncontrolling interests in a subsidiary within
consolidated financial statements. This new standard requires that a noncontrolling interest in the
equity of a subsidiary be accounted for and reported as equity, provides revised guidance on the
treatment of net income and losses attributable to the noncontrolling interest and changes in
ownership interests in a subsidiary and requires additional disclosures that identify and distinguish
between the interests of the controlling and noncontrolling owners. Management of the

10



MOUNTAIN STATES HEALTH ALLIANCE

Notes to Consolidated Financial Statements - Continued
(Dollars in Thousands)

Years Ended June 30, 2010 and 2009
NOTE B--SIGNIFICANT ACCOUNTING POLICIES - Continued

Alliance is currently assessing the potential impact of the adoption of this new guidance on the
consolidated financial statements.

Use of Estimates: The preparation of the consolidated 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 as of the date of the consolidated financial statements.
Estimates also affect the reported amounts of revenue and expenses during the reporting period.
Actual results could differ from these estimates.

Accounting Standards Codification: In June 2009, the Financial Accounting Standards Board
(FASB) issued Statement of Financial Accounting Standard (SFAS) No. 168, The FASB Accounting
Standards Codification and the Hierarchy of Generally Accepted Accounting Principles (GAAP) -a
Replacement of FASB Statement No. 162. This Statement modifies the GAAP hierarchy by
establishing only two levels of GAAP, authoritative and nonauthoritative literature. Effective
September 2009, the FASB Accounting Standards Codification (ASC), also known collectively as
the “Codification,” is considered the single source of authoritative U.S. accounting and reporting
standards. FASB ASC 105-10, Generally Accepted Accounting Principles, became applicable
during fiscal year 2010. All accounting references have been updated, and therefore SFAS
references have been replaced with ASC references. The adoption of the ASC did not have an
impact on the consolidated financial statements.

Cash and Cash Equivalents: Cash and cash equivalents include all highly liquid investments with a
maturity of three months or less when purchased. Cash and cash equivalents designated as assets
limited as to use or uninvested amounts included in investment portfolios are not included as cash
and cash equivalents on the Consolidated Balance Sheets.

Investments: Investments as reported in the Consolidated Balance Sheets includes trading securities,
held-to-maturity securities and assets limited as to use (Note C). FASB ASC 958-320, Investments —
Debt and Equity Securities, allows not-for-profit organizations to report in a manner similar to
business entities by identifying securities as available-for-sale or held-to-maturity and to exclude the
unrealized gains and losses on those securities from the Performance Indicator (as defined below).
Investments which the Alliance has the positive intent and ability to hold to maturity are considered
as held-to-maturity. Substantially all other investments (including assets limited as to use) are
considered as trading securities. Management annually evaluates the held-to-maturity investment
portfolio and recognizes any “other-than-temporary” losses as deductions from the Performance
Indicator. Management’s evaluation considers the amount of decline in fair value, as well as the time
period of any such decline. Management does not believe any investment classified as held-to-
maturity is other-than-temporarily impaired at June 30, 2010.

11



MOUNTAIN STATES HEALTH ALLIANCE

Notes to Consolidated Financial Statements - Continued
(Dollars in Thousands)

Years Ended June 30, 2010 and 2009
NOTE B--SIGNIFICANT ACCOUNTING POLICIES - Continued

Within the trading securities portfolio, all debt securities and marketable equity securities with
readily determinable fair values are reported at fair value based on quoted market prices.
Investments without readily determinable fair values are reported at fair market value pursuant to
FASB ASC 825, Financial Instruments. Guaranteed investment contracts are reported at contract
value.

Realized gains and losses on trading securities and assets limited as to use are computed using the
specific identification method for cost determination. Interest and dividend income is reported net of
related investment fees.

Investments in joint ventures are reported under the equity method of accounting, which
approximates the Alliance’s equity in the underlying net book value, unless the ownership structure
requires consolidation. Other assets include investments in joint ventures of $2,418 and $2,463 at
June 30, 2010 and 2009, respectively.

Inventories: Inventories, consisting primarily of medical supplies, are stated at the lower of cost or
market.

Property, Plant and Equipment: Property, plant and equipment is stated on the basis of cost, or if
donated, at the fair value at the date of gift. Generally, depreciation is computed by the straight-line
method over the estimated useful life of the asset. Equipment held under capital lease obligations is
amortized under the straight-line method over the shorter of the lease term or estimated useful life.
Amortization of equipment held under capital lease is shown as a part of depreciation expense and
accumulated depreciation in the accompanying consolidated financial statements.

Interest costs incurred on borrowed funds during the period of construction of capital assets is
capitalized as a component of the cost of acquiring those assets. The amount capitalized is net of
investment earnings on assets limited as to use derived from borrowings designated for capital
assets. Renewals and betterments are capitalized and depreciated over their useful life, whereas costs
of maintenance and repairs are expensed as incurred.

The Alliance reviews capital assets for indications of potential impairment when there are changes in
circumstances related to a specific asset. If this review indicates that the carrying value of these
assets may not be recoverable, the Alliance estimates future cash flows from operations and the
eventual disposition of such assets. If the sum of these undiscounted future cash flows is less than
the carrying amount of the asset, a write-down to estimated fair value is recorded. The Alliance did
not recognize any impairment losses during 2010 and 2009.

12



MOUNTAIN STATES HEALTH ALLIANCE

Notes to Consolidated Financial Statements - Continued
(Dollars in Thousands)

Years Ended June 30, 2010 and 2009
NOTE B--SIGNIFICANT ACCOUNTING POLICIES - Continued

Property held for resale and property held for expansion primarily represent land contributed to, or
purchased by, the Alliance plus costs incurred to develop the infrastructure of such land. Other
assets include property held for resale and property held for expansion of $9,135 and $12,542,
respectively, at June 30, 2010 and 2009. Management annually evaluates its investment and records
non-temporary declines in value when it is determined the ultimate net realizable value is less than
the recorded amount. No such declines were identified in 2010 and 2009.

Goodwill: Goodwill represents the difference between the acquisition cost of assets and the
estimated fair value of net tangible and any separately identified intangible assets. The Alliance
amortizes goodwill associated with its not-for-profit subsidiaries under the straight-line method over
various estimated useful lives. For goodwill acquired by its for-profit subsidiaries, the Alliance does
not amortize the goodwill and annually performs impairment testing in accordance with FASB ASC
350, Intangibles — Goodwill and Other. At June 30, 2010, management does not believe any
goodwill so tested to be impaired.

FASB ASC 350, Intangibles - Goodwill and Other, will require, among other things, that goodwill
associated with not-for-profit entities be evaluated annually for impairment, including a transitional
impairment test upon adoption, and that such goodwill no longer be amortized. The Alliance will be
required to adopt this standard in 2011 and will perform such transitional testing as of July 1, 2010
prior to December 31,2010. While the Alliance is evaluating the potential impact of the adoption of
this standard, including the transitional impairment testing, it is currently not possible to determine
the effects, if any, the adoption of this standard will have on the consolidated financial statements.

Deferred Financing, Acquisition Costs and Other Charges: Deferred financing costs are amortized
over the life of the respective bond issue principally using the average bonds outstanding method.
Other intangible assets include licenses and similar assets and are being amortized over the
intangible’s estimated useful life under the straight-line method.

Prior to 2009, the Alliance routinely financed interest rate swap and other derivative transaction
issuance costs through modification of future settlement terms. As such, the unamortized issuance
costs of these derivatives are included as deferred financing costs in the accompanying Consolidated
Balance Sheets and are being amortized over the term of the respective derivative instrument. The
unpaid issuance costs are included as a part of the estimated fair value of derivatives in the
accompanying Consolidated Balance Sheets. Beginning in 2009, interest rate swap and derivative
transaction issuance costs are expensed as incurred, in accordance with FASB ASC 820, Fair Value
Measurements and Disclosures (FASB ASC 820). No such costs were incurred in 2010 and 2009,

Derivative Financial Instruments: As further described in Note D, the Alliance is a party to interest
rate swap and other derivative agreements. These financial instruments are not designated as hedges

13



MOUNTAIN STATES HEALTH ALLIANCE

Notes to Consolidated Financial Statements - Continued
(Dollars in Thousands)

Years Ended June 30, 2010 and 2009
NOTE B--SIGNIFICANT ACCOUNTING POLICIES - Continued

and have been presented at estimated fair market value in the accompanying Consolidated Balance
Sheets. These fair values are based on the estimated amount the Alliance would receive, or be
required to pay, to enter into equivalent agreements at the valuation date. Due to the nature of these
financial instruments, such estimates are subject to significant change in the near term.

Estimated Professional Liability Self-Insurance and Other Long-Term Liabilities: Self-insurance
liabilities include estimated reserves for reported and unreported professional liability claims (Note
G) and are recorded at the estimated net present value of such claims. Other long-term liabilities
include contributions payable and obligations under deferred compensation arrangements, a defined
benefit pension plan, a post-retirement employee benefit plan as well as other liabilities which
management estimates are not payable within one year.

Net Patient Service Revenue/Receivables: Net patient service revenue is reported on the accrual
basis in the period in which services are provided at the estimated net realizable amounts, including
estimated retroactive adjustments under reimbursement agreements with third-party. payors.
Retroactive adjustments are accrued on an estimated basis in the period the related services are
rendered and adjusted in future periods as final settlements are determined. The Alliance’s revenue
recognition policies related to self-pay and other types of payors emphasize revenue recognition
only when collections are reasonably assured.

Patient accounts receivable are reported net of both an estimated allowance for uncollectible
accounts and an estimated allowance for contractual adjustments. The contractual allowance
represents the difference between established billing rates and estimated reimbursement from
Medicare, TennCare and other third-party payment programs. Current operations include a
provision for bad debts in the Consolidated Statements of Operations and Changes in Net Assets
estimated based upon the age of the patient accounts receivable, prior experience and any unusual
circumstances (such as local, regional or national economic conditions) which affect the
collectibility of receivables, including management’s assumptions about conditions it expects to
exist and courses of action it expects to take.

The Alliance’s policy does not require collateral or other security for patient accounts receivable.
The Alliance routinely accepts assignment of, or is otherwise entitled to receive, patient benefits
payable under health insurance programs, plans or policies.

Charity Care: The Alliance accepts all patients regardless of their ability to pay. A patient is
classified as a charity patient by reference to certain established policies of the Alliance and various
guidelines outlined by the Federal Government. These policies define charity as those services for
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which no payment is anticipated and, as such, charges at established rates are not included in net
patient service revenue.

In addition to the charity care services described above, the Alliance provides a number of other
services to benefit the poor for which little or no payment is received. Medicare, TennCare and
State indigent programs do not cover the full cost of providing care to beneficiaries of those
programs. The Alliance also provides services to the community at large for which it receives little
or no payment.

Excess (Deficit) of Revenue, Gains and Support Over Expenses and Losses: The Consolidated
Statements of Operations and Changes in Net Assets includes the caption Excess (Deficit) of
Revenue, Gains and Support Over Expenses and Losses (the Performance Indicator). Changes in
unrestricted net assets which are excluded from the Performance Indicator, consistent with industry
practice, include transfers of assets to and from affiliates and contributions of long-lived assets or
amounts restricted to the purchase of long-lived assets, as well as pension and related adjustments.

Income Taxes: The Alliance is classified as an organization exempt from income taxes under
Section 501(c)(3) of the Internal Revenue Code. As such, no provision for income taxes has been
made in the accompanying consolidated financial statements for the Alliance and its tax-exempt
subsidiaries. Taxable entities account for income taxes in accordance with FASB ASC 740, Income
Taxes (Note L). The Alliance has no significant uncertain tax positions at June 30, 2010 and 2009,

Temporarily and Permanently Restricted Net Assets: Temporarily restricted net assets are those
whose use has been limited by donors to a specific time period or purpose. When a donor or time
restriction expires; that is, when a stipulated time restriction ends or purpose restriction is fulfilled,
temporarily restricted net assets are reclassified as unrestricted net assets and reported in the
Statements of Operations and Changes in Net Assets as net assets released from restrictions.
Permanently restricted net assets have been restricted by donors to be maintained by the Alliance in

perpetuity.

Fair Value Measurement: In 2009, the Hospital adopted FASB ASC 820, Fair Value Measurements
and Disclosures, which defines fair value, establishes a framework for measuring fair value under
generally accepted accounting principles and expands disclosures about fair value measurements.
There was no significant impact on the consolidated financial statements as a result of adopting this

standard (Note Q).
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In January 2010, the FASB issued ASU 2010-06, Fair Value Measurements and Disclosures (Topic
820) - Improving Disclosures about Fair Value Measurements (ASU 2010-06). ASU 2010-06
requires new disclosures regarding significant transfers in and out of Levels 1 and 2, as well as
information about activity in Level 3 fair value measurements, including presenting information
about purchases, sales, issuances and settlements on a gross versus a net basis in the Level 3 activity
roll forward. In addition, ASU 2010-06 clarifies existing disclosures regarding input and valuation
techniques, as well as the level of disaggregation for each class of assets and liabilities. The Alliance
will adopt ASU 2010-06 in 2011, except for the disclosures related to purchases, sales, issuance and
settlements, which will be effective for the Alliance beginning July 1, 2012. The adoption of ASU
2010-06 is not expected to have an impact on the Alliance's consolidated financial statements.

Subsequent Events: The Alliance evaluated all events or transactions that occurred after June 30,
2010, through October 25, 2010, the issuance date of the consolidated financial statements. During
this period management did not note any material recognizable subsequent events that required
recognition or disclosure in the June 30, 2010 consolidated financial statements, other than as
discussed in Note D and in Note F.

Reclassifications:  Certain 2009 amounts have been reclassified to conform with the 2010
presentation in the accompanying consolidated financial statements.

NOTE C--INVESTMENTS

Assets limited as to use are summarized by designation or restriction as follows at June 30:

2010 2009
Designated or restricted:
Under safekeeping agreements $ 52,050 § 40,604
Under guarantee agreements 89,486 86,364
By Board for capital improvements 2,776 -
Under bond indenture agreements:
For debt service and interest payments 78,612 60,828
For capital acquisitions 76,241 161,731
299,165 349,527
Less: amount required to meet current obligations (25,092) (22,492)

$ 274,073 $ 327,035
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Assets limited as to use consist of the following at June 30:

2010 2009
Cash, cash equivalents and money market funds $ 170897 $ 173,859
U.S. Government securities 1,795 1,795
U.S. Agency securities 12319 18,827
Guaranteed investment contracts 114,154 155,046

$ 299,165 $ 349,527

Trading securities consist of the following at June 30:

2010 2009

Cash, cash equivalents and money market funds $ 4799 § 14,622
U.S. Government securities 3,137 -
U.S. Agency securities 13,760 16,013
Corporate and foreign bonds 15,063 10,014
Municipal obligations 1461 3,101
U.S. equity securities 142,816 161,284
Other 28,608 30,031

209,644 235,065
Less: amount classified as current (3,375) (4,825)

$ 206,269 $ 230,240

Held-to-Maturity securities consist of the following at June 30:

2010 2009
Cash, cash equivalents and money market funds $ 1,131 § 452
Corporate and foreign bonds 103,968 39,504
Municipal obligations 1,315 209
$ 106,414 $ 40,165

Held-to-maturity securities had gross unrealized gains and losses of $5,525 and $607, respectively,
at June 30, 2010 and $831 and $110, respectively at June 30,2009. At June 30, 2010, the Alliance
held one security within the held-to-maturity portfolio with a fair value and unrealized loss of $591
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and $166, respectively, which had been at an unrealized loss position for over one year. At June 30,
2009, no securities held in the held-to-maturity portfolio had been in an unrealized loss position for
over one year. At June 30, 2010, the contractual maturities of held-to-maturity securities were
$13,389 due in one year or less, $48,447 due from one to five years and $44,578 due after five years.
At June 30, 2009, the contractual maturities of held-to-maturity securities were $733 due in one year
or less, $21,190 due from one to five years and $18,242 due after five years.

At June 30, 2010 and 2009, the Alliance held investments in certain limited partnerships and hedge
funds of $28,608 and $30,031, respectively, that have a wide range of investment strategies with
various levels of risk. These funds are included within trading securities and do not have readily
determinable fair values. The funds are reported at fair market value pursuant to FASB ASC 825,
Financial Instruments.

The Alliance has investments in several joint ventures and corporations which are accounted for
under the equity method of accounting.

As a part of the acquisition of membership interests in JMH, SCCH and NCH, the Alliance has
committed to invest $132,000, $48,100, and $45,000, respectively. Cumulative amounts expended
at June 30, 2010 under these commitments are approximately $73,600.

NOTE D--DERIVATIVE TRANSACTIONS

The Alliance is a party to a number of derivative transactions. These derivatives have not been
designated as hedges and, as such, are valued at estimated fair value in the accompanying
Consolidated Balance Sheets. Management’s primary objective in holding such derivatives is to
introduce a variable rate component into its fixed rate debt structure. Under the terms of these
agreements, changes in the interest rate environment could have a significant effect on the Alliance.

These derivative agreements require that the Alliance post additional collateral for the derivatives’
fair market value deficits above specified levels. Such investments are included as assets limited as
to use. Asof June 30,2010, management believes the Alliance was fully collateralized with respect
to the derivative agreements and management does not believe such collateral is exposed to third-
party creditrisk. Further, certain of the agreements contain requirements regarding maintenance of
financial and liquidity ratios. Management has represented the Alliance is in compliance with all
such covenants at June 30, 2010.

Interest Rate Swaps: The Alliance is a party to six interest rate swap agreements with Merrill Lynch
as the counterparty. A liability, representing the estimated fair value of these swaps, of $33,910 and
$37,274 was recognized by the Alliance as of June 30, 2010 and 2009, respectively.
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The following is a summary of five of these interest rate swap agreements at June 30, 2010:

Notional Payments by:
Swap Amount Term Counterparty Alliance
A 3 170,000 4/2008-4/2026 0.51% through April 2011,  0.00% through April 2011,
then 71.10% of then USD-SIFMA
USD-ISDA Swap Rate Municipal Swap Index
B 95,000 4/2008-4/2026 0.52% through April 2011,  0.00% through April 2011,
then 71.18% of then USD-SIFMA
USD-ISDA Swap Rate Municipal Swap Index
Cc 173,030 4/2008-4/2034 0.53% through April 2011,  0.00% through April 2011,
then 72.35% of then USD-SIFMA
USD-ISDA Swap Rate Municipal Swap Index
D 82,055 12/2007-7/2033 USD-LIBOR-BBA through 4411%
June 2012, then 67.00% through June 2012, then
USD-LIBOR-BBA 3.805%
E 50,000 2/2008-7/2038 67.00% of USD-LIBOR-BBA 3.41%
less 0.07%

Deferred financing and acquisition costs, net of amortization, include $6,823 and $7,167 at June 30,
2010 and 2009, respectively, related to these swaps.

In addition to the swaps described above, the Alliance and Merrill Lynch are also parties to a total
return swap in the notional amount of $23,900. No deferred financing and acquisition costs were
recorded as a result of this transaction. The agreement consists of the following:

An agreement that requires the Alliance to pay a variable rate of USD-SIFMA Municipal
Swap Index through July 1, 2012 (or termination of the swap) on a notional amount equal to
the outstanding 2001 A Hospital Revenue and Improvement Bonds (the 2001 A Reference
Bonds). The Alliance receives a fixed rate of 6.25% on the outstanding 2001 A Reference
Bonds.

A “total return provision” under which the Alliance will pay (or receive) an amount equal to
the product of the outstanding 2001 A Reference Bonds multiplied by the difference between
the outstanding 2001 A Reference Bonds and the 2001 A Reference Bonds’ market price at
termination, as defined in the agreement. In the event the swap does not terminate prior to
July 1, 2012, there would be no settlement of this component as there would be no
outstanding 2001 A Reference Bonds.
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During 2009, the Alliance terminated an interest rate swap with a notional amount of $318,315 to
which Merrill Lynch was the counterparty. As a result of the termination, the Alliance wrote-off
deferred financing and issuance costs of $3,220 and recognized a gain on termination of $3,054,
which are included in loss on termination of derivatives in the accompanying 2009 Consolidated
Statement of Operations and Changes in Net Assets.

The Alliance is party to a total return swap with Lehman Brothers as the counterparty. Lehman
Brothers filed for bankruptcy in September 2008. The Alliance subsequently received notification
from Lehman Brothers Special Financing, Inc. indicating the intent of the counterparty to terminate
this agreement effective January 1, 2009. As of October 25, 2010, the Alliance and Lehman
Brothers Special Financing, Inc. have been unable to reach a settlement agreement. In September
2010, the Alliance was issued a subpoena to furnish certain documentation related to the transaction.
A protocol has been put into place by the bankruptcy court whereby the parties are to undergo
alternate dispute resolution. If a settlement is not reached through the alternate dispute resolution
process, the matter will be subject to non-binding arbitration. Legal counsel has advised
management that the court ordered process may take several years.

The fair value of these swaps is undeterminable at January 1, 2009, as prior to the termination date
Lehman Brothers liquidated the underlying referenced securities, making a valuation not
commercially viable. An estimated liability of $10,740 and $10,921 was recognized by the Alliance
as of June 30, 2010 and 2009, respectively. Management believes that the liability as recorded at
June 30, 2010 is sufficient to cover any exposure arising from litigation in this matter. However, it
is reasonably possible management’s estimate may change in the near term, although the amount of
any change cannot be estimated. Due to the termination of this agreement, the estimated liability is
included as a current liability in the accompanying Consolidated Balance Sheets.

A third party holds collateral with a fair market value of approximately $13,570 and $13,252,
respectively, at June 30,2010 and 2009, with respect to these derivative agreements. Such collateral
is included as current assets limited as to use. Additionally, during 2009 the Alliance wrote-off
deferred financing and issuance costs related to these swaps of $2,619 which is included in loss on
termination of derivatives in the accompanying 2009 Consolidated Statement of Operations and
Changes in Net Assets.

The arrangement consists of nine agreements each with three separate components (described
below) with notional values of $23,600, $8,000, and $8,750 each. The swaps generally consist of
the following:

20



MOUNTAIN STATES HEALTH ALLIANCE

Notes to Consolidated Financial Statements - Continued
(Dollars in Thousands)

Years Ended June 30, 2010 and 2009

NOTE D--DERIVATIVE TRANSACTIONS - Continued

An arrangement that calls for the Alliance to pay a variable rate (SIFMA Municipal Swap

‘Index) plus certain fixed payment amounts and receive a payment equal to the interest paid

by the Alliance on a portion of its early extinguished, but still outstanding, 2000A and
2000B Hospital Mortgage Revenue Refunding Bonds (the Reference Bonds) (whose fixed
rates range from 7.50% to 7.75%).

An arrangement that requires the Alliance to pay a fixed rate of 4.211% through either July
1, 2025, 2029 or 2033 (or termination of the swap) on the outstanding Reference Bonds and
receive a variable rate of 67% of USD-LIBOR-BBA on the outstanding Reference Bonds;
and

A “total return provision” under which the Alliance will pay (or receive) the difference
between the outstanding Reference Bonds, multiplied by 132%, less the fair value of the
Reference Bonds on the date of termination and any fixed interest payments made under the
arrangements described above. In the event the swaps do not terminate prior to their stated
termination dates (2025, 2029 or 2033), there would be no settlement of this component as
there would be no outstanding Reference Bonds.

The swap also contains an agreement that consists of two separate components:

An arrangement that requires the Alliance to pay a fixed rate 0of 2.98% through July 1, 2016
(or termination of the swap) on the outstanding, but previously defeased, 1991 Hospital
Revenue and Improvement Bonds (the 1991 Reference Bonds) and receive a variable rate of
67% of USD-LIBOR-BBA on the outstanding 1991 Reference Bonds; and

A “fixed payor provision” under which the Alliance will pay (or receive) the difference
between the outstanding 1991 Reference Bonds multiplied by 100% and any fixed interest
payments made as required under the agreement minus the outstanding 1991 Reference
Bonds multiplied by the average market price at termination. In the event the swaps do not
terminate prior to their stated termination date (2016), there would be no settlement of this
component as there would be no outstanding 1991 Reference Bonds.

Interest Rate Swap Option: In June 2004, the Alliance entered into an agreement with Bear Stearns
(acquired by JP Morgan) whereby Bear Stearns has purchased from the Alliance an option to enter
into an interest rate swap agreement (swaption) with the Alliance on July 1, 2011, which is an
optional redemption date related to the Alliance’s early extinguished 2000A and 2000B Bonds (Note
F). The purpose of this agreement was to effectively sell the call features related to the early
extinguished Series 2000A and 2000B Bonds. As consideration under this agreement, the Alliance
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received a total of $42,500 in upfront payments as the swaption premium. Such amounts were
initially recorded as estimated fair value of derivatives in the Consolidated Balance Sheets.
Beginning 30 calendar days prior to July 1, 2011 and terminating 30 calendar days prior to July 1,
2015, the counterparty has the periodic right to exercise the swaption.

The underlying interest rate swap transactions to which the swaption transaction relates have the
following terms:

Nefional Payments by:
Swap Amount Term Counterparty Alliance

2000A Ranging from $148,170 30 days following the 64% of USD- Fixed amounts ranging from
through July 1, 2018 to exercise date through LIBOR-BBA  7.13% upon execution to
$23,000 through July 2033 July 2033 7.50% through July 2033,
based on notional amount

2000B Ranging from $76,240 30 days following the 64% of USD- Fixed amounts ranging from
through July 1, 2021 to exercise date through LIBOR-BBA  7.54% upon execution to
$8,800 through July 2033 July 2033 8.00% through July 2033,
based on notional amount

Management anticipates the swaption will be settled by a payment of cash and not by the execution
of an actual interest rate swap transaction, should the counterparty not elect to terminate.

The Alliance retains the right to terminate the swaption at any time prior to May 17,2011 at its fair
market value. A liability of $89,650 and $78,022, representing the estimated fair value of the
swaption at June 30,2010 and 2009, respectively, is included in estimated fair value of derivatives in
the accompanying Consolidated Balance Sheets. As a derivative financial instrument, this swaption
is extremely sensitive to changes in long-term interest rates and other elements in the financial
marketplace. As such, estimates of fair value are subject to significant changes in the near term.

Deferred financing and acquisition costs include $434 and $868 at June 30, 2010 and 2009,
respectively, related to the costs of this transaction. The change in estimated fair value of
derivatives in the accompanying Statement of Operations and Changes in Net Assets for 2010 and
2009 includes an unrealized loss of $11,628 and $9,195, respectively, related to this derivative.

Forward Sale Agreements: In June 2004, the Alliance entered into two related forward sale
agreements with the counterparty to the swaption agreements and the Master Trustee of the Series
2000 Bonds. The forward sale agreements originally related to the Debt Service Reserve Fund and
to the Debt Service Fund, respectively, (collectively, the “Funds”), as established under provisions
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of the Master Trust Indenture related to the issuance of the Series 2000 Bonds. In consideration of
the future eamnings on the Funds, the counterparty paid the Master Trustee a total of $30,000 during
20035, to be held on behalf of the Alliance. In June 2006, one of these agreements was amended to
also relate to the Series 2000C, 2000D, 2006A and 2006B Bonds, and to remove the Series 2000A
Bonds from consideration under the agreement. As the original intent of these Funds was to secure
debt service payments under the above referenced Bonds, the agreement requires these funds to be
held under a guaranty agreement as further described below.

In connection with the issuance of the Series 2007 Bonds and the derecognition of a portion of the
Series 2000A Bonds, all of the outstanding Series 2000B Bonds, and all of the outstanding 2006B
Bonds (Note F), one of these agreements as it relates to the Series 2000A and 2000B Bonds was
partially terminated. As such, during 2008 the Alliance reduced its liability with respect to the
portion related to the Series 2000A and 2000B Bonds, and paid the counterparty $6,186 under the
terms of the agreement. Management has represented that the other agreement will be amended in
fiscal year 2011 to include the Series 2010A Bonds and to remove the Series 2000B and 2006B
Bonds. As such, the Alliance has not reduced its liability for the portion related to the Series 2000B
or 2006B Bonds under this agreement.

A liability of $19,864 and $20,728 representing the unamortized payments from the counterparty is
included as part of deferred revenue in the accompanying Consolidated Balance Sheets as of June
30,2010 and 2009, respectively. Amounts are being recognized as investment income over the life
of the agreements.

Pursuant to these agreements, the counterparty required that the Alliance’s obligations under the
swaption and forward sale agreements be collateralized under a guarantee agreement in favor of the
counterparty. Due to various requirements of the Master Trust Indenture, the Alliance transferred to
MSEF a total of $42,500 that was in turn deposited with the counterparty as collateral in a Guaranteed
Investment Contract (GIC). Amounts received under the forward sale agreements were also
deposited into the GIC. All GIC deposits earn interest compounded at 4.14% for the first year, and
at 3.5% thereafter through July 1, 2011. The GIC deposits as of June 30, 2010 and 2009 totaled
$89,486 and $86,364, respectively.

In the event the counterparty does not exercise the swaption, the Alliance will realize the swaption
premium, forward sale amounts, and earnings on the GIC when the swaption expires on July 1,
2015. In the event the Alliance settles with the counterparty, the Alliance would in effect lose the
earnings on these funds.
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Property, plant and equipment consist of the following at June 30:

2010 2009
Land $ 60,351 $ 51,484
Buildings and leasehold improvements 404,790 407,063
Property and improvements held for leasing 84,421 96,457
Equipment 479,523 424,738
Equipment held under capital lease 22,679 25,032
1,051,764 1,004,774
Less: Allowances for depreciation and amortization (569,913) (505,600)
481,851 499,174
Construction in progress (Note N) 213,747 91,395

$ 695,598 § 590,569

Accumulated depreciation and amortization on property and improvements held for leasing purposes
is $21,543 and $21,829 at June 30, 2010 and 2009, respectively. Net interest capitalized was
$11,117 and $3,744 for the years ended June 30, 2010 and 2009, respectively.

The Alliance is constructing two new hospital facilities, including Franklin Woods Community
Hospital (FWCH) in Washington County, Tennessee and a replacement facility for JMH and has
plans to construct a replacement facility at SCCH which will commence in 2011. The Alliance is
also performing various renovations on existing hospital facilities. These projects may have a
significant impact on the remaining useful life of the existing hospital facilities. Where
commitments to construct new facilities have been finalized, management has adjusted the estimated
useful lives of existing hospital facilities.

NOTE F--LONG-TERM DEBT AND OTHER FINANCING ARRANGEMENTS
Long-term debt and capital lease obligations consist of the following at June 30:

Qutstanding Balance

Description Maturities Rates 2019 2009
2010A Hospital Refunding Revenue Bonds, net  $38,660 uninsured serially, through 2020 3,00%10 5.00% § 169,176 §
of unamortized premium of $1,096 &t June 30,  $14,985 uninsured term bonds, due July 1, 2025 538%
2010 $19,385 uninsured term bonds, due July 1, 2030 5.63%
$39,570 uninsured term bonds, due July 1, 2038 6.56%
$55,480 uninsured term bonds, due July 1, 2038 €.00%
2010B Bospital Refunding Revenue Bonds, net  $27,330 uninsured serielly, through 2020 2.50% to 5.60% 36,688
of unsmortized premium of $753 st June 30, 34,355 uninsured term bonds, due July 1, 2023 5.06%
2010 $4,250 uninsured term bonds, due July 1, 2028 5.50%
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Qutstanding Balance
Deseription Maturities Raes 2010 2009
2009A Hospital Revenue Bonds, net of $725 uninsured term bonds, due July 1, 2019 7.25% 5,434 5,431
unamortized discount of $126 and $129 st June  $1,730 uninsured term bonds, duc July 1, 2029 7.50%
30, 2010 and 2009, respectively $3,105 uninsured term bonds, due July 1, 2038 7.75%
20098 Hospital Revenue Bonds $5,535 uninsured term bonds, due July 1, 2038 8.00% 5535 5,535
2009C Hospital Revenue Bonds, net of §21,100 uninsured term bonds, due July 1, 2019 7.25% 113,447 113,360
unamortized discount of $2,508 and 82,595 st $20,000 uninsured term bonds, due July 1, 2029 7.50%
June 30, 2010 and 2009, respectively $74,855 uninsured term bonds, due July 1, 2038 1.73%
2008A Hospital Revenue Bonds $13,245 uninsured term bonds, due July 1, 2038, subject Variable, 0.91% 13,245 72,770
to early redemption or tender at June 30, 2010
2008B Hospital Revenue Bonds $54,050 uninsured term bonds, dus July 1, 2038, subject Variable, 0.91% 54,050 54,230
to carly redemption or tender at June 30, 2010
2007A Hospital Revenoe Bonds $4,305 uninsured term bonds, due July 1, 2038, subject to Variable, 0.91% 4,305 100,220
early redemption or tender at June 30, 2010
2007B Taxable Hospital Revenue Bonds $314,190 uninsured term bonds, due July 1, 2033, subject Variable, 2.42% 314,190 320,170
to carly redemption or tender at June 30,2010
2007C Hospital Revenue Bonds $1,000 uninsured term bonds, due July 1, 2032, subject to Vesiable, 0.91% 1,900 36,575
early redemption or tender at June 30, 2010
2006A Hospital First Mortgage Revenue $7,265 uninsured serislly, through 2019 4.50% 10 5.00% 170,473 171,149
Bonds, net of unamortized premium of $153 $7,375 uninsured term bonds, dus July 1, 2026 5.25%
and $159 at Junc 30, 2010 and 2009, $20,505 uninsured term bonds, due July 1, 2031 5.50%
respectively $135,175 uninsured term bonds, due July 3, 2036 5.50%
2001A Hospital First Morigage Revenue Bonds  $23,900 term bonds, due July 1, 2026, subject to early 6.85% 23,900 24,600
redemption or tender
2001 Hospital Refunding and Improvement $675 insured term bonds, due December 1, 2010 5.13% 12,547 13,183
Revenue Bonds (NCH), net of unamortized $1,465 insured tetm bonds, due December 1, 2012 5.75%
discount of $43 and $38 at June 30, 2010 and $1,635 insured term bonds, due December 1, 2014 6.00%
2009, respectively $8,815 insured term bonds, due December 1, 2022 6.00%
2000A Hospital First Morigsge Revenue $28,417 insured Capital Appreciation Bonds, interest and 6.63% 28,417 26,601
Refunding Bonds principal due July 1, 2026 through 2030
2000C Hospital First Mortgage Revenue $35,335 insured term bonds, due July 1, 2026 8.50% 35,335 36,270
Taxabls Bonds
2000D First Mortgage Taxable Bonds $15,225 insured term bonds, due July 1, 2026 8.50% 15,225 15,630
1998 Hospital Refunding and Improvement £1,125 uninsured serizlly, through 2011 5.00% 15,240 16,310
Revenue Bonds (JMH) $6,495 uninsured tenm bonds, due July 1, 2016 5.25%
$7,620 uninsured term bonds, duc July 1, 2028 5.38%
Capitalized lease obligations secured by Maturing through 2027 3.18%te 16,715 17,211
buildings and equipment 13.01%
Note payable secured by assets of Kingsport Monthly principal and interest payments maturing through 5.50% - 334
Ambulatory Surgery Center June 2010
Nole payable secured by property Monthly principal and interest payments of $7 beginning LIBOR + 1.25% - 204
March 2007 maturing February 2012, Note was paid-offin
2010
$7,500 promissory notc sccured by assets of Monthly principal and interest payments of $56 beginning LIBOR + 1.10% 6,064 6,647
Mediserve Medical Equipment of Kingsport, Februery 2007 maturing December 2011; ini
Inc. principal of $6,473 due Janusry 2012
Capitalized lease obligations secured by Various monthly payments of monthly principal end Various 1,325 1,526
equipment interest
$7,482 promissery note sccured by property Monthly interest-only payments through maturity on $32 interest - 7,450
and unsecured Jetter of credit Decernber 31, 2010; paid off in 2010 per month
Master install P g $2,194 due Avgust 1, 2010 Unspecified 2,194 3,140
$1,409 unsecured promissory note Monthly principal end interest payments of $23 beginning LIBOR + 1.25% 920 1,202

July 2008 through September 2013;
and acorued interest due October 2014

ining principal
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Qutstanding Balance

Description Maturities Rates 2010 2009
$1,800 note payable sceured by property Monthly interest-only payments through maturity in July 3.74% - 1,800
2009
$10,221 note pryable sccured by property Various snnual principal and interest payments through 6.25% 7,836 18,221
April 2013
$5,000 line of credit sceured by investments Payable on demand LIBOR +1.25% - 5,039
$4,600 note payable secured by property Monthly principal and interest payments of $50 beginning 5.47% - 4,377
February 2008 maturing December 2013; remaining
principal duc January 2014, Note was paid-off in 2010
$1,065 note paysble secured by land Monthly intcrest-onty payments through April 2011; 5.50% 1,065 1,065
remeining principal and sccrued interest due May 2011
$6,332 promissory note secured by Monthly principal payments of $35 plus sccrued interest LIBOR +2.00% 6332 -
substantially all assets of the Allisnce beginning July 2010 maturing June 2015; remaining
principal duc July 2015
$3,955 note paysble secured by property Monthly prineipal and interest payments of $27 beginning 3.00% 3,955 -
July 2010 maturing May 2015; remaining principal due
June 2015
Naolte payable under Mastet Financing Monthly principal and interest payments of $166 4.62% 11,500 -
Agreement, secured by Equipment beginning July 2010 maturing June 2017
Note payable under Master Financing Monthly principal and interest payments of $56 beginning 3.75% 4,100 -
Agreement, secured by Equipment July 2016 maturing Junc 2017
$4,926 convertible construction loan secured by  Monthly interest-only payments through January 2011 Prime 1,195 -
property and assigned rents followed by monthly principal and interest payments of (stated minimum and
$25 maturing December 2014; remsining principal and maximum interest rates
accrued interest due January 2015 of 3.75% and 6.75%,
respectively)
$1,885 linc of credit secured by property Monthly interest-only payments through March 2011 Prime - 0.50% 285 -
followed by monthly principal and interest payments of $9 (stated minimum and
maturing February 2015; remaining principal and scorued maximum intercst rates
interest due March 2015 of 3.50% and 6.25%,
Tespectively)
1,082,973 1,072,250
Less current portion (28,131) (31,306)
§ 1,054,842 § 1,040,944

Series 2010 Bonds: In April 2010, the Alliance issued $168,080 (Series 2010A) and $35,935 Series
2010B fixed rate Hospital Refunding Revenue Bonds (collectively, the Series 2010 Bonds).
Proceeds of the Series 2010A. and the Series 2010B Bonds were used to refinance outstanding
indebtedness, specifically related to the Alliance’s facilities in Tennessee and in Virginia,
respectively, fund debt service reserve funds and pay costs of issuance. The Alliance recognized a
$3,029 loss on early extinguishment of debt representing the write off of previously deferred and
unamortized financing costs related to the refinanced Series 2008A and the Series 2007A and 2007C
debt issues discussed below.

Series 2009 Bonds
In March 2009, the Alliance issued $5,560 (Series 2009A), $5,535 (Series 2009B) and $115,955

(Series 2009C) fixed rate Hospital Revenue Bonds (collectively, the Series 2009 Bonds). The
proceeds of Series 2009 Bonds were used to refinance a portion of the outstanding Series 2006C
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Taxable Notes, which were originally issued to finance a capital commitment to SCCH and purchase
certain leased assets, finance the acquisition of a majority ownership in JMH, fund a debt service
reserve fund and pay costs of issuance. The portion of the 2006C taxable notes which were not
refinanced with the Series 2009 Bonds were repaid with cash on hand.

In connection with its acquisition of a majority ownership in JMH, the Alliance assumed the then
outstanding long-term debt of JMH, totaling $33,906, including the JMH Series 1998 Hospital
Refunding and Improvement Revenue Bonds as further described in the table above.

Series 2008 Bonds

In February 2008, the Alliance issued $72,770 (Series 2008A) and $54,230 (Series 2008B) variable
rate Hospital Revenue Bonds (collectively, the Series 2008 Bonds). The proceeds of Series 2008
Bonds were primarily used to finance certain future capital projects for the Alliance’s hospital
facilities and for the repayment of previously issued 2008 Taxable Notes used for the acquisition of
RCMC. The payment of principal and interest on the Series 2008 Bonds and the purchase price of
any tendered bonds on each series are secured by a separate, irrevocable, transferable, direct-pay
letter of credit (the Letters of Credit). The Letters of Credit entitle the Master Trustee to draw
amounts equal to the principal amounts of the Series 2008 Bonds outstanding and up to 35 days
interest at a rate of 12%. The Letters of Credit expire on December 14, 2012 unless renewed or
replaced. A portion ($59,525) of the Series 2008A Bonds were repaid from proceeds of the Series
2010 Bonds.

The variable rate of interest on the Series 2008 Bonds is determined weekly by the Remarketing
Agent (Merrill Lynch), as the rate equal to the lowest rate which, in regard to general financial
conditions and other special conditions bearing on the rate, would produce as nearly as possible a
par bid for the Series 2008 Bonds in the secondary market. In no event shall the variable rate on the
Series 2008 Bonds during any period where interest is calculated weekly exceed the lesser of 12%
annually or the maximum contract rate of interest permitted by the State of Tennessee for the Series
2008A Bonds or the Commonwealth of Virginia for the Series 2008B Bonds. The Alliance has the
option, upon written approval of the holder of the Letters of Credit, the Remarketing Agent and
others, to convert to a medium-term rate period or to a fixed rate.

The Series 2008 Bonds are subject to optional and mandatory tender for purchase prior to maturity at
the option of the holder, upon conversion to a fixed rate, upon conversion to a medium-term rate
period, prior to the effective date of any substitute letter of credit, or upon the termination of the
Letters of Credit. The optional and mandatory tender provisions generally call for the Master
Trustee to purchase the outstanding Series 2008 Bonds at a purchase price equal to the principal
amount thereof plus accrued interest upon a stated date as described in the tender notice delivered to
the bond holders.
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Series 2007 Bonds

In December 2007, the Alliance issued $104,355 (Series 2007A), $327,170 (Series 2007B taxable)
and $36,575 (Series 2007C) variable rate Hospital Revenue Bonds (collectively, the Series 2007
Bonds). The proceeds of Series 2007 Bonds were primarily used to early extinguish a portion of the
outstanding Series 2000A Bonds, all of the outstanding 2000B Bonds, all of the outstanding Series
1994 Bonds, and all of the outstanding Series 20068 Bonds; to finance the acquisition of a majority
ownership in NCH, and to finance certain capital improvements and equipment acquisitions for the
Alliance’s hospital facilities. The payment of principal and interest on the Series 2007 Bonds and
the purchase price of any tendered bonds on each series are secured by a separate, irrevocable,
transferable, direct-pay letter of credit (the Letters of Credit). The Letters of Credit entitle the
Master Trustee to draw amounts equal to the principal amounts of the Series 2007 Bonds
outstanding and up to 35 days interest at a rate of 12%. The Letters of Credit expire on December
14, 2012 unless renewed or replaced. A portion of the outstanding Series 2007A ($91,685) and
Series 2007C ($32,840) Bonds were repaid from proceeds of the Series 2010 Bonds.

The variable rate of interest on the Series 2007 Bonds is determined weekly in the same manner as
described above for the Series 2008 Bonds. In no event shall the variable rate on the Series 2007
Bonds during any period where interest is calculated weekly exceed the lesser of 12% annually or
the maximum contract rate of interest permitted by the State of Tennessee for the Series 2007A and
2007B Bonds or the Commonwealth of Virginia for the 2007C Bonds. The Alliance has the option,
upon written approval of the holder of the Letters of Credit, the Remarketing Agent and others, to
convert to a medium-term rate period or to a fixed rate. Upon such conversion, the Series 2007
Bonds become subject to mandatory tender for purchase.

The Series 2007 Bonds are subject to optional and mandatory tender in the same manner as
described above for the Series 2008 Bonds. In addition, the Series 2007B Bonds are subject to a
special mandatory tender with respect to its conversion from taxable debt to tax-exempt debt.

Series 2006 Bonds

During 2006, the Alliance issued $173,030 Hospital First Mortgage Revenue Bonds (Series 2006A)
and $66,500 Hospital First Mortgage Variable Rate Revenue Bonds (Series 2006B). The proceeds
from the sale of the Series 2006A Bonds were used to finance certain future and prior capital
projects for the Alliance’s hospital facilities and to refund certain existing indebtedness, specifically
the Series 2001B Bonds (discussed below) and certain existing short and intermediate term loans
and leases, as well as fund a debt service reserve fund. The Series 2006B Bond proceeds were
substantially used to refund the remaining outstanding principal of the Series 2001B Bonds and
establish a debt service reserve fund.
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Series 2001 Bonds

During 2001, the Alliance issued $26,000 Hospital First Mortgage Revenue Bonds (Series 2001A)
and $60,175 Hospital First Mortgage Revenue Bonds (Series 2001B). The Series 2001 A Bonds
were subject to optional tender by Bond holders. Effective July 1,2007, the Alliance entered into an
agreement whereby the beneficial owners of the Series 2001 A Bonds have irrevocably waived their
rights to tender the Bonds under the provisions of the respective Bond Indenture. The waiver will
continue in effect through the maturity of the 2001A Bonds. The Series 2001B Bonds were
refunded and redeemed in 2006.

Series 2000 Bonds

The Hospital First Mortgage Revenue Refunding (Series 2000A Bonds) and First Mortgage Revenue
Refunding Bonds (Series 2000B Bonds), were used to advance refund previously existing
indebtedness as well as fund a required debt service reserve fund. The Hospital First Mortgage
Revenue Bonds (Series 2000C Taxable Bonds) were intended to refinance certain mortgage
indebtedness of BRMM, and to refund other previously existing indebtedness. The proceeds from
the sale of the First Mortgage Bonds (Series 2000D Taxable Bonds) were used primarily to fund
working capital for the Alliance.

The Series 2000A Bonds included at issue date $14,680 of insured Capital Appreciation Bonds.
Such bonds bear a 0% coupon rate and have a yield of 6.625% annually. The Alliance recognizes
interest expense and increases the amount of outstanding debt each year based upon this yield. Total
principal and interest due at maturity (2026 through 2030) is $93,675.

The advance refunding of previously issued debt requires funds to be placed in irrevocable trusts in
order to satisfy remaining scheduled principal and interest payments. Management, upon advice of
legal counsel, believes the amounts deposited in such irrevocable trust accounts have contractually
relieved the Alliance of any future obligations with respect to this debt, and the debt and escrowed
securities are not considered liabilities or assets of the Alliance. Therefore, such debt has been
derecognized.

Debt outstanding and not recognized in the Consolidated Balance Sheet at June 30, 2010 due to
previous advance refundings of the Series 2000A Bonds, Series 2000B Bonds, Series 1998C Bonds,
and Series 1991 Bonds, totaled approximately $585,960.

The assets placed in the irrevocable trust accounts are also not recognized as assets of the Alliance.
These assets consist primarily of various investments, as permitted by bond indentures and other
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documents, including United States Treasury obligations, an investment contract with MBIA
Insurance Corporation (MBIA) in the amount of $54,300, as well as the Series 2000C and 2000D
Bonds which were purchased with the proceeds of the 2000A and 2000B Bonds specifically for the
purpose of utilizing the Series 2000C and 2000D Bonds in the irrevocable trust. Therefore, certain
of the assets held in the irrevocable trust accounts have future income streams contingent upon
payments by the Alliance.

Essentially all of the Alliance’s bonds are subject to redemption prior to maturity, including
optional, mandatory sinking fund and extraordinary redemption, at various dates and prices as
described in the respective Bond indentures and other documents.

Other Bonds, Notes Payable and Financing Arrangements

The Alliance has granted a deed of trust on JCMC and SSH to secure the payment of the outstanding
bonds. The bonds are also secured by the Alliance's receivables, inventories and other assets as well
as certain funds held under the documents pursuant to which the bonds were issued.

The NCH Series 2001 Hospital Refunding and Improvement Revenue Bonds are secured by
revenues and a lien on certain real and personal property of NCH. The JMH Series 1998 Hospital
Refunding and Improvement Revenue Bonds are secured by pledged gross receipts of JMH, as
defined in the Master Trust indenture.

The scheduled maturities and mandatory sinking fund payments of the long-term debt and capital
lease obligations (excluding interest), exclusive of net unamortized original issue discount and
premium, at June 30, 2010 are as follows:

Year Ending

June 30,
2011 $ 28,131
2012 35,002
2013 30,312
2014 28,035
2015 31,898
Thereafter 930,227
1,083,605
Net discount (632)
$ 1,082,973
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The Alliance, NCH and JMH are each members of separate Obligated Groups. The bond indentures,
master trust indentures, letter of credit agreements and loan agreements related to the various bond
issues and notes payable contain covenants with which the respective Obligated Groups must
comply. These requirements include maintenance of certain financial and liquidity ratios, deposits
to trustee funds, permitted indebtedness, use of facilities and disposals of property. These covenants
also require that failure to meet certain debt service coverage tests will require the deposit of all
daily cash receipts of the Alliance into a trust fund. Management has represented the Alliance, NCH
and JMH are in compliance with all such covenants at June 30, 2010.

In connection with the tax-exempt bonds, the Alliance is required every five years, and at maturity,
to remit to the Internal Revenue Service amounts which are due related to positive arbitrage on the
borrowed funds. The Alliance performs such computations when required and recognizes any
liability at that time. Management does not believe there are any significant arbitrage liabilities at
June 30, 2010 or 2009.

In September 2010, in order to reduce credit risk and expenses, the Alliance replaced the existing
letters of credit related to the Series 2007B, Series 2008 A and Series 2008B Bonds with letters of
credit held by several different financial institutions. The term of the letter of credit facility is for
three years. As a part of this restructuring, the existing Bonds in these series were repaid through a
remarketing of sub-series of each respective bond issue created per the mandatory tender and letter
of credit substitution provisions.

NOTE G--SELF-INSURANCE PROGRAMS

The Alliance is self-insured for professional and general liability claims and related expenses. The
Alliance maintains a $25,000 umbrella liability policy that attaches over the self-insurance limits of
$10,000 per claim and a $15,000 annual aggregate retention. The Alliance also provides
professional liability coverage for certain affiliates and joint ventures.

The Alliance is self-insured for workers’ compensation claims in the State of Tennessee and has
established estimated liabilities for both reported and unreported claims. The Alliance maintains a
stop-loss policy that attaches over the self-insurance limits of $1,000 per occurrence and $1,000
annual aggregate retention. In the State of Virginia, the Alliance is not self-insured and maintains
workers’ compensation insurance through commercial carriers.

At June 30, 2010, the Alliance is involved in litigation relating to medical malpractice and workers’
compensation and other claims arising in the ordinary course of business. There are also known
incidents occurring through June 30, 2010 that may result in the assertion of additional claims, and
other unreported claims may be asserted arising from services provided in the past. Alliance
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management has estimated and accrued for the cost of these unreported claims based on historical
data and actuarial projections. The estimated net present value of malpractice and workers’
compensation claims, both reported and unreported, as of June 30, 2010 and 2009 was $12,601 and
$12,887, respectively. The discount rate utilized was 5% at June 30, 2010 and 2009.

Additionally, the Alliance is self-insured for employee health claims and recognizes expense each
year based upon actual claims paid and an estimate of claims incurred but not yet paid, including a
catastrophic claims reserve based on historical claims in excess of $75.

NOTE H--NET PATIENT SERVICE REVENUE

A reconciliation of the amount of services provided to patients at established rates to net patient
service revenue as presented in the accompanying Consolidated Statements of Operations and
Changes in Net Assets is as follows for the years ended June 30:

2010 2009

Inpatient service charges $ 1,848,590 § 1,630,110

Outpatient service charges 1,669,705 1,253,097

Gross patient service charges 3,518,295 2,883,207
Less:

Estimated contractual adjustments and other discounts 2,417,082 1,929,061

Estimated uncollectible self-pay - Note B 111,565 86,760

Charity care 61,378 44,488

2,590,025 2,060,309

Net patient service revenue $ 928,270 § 822,898

NOTE I--THIRD-PARTY REIMBURSEMENT

The Alliance renders services to patients under contractual arrangements with Medicare, Medicaid,
TennCare, Blue Cross and various other commercial payors. The Medicare program pays for
inpatient services on a prospective basis. Payments are based upon diagnosis related group
assignments, which are determined by the patient’s clinical diagnosis and medical procedures
utilized. The Alliance also receives additional payments from Medicare based on the provision of
services to a disproportionate share of Medicaid and other low income patients. Most Medicare
outpatient services are reimbursed on a prospectively determined payment methodology. The
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Medicare program also reimburses certain other services on the basis of reasonable cost, subject to
various prescribed limitations and reductions.

Reimbursement under the State of Tennessee’s Medicaid waiver program (TennCare) for inpatient
and outpatient services is administered by various managed care organizations (MCOs) and is based
on diagnosis related group assignments, a negotiated per diem or fee schedule basis. The Alliance
also receives additional supplemental payments from the State of Tennessee. The amount
recognized totaled $8,700 and $11,137 for the years ended June 30, 2010 and 2009, respectively.
Such payments are not guaranteed in future periods.

The Virginia Medicaid program reimbursement for inpatient hospital services is based on a
prospective payment system using both a per case and per diem methodology. Additional payments
are made for the allowable costs of capital. Payments for outpatient services are based on Medicare
cost reimbursement principles and settled through the filing of an annual Medicaid cost report.

Amounts earned under the contractual agreements with the Medicare and Medicaid programs are
subject to review and final determination by fiscal intermediaries and other appropriate
governmental authorities or their agents. Retroactive adjustments are accrued on an estimated basis
in the period the related services are rendered and adjusted in future periods as final settlements are
determined. Activity with respect to audits and reviews of the governmental programs in the
healthcare industry has increased and is expected to increase in the future. No additional specific
reserves or allowances have been established with regard to these increased audits and reviews as
management is not able to estimate such amounts. Management believes that any adjustments from
these increased audits and reviews will not have a material adverse impact on the consolidated
financial statements. However, due to uncertainties in the estimation, it is at least reasonably
possible that management’s estimate will change in 2011, although the amount of any change cannot
be estimated. The impact of final settlements of cost reports or changes in estimates decreased net
patient service revenue by $3,540 in 2009. The impact of final settlements of cost reports or changes
in estimates were not significant in 2010.

Participation in the Medicare program subjects the Alliance to significant rules and regulations;
failure to adhere to such could result in fines, penalties or expulsion from the program. Management
believes that adequate provision has been made for any adjustments, fines or penalties which may
result from final settlements or violations of other rules or regulations. Management has represented
that the Alliance is in substantial compliance with these rules and regulations as of June 30, 2010.

The Alliance has also entered into payment agreements with certain commercial insurance carriers,
health maintenance organizations, preferred provider organizations and employer groups. The basis

33



MOUNTAIN STATES HEALTH ALLIANCE

Notes to Consolidated Financial Statements - Continued
(Dollars in Thousands)

Years Ended June 30, 2010 and 2009
NOTE I--THIRD-PARTY REIMBURSEMENT - Continued

for payment under these agreements includes prospectively determined rates per discharge,
discounts from established charges and prospectively determined daily rates.

NOTE J--EMPLOYEE BENEFIT PLANS

The Alliance sponsors a retirement plan (the Plan) which covers substantially all employees. The
Plan is a defined contribution plan which consists mainly of employer-funded contributions. During
2010 and 2009, the Alliance made contributions to the Plan under a stratified system, whereby the
Alliance’s contribution percentage is based on each employee’s years of service. In addition, the
Alliance sponsors a 403(b) plan which is funded solely by employees’ contributions. The Alliance
does not make any discretionary or matching contributions into the 403(b) plan. Employees of
certain other subsidiaries are covered by other plans, although such plans are not significant. The
total expense related to defined contribution plans for the years ended June 30, 2010 and 2009 was
$13,311 and $10,590, respectively.

NCH maintains a defined benefit pension plan and a post-retirement employee benefit plan. The
accrued unfunded pension liability was $1,942 and $1,972, and the accrued unfunded post-
retirement liability was $3,843 and $4,821 at June 30, 2010 and 2009, respectively.

The Alliance sponsors a secured executive benefit program (SEBP) for certain key executives.
Contributions to the plan by the Alliance are based on an annual amount of funding necessary to
produce a target benefit for the participants at their retirement date, although the Alliance does not
guarantee any level of benefit will be achieved. The Alliance contributed $1,303 and $1,716 to the
plan during 2010 and 2009, respectively. Other assets at June 30,2010 and 2009 include $7,077 and
$5,827, respectively, related to the Alliance’s portion of the benefits which are recoverable upon the
death of the participant. In addition, the Alliance sponsors a Section 457(f) plan for certain key
executives. The benefits for substantially all employees previously participating in the SEBP plan
have been transferred into the 457(f) plan.

NOTE K--CONCENTRATIONS OF RISK

The Alliance has locations primarily in upper East Tennessee and Southwest Virginia which is
considered a geographic concentration. The Alliance grants credit without collateral to its patients,
most of whom are local residents and are insured under third-party payor agreements. Net patient
service revenue from Washington County, Tennessee operations were approximately 54% and 59%
of total net patient service revenue for 2010 and 2009, respectively.

The mix of receivables from patients and third-party payors based on charges at established rates is
as follows as of June 30:

34



MOUNTAIN STATES HEALTH ALLIANCE

Notes to Consolidated Financial Statements - Continued
(Dollars in Thousands)

Years Ended June 30, 2010 and 2009
NOTE K--CONCENTRATIONS OF RISK - Continued

2010 2009
Medicare 42% 40%
Tenncare/Medicaid 15% 17%
Commercial 25% 31%
Other third-party payors 10% 5%
Patients 8% 7%
100% 100%

Approximately 98% of the consolidated total revenue, gains and support were related to the
provision of healthcare services during 2010 and 2009. Admitting physicians are primarily
practitioners in the regional area.

Two of the Alliance’s Virginia hospitals’ employees are covered under collective bargaining
agreements. These agreements expire in January 2011.

The Alliance routinely invests in investment vehicles as listed in Note C. The Alliance’s investment
portfolio is managed by outside investment management companies. Investments in corporate and
foreign bonds and notes, municipal obligations, money market funds, equities and other vehicles that
are held by safekeeping agents are not insured or guaranteed by the U.S. government.

NOTE L--INCOME TAXES

BRMM and its subsidiaries file a consolidated federal tax return and separate state tax returns. As of
June 30, 2010 and 2009, BRMM and its subsidiaries had net operating loss carryforwards for
consolidated federal purposes of $32,447 and $35,448, respectively, related to operating losses
which expire through 2025. BRMM had state net operating loss carryforwards of $59,860 and
$58,771, respectively, which expire through 2025. The net operating loss carryforwards may be
offset against future taxable income to the extent permitted by the Internal Revenue Code and
Tennessee Code Annotated.

At June 30, 2010 and 2009, SWCH had federal and state net operating loss carryforwards of $4,376
and $3,923, respectively, which expire through 2029. CHC files separate federal and state tax
returns. CHC had a net deferred tax liability of $58 at June 30, 2010 and a net deferred tax asset of
$55 at June 30, 2009; the differences are due primarily to temporary timing differences related to
depreciation and net operating loss carryforwards. The net operating loss carryforwards may be off-
set against future taxable income to the extent permitted by the Internal Revenue Code and tax codes
of the Commonwealth of Virginia.
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Net deferred tax assets related to these carryforwards and other deferred tax assets have been
substantially offset through valuation allowances equal to these amounts. Income taxes paid relate
primarily to state taxes for certain subsidiaries and federal alternative minimum tax.

NOTE M--RELATED PARTY TRANSACTIONS

The Alliance enters into transactions with entities affiliated with certain members of the Board of
Directors including transactions to construct Alliance facilities and provide professional services to
the Alliance. Board members refrain from discussion and abstain from voting on transactions with
entities with which they are related.

NOTE N--OTHER COMMITMENTS AND CONTINGENCIES

Construction in Progress: Construction in progress at June 30, 2010 represents costs incurred
related to various hospital and medical office building facility renovations and additions. The
Alliance has outstanding contracts and other commitments related to the completion of these
projects, and the cost to complete these projects is estimated to be approximately $223,847 at June
30, 2010. The Alliance does not expect any significant costs to be incurred for infrastructure
improvements to assets held for resale.

Physician Contracts: BRMM employs physicians to provide services to BRMM’s physician
practices through employment agreements which provide annual compensation, plus incentives
based upon specified productivity levels. These contracts have various terms.

In addition, the Alliance has entered into contractual relationships with non-employed physicians to
provide services in Upper East Tennessee and Southwest Virginia. These contracts guarantee
certain base payments and allowable expenses and have terms of varying lengths. Upon completion
of the respective guarantee period, amounts drawn and outstanding under each agreement are treated
as a loan bearing interest at various rates and are subject to repayment over a specified period. The
physician note may also be amortized by virtue of the physician’s continued practice in the specified
community during the repayment period. A net receivable of $1,818 and $2,770 related to these
agreements is included in the accompanying Consolidated Balance Sheets at June 30, 2010 and
2009, respectively.

Employee Scholarships: The Alliance offers scholarships to certain individuals which require that
the recipients return to the Alliance to work for a specified period of time after they complete their
degree. Amounts due are then forgiven over a specific period of time as provided in the individual
contracts. If the recipient does not return and work the required period of time, the funds disbursed
on their behalf become due immediately and interest is charged until the funds are repaid. Other
receivables June 30, 2010 and 2009 includes $5,571 and $3,880, respectively, related to students in
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school, graduates working at the Alliance and amounts due from others who are no longer in the
scholarship program.

Promises to Give: The Alliance has recorded certain unconditional promises to give to unrelated
organizations. At June 30,2010, $1,768 is due within one year, and an additional $644 is due within
five years and is included in other long-term liabilities.

Operating Leases and Maintenance Contracts: Total lease expense for the years ended June 30,
2010 and 2009 was $10,216 and $9,412, respectively. Future minimum lease payments for each of
the next five years and in the aggregate for the Alliance’s noncancellable operating leases with
remaining lease terms in excess of one year are as follows:

Year Ending June 30,
2011 $ 1,686
2012 1,560
2013 1,345
2014 1,000
2015 835
Thereafter 3,808

$ 10,234

Estimated future minimum payments under various noncancellable maintenance contracts with
remaining terms in excess of one year at June 30, 2010 total in the aggregate $3,720 through 2015.

Asset Retirement Obligation: The Alliance has identified asbestos in certain facilities and is
required by law to dispose of it in a special manner if the facility undergoes major renovations or is
demolished; otherwise, the Alliance is not required to remove the asbestos from the facility. The
Alliance has complied with regulations by treating the asbestos so that it presents no known
immediate or future safety concerns. An asset retirement obligation has been established to the
extent that sufficient information exists upon which to estimate the liability.

Other: During 2007, the Alliance received a Certificate of Need (CON) application to build a new
80-bed hospital in Washington County, Tennessee. When this new facility (FWCH) is opened in
2011, acute care services are planned to be discontinued or reduced at both NSH and JCSH.
Management anticipates that the NSH and JCSH facilities will continue to be fully utilized by the
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Alliance in its operations and, therefore, no change to their estimated useful lives is anticipated.
However, it is reasonably possible management’s estimates related to the continuing use of these
facilities could change in the near term. The carrying value of buildings and improvements related
to these facilities is $12,493 at June 30, 2010.

During 2007, the Alliance filed a Certificate of Public Need (COPN) application to build a new 57-
bed hospital in Smyth County, Virginia. The COPN has been approved by the applicable
Commonwealth of Virginia agencies. Construction is expected to begin in 2011 and total costs are
expected to be $68,216.

The Alliance is a party to various transactions and agreements in the normal course of business,
which include purchase and re-purchase agreements, put arrangements and other commitments,
which may bind the Alliance to undertake additional transactions or activities in the future.

NOTE O--RENTAL INCOME UNDER OPERATING LEASES

The Alliance leases rental properties to third parties, most of whom are physician practices, for
various terms, generally five years. The following is a schedule by year and in the aggregate of
minimum future rental income due under noncancellable operating leases at June 30, 2010:

Year Ending June 30,

2011 $ 1,648

2012 1,545

2013 995

2014 730

2015 615

Thereafter 858

Total minimum future rentals $ 6,391

NOTE P--FAIR VALUE OF FINANCIAL INSTRUMENTS

The fair value of financial instruments has been estimated by the Alliance using available market
information as of June 30, 2010 and 2009, and valuation methodologies considered appropriate. The
estimates presented are not necessarily indicative of amounts the Alliance could realize in a current
market exchange. The carrying value of substantially all financial instruments approximates fair
value due to the nature or term of the instruments, except as described below,
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Years Ended June 30, 2010 and 2009
NOTE P--FAIR VALUE OF FINANCIAL INSTRUMENTS - Continued

Investment in Joint Ventures: Itis not practical to estimate the fair market value of the investments
in joint ventures.

Other Long-Term Liabilities: Estimates of reported and unreported professional liability claims,
pension and post-retirement liabilities are discounted to approximate their estimated fair value. Itis
not practical to estimate the fair market value of other long-term liabilities due to uncertainty of
when these amounts may be paid. Other long-term liabilities are not discounted.

Long-Term Debt and Capital Leases: The fair value of long-term debt is estimated based upon
quotes obtained from brokers for bonds and discounted future cash flows using current market rates
for other debt. For long-term debt with variable interest rates, the carrying value approximates fair
value.

The Alliance’s significant capital leases and vendor contracts were negotiated with various entities
and are considered unique. It is not practicable to estimate the fair value of these obligations under
current conditions. Other capital lease obligations are not significant.

The estimated fair value of the Alliance’s financial instruments that have carrying values different
from fair value is as follows at June 30:

2010 2009
Carrying Estimated Carrying Estimated
Value Fair Value Value Fair Value
FINANCIAL LIABILITIES:
Long-term debt $ 1,082,973 $ 1,105778 $ 1,072,250 $ 988,263

*.

NOTE Q--FAIR VALUE MEASUREMENT

FASB ASC 820 establishes a three-level valuation hierarchy for disclosure of fair value
measurements. The valuation hierarchy is based upon the transparency of inputs to the valuation of
an asset or liability as of the measurement date. The three levels are defined as follows:

. Level 1 — Inputs based on quoted market prices for identical assets or liabilities in active
markets at the measurement date.

»  Level 2 - Observable inputs other than quoted prices included in Level 1, such as quoted
prices for similar assets and liabilities in active markets; quoted prices for identical or similar
assets and liabilities in markets that are not active; or other inputs that are observable or can
be corroborated by observable market data.
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Years Ended June 30, 2010 and 2009
NOTE Q--FAIR VALUE MEASUREMENT - Continued

. Level 3 - Unobservable inputs that are supported by little or no market activity and are
significant to the fair value of the assets or liabilities. Level 3 includes values determined
using pricing models, discounted cash flow methodologies, or similar techniques reflecting
the Alliance’s own assumptions.

In instances where the determination of the fair value hierarchy measurement is based on inputs
from different levels of the fair value hierarchy, the level in the fair value hierarchy within which the
entire fair value measurement falls is based on the lowest level input that is significant to the fair
value measurement in its entirety. The Alliance’s assessment of the significance of a particular input
to the fair value measurement in its entirety requires judgment and considers factors specific to the
asset or liability.

The following table sets forth, by level within the fair value hierarchy, the financial assets and
liabilities recorded at fair value on a recurring basis as of June 30, 2610 and 2009:

June 30, 2010 Level 1 Level 2 Level 3
Trading securities $ 209,644 $ 164510 § 16,526 § 28,608
Assets whose use is limited 177,180 177,180 - -
Total assets 3 386,824 § 341,690 § 16,526 § 28,608
Fair value of derivative agreements  $ (134,300) § - 8§ - 3 (134,300)
June 30, 2009 Level 1 Level 2 Level 3
Trading securities $ 235,065 $ 191,918 § 13,116 $ 30,031
Assets whose use is limited 186,414 186,414 - -
Total assets $ 421,479 § 378,332 § 13,116 § 30,031
Fair value of derivative agreements $  (126,217) § - 8 - § (126,217)

The valuation of the Alliance’s derivative agreements is determined using market valuation
techniques, including discounted cash flow analysis on the expected cash flows of each agreement.
This analysis reflects the contractual terms of the agreement, including the period to maturity, and
uses observable market-based inputs, including forward interest rate curves. The fair values of
interest rate swap agreements are determined by netting the discounted future fixed cash payments
(or receipts) and the discounted expected variable cash receipts (or payments). The variable cash
receipts (or payments) are based on the expectation of future interest rates based on observable
market forward interest rate curves and the underlying notional amount. The Alliance also
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NOTE Q--FAIR VALUE MEASUREMENT - Continued

incorporates credit valuation adjustments (CVAs) to appropriately reflect both its own
nonperformance or credit risk and the respective counterparty’s nonperformance or credit risk in the
fair value measurements. The CVA on the Alliance’s interest rate swap agreements at June 30,2010
and 2009 resulted in a decrease in the fair value of the related liability of $10,085 and $7,914,
respectively.

A certain portion of the inputs used to value its interest rate swap agreements, including the forward
interest rate curves and market perceptions of the Alliance’s credit risk used in the CVAs, are
unobservable inputs available to a market participant. As a result, the Alliance has determined that
the interest rate swap valuations are classified in Level 3 of the fair value hierarchy.

The following tables provide a summary of changes in the fair value of the Alliance's Level 3
financial assets and liabilities during the fiscal years ended June 30, 2010 and 2009:

Trading Derivatives,
Securities Net
July 1, 2008 $ 32,187 $ (87,295)
Total unrealized/realized losses in the performance indicator, net (9,298) (42,128)
Purchases, issuance and settlements and other, net 1,015 3,206
Transfers in (out), net 6,127 -
June 30, 2009 30,031 (126,217)
Total unrealized/realized losses in the performance indicator, net (1,546) (8,607)
Purchases, issuance and settlements and other, net 1,446 524
Transfers in (out), net (1,323) -
June 30, 2010 3 28,608 $  (134,300)
Net losses included in the performance indicator which are
attributable to the change in unrealized gains or losses relating
to assets still held at June 30, 2009 $ (9,298) $ (43,172)
Net losses included in the performance indicator which are
attributable to the change in unrealized gains or losses relating
to assets still held at June 30, 2010 $ (1,920) $ (27,116)

On July 1, 2009, the Alliance adopted the provisions of FASB ASC 820 related to non-financial
assets and liabilities recognized or disclosed at fair value on a non-recurring basis. The Alliance
does not have any non-financial liabilities recognized or disclosed at fair value on a non-recurring
basis. Assets subject to this guidance primarily include certain goodwill, property and equipment
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and investments in unconsolidated affiliates. There were no significant assets or liabilities that were
re-measured at fair value on a non-recurring basis during the fiscal year ended June 30, 2010.

NOTE R--OPERATING EXPENSES BY FUNCTIONAL CLASSIFICATION

Direct expenses by functional classification are as follows for the years ended June 30:

2010 2009
Healthcare services $ 795,725 § 686,779
Administrative and general 124,338 135,994
Other 8,625 10,168
$ 928,688 % 832,941
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MOUNTAIN STATES HEALTH ALLIANCE

Consolidating Balance Sheet
(Dollars in Thousands)

June 30, 2010
Blue Ridge Other Total
Medical Obligated Group Obligated Mountain States Other
Management * Memb Eli 1 Group Properties Entities Eliminations Total
ASSETS
CURRENT ASSETS
Cash and cash cquivalents $ 1,043 8 204,966 $ - 3 206,009 $ 7,566 § 20,951 $ - 8 234,526
Current portion of investments - 9,588 - 9,588 14,120 4,759 - 28,467
Patient accounts rcceivable, less estimated allowances
for contractual adjustments and uncollcctible accounts 4,457 84,416 - 88,873 - 36,707 - 125,580
Other receivables, net 352 10,277 - 10,629 788 6,509 - 17,926
Inventories and prepaid expenses 192 18,977 - 19,169 183 9,811 - 29.163
TOTAL CURRENT ASSETS 6,044 328,224 - 334,268 22,657 78,737 - 435,662
INVESTMENTS, less amounts required
to meet current obligations 17,166 266,104 - 283,270 18,765 284,721 - 586,756
PROPERTY, PLANT AND EQUIPMENT, nct 9,152 463,652 - 472,804 66,295 156,499 - 695,598
EQUITY IN AFFILIATES 138,930 391,644 (160,670) 369,904 - - (369,904) -
OTHER ASSETS
Goodwill, net of accumulated amortization 6,246 143,276 - 149,522 - 1,830 - 151,352
Net deferred financing, acquisition costs and
other charges, less current portion 176 28,458 - 28,634 1,540 645 - 30,819
Other assets 10,695 8,087 - 18.782 3,608 6,923 - 29,313
TOTAL OTHER ASSETS 17,117 179,821 - 196,938 5.148 9,398 - 211,484
$ 188,409 3§ 1,629,445 § (160,670) S 1,657,184 3 112,865 § 529,355 & (369.904) § 1,929,500
* Management Services Organization only
See note to supplemental schedules. 43



MOUNTAIN STATES HEALTH ALLIANCE

Consolidating Balance Sheet - Continued

(Dollars in Thousands)

June 30, 2010
Blue Ridge Other Total
Medical Obligated Group Obligated Mountain Statex Other
Management * Members Eliminati Group Properties Entities Eliminations Total
LIABILITIES AND NET ASSETS
CURRENT LIABILITIES
Accrued interest payable 3 - 8 15,556 $ - 8 15,550 § 4 3 485 $ - 3 16,039
Current portion of long-term debt and capital lcase
obligations 550 23,743 - 24,293 50 3,788 - 28,131
Current portion of estimated fair value of derivatives - - - - 10,740 - - 10,740
Accounts payable and accrued expenses 2,159 76,098 - 78,257 1317 19,653 - 99,227
Accrucd salaries, compensated ab and ts
withheld 2,695 31,604 - 34,299 - 12,981 - 47,280
Payables to (receivables from) affiliates, net 9,392 (10,146) - (754) (33,334) 34,088 - -
Estimated amounts due to third-party payors, net - 7,983 - 7,983 - 2,172 - 10,155
TOTAL CURRENT LIABILITIES 14,796 144,832 - 159,628 (21,223) 73,167 - 211,572
OTHER LIABILITIES
Long-term debt and capital lease obligations, less
current portion 5515 1,006,038 - 1,011,553 1,144 42,145 - 1,054,842
Estimated fair value of derivatives, less current
portion - 123,308 - 123,308 252 - - 123,560
Deferred revenue - 20,092 - 20,092 - 353 - 20,445
Estimated professional liability self-insurance 2,229 5,075 - 7,304 - 2,237 - 9,541
Other long-term liabilities 5,199 1,598 - 6.797 - 5.831 - 12,628
TOTAL LIABILITIES 27,739 1,300,943 - 1,328,682 (19,827) 123,733 - 1,432,588
MINORITY INTERESTS - - - - - 168410 - 168,410
NET ASSETS
Unrestricted net assets 160,670 317,434 (160,670) 317,434 132,692 226,356 (359,048) 317434
Temporarily restricted net assets - 10,941 - 10,941 - 10,729 (10,729) 10,941
Permanently restricted net assets - 127 - 127 - 127 (127) 127
TOTAL NET ASSETS 160,670 328,502 {160,670) 328.502 132,692 237,212 (369.904) 328,502
$ 188,409 § 1,629445 3 (160,670) $ 1,657,184 § 112,865 § 529355 § (369.904) § 1,929.500
*Manag t Services Organization only.
See note to supplemental schedules. 44



MOUNTAIN STATES HEALTH ALLIANCE

Consolidating Statement of Operations and Changes in Net Assets
(Dollars in Thousands)

Year Ended June 30, 2010

Blue Ridge Other Total
Medical Obligated Group Obligated Mountain States Other
Management * Members Eliminations Group Properties Enfities Elirminations Total
CHANGES IN UNRESTRICTED NET ASSETS:
Revenue, gains and support:
Net patient service revenue 3 32,979 % 657,122 % (1,556) $ 688,545 % - & 239,921 § (196) $ 928.270
Other operating revenue 24,046 3,914 (18,087) 9,873 7,430 32,519 (33,813) 16,009
Equity in net gain of affiliates 6,702 4,959 (5.460) 6,201 - 15 (6,216) -
TOTAL REVENUE, GAINS AND SUPPORT 63,727 665,995 (25,103) 704,619 7,430 272,455 (40,225) 944,279
Expenses:
Salaries and wages 15,053 225,269 - 240,322 139 87,975 (2,773) 325,663
Physician salaries and wages 28,752 1,133 - 29,885 - 49,009 (24,405) 54,489
Contract labor 873 3,460 - 4,333 - 2,499 (286) 6,546
Employee benefits 5,152 43,758 (1,615) 47,295 39 22,587 (1,559) 68,362
Fees 2,206 76,192 (18,018) 60,380 830 21,867 (535) 82,542
Supplies 2,200 132,563 - 134,763 1 40,898 (193) 175,469
Utilities 510 10,078 - 10,588 1,010 4,595 - 16,193
Other 4,024 39,787 (1) 43,300 2,611 25,482 (4,253) 67.640
Depreciation 1,059 42,890 - 43,949 2,585 21,902 - 68,436
Amortization 266 12,711 - 12,977 - 146 - 13,123
Estimated provision for bad debts 1,522 3,822 - 5,344 - 2,617 - 7,961
Interest and taxes (1,279 41,601 - 40,322 1,409 4,787 {4,254) 42,264
TOTAL EXPENSES 60,338 633,264 (19.644) 673,958 8,624 284,364 (38,258) 928,688
OPERATING INCOME 3,389 32,731 (5,459) 30,661 (1,194) (11,909) (1,967) 15,591
Nonoperating gains (losses):
Interest and dividend income 546 10,904 - 11,450 791 9,311 (4,254) 17,298
Net realized gains on the sale of securities 128 1,543 - 1,671 - 714 - 2,385
Net unrealized gains on securities 596 8,083 - 8,679 1,312 5,027 - 15,018
Derivative related income - 2,622 - 2,622 1,772 - - 4,394
Loss on early extinguishment of debt - (3,029) - (3,029) - - - (3,029)
Change in estimated fair value of derivatives - (10,865) - (10,865) 2,258 - - (8,607)
Other nonoperating gains (losses) 800 2,502 - 3,302 533 (3,323) - 512
Net assets released from restrictions used for operations - - - - - 1.113 - 1,113
NET NONOPERATING GAINS 2,070 11,760 - 13.830 6,666 12,342 (4.254) 29,084
EXCESS OF REVENUE, GAINS
AND SUPPORT OVER EXPENSES AND .
LOSSES, BEFORE MINORITY INTERESTS 5,459 44,491 (5,459) 44,491 5,472 933 (6,221) 44,675

See note to supplemental schedules. 45



MOUNTAIN STATES HEALTH ALLIANCE

Consolidating Statement of Operations and Changes in Net Assets - Continued
(Dollars in Thousands)

Year Ended June 30, 2010
Blue Ridge Other Total
Medical Obligated Group Obligated Mountain States Other
Manag 1 Memb Elininatic Group Properties Entities Eliminations Total
Minority intercst in consolidated subsidiarics' net gain - - - - - (3,162) - (3,162)
EXCESS OF REVENUE, GAINS AND ‘
SUPPORT OVER EXPENSES AND LOSSES 5,459 44,491 (5,459) 44,491 5,472 (2,229) (6,221) 41,513
Other changes in unrestricted net assets:
Pension and other defined benefit plan adjustments - - - - - 1,589 - 1,589
Net asscts released from restrictions used for the
purchase of property, plant and equipment - - - - - 2,283 - 2,283
INCREASE IN UNRESTRICTED
NET ASSETS 5,459 44,491 (5,459) 44,491 5,472 1,643 (6,221) 45,385
DECREASE IN TEMPORARILY RESTRICTED NET ASSETS - 393) - (393) « (844) - (1,237)
DECREASE IN PERMANENTLY RESTRICTED NET ASSETS - - - - - (50) - (50)
INCREASE IN TOTAL NET ASSETS 5,459 44,098 (5,459) 44,098 5,472 749 (6,221) 44,098
NET ASSETS, BEGINNING OF YEAR 155,211 284,404 (155,211) 284,404 127.220 236,463 (363,683) 284,404
NET ASSETS, END OF YEAR § 160,670 § 328,502 % (160,670) S 328,502 § 132,692 § 237212 § (369.904) § 328,502

*“Management Services Organization only.

See note to supplemental schedules. 46



MOUNTAIN STATES HEALTH ALLIANCE
Note to Supplemental Schedules

Year Ended June 30, 2010
NOTE A--OBLIGATED GROUP MEMBERS

As described in Note F to the consolidated financial statements, the Alliance has granted a deed of
trust on JCMC and SSH to secure the payment of the outstanding bonds. The bonds are also secured
by the Alliance's receivables, inventories and other assets as well as certain funds held under
the documents pursuant to which the bonds were issued. In accordance with Article Six, Section
6.6 of the Amended and Restated Master Trust Indenture between Mountain States Health Alliance
and the Bank of New York Trust Company, NA as Master Trustee, those members pledged include
Johnson City Medical Center Hospital, Indian Path Medical Center and Pavilion, North Side
Hospital, Sycamore Shoals Hospital, Johnson City Specialty Hospital, Johnson County Community
Hospital, Russell County Medical Center and Blue Ridge Medical Management Corporation (parent
company only), collectively defined as the Obligated Group (Obligated Group).

The supplemental consolidating schedules include the accounts of the members of the Obligated
Group after elimination of all significant intergroup accounts and transactions. Certain other
subsidiaries of the Alliance, Mountain States Properties, Inc. (MSP) and all other affiliates (Other
Entities), are not pledged to secure the payment of the outstanding bonds as they are not part of the
Obligated Group. These affiliates have been accounted for within the Obligated Group based upon
the Alliance’s original and subsequent investments, as adjusted for the Alliance’s pro rata share of
income or losses and any distributions, and are included as a part of equity in affiliates in the
supplemental consolidating balance sheet.
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INDEPENDENT AUDITOR’S REPORT

To the Board of Directors of
Mountain States Health Alliance:

We have audited the accompanying consolidated balance sheets of Mountain States Health Alliance
and subsidiaries (the Alliance) as of June 30,2011 and 2010 and the related consolidated statements
of operations, changes in net assets and cash flows for the years then ended. These consolidated
financial statements are the responsibility of the Alliance’s management. Our responsibility is to
express an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the consolidated financial statements are free of material misstatement. An
audit includes consideration of internal control over financial reporting as a basis for designing audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Alliance’s internal control over financial reporting. Accordingly,
we express no such opinion. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the consolidated financial statements. An audit also includes assessing
the accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe our audits provide a reasonable basis for
our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of Mountain States Health Alliance and subsidiaries as of June 30,
2011 and 2010 and the results of their operations, changes in net assets and cash flows for the years

then ended in conformity with accounting principles generally accepted in the United States of
America.

Our audits were conducted for the purpose of forming an opinion on the consolidated financial
statements taken as a whole. The supplemental schedules, as listed in the accompanying index, are
presented for purposes of additional analysis and are not a required part of the consolidated financial
statements. Such information has been subjected to the auditing procedures applied in the audit of
the consolidated financial statements and, in our opinion, is fairly stated in all material respects in
relation to the consolidated financial statements taken as a whole.

ATLANTA | AUSTIN | KNOXVILLE | TAMPA BAY ]



As discussed in Note B, the Alliance adopted Financial Accounting Standards Board Accounting
Standards Codification 958-10, Consolidation, and applicable portions of 958-805, Not-for-Profit

Entities, during 2011.
/7%24, ,t; W,‘ (oo €

Knoxville, Tennessee
Qctober 26, 2011



MOUNTAIN STATES HEALTH ALLIANCE

Consolidated Balance Sheets
(Dollars in Thousands)

June 30,
2011 2010
ASSETS -
CURRENT ASSETS
Cash and cash equivalents $ 112,768 $ 234,526
Current portion of investments ' 116,175 25,092
Patient accounts receivable, less estimated allowances
for uncollectible accounts of $53,366 in 2011 and :
$45,941 in 2010 134,611 125,580
Other receivables, net 19,614 17,926
Inventories and prepaid expenses 28,965 29,163
TOTAL CURRENT ASSETS 412,133 432,287
INVESTMENTS, less amounts required
to meet current obligations 581,376 590,131
PROPERTY, PLANT AND EQUIPMENT, net 797,418 695,598
OTHER ASSETS
Goodwill - Note B 148,666 151,352
Net deferred financing, acquisition costs and
other charges, less current portion 29,844 30,819
Other assets 28,448 29,313
TOTAL OTHER ASSETS 206,958 211,484

$ 1,997,885 § 1,929,500
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June 30,

2011 2010
LIABILITIES AND NET ASSETS
CURRENT LIABILITIES
Accrued interest payable $ 20,047 §$ 16,039
Current portion of long-term debt and capital lease
obligations 28,162 28,131
Current portion of estimated fair value of derivatives 102,609 10,740
Accounts payable and accrued expenses 98,819 99,227
Accrued salaries, compensated absences and amounts
withheld 57,800 47,280
Estimated amounts due to third-party payors, net 14,813 10,155
TOTAL CURRENT LIABILITIES 322,250 211,572
OTHER LIABILITIES
Long-term debt and capital lease obligations, less
current portion 1,040,923 1,054,842
Estimated fair value of derivatives, less current portion 8,123 123,560
Deferred revenue 19,267 20,445
Estimated professional liability self-insurance 9,692 9,541
Other long-term liabilities 14,352 12,628
TOTAL LIABILITIES 1,414,607 1,432,588
COMMITMENTS AND CONTINGENCIES -
Notes D, F, G, and N
NET ASSETS
Unrestricted net assets
Mountain States Health Alliance 400,395 317,485
Noncontrolling interests in subsidiaries - Note B 171,984 168,359
TOTAL UNRESTRICTED NET ASSETS 572,379 485,844
Temporarily restricted net assets
Mountain States Health Alliance ‘ 10,715 10,890
Noncontrolling interests in subsidiaries - Note B 57 51
TOTAL TEMPORARILY
RESTRICTED NET ASSETS 10,772 10,941
Permanently restricted net assets 127 127
TOTAL NET ASSETS 583,278 496,912
$ 1997885 § 1,929,500

See notes to consolidated financial statements.



MOUNTAIN STATES HEALTH ALLIANCE

Consolidated Statements of Operations

(Dollars in Thousands)
Year Ended June 30,
2011 2010
Revenue, gains and support:
Net patient service revenue $ 960,254 $ 928,270
Other operating revenue : 15,871 16,009
TOTAL REVENUE, GAINS AND SUPPORT 976,125 944,279
Expenses:
Salaries and wages 342,208 325,663
Physician salaries and wages 59,249 54,489
Contract labor 5,964 6,546
Employee benefits 67,139 68,362
Fees 85,919 82,542
Supplies 169,362 175,469
Utilities 17,300 16,193
Other 69,647 69,154
Depreciation 87,499 68,436
Amortization - Note B 2,559 13,123
Estimated provision for bad debts 6,174 7,961
Interest and taxes 44,153 42,264
TOTAL EXPENSES 957,173 930,202
OPERATING INCOME 18,952 14,077
Nonoperating gains (losses):
Interest and dividend income 16,224 17,298
Net realized gains on the sale of securities 1,957 2,385
Net unrealized gains on securities 22,168 15,018
Derivative related income 5,072 4,394
Loss on early extinguishment of debt - Note F - (3,029)
Change in estimated fair value of derivatives 23,049 (8,607)
Other nonoperating gains (losses) (2,653) 512
Net assets released from restrictions used for
operations 1,893 2,627
NET NONOPERATING GAINS 67,710 30,598
EXCESS OF REVENUE, GAINS AND SUPPORT
OVER EXPENSES AND LOSSES § 86,662 $ 44,675

See notes to consolidated financial statements. 5



MOUNTAIN STATES HEALTH ALLIANCE

Consolidated Statements of Changes in Net Assets

(Dollars in Thousands)
Year Ended June 30, 2011
Mountain States  Noncontrolling
Health Alliance Interests Total
UNRESTRICTED NET ASSETS:
Excess of Revenue, Gains and Support over
Expenses and Losses $ 83269 § 3393 § 86,662
Pension and other defined benefit plan adjustments 620 617 1,237
Cumulative effect of a change in accounting
principle - Note B (2,965) - (2,965)
Net assets released from restrictions used for the ’
purchase of property, plant and equipment 1,946 - 1,946
Distributions to noncontrolling interests - (270 (270)
Repurchases of noncontrolling interests and other 40 (115) (75)
INCREASE IN UNRESTRICTED
NET ASSETS 82,910 3,625 86,535
TEMPORARILY RESTRICTED NET ASSETS:
Restricted grants and contributions 3,612 58 3,670
Net assets released from restrictions (3,787) (52) (3,839)
INCREASE (DECREASE) IN TEMPORARILY
RESTRICTED NET ASSETS (175) 6 (169)
INCREASE IN TOTAL NET ASSETS 82,735 3,631 86,366
NET ASSETS, BEGINNING OF YEAR 328,502 168,410 496,912
NET ASSETS, END OF YEAR § 411,237 § 172,041 $ 583,278

See notes to consolidated financial statements. 6



MOUNTAIN STATES HEALTH ALLIANCE

Consolidated Statements of Changes in Net Assets - Continued

(Dollars in Thousands)
Year Ended June 30, 2010
Mountain States  Noncontrolling
Health Alliance Interests Total
UNRESTRICTED NET ASSETS:
Excess of Revenue, Gains and Support over
Expenses and Losses $ 42372 § 2,303 § 44,675
Pension and other defined benefit plan adjustments 796 793 1,589
Net assets released from restrictions used for the
purchase of property, plant and equipment 2,283 - 2,283
Distributions to noncontrolling interests - (151) (151)
Repurchases of noncontrolling interests and other (63) (38) (101)
INCREASE IN UNRESTRICTED
NET ASSETS 45,388 2,907 48,295
TEMPORARILY RESTRICTED NET ASSETS:
Restricted grants and contributions 3,585 88 3,673
Net assets released from restrictions (4,825) (85) (4,910)
INCREASE (DECREASE) IN TEMPORARILY
RESTRICTED NET ASSETS (1,240) 3 (1,237)
PERMANENTLY RESTRICTED NET ASSETS:
Net assets released from restrictions by donor (50) - (50)
INCREASE IN TOTAL NET ASSETS 44,098 2,910 47,008
NET ASSETS, BEGINNING OF YEAR 284,404 165,500 449,904
NET ASSETS, END OF YEAR § 328,502 § 168,410 $ 496,912

See notes to consolidated financial statements.



MOUNTAIN STATES HEALTH ALLIANCE

Consolidated Statements of Cash Flows
(Dollars in Thousands)

Year Ended June 30,
2011 2010
CASH FLOWS FROM OPERATING ACTIVITIES:
Increase in net assets $ 86,366 $ 47,008
Adjustments to reconcile increase in net assets to
net cash provided by operating activities:
Provision for depreciation and amortization 90,472 81,982
Loss on early extinguishment of debt - 3,029
Cumulative effect of a change in accounting principle 2,965 -
Change in estimated fair value of derivatives (23,049) 8,607
Equity in net income of joint ventures, net (898) (L117)
Gain on sale of assets held for resale and
disposal of assets (367) (548)
Amounts received on interest rate swap settlements (5,072) (4,394)
Income recognized through forward sale agreements (864) (864)
Capital Appreciation Bond accretion and other 2,738 2,071
Restricted contributions (3,670) (2,159)
Pension and other defined benefit plan adjustments 1,237) 598
Increase (decrease) in cash due to change in:
Net patient accounts receivable (9,031) 3,232
Other receivables (2,802) (1,246)
Inventories and prepaid expenses (643) (4,640)
Trading securities (123,966) (13,368)
Other assets (3,632) (1,159)
Accrued interest payable 4,008 3,989
Accounts payable and accrued expenses 2,741 (855)
Accrued salaries, compensated absences and
amounts withheld » 11,361 (2,289)
Estimated amounts due from/to third-party payors, net 4,658 3,757
Other long-term liabilities 2,961 (201)
Estimated professional liability self-insurance 151 471
Total adjustments , (53,176) 73.954
NET CASH PROVIDED BY OPERATING ACTIVITIES 33,190 120,962
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of property, plant and equipment, property
held for resale and property held for expansion, net (172,786) (172,240)
Additions to goodwill 279) -
Net decrease in assets limited as to use 81,383 50,362
Purchases of held-to-maturity securities (41,060) (28,175)
Net distribution from joint ventures and
unconsolidated affiliates 1,057 1,162
Proceeds from sale of property, plant and equipment and
property held for resale 812 9,565
NET CASH USED IN INVESTING ACTIVITIES (130,873) (139,326)
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Year Ended June 30,

2011 2010
CASH FLOWS FROM FINANCING ACTIVITIES:
Payments on long-term debt and capital lease obligations,
including deposits to escrow (37,735) (226,315)
Payment of acquisition and financing costs (1,716) (3,565)
Proceeds from issuance of long-term debt and other
financing arrangements 5,954 235,158
Net amounts received on interest rate swap settlements 5,072 4,394
Restricted contributions received 4,350 3,382
NET CASH (USED IN) PROVIDED BY
FINANCING ACTIVITIES (24,075) 13,054
NET DECREASE IN CASH AND
CASH EQUIVALENTS (121,758) (5,310)
CASH AND CASH EQUIVALENTS, beginning of year 234,526 239,836
CASH AND CASH EQUIVALENTS, end of year § 112,768 234,526
SUPPLEMENTAL INFORMATION AND NON-CASH TRANSACTIONS:
Cash paid for interest $ 39,507 38,666
Cash paid for federal and state income taxes $ 739 446
Construction related payables in accounts payable
and accrued expenses 3 11,384 14,847
Property purchased through capital lease arrangement $ 15,951 -
Increase in receivable from sale of property - 1,483
Decrease in land held for expansion related to property
exchange transaction $ - 3,432
Land held for expansion placed in use 3 4,904 -

During the year ended June 30, 2010, the Alliance refinanced previously issued debt of $184,050.

See notes to consolidated financial statements.



MOUNTAIN STATES HEALTH ALLIANCE

Notes to Consolidated Financial Statements
(Dollars in Thousands)

Years Ended June 30, 2011 and 2010
NOTE A--ORGANIZATION AND OPERATIONS

Mountain States Health Alliance (the Alliance) is a tax-exempt entity with operations primarily
located in Washington, Sullivan, and Carter counties of Tennessee and Smyth, Wise, Dickenson,
Russell and Washington counties of Virginia. The initial funds for the establishment of the Alliance
in 1945 were provided by individuals and various institutions. Membership of the Alliance consists
of individuals and institutions who have contributed at least $100 to the capital fund of the Alliance
and are entitled to vote at the annual election of the Board of Directors.

The primary operations of the Alliance consist of ten acute and specialty care hospitals, as follows:

Johnson City Medical Center (JCMC) - licensed for 658 beds

Smyth County Community Hospital (SCCH) - licensed for 279 beds
Indian Path Medical Center (IPMC) - licensed for 261 beds

Norton Community Hospital (NCH) - licensed for 129 beds
Sycamore Shoals Hospital (SSH) - licensed for 121 beds

Johnston Memorial Hospital (JMH) - licensed for 116 beds

Franklin Woods Community Hospital (FWCH) - licensed for 80 beds
Russell County Medical Center (RCMC) - licensed for 78 beds
Dickenson Community Hospital (DCH) - licensed for 25 beds
Johnson County Community Hospital (JCCH) - licensed for 2 beds

L L] ® * L

FWCH opened in July 2010, replacing operations at North Side Hospital (NSH) and Johnson City
Specialty Hospital (JCSH). NSH and JCSH were licensed for 91 beds and 23 beds, respectively,
prior to the opening of FWCH and a tota] of 64 beds were transferred within the Alliance.

The Alliance has a 50.1% interest in JMH. JMH is also the sole member of Abingdon Physician
Partners (APP), a non-taxable corporation that owns and manages physician practices.

The Alliance has a 50.1% interest in NCH. NCH is also the sole member or shareholder of DCH
and Norton Community Physician Services, LLC (NCPS), a taxable corporation that consists of
physician practices and a pharmacy and; Community Home Care (CHC), a taxable corporation that
provides home medical equipment.

The Alliance has an 80% interest in SCCH. SCCH is the sole shareholder of Southwest Community
Health Services, Inc. (SWCH), a taxable entity that operates a pharmacy and provides other health
services.

The activities and accounts of IMH, NCH and SCCH are included in the accompanying consolidated
financial statements.
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MOUNTAIN STATES HEALTH ALLIANCE

Notes to Consolidated Financial Statements - Continued
(Dollars in Thousands)

Years Ended June 30, 2011 and 2010
NOTE A--ORGANIZATION AND OPERATIONS - Continued

The Alliance is the sole shareholder of Blue Ridge Medical Management Corporation (BRMM), a
for-profit entity that owns and manages physician practices and provides other healthcare services to
patients in Tennessee and Virginia. BRMM also operates as a medical office real estate developer
by owning, selling and leasing real estate to physician practices and other entities. BRMM is either
the sole shareholder, a significant shareholder, or member of the following organizations:

Mountain States Physician Group, Inc. (MSPG): A company that contracts with physicians to
provide services to BRMM physician practices.

Mountain States Properties, Inc. (MSPI): An entity that owns and manages certain real estate
(primarily medical office buildings) and provides rehabilitation and fitness services. In addition,
MSPI is a counter-party to various financing transactions, including interest rate swaps.

Mediserve Medical Equipment of Kingsport, Inc. (Mediserve): A company that provides durable
medical equipment services.

Synergy Health Group LLC: An affiliation of member hospitals that work together to maximize
cost savings opportunities through aggregated buying power.

Kingsport Ambulatory Surgery Center (KASC) (d.b.a. Kingsport Day Surgery): A joint venture
operating as an outpatient surgery center which performs procedures primarily in otolaryngology,
orthopedics, ophthalmology, and general surgery. BRMM has a 43% ownership of KASC at June
30, 2011 and 2010; however, BRMM maintains control over KASC through a management
agreement. As such, the accounts and activities of KASC are included in the accompanying
consolidated financial statements.

Piney Flats Urgent Care (PFUC): A for-profit entity that provides urgent care patient services.
BRMM has a 75% ownership of PFUC. The accounts and activities of PFUC are included in the
accompanying consolidated financial statements.

The Alliance is the primary beneficiary of the activities of Mountain States Foundation, Inc. (MSF),
a not-for-profit foundation formed to coordinate fundraising and development activities of the
Alliance. The Alliance is also the beneficiary of the Mountain States Health Alliance Auxiliary
(Auxiliary), a not-for-profit organization formed to coordinate volunteer activities of the Alliance.
The activities and accounts of MSF and the Auxiliary are included in the accompanying
consolidated financial statements.

The Alliance is a majority shareholder of Integrated Solutions Health Network, LLC (ISHN). The
primary function of ISHN is to establish, operate and administer a provider-sponsored health care
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MOUNTAIN STATES HEALTH ALLIANCE

Notes to Consolidated Financial Statements - Continued
(Dollars in Thousands)

Years Ended June 30, 2011 and 2010
NOTE A--ORGANIZATION AND OPERATIONS - Continued

delivery network. The accounts and activities of ISHN are included in the accompanying
consolidated financial statements.

NOTE B--SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation: The accompanying consolidated financial statements include the
accounts of the Alliance and its subsidiaries after elimination of all significant intercompany
accounts and transactions. The Alliance classifies those activities directly associated with its
mission of providing healthcare services, as well as other activities deemed significant to its
operations, as operating activities.

Noncontrolling Interests in Subsidiaries: Noncontrolling interests represent the portion of equity
(net assets) in a subsidiary not attributable, directly or indirectly, to a parent organization. Effective
July 1, 2010, the Alliance adopted Financial Accounting Standards Board (FASB) Accounting
Standards Codification (ASC) 958-810, Consolidation. ASC 958-810 amends the accounting for,
and the financial statement presentation of, noncontrolling interests in a subsidiary within
consolidated financial statements. ASC 958-810 requires that a noncontrolling interest in the net
assets of a subsidiary be accounted for and reported as net assets and provides revised guidance on
the treatment of income and losses attributable to the noncontrolling interest and changes in
ownership interests in a subsidiary.

The Alliance adopted ASC 958-810 during 2011 and reclassified $168,410 of noncontrolling
interests from minority interest to net assets as of June 30, 2010. These amounts are reflected net of
distributions and pension and other defined benefit plan adjustments within net assets in the
Consolidated Balance Sheets. The Alliance attributed an Excess of Revenue, Gains and Support
over Expenses and Losses of $3,393 and $2,303 for the years ending June 30, 2011 and 2010,
respectively, to the noncontrolling interests in JIMH, NCH, SCCH, KASC, PFUC and ISHN based
on the noncontrolling interests’ respective ownership percentage. None of the noncontrolling
interests include redemption features.

Use of Estimates: The preparation of the consolidated 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 as of the date of the consolidated financial statements.
Estimates also affect the reported amounts of revenue and expenses during the reporting period.
Actual results could differ from these estimates.

Cash and Cash Equivalents: Cash and cash equivalents include all highly liquid investments with a
maturity of three months or less when purchased. Cash and cash equivalents designated as assets
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MOUNTAIN STATES HEALTH ALLIANCE

Notes to Consolidated Financial Statements - Continued
(Dollars in Thousands)

Years Ended June 30, 2011 and 2010
NOTE B--SIGNIFICANT ACCOUNTING POLICIES - Continued

limited as to use or uninvested amounts included in investment portfolios are not included as cash
and cash equivalents on the Consolidated Balance Sheets.

Investments: Investments as reported in the Consolidated Balance Sheets include trading securities,
held-to-maturity securities and assets limited as to use (Note C). FASB ASC 958-320, Investments —
Debt and Equity Securities, allows not-for-profit organizations to report in a manner similar to
business entities by identifying securities as available-for-sale or held-to-maturity and to exclude the
unrealized gains and losses on those securities from the Performance Indicator (as defined below).
Investments which the Alliance has the positive intent and ability to hold to maturity are considered
as held-to-maturity. Substantially all other investments (including assets limited as to use) are
considered as trading securities. Management annually evaluates the held-to-maturity investment
portfolio and recognizes any “other-than-temporary” losses as deductions from the Performance
Indicator. Management’s evaluation considers the amount of decline in fair value, as well as the time
period of any such decline. Management does not believe any investment classified as held-to-
maturity is other-than-temporarily impaired at June 30, 2011.

Within the trading securities portfolio, all debt securities and marketable equity securities with
readily determinable fair values are reported at fair value based on quoted market prices.
Investments without readily determinable fair values are reported at estimated fair market value
pursuant to FASB ASC 825, Financial Instruments. Guaranteed investment contracts are reported at
contract value.

Realized gains and losses on trading securities and assets limited as to use are computed using the
specific identification method for cost determination. Interest and dividend income is reported net of
related investment fees.

Investments in joint ventures are reported under the equity method of accounting, which
approximates the Alliance’s equity in the underlying net book value, unless the ownership structure
requires consolidation. Other assets include investments in joint ventures of $2,367 and $2,418 at
June 30, 2011 and 2010, respectively.

Inventories: Inventories, consisting primarily of medical supplies, are stated at the lower of cost or
market.

Property, Plant and Equipment: Property, plant and equipment is stated on the basis of cost, or if
donated, at the fair value at the date of gift. Generally, depreciation is computed by the straight-line
method over the estimated usefu] life of the asset. Equipment held under capital lease obligations is
amortized under the straight-line method over the shorter of the lease term or estimated useful life.

13



MOUNTAIN STATES HEALTH ALLIANCE

Notes to Consolidated Financial Statements - Continued
(Dollars in Thousands)

Years Ended June 30, 2011 and 2010
NOTE B--SIGNIFICANT ACCOUNTING POLICIES - Continued

Amortization of building and equipment held under capital lease is shown as a part of depreciation
expense and accumulated depreciation in the accompanying consolidated financial statements.

Interest costs incurred on borrowed funds during the period of construction of capital assets is
capitalized as a component of the cost of acquiring those assets. The amount capitalized is net of
investment earnings on assets limited as to use derived from borrowings designated for capital
assets. Renewals and betterments are capitalized and depreciated over their useful life, whereas costs
of maintenance and repairs are expensed as incurred.

The Alliance reviews capital assets for indications of potential impairment when there are changes in
circumstances related to a specific asset. If this review indicates that the carrying value of these
assets may not be recoverable, the Alliance estimates future cash flows from operations and the
eventual disposition of such assets. If the sum of these undiscounted future cash flows is less than
the carrying amount of the asset, a write-down to estimated fair value is recorded. The Alliance did
not recognize any impairment losses during 2011 and 2010.

Other assets include property held for resale and property held for expansion of $4,230 and $9,135,
respectively, at June 30, 2011 and 2010. During 2011, property held for expansion totaling
approximately $4,905 was transferred to property, plant and equipment in conjunction with the
construction of FWCH. Property held for resale and property held for expansion primarily represent
land contributed to, or purchased by, the Alliance plus costs incurred to develop the infrastructure of
such land. Management annually evaluates its investment and records non-temporary declines in
value when it is determined the ultimate net realizable value is less than the recorded amount. No
such declines were identified in 2011 and 2010.

Goodwill: Goodwill represents the difference between the acquisition cost of assets and the
estimated fair value of net tangible and any separately identified intangible assets. Prior to July 1,
2010, the Alliance amortized goodwill associated with its not-for-profit subsidiaries under the
straight-line method over various estimated useful lives ranging from 10 to 25 years. However,
effective July 1, 2010, ASC 958-80S, Not-for-Profit Entities, requires the not-for-profit entities
within the Alliance to cease amortization of goodwill, perform a transitional impairment test and
perform annual impairment testing in the future.

As a result of its transitional impairment testing as of July 1, 2010, management determined that
approximately $2,965 of goodwill associated with one of its reporting units was impaired, and such
impairment has been reflected as the Cumulative Effect of a Change in Accounting Principle in the
2011 Consolidated Statement of Changes in Net Assets. Based upon this transitional testing,
management does not believe any remaining goodwill acquired by its not-for-profit entities to be
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MOUNTAIN STATES HEALTH ALLIANCE

Notes to Consolidated Financial Statements - Continued
(Dollars in Thousands)

Years Ended June 30, 2011 and 2010
NOTE B--SIGNIFICANT ACCOUNTING POLICIES - Continued

impaired. The reporting unit for evaluation of substantially all such gbodwill is the Alliance’s
aggregate acute-care operations.

~ For goodwill acquired by its for-profit subsidiaries, the Alliance does not amortize goodwill and
annually performs impairment testing. Based upon this annual impairment testing, management has
determined that there is no impairment related to goodwill associated with its for-profit subsidiaries.

Deferred Financing, Acquisition Costs and Other Charges: Other assets, including deferred
financing, acquisition costs and other charges, total $29,844 and $30,819 at June 30,2011 and 2010,
respectively. Deferred financing costs are amortized over the life of the respective bond issue
principally using the average bonds outstanding method. Other intangible assets include licenses
and similar assets and are being amortized over the intangible’s estimated useful life under the
straight-line method.

Prior to 2009, the Alliance routinely financed interest rate swap and other derivative transaction
issuance costs through modification of future settlement terms. As such, the unamortized issuance
costs of these derivatives are included as deferred financing costs in the accompanying Consolidated
Balance Sheets and are being amortized over the term of the respective derivative instrument. The
unpaid issuance costs are included as a part of the estimated fair value of derivatives in the
accompanying Consolidated Balance Sheets. Beginning in 2009, interest rate swap and derivative
transaction issuance costs are expensed as incurred.

Derivative Financial Instruments: As further described in Note D, the Alliance is a party to interest
rate swap and other derivative agreements. These financial instruments are not designated as hedges
and have been presented at estimated fair market value in the accompanying Consolidated Balance
Sheets as either current or long-term liabilities, based upon the remaining term of the instrument.
Changes in the estimated fair value of these derivatives are included in the Consolidated Statements
of Operations as part of nonoperating gains (losses). Net settlements and other related income of
derivatives are also reflected as a part of the Performance Indicator (described below).

These fair values are based on the estimated amount the Alliance would receive, or be required to
pay, to enter into equivalent agreements at the valuation date. The fair value of various derivatives
are netted on the Consolidated Balance Sheets based on management’s evaluation of the settlement
provisions in the master contract. Gross positions of these derivatives are disclosed in Note D. Due
to the nature of these financial instruments, such estimates of fair value are subject to significant
change in the near term.

Estimated Professional Liability Self-Insurance and Other Long-Term Liabilities: Self-insurance
liabilities include estimated reserves for reported and unreported professional liability claims (Note
G) and are recorded at the estimated net present value of such claims. Other long-term liabilities
include contributions payable and obligations under deferred compensation arrangements, a defined
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MOUNTAIN STATES HEALTH ALLIANCE

Notes to Consolidated Financial Statements - Continued
(Dollars in Thousands)

Years Ended June 30, 2011 and 20106
NOTE B--SIGNIFICANT ACCOUNTING POLICIES - Continued

benefit pension plan, a post-retirement employee benefit plan as well as other liabilities which
management estimates are not payable within one year.

Net Patient Service Revenue/Receivables: Net patient service revenue is reported on the accrual
basis in the period in which services are provided at the estimated net realizable amounts, including
estimated retroactive adjustments under reimbursement agreements with third-party payors.
Retroactive adjustments are accrued on an estimated basis in the period the related services are
rendered and adjusted in future periods as final settlements are determined. The Alliance’s revenue

recognition policies related to self-pay and other types of payors emphasize revenue recognition
only when collections are reasonably assured.

Patient accounts receivable are reported net of both an estimated allowance for uncollectible
accounts and an estimated allowance for contractual adjustments. The contractual allowance
represents the difference between established billing rates and estimated reimbursement from
Medicare, Medicaid, TennCare and other third-party payment programs. Current operations include
aprovision for bad debts in the Consolidated Statements of Operations estimated based upon the age
of the patient accounts receivable, prior experience and any unusual circumstances (such as local,
regional or national economic conditions) which affect the collectibility of receivables, including

management’s assumptions about conditions it expects to exist and courses of action it expects to
take.

The Alliance’s policy does not require collateral or other security for patient accounts receivable.
The Alliance routinely accepts assignment of, or is otherwise entitled to receive, patient benefits
payable under health insurance programs, plans or policies.

Charity Care: The Alliance accepts all patients regardless of their ability to pay. A patient is
classified as a charity patient by reference to certain established policies of the Alliance and various
guidelines outlined by the Federal Government. These policies define charity as those services for
which no payment is anticipated and, as such, charges at established rates are not included in net
patient service revenue.

In addition to the charity care services described above, the Alliance provides a number of other
services to benefit the poor for which little or no payment is received. Medicare, Medicaid,
TennCare and State indigent programs do not cover the full cost of providing care to beneficiaries of
those programs. The Alliance also provides services to the community at large for which it receives
little or no payment.

Excess of Revenue, Gains and Support Over Expenses and Losses: The Consolidated Statements of
Operations and the Consolidated Statements of Changes in Net Assets includes the caption Excess of
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MOUNTAIN STATES HEALTH ALLIANCE

Notes to Consolidated Financial Statements - Continued
(Dollars in Thousands)

Years Ended June 30, 2011 and 2010
NOTE B--SIGNIFICANT ACCOUNTING POLICIES - Continued

Revenue, Gains and Support Over Expenses and Losses (the Performance Indicator). Changes in
unrestricted net assets which are excluded from the Performance Indicator, consistent with industry
practice, include contributions of long-lived assets or amounts restricted to the purchase of long-
lived assets, pension and related adjustments, and distributions to, or contributions from, owners and
transactions with noncontrolling interests.

Income Taxes: The Alliance is classified as an organization exempt from income taxes under
Section 501(c)(3) of the Internal Revenue Code. As such, no provision for income taxes has been
made in the accompanying consolidated financial statements for the Alliance and its tax-exempt
subsidiaries. Taxable entities account for income taxes in accordance with FASB ASC 740, Income
Taxes (Note L). The Alliance has no significant uncertain tax positions at June 30, 2011 and 2010.

Temporarily and Permanently Restricted Net Assets: Temporarily restricted net assets are those
whose use has been limited by donors to a specific time period or purpose. When a donor or time
restriction expires; that is, when a stipulated time restriction ends or purpose restriction is fulfilled,
temporarily restricted net assets are reclassified as unrestricted net assets and reported in the
Consolidated Statements of Operations and Consolidated Statements of Changes in Net Assets as net
assets released from restrictions. Permanently restricted net assets have been restricted by donors to
be maintained by the Alliance in perpetuity.

Fair Value Measurement: The Alliance had previously adopted FASB ASC 820, Fair Value
Measurements and Disclosures, which defines fair value, establishes a framework for measuring fair
value under generally accepted accounting principles and expands disclosures about fair value
measurements.

In January 2010, the FASB issued ASU 2010-06, Fair Value Measurements and Disclosures (Topic
820) - Improving Disclosures about Fair Value Measurements (ASU 2010-06). ASU 2010-06
requires new disclosures regarding significant transfers in and out of Levels 1 and 2, as well as
information about activity in Level 3 fair value measurements, including presenting information
about purchases, sales, issuances and settlements on a gross versus a net basis in the Level 3 activity
roll forward. In addition, ASU 2010-06 clarifies existing disclosures regarding input and valuation
techniques, as well as the level of disaggregation for each class of assets and liabilities. The Alliance
adopted ASU 2010-06 in 2011, except for the disclosures related to purchases, sales, issuance and
settlements, which will be effective for the Alliance beginning July 1, 2012. The adoption of ASU
2010-06 did not, and is not expected to, have an impact on the Alliance's consolidated financial
statements.

Subsequent Events: The Alliance evaluated all events or transactions that occurred after June 30,
2011, through October 26, 2011, the date the consolidated financial statements were available to be
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MOUNTAIN STATES HEALTH ALLIANCE

Notes to Consolidated Financial Statements - Continued
(Dollars in Thousands)

Years Ended June 30, 2011 and 2010
NOTE B--SIGNIFICANT ACCOUNTING POLICIES - Continued

issued. During this period management did not note any material recognizable subsequent events
that required recognition or disclosure in the June 30, 2011 consolidated financial statements, other
than as discussed in Notes D, F and S.

New Accounting Pronouncements: In August 2010, the FASB issued Accounting Standards Update
(ASU) 2010-23, Health Care Entities — Measuring Charity Care for Disclosure. ASU 2010-23 is
intended to reduce the diversity in practice regarding the measurement basis used in the disclosure of
charity care. ASU 2010-23 requires that cost, identified as the direct and indirect costs of providing
the charity care, be used as the measurement basis for disclosure purposes. ASU 2010-23 also
requires disclosure of the method used to identify or determine such costs. The Hospital will adopt
ASU 2010-23 in fiscal year 2012. Management does not expect the adoption of ASU 2010-23 to
have a material impact on the consolidated financial statements.

In August 2010, the FASB issued ASU 2010-24, Health Care Entities — Presentation of Insurance
Claims and Related Insurance Recoveries. The amendments in the ASU clarify that a health care
entity may not net insurance recoveries against related claim liabilities. In addition, the amount of
the claim lability must be determined without consideration of insurance recoveries. ASU 2010-24
is effective for the Alliance beginning July 1, 2011 and management is currently evaluating the
impact of this ASU on the consolidated financial statements.

In July 2011, the FASB issued ASU 2011-07, Healthcare Entities (Topic 954): Presentation and
Disclosure of Patient Service Revenue, Provision for Bad Debts, and Allowance for Doubtfil
Accounts for Certain Healthcare Entities, which will require certain healthcare entities to reclassify
the provision for bad debts associated with providing patient care from an operating expense to a
deduction from net patient service revenue in the Consolidated Statements of Operations.
Additionally, ASU 2011-07 requires enhanced disclosures about an entity's policies for recognizing
revenue and assessing bad debts and qualitative and quantitative information about changes in the
allowance for doubtful accounts. The Alliance intends to adopt ASU 2011-07 in fiscal year 2013.
Management does not expect the adoption of ASU 2011-07 to have a material impact on the
consolidated financial statements.

Reclassifications: Certain 2010 amounts have been reclassified to conform with the 2011
presentation in the accompanying consolidated financial statements.

NOTE C--INVESTMENTS

Assets limited as to use are summarized by designation or restriction as follows at June 30:
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Years Ended June 30, 2011 and 2010

NOTE C--INVESTMENTS - Continued

Designated or restricted:
Under safekeeping agreements
Under guarantee agreements
By Board for capital improvements
Under bond indenture agreements:
For debt service and interest payments
For capital acquisitions

Less: amount required to meet current obligations

Assets limited as to use consist of the following at June 30:

Cash, cash equivalents and money market funds
U.S. Government securities

U.S. Agency securities

Guaranteed investment contracts

Trading securities consist of the following at June 30:

Cash, cash equivalents and money market funds
U.S. Government securities

U.S. Agency securities

Corporate and foreign bonds

Municipal obligations

Preferred and asset backed securities

U.S. equity securities

Other

2011 2010
28,349 52,050
92,720 89,486

4 2,776

67,874 78,612
28,835 76,241
217,782 299,165
(116,175) (25,092)
101,607 $ 274,073

2011 2010

115,579 170,897
1,795 1,795
7,688 12,319
92,720 114,154
217,782 299,165

2011 2010

29,159 4,799

9,409 3,137
31,551. 13,760
126,543 11,688
451 1,461
8,945 7,023
94,834 139,168
32,718 28,608
333,610 209,644
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Years Ended June 360, 2011 and 2010
NOTE C--INVESTMENTS - Continued

Held-to-Maturity securities are carried at amortized cost and consist of the following at June 30:

2011 2010
Cash, cash equivalents and money market funds $ 753§ 1,131
Corporate and foreign bonds 135,745 103,968
Municipal obligations 9,661 1,315

$ 146,159 § 106,414

Held-to-maturity securities had gross unrealized gains and losses of $6,838 and $276, respectively,
at June 30, 2011 and $5,525 and $607, respectively at June 30, 2010. At June 30,2011, the Alliance
held nine securities within the held-to-maturity portfolio with a fair value and unrealized loss of
$549 and $44, respectively, which had been at an unrealized loss position for over one year. At June
30, 2010, the Alliance held one security within the held-to-maturity portfolio with a fair value and
unrealized loss of $591 and $166, respectively, which had been at an unrealized loss position for
over one year. At June 30, 2011, the contractual maturities of held-to-maturity securities were
$13,816 due in one year or less, $55,563 due from one to five years and $76,780 due after five years.
At June 30, 2010, the contractual maturities of held-to-maturity securities were $13,389 due in one
year or less, $48,447 due from one to five years and $44,578 due after five years.

At June 30,2011 and 2010, the Alliance held investments in certain limited partnerships and hedge
funds of $32,718 and $28,608, respectively, that have a wide range of investment strategies with
various levels of risk. These funds are included within trading securities and do not have readily
determinable fair values. The funds are reported at estimated fair market value pursuant to FASB
ASC 825, Financial Instruments.

The Alliance has investments in several joint ventures and, corporations which are accounted for
under the equity method of accounting.

As a part of the acquisition of membership interests in JMH, SCCH and NCH, the Alliance has
committed to invest $132,000, $48,100, and $45,000, respectively. Cumulative amounts expended
at June 30, 2011 under these commitments are approximately $150,184.

NOTE D--DERIVATIVE TRANSACTIONS

The Alliance is a party to a number of derivative transactions. These derivatives have not been
designated as hedges and are valued at estimated fair value in the accompanying Consolidated
Balance Sheets. Management’s primary objective in holding such derivatives is to introduce a
variable rate component into its fixed rate debt structure. Under the terms of these agreements,
changes in the interest rate environment could have a significant effect on the Alliance.
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Years Ended June 30, 2011 and 2010
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These derivative agreements require that the Alliance post additional collateral for the derivatives’
fair market value deficits above specified levels. Such investments are included as assets limited as
touse. As of June 30, 2011, management believes the Alliance was fully collateralized with respect
to the derivative agreements and management does not believe such collateral is exposed to third-
party credit risk. Further, certain of the agreements contain requirements regarding maintenance of
financial and liquidity ratios. Management has represented the Alliance is in compliance with all
. such covenants at June 30, 2011.

Interest Rate Swaps: The Alliance is a party to six interest rate swap agreements with Merrill Lynch
as the counterparty. The terms of five of these agreements were modified without settlement during
2011 and no gain or loss was realized. However, such modifications did impact the estimated fair
value of these interest rate swaps. A liability, representing the estimated net fair value of these
swaps, of $8,123 and $33,910 was recognized by the Alliance as of June 30, 2011 and 2010,
respectively.

The following is a summary of five of these interest rate swap agreements at June 30, 2011:

Payments by:
Notional Estimated
Swap  Amount Term Counterparty Alliance Fair Value
A § 170,000 4/2008-4/2026 1.265% through April 2013;  0.00% through April 2014, § 3,028
1.07% through April 2014; then USD-SIFMA
then 71.10% of Municipal Swap Index
USD-1SDA Swap Rate
B 95,000 4/2008-4/2026 1.265% through April 2013;  0.00% through April 2014, 1,729
1.08% through April 2014; then USD-SIFMA
then 71.18% of Municipal Swap Index
USD-ISDA Swap Rate
C 173,030 4/2008-4/2034 1.315% through April 2013;  0.00% through April 2014, 741
1.12% through April 2014; then USD-SIFMA
then 72.35% of Municipal Swap Index
USD-ISDA Swap Rate
D 82,055  12/2007-7/2033 3 493% through July 2012;  "4.41% through July 2012; (9,363)
then 0% then 312%
» USD-LIBOR-BBA through JUSD-SIFMA
July 2012, then 67% USD-
LIBOR-BBA '
E 50,000 2/2008-7/2038  67.00% of USD-LIBOR-BBA USD-SIFMA (3,918)

plus .145%

Deferred financing and acquisition costs, net of amortization, include $6,480 and $6,823 at June 30,
2011 and 2010, respectively, related to these swaps.
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In addition to the swaps described above, the Alliance and Merrill Lynch are also parties to a total
return swap in the notional amount of $23,100 which has an estimated fair value of $(340) and
$(252) at June 30, 2011 and 2010, respectively . The agreement consists of the following:

= An agreement that requires the Alliance to pay a variable rate of USD-SIFMA Municipal
Swap Index through July 1, 2012 (or termination of the swap) on a notional amount equal to
the outstanding 2001 A Hospital Revenue and Improvement Bonds (the 2001 A Reference
Bonds). The Alliance receives a fixed rate of 6.25% of the outstanding 2001 A Reference
Bonds.

« A “total return provision” under which the Alliance will pay (or receive) an amount equal to
the product of the outstanding 2001 A Reference Bonds multiplied by the difference between
the outstanding 2001 A Reference Bonds and the 2001 A Reference Bonds’ market price at
termination, as defined in the agreement. In the event the swap does not terminate prior to
Tuly 1, 2012, there would be no settlement of this component as there would be no
outstanding 2001A Reference Bonds.

The Alliance is also party to a total return swap with Lehman Brothers as the counterparty. Lehman
Brothers filed for bankruptcy in September 2008. The Alliance subsequently received notification
from Lehman Brothers Special Financing, Inc. indicating the intent of the counterparty to terminate
this agreement effective January 1, 2009. The Alliance and Lehman Brothers Special Financing,
Inc. have been unable to reach a settlement agreement. In September 2010, the Alliance was issued
a subpoena to furnish certain documentation related to the transaction. A protocol has been put into
place by the bankruptey court whereby the parties are to undergo alternate dispute resolution,
including non-binding arbitration, which management anticipates will occur in 2012.

The fair value of these swaps is undeterminable at January 1, 2009, as prior to the termination date
Lehman Brothers liquidated the underlying referenced securities, making a valuation not
commercially viable. An estimated liability of $10,565 and $10,740 was recognized by the Alliance
as of June 30, 2011 and 2010, respectively. Management believes that the liability as recorded at
June 30, 2011 is sufficient to cover any exposure arising from litigation in this matter. However, it
is reasonably possible management’s estimate may change in the near term, although the amount of
any change cannot be estimated. Due to the termination of this agreement, the estimated liability is
included as a current liability in the accompanying Consolidated Balance Sheets.

A third party holds collateral with a fair market value of approximately $13,381 and $13,570,
respectively, at June 30,2011 and 2010, with respect to these Lehman derivative agreements. Such
collateral is included as current assets limited as to use.
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The arrangement consists of nine agreements each with three separate components (described
below) with notional values of $23,600, $8,000, and $8,750 each. The swaps generally consist of
the following:

*  An arrangement that calls for the Alliance to pay a variable rate (SIFMA Municipal Swap
Index) plus certain fixed payment amounts and receive a payment equal to the interest paid
by the Alliance on a portion of its early extinguished, but still outstanding, 2000A and
2000B Hospital Mortgage Revenue Refunding Bonds (the Reference Bonds) (whose fixed
rates range from 7.50% to 7.75%).

«  An arrangement that requires the Alliance to pay a fixed rate of 4.211% through either July
1, 2025, 2029 or 2033 (or termination of the swap) on the outstanding Reference Bonds and
receive a variable rate of 67% of USD-LIBOR-BBA on the outstanding Reference Bonds;
and

» A “total return provision” under which the Alliance will pay (or receive) the difference
between the outstanding Reference Bonds, multiplied by 132%, less the fair value of the
Reference Bonds on the date of termination and any fixed interest payments made under the
arrangements described above. In the event the swaps do not terminate prior to their stated
termination dates (2025, 2029 or 2033), there would be no settlement of this component as
there would be no outstanding Reference Bonds.

The swap also contains an agreement that consists of two separate components:

«  Anarrangement that requires the Alliance to pay a fixed rate 0f2.98% through July 1, 2016
(or termination of the swap) on the outstanding, but previously defeased, 1991 Hospital
Revenue and Improvement Bonds (the 1991 Reference Bonds) and receive a variable rate of
67% of USD-LIBOR-BBA on the outstanding 1991 Reference Bonds; and

s A “fixed payor provision” under which the Alliance will pay (or receive) the difference
between the outstanding 1991 Reference Bonds multiplied by 100% and any fixed interest
payments made as required under the agreement minus the outstanding 1991 Reference
Bonds multiplied by the average market price at termination. In the event the swaps do not
terminate prior to their stated termination date (2016), there would be no settlement of this
component as there would be no outstanding 1991 Reference Bonds.

Interest Rate Swap Option: In June 2004, the Alliance entered into an agreement with Bear Steams
(acquired by JP Morgan) whereby Bear Stearns has purchased from the Alliance an option to enter
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into an interest rate swap agreement (swaption) with the Alliance on July 1, 2011, which is an
optional redemption date related to the Alliance’s early extinguished 2000A and 2000B Bonds (Note
F). The purpose of this agreement was to effectively sell the call features related to the early
extinguished Series 2000A and 2000B Bonds. As consideration under this agreement, the Alliance
received a total of $42,500 in upfront payments as the swaption premium. Such amounts were
initially recorded as estimated fair value of derivatives in the Consolidated Balance Sheets.
Beginning 30 calendar days prior to July 1, 2011 and terminating 30 calendar days prior to July 1,
2015, the counterparty has the periodic right to exercise the swaption.

The underlying interest rate swap transactions to which the swaption transaction relates have the
following terms:

Notional Payments by:
Swap Amount Term Counterparty Alliance

2000A Ranging from $148,170 30 days following the 64% of USD- Fixed amounts ranging from
through July 1, 2018 to exercise date through LIBOR-BBA  7.13% upon execution to
$23,000 through July 2033 July 2033 7.50% through July 2033,
based on notional amount

2000B Ranging from $76,240 30 days following the  64% of USD- Fixed amounts ranging from
through July 1, 2021 to exercise date through LIBOR-BBA  7.54% upon execution to
$8,800 through July 2033 July 2033 8.00% through July 2033,
based on notional amount

The Alliance retained the right to terminate the swaption at any time prior to May 17, 2011 at its fair
market value. A liability of $92,044 and $89,650, representing the estimated fair value of the
swaption at June 30, 2011 and 2010, respectively, is included in estimated fair value of derivatives in
the accompanying Consolidated Balance Sheets. As a derivative financial instrument, this swaption
is extremely sensitive to changes in long-term interest rates and other elements in the financial
marketplace. As such, estimates of fair value are subject to significant changes in the near term.

Deferred financing and acquisition costs include $0 and $434 at June 30, 2011 and 2010,
respectively, related to the costs of this transaction. The change in estimated fair value of
derivatives in the accompanying Statements of Operations for 2011 and 2010 includes an unrealized
loss of $2,394 and $11,628, respectively, related to this derivative.

The interest rate swap option, described above, was terminated on October 13,2011. To effectuate
this termination, the Alliance transferred a portion of a Guaranteed Investment Contract (GIC),
described below, to the third party as a termination payment. A gain of approximately $3,000 was
recognized on this termination.
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Forward Sale Agreements: In June 2004, the Alliance entered into two related forward sale
agreements with the counterparty to the swaption agreements and the Master Trustee of the Series
2000 Bonds. The forward sale agreements originally related to the Debt Service Reserve Fund and
to the Debt Service Fund, respectively, (collectively, the “Funds™), as established under provisions
of the Master Trust Indenture related to the issuance of the Series 2000 Bonds. In consideration of
the future earnings on the Funds, the counterparty paid the Master Trustee a total of $30,000 during
20035, to be held on behalf of the Alliance. In June 2006, one of these agreements was amended to
also relate to the Series 2000C, 2000D, 2006 A and 2006B Bonds, and to remove the Series 2000A
Bonds from consideration under the agreement. As the original intent of these Funds was to secure
debt service payments under the above referenced Bonds, the agreement requires these funds to be
held under a guaranty agreement as further described below.

In connection with the issuance of the Series 2007 Bonds and the derecognition of a portion of the
Series 2000A Bonds, all of the outstanding Series 2000B Bonds, and all of the outstanding 2006B
Bonds (Note F), one of these agreements as it relates to the Series 2000A and 2000B Bonds was
partially terminated. As such, during 2008 the Alliance reduced its liability with respect to the
portion related to the Series 2000A and 2000B Bonds, and paid the counterparty $6,186 under the
terms of the agreement. The agreement was amended in fiscal year 2011 to include the Series
2010A Bonds and to remove the Series 2000B and 2006B Bonds.

A liability of $19,001 and $19,864 representing the unamortized payments from the counterparty is
included as part of deferred revenue in the accompanying Consolidated Balance Sheets as of June
30,2011 and 2010, respectively. Amounts are being recognized as investrnent income over the life
of the agreements.

Pursuant to these agreements, the counterparty required that the Alliance’s obligations under the
swaption and forward sale agreements be collateralized under a guarantee agreement in favor of the
counterparty. Due to various requirements of the Master Trust Indenture, the Alliance transferred to
MSF a total of $42,500 that was in turn deposited with the counterparty as collateral in a GIC,
Amounts received under the forward sale agreements were also deposited into the GIC. All GIC
deposits earn interest compounded at 4.14% for the first year, and at 3.5% thereafter through July 1,
2011. The GIC deposits as of June 30, 2011 and 2010 totaled $92,720 and $89,486, respectively.
The GIC was substantially utilized on October 13, 2011 to terminate the interest rate swap option
agreement discussed above and, as such, is included in the current portion of assets whose use is
limited in the Consolidated Balance Sheet at June 30, 2011.

NOTE E--PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment consist of the following at June 30:
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Land

Buildings and leasehold improvements
Property and improvements held for leasing

Equipment

Buildings and equipment held under capital lease

Less: Allowances for depreciation and amortization

Construction in progress (Note N)

2011 2010
63,749 $ 58,037
454,852 407,104
80,568 84,421
532,767 479,523
42,720 22,679
1,174,656 1,051,764
(586,471) (569,913)
588,185 481,851
209,233 213,747
797,418 $ 695,598

Accumulated depreciation and amortization on property and improvements held for lcasmg ﬁurposes
is $23,348 and $21,543 at June 30, 2011 and 2010, respectively. Net interest capitalized was
$10,640 and $11,117 for the years ended June 30, 2011 and 2010, respectively.

The Alliance is constructing replacement facilities for SCCH and JMH and is also performing
various renovations on existing hospital facilities. During 2011 and 2010, management of the
Alliance assessed the planned current and future use of the existing NSH, SCCH and JMH facilities
as well as certain other facilities, and adjusted their estimated useful lives accordingly.

NOTE F--LONG-TERM DEBT AND OTHER FINANCING ARRANGEMENTS

Long-term debt and capital lease obligations consist of the following at June 30:

Description

Muturities

Qutstanding Bulance

Rates

2011 2010

2010A Hospital Revenue Bonds, net of
unamortized premium of $1,056 and $1,096 at
June 30, 2011 and 2010, respectively

2010B Hospital Revenue Bonds. net of
unamortized premium of $711 and $753 at June
30, 2011 and 2010, respectively

2009A Hospital Revenue Bonds, net of
unamortized discount of $121 and $126 at June
30, 2011 and 2010, respectively

$38,660 uninsured serially, through 2020

$14,985 uninsured term bands, due July 1, 2025
$19,385 uninsured term bonds, due July 1, 2030
$39,570 uninsared term bonds, due July 1, 2038
$55,480 wninsured term bands, due July 1, 2038

$27,330 uninsured serially, through 2020
$4,355 uninsured term bonds, due July 1, 2023
§4,250 uninsured term bonds, due July 1, 2028

$725 uninsured term bonds, due July 1, 2019
31,730 uninsured term bonds, due July 1, 2029
$3,105 uninsured term bonds, due July 1, 2038

3.00% to 5.00% $
5.38%
5.63%
6.50%
6.00%

2.50% to 5.00%
5.00%
5.50%
725%
7.50%
1.75%

169,137 § 169,176

36,646 36,688

5,439 5434

26



MOUNTAIN STATES HEALTH ALLIANCE

Notes to Consolidated Financial Statements - Continued

(Dollars in Thousands)

Years Ended June 30, 2011 and 2010

NOTE F--LONG-TERM DEBT AND OTHER FINANCING ARRANGEMENTS - Continued

Outstanding Bul;
Description Muturities Rates 2011 2010
2009B Hospital Revenve Bonds $5,535 uninsured term bonds, due July 1, 2038 8.00% 5,535 5,535
2009C Hospital Revenue Bonds, net of $21,100 uninsured term bonds, due July 1, 2019 T25% 113,534 113,447
unamoriized discount of $2,421 and $2,508 at $20,000 uninsured term bonds, due July 1, 2028 750%
June 30, 2011 and 2019, respectively 374,855 uninsured term bonds, due July 1, 2038 7.15%
2008A Hospital Revenne Bonds $13,245 wninsured term bonds, due July 1, 2038, subject to Variable, 0.07% 13,245 13,245
carly redemption or teader st Jupe 30, 2011
2008B Hospital Revenue Bonds $53,855 uninsured term bonds, due July 1, 2038, subject to Variable, 0.07% 53,955 54,050
easly redemption or tender ) at June 30, 2011
2007A Hospital Revenue Bonds Uninsured term bonds, due July 1, 2038, redeemed in NA - 4,305
2011
20078 Taxable Hospital Revenae Bonds, $307,900 uminsured term bonds, due July 1, 2033, subject Variable, 307.500 314,190
bifurcated into sub-series B-1, B-2 and B-3 to early redemption or tender 0.11% 10 0.16%
during 2011 at June 30, 2611
2007C Hospital Revenue Bonds Uninsured term bonds, due July 1, 2032, redeemed in 2011 NA - 1,500
2006A Hospital First Mortgage Revenue Bonds,  $6,580 uninsured serially, through 2019 5.00% 169,782 170473
net of unamortized premium of $147 and $153 $7,375 uninsured term bonds, due July [, 2026 5.25%
at June 30, 2011 and 2010, respectively $20,505 aninsored ferm bonds. due July 1, 2031 5.50%
$135,175 uninsured ferm bonds, due July 1, 2036 5.50%
20071 A Hospital First Morigage Revenue Bonds  $23,100 term bonds, due July 1, 2026, subject to early 6.85% 23,1060 23.900
redemption or fender
2001 Hospital Refunding and Improvement $1.465 insured term bonds, due December 1,2012 5.75% 11.876 12,547
Revenue Bonds {NCH), net of unamortized $1,635 insured term bonds, due December 1, 2014 6.00%
discount of $34 and $38 at June 30, 2011 and $8,815 insured term bonds, due December 1, 2022 6.00%
2010, respectively
2000A Hospital First Mortgage Revenue $30,358 insured Capital Appreciation Bonds, intevest and £.63% 30,358 28,417
Refunding Bonds principal due July 1, 2026 through 2030
2000C Hospital First Morigage Revenue Bonds  $34,325 insured term bonds, due July 1, 2026 8.50% 34,325 25,335
2000D First Morigage Taxable Bonds $14,790 insured tecm bonds, due July 1, 2026 8.50% 14,790 15,225
1998 Hospital Refunding and Improvement $6,495 uninsured 1eem bonds, due July 1, 2016 525% 14,115 15,240
Revenue Bonds {TMH) £7,620 uninsured term bonds, due July 1, 2028 5.38%
Capitalized lease obligati dby Maturing through 2027 318%to 16,153 16,715
tuildings and equipment 13.01%
$7,500 promissory note secured by assets of Monthly principal and interest payments of §56 begioning LIBOR + 1.310% 5473 6,064
Mediserve Medical Equipment of Kingsport, February 2007 maturing December 201 {: remaining
Inc. principal due Januacy 2012
Capitalized lease oblipations secured by Various monthly payments of monthly prineipel and Various 587 1,325
equipinent interest
Master installment payment agr t Paid-off in 2011 Unspecified - 2,194
$1,409 unsecured promissory note Monthly principal and interest payments of $23 beginning LIBOR +1.25% - 920
July 2008 through Sepiember 2013; remaining principal
and accrued interest due October 2014; note was paid-off
in 2011
$19,221 note payable secured by property Variovs annual principal and interest payments through 6.25% - 7,836
April 2013: note was paid-offin 2011 .
$1,065 note payabie secured by land Monthly interest-only payments through October 2011; 550% 372 1,063
remaining principal and accrued interest due November
2011
$6,332 promissory note secured by substantially Monthly principal payments of 835 plus acerued inferest LIBOR + 2.00% 5,945 6,332
all assets of the Alliance beginaing July 2010 maturing June 2015; remaining
principal due July 2015
$3,955 note payable secured by property Monthly principal and interest payments of £27 beginning 3.00% 3,743 3,958

July 2010 maturing May 2015; remaining principal due
June 2015
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Qutstanding Balance
Description Maturities Rates 2011 2010
Note payable vader Master Financing Monthly principal and interest payments of $166 4.62% 10431 11,900
Agreement, secured by Equipment beginning July 2010 maturing June 2017
Note payable under Master Financing Monthly principal and interest pavments of $56 beginning 3175% 3,580 4,100
Agr f, d by Equip July 2010 maturing Juse 2017
$4,926 convertible construction loan secured by Monthly interest-only pavments through January 2011 Prime - 1.195
property and assipned rents followed by monthly principal and interest payments of (stated minimom and
’ $25 maturing December 2014; remaining principal and maximum interest rates
acerued interest due January 2015; note was paid-off in of 3.75% and 6.75%,
2011 respectively)
$1,885 line of credit secured by property Monthly interest-only pavments through March 2011 Prime - 0.50% 1,873 265
followed by monthly principal and interest payments of §9 (stated micimuom and
maturing February 2015; remeining principal and accrued maximum interest rates
interest due March 2015 of 3.50% and 6.25%,
respectively)
§1,593 note payable, secured by equipment Varous annual principal payments through July 2014 Unspecified 1,593
Capitalized lease obligation 1by medical  Maturing through 2026 9.72% 15,498
office building (JMH)
1.069.085 1,062,973
Less current portion {28,162} {28,131)

$  1,040923 § 1,054,842

In September 2010, in order to reduce credit risk and expenses, the Alliance replaced the existing
letters of credit related to the Series 2007B, Series 2008A and Series 2008B Bonds with letters of
credit held by several different financial institutions. The substitute letters of credit entitle the
Master Trustee to draw amounts equal to the principal amounts of the respective series of Bonds
outstanding and up to 37 days interest at a rate of 12%. The substitute letters of credit expire on
September 29, 2013 unless renewed or replaced.

Series 2010 Bonds: In April 2010, the Alliance issued $168,080 (Series 2010A) and $35,935 Series
2010B fixed rate Hospital Refunding Revenue Bonds (collectively, the Series 2010 Bonds).
Proceeds of the Series 2010A and the Series 2010B Bonds were used to refinance outstanding
indebtedness, specifically related to the Alliance’s facilities in Tennessee and in Virginia,
respectively, fund debt service reserve funds and pay costs of issuance. The Alliance recognized a
$3,029 loss on early extinguishment of debt representing the write off of previously deferred and
unamortized financing costs related to the refinanced Series 2008 A and the Series 2007A and 2007C
debt issues discussed below.

Series 2009 Bonds

In March 2009, the Alliance issued $5,560 (Series 2009A), $5,535 (Series 2009B) and $115,955
(Series 2009C) fixed rate Hospital Revenue Bonds (collectively, the Series 2009 Bonds). The
proceeds of Series 2009 Bonds were used to refinance a portion of the outstanding Series 2006C
Taxable Notes, which were originally issued to finance a capital commitment to SCCH and purchase
certain leased assets, finance the acquisition of a majority ownership in JMH, fund a debt service
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reserve fund and pay costs of issuance. The portion of the 2006C taxable notes which were not
refinanced with the Series 2009 Bonds were repaid with cash on hand.

In connection with its acquisition of a majority ownership in JMH, the Alliance assumed the then
outstanding long-term debt of JMH, totaling $33,906, including the JMH Series 1998 Hospital
Refunding and Improvement Revenue Bonds as further described in the table above.

Series 2008 Bonds

In February 2008, the Alliance issued $72,770 (Series 2008 A) and $54,230 (Series 2008B) variable
rate Hospital Revenue Bonds (collectively, the Series 2008 Bonds). The proceeds of Series 2008
Bonds were primarily used to finance certain future capital projects for the Alliance’s hospital
facilities and for the repayment of previously issued 2008 Taxable Notes used for the acquisition of
RCMC. As discussed above, the payment of principal and interest on the Series 2008 Bonds and the
purchase price of any tendered bonds on each series are secured by a separate, irrevocable,
transferable, direct-pay letter of credit. A portion ($59,525) ofthe Series 2008 A Bonds were repaid
from proceeds of the Series 2010 Bonds.

The variable rate of interest on the Series 2008 Bonds is determined weekly by the Remarketing
Agent (Merrill Lynch), as the rate equal to the lowest rate which, in regard to general financial
conditions and other special conditions bearing on the rate, would produce as nearly as possible a
par bid for the Series 2008 Bonds in the secondary market. In no event shall the variable rate on the
Series 2008 Bonds during any period where interest is calculated weekly exceed the lesser of 12%
annually or the maximum contract rate of interest permitted by the State of Tennessee for the Series
2008 A Bonds or the Commonwealth of Virginia for the Series 2008B Bonds. The Alliance has the
option, upon written approval of the holder of the letters of credit, the Remarketing Agent and
others, to convert to a medium-term rate period or to a fixed rate.

The Series 2008 Bonds are subject to optional and mandatory tender for purchase prior to maturity at
the option of the holder, upon conversion to a fixed rate, upon conversion to a medium-term rate
period, prior to the effective date of any substitute letter of credit, or upon the termination of the
letters of credit. The optional and mandatory tender provisions generally call for the Master Trustee
to purchase the outstanding Series 2008 Bonds at a purchase price equal to the principal amount
thereof plus accrued interest upon a stated date as described in the tender notice delivered to the
bond holders.

Series 2007 Bonds
In December 2007, the Alliance issued $104,355 (Series 2007A), $327,170 (Series 2007B taxable)

and $36,575 (Series 2007C) variable rate Hospital Revenue Bonds (collectively, the Series 2007
Bonds). The proceeds of Series 2007 Bonds were primarily used to early extinguish a portion of the
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outstanding Series 2000A Bonds, all of the outstanding 2000B Bonds, all of the outstanding Series
1994 Bonds, and all of the outstanding Series 2006B Bonds; to finance the acquisition of a majority
ownership in NCH, and to finance certain capital improvements and equipment acquisitions for the
Alliance’s hospital facilities. A portion of the outstanding Series 2007A ($91,685) and Series 2007C
(3$32,840) Bonds were repaid from proceeds of the Series 2010 Bonds. The remaining outstanding
Series 2007A and Series 2007C Bonds were redeemed in 2011.

In 2011 during the letter of credit restructuring, the existing 2007B Bonds were repaid through a
remarketing of Sub-Series 2007B-1, 2007B-2 and 2007B-3 (collectively, the Sub-Series 2007B
Bonds), created per the mandatory tender and letter of credit substitution provisions. As discussed
above, the payment of principal and interest on the Sub-Series 2007B Bonds and the purchase price
of any tendered bonds on each series are secured by a separate, irrevocable, transferable, direct-pay
letter of credit.

The variable rate of interest on the Series 2007 Bonds is determined weekly in the same manner as
described above for the Series 2008 Bonds. In no event shall the variable rate on the bonds during
any period where interest is calculated weekly exceed the lesser of 12% annually or the maximum
contract rate of interest permitted by the State of Tennessee. The Alliance has the option, upon
written approval of the holder of the letters of credit, the Remarketing Agent and others, to convert
to a medium-term rate period or to a fixed rate. Upon such conversion, the bonds become subject to
mandatory tender for purchase.

The Sub-Series 2007 Bonds are subject to optional and mandatory tender in the same manner as
described above for the Series 2008 Bonds. In addition, the Sub-Series 2007B Bonds are subject to
a special mandatory tender with respect to its conversion from taxable debt to tax-exempt debt. As
discussed in Note S, certain of the Sub-Series 2007B Bonds were redeemed subsequent to year end.

Series 2006 Bonds

During 2006, the Alliance issued $173,030 Hospital First Mortgage Revenue Bonds (Series 2006A)
and $66,500 Hospital First Mortgage Variable Rate Revenue Bonds (Series 2006B). The proceeds
from the sale of the Series 2006A Bonds were used to finance certain future and prior capital
projects for the Alliance’s hospital facilities and to refund certain existing indebtedness, specifically
the Series 2001B Bonds (discussed below) and certain existing short and intermediate term loans
and leases, as well as fund a debt service reserve fund. The Series 2006B Bond proceeds were
substantially used to refund the remaining outstanding principal of the Series 2001B Bonds and
establish a debt service reserve fund.

30



MOUNTAIN STATES HEALTH ALLIANCE

Notes to Consolidated Financial Statements - Continued
(Dollars in Thousands)

Years Ended June 30, 2011 and 2010
NOTE F--LONG-TERM DEBT AND OTHER FINANCING ARRANGEMENTS - Continued

Series 2001 Bonds

During 2001, the Alliance issued $26,000 Hospital First Mortgage Revenue Bonds (Series 2001A)
and $60,175 Hospital First Mortgage Revenue Bonds (Series 2001B). The Series 2001 A Bonds
were subject to optional tender by Bond holders. Effective July 1, 2007, the Alliance entered into an
agreement whereby the beneficial owners of the Series 2001 A Bonds have irrevocably waived their
rights to tender the Bonds under the provisions of the respective Bond Indenture. The waiver will
continue in effect through the maturity of the 2001A Bonds. The Series 2001B Bonds were
refunded and redeemed in 2006.

Series 2000 Bonds

The Hospital First Mortgage Revenue Refunding (Series 2000A Bonds) and First Mortgage Revenue
Refunding Bonds (Series 2000B Bonds), were used to advance refund previously existing
indebtedness as well as fund a required debt service reserve fund. The Hospital First Mortgage
Revenue Bonds (Series 2000C Taxable Bonds) were intended to refinance certain mortgage
indebtedness of BRMM, and to refund other previously existing indebtedness. The proceeds from
the sale of the First Mortgage Bonds (Series 2000D Taxable Bonds) were used primarily to fund
working capital for the Alliance.

The Series 2000A Bonds included at issue date $14,680 of insured Capital Appreciation Bonds.
Such bonds bear a 0% coupon rate and have a yield of 6.625% annually. The Alliance recognizes
interest expense and increases the amount of outstanding debt each year based upon this yield. Total
principal and interest due at maturity (2026 through 2030) is $93,675.

The advance refunding of previously issued debt requires funds to be placed in irrevocable trusts in
order to satisfy remaining scheduled principal and interest payments. Management, upon advice of
legal counsel, believes the amounts deposited in such irrevocable trust accounts have contractually
relieved the Alliance of any future obligations with respect to this debt, and the debt and escrowed
securities are not considered liabilities or assets of the Alliance. Therefore, such debt has been
derecognized.

Debt outstanding and not recognized in the Consolidated Balance Sheet at June 30, 2011 due to
previous advance refundings of the Series 2000A Bonds, Series 2000B Bonds, Series 1998C Bonds,
and Series 1991 Bonds, totaled approximately $525,025.

The assets placed in the irrevocable trust accounts are also not recognized as assets of the Alliance.
These assets consist primarily of various investments, as permitted by bond indentures and other
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documents, including United States Treasury obligations, an investment contract with MBIA
Insurance Corporation (MBIA) in the original amount of $54,300, as well as the Series 2000C and
2000D Bonds which were purchased with the proceeds of the 2000A and 2000B Bonds specifically
for the purpose of utilizing the Series 2000C and 2000D Bonds in the irrevocable trust. Therefore,
certain of the assets held in the irrevocable trust accounts have future income streams contingent
upon payments by the Alliance.

Essentially all of the Alliance’s bonds are subject to redemption prior to maturity, including
optional, mandatory sinking fund and extraordinary redemption, at various dates and prices as
described in the respective Bond indentures and other documents.

Other Bonds, Notes Payable and Financing Arrangements

The Alliance has granted a deed of trust on JCMC and SSH to secure the payment of the outstanding
bonds. The bonds are also secured by the Alliance's receivables, inventories and other assets as well
as certain funds held under the documents pursuant to which the bonds were issued. The NCH
Series 2001 Hospital Refunding and Improvement Revenue Bonds are secured by revenues and a
lien on certain real and personal property of NCH. The JMH Series 1998 Hospital Refunding and
Improvement Revenue Bonds are secured by pledged gross receipts of JMH, as defined in the
Master Trust indenture.

The scheduled maturities and mandatory sinking fund payments of the long-term debt and capital
lease obligations (excluding interest), exclusive of net unamortized original issue discount and
premium, at June 30, 2011 are as follows:

Year Ending

June 30,
2012 $ 28,162
2013 32,230
2014 28,706
2015 34,504
2016 33,585
Thereafter 912,560
1,069,747

Net discount (662)

$ 1,069,085
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The Alliance, NCH and JMH are each members of separate Obligated Groups. The bond indentures,
master trust indentures, letter of credit agreements and loan agreements related to the various bond
issues and notes payable contain covenants with which the respective Obligated Groups must
comply. These requirements include maintenance of certain financial and liquidity ratios, deposits
to trustee funds, permitted indebtedness, use of facilities and disposals of property, These covenants
also require that failure to meet certain debt service coverage tests will require the deposit of all
daily cash receipts of the Alliance into a trust fund. Management has represented the Alliance, NCH
and JMH are in compliance with all such covenants at June 30, 2011.

In connection with the tax-exempt bonds, the Alliance is required every five years, and at maturity,
to remit to the Internal Revenue Service amounts which are due related to positive arbitrage on the
borrowed funds. The Alliance performs such computations when required and recognizes any
liability at that time. Management does not believe there are any significant arbitrage liabilities at
June 30,2011 or 2010.

NOTE G--SELF-INSURANCE PROGRAMS

The Alliance is substantially self-insured for professional and general liability claims and related
expenses. The Alliance maintains a $25,000 umbrella liability policy that attaches over the self-
insurance limits of $10,000 per claim and a $15,000 annual aggregate retention. The Alliance’s
insurance program also provides professional liability coverage for certain affiliates and joint
ventures.

The Alliance is also substantially self-insured for workers’ compensation claims in the State of
Tennessee and has established estimated liabilities for both reported and unreported claims. The
Alliance maintains a stop-loss policy that attaches over the self-insurance limits of $1,000 per
occurrence and $1,000 annual aggregate retention. In the State of Virginia, the Alliance is not self-
insured and maintains workers’ compensation insurance through commercial carriers.

At June 30, 2011, the Alliance is involved in litigation relating to medical malpractice and workers’
compensation and other claims arising in the ordinary course of business. There are also known
incidents occurring through June 30, 2011 that may result in the assertion of additional claims, and
other unreported claims may be asserted arising from services provided in the past. Alliance
management has estimated and accrued for the cost of these unreported claims based on historical
data and actuarial projections. The estimated net present value of malpractice and workers’
compensation claims, both reported and unreported, as of June 30,2011 and 2010 was $13,531 and
$12,601, respectively. The discount rate utilized was 5% at June 30, 2011 and 2010,
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Additionally, the Alliance is self-insured for employee health claims and recognizes expense each
year based upon actual claims paid and an estimate of claims incurred but not yet paid, including a
catastrophic claims reserve based on historical claims in excess of $75.

NOTE H--NET PATIENT SERVICE REVENUE

A reconciliation of the amount of services provided to patients at established rates to net patient
service revenue as presented in the accompanying Consolidated Statements of Operations is as
follows for the years ended June 30:

2011 2010

Inpatient service charges $ 1,983,340 $ 1,848,590

Outpatient service charges 1,807,247 1,669,705

Gross patient service charges 3,790,587 3,518,295
Less:

Estimated contractual adjustments and other discounts 2,647,514 2,417,082

Estimated uncollectible self-pay 110,387 111,565

Charity care 72,432 61,378

2,830,333 2,590,025

Net patient service revenue $ 960,254 $ 928,270

NOTE I--THIRD-PARTY REIMBURSEMENT

The Alliance renders services to patients under contractual arrangements with Medicare, Medicaid,
TennCare, Blue Cross and various other commercial payors. The Medicare program pays for
inpatient services on a prospective basis. Payments are based upon diagnosis related group
assignments, which are determined by the patient’s clinical diagnosis and medical procedures
utilized. The Alliance also receives additional payments from Medicare based on the provision of
services to a disproportionate share of Medicaid and other low income patients. Most Medicare
outpatient services are reimbursed on a prospectively determined payment methodology. The
Medicare program also reimburses certain other services on the basis of reasonable cost, subject to
various prescribed limitations and reductions.

Reimbursement under the State of Tennessee’s Medicaid waiver program (TennCare) for inpatient
and outpatient services is administered by various managed care organizations (MCOs) and is based
on diagnosis related group assignments, a negotiated per diem or fee schedule basis. The Alliance
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also receives additional supplemental payments from the State of Tennessee. The amount
recognized totaled $11,480 and $7,811 for the years ended June 30, 2011 and 2010, respectively.
Such payments are not guaranteed in future periods.

The Virginia Medicaid program reimbursement for inpatient hospital services is based on a
prospective payment system using both a per case and per diem methodology. Additional payments
are made for the allowable costs of capital. Payments for outpatient services are based on Medicare
cost reimbursement principles and settled through the filing of an annual Medicaid cost report.

Amounts earned under the contractual agreements with the Medicare and Medicaid programs are
subject to review and final determination by fiscal intermediaries and other appropriate
governmental authorities or their agents. Retroactive adjustments are accrued on an estimated basis
in the period the related services are rendered and adjusted in future periods as final settlements are
determined. Activity with respect to audits and reviews of the governmental programs in the
healthcare industry has increased and is expected to increase in the future. No additional specific
reserves or allowances have been established with regard to these increased audits and reviews as
management is not able to estimate such amounts. Management believes that any adjustments from
these increased audits and reviews will not have a material adverse impact on the consolidated
financial statements. However, due to uncertainties in the estimation, it is at least reasonably
possible that management’s estimate will change in 2012, although the amount of any change cannot
be estimated, The impact of final settlements of cost reports or changes in estimates decreased net
patient service revenue by $4,570 in 2011. The impact of final settlements of cost reports or changes
in estimates were not significant in 2010.

Participation in the Medicare program subjects the Alliance to significant rules and regulations;
failure to adhere to such could result in fines, penalties or expulsion from the program. Management
believes that adequate provision has been made for any adjustments, fines or penalties which may
result from final settlements or violations of other rules or regulations. Management has represented
that the Alliance is in substantial compliance with these rules and regulations as of June 30, 2011.

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

NOTE J--EMPLOYEE BENEFIT PLANS

The Alliance sponsors a retirement plan (the Plan) which covers substantially all employees. The
Plan is a defined contribution plan which consists mainly of employer-funded contributions. During
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2011 and 2010, the Alliance made contributions to the Plan under a stratified system, whereby the
Alliance’s contribution percentage is based on each employee’s years of service. In addition, the
Alliance sponsors a 403(b) plan which is funded solely by employees’ contributions. The Alliance
does not make any discretionary or matching contributions into the 403(b) plan. Employees of
certain other subsidiaries are covered by other plans, although such plans are not significant. The
total expense related to defined contribution plans for the years ended June 30,2011 and 2010 was
$12,682 and $13,311, respectively.

NCH maintains a defined benefit pension plan and a post-retirement employee benefit plan. The
accrued unfunded pension liability was $1,313 and $1,942, and the accrued unfunded post-
retirement liability was $3,761 and $3,843 at June 30, 2011 and 2010, respectively.

The Alliance sponsors a secured executive benefit program (SEBP) for certain key executives.
Contributions to the plan by the Alliance are based on an annual amount of funding necessary to
produce a target benefit for the participants at their retirement date, although the Alliance does not
guarantee any level of benefit will be achieved. The Alliance contributed $929 and $1,303 to the
plan during 2011 and 2010, respectively. Other assets at June 30,2011 and 2010 include $7,888 and
$7,077, respectively, related to the Alliance’s portion of the benefits which are recoverable upon the
death of the participant. In addition, the Alliance sponsors a Section 457(f) plan for certain key
executives. The benefits for substantially all employees previously participating in the SEBP plan
have been transferred into the 457(f) plan.

NOTE K--CONCENTRATIONS OF RISK

The Alliance has locations primarily in upper East Tennessee and Southwest Virginia which is
considered a geographic concentration. The Alliance grants credit without collateral to its patients,
most of whom are local residents and are insured under third-party payor agreements. Net patient
service revenue from Washington County, Tennessee operations were approximately 54% of total
net patient service revenue for each of the years 2011 and 2010.

The mix of receivables from patients and third-party payors based on charges at established rates is
as follows as of June 30:
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2011 2010
Medicare ’ 40% 42%
Tenncare/Medicaid 12% 15%
Commercial 27% 25%
Other third-party payors 9% 10%
Patients 12% 8%
100% 100%

Approximately 98% of the consolidated total revenue, gains and support were related to the
provision of healthcare services during 2011 and 2010. Admitting physicians are primarily
practitioners in the regional area.

Two of the Alliance’s Virginia hospitals’ employees are covered under collective bargaining
agreements which extend through February 2, 2014.

The Alliance routinely invests in investment vehicles as listed in Note C. The Alliance’s investment
portfolio is managed by outside investment management companies. Investments in corporate and
foreign bonds and notes, municipal obligations, money market funds, equities and other vehicles that
are held by safekeeping agents are not insured or guaranteed by the U.S. government. At June 30,
2011, the Alliance also had deposits in financial institutions significantly in excess of the Federal
Deposit Insurance Corporation’s limits,

NOTE L--INCOME TAXES

BRMM and its subsidiaries file a consolidated federal tax return and separate state tax returns. As of
June 30, 2011 and 2010, BRMM and its subsidiaries had net operating loss carryforwards for
consolidated federal purposes of $34,822 and $32,447, respectively, related to operating losses
which expire through 2030. At June 30, 2011 and 2010, BRMM had state net operating loss
carryforwards of $65,979 and $59,860, respectively, which expire through 2025. The net operating
loss carryforwards may be offset against future taxable income to the extent permitted by the
Internal Revenue Code and Tennessee Code Annotated.

At June 30, 2011 and 2010, SWCH had federal and state net operating loss carryforwards of $4,875
and $4,376, respectively, which expire through 2030. CHC files separate federal and state tax
returns. At June 30, 2011 and 2010, CHC had a net deferred tax liability of $69 and $58,
respectively, due primarily to temporary timing differences related to depreciation. The net
operating loss carryforwards may be off-set against future taxable income to the extent permitted by
the Internal Revenue Code and tax codes of the Commonwealth of Virginia.
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Net deferred tax assets related to these carryforwards and other deferred tax assets have been
substantially offset through valuation allowances equal to these amounts. Income taxes paid relate
primarily to state taxes for certain subsidiaries and federal alternative minimum tax.

NOTE M--RELATED PARTY TRANSACTIONS

The Alliance enters into transactions with entities affiliated with certain members of the Board of
Directors including transactions to construct Alliance facilities and provide professional services to
the Alliance. Board members refrain from discussion and abstain from voting on transactions with
entities with which they are related.

NOTE N--OTHER COMMITMENTS AND CONTINGENCIES

Construction in Progress: Construction in progress at June 30, 2011 represents costs incurred
related to various hospital and medical office building facility renovations and additions. The
Alliance has outstanding contracts and other commitments related to the completion of these
projects, and the cost to complete these projects is estimated to be approximately $98,721 at June 30,
2011. The Alliance does not expect any significant costs to be incurred for infrastructure
improvements to assets held for resale.

Physician Contracts: BRMM employs physicians to provide services to BRMM’s physician
practices through employment agreements which provide annual compensation, plus incentives
based upon specified productivity levels. These contracts have various terms.

In addition, the Alliance has entered into contractual relationships with non-employed physicians to
provide services in Upper East Tennessee and Southwest Virginia. These contracts guarantee
certain base payments and allowable expenses and have terms of varying lengths. Upon completion
of the respective guarantee period, amounts drawn and outstanding under each agreement are treated
as a loan bearing interest at various rates and are subject to repayment over a specified period. The
physician note may also be amortized by virtue of the physician’s continued practice in the specified
community during the repayment period. A net receivable of $1,407 and $1,818 related to these
agreements is included in the accompanying Consolidated Balance Sheets at June 30, 2011 and
2010, respectively.

Employee Scholarships: The Alliance offers scholarships to certain individuals which require that
the recipients return to the Alliance to work for a specified period of time after they complete their
degree. Amounts due are then forgiven over a specific period of time as provided in the individual
contracts. If the recipient does not return and work the required period of time, the funds disbursed
on their behalf become due immediately and interest is charged until the funds are repaid. Other
receivables June 30, 2011 and 2010 includes $7,250 and $5,571, respectively, related to students in
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school, graduates working at the Alliance and amounts due from others who are no longer in the
scholarship program.

Promises to Give: The Alliance has recorded certain unconditional promises to give to unrelated
organizations. At June 30,2011, $1,568 is due within one year, and an additional $180 is due within
five years and is included in other long-term liabilities.

Operating Leases and Maintenance Contracts: Total lease expense for the years ended June 30,
2011 and 2010 was $9,362 and $10,216, respectively. Future minimum lease payments for each of
the next five years and in the aggregate for the Alliance’s noncancellable operating leases with
remaining lease terms in excess of one year are as follows:

Year Ending June 30,
2012 $ 2,846
2013 2,631
2014 2,286
2015 2,121
2016 1,285
Thereafter 9,914

$ 21,083

Estimated future minimum payments under various noncancellable maintenance contracts with
remaining terms in excess of one year at June 30, 2011 total in the aggregate $1,422 through 2016.

Asset Retirement Obligation: The Alliance has identified asbestos in certain facilities and is
required by law to dispose of it in a special manner if the facility undergoes major renovations or is
demolished; otherwise, the Alliance is not required to remove the asbestos from the facility. The
Alliance has complied with regulations by treating the asbestos so that it presents no known
immediate or future safety concerns. An asset retirement obligation has been established to the
extent that sufficient information exists upon which to estimate the liability.

Other. 'The Alliance is a party to various transactions and agreements in the normal course of
business, which include purchase and re-purchase agreements, put arrangements and other
commitments, which may bind the Alliance to undertake additional transactions or activities in the
future. In addition, the Alliance has agreed to guarantee a portion of the outstanding indebtedness of
ajoint venture. Management estimates that the fair value of the guarantee of this debt is immaterial
as of June 30, 2011.

39



MOUNTAIN STATES HEALTH ALLIANCE

Notes to Consolidated Financial Statements - Continued
(Dollars in Thousands)

Years Ended June 30, 2011 and 2010

NOTE N--OTHER COMMITMENTS AND CONTINGENCIES - Continued

Healthcare Industry: Recently, government activity has increased with respect to investigations and
allegations concerning possible violations of fraud and abuse statutes and regulations by healthcare
providers. Violations of these laws and regulations could result in expulsion from government
healthcare programs together with the imposition of significant fines and penalties, as well as
significant repayments for patient services previously billed.

In March 2010, Congress adopted comprehensive health care insurance legislation, Patient Care
Protection and Affordable Care Act and Health Care and Education Reconciliation Act. The
legislation, among other matters, is designated to expand access to coverage to substantively all
citizens by 2019 through a combination of public program expansion and private industry health
insurance. Changes to existing TennCare and Medicaid coverage and payments are also expected to
occur as a result of this legislation. Implementing regulations are generally required for these
legislative acts, which are to be adopted over a period of years and, accordingly, the specific impact
of any future regulations is not determinable.

NOTE O--RENTAL INCOME UNDER OPERATING LEASES
The Alliance leases rental properties to third parties, most of whom are physician practices, for

various terms, generally five years. The following is a schedule by year and in the aggregate of
minimum future rental income due under noncancellable operating leases at June 30, 2011:

Year Ending June 30,
2012 $ 1,742
2013 1,219
2014 958
2015 796
2016 397
Total minimum future rentals $ 5,112

NOTE P--FAIR VALUE OF FINANCIAL INSTRUMENTS

The fair value of financial instruments has been estimated by the Alliance using available market
information as of June 30,2011 and 2010, and valuation methodologies considered appropriate. The
estimates presented are not necessarily indicative of amounts the Alliance could realize in a current
market exchange. The carrying value of substantially all financial instruments approximates fair
value due to the nature or term of the instruments, except as described below.
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Investment in Joint Ventures: Itisnot practical to estimate the fair market value of the investments
in joint ventures.

Other Long-Term Liabilities: Estimates of reported and unreported professional liability claims,
pension and post-retirement liabilities are discounted to approximate their estimated fair value. Itis
not practical to estimate the fair market value of other long-term liabilities due to uncertainty of
when these amounts may be paid. Other long-term liabilities are not discounted.

Long-Term Debt and Capital Leases: The fair value of long-term debt is estimated based upon
quotes obtained from brokers for bonds and discounted future cash flows using current market rates
for other debt. For long-term debt with variable interest rates, the carrying value approximates fair
value.

The Alliance’s significant capital leases and vendor contracts were negotiated with various entities
and are considered unique. It is not practicable to estimate the fair value of these obligations under
current conditions. Other capital lease obligations are not significant.

The estimated fair value of the Alliance’s financial instruments that have carrying values different
from fair value is as follows at June 30:

2011 2010
Carrying Estimated Carrying Estimated
Value Fair Value Value Fair Value
FINANCIAL LIABILITIES:
Long-term debt $ 1,069085 § 1,046,675 § 1,082,973 § 1,105,778

NOTE Q--FAIR VALUE MEASUREMENT

FASB ASC 820 establishes a three-level valuation hierarchy for disclosure of fair value
measurements. The valuation hierarchy is based upon the transparency of inputs to the valuation of
an asset or liability as of the measurement date. The three levels are defined as follows:

«  Level 1 - Inputs based on quoted market prices for identical assets or liabilities in active
markets at the measurement date.

+  Level 2 - Observable inputs other than quoted prices included in Level 1, such as quoted
prices for similar assets and liabilities in active markets; quoted prices for identical or similar
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assets and liabilities in markets that are not active; or other inputs that are observable or can
be corroborated by observable market data. The Alliance’s Level 2 investments are valued
primarily using the market valuation approach.

. Level 3 - Unobservable inputs that are supported by little or no market activity and are
significant to the fair value of the assets or liabilities. Level 3 includes values determined
using pricing models, discounted cash flow methodologies, or similar techniques reflecting
the Alliance’s own assumptions.

In instances where the determination of the fair value hierarchy measurement is based on inputs
from different levels of the fair value hierarchy, the level in the fair value hierarchy within which the
entire fair value measurement falls is based on the lowest level input that is significant to the fair
value measurement in its entirety. The Alliance’s assessment of the significance of a particular input
to the fair value measurement in its entirety requires judgment and considers factors specific to the
asset or liability.

The following table sets forth, by level within the fair value hierarchy, the financial assets and
liabilities recorded at fair value on a recurring basis as of June 30, 2011 and 2010:

June 30, 2011 Level 1 Level 2 Level 3
Trading securities $ 333610 § 164953 § 135939 § 32,718
Assets whose use is limited 117,170 117.170 - -
Total assets $ 450,780 % 282,123 § 135,939 § 32,718
Fair value of derivative agreements - Note D $ (110,732) § - 8 - 8 (110,732)
June 30, 2016 Level ] Level 2 Level 3
Trading securities $ 209,644 § 164,510 $ 16,526 § 28,608
Assets whose use is limited 177,180 177.180 - -
Total assets 3 386,824 § 341,690 $ 16,526 § 28,608
Fair value of derivative agreements - Note D $  (134.300) $ - 8 - § 0 (134,300)

The valuation of the Alliance’s derivative agreements is determined using market valuation
techniques, including discounted cash flow analysis on the expected cash flows of each agreement.
This analysis reflects the contractual terms of the agreement, including the period to maturity, and
uses observable market-based inputs, including forward interest rate curves. The fair values of
interest rate swap agreements are determined by netting the discounted future fixed cash payments
(or receipts) and the discounted expected variable cash receipts (or payments). The variable cash
receipts (or payments) are based on the expectation of future interest rates based on observable
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market forward interest rate curves and the underlying notional amount. The Alliance also
incorporates credit valuation adjustments (CVAs) to appropriately reflect both its own
nonperformance or credit risk and the respective counterparty’s nonperformance or credit risk in the
fair value measurements. The CVA on the Alliance’s interest rate swap agreements at June 30, 2011
and 2010 resulted in a decrease in the fair value of the related liability of $7,940 and $10,085,
respectively.

A certain portion of the inputs used to value its interest rate swap agreements, including the forward
interest rate curves and market perceptions of the Alliance’s credit risk used in the CVAs, are
unobservable inputs available to a market participant. As a result, the Alliance has determined that
the interest rate swap valuations are classified in Level 3 of the fair value hierarchy.

The following tables provide a summary of changes in the fair value of the Alliance's Level 3
financial assets and liabilities during the fiscal years ended June 30, 2011 and 2010:

Trading Derivatives,
Secyrities Net
July 1, 2009 $ 30,031 % (126,217)
Total unrealized/realized losses in the Performance Indicator, net (1,546) (8,607)
Purchases, issuance and settlements and other, net 1,446 524
Transfers in (out), net (1.323) -
June 30, 2010 28.608 (134,300)
Total unrealized/realized gains in the Performance Indicator, net 2,847 23,049
Purchases, issuance and settlements and otber, net 1,263 519
June 30, 2011 $ 32,718 § (110,732)

There were no changes in valuation techniques in 2011 or 2010. During 2011, as part of the
transitional test of goodwill impairment, the Alliance recognized goodwill impairment of $2,965
based primarily on the fair value of the reporting unit, utilizing the income approach. Remaining
goodwill determined not to be impaired, for this specific reporting unit, is included in the
Consolidated Balance Sheet at $2,900. There were no significant assets or liabilities that were re-
measured at fair value on a non-recurring basis during the fiscal year ended June 30, 2010.

NOTE R--OPERATING EXPENSES BY FUNCTIONAL CLASSIFICATION

Direct expenses by functional classification are as follows for the years ended June 30:
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2011 2010
Healthcare services $ 817,397 § 795,725
Administrative and general 130,543 125,852
Other 9,233 8,625
$ 957,173 § 930,202

NOTE S--SUBSEQUENT EVENTS

Acquisition: Subsequent to June 30, 2011, the Alliance purchased the stock of a pharmacy provider
for approximately $6,700. The Alliance has not completed an allocation of the purchase price
although it is anticipated significant intangible assets will be recognized upon such allocation.

Debt: In October 2011, the Alliance (along with BRMMC, NCH and SCCH) issued $85,260 of
Series 2011 Tax-exempt Hospital Revenue Bonds through The Health and Educational Facilities
Board of the City of Johnson City, Tennessee (the Tennessee Bonds) and $110,580 through the
Industrial Development Authority of Smyth, Virginia (the Virginia Bonds). Such bonds were issued
on parity with the outstanding bond indebtedness of the Alliance as of June 30, 2011. The Bonds
bear interest at a variable rate determined by a remarketing agent based upon a weekly rate period.
Additionally, the Alliance issued $15,960 of Series 2011 Taxable Bonds. NCH and SCCH were also
admitted as members of the Alliance Obligated Group.

The proceeds from the Tennessee Bonds will be issued to finance certain capital acquisitions in the
State of Tennessee and pay issuance costs related to these Bonds. The proceeds from the Virginia
Bonds will be used to refinance $11,200 of 2001 NCH Hospital Refunding and Improvement
Revenue Bonds, finance capital acquisitions for NCH, JMH and SCCH and to pay issuance costs
associated with these Bonds. The Series 2011 Taxable Bonds proceeds will be used to finance
capital acquisitions of SCCH and BRMMC and pay issuance costs. The timely payment of the
Tennessee and the Virginia Bonds is secured by a letter of credit which expires October 19, 2014.
The Alliance also redeemed $115,135 of the Series 2007B-1 Revenue Bonds and $29,405 of the
Series 2007B-3 Revenue Bonds.

Management further anticipates issuance of an additional $25,000 of tax-exempt bonds for the
benefit of JIMH. JMH is not a member of the Mountain States Health Alliance Obligated Group.

Subsequent to June 30, 2011, JMH exercised their right to purchase a facility previously held under
a capital lease for total consideration of $16,051. $2,093 was paid directly to the third party and the
remaining $13,958 was by assumption of a promissory note with payments through 2013. The
promissory note bears interest at a variable rate of LIBOR plus 1.5%. Additionally, JMH assumed
an interest rate swap in the notional amount of $13,940. JMH pays a fixed rate of 7.46%
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MOUNTAIN STATES HEALTH ALLIANCE

Notes to Consolidated Financial Statements - Continued
(Dollars in Thousands)

Years Ended June 30, 2011 and 2010
NOTE S--SUBSEQUENT EVENTS - Continued

and receives a variable rate of LIBOR plus 1.5%. The interest rate swap has a termination date of
August 15,2012.
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MOUNTAIN STATES HEALTH ALLIANCE

Consolidating Balance Sheet
(Dollars in Thousands)

June 30, 2011
Blue Ridge Other Total
Medical Obligated Gravip Obligated Other Mountain States
Management * Members Eliminations Group Enlities Properties Eliminationy Total
ASSETS
CURRENT ASSETS
Cash and cash equivalents $ 450 8 85976 $ - % 86,426 § 17,023 § 9319 § - 3 112,768
Current portion of investments - 7.629 - 7,629 94.775 13,771 - 116,175
Patient accounts receivable, less estirnated allowances for
uncollectible accounts 4476 96,083 - 100,559 34,052 - - 134,611
Other receivables, net 848 13.434 - 14,282 4,552 780 - 19,614
Inventories and prepaid expenses 553 18,783 - 19.336 9477 152 - 28,965
TOTAL CURRENT ASSETS 6,327 221,905 - 228,232 159,879 24,022 - 412,133
INVESTMENTS, less amounts required
to meet ourrent obligations 19,193 337367 - 356,560 190,937 33,879 - 581,376
EQUITY IN AFFILIATES 135,582 387.825 (155.611) 371,796 - - (371,795) -
PROPERTY, PLANT AND EQUIPMENT, net 10,696 469,613 - 480,309 258,342 58,766 - 797,418
OTHER ASSETS
Goodwill 3,281 143276 - 146,557 2.109 - - 148,666
Net deferred financing, acquisition costs and - - - - - - - -
ather charges, less current portion 168 27,991 - 28,159 568 1417 - 29,844
Other assets 8.467 10,154 - 18,621 7.265 2,562 - 28,448
TOTAL OTHER ASSETS 11916 181,421 - 193,337 9,942 3.679 - 206,958
3 187.714 § 1.598.131 § (155,611) § 1630234 % 619,100 % 20,346 § (371,795) $ 1.997,485
* Management Services Otganization only

~ = note to supplemental schedules.




MOUNTAIN STATES HEALTH ALLIANCE

Consolidating Balance Sheet ~ Continued
(Dollars in Thousands)

June 30, 2011

Biue Ridge Other Total
Medical Obligated Group Obligated Other Mountain States
Management * Memb. Eliy 1 Group Entities Properties Eliminations Total
LIABILITIES AND NET ASSETS
CURRENT LIABILITIES
Accrued interest payable 3 - 8 19,607 § -3 19,607 3 440 3 - 3 -~ 3§ 20,047
Current portion of long-term debt and capital lease
obligations 550 23,724 - 24,274 3,388 - - 28,162
Current portion of estimated fair value of derivatives - 92,044 - 92,044 - 10,565 - 102,609
Accounts payable and accrued expenses 3,463 66,494 - 69,957 27,645 1,217 - 98,819
Accrued salaries, compensated absences and amounts
withheld 3,093 40,177 - 43,270 14,530 - - 57,800
Payables to (receivables from) affiliates, net 11,094 (81,319) - (70,225) 94,632 (24,407) - -
Estimated amounts due to third-party payors, net - 12,547 - 12,547 2,266 - - 14,813
TOTAL CURRENT LIABILITIES 18,200 173,274 - 191,474 143,401 (12,625) - 322,250
OTHER LIABILITIES
Long-term debt and capital lease obligations, less
current portion 4,923 979,774 - 984,697 56,226 - - 1,040,923
Estimated fair value of derivatives, less current
portion - 7,783 - 7,783 - 340 - 8,123
Deferred revenue - 19,167 - 19,167 100 - - 19,267
Estimated professional liability self-insurance 2,285 4,494 - 6,779 2,913 - - 9,692
Other long-term liabilities 6,695 2402 - 9,097 5255 - - 14,352
TOTAL LIABILITIES 32,103 1,186,894 - 1,218,997 207,895 (12,285) - 1,414,607
NET ASSETS
UNRESTRICTED NET ASSETS
Unrestricted net assets
Mountain States Health Alliance 155,478 400,395 (155,478) 400,395 228,554 132,631 (361,185) 400,395
No olling interests in subsidiaries - - - - 171,984 - - 171,984
TOTAL UNRESTRICTED NET ASSETS 155,478 400,395 (155,478) 400,395 400,538 132,631 (361,185) 572,379
Temporarily restricted net assets
Mountain States Health Alliance 133 10,715 (133) 10,715 10,483 - {10,483) 10,715
Noncontrolling interests in subsidiaries ~ - - - 57 - - 57
TOTAL TEMPORARILY
. RESTRICTED NET ASSETS 133 10,715 (133) 10,715 10,540 - (10,483) 10,772
Permanently restricted net assets - 127 - 127 127 (127} 127
TOTAL NET ASSETS 155611 411,237 (155,611) 411,237 411,205 132,631 (371,795) 583,278
$ 187714 § 1,598,131 § (155,611) § 1,630,234 § 619,100 § 120346 3 (371,795) § 1,997 885
47
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MOUNTAIN STATES HEALTH ALLIANCE

Consolidating Statement of Operations

(Dollars in Thousands)

Year Ended June 30, 2011
Blue Ridge Other Totul
Medical Obligated Group Obligated Other Mountuain States
Munagement * Memb. Eliminati Group Entities Properties Eliminutions Totul
Revenue, gains and support:
Net patient service revenue $ 35353 8 683,224 § (1,702) § 716,875 § 243,487 ¢ - 8 (108) 3 960,254
Other operating revenue 26,855 3,657 {20,748) 9,764 39,423 7,807 (41,123) 15,871
Equity in net gain (loss) of affiliates 974 (3,283) 2,051 (258) - - 258 -
TOTAL REVENUE, GAINS AND SUPPORT 63,182 683,598 (20,399) 726,381 282910 7,807 (40,973) 976,125
Expenses:
Salaries and wages 17,287 235,564 - 252,851 92,108 150 (2,901) 342,208
Physician salaries and wages 32,631 1,010 - 33,641 55,417 - (29,809) 59,249
Contract labor 866 3,234 - 4,100 2,123 - (259) 5,964
Employee benefits 4,874 45,591 (1,743) 48,722 20,414 35 (2,032) 67,139
Fees 3,544 81,194 (20,612) 64,126 22,251 713 (1,171) 85,919
Supplies 1,745 129,126 - 130,871 38,594 2 (105) 169,362
Utilities 455 11,386 - 11,841 4,452 1,007 - 17,300
Other 4,778 38479 (95) 43,162 28,206 3230 (4,951) 69,647
Depreciation 1,476 59,635 - 61,111 23,666 2,722 - 87,499
Amortization 23 2,188 - 2,211 348 - - 2,559
Estimated provision for bad debts 353 4,097 - 4,450 1,724 - - 6,174
Interest and taxes (1,228) 42,204 - 40,976 3.248 1,374 (1.445) 44,153
TOTAL EXPENSES 66,804 653,708 22,450y 698,062 292,551 9,233 (42.673) 957,173
OPERATING INCOME (LOSS) (3,622) 29,890 2,051 28,319 (9,641) (1,426) 1,700 18,952
Nonoperating gains (losses):
Interest and dividend income 662 9,810 - 10,472 6,552 645 (1,445) 16,224
Net realized gains on the sale of securities 73 1,449 - 1,522 435 - - 1,357
Net unrealized gains on securities 1,311 13,664 - 14,975 7,949 (756) - 22,168
Derivative related incorre - 3,512 - 3,512 - 1,560 - 5,072
Change in estimated fair value of derivatives - 23,137 - 23,137 - (88) - 23,049
Other nonoperating gains (losses) (475) 1,245 - 770 {3,430) 4 3 (2,653)
Net assets released from restrictions used for operations - 562 - 562 1,331 - - 1,893
NET NONOPERATING GAINS 1,571 53,379 - 54,950 12.837 1.365 (1.442) 67.710
EXCESS (DEFICIT) OF REVENUE, GAINS AND .
SUPPORT OVER EXPENSES AND LOSSES  § (2,051) $ 83269 § 2,051 8 83269 § 3196 $ (61) § 258 8 86,662

*Management Services Organization only.

See note to supplemental schedules. 48



MOUNTAIN STATES HEALTH ALLIANCE

Consolidating Statement of Changes in Net Assets
(Dollars in Thousands)

Year Ended June 30, 2011

Blue Ridge Other Total Qther Entities Total
Medical Obligated Group Obligated A in States N olling Other Mountain States
Munagement * Mumbers Eliminarions Group Health Afiance Interests Enfities Properiies Efiminations Total
UNRESTRICTED NET ASSETS:
Excess of Revenue, Gains and Support over
Expenses and Losses 3 {2,051) $ 43.269 § 2,051 § 83,269 $ {197) % 3393 8 3,196 $ 61) 258 § 86,662
Pension and other defined bencfit plan adjustments - 620 - 620 620 617 1237 - {620} 1,237
Cumulative effect of a change in accounting principle (2,965) (2,965) 2,965 (2.965) - - - (2,965)
Net assetg released from restrictions used for the
purchese of property, plant snd equipment - 1,946 - 1,946 1.946 - 1,946 ~ (1,946) 1,946
Distributions to Uing i - - - - - 270y {270) - - (270}
Repurchases of noncontrolling interests and ather {32y 40 43 40 (s (115 (287} - 182 (73
INCREASE (DECREASE) IN UNRESTRICTED
NET ASSETS {5.059) 82.910 5.059 82,910 2,187 3625 5812 {61) (2,126) 86,538
TEMPORARILY RESTRICTED NET ASSETS:
Restricted grants and contributions - 3,612 - 3,612 2990 58 3,048 - (2.990) 3,670
Net agsets released from restrictions - {3,787) - (3.787) (3,225} (52) 321 - 3,225 (3,839
INCREASE (DECREASE) IN TEMPORARILY
RESTRICTED NET ASSETS - {175) - (175) (235) 6 (229) - 235 (169)
INCREASE (DECREASE) IN TOTAL NET ASSETS {5,059) 82.735 5,059 82,735 1952 3,631 5,583 61) (1,891) 86,366
NET ASSETS, BEGINNING OF YEAR 160.670 328,502 (160,670} 328,502 237,212 1568410 405,622 132,692 (369.904) 496,912
NET ASSETS, END OF YEAR 3 155611 § 411,237 % (155.611) $ 411237 § 239,164 § 172041 8 411,205 § 132631 % (371.793) § SR2.278
M Services Crganization only,

See note to supplemental schedules.



MOUNTAIN STATES HEALTH ALLIANCE
Note to Supplemental Schedules

Year Ended June 30, 2011
NOTE A--OBLIGATED GROUP MEMBERS

As described in Note F to the consolidated financial statements, the Alliance has granted a deed of
trust on JCMC and SSH to secure the payment of the outstanding bonds. The bonds are also secured
by the Alliance's receivables, inventories and other assets as well as certain funds held under
the documents pursuant to which the bonds were issued. In accordance with Article Six, Section
6.6 of the Amended and Restated Master Trust Indenture between Mountain States Health Alliance
and the Bank of New York Trust Company, NA as Master Trustee, those members pledged include
Johnson City Medical Center Hospital, Indian Path Medical Center, Franklin Woods Community
Hospital, Sycamore Shoals Hospital, Johnson County Community Hospital, Russell County Medical
Center and Blue Ridge Medical Management Corporation (parent company only), collectively
defined as the Obligated Group (Obligated Group).

The supplemental consolidating schedules include the accounts of the members of the Obligated
Group after elimination of all significant intergroup accounts and transactions. Certain other
subsidiaries of the Alliance, Mountain States Properties, Inc. (MSP) and all other affiliates (Other
Entities), are not pledged to secure the payment of the outstanding bonds as they are not part of the
Obligated Group. These affiliates have been accounted for within the Obligated Group based upon
the Alliance’s original and subsequent investments, as adjusted for the Alliance’s pro rata share of
income or losses and any distributions, and are included as a part of equity in affiliates in the
supplemental consolidating balance sheet.
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INDEPENDENT AUDITOR’S REPORT

To the Board of Directors of
Mountain States Health Alliance:

We have audited the accompanying consolidated balance sheets of Mountain States Health Alliance and
subsidiaries (the Alliance) as of June 30, 2012 and 2011 and the related consolidated statements of
operations, changes in net assets and cash flows for the years then ended. These consolidated financial
statements are the responsibility of the Alliance’s management. Our responsibility is to express an opinion
on these consolidated financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the consolidated financial statements are free of material misstatement. An audit includes
consideration of internal control over financial reporting as a basis for designing audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
Alliance’s internal control over financial reporting. Accordingly, we express no such opinion. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the consolidated
financial statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation. We
believe our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects,
the financial position of Mountain States Health Alliance and subsidiaries as of June 30, 2012 and 2011 and
the results of their operations, changes in net assets and cash flows for the years then ended in conformity
with accounting principles generally accepted in the United States of America.

Our audit was conducted for the purpose of forming an opinion on the consolidated financial statements as a
whole. The supplemental information as listed in the accompanying index is presented for purposes:of
additional analysis and is not a required part of the consolidated 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 certain additional
_ procedures, including comparing and reconciling such information directly to the underlying accounting and
other records used to prepare the 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 America. In our opinion, the information is fairly stated in all material respects in relation to the

financial statements as a whole.
/ ’ A < oy / ( ‘:?'

Knoxville, Tennessee
October 26, 2012

ATLANTA | AUSTIN | KNOXVILLE | TAMPA BAY



MOUNTAIN STATES HEALTH ALLIANCE

Consolidated Balance Sheets
(Dollars in Thousands)

June 30,
2012 2011
ASSETS
CURRENT ASSETS
Cash and cash equivalents $ 65,107 $ 112,768
Current portion of investments - Note C 36,557 116,175
Patient accounts receivable, less estimated allowances
for uncollectible accounts of $52,911 in 2012 and
$53,366 in 2011 150,690 134,611
Other receivables, net 23,008 19,614
Inventories and prepaid expenses 28,810 28,965
TOTAL CURRENT ASSETS 304,172 412,133
INVESTMENTS, less amounts required
to meet current obligations 560,697 581,376
PROPERTY, PLANT AND EQUIPMENT, net 865,456 797,418
OTHER ASSETS
Goodwill 154,391 148,666
Net deferred financing, acquisition costs and
other charges 28,187 29,844
Other assets 28,144 28,448
TOTAL OTHER ASSETS 210,722 206,958

$ 1,941,047 § 1,997,885

2



June 30,

2012 2011
LIABILITIES AND NET ASSETS
CURRENT LIABILITIES
Accrued interest payable 18,525 § 20,047
Current portion of long-term debt and capital lease
obligations 32,477 28,162
Current portion of estimated fair value of derivatives
-Note D 10,395 102,609
Accounts payable and accrued expenses 108,870 98,819
Accrued salaries, compensated absences and amounts
withheld 55,589 57,800
Estimated amounts due to third-party payors, net 18,060 14,813
TOTAL CURRENT LIABILITIES 243,916 322,250
OTHER LIABILITIES
Long-term debt and capital lease obligations, less
current portion 1,048,098 1,040,923
Estimated fair value of derivatives, less current portion 8,986 8,123
Deferred revenue 3,134 19,267
Estimated professional liability self-insurance 9,344 9,692
Other long-term liabilities 16,822 14,352
TOTAL LIABILITIES 1,336,300 1,414,607
COMMITMENTS AND CONTINGENCIES -
Notes D, F, G, and N
NET ASSETS
Unrestricted net assets
Mountain States Health Alliance 436,388 400,395
Noncontrolling interests in subsidiaries 162,959 171,984
TOTAL UNRESTRICTED NET ASSETS 599,347 572,379
Temporarily restricted net assets
Mountain States Health Alliance 11,223 10,715
Noncontrolling interests in subsidiaries 50 57
TOTAL TEMPORARILY
RESTRICTED NET ASSETS 11,273 10,772
Permanently restricted net assets 127 127
TOTAL NET ASSETS 610,747 583,278
1,941,047 § 1,997,885

See notes to consolidated financial statements.



MOUNTAIN STATES HEALTH ALLIANCE

Consolidated Statements of Operations
(Dollars in Thousands)

Year Ended June 30,
2012 2011
Revenue, gains and support:
Patient service revenue, net of contractual allowances
and discounts $ 1,075,050 $ 1,062,123
Provision for bad debts (122,917) (116,248)
Net patient service revenue 952,133 945,875
Other operating revenue 39,407 24,868
TOTAL REVENUE, GAINS AND SUPPORT 991,540 970,743
Expenses:
Salaries and wages 358,607 342,208
Physician salaries and wages 65,706 59,245
Contract labor 6,375 5,964
Employee benefits 69,600 67,139
Fees 97,959 85,919
Supplies 170,186 168,261
Utilities 17,289 17,300
Other 76,285 69,647
Depreciation 73,660 87,499
Amortization 2,245 2,559
Interest and taxes 45,903 44,153
TOTAL EXPENSES 983,215 949,898
OPERATING INCOME 8,325 20,845
Nonoperating gains (losses):
Interest and dividend income 15,213 16,224
Net realized gains (losses) on the sale of securities (2,595) 1,957
Change in net unrealized gains on securities (2,884) 22,168
Derivative related income 7,518 5,072
Loss on early extinguishment of debt - Note F (2,636) .
Change in estimated fair value of derivatives (6,198) 23,049
Other nonoperating gains (Josses) 11,236 (2,653)
NET NONOPERATING GAINS 19,651 65,817
EXCESS OF REVENUE, GAINS AND SUPPORT
OVER EXPENSES AND LOSSES § 27,976 % 86,662

See notes to consolidated financial statements. 4



MOUNTAIN STATES HEALTH ALLIANCE

Consolidated Statements of Changes in Net Assets

(Dollars in Thousands)
Year Ended June 30, 2012
' Mountain States Neoncontrolling
Health Alllance Interests Total
UNRESTRICTED NET ASSETS:
Excess (Deficit) of Revenue, Gains and Support
over Expenses and Losses $ 31,702 § (3,726) % 27,976
Pension and other defined benefit plan adjustments (1,119) (1,115) (2,234)
Net assets released from restrictions used for the
purchase of property, plant and equipment 1,550 - 1,550
Distributions to noncontrolling interests - (329 324)
Repurchases of noncontrolling interests 3,860 (3,860) -
INCREASE (DECREASE) IN
UNRESTRICTED NET ASSETS 35993 - (9,025) 26,968
TEMPORARILY RESTRICTED NET ASSETS:
Restricted grants and contributions 3,860 39 3,899
Net assets released from restrictions (3,352) (46) (3,398)
INCREASE (DECREASE) IN TEMPORARILY
RESTRICTED NET ASSETS 508 (7 501
INCREASE (DECREASE) IN
TOTAL NET ASSETS 36,501 (9,032) 27,469
NET ASSETS, BEGINNING OF YEAR 411,237 172,041 583,278
NET ASSETS, END OF YEAR § 447,738 §$ 163,009 $ 610,747




MOUNTAIN STATES HEALTH ALLIANCE

Consolidated Statements of Changes in Net Assets - Continued

(Dollars in Thousands)
Year Ended June 30, 2011
Mountain States Noncontrolling
Health Alliance Interests Totai
UNRESTRICTED NET ASSETS:
Excess of Revenue, Gains and Support over
Expenses and Losses $ 83,269 § 3393 % 86,662
Pension and other defined benefit plan adjustments 620 617 1,237
Cumulative effect of a change in accounting
principle - Note B (2,965) - {(2,965)
Net assets released from restrictions used for the
purchase of property, plant and equipment 1,946 - 1,946
Distributions to noncontrolling interests - (270) 21
Repurchases of noncontroiling interests and other 40 (115) {75)
INCREASE IN UNRESTRICTED
NET ASSETS 82,910 3,625 86,535
TEMPORARILY RESTRICTED NET ASSETS:
Restricted grants and contributions 3,612 58 3,670
Net assets released from restrictions (3,787) (52) (3,839)
INCREASE (DECREASE) IN TEMPORARILY
RESTRICTED NET ASSETS (175) 6 (169)
INCREASE IN TOTAL NET ASSETS 82,735 3,631 86,366
NET ASSETS, BEGINNING OF YEAR 328,502 168,410 496,912
NET ASSETS, END OF YEAR § 411,237 § 172,041 § 583,278

See notes to consolidated financial statements.



MOUNTAIN STATES HEALTH ALLIANCE

Consolidated Statements of Cash Flows
{Dollars in Thousands)

Year Ended June 30,
2012 2011
CASH FLOWS FROM OPERATING ACTIVITIES:
Increase in net assets $ 27,469 §$ 86,366
Adjustments to reconcile increase in net assets to
net cash provided by operating activities:
Provision for depreciation and amortization 78,777 90,472
Loss on early extinguishment of debt 2,636 -
Cumulative effect of a change in accounting principle - 2,965
Change in estimated fair value of derivatives 6,198 (23,049)
Equity in net income of joint ventures, net 79 (898)
Loss (gain) on disposal of assets 446 (367)
Amounts received on interest rate swap settlements (7,515) (5,672)
Gain on escrow restructuring - Note F (5,337) -
Income recognized through forward sale agreements (864) (864)
Gain on termination of swaption and forward sale
agreements - Note D (7,766) -
Capital Appreciation Bond accretion and other 3,159 2,738
Restricted contributions (3,899) (3,670)
Pension and other defined benefit plan adjustments 2,234 (1,237
Increase (decrease) in cash due to change in:
Patient accounts receivable (16,079) (9,031)
Other receivables, net (3,501) (2,802)
Inventories and prepaid expenses 155 (643)
Trading securities 21,646 (123,966)
Other assets 2,733) (3,632)
Accrued interest payable (1,522) 4,008
Accounts payable and accrued expenses 4,131 2,741
Accrued salaries, compensated absences and
amounts withheld (2,211) 11,361
Estimated amounts due to third-party payors, net 3,247 4,658
Other long-term liabilities 236 2,961
Estimated professional liability self-insurance (348) 151
Total adjustments 67,111 (53,176)
NET CASH PROVIDED BY OPERATING ACTIVITIES 94,580 33,190
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of property, plant and equipment {132,8%6) (172,786)
Additions to goodwill (5,725) 279)
Net decrease in assets limited as to use 85,947 81,383
Purchases of held-to-maturity securities (9,516) (41,060)
Net distribution from joint ventures and unconsolidated affiliates 882 1,057
Proceeds from sale of property, plant and equipment 1,881 812
NET CASH USED IN INVESTING ACTIVITIES (59,421) (130,873)




Year Ended June 30,

2012 2011
CASH FLOWS FROM FINANCING ACTIVITIES:
Payments on long-term debt and capital lease obligations,
including deposits to escrow (71,997) (37,735)
Payment of acquisition and financing costs (2,742) (1,716)
Proceeds from issuance of long-term debt and other
financing arrangements 67,451 5,954
Payment on termination of swaption (93,353) -
Gain on escrow restructuring 5337 -
Net amounts received on interest rate swap settlements 7,515 5,072
Restricted contributions received 4,969 4,350
NET CASH USED IN FINANCING ACTIVITIES (82,820) (24,075)
NET DECREASE IN CASH AND
CASH EQUIVALENTS (47,661) (121,758)
CASH AND CASH EQUIVALENTS, beginning of year 112,768 234,526

CASH AND CASH EQUIVALENTS, end of year § 65,107 $ 112,768

SUPPLEMENTAL INFORMATION AND NON-CASH TRANSACTIONS:
Cash paid for interest $ 41,168 $ 39,507
Cash paid for federal and state income taxes $ 336 $ 739

Construction related payables in accounts payable

and accrued expenses $ 6,821 § 11,384
Property acquired through capital lease arrangement $ 13959 $ 15,951
Payable on termination of forward sale agreements in accounts

payable and accrued expenses 3 13,429 § -
Land held for expansion placed in use $ 1,610 § 4,904

During the year ended June 30, 2012, the Alliance refinanced previously issued debt of $174,547.

See notes to consolidated financial statements. 8



MOUNTAIN STATES HEALTH ALLIANCE

Notes to Consolidated Financial Staiements
(Dollars in Thousands)

Years Ended June 30, 2012 and 2011
NOTE A--ORGANIZATION AND OPERATIONS

Mountain States Health Alliance (the Alliance) is a tax-exempt entity with operations primarily
located in Washington, Sullivan, and Carter counties of Tennessee and Smyth, Wise, Dickenson,
Russell and Washington counties of Virginia. The initial funds for the establishment of the Alliance
in 1945 were provided by individuals and various institutions. Membership of the Alliance consists
of individuals and institutions who have contributed at least $100 to the capital fund of the Alliance
and are entitled to vote at the annual election of the Board of Directors.

The primary operations of the Alliance consist of ten acute and specialty care hospitals, as follows:

Johnson City Medical Center (JCMC) - licensed for 658 beds

Indian Path Medical Center (IPMC) - licensed for 261 beds

Smyth County Community Hospital (SCCH) - licensed for 153 beds
Norton Community Hospital (NCH) - licensed for 129 beds
Sycamore Shoals Hospital (SSH) - licensed for 121 beds

Johnston Memorial Hospital (JMH) - licensed for 116 beds

Franklin Woods Community Hospital (FWCH) - licensed for 80 beds
Russell County Medical Center (RCMC) - licensed for 78 beds
Dickenson Community Hospital (DCH) - licensed for 25 beds
Johnson County Community Hospital (JCCH) - licensed for 2 beds

® < £ L] @ [ ] 2 ® “ L]

The Alliance has a 50.1% interest in JMH. JMH is also the sole member of Abingdon Physician
Partners (APP), a non-taxable corporation that owns and manages physician practices.

The Alliance has a 50.1% interest in NCH. NCH is also the sole member or shareholder of DCH and
Norton Community Physician Services, LLC (NCPS), a taxable corporation that consists of
physician practices and a pharmacy and; Community Home Care (CHC), a taxable corporation that
provides home medical equipment.

The Alliance has an 80% interest in SCCH. SCCH is the sole shareholder of Southwest Community
Health Services, Inc. (SWCH), a taxable entity that operates a pharmacy and provides other health
services.

The activities and accounts of IMH, NCH and SCCH are included in the accompanying consolidated
financial statements.

The Alliance is the sole shareholder of Blue Ridge Medical Management Corporation (BRMM), a
for-profit entity that owns and manages physician practices and provides other healthcare services to
patients in Tennessee and Virginia. BRMM also operates as a medical office real estate developer by
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MOUNTAIN STATES HEALTH ALLIANCE

Notes to Consolidated Financial Statemenis - Continuned
(Dollars in Thousands)

Years Ended June 30, 2012 and 2011
NOTE A--ORGANIZATION AND OPERATIONS - Continued

owning, selling and leasing real estate to physician practices and other entities. BRMM is either the
sole shareholder, a significant shareholder, or member of the following organizations:

Mountain States Physician Group, Inc. (MSPG): A company that contracts with physicians to
provide services to BRMM physician practices.

Mountain States Properties, Inc. (MSPI): An entity that owns and manages certain real estate
(primarily medical office buildings) and provides rehabilitation and fitness services. In addition,
MSPI is counter-party to an interest rate swap.

Mediserve Medical Equipment of Kingsport, Inc. (Mediserve). A company that provides durable
medical equipment services.

Kingsport Ambulatory Surgery Center (KASC) (d.b.a. Kingsport Day Surgery): A joint venture
operating as an outpatient surgery center which performs procedures primarily in otolaryngology,
orthopedics, ophthalmology, and general surgery. BRMM has a 43% ownership of KASC and
maintains control over KASC through a management agreement. The accounts and activities of
KASC are included in the accompanying consolidated financial statements.

Piney Flats Urgent Care (PFUC): A for-profit entity that provides urgent care patient services.
BRMM has a 75% ownership of PFUC. The accounts and activities of PFUC are included in the
accompanying consolidated financial statements. '

Wilson Pharmacy, Inc. (Wilson): In August 2012, BRMM acquired Wilson, a Company that owns
and operates retail pharmacies. BRMM purchased 100% of the total issued and outstanding
capital stock of Wilson for $8,114 and recognized goodwill of $5,725.

The Alliance is the primary beneficiary of the activities of Mountain States Foundation, Inc. (MSF),
a not-for-profit foundation formed to coordinate fundraising and development activities of the
Alliance. The Alliance is also the beneficiary of the Mountain States Health Alliance Auxiliary
(Auxiliary), a not-for-profit organization formed to coordinate volunteer activities of the Alliance.
The activities and accounts of MSF and the Auxiliary are included in the accompanying consolidated
financial statements.

The Alliance is a majority shareholder of Integrated Solutions Health Network, LLC (ISHN). The
primary function of ISHN is to establish, operate and administer a provider-sponsored health care
delivery network. The accounts and activities of ISHN are included in the accompanying
consolidated financial statements.
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MOUNTAIN STATES HEALTH ALLIANCE

Notes to Consolidated Financial Statements - Continued
(Doliars in Thousands)

Years Ended June 30, 2012 and 2011
NOTE B--SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation: The accompanying consolidated financial statements include the
accounts of the Alliance and its subsidiaries after elimination of all significant intercompany
accounts and transactions. The Alliance classifies those activities directly associated with its mission
of providing healthcare services, as well as other activities deemed significant to its operations, as

operating activities.

Noncontrolling Interests in Subsidiaries: The Alliance’s accompanying consolidated financial
statements include all assets, liabilities, revenues, expenses, and changes in net assets, including
amounts attributable to the noncontrolling interest. Noncontrolling interests represent the portion of
equity (net assets) into a subsidiary not attributable, directly or indirectly, to the Alliance. For the
years ending June 30, 2012 and 2011, the Alliance attributed an Excess (Deficit) of Revenue, Gains
and Support over Expenses and Losses of ($3,726) and $3,393, respectively, to the noncontrolling
interests in JMH, NCH, SCCH, KASC, PFUC and ISHN based on the noncontrolling interests’

respective ownership percentage.

Use of Estimates: The preparation of the consolidated 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 as of the date of the consolidated financial statements.
Estimates also affect the reported amounts of revenue and expenses during the reporting period.
Actual results could differ from these estimates.

Cash and Cash Equivalents: Cash and cash equivalents include all highly liquid investments witha
maturity of three months or less when purchased. Cash and cash equivalents designated as assets
limited as to use or uninvested amounts included in investment portfolios are not included as cash

and cash equivalents on the Consolidated Balance Sheets.

Investments: Investments as reported in the Consolidated Balance Sheets include trading securities,
held-to-maturity securities and assets limited as to use (Note C). The Financial Accounting
Standards Board (FASB) Accounting Standards Codification (ASC) 958-320, Investments — Debt
and Equity Securities, allows not-for-profit organizations to report in a manner similar to business
entities by identifying securities as available-for-sale or held-to-maturity and to exclude the
unrealized gains and losses on those securities from the Performance Indicator (as defined below),
Investments which the Alliance has the positive intent and ability to hold to maturity are considered
as held-to-maturity. Substantially all other investments are considered as trading securities.
Management annually evaluates the held-to-maturity investment portfolio and recognizes any “other-
than-temporary” losses as deductions from the Performance Indicator. Management’s evaluation
considers the amount of decline in fair value, as well as the time period of any such decline.
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MOUNTAIN STATES HEALTH ALLIANCE

Notes to Consolidated Financial Statemenis - Continued
(Dollars in Thousands)

Years Ended June 30, 2012 and 2011
NOTE B--SIGNIFICANT ACCOUNTING POLICIES - Continued

Management does not believe any investment classified as held-to-maturity is other-than-temporarily
impaired at June 30, 2012.

Within the trading securities portfolio, all debt securities and marketable equity securities with
readily determinable fair values are reported at fair value based on quoted market prices. Investments
without readily determinable fair values are reported at estimated fair market value pursuant to
FASB ASC 825, Financial Instruments. Guaranteed investment contracts are reported at contract

value.

Realized gains and losses on trading securities and assets limited as to use are computed using the
specific identification method for cost determination. Interest and dividend income is reported net of

related investment fees.

Investments in joint ventures are reported under the equity method of accounting, which
approximates the Alliance’s equity in the underlying net book value, unless the ownership structure
requires consolidation. Other assets include investments in joint ventures of $2,153 and $2,367 at
June 30, 2012 and 2011, respectively.

Inventories: Inventories, consisting primarily of medical supplies, are stated at the lower of cost or
market.

Property, Plant and Equipment: Property, plant and equipment is stated on the basis of cost, or if
donated, at the fair value at the date of gift. Generally, depreciation is computed by the straight-line
method over the estimated useful life of the asset. Equipment held under capital lease obligations is
amortized under the straight-line method over the shorter of the lease term or estimated useful life.
Amortization of buildings and equipment held under capital leases is shown as a part of depreciation
expense and accumulated depreciation in the accompanying consolidated financial statements.
Renewals and betterments are capitalized and depreciated over their useful life, whereas costs of
maintenance and repairs are expensed as incurred.

Interest costs incutred on borrowed funds during the period of construction of capital assets is
capitalized as a component of the cost of acquiring those assets. The amount capitalized is net of
investment earnings on assets limited as to use derived from borrowings designated for capital assets.

The Alliance reviews capital assets for indications of potential impairment when there are changes in
circumstances related to a specific asset. If this review indicates that the carrying value of these
assets may not be recoverable, the Alliance estimates future cash flows from operations and the
eventual disposition of such assets. If the sum of these undiscounted future cash flows is less than
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MOUNTAIN STATES HEALTH ALLIANCE

Notes to Consolidated Financial Statements -~ Continued
(Dollars in Thousands)

Years Ended June 30, 2012 and 2011
NOTE B--SIGNIFICANT ACCOUNTING POLICIES - Continued

the carrying amount of the asset, a write-down to estimated fair value is recorded. The Alliance did
not recognize any impairment losses during 2012 and 2011.

Other assets include property held for resale and property held for expansion of $2,620 and $4,230,
respectively, at June 30, 2012 and 2011. During 2012, property held for expansion totaling
approximately $1,610 was transferred to property, plant and equipment in conjunction with the
construction of a replacement facility for SCCH. During 2011, property held for expansion totaling
approximately $4,904 was transferred to property, plant and equipment in conjunction with the
construction of FWCH. Property held for resale and property held for expansion primarily represent
land contributed to, or purchased by, the Alliance plus costs incurred to develop the infrastructure of
such land. Management annually evaluates its investment and records non-temporary declines in
value when it is determined the ultimate net realizable value is less than the recorded amount. No

such declines were identified in 2012 and 2011.

Goodwill: Goodwill represents the difference between the acquisition cost of assets and the
estimated fair value of net tangible and any separately identified intangible assets. Effective July 1,
2010, the Alliance adopted ASC 350, Intangibles — Goodwill and Other, which requires goodwill to
be evaluated for impairment at least annually. Upon adoption of ASC 350, the Alliance was required
to perform a transitional impairment test. As aresult of this testing, management determined that as
of July 1, 2010 approximately $2,965 of goodwill associated with one of its reporting units was
impaired, and such impairment has been reflected as the Cumulative Effect of a Change in
Accounting Principle in the 2011 Consolidated Statement of Changes in Net Assets.

In September 2011, the FASB issued Accounting Standards Update (ASU) 2011-08 which allows
entities to use a qualitative approach to determine whether the fair value of a reporting unit is more
likely than not impaired. The Alliance early adopted the provisions of this ASU and, based upon this
qualitative analysis, management does not believe it is more likely than not that goodwill associated
with any of its reporting units is impaired as of June 30, 2012. The reporting unit for evaluation of
substantially all such goodwill is the Alliance’s aggregate acute-care operations.

Deferred Financing, Acquisition Costs and Other Charges: Other assets, including deferred
financing, acquisition costs and other charges, total $28,187 and $29,844 at June 30,2012 and 2011,
respectively. Deferred financing costs are amortized over the life of the respective bond issue
principally using the average bonds outstanding method. Other intangible assets include licenses and
similar assets and are being amortized over the intangible’s estimated useful life under the straight-

line method.
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Notes io Consolidated Financial Statements - Continued
(Dollars in Thousands)

Years Ended June 30, 2612 and 2611
NOTE B--SIGNIFICANT ACCOUNTING POLICIES - Continued

Prior to 2009, the Alliance routinely financed interest rate swap and other derivative transaction
issuance costs through modification of future settlement terms. As such, the unamortized issuance
costs of these derivatives are included as deferred financing costs in the accompanying Consolidated
Balance Sheets and are being amortized over the term of the respective derivative instrument. The
unpaid issuance costs are included as a part of the estimated fair value of derivatives in the
accompanying Consolidated Balance Sheets. Subsequent to 2009, interest rate swap and derivative
transaction issuance costs were expensed as incurred.

Derivative Financial Instruments: As further described in Note D, the Alliance is a party to interest
rate swap and other derivative agreements. These financial instruments are not designated as hedges
and have been presented at estimated fair market value in the accompanying Consolidated Balance
Sheets as either current or long-term liabilities, based upon the remaining term of the instrument,
Changes in the estimated fair value of these derivatives are included in the Consolidated Statements
of Operations as part of nonoperating gains (losses). Net settlements and other related income of
derivatives are also reflected as a part of the Performance Indicator (described below).

These fair values are based on the estimated amount the Alliance would receive, or be required to
pay, to enter into equivalent agreements at the valuation date and include an estimated credit value
adjustment. The fair value of various derivatives are netted on the Consolidated Balance Sheets
based on management’s evaluation of the settlement provisions in the master contract. Gross
positions of these derivatives are disclosed in Note D. Due to the nature of these financial
instruments, such estimates of fair value are subject to significant change in the near term.

Estimated Professional Liability Self-Insurance and Other Long-Term Liabilities: Self-insurance
liabilities include estimated reserves for reported and unreported professional liability claims (Note
G) and are recorded at the estimated net present value of such claims. Other long-term liabilities
inctude contributions payable and obligations under deferred compensation arrangements, a defined
benefit pension plan, a post-retirement employee benefit plan as well as other liabilities which
management estimates are not payable within one year.

Net Patient Service Revenue/Receivables: Net patient service revenue is reported on the accrual
basis in the period in which services are provided at the estimated net realizable amounts, including
estimated retroactive adjustments under reimbursement agreements with third-party payors.
Retroactive adjustments are accrued on an estimated basis in the period the related services are
rendered and adjusted in future periods as final settlements are determined. The Alliance’s revenue
recognition policies related to self-pay and other types of payors emphasize revenue recognition only
when collections are reasonably assured.
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Notes to Consolidated Financial Statements - Continued
(Dollars in Thousands)

Years Ended June 30, 2012 and 2011
NOTE B--SIGNIFICANT ACCOUNTING POLICIES - Continued

Patient accounts receivable are reported net of both an estimated allowance for uncollectible
accounts and an estimated allowance for contractual adjustments. The contractual allowance
represents the difference between established billing rates and estimated reimbursement from
Medicare, Medicaid, TennCare and other third-party payment programs. Current operations include
a provision for bad debts in the Consolidated Statements of Operations estimated based upon the age
of the patient accounts receivable, historical writeoffs and recoveries and any unusual circumstances
(such as local, regional or national economic conditions) which affect the collectibility of
receivables, including management’s assumptions about conditions it expects to exist and courses of
action it expects to take. Additions to the allowance for uncollectible accounts result from the
provision for bad debts. Patient accounts written off as uncollectible are deducted from the

allowance for uncollectible accounts.

For uninsured patients that do not qualify for charity care, the Alliance recognizes revenue on the
basis of discounted rates under the Alliance’s self-pay patient policy. Under the policy, a patient who
has no insurance and is ineligible for any government assistance program has his or her bill reduced
to the amount which generally would be billed to a commercially insured patient.

The Alliance’s policy does not require collateral or other security for patient accounts receivable.
The Alliance routinely accepts assignment of, or is otherwise entitled to receive, patient benefits
payable under health insurance programs, plans or policies.

Charity Care: The Alliance accepts all patients regardless of their ability to pay. A patient is
classified as a charity patient by reference to certain established policies of the Alliance and various
guidelines outlined by the Federal Government. These policies define charity as those services for
which no payment is anticipated and, as such, charges at established rates are not included in net
patient service revenue. The estimated direct and indirect cost of providing these services totaled
approximately $24,709 and $18,158 in 2012 and 2011, respectively. Such costs are determined
using a ratio of cost to charges analysis with indirect cost allocated under a reasonable and systematic

approach.

In addition to the charity care services described above, the Alliance provides a number of other
services to benefit the poor for which little or no payment is received. Medicare, Medicaid,
TennCare and State indigent programs do not cover the full cost of providing care to beneficiaries of
those programs. The Alliance also provides services to the community at large for which it receives

little or no payment.

Excess (Deficit) of Revenue, Gains and Support Over Expenses and Losses: The Consolidated
Statements of Operations and the Consolidated Statements of Changes in Net Assets includes the
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caption Excess (Deficit) of Revenue, Gains and Support Over Expenses and Losses (the Performance
Indicator). Changes in unrestricted net assets which are excluded from the Performance Indicator,
consistent with industry practice, include contributions of long-lived assets or amounts restricted to
the purchase of long-lived assets, pension and related adjustments, and distributions to, or
contributions from, owners and transactions with noncontrolling interests.

Income Taxes: The Alliance is classified as an organization exempt from income taxes under
Section 501{c)(3) of the Internal Revenue Code. As such, no provision for income taxes has been
made in the accompanying consolidated financial statements for the Alliance and its tax-exempt
subsidiaries. Taxable entities account for income taxes in accordance with FASB ASC 740, Jncome
Taxes (Note L). The Alliance has no significant uncertain tax positions at June 30,2012 and 2011.

Temporarily and Permanently Restricted Net Assets: Temporarily restricted net assets are those
whose use has been limited by donors to a specific time period or purpose. When a donor or time
restriction expires; that is, when a stipulated time restriction ends or purpose restriction is fulfilled,
temporarily restricted net assets are reclassified as unrestricted net assets and reported in the
Consolidated Statements of Operations and Consolidated Statements of Changes in Net Assets asnet
assets released from restrictions. The Alliance’s policy is to net contribution and grant revenues
against related expenses and present such amounts as a part of other nonoperating gains (losses) in
the Consolidated Statements of Operations. Permanently restricted net assets have been restricted by
donors to be maintained by the Alliance in perpetuity.

Fair Value Measurement: The Alliance had previously adopted FASB ASC 820, Fuir Value
Measurements and Disclosures, which defines fair value, establishes a framework for measuring fair
value under generally accepted accounting principles and expands disclosures about fair value

measurements.

Subsequent Events: The Alliance evaluated all events or transactions that occurred after June 30,
2012, through October 26, 2012, the date the consolidated financial statements were available to be
issued. During this period management did not note any material recognizable subsequent events
that required recognition or disclosure in the June 30, 2012 consolidated financial statements, other

than as discussed in Notes D and S.

New Accounting Pronouncements: In July 2011, the FASB issued ASU 2011-07, Healthcare
Entities (Topic 954): Presentation and Disclosure of Patient Service Revenue, Provision for Bad
Debts, and Allowance for Doubtful Accounts for Certain Healthcare Entities, which requires certain
healthcare entities reclassify the provision for bad debts associated with providing patient care from
an operating expense to a deduction from net patient service revenue in the Consolidated
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Statements of Operations. Additionally, ASU 2011-07 requires enhanced disclosures about an
entity’s policies for recognizing revenue and assessing bad debts and qualitative and quantitative
information about changes in the allowance for doubtful accounts. The Alliance retroactively
adopted ASU 2011-07 in fiscal year 2012. The adoption of ASU 2011-07 did not have a material
impact on the 2012 or 2011 consolidated financial statements.

In August 2010, the FASB issued ASU 2010-24, Health Care Entities — Presentation of Insurance
Claims and Related Insurance Recoveries (ASU 2010-24). The amendments in ASU 2010-24 clarify
that a healthcare entity may not net insurance recoveries against related claim liabilities. In addition,
the amount of the claim liability must be determined without consideration of insurance recoveries.
The Alliance adopted ASU 2010-24 prospectively during 2012. The adoption of ASU 2010-24 did
not have a material impact on the consolidated financial statements.

In August 2010, the FASB issued ASU 2010-23, Health Care Entities — Measuring Charity Care for
Disclosure. ASU 2010-23 is intended to reduce the diversity in practice regarding the measurement
basis used in the disclosure of charity care. ASU 2010-23 requires that cost, identified as the direct
and indirect costs of providing the charity care, be used as the measurement basis for disclosure
purposes. ASU 2010-23 also requires disclosure of the method used to identify or determine such
costs. The Alliance adopted ASU 2010-23 in 2012. The adoption of ASU 2010-23 did not have a
material impact on the consolidated financial statements.

Reclassifications: Certain 2011 amounts have been reclassified to conform with the 2012
presentation in the accompanying consolidated financial staternents.

NOTE C--INVESTMENTS

Assets limited as to use are summarized by designation or restriction as follows at June 30:

2012 2011
Designated or restricted:
Under safekeeping agreements and other $ 24,026 § 28,349
Under guarantee agreements - 92,720
By Board for capital improvements 4 4

17



MOUNTAIN STATES HEALTH ALLIANCE

Notes to Consolidated Financial Statements - Continued

(Dollars in Thousands)

Years Ended June 30, 2012 and 2011

NOTE C--INVESTMENTS - Continued

Under bond indenture agreements:
For debt service and interest payments
For capital acquisitions

Less: amount required to meet current obligations

Assets limited as to use consist of the following at June 30:

Cash, cash equivalents and money market funds

U.8. Government securities
U.S. Agency securities
Municipal obligations
Guaranteed investment contract

Trading securities consist of the following at June 30:

Cash, cash equivalents and money market funds

U.S. Government securities

U.S. Agency securities

Corporate and foreign bonds
Municipal obligations

Preferred and asset backed securities
U.S. equity securities

Mutual funds

Other

2012 2011
77,602 67,874
29,578 28,835
131,210 217,782
(36,557) (116,175)

$ 94,653 $ 101,607

2012 2011

$ 80304 $§ 115,579
8,582 1,795
40,398 7,688

1,926 -
- 92,720
$ 131210 $ 217,782

2012 2011

$ 518 $ 29,159
10,697 9,409
26,165 31,551
52,581 32,895
961 451
11,183 8,945
28,344 21,774
141,968 166,708
34,880 32,718
$ 333,610

311,965 §

Held-to-maturity securities (other than assets limited as to use) are carried at amortized cost and

consist of the following at June 30:
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2012 2011
Cash, cash equivalents and money market funds $ 298 § 753
Corporate and foreign bonds 138,232 135,745
Municipal obligations 15,549 9,661

$ 154,079 § 146,159

Held-to-maturity securities had gross unrealized gains and losses of $11,432 and $33, respectively,
at June 30, 2012 and $6,838 and $276, respectively at June 30,2011, AtJune 30,2012, the Alliance
held no securities within the held-to-maturity portfolio which had been at an unrealized loss position
for over one year. At June 30, 2011, the Alliance held nine securities within the held-to-maturity
portfolio with a fair value and unrealized loss of $549 and $44, respectively, which had been at an
unrealized loss position for over one year. At June 30, 2012, the contractual maturities of held-to-
maturity securities were $11,225 due in one year or less, $67,532 due from one to five years and
$75,322 due after five years. At June 30, 2011, the contractual maturities of held-to-maturity
securities were $13,816 due in one year or less, $55,563 due from one to five years and $76,780 due

after five years.

At June 30,2012 and 2011, the Alliance held investments in certain limited partnerships and hedge
funds of $34,880 and $32,718, respectively, that have a wide range of investment strategies with
various levels of risk. These funds are included within trading securities and do not have readily
determinable fair values. The funds are reported at estimated fair market value pursuant to FASB

ASC 825, Financial Instruments.
NOTE D--DERIVATIVE TRANSACTIONS

The Alliance is a party to a number of derivative transactions. These derivatives have not been
designated as hedges and are valued at estimated fair value in the accompanying Consolidated
Balance Sheets. Management’s primary objective in holding such derivatives is to introduce a
variable rate component into its fixed rate debt structure. Under the terms of these agreements,
changes in the interest rate environment could have a significant effect on the Alliance.

These derivative agreements require that the Alliance post additional collateral for the derivatives’
fair market value deficits above specified levels. Such investments are included as assets limited as
to use. As of June 30, 2012, management believes the Alliance was fully collateralized with respect
to the derivative agreements and management does not believe such collateral is exposed to third-

party credit risk.
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Interest Rate Swaps: The Alliance is a party to six interest rate swap agreements with Bank of
America, Merrill Lynch as the counterparty. The terms of five of these agreements were modified
without settlement during 2011, No gain or loss was realized as a result of the modifications
although such modifications did impact the estimated fair value of the interest rate swaps. A
liability, representing the estimated net fair value of these swaps, of $8,765 and $8,123 was
recognized by the Alliance as of June 30, 2012 and 2011, respectively.

The following is a summary of five of these interest rate swap agreements at June 30, 2012:

Payments by:
Notlonal Estinated
Swap  Amount Term Counterparty Alliance Fair Value
A § 170,000 4/2008-4/2026 1.265% through April 2013;  0.00% through April 2014, § 3,500
1.07% through April 2014; then USD-SIFMA
then 71.10% of
USD-ISDA Swap Rate
B 95,000 4/2008-4/2026 1.265% through April 2013;  0.00% through April 2014, 1,983
1.08% through April 2014; then USD-SIFMA
then 71.18% of
USD-ISDA Swap Rate
C 173,030 4/2008-4/2034 1.315% through April 2013;  0.60% through April 2014, (513)
1.12% through April 2014; then USD-SIFMA
then 72.35% of
USD-ISDA Swap Rate
D 82,055  12/2007-7/2033 3.493% through July 2012; 4.41% through July 2012; (9,520)
then 0% then .312%
USD-LIBOR-BBA through USD-SIFMA
July 2012, then 67% USD-
LIBOR-BBA
E 56,000 2/2008-7/2038  67.00% of USD-LIBOR-BBA USD-SIFMA (3.895)

plus .145%

Deferred financing and acquisition costs, net of amortization, include $6,135 and $6,480 at June 30,
2012 and 2011, respectively, related to these swaps.

In addition to the interest rate swaps described above, the Alliance and Bank of America, Merrill
Lynch are also parties to a total return swap. The notional amount of the total return swap is equal to
the outstanding 2001 A Hospital Revenue and Improvement Bonds which was $22,300 at June 30,
2012. The estimated fair value of the total return swap was $(320) and $(340) at June 30,2012 and
2011, respectively . The terms of the swap were modified without settlement during 2012. No gain
or loss was realized as a result of the modifications although such modifications did impact the
swap’s estimated fair value. The payment terms, as amended consist of the followingz
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»  Beginning July 1, 2012, the Alliance will pay a variable rate of USD-SIFMA plus basis
points ranging from 65 to 400, depending on the Alliance’s bond rating as set forth by
Standard and Poor’s Ratings Service and Moody’s Investors Service. The Alliance will
receive a fixed rate of 4.50% and seftlements will be made semi-annually through July 1,

2015.

* A “total return provision” under which the Alliance will pay (or receive) an amount equal to
the product of the outstanding 2001 A Reference Bonds multiplied by the difference between
the outstanding 2001 A Reference Bonds and the 2001 A Reference Bonds® market price at
termination, as defined in the agreement.

In addition to the six interest rate swaps discussed above, the Alliance is also a party to an interest
rate swap with Regions Bank (the Regions swap) and an interest rate swap with First Tennessee
Bank National Association (the FTB swap). The Regions swap was entered into in July 2011 and
terminates in August 2012. The FTB swap was entered into in June 2010 and terminates in July
2015. The notional amounts of the Regions swap and FTB swap were $13,727 and $5,524,
respectively, at June 30, 2012, A liability, representing the estimated net fair value of these swaps,
of $221 was recognized by the Alliance as of June 30, 2012. The estimated fair value of the FTB
swap was not significant at June 30, 2011.

The Alliance was previously a party to a total return swap with Lehman Brothers as the counterparty.
Lehman Brothers filed for bankruptcy in September 2008. The Alliance subsequently received
notification from Lehman Brothers Special Financing, Inc. indicating the intent of the counterparty to
terminate this agreement effective January 1, 2009. The Alliance and Lehman Brothers Special
Financing, Inc. were unable to reach a settlement agreement at the time the swap was terminated.

An estimated liability related to the agreement of $10,395 and $10,565 was recognized by the
Alliance at June 30, 2012 and 2011. In addition, a third party holds investments with a fair market
value of approximately $13,809 and $13,381, respectively, at June 30, 2012 and 2011 as collateral.
The collateral and estimated liability related to this agreement are classified as current in the
accompanying Consolidated Balance Sheets.

At June 30, 2012, the parties were undergoing alternate dispute resolution, including non-binding
arbitration. Subsequent to year end, the parties reached a tentative settlement agreement. In full
seftlement of the liability, the Alliance will pay the counterparty $7,375 from the funds held as
collateral and the remaining collateral will be returned to the Alliance.
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Interest Rate Swap Option: In June 2004, the Alliance entered into an agreement with Bear Stearns
(acquired by JP Morgan) whereby Bear Stearns purchased from the Alliance an option to enter into
an interest rate swap agreement (swaption) with the Alliance beginning July 1, 2011, which is an
optional redemption date related to the Alliance’s early extinguished 2000A and 2000B Bonds (Note
F). The purpose of this agreement was to effectively sell the call features related to the early
extinguished Series 2000A and 2000B Bonds. As consideration under this agreement, the Alliance
- received a total of $42,500 in upfront payments as the swaption premium. Such amounts were
- initially recorded as estimated fair value of derivatives in the Consolidated Balance Sheets.

During 2012, the counterparty expressed their intent to exercise the swaption on January 1,2012 and
the Alliance exercised its right to terminate the swaption at its fair market value. The swaption was
terminated on October 13, 2011, To effectuate the termination, the Alliance transferred $93,353 of 2
Guaranteed Investment Contract (GIC), described below, to the third party as a termination payment.
A gain of $3,058 was recognized on the termination, which is included within other nonoperating
gains (losses) in the accompanying 2012 Consolidated Statement of Operations.

A liability of $92,044, representing the estimated fair value of the swaption at June 30, 2011,
respectively, is included in estimated fair value of derivatives in the accompanying 2011
Consolidated Balance Sheet. The change in estimnated fair value of derivatives in the accompanying
Consolidated Statements of Operations for 2012 and 2011 includes an unrealized loss of $4,676 and
$2,394, respectively, related to this derivative, prior to termination.

Forward Sale Agreements: In June 2004, the Alliance entered into two related forward sale
agreements with the counterparty to the swaption agreements and the Master Trustee of the Series
2000 Bonds. The forward sale agreements originally related to the Debt Service Reserve Fund and
to the Debt Service Fund, respectively, (collectively, the “Funds”™), as established under provisions of
the Master Trust Indenture related to the issuance of the Series 2000 Bonds. In consideration of the
future earnings on the Funds, the counterparty paid the Master Trustee a total of $30,000 during
2005, to be held on behalf of the Alliance. As the original intent of these Funds was to secure debt
service payments under the above referenced Bonds, the agreement requires these funds to be held
under a guaranty agreement as further described below.

In June 2006, one of these agreements was amended to also relate to the Series 2000C, 2000D,
2006A and 2006B Bonds, and to remove the Series 2000A Bonds from consideration under the
agreement. In connection with the issuance of the Series 2007 Bonds and the derecognition of a
portion of the Series 2000A Bonds, all of the outstanding Series 2000B Bonds, and all of the
outstanding 2006B Bonds (Note F), one of these agreements as it relates to the Series 2000A and
2000B Bonds was partially terminated. As such, during 2008 the Alliance reduced its liability with
respect to the portion related to the Series 2000A and 2000B Bonds, and paid the counterparty
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$6,186 under the terms of the agreement. The agreement was amended in fiscal year 2011 to include
the Series 2010A Bonds and to remove the Series 2000B and 2006B Bonds.

Amounts were being recognized as investment income over the life of the agreements. A liability of
$19,001 representing the unamortized payments from the counterparty at June 30, 2011 is included
as part of deferred revenue in the accompanying 2011 Consolidated Balance Sheet.

In June 2012, the Alliance and the counterparty terminated the two forward sale agreements. To
effectuate the termination, the Alliance agreed to pay $13,429 to the counterparty. At June 30,2012,
the termination payable was included in accounts payable and accrued expenses in the accompanying
2012 Consolidated Balance Sheet. The Alliance recognized a gain of $4,708 on the termination of
these agreements, which is included within other nonoperating gains (losses) in the accompanying
2012 Consolidated Statement of Operations.

Pursuant to these agreements, the counterparty required that the Alliance’s cobligations under the
swaption and forward sale agreements be collateralized under a guarantee agreement in favor of the
counterparty. Due to various requirements of the Master Trust Indenture, the Alliance had previously
transferred to MSF a total of $42,500 that was in turn deposited with the counterparty as collateral in
a GIC. Amounts received under the forward sale agreements were also deposited into the GIC. All
GIC deposits earn interest compounded at 4.14% for the first year, and at 3.5% thereafter through
July 1, 2011. The GIC deposits as of June 30, 2011 totaled $92,720. The GIC was substantially
utilized on October 13, 2011 to terminate the swaption discussed above and, as such, is included in
the current portion of assets whose use is limited in the 2011 Consolidated Balance Sheet.

NOTE E--PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment consist of the following at June 30:

2012 2011
Land $ 69,356 $ 63,749
Buildings and leasehold improvements 661,146 454,852
Property and improvements held for leasing 74,914 80,568
Equipment 571,774 532,767
Buildings and equipment held under capital lease 20,540 42,720
1,397,730 1,174,656
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2012 2011
Less: Allowances for depreciation and amortization (626,552) (586,471)
771,178 588,185
Construction in progress (Note N) 94,278 209,233
$ 865,456 § 797,418

Accumulated depreciation and amortization on property and improvements held for leasing purposes
18 $22,951 and $23,348 at June 30,2012 and 2011, respectively. Net interest capitalized was $3,110
and $10,640 for the years ended June 30, 2012 and 2011, respectively.

During 2012, the Alliance executed an Amendment and Mutual Release Agreement with a vendor
whereby the Alliance waived its right to take any action with respect to prior contracts in exchange
for professional services in future periods, primarily related to accelerated deployment of information
systems. The Alliance recognized approximately $3,200 in 2012 as additions to property, plant and
equipment with an offsetting gain related to the agreed-upon value of such professional services.
The Alliance anticipates recognition of additional amounts in future periods as such services are
provided.

NOTE F--LONG-TERM DEBT AND OTHER FINANCING ARRANGEMENTS

Long-term debt and capital lease obligations consist of the following at June 30:

Ontstanding Bolonre

Description Muaturities Rates 2012 2012
2011 A Hospital Revenus Bonde $65,260 uninsured term bonds, Gue July 1, 2033, sabject Variable, 0.18% § 65260 S
10 carly redemption or tender of June 36, 2012
2011B Hospital Revenue Bonds $20,000 uninsured term bonds, dus July 1, 2033, subject Veriable, 0.19% 20,000
$0 early redemption or tender at June 30, 2012
2011C Hospita! Revenoe Bonds $49,875 wninsured term bonds, dus July 1, 2031, subject Variable, 0,16% 48,875
to early redemption or tender at June 30, 2012
20110 Bospitel Revenue Bonds $60,705 uninsured ferm bonds, due July 1, 2031, subject Varisble, 0.19% 68,705
to sarly redesuption or tender at June 30, 2012
2011E Taxsble Bonds $15,960 uninsured term bonds, due July 1, 2026, subject Variable, 0.24% 15,960
10 carly redemption or tender at June 30, 2012
2011 Hospital Facility Revenue Refunding sod  $24,870 uninsured term bonds, dus July 1, 2033, subject Varisble, 1.2% 24,870 -
Improvement Bonds (JMH) to early redemption or kader af June 30, 2012
2010A Hospital Revenme Bonds, vet of $32,515 uninsured serially, through 2020 3.00% t6 5.00% 162,952 168,137
unamortized premium of §$1,017 and $1,056 st $14,985 uninsured term bonds, due July 1, 2025 5.38%
June 36, 2012 and 2011, respectively $19,385 uninsured term bonds, dus July 1, 2030 5.63%
$39,570 uninsured term bonds, due July 1,2038 6.50%
$55,480 uninsured term bonds, dus July 1, 2038 6.00%
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Dristanding Balasce

Deseription Maturities Rotes 2012 2011

2010B Hospital Rovenee Bonds, not of $23,855 uninsured serially, Groogh 2020 2.50% 10 5.00% 33,128 36,646

unamortized premium of $669 and $711 ot June  $4,355 uninsured torm bonds, due July 1, 2023 5.00%

30, 2012 and 2011, respectively $4,250 uninsured teren bonds, due July 1, 2028 5.50%

2009A Heospltal Revenve Boadg, net of $725 uningured term bonds, dus Fuly 1, 2015 7.25% 5,443 5439

unamortized discount of $117 end $121 at June  $1,730 uniosured term bonds, due July I, 2029 7.50%

30, 2012 and 2011, respectively $3,105 uninsured term bonds, due July 1, 2038 7.75%

2009B Hospite! Reveaue Bonds $5,535 uninsured term bonds, due July 1, 2038 8.00% 5,535 5,535

2609C Hospital Revenus Bonds, net of $21,100 uninsured term bonds, dus July 1, 2019 7.25% 113,621 113,534

onamortized discount of $2,334 and $2,421 ut $20,000 uninsured tsem boods, dus July 1, 2029 7.50%

Fune 30, 2012 and 2011, raspestively §74,855 uninsured term boods, due July 1, 2038 7.75%

2008A Hospital Revenye Bonds $13,245 uningured term bonds, due July 1, 2038, subject Variable, 0,19% 13,245 13,245
ta sarly redemption or tender st June 30, 2012

20088 Hospital Revenue Bonds $352,930 uninsured term bonds, due July 1, 2038, subject Variable, 0,19% 52,930 53,855
1o virly rederaption or iendor at June 30, 2012

20078 Trxzble Hospital Revenue Bonds, $156,760 uninsured torm bonds, dus Fuly 1, 2033, subject Varinbls, 156,760 307,300

bifurcated inte sub-serics B-1, B-2 and B-3 to carly redemption or euder 0.20% to 8.23%

during 2011 &t June 30, 2012

2006A Hospital First Mortgage Revooue $5,940 uninsured serially, through 2019 £.00% 169,136 169,782

Bonds, net of unamortized premium of $141 $7,375 uninsured tetm bonds, dus July 1, 2026 5§.25%

and $147 at June 30, 2012 and 2011, $20,505 uninsurad tsrm bonds, dews July I, 2031 5.50%

respectively $135,175 uninsured term bonds, dus July 1, 2036 5.50%

2001 A Hospital First Mortgage Revenue 522,300 term bonds, due July 1, 2026, subject to early 4.50% 22,300 23,100

Bonds, re-issued in 2012 redemption or tender 25 re-issued

2001 Hospital Refunding and imps Redeemed in 2012 NA - 11,876

Revenus Bonds (NCH), net of unamortized

discount of $34 Juns 30, 2011

2000A Hospital First Morigage Revenus $32,431 insured Capital Appreciation Bonds, interest and 6.63% 32431 30,358

Refunding Bonds principal due July 1, 2026 rough 2030

2000C Hospital First Mortgage Revenue Bonds  $33,230 insueed teem bonds, due July I, 2026 8.50% 33,230 34,325

2000D First Mortgage Taxable Bonds $14,315 insured term bonds, due July 1, 2026 8.50% 14,315 14,750

1998 Hospital Refunding and lmpr t Redoomed in 2012 N/A - 14,115

Heverme Bonds JMH)

Capitalized lesse obligation Leasge paid-off in 2012 NA - 13,656

$7,500 promissory nole Note paid-off in 2012 N/A - 5473

Capitslized lease obligations secursd by Varions monthly p of monthly principal and Various 1,648 2,518

equipment interest

$1,065 note paysble Note paid-off in 2012 N/A - 572

$6,332 promissory note Promissory note paid-off in 2012 NA - 5,845

£3,955 note payable Noie paid-off in 2012 NiA - 3,743

Notes payable under Master Finnnoing Notes paid-off in 2012 N/A . 14,011

Agroement

$1,885 line of credit Line of credit pald-off in 2012 N/A - 1,873

$1,593 pote payzble, d by squipment Various annus] principal payments through July 2014 Unspecified 1,343 1,593

Capitalized fsuse obligution seoured by medieal  Maturing through 2026 - Note § 9.72% 15,498 15,952

office building (IMH)

Master ingtatl pay = Varions quarterly payments through May 2014 Unspecifisd 4,438 112
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Outstanding Balance
Description Maturities Rates 2612 2811
Iiagter install payment agy t d  Varions quarterly payments through May 2014 Unspecified 3,032
by equipment
$1,870 note paysble, seoured by lend Monthly principal payments of $10 through maturity in Unspacified 1,870
July 2615
$1,052 in promissory notes seoured by essets of  Varions monthly princips! and interest payments through 3.00%-3.75% 1,052
Emmsus Community Heelthcare, LLC 2018
1,080,575 1,669,085
Leas current partion (32,477) (28,162)

S L048098 § 1040023

Series 2011 Bonds: In October 2011, the Alliance issued $65,260 (Series 2011A) and $20,000
(Series 2011B) variable rate tax-exempt Hospital Revenue Bonds through The Health and
Educational Facilities Board of the City of Johnson City, Tennessee, $49,875 (Series 2011C) and
$60,705 (Series 2011D) variable rate tax-exempt Hospital Revenue Bonds through the Industrial
Development Authority of Smyth, Virginia and $15,960 (Series 2011E) variable rate Taxable Bonds
(collectively, the Series 2011 Bonds). The Series 2011 Bonds bear interest at a variable rate
determined by a remarketing agent based upon a weekly rate period. The proceeds from the Series
2011A and Series 2011B Bonds were used fo finance certain capital acquisitions in the State of
Tennessee and pay issuance costs related to these Bonds. The proceeds from the Series 2011C and
2011D Bonds were used to refinance the 2001 NCH Hospital Refunding and Improvement Revenue
Bonds, finance capital acquisitions for NCH, JMH and SCCH and to pay issuance costs associated
with these Bonds. The Series 2011E Bond proceeds were used to refinance certain capital
acquisitions of SCCH and BRMMC and pay issuance costs. The timely payment of the Series 2011

Bonds is secured by a letter of credit which expires October 19, 2014.

In November 2011, JMH issued $24,870 (JMH Series 2011) variable rate tax-exempt Hospital
Facility Revenue Refunding and Improvement Bonds through the Industrial Development Authority
of Smyth County. The JMH Series 2011 Bonds bear interest at a variable rate determined by a
remarketing agent based upon a weekly rate period. The proceeds from the JMH Series 2011 Bonds
were used to refinance the 1998 Hospital Refunding and Improvement Revenue Bonds, refinance
existing indebtedness incurred to finance capital acquisitions and to pay issuance costs associated
with the Bonds.

Series 2010 Bonds: In April 2010, the Alliance issued $168,080 (Series 2010A) and $35,935 (Series
2010B) fixed rate Hospital Refunding Revenue Bonds (collectively, the Series 2010 Bonds).
Proceeds of the Series 2010A and the Series 2010B Bonds were used to refinance outstanding
indebtedness, specifically related to the Alliance’s facilities in Tennessee and in Virginia,
respectively, fund debt service reserve funds and pay costs of issuance.
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Series 2009 Bonds: In March 2009, the Alliance issued $5,560 (Series 2009A), $5,535 (Series
2009B) and $115,955 (Series 2009C) fixed rate Hospital Revenue Bonds (collectively, the Series
2009 Bonds). The proceeds of Series 2009 Bonds were used to refinance a portion of the outstanding
Series 2006C Taxable Notes, which were originally issued to finance a capital commitrnent to SCCH
and purchase certain leased assets, finance the acquisition of a majority ownership in JMH, fund a
debt service reserve fund and pay costs of issuance. The portion of the 2006C taxable notes which
were not refinanced with the Series 2009 Bonds were repaid with cash on hand.

Series 2008 Bonds: In February 2008, the Alliance issued $72,770 (Series 2008A) and $54,230
(Series 2008B) variable rate Hospital Revenue Bonds (collectively, the Series 2008 Bonds). The
proceeds of Series 2008 Bonds were primarily used to finance certain future capital projects for the
Alliance’s hospital facilities and for the repayment of previously issued 2008 Taxable Notes used for
the acquisition of RCMC. The payment of principal and interest on the Series 2008 Bonds and the
purchase price of any tendered bonds on each series are secured by a separate, irrevocable,
transferable, direct-pay letter of credit. A portion ($59,525) of the Series 2008 A Bonds were repaid
from proceeds of the Series 2010 Bonds.

Series 2007 Bonds: In December 2007, the Alliance issued $104,355 (Series 2007A), $327,170
(Series 2007B taxable) and $36,575 (Series 2007C) variable rate Hospital Revenue Bonds
(collectively, the Series 2007 Bonds). The proceeds of Series 2007 Bonds were primarily used to
early extinguish a portion of the outstanding Series 2000A Bonds, all of the outstanding 2000B
Bonds, all of the outstanding Series 1994 Bonds, and all of the outstanding Series 2006B Bonds; to
finance the acquisition of a majority ownership in NCH, and to finance certain capital improvements
and equipment acquisitions for the Alliance’s hospital facilities. A portion of the outstanding Series
2007A ($91,685) and Series 2007C ($32,840) Bonds were repaid from proceeds of the Series 2010

Bonds.

During 2011, the remaining outstanding Series 2007A and Series 2007C Bonds were redeemed and
the existing 2007B Bonds were repaid through a remarketing of Sub-Series 2007B-1, 2007B-2 and
2007B-3 (collectively, the Sub-Series 2007B Bonds), created per the mandatory tender and letter of
credit substitution provisions. The payment of principal and interest on the Sub-Series 20078 Bonds
and the purchase price of any tendered bonds on each series are secured by a separate, irrevocable,
transferable, direct-pay letter of credit.

During 2012, the Alliance redeemed $115,135 of the Series 2007B-1 Bonds and $29,405 of the
Series 2007B-3 Bonds.
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Series 2006 Bonds: During 2006, the Alliance issued $173,030 Hospital First Mortgage Revenue
Bonds (Series 2006A) and $66,500 Hospital First Mortgage Variable Rate Revenue Bonds (Series
2006B). The proceeds from the sale of the Series 2006A Bonds were used to finance certain future
and prior capital projects for the Alliance’s hospital facilities and to refund certain existing
indebtedness, specifically the Series 2001B Bonds (discussed below) and certain existing short and
intermediate term loans and leases, as well as fund a debt service reserve fund. The Series 20068
Bond proceeds were substantially used to refund the remaining outstanding principal of the Series
20018 Bonds and establish a debt service reserve fund.

Series 2001 Bords: During 2001, the Alliance issued $26,000 Hospital First Mortgage Revenue
Bonds (Series 2001A) and $60,175 Hospital First Mortgage Revenue Bonds (Series 2001B). The
Series 2001 A Bonds were subject to optional tender by Bond holders. The Series 2001B Bonds were
refunded and redeemed in 2006. The Alliance redeemed the 2001 A Bonds and released a new Series

2001 A to Bank of America Merrill Lynch during 2012.

Series 2000 Bonds: The Hospital First Mortgage Revenue Refunding (Series 2000A Bonds) and
First Mortgage Revenue Refunding Bonds (Series 2000B Bonds), were used to advance refund
previously existing indebtedness as well as fund a required debt service reserve fund. The Hospital
First Mortgage Revenue Bonds (Series 2000C Taxable Bonds} were used to refinance certain
mortgage indebtedness of BRMM, and to refund other previously existing indebtedness. The
proceeds from the sale of the First Mortgage Bonds (Series 2000D Taxable Bonds) were used
primarily to fund working capital for the Alliance.

The Series 2000A Bonds included at issue date $14,680 of insured Capital Appreciation Bonds.
Such bonds bear a 0% coupon rate and have a yield of 6.625% annually. The Alliance recognizes
interest expense and increases the amount of outstanding debt each year based upon this yield. Total
principal and interest due at maturity (2026 through 2030) is $§93,675.

Derecognized Bonds: The advance refunding of previously issued debt requires funds to be placed
in irrevocable trusts in order to satisfy remaining scheduled principal and interest payments.
Management, upon advice of legal counsel, believes the amounts deposited in such irrevocable trust
accounts have contractually relieved the Alliance of any future obligations with respect to this debt,
and the debt and escrowed securities are not considered liabilities or assets of the Alliance.

Therefore, such debt has been derecognized.

Debt outstanding and not recognized in the Consolidated Balance Sheet at June 30, 2012 due to
previous advance refundings of the Series 2000A Bonds, Series 2000B Bonds, Series 1998C Bonds,
and Series 1991 Bonds, totaled approximately $483,625.
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The assets placed in the irrevocable trust accounts are also not recognized as assets of the Alliance.
These assets consist primarily of various investments, as permitted by bond indentures and other
documents, including United States Treasury obligations, an investment contract with MBIA
Insurance Corporation (MBIA) in the original amount of $54,300, as well as the Series 2000C and
2000D Bonds which were purchased with the proceeds of the 2000A and 2000B Bonds specifically
for the purpose of utilizing the Series 2000C and 2000D Bonds in the irrevocable trust. Therefore,
certain of the assets held in the irrevocable trust accounts have future income streams contingent

upon payments by the Alliance.

During 2012, the Alliance instructed the trustee of the 1998C Bonds to liquidate certain investments
held in the related irrevocable trust account and to redeem a portion of the 1998C Bonds with the
proceeds from the liquidation. The fair value of the liquidated assets exceeded the payment
necessary to redeem the 1998C Bonds and the excess was paid to the Alliance. As a result of this
transaction, the Alliance recognized a gain of $5,337, net of fees, which is included in other
nonoperating gains (losses) in the accompanying 2012 Consolidated Statement of Operations.

Variable Rate Issuances: The variable rate of interest on the Series 2011, Series 2008 and Series
2007 Bonds is determined weekly by the Remarketing Agent, as the rate equal to the lowest rate
which, in regard to general financial conditions and other special conditions bearing on the rate,
would produce as nearly as possible a par bid for the Bonds in the secondary market. In no event
shall the variable rate on the Bonds during any period where interest is calculated weekly exceed the
lesser of 12% annually or the maximum contract rate of interest permitted by the applicable State of
issue. The Alliance has the option, upon written approval of the holder of the letters of credit, the
Remarketing Agent and others, to convert to a medium-term rate period or to a fixed rate.

Early Redemption: Essentially all of the Alliance’s bonds are subject to redemption prior to
maturity, including optional, mandatory sinking fund and extraordinary redemption, at various dates
and prices as described in the respective Bond indentures and other documents.

Other Bonds, Notes Payable and Financing Arrangements: The Alliance has granted a deed of trust
on JCMC and SSH to secure the payment of the outstanding Bonds. The Bonds are also secured
by the Alliance's receivables, inventories and other assets as well as certain funds held under
the documents pursuant to which the bonds were issued. The JMH Series 2011 Hospital Refunding
and Improvement Revenue Bonds are secured by pledged revenues of JMH, as defined in the Credit

Agreement.
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The scheduled maturities and mandatory sinking fund payments of the long-term debt and capital
lease obligations (excluding interest), exclusive of net unamortized original issue discount and
premium, at June 30, 2012 are as follows:

Year Ending June 30,
2013 $ 32,477
2014 33414
2015 29,932
2016 31,315
2017 31,006
Thereafler 923.055
1,081,199
Net discount {624)
$ 1,080,575

The Alliance and JMH are each members of separate Obligated Groups. The bond indentures,
master trust indentures, letter of credit agreements and loan agreements related to the various bond
issues and notes payable contain covenants with which the respective Obligated Groups must
comply. These requirements include maintenance of certain financial and liquidity ratios, deposits to
trustee funds, permitted indebtedness, use of facilities and disposals of property. These covenants
also require that failure to meet certain debt service coverage tests will require the deposit of all daily
cash receipts of the Alliance into a trust fund. Management has represented the Alliance and JMH
are in compliance with all such covenants at June 30, 2012.

In connection with the tax-exempt bonds, the Alliance is required every five years, and at maturity,
to remit to the Internal Revenue Service amounts which are due related to positive arbitrage on the
borrowed funds. The Alliance performs such computations when required and recognizes any
liability at that time. Management does not believe there are any significant arbitrage liabilities at

June 30, 2012 or 2011.

During 2012, the Alliance recognized a $2,636 loss on early extinguishment of debt representing the
write off of previously deferred and unamortized financing costs generally related to the refinanced
or otherwise redeemed portion of the Series 2007B Bonds, Series 1998 JMH Bonds and the Series

2001 NCH Bonds.
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The Alliance is substantially self-insured for professional and general liability claims and related
expenses. The Alliance maintains a $25,000 umbrella liability policy that attaches over the self-
insurance limits of $10,000 per claim and a $15,000 annual aggregate retention. The Alliance’s
insurance program also provides professional liability coverage for certain affiliates and joint
ventures.

The Alliance is also substantially self-insured for workers’ compensation claims in the State of
Tennessee and has established estimated liabilities for both reported and unreported claims. The
Alliance maintains a stop-loss policy that attaches over the self-insurance limits of $1,000 per
occurrence and $1,000 annual aggregate retention. In the State of Virginia, the Alliance is not self-
insured and maintains workers’ compensation insurance through commercial carriers.

At June 30, 2012, the Alliance is involved in litigation relating to medical malpractice and workers’
compensation and other claims arising in the ordinary course of business. There are also known
incidents occurring through June 30, 2012 that may result in the assertion of additional claims, and
other unreported claims may be asserted arising from services provided in the past. Alliance
management has estimated and accrued for the cost of these unreported claims based on historical
data and actuarial projections. The estimated net present value of malpractice and workers’
compensation claims, both reported and unreported, as of June 30,2012 and 2011 was $12,896 and
$13,531, respectively. The discount rate utilized was 5% at June 30, 2012 and 2011.

Additionally, the Alliance is self-insured for employee health claims and recognizes expense each
year based upon actual claims paid and an estimate of claims incurred but not yet paid, including a
catastrophic claims reserve based on historical claims in excess of §75.

NOTE H--NET PATIENT SERVICE REVENUE

A reconciliation of the amount of services provided to patients at established rates to net patient
service revenue as presented in the accompanying Consolidated Statements of Operations is as
follows for the years ended June 30:

2012 2011
Inpatient service charges $ 2,095,036 % 1,983,340
Outpatient service charges 1,982,154 1,791,858
Gross patient service charges 4,077,190 3,775,198
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2012 2011
Less:
Estimated contractual adjustments and other discounts 2,899,678 2,640,909
Charity care 102,462 72,166
Provision for bad debts 122,917 116,248
3,125,057 2,829,323
Net patient service revenue $ 952,133 §$ 945,875

Net patient service revenue by major payor source for the years ended June 30,2012 and 2011, net of
contractual allowances and self-pay discounts (before the provision for bad debts), is as follows:

2012 2011
Third-party payors $ 968,101 § 957,828
Self-pay 106,949 104,285
Patient service revenue $ 1,075,050 $ 1,062,123

Deductibles and copayments under third-party payment programs, which are included within the
third-party payor amounts above, are the patient's responsibility and the Alliance considers these
amounts in its determination of the provision for bad debts based on prior collection experience.
Accounts receivable are also reduced by an allowance for doubtful accounts. In evaluating the
collectibility of accounts receivable, the Alliance analyzes its past history and identifies trends for
each of its major payor sources of revenue to estimate the appropriate allowance for doubtful
accounts and provision for bad debts. Management regularly reviews data about these major payor
sources of revenue in evaluating the sufficiency of the allowance for doubtful accounts. For
receivables associated with services provided to patients who have third-party coverage, the Alliance
analyzes contractually due amounts and provides an allowance for doubtful accounts and a provision
for bad debts, if necessary, for expected uncollectible deductibles and copayments or for payors 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 Alliance 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 discounted rates and
the amounts actually collected after all reasonable collection efforts have been exhausted is charged
against the allowance for doubtful accounts.
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The Alliance's allowance for doubtful accounts totaled $52,911 and $53,366 at June 30, 2012 and
2011, respectively. The allowance for doubtful accounts decreased from 28% of patient accounts
receivable, net of contractual allowances, at June 30, 2011 to 26% of patient accounts receivable, net
of contractual allowances, as of June 30, 2012, Write-offs, net of recoveries, for the years ending
June 30,2012 and 2011 were $123,373 and $108,823, respectively, and relate primarily to self-pay
patients. Write-offs of third-party payor accounts were not significant in the years ending June 30,
2012 and 2011. The Alliance has not experienced significant changes in write-off trends and has not
changed its charity care policy for the year ended June 30, 2012. The provision for bad debts
associated with the Alliance's ancillary service lines are not significant.

NOTE I--THIRD-PARTY REIMBURSEMENT

The Alliance renders services to patients under contractual arrangements with Medicare, Medicaid,
TennCare, Blue Cross and various other commercial payors. The Medicare program pays for
inpatient services on a prospective basis. Payments are based upon diagnosis related group
assignments, which are determined by the patient’s clinical diagnosis and medical procedures
utilized. The Alliance also receives additional payments from Medicare based on the provision of
services to a disproportionate share of Medicaid and other low income patients. Most Medicare
outpatient services are reimbursed on a prospectively determined payment methodology. The
Medicare program also reimburses certain other services on the basis of reasonable cost, subject to
various prescribed limitations and reductions.

Reimbursement under the State of Tennessee’s Medicdid waiver program (TennCare) for inpatient
and outpatient services is administered by various managed care organizations (MCOs) and is based
on diagnosis related group assignments, a negotiated per diem or fee schedule basis. The Alliance
also receives additional supplemental payments from the State of Tennessee. The amount
recognized totaled $11,300 and $11,480 for the years ended June 30,2012 and 2011, respectively. In
addition, during 2012 the Alliance recognized $4,894 from TennCare related to the implementation
and meaningful use of electronic medical records as provided by the Health Information Technology
for Economics and Clinical Health (HITECH) Act. Such payments are included within other
operating revenue in the accompanying 2012 Consolidated Statement of Operations and are not

guaranteed in future periods.

The Virginia Medicaid program reimbursement for inpatient hospital services is based on a
prospective payment system using both a per case and per diem methodology. Additional payments
are made for the allowable costs of capital. Payments for outpatient services are based on Medicare
cost reimbursement principles and settled through the filing of an annual Medicaid cost report.
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NOTE I--THIRD-PARTY REIMBURSEMENT - Continued

Amounts earned under the contractual agreements with the Medicare and Medicaid programs are
subject to review and final determination by fiscal intermediaries and other appropriate governmental
authorities or their agents. Retroactive adjustments are accrued on an estimated basis in the period
the related services are rendered and adjusted in future periods as final settlements are determined.
Activity with respect to audits and reviews of the governmental programs in the healthcare industry
has increased and is expected to increase in the future. No additional specific reserves or allowances
have been established with regard to these increased audits and reviews as management is not able to
estimate such amounts. Management believes that any adjustments from these increased audits and
reviews will not have a material adverse impact on the consolidated financial statements. However,
due to uncertainties in the estimation, it is at least reasonably possible that management’s estimate
will change in 2013, although the amount of any change cannot be estimated. The impact of final
settlements of cost reports or changes in estimates decreased net patient service revenue by $1,556
and $4,570 in 2012 and 2011, respectively.

Participation in the Medicare program subjects the Alliance to significant rules and regulations;
failure to adhere to such could result in fines, penalties or expulsion from the program. Management
believes that adequate provision has been made for any adjustments, fines or penalties which may
result from final settlements or violations of other rules or regulations. Management has represented
that the Alliance is in substantial compliance with these rules and regulations as of June 30, 2012,

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

NOTE I--EMPLOYEE BENEFIT PLANS

The Alliance sponsors a retirement plan (the Plan) which covers substantially all employees. The
Plan is a defined contribution plan which consists mainly of employer-funded contributions. During
2012 and 2011, the Alliance made contributions to the Plan under a stratified system, whereby the
Alliance’s contribution percentage is based on each employee’s years of service. Employees of
certain other subsidiaries are covered by other plans, although such plans are not significant. The
total expense related to defined contribution plans for the years ended June 30, 2012 and 2011 was

$15,072 and $12,682, respectively.

NCH maintains a defined benefit pension plan and a post-retirement employee benefit plan. The
acerued unfunded pension lability was $2,560 and $1,313, and the accrued unfunded post-retirement
liability was $4,554 and $3,761 at June 30, 2012 and 2011, respectively.
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The Alliance sponsors a secured executive benefit program (SEBP) for certain key executives.
Contributions to the plan by the Alliance are based on an annual amount of funding necessary to
produce a target benefit for the participants at their retirement date, although the Alliance does not
guarantee any level of benefit will be achieved. The Alliance contributed $1,734 and $929 to the
plan during 2012 and 2011, respectively. Other assets at June 30, 2012 and 2011 include $9,675 and
$7,888, respectively, related to the Alliance’s portion of the benefits which are recoverable upon the
death of the participant. In addition, the Alliance sponsors a Section 457(f) plan for certain key
executives.

NOTE K--CONCENTRATIONS OF RISK

The Alliance has locations primarily in upper East Tennessee and Southwest Virginia which is
considered a geographic concentration. The Alliance grants credit without collateral to its patients,
most of whom are local residents and are insured under third-party payor agreements. Net patient
service revenue from Washington County, Tennessee operations were approximately 53% and 53%
of total net patient service revenue for 2012 and 2011, respectively.

The mix of receivables from patients and third-party payors based on charges at established rates is
as follows as of June 30:

2012 2011
Medicare 36% 40%
Tenncare/Medicaid 14% 12%
Commercial 26% 27%
Other third-party payors 13% 9%
Patients . 11% 12%
100% 100%

Approximately 96% and 96% of the consolidated total revenue, gains and support were related to the
provision of healthcare services during 2012 and 2011, respectively. Admitting physicians are
primarily practitioners in the regional area.

Two of the Alliance’s Virginia hospitals’ employees are covered under collective bargaining
agreements which extend through February 2014 and January 2015, respectively.

The Alliance routinely invests in investment vehicles as listed in Note C. The Alliance’s investment
portfolio is managed by outside investment management companies. Investments in corporate and
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foreign bonds, municipal obligations, money market funds, equities and other vehicles that are held
by safekeeping agents are not insured or guaranteed by the U.S. government. At June 30, 2012, the
Alliance also had deposits in financial institutions significantly in excess of the Federal Deposit
Insurance Corporation’s limits.

NOTE L--INCOME TAXES

BRMM and its subsidiaries file a consolidated federal tax return and separate state tax retumns. Asof
June 30, 2012 and 2011, BRMM and its subsidiaries had net operating loss carryforwards for
consolidated federal purposes of $38,888 and $34,822, respectively, related to operating loss
carryforwards which expire through 2031. At June 30, 2012 and 2011, BRMM had state net
operating loss carryforwards of $69,999 and $65,979, respectively, which expire through 2026. The
net operating loss carryforwards may be offset against future taxable income to the extent permitted
by the Internal Revenue Code and Tennessee Code Annotated.

At June 30,2012 and 2011, SWCH had federal and state net operating loss carryforwards of $5,614
and $4,875, respectively, which expire through 2031. The net operating loss carryforwards may be
off-set against future taxable income to the extent permitted by the Internal Revenue Code and tax

codes of the Commonwealth of Virginia.

Net deferred tax assets related to these carryforwards and other deferred tax assets have been
substantially offset through valuation allowances equal to these amounts. Income taxes paid relate
primarily to state taxes for certain subsidiaries and federal alternative minimum tax.

NOTE M--RELATED PARTY TRANSACTIONS

The Alliance enters into transactions with entities affiliated with certain members of the Board of
Directors including transactions to construct Alliance facilities and provide professional services to
the Alliance. Board members refrain from discussion and abstain from voting on transactions with
entities with which they are related.

NOTE N--OTHER COMMITMENTS AND CONTINGENCIES

Construction in Progress: Construction in progress at June 30, 2012 represents costs incurred
related to various hospital and medical office building facility renovations and additions. The
Alliance has outstanding contracts and other commitments related to the completion of these
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projects, and the cost to complete these projects is estimated to be approximately $§100,312 at June
30, 2012. The Alliance does not expect any significant costs to be incurred for infrastructure
improvements to assets held for resale.

Physician Contracts: BRMM employs physicians to provide services to BRMM’s physician
practices through employment agreements which provide annual compensation, plus incentives
based upon specified productivity levels. These contracts have various terms.

In addition, the Alliance has entered into contractual relationships with non-employed physicians to
provide services in Upper East Tennessee and Southwest Virginia. These contracts guarantee certain
base payments and allowable expenses and have terms of varying lengths. Amounts drawn and
outstanding under each agreement are treated as a loan bearing interest at various rates and are
subject to repayment over a specified period. The physician notes may also be amortized by virtue of
the physician’s continued practice in the specified community during the repayment period. A net
receivable of $1,436 and $1,407 related to these agreements is included in the accompanying
Consolidated Balance Sheets at June 30, 2012 and 2011, respectively.

Employee Scholarships: The Alliance offers scholarships to certain individuals which require that
the recipients return to the Alliance to work for a specified period of time after they complete their
degree. Amounts due are then forgiven over a specific period of time as provided in the individual
contracts. If the recipient does not return and work the required period of time, the funds disbursed
on their behalf become due immediately and interest is charged until the funds are repaid. Other
receivables at June 30,2012 and 2011 include $8,005 and $7,250, respectively, related to students in
school, graduates working at the Alliance and amounts due from others who are no longer in the

scholarship program, net of allowance.

Promises to Give: The Alliance has recorded certain unconditional promises to give to unrelated
organizations. At June 30,2012, $1,354 is due within one year, and an additional $100 is due within
five years and is included in other long-term liabilities.

Operating Leases and Maintenance Contracts: Total lease expense for the years ended June 30,2012
and 2011 was $8,823 and $9,362, respectively. Future minimum lease payments for each of the next
five years and in the aggregate for the Alliance’s noncancellable operating leases with remaining
lease terms in excess of one year are as follows:
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Year Ending June 30,
2013 $ 4,661
2014 4,476
2015 4,253
2016 3,997
2017 2,332
Thereafter 3,008

$ 27,727

Asset Retirement Obligation: The Alliance has identified asbestos in certain facilities and is required
by law to dispose of it in a special manner if the facility undergoes major renovations or is
demolished; otherwise, the Alliance is not required to remove the asbestos from the facility., The
Alliance has complied with regulations by treating the asbestos so that it presents no known
immediate or future safety concerns. An asset retirement obligation has been established to the
extent that sufficient information exists upon which to estimate the liability.

Other: The Alliance is a party to various transactions and agreements in the normal course of
business, which include purchase and re-purchase agreements, put arrangements and other
commitments, which may bind the Alliance to undertake additional transactions or activities in the
future. In addition, the Alliance has agreed to guarantee a portion of the outstanding indebtedness of
a joint venture. Management estimates that the fair value of the guarantee of this debt is immaterial

as of June 30, 2012.

Healthcare Industry: Recently, government activity has increased with respect to investigations and
allegations concerning possible violations of fraud and abuse statutes and regulations by healthcare
providers. Violations of these laws and regulations could result in expulsion from government
healthcare programs together with the imposition of significant fines and penalties, as well as
significant repayments for patient services previously billed.

In March 2010, Congress adopted comprehensive health care insurance legislation, Patient Care
Protection and Affordable Care Act and Health Care and Education Reconciliation Act. The
legislation, among other matters, is designated to expand access to coverage to substantively all
citizens by 2019 through a combination of public program expansion and private industry health
insurance. Changes to existing TennCare and Medicaid coverage and payments are also expected to
occur as a result of this legislation. Implementing regulations are generally required for these
legislative acts, which are to be adopted over a period of years and, accordingly, the specific impact
of any future regulations is not determinable.
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NOTE O--RENTAL INCOME UNDER OPERATING LEASES

The Alliance leases rental properties to third parties, most of whom are physician practices, for
various terms, generally five years. The following is a schedule by year and in the aggregate of
minimum future rental income due under noncancellable operating leases at June 30, 2012:

Year Ending June 30,

2013 $ 1,574

2014 1,454

2015 1,339

2016 762

2017 405

Thereafter 116

Total minimum future rentals $ 5,650

NOTE P--FAIR VALUE OF FINANCIAL INSTRUMENTS

The fair value of financial instruments has been estimated by the Alliance using available market
information as of June 30, 2012 and 2011, and valuation methodologies considered appropriate. The
estimates presented are not necessarily indicative of amounts the Alliance could realize in a current
market exchange. The carrying value of substantially all financial instruments approximates fair
value due to the nature or term of the instruments, except as described below.

Investment in Joint Ventures: 1t is not practical to estimate the fair market value of the investments
in joint ventures.

Other Long-Term Liabilities: Estimates of reported and unreported professional liability claims,
pension and post-retirement liabilities are discounted to approximate their estimated fair value. It is
not practical to estimate the fair market value of other long-term liabilities due to uncertainty of
when these amounts may be paid. Other long-term liabilities are not discounted.

Long-Term Debt and Capital Leases: The fair value of long-term debt is estimated based upon
quotes obtained from brokers for bonds and discounted future cash flows using current market rates
for other debt. For long-term debt with variable interest rates, the carrying value approximates fair
value.

The Alliance’s significant capital leases and vendor contracts were negotiated with various entities
and are considered unique. It is not practicable to estimate the fair value of these obligations under
current conditions. Other capital lease obligations are not significant.
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The estimated fair value of the Alliance’s financial instruments that have carrying values different
from fair value is as follows at June 30:

2012 2011
Carrying Estimated Carrying Estimated
Value Fair Value Value Fuair Value
FINANCIAL LIABILITIES:
Long-term debt $ 1,080,575 § 1,150,201 $ 1,069,085 $ 1,046,675

NOTE Q--FAIR VALUE MEASUREMENT

FASB ASC 820 establishes a three-level valuation hierarchy for disclosure of fair value
measurements. The valuation hierarchy is based upon the transparency of inputs to the valuation of
an asset or liability as of the measurement date. The three levels are defined as follows:

«  Level 1 - Inputs based on quoted market prices for identical assets or liabilities in active
markets at the measurement date.

Level 2 - Observable inputs other than quoted prices included in Level 1, such as quoted
prices for similar assets and liabilities in active markets; quoted prices for identical or similar
assets and liabilities in markets that are not active; or other inputs that are observable or can
be corroborated by observable market data. The Alliance’s Level 2 investments are valued
primarily using the market valuation approach.

¢ Level 3 - Unobservable inputs that are supported by little or no market activity and are
significant to the fair value of the assets or liabilities. Level 3 includes values determined
using pricing models, discounted cash flow methodologies, or similar techniques reflecting
the Alliance’s own assumptions.

In instances where the determination of the fair value hierarchy measurement is based on inputs from
different levels of the fair value hierarchy, the level in the fair value hierarchy within which the entire
fair value measurement falls is based on the lowest level input that is significant to the fair value
measurement in its entirety. The Alliance’s assessment of the significance of a particular input to the
fair value measurement in its entirety requires judgment and considers factors specific to the asset or

Lability.

The following table sets forth, by level within the fair value hierarchy, the financial assets and
liabilities recorded at fair value on a recurring basis as of June 30, 2012 and 2011:
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Total Level 1 Level 2 Level 3
June 36, 2612

Cash, cash equivalents and money market funds  § 85,017 § 85,017 % - % -
U.S. Government securities 15,693 15,693 - -
U.S. Agency securities 62,437 62,437 - -
Corporate and foreign bonds 52,581 - 52,581 -
Municipal obligations 961 - 961 -
Preferred and asset backed securities 11,183 - 11,183 -
U.S. equity securities 28,344 28,344 - -
Mutnal funds 141,968 97,600 44,368
Other 34,880 - - 34,880

Total assets 3 433,064 $ 289,091 § 109,093 § 34,880
Fair value of derivative agreements - Note D $ (19,381) § - § - 8 (19,381}

June 38, 2011

Cash, cash equivalents and money market funds  $ 142,031 § 142,031 § - % -
U.S. Government securities 11,204 11,204 - -
U.S. Agency securities 34,054 34,054 - -
Corporate and foreign bonds 32,895 - 32,895 -
Muricipal obligations 451 - 451 -
Preferred and asset backed securities 8,945 - 8,045 -
U.S. equity securities 21,774 21,774 - -
Mutual funds 166,708 73,060 93,648 -
Other 32,718 - - 32,718

Total assets $ 450,780 § 282,123 § 135939 $ 32,718
Fair value of derivative agreements - Note D $  (110,732) § - 8 - 5 (110,732)

The valuation of the Alliance’s derivative agreements is determined using market valuation
techniques, including discounted cash flow analysis on the expected cash flows of each agreement.
This analysis reflects the contractual terms of the agreement, including the period to maturity, and
uses certain observable market-based inputs. The fair values of interest rate agreements are
determined by netting the discounted future fixed cash payments (or receipts) and the discounted
expected variable cash receipts (or payments). The variable cash receipts (or payments) are based on
the expectation of future interest rates and the underlying notional amount. The Alliance also
incorporates credit valuation adjustments (CVAs) to appropriately reflect both its own
nonperformance or credit risk and the respective counterparty’s nonperformance or credit risk in the
fair value measurements. The CVA on the Alliance’s interest rate swap agreements at June 30, 2012
and 2011 resulted in a decrease in the fair value of the related liability of $5,726 and $7,940,

respectively.
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A certain portion of the inputs used to value its interest rate swap agreements, including the forward
interest rate curves and market perceptions of the Alliance’s credit risk used in the CVAs, are
unobservable inputs available to a market participant. As a result, the Alliance has determined that
the interest rate swap valuations are classified in Level 3 of the fair value hierarchy.

The following tables provide a summary of changes in the fair value of the Alliance's Level 3
financial assets and liabilities during the fiscal years ended June 30, 2012 and 2011:

Trading Derivatives,

Securities Net

July 1, 2010 $ 28608 § {134,300)
Total unrealized/realized gains in the Performance Indicator, net 2,847 23,049
Net investment income 1,263 519

June 38, 2011 32,718 (110,732)
Total unrealized/realized gains in the Performance Indicator, net 1,466 (6,198)
Net investment income 1,221 515
Purchases 5,107 -
Settlements - 97,034
Distributions (5,632) -

June 306, 2012 $ 34,880 §$ (19,381)

There were no changes in valuation techniques in 2012 or 2011. During 2011, as part of the
transitional test of goodwill impairment, the Alliance recognized goodwill impairment of $2,965
based primarily on the fair value of the reporting unit, utilizing the income approach. Remaining
goodwill determined not to be impaired, for this specific reporting unit, is included in the
Consolidated Balance Sheets at $2,900.

NOTE R--OPERATING EXPENSES BY FUNCTIONAL CLASSIFICATION

The Alliance does not present expense information by functional classification because its resources
and activities are primarily related to providing healthcare services. Further, since the Alliance
receives substantially all of its resources from providing healthcare services in a manner similar to
business enterprise, other indicators contained in these consolidated financial statements are
considered important in evaluating how well management has discharged their stewardship
responsibilities.
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In September 2012, the Alliance issued $55,000 (Series 2012A) fixed rate and $28,095 (Series
2012B) variable rate tax-exempt Hospital Revenue Bonds through The Health and Educational
Facilities Board of the City of Johnson City, Tennessee, and $9,785 (Series 2012C) variable rate tax-
exempt Hospital Revenue Bonds through the Industrial Development Authority of Wise, Virginia
(collectively, the Series 2012 Bonds). The proceeds from the Series 2012A Bonds will be used to
finance a surgery center project at JCMC and pay issuance costs related to these Bonds. The
proceeds from the Series 2012B and 2012C Bonds will be used to finance or refinance capital
improvements and equipment acquisitions and to pay issuance costs associated with these Bonds.
The timely payment of the Series 2012B and Series 2012C Bonds is secured by irrevocable

transferable direct-pay letters of credit.

In July 2012, the Trustee of the previously derecognized 1998C Bonds liquidated certain investments
held in the related irrevocable trust account and redeemed a portion of the 1998C Bonds with the
proceeds from the liquidation. The fair value of the liquidated assets exceeded the payment
necessary to redeem the 1998C Bonds and the excess was paid to the Alliance. As a result of this
transaction, the Alliance recognized a gain of $13,847, net of fees.

Subsequent to June 30, 2012, JMH exercised their purchase option related to a medical office
building previously held under a capital lease. The purchase price was $17,529 which was financed
through a taxable private placement bond issnance.
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MOUNTAIN STATES HEALTH ALLIANCE

Consolidating Balance Sheet
(Doilars in Thousands)

June 30, 2012
Blue Ridge Other Total
Medical Obligated Group Obligated Other HMountain States
Management * Memb Eiiminations Group Entitles Praperties Eliminatl Toral
ASSETS
CURRENT ASSETS
Cash and cash equivelents $ 1482 § 36,881 § -~ 8 38,363 § 22,006 8§ 4,738 § - $ 65,107
Current portion of investments - 22,745 - 22,745 3 13,809 - 36,557
Patient sccounts receivable, less estimated allowsnces for
uncollectible accounts 5,051 116,629 - 121,680 29,010 - - 150,650
Other receivables, net 1,624 18,852 - 20,476 3,120 412 {1,000) 23,008
Inventorics and prepeid expenses 832 20,951 - 21,783 6,924 103 - 28,810
TOTAL CURRENT ASSETS 8,989 216,058 - 225,047 61,063 19,062 (1,000) 304,172
INVESTMENTS, less amounts required
to meet current obligations 19,348 395,778 - 415,126 100,811 44,760 - 560,697
EQUITY IN AFFILIATES 143,050 318,231 (157,099) 304,182 - - (304,182) "
PROPERTY, PLANT AND EQUIPMENT, net 13,558 5984135 - 611,974 199,950 53,492 - 865,456
OTHER ASSETS
Goodwill 9,007 143,276 - 152,283 2,108 - - 154,391
Net deferred financing, acquisition costs and
other chargas 302 26,776 - 27,078 602 507 - 28,187
Other assets 8,887 12,145 - 21,032 4,550 2,562, - 28,144
TOTAL OTHER ASSETS 18,196 182,197 - 200,393 7,260 3,069 - 210,722
§ 203,142 % 1,710,679 § (157,099) § 1,756,722 % 369,124 § 120,383 § {305,182) § 1,941,047

* Management Setvices Organization only

See note to supplemental schedules.
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{Dollars in Thousands)
June 30, 2012
Blne Ridge Other Towal
Medical Obligated Gronp Obligated Other Mountaln States
Hanag ik Members Ellminationy Group Entities Properties Klireinasi Total
LIABILITIES AND NET ASSETS
CURRENT LIABILITIES
Accrued interest payable $ 46 3 18455 % - 18,501 § 24 3 - - § 18,525
Current portion of long-term debt and cspital lease
obligations - 29,824 - 29,824 2,653 - - 32477
Current portion of estimated fair value of derivatives - - - - 10,395 - 10,395
Accounts paysble and sccrued expenses 4,191 94,352 - 98,543 9,297 1,030 - 108,870
Acgorued salaries, compensated sbsences and amounts
withheld 3,704 46,121 - 43,825 11,764 - - 55,589
Payables to (roceivables from) affiliates, net 15,321 3,118 - 18,439 8,365 (26,804) - -
Estimated amounts due to third-party payors, net - 16,607 - 16,607 1,453 - - 18,060
TOTAL CURRENT LIABILITIES 23,262 202477 - 225,739 33,556 (1537%) - 243916
OTHER LIABILITIES
Long-term debt and capital lease obligations, less
current portion 13,676 994,014 - 1,007,650 41,408 - (1,000} 1,043,098
Estimated fuir value of derivatives, loss onment
portion - 8,534 - 8,534 133 318 - 8,986
Deferred revenue - 2,929 - 2,929 205 - - 3,134
Estimated profeasional liability self-insurance 2,268 5975 - 8,243 1,101 - - 9,344
Other long-term liabilitics 6,837 9,839 - 16,676 146 “ - 16,822
TOTAL LIABILITIES 46,043 1,223,768 - 1,269,811 76,549 (15,060) (1,006) 1,330,300
NET ASSETS
Unrestricied net assets
Mountain States Health Alliance 157,099 436,388 (157,099) 436,388 164,117 135,443 (299,560) 436,388
N mtrolling ¥ in subsidiaries - 39,123 - 39,123 117,377 - 6,459 162,959
TOTAL UNRESTRICTED NET ASSETS 157,099 475,511 (157,099) 475,511 281,484 138,443 (293,101) 599,347
Temporarily restricted not assots
Mountain States Health Alliunce - 11,223 - 11,223 14,955 - {10,255) 11,223
Noneontrolling interests in subsidisties - 50 - 50 68 - 1 50
TOTAL TEMPORARILY
RESTRICTED NET ASSETS - 11,273 - 11,273 10,954 - (10,954) 11,273
Permanently restricted net assots - 127 - 127 127 [¢¥4)) 127
TOTAL NET ASSETS 157,099 486,911 {157,099) 486,911 292,575 135,443 {304,182) 610,747
$ 203142 §  1,710679 § (157,099) § 1,756,722 $ 369,124 § 120,383 (305,182) $ 1,941,047

*Management Services Organization only.

See note to supplemental schedules.
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Year Ended June 30, 2012
Biue Ridge Other Total
Medical Obligated Group Obligated Other Mountain States
Managesent > b K Growp Entities Properiies Eliminati Total
Revenue, gains and support:
Patisnt service revenuz, net of contractusl
ellowunces and discounts $ 50,213 § 824,899 % (2,165) 3 872,947 § 202,108 3 - 8 53 1,075,050
Provision for bad debis (4,397} {55,440) - (99,837) (23,080) - - {122.917)
Net patient service revenue 45,816 729,459 (2,165) 773,110 179,028 - [&)] 952,133
Other operating revenue 39451 15,163 {29,595) 25,019 67,543 8,398 (61,553) 39,407
Equity in net gain (foss) of affiliates 3,332 (17,848) (1,438) (16,004) “ - 16,004 -
TOTAL REVENUE, GAINS AND SUPPORT 88,595 726,774 {33,243) 782,125 248,571 8,398 (45,554) 951,540
Expenseg:
Salaries and wages 21,613 268,799 - 290,412 72,358 451 {4,614) 358,607
Physicien salaries and wages 43,468 1,162 - 44,630 62,704 - (41,628) 65,706
Contract labor 777 3,864 - 4,641 2,382 9 (657) 6,375
Employee benefits 7416 51,007 (2,236) 56,187 17,510 85 (4,182) 69,600
Feos 4,025 100,938 {29,034) 75,929 25,946 517 (4,433) 57,959
Supplies 2,454 135,733 “ 138,187 32,124 40 (165) 170,186
Utilities 626 12,222 - 12,848 3,476 965 - 17,289
Other 7,538 47,568 (490) 54,616 23,47 4,077 (5,879) 76,285
Depreciation 1,395 49,959 - 51,354 19,458 2,248 - 73,060
Amuortization 30 2,161 - 2,181 54 - - 2245
Interest and faxes {1,16%) 42,576 - 41,807 3,018 1112 (34) 45,903
TOTAL EXPENSES 88,173 716,389 (31,760) 772,802 262,501 9,504 {61,592) 983,215
OPERATING INCOME (LOSS) 426 10,385 {1,488) 9323 (15,930) (1,106} 16,038 8,325
Monoperating gaing (Josses):
Interest snd dividend income 873 10,841 - 11,514 2,401 1,332 (34) 15,213
Net realized gains (losses) on the sale of scourities 21 611 - 632 3,227y - - {2,595)
Chenpe in net unreslized gains on securities {455) {3,758) - {4,21%) 133 1,196 - (2,884)
Derivative relatod income - 6,051 - 6,051 - 1,464 - 7,515
Loss on early extinguishment of debt - (2,553) - {2,553) (83) - - {2,636)
Change in estimated fair value of derivatives - (6,086) - {6,086) {133) 21 - (6,198)
Other nonoperating gains (Josses) 823 12,485 - 13,308 (1,977 (95) - 11,236
NET NONOFERATING GAINS 1,062 17,591 - 18,653 {2,886) 3,918 (349 19,651
EXCESS (DEFICIT) OF REVENUE, GAINS AND
SUPPORT OVER EXPENSES AND LOSSES  § 1488 3 27976 § (1,488) § 27976 § {18816) § 23812 § 16,004 § 27976

*Management Services Organdzation only.

See note to supplemental schedules.
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MOUNTAIN STATES HEALTH ALLIANCE

Consolidating Statement of Changes in Net Assels

(Dollars in Thousands)

Year Ended June 30, 2012
Blee Rldge Othey Oblipated Growp Members Tl by Entitler Total
Medicsl Me in Statey  Ne Hing Oblgavted M in Stefex A\ Hing Gther  Mawntain Simtes
Mansgement *  Health Allionce Interesyy Kty Gronp Health Alilante Inyevasts Enfities Properiles Bilwinations Fatof
UNREXTRICTED NET ASSETS:
EBxonss {defiait) of reverme, gains and suppost oves .
exponses and losses § 1488 $ 31,702 § (3,726) & (1,488) § 27976 3 (2,729 % 6,087) § (13,816) & 2812 3 15004 $§ 27,97
Pengiom and other defined bonefit plan adjustments - (1,119) {1,115) - (2,234) ) 1)} (13) - 13 2,234)
et assets released feom reatrictions used for tha
purchase of property, plant znd equip 1,550 - - 1,550 1,550 - 1,550 - {1,550) 1,550
Distributions to Iling . - (324 - @24) - (@24) @24y - 324 324)
Repurchases of noncontrolfing § - 3,860 (3,360 - - - - . . - .
INCRBASE (DECREASE) TN UNRESTRICTED
MET ASSETS 1,488 35,993 (8,025) {1,488) 26,968 {11,188 {6420) (17,608) 2812 14,796 26,968
TEMPORARILY RESTRICTEI NET ASSETS:
Restricted bt - 3,860 39 - 3,899 3,036 12 3,048 - 3,048} 3,899
Net ssects released from resteictions - (3,350 {46) - (3,395) (3.255) @y (32 - 3,277 (3,398
INCREASE (DECREASE) IN TEMPORARILY
RESTRICTED NET ASSETS - 508 ()] - 501 219) (10) 22%) B 229 501
INCREASE (DECREASE} IN TOTAL NET ASSETS 1,483 36,501 (5,032) (1,488) 27,469 (1407 6430y (17837 2812 15005 27,468
NET ASSETS, BEGINNING OF YRAR 155,611 411,237 - (155,811 411,237 239,164 172,041 411,205 132,631 Q71,795 583,278
ADDITION OF OBLIGATED MEMBERS - - 54,025 - $4,025 (52,559) (54,054) (106,613} . - 52,588 -
NET ASSET TRANSFER - - {5,820) - (5,820) - 3,820 5,820 - - ~
NET ASSETS, END OF YEAR _§ 157,099 3 447,738 $ 39,173 3 (15709 8 436911 8 175,198 & 17377 8292575 § 135443 § (304,189 £ 610,747

Services Orgmi only,

See note to supplemental schedules.
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MOUNTAIN STATES HEALTH ALLIANCE
Note to Supplemental Schedudes

Year Ended June 30, 2012
NOTE A--OBLIGATED GROUP MEMBERS

As described in Note F to the consolidated financial statements, the Alliance has graated a deed of
trust on JCMC and SSH to secure the payment of the outstanding bonds. The bonds are also secured
by the Alliance's receivables, inventories and other assets as well as certain funds held under
the documents pursuant to which the bonds were issued. Inaccordance with Article Six, Section 6.6
of the Amended and Restated Master Trust Indenture between Mountain States Health Alliance and
the Bank of New York Mellon Trust Company, NA as Master Trustee, those members pledged in
2011 include Johnson City Medical Center Hospital, Indian Path Medical Center, Franklin Woods
Community Hospital, Sycamore Shoals Hospital, Johnson County Community Hospital, Russell
County Medical Center and Blue Ridge Medical Management Corporation (parent company only),
collectively defined as the Obligated Group (Obligated Group). In 2012, NCH and SCCH (hospitals
only) were admitted into the Obligated Group. These entities’ operations since admission (including
noncontrolling interests) are included as part of the Obligated Group results for 2012 in the
accompanying consolidated statements of operations and changes in net assets.

The supplemental consolidating schedules include the accounts of the members of the Obligated
Group after elimination of all significant intergroup accounts and transactions. Certain other
subsidiaries of the Alliance, Mountain States Properties, Inc. (MSP) and all other affiliates (Other
Entities), are not pledged to secure the payment of the outstanding bonds as they are not part of the
Obligated Group. These affiliates have been accounted for within the Obligated Group based upon
the Alliance’s original and subsequent investments, as adjusted for the Alliance’s pro rata share of
income or losses and any distributions, and are included as a part of equity in affiliates in the
supplemental consolidating balance sheet.
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PERSHING YOAKLEY & ASSOCIAJES, P.C.
One Cherckee Mills, 2220 Sutherlond Avenue
Knoxville, TN 37919

p: (865) 673.0844 | £ (865)673.0177
Certified Public Accountants WWW.pyapE.cor

INDEPENDENT AUDITOR’S REPORT

To the Board of Directors of
Mountain States Health Alliance:

We have audited the accompanying consolidated financial statements of Mountain States Health
Alliance and its subsidiaries (the Alliance), which comprise the consolidated balance sheets as of
June 30, 2013 and 2012, and the related consolidated 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 consolidated financial
statements in accordance with accounting principles generally accepted in the United States of
America; this includes the design, implementation, and maintenance of internal control relevant to
the preparation and fair presentation of consolidated financial statements that are free from material
misstatements, whether due to fraud or error.

Auditor’s Responsibility

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

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

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

1
ATLANTA KANSAS CITY | KNOXVILLE | TAMPA BAY



Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of Mountain States Health Alliance and its subsidiaries as of June 30,
2013 and 2012, and the results of their operations, changes in net assets, and cash flows for the years
then ended in accordance with accounting principles generally accepted in the United States of
America.

Other Matter

Our audits were conducted for the purpose of forming an opinion on the consolidated financial
statements as a whole. The supplemental consolidating information is presented for purposes of
additional analysis and is not a required part of the consolidated 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 certain 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 America.
In our opinion, the information is fairly stated in all material respects in relation to the consolidated

financial statements as a whole.
%Z;fuj* M ! Cpwatts £

Knoxville, Tennessee
October 24, 2013



MOUNTAIN STATES HEALTH ALLIANCE

Consolidated Balance Sheets
(Dollars in Thousands)
June 30,
2013 2012
ASSETS
CURRENT ASSETS
Cash and cash equivalents $ 74,902 § 65,107
Current portion of investments - Note C 20,386 36,557
Patient accounts receivable, less estimated allowances
for uncollectible accounts of $49,449 in 2013 and
$52,696 in 2012 164,187 147,466
Other receivables, net 33,468 30,190
Inventories and prepaid expenses 31,073 28,810
TOTAL CURRENT ASSETS 324,016 308,130
INVESTMENTS, less amounts required
to meet current obligations 601,352 560,697
PROPERTY, PLANT AND EQUIPMENT, net 884,293 853,625
OTHER ASSETS
Goodwill 154,391 154,391
Net deferred financing, acquisition costs and
other charges 28,480 28,187
Other assets 46,544 39,975
TOTAL OTHER ASSETS 229415 222,553

$ 2,039,076 3§ 1,945,005
3




June 34,

2013 2012
LIABILITIES AND NET ASSETS
CURRENT LIABILITIES
Accrued interest payable $ 19,766 § 18,525
Current portion of long-term debt and capital lease
obligations 34,417 32,477
Current portion of estimated fair value of derivatives
-Note D - 10,395
Accounts payable and accrued expenses 94,302 108,870
Accrued salaries, compensated absences and amounts
withheld 63,665 55,589
Estimated amounts due to third-party payors, net 26,778 22,018
TOTAL CURRENT LIABILITIES 238,865 247,874
OTHER LIABILITIES
Long-term debt and capital lease obligations, less
current portion 1,090,348 1,048,098
Estimated fair value of derivatives, less current portion 8,185 8,986
Deferred revenue 2,216 3,134
Estimated professional liability self-insurance 8,758 9,344
Other long-term liabilities 17,721 16,822
TOTAL LIABILITIES 1,366,093 1,334,258
COMMITMENTS AND CONTINGENCIES -
Notes D, F, G,and N
NET ASSETS
Unrestricted net assets
Mountain States Health Alliance 490,414 436,388
Noncontrolling interests in subsidiaries 169,614 162,959
TOTAL UNRESTRICTED NET ASSETS 660,028 599,347
Temporarily restricted net assets
Mountain States Health Alliance 12,776 11,223
Noncontrolling interests in subsidiaries 52 50
TOTAL TEMPORARILY
RESTRICTED NET ASSETS 12,828 11,273
Permanently restricted net assets 127 127
TOTAL NET ASSETS 672,983 610,747
$ 2,039,076 $ 1,945,005
See notes to consolidated financial statements. 4



MGUNTAIN STATES HEALTH ALLIANCE

Consolidated Statements of Operations
(Doliars in Thousands)

Year Ended June 30,

2013

2012

Revenue, gains and support:
Patient service revenue, net of contractual allowances

and discounts 1,045,245 $ 1,075,050
Provision for bad debts (112,497) (122,917)
Net patient service revenue 932,748 952,133
Premium revenue 1,003 -
Net investment gain 40,980 9,734
Net derivative gain 7.118 1,317
Other revenue, gains and support 77,455 50,643

TOTAL REVENUE, GAINS AND SUPPORT 1,059,304 1,013,827
Expenses:
Salaries and wages 355,590 358,607
Physician salaries and wages 74,258 65,706
Contract labor 3,942 6,375
Employee benefits 74,590 69,600
Fees 105,891 97,959
Supplies 162,955 170,186
Utilities 16,857 17,289
Medical costs 1,039 -
Other 80,211 76,285
Loss on early extinguishment of debt - Note F - 2,636
Depreciation 78,941 73,060
Amortization 2,260 2,245
Interest and taxes 43,203 45,903
TOTAL EXPENSES 999,737 985,851
EXCESS OF REVENUE, GAINS AND SUPPORT

OVER EXPENSES AND LOSSES § 59,567 $ 27,976

See notes to consolidated financial statements. 5



MOUNTAIN STATES HEALTH ALLIANCE

Consolidated Statements of Changes in Net Assels

(Dollars in Thousands)
Year Ended June 30, 2013
Mountain States Noncontrolling
Health Alliance Interests Total
UNRESTRICTED NET ASSETS:
Excess of Revenue, Gains and Support
over Expenses and Losses $ 52,692 § 6875 § 59.567
Pension and other defined benefit plan adjustments (172) a7n) (343)
Net assets released from restrictions used for the
purchase of property, plant and equipment 1,506 - 1,506
Distributions to noncontrolling interests - (49) (49)
INCREASE IN UNRESTRICTED
NET ASSETS 54,026 6,655 60,681
TEMPORARILY RESTRICTED NET ASSETS:
Restricted grants and contributions 4,969 21 4,990
Net assets released from restrictions (3,416) (19) (3.435)
INCREASE IN TEMPORARILY
RESTRICTED NET ASSETS 1,553 2 1,555
INCREASE IN TOTAL NET ASSETS 55,579 6,657 62,236
NET ASSETS, BEGINNING OF YEAR 447,738 163,009 610,747
NET ASSETS,END OF YEAR  § 503,317 § 169,666 § 672,983




MOUNTAIN STATES HEALTH ALLIANCE

Consolidaied Statements of Changes in Net Assets - Continued

(Dollars in Thousands)
Year Ended June 30, 2012
Mountain States Noncontrolling
Health Alliance Interests Total
UNRESTRICTED NET ASSETS:
Excess (Deficit) of Revenue, Gains and Support
over Expenses and Losses $ 31,702 § (3,726) $ 27,976
Pension and other defined benefit plan adjustments (1,119) (1,115) (2,234)
Net assets released from restrictions used for the
purchase of property, plant and equipment 1,550 - 1,550
Distributions to noncontrolling interests - (324) (324
Repurchases of noncontrolling interests 3,860 (3,860) -
INCREASE (DECREASE) IN
UNRESTRICTED NET ASSETS 35,993 (9,025) 26,968
TEMPORARILY RESTRICTED NET ASSETS:
Restricted grants and confributions 3,860 39 3,809
Net assets released from restrictions (3,352) {46) (3,398)
INCREASE (DECREASE) IN TEMPORARILY
RESTRICTED NET ASSETS 508 [¢)) 501
INCREASE (DECREASE) IN
TOTAL NET ASSETS 36,501 (9,032) 27,469
NET ASSETS, BEGINNING OF YEAR 411,237 172,041 583,278
NET ASSETS, END OF YEAR § 447,738 § 163,009 $ 610,747

See notes to consolidated financial statements. 7



MOUNTAIN STATES HEALTH ALLIANCE

Consolidated Statements of Cash Flows
(Dollars in Thousands)

Year Ended June 30,
2013 2012
CASH FLOWS FROM OPERATING ACTIVITIES:
Increase in net assets $ 62,236 $§ 27,469
Adjustments to reconcile increase in net assets to
net cash provided by operating activities:
Provision for depreciation and amortization 81,786 75,717
Provision for bad debts 112,497 122,017
Loss on early extinguishment of debt - 2,636
Change in estimated fair value of derivatives (457) 6,198
Equity in net income of joint ventures, net (636) @79
Loss (gain) on disposal of assets 1) 446
Amounts received on interest rate swap settlements (6,661) (7,515)
Gain on escrow restructuring - Note F (13,847 (5,337)
Gain on swap settlement - Note D (3,020) -
Income recognized through forward sale agreements - (864)
Gain on termination of swaption and forward sale
agreements - Note D - (7,766)
Capital Appreciation Bond accretion and other 3,910 3,159
Restricted contributions (4,9%0) (3,899)
Pension and other defined benefit plan adjustments 343 2,234
Increase (decrease) in cash due to change in:
Patient accounts receivable (129,218) (138,996)
Other receivables, net (3,192) (3,501)
Inventories and prepaid expenses (2,263) 155
Trading securities (17,845) 107,593
Other assets (1,873) (2,733)
Accrued interest payable 1,181 (1,522)
Accounts payable and accrued expenses (20,263) 4,131
Accrued salaries, compensated absences and
amounts withheld 8,076 (2,211)
Estimated amounts due to third-party payers, net 4,757 3,247
Other long-term liabilities 556 236
Estimated professional liability self-insurance {586) (348)
Total adjustments 9,054 153,058
NET CASH PROVIDED BY OPERATING ACTIVITIES 71,290 180,527
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of property, plant and equipment (105,751) (132,890)
Purchases of land held for expansion (5,769) -
Additions to goodwill - (5,725)
Purchases of held-to-maturity securities (8,722) (9,516)
Net distribution from joint ventures and unconsolidated affiliates 732 882
Proceeds from sale of property, plant and equipment 335 1,881

NET CASH USED IN INVESTING ACTIVITIES (119,175)

(145,368)

8



Year Ended June 30,

2013 2012
CASH FLOWS FROM FINANCING ACTIVITIES:
Payments on long-term debt and capital lease obligations,
including deposits to escrow (75,066) (71,997
Payment of acquisition and financing costs (2,314) (2,742)
Proceeds from issuance of long-term debt and other
financing arrangements 117,085 67,451
Payment on termination of derivative agreements - Note D (7,375) (93,353)
Gain on escrow restructuring - Note F 13,847 5,337
Net amounts received on interest rate swap settlements 6,661 7,515
Restricted contributions received 4,842 4,969
NET CASH PROVIDED BY (USED IN) '
FINANCING ACTIVITIES 57,680 {82,820)
NET INCREASE (DECREASE) IN CASH
AND CASH EQUIVALENTS 9,795 (47,661)
CASH AND CASH EQUIVALENTS, beginning of year 65,107 112,768

CASH AND CASH EQUIVALENTS, end of year § 74,902 § 65,107

SUPPLEMENTAL INFORMATION AND NON-CASH TRANSACTIONS:
Cash paid for interest $ 37,023 §$ 41,168
Cash paid for federal and state income taxes $ 616 3 336

Construction related payables in accounts payable

and accrued expenses 3 11,598 $ 6,821
Property acquired through capital lease arrangement $ - 3 13,959
Payable on termination of forward sale agreements in accounts

payable and accrued expenses $ - 8 13,429
Land held for expansion placed in use $ - 3 1,610

During the year ended June 30, 2012, the Alliance refinanced previously issued debt of $174,547.

See notes to consolidated financial statements. Y



MOUNTAIN STATES HEALTH ALLIANCE

Noftes to Consolidated Financial Statemenis
(Dollars in Thousands)

Years Ended June 30, 2013 and 2012
NOTE A--ORGANIZATION AND OPERATIONS

Mountain States Health Alliance (the Alliance) is a tax-exempt entity with operations primarily
located in Washington, Sullivan, and Carter counties of Tennessee and Smyth, Wise, Dickenson,
Russell and Washington counties of Virginia. The initial funds for the establishment of the Alliance
in 1945 were provided by individuals and various institutions.

The primary operations of the Alliance consist of ten acute and specialty care hospitals, as follows:

Johnson City Medical Center (JCMC) - licensed for 658 beds

Indian Path Medical Center (IPMC) - licensed for 261 beds

Smyth County Community Hospital (SCCH) - licensed for 153 beds
Norton Community Hospital (NCH) - licensed for 129 beds
Sycamore Shoals Hospital (SSH) - licensed for 121 beds

Johnston Memorial Hospital (JMH) - licensed for 116 beds

Franklin Woods Community Hospital (FWCH) - licensed for 80 beds
Russell County Medical Center RCMC) - licensed for 78 beds
Dickenson Community Hospital (DCH) - licensed for 25 beds
Johnson County Community Hospital (JCCH) - licensed for 2 beds

L L] @ » L L] L] ® L]

The Alliance has a 50.1% interest in JMH. JMH is also the sole member of Abingdon Physician
Partners (APP), a non-taxable corporation that owns and manages physician practices.

The Alliance has a 50.1% interest in NCH. NCH is also the sole member or shareholder of DCH and
Norton Community Physician Services, LLC (NCPS), a taxable corporation that consists of
physician practices and a pharmacy and Community Home Care (CHC), a taxable corporation that
provides home medical equipment.

The Alliance has an 80% interest in SCCH. SCCH is the sole shareholder of Southwest Community
Health Services, Inc. (SWCH), a taxable entity that operates a pharmacy and provides other heaith
services.

The activities and accounts of JMH, NCH and SCCH sre included in the accompanying consolidated
financial statements.

The Alliance is the sole shareholder of Blue Ridge Medical Management Corporation (BRMM), a
for-profit entity that owns and manages physician practices and provides other healthcare services to
patients in Tennessee and Virginia. BRMM also operates as a medical office real estate developer by
owning, selling and leasing real estate to physician practices and other entities. BRMM is either the
sole shareholder, a significant shareholder, or member of the following consolidated organizations:

10



MOUNTAIN STATES HEALTH ALLIANCE

Notes to Consolidated Financial Statements - Continued
(Detlars in Thousands)

Years Ended June 30, 2013 and 2012
NOTE A-~-ORGANIZATION AND OPERATIONS - Continued

Mountain States Physician Group, Inc. (MSPG): A company that contracts with physicians to
provide services to BRMM physician practices.

Mountain States Properties, Inc. (MSPI): An entity that owns and manages certain real estate
(primarily medical office buildings) and provides rehabilitation and fitness services.

Mediserve Medical Equipment of Kingsport, Inc. (Mediserve): A company that provides durable
medical equipment services.

Kingsport Ambulatory Surgery Center (KASC) (d.b.a. Kingsport Day Surgery): A joint venture
operating as an outpatient surgery center which performs procedures primarily in otolaryngology,
orthopedics, ophthalmology, and general surgery. BRMM has a 43% cwnership of KASC and
maintains control over KASC through a management agreement. The accounts and activities of
KASC are included in the accompanying consolidated financial statements.

Piney Flats Urgent Care (PFUC): A for-profit entity that provides urgent care patient services.
BRMM has a 75% ownership of PFUC. The accounts and activities of PFUC are included in the
accompanying consolidated financial staternents.

Wilson Pharmacy, Inc. (Wilson): In August 2012, BRMM acquired Wilson, a company that owns
and operates retail pharmacies. BRMM purchased 100% of the total issued and outstanding
capital stock of Wilson for $8,114 and recognized goodwill of $5,725.

The Alliance is the primary beneficiary of the activities of Mountain States Foundation, Inc. (MSF),
a not-for-profit foundation formed to coordinate fundraising and development activities of the
Alliance. The Alliance is also the beneficiary of the Mountain States Health Alliance Auxiliary
(Auxiliary), a not-for-profit organization formed to coordinate volunteer activities of the Alliance.
The activities and accounts of MSF and the Auxiliary are included in the accompanying consolidated
financial statements.

The Alliance is a 99.6% shareholder of Integrated Solutions Health Network, LLC (ISHN). The
primary function of ISHN is to establish, operate and administer a provider-sponsored health care
delivery network. ISHN is the sole sharcholder of the following subsidiaries:

CrestPoint Health Insurance Company (CHIC): A for-profit insurance company licensed in the
State of Tennessee which provides network access and administration and third-party Medicare
administrator services. During 2013, CHIC entered into a risk-based contract with the Center for
Medicare & Medicaid Services (CMS) to provide or arrange for the provision of healthcare

11



MOUNTAIN STATES HEALTH ALLIANCE

Notes to Consolidated Financial Statements - Continued
(Dollars in Thousands)

Years Ended June 30, 2013 and 2012
NOTE A--ORGANIZATION AND OPERATIONS - Continued

services to senior citizens who have Medicare Part A, Medicare Part B and Medicare Part D
entitlements.

AnewCare Collaborative (AnewCare): A for-profit accountable care organization which began
participating in the CMS’s Medicare Shared Savings Program (MSSP) in July 2012.

NOTE B--SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation: The accompanying consolidated financial statements include the
accounts of the Alliance and its subsidiaries after elimination of all significant intercompany
accounts and transactions.

Noncontrolling Interests in Subsidiaries: The Alliance’s accompanying consolidated financial
statements include all assets, liabilities, revenues, expenses, and changes in net assets, including
amounts attributable to the noncontrolling interests. Noncontrolling interests represent the portion of
equity (net assets) in a subsidiary not attributable, directly or indirectly, to the Alliance. For the years
ending June 30, 2013 and 2012, the Alliance attributed an Excess (Deficit) of Revenue, Gains and
Support over Expenses and Losses of $6,875 and ($3,726), respectively, to the noncontrolling
interests in JMH, NCH, SCCH, KASC, PFUC and ISHN based on the noncontrolling interests’
respective ownership percentage.

Use of Estimates: The preparation of the consolidated 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 as of the date of the consolidated financial statements.
Estimates also affect the reported amounts of revenue and expenses during the reporting period.
Actual results could differ from these estimates.

Cash and Cash Equivalents: Cash and cash equivalents include all highly liquid investments witha
maturity of three months or less when purchased. Cash and cash equivalents designated as assets
limited as to use or uninvested amounts included in investment portfolios are not included as cash
and cash equivalents on the Consolidated Balance Sheets.

Investments: Investments as reported in the Consolidated Balance Sheets include trading securities
and held-to-maturity securities (Note C). The Financial Accounting Standards Board (FASB)
Accounting Standards Codification (ASC) 958-320, Investments — Debt and Equity Securities,
allows not-for-profit organizations to report in 3 manner similar to business entities by identifying
securities as available-for-sale or held-to-maturity and to exclude the unrealized gains and losses on

12



MOUNTAIN STATES HEALTH ALLIANCE

Notes to Consolidated Financial Statements - Continued
(Dollars in Thousands)

Years Ended June 30, 2013 and 2012 ‘ 3
NOTE B--SIGNIFICANT ACCOUNTING POLICIES - Continued

those securities from the Performance Indicator (as defined below). Investments which the Alliance
has the positive intent and ability to hold to maturity are considered as held-to-maturity.
Substantially all other investments are considered as trading securities.

On June 30, 2013, the Alliance determined that it no longer intended to hold certain of its held-to-
maturity investment portfolios to maturity and reclassified investments with an amortized cost of
$161,929 into the trading designation. As a result, the Alliance recognized net unrealized gains of
approximately $8,255 in the accompanying 2013 Consolidated Statement of Operations. The
investments that remain designated as held-to-maturity are limited as to use under a safekeeping
agreement or are otherwise unavailable for disposition.

Management annually evaluates investments designated as held-to-maturity and recognizes any
“other-than-temporary” losses as deductions from the Performance Indicator (as defined below).
Management’s evaluation considers the amount of decline in fair value, as well as the time period of
any such decline. Management does not believe any investment classified as held-to-maturity is
other-than-temporarily impaired at June 30, 2013.

Within the trading securities portfolio, all debt securities and marketable equity securities with
readily determinable fair values are reported at fair value based on quoted market prices. Investments
without readily determinable fair values are reported at estimated fair market value pursuant to
FASB ASC 825, Financial Instruments.

Realized gains and losses are computed using the specific identification method for cost
determination. Interest and dividend income is reported net of related investment fees.

Investments in joint ventures are generally reported under the equity method of accounting, which
approximates the Alliance’s equity in the underlying net book value, unless the ownership structure
requires consolidation. Other assets include investments in joint ventures of $2,057 and $2,153 at
June 30, 2013 and 2012, respectively. Subsequent to June 30, 2013, the Alliance liquidated a portion
of its investment in one joint venture (Note S).

Inventories: Inventories, consisting primarily of medical supplies, are stated at the lower of cost or
market.

Property, Plant and Equipment: Property, plant and equipment is stated on the basis of cost, or if
donated, at the fair value at the date of gift. Generally, depreciation is computed by the straight-line
method over the estimated useful life of the asset. Equipment held under capital lease obligations is
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amortized under the straight-line method over the shorter of the lease term or estimated useful life.
Amortization of buildings and equipment held under capital leases is shown as a part of depreciation
expense and accumulated depreciation in the accompanying consolidated financial statements.
Renewals and betterments are capitalized and depreciated over their useful life, whereas costs of
maintenance and repairs are expensed as incurred.

Interest costs incurred on borrowed funds during the period of construction of capital assets is
capitalized as a component of the cost of acquiring those assets. The amount capitalized is net of
investment earnings on assets limited as to use derived from borrowings designated for capital assets.

The Alliance reviews capital assets for indications of potential impairment when there are changes in
circumstances related to a specific asset. If this review indicates that the carrying value of these
assets may not be recoverable, the Alliance estimates future cash flows from operations and the
eventual disposition of such assets. If the sum of these undiscounted future cash flows is less than
the carrying amount of the asset, a write-down to estimated fair value is recorded. The Alliance did
not recognize any impairment losses during 2013 and 2012.

Other assets include property held for resale and property held for expansion of $20,220 and
$14,451, respectively, at June 30, 2013 and 2012. Property held for resale and property held for
expansion primarily represent land contributed to, or purchased by, the Alliance plus costs incurred
to develop the infrastructure of such land. Management annually evaluates its investment and
records non-temporary declines in value when it is determined the ultimate net realizable value is
less than the recorded amount. No such declines were identified in 2013 and 2012.

Goodwill: Goodwill represents the difference between the acquisition cost of assets and the
estimated fair value of net tangible and any separately identified intangible assets. In accordance
with ASC 350, Intangibles — Goodwill and Other, goodwill is evaluated for impairment at least
annually. The reporting unit for evaluation of the majority of the Alliance’s goodwill is the
aggregate acute-care operations. Management performed an evaluation of goodwill for impairment
considering qualitative and quantitative factors and does not believe it is more likely than not that
goodwill associated with any of its reporting units is impaired as of June 30, 2013.

Deferred Financing, Acquisition Costs and Other Charges: Other assets, including deferred
financing, acquisition costs and other charges, total $28,480 and $28,187 at June 30, 2013 and 2012,
respectively. Deferred financing costs are amortized over the life of the respective bond issue
principally using the average bonds outstanding method. Other intangible assets include licenses and
similar assets and are being amortized over the intangible’s estimated useful life under the straight-
line method.
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Prior to 2009, the Alliance routinely financed interest rate swap and other derivative transaction
issuance costs through modification of future settlement terms. As such, the unamortized issuance
costs of these derivatives are included as deferred financing costs in the accompanying Consolidated
Balance Sheets and are being amortized over the term of the respective derivative instrument. The
unpaid issuance costs are included as a part of the estimated fair value of derivatives in the
accompanying Consolidated Balance Sheets. Subsequent to 2009, interest rate swap and derivative
transaction issuance costs were expensed as incurred.

Derivative Financial Instruments: As further described in Note D, the Alliance is a party to various
interest rate swaps. These financial instruments are not designated as hedges and have been
presented at estimated fair market value in the accompanying Consolidated Balance Sheets as either
current or long-term liabilities, based upon the remaining term of the instrument. Changes in the
estimated fair value of these derivatives are included in the Consolidated Statements of Operations as
part of net derivative gain.

Estimated Professional Liability Self-Insurance and Other Long-Term Liabilities: Self-insurance
liabilities include estimated reserves for reported and unreported professional liability claims (Note
(3) and are recorded at the estimated net present value of such claims. Other long-term liabilities
include contributions payable and obligations under deferred compensation arrangements, a defined
benefit pension plan, a post-retirement employee benefit plan as well as other liabilities which
management estimates are not payable within one year,

Net Patient Service Revenue/Receivables: Net patient service revenue is reported on the accrual
basis in the period in which services are provided at the estimated net realizable amounts, including
estimated retroactive adjustments under reimbursement agreements with third-party payers.
Retroactive adjustments are accrued on an estimated basis in the period the related services are
rendered and adjusted in future periods as final settlements are determined. The Alliance’s revenue
recognition policies related to self-pay and other types of payers emphasize revenue recognition only
when collections are reasonably assured.

Patient accounts receivable are reported net of both an estimated allowance for uncollectible
accounts and an estimated allowance for contractual adjustments. The contractual allowance
represents the difference between established billing rates and estimated reimbursement from
Medicare, Medicaid, TennCare and other third-party payment programs. Current operations include
a provision for bad debts in the Consolidated Statements of Operations estimated based upon the age
of the patient accounts receivable, historical writeoffs and recoveries and any unusual circumstances
(such as local, regional or national economic conditions) which affect the collectibility of
receivables, including management’s assumptions about conditions it expects to exist and courses of
action it expects to take. Additions to the allowance for uncollectible accounts result from the
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provision for bad debts. Patient accounts written off as uncollectible are deducted from the
allowance for uncollectible accounts.

For uninsured patients that do not qualify for charity care, the Alliance recognizes revenue on the
basis of discounted rates under the Alliance’s self-pay patient policy. Under the policy, a patient who
has no insurance and is ineligible for any government assistance program has his or her bill reduced
to the amount which generally would be billed to a commercially insured patient.

The Alliance’s policy does not require collateral or other security for patient accounts receivable.
The Alliance routinely accepts assignment of, or is otherwise entitled to receive, patient benefits
payable under health insurance programs, plans or policies.

Charity Care: The Alliance accepts all patients regardless of their ability to pay. A patient is
classified as a charity patient by reference to certain established policies of the Alliance and various
guidelines outlined by the Federal Government. These policies define charity as those services for
which no payment is anticipated and, as such, charges at established rates are not included in net
patient service revenue. The estimated direct and indirect cost of providing these services totaled
approximately $24,354 and $24,709 in 2013 and 2012, respectively. Such costs are determined
using a ratio of cost to charges analysis with indirect cost allocated.

In addition to the charity care services described above, the Alliance provides a number of other
services to benefit the poor for which little or no payment is received. Medicare, Medicaid,
TennCare and State indigent programs do not cover the full cost of providing care to beneficiaries of
those programs. The Alliance also provides services to the community at large for which it receives
little or no payment.

Excess (Deficit) of Revenue, Gains and Support Over Expenses and Losses: The Consolidated
Statements of Operations and the Consolidated Statements of Changes in Net Assets includes the
caption Excess (Deficit) of Revenue, Gains and Support Over Expenses and Losses (the Performance
Indicator). Changes in unrestricted net assets which are excluded from the Performance Indicator,
consistent with industry practice, include contributions of long-lived assets or amounts restricted to
the purchase of long-lived assets, certain pension and related adjustments, and transactions with
noncontrolling interests.

Income Taxes: The Alliance is classified as an organization exempt from income taxes under
Section 501(c)(3) of the Internal Revenue Code. As such, no provision for income taxes has been
made in the accompanying consolidated financial statements for the Alliance and its tax-exempt
subsidiaries. Taxable entities account for income taxes in accordance with FASB ASC 740, Income
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Taxes (Note L). The Alliance has no significant uncertain tax positions at June 30, 2013 and 2012,
At June 30, 2013, tax retumns for 2009 through 2013 are subject to examination by the Internal
Revenue Service.

Temporarily and Permanently Restricted Net Assets: Temporarily restricted net assets are those
whose use has been limited by donors to a specific time period or purpose. When a donor or time
restriction expires; that is, when a stipulated time restriction ends or purpose restriction is fulfilled,
temporarily 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
restrictions. The Alliance’s policy is to net contribution and grant revenues against related expenses
and present such amounts as a part of other revenue, gains and support in the Consolidated
Statements of Operations. Permanently restricted net assets have been restricted by donors to be
maintained by the Alliance in perpetuity.

Premium Revenue: Premiums earned include premiums from individuals and Medicare. Medicare
revenue includes premiums based on predetermined prepaid rates under Medicare risk contracts.
Premiums are recognized in the month in which the members are entitled to health care services.
Premiums collected in advance are deferred and recorded as unearned premium revenue. Premium
deficiency losses are recognized when it is probable that expected future claim expenses will exceed
future premiums on existing contracts. CHIC evaluated the need for a premium deficiency reserve
and recorded an estimated reserve of $1,500 at June 30, 2013,

Medicare Shared Savings Program (MSSP): AnewCare, an Accountable Care Organization (ACO),
participates in CMS’s Medicare Shared Savings Program which is designed to facilitate coordination
and cooperation among providers to improve the quality of care for Medicare beneficiaries and
reduce unnecessary costs. ACOs participating in the program are assigned beneficiaries by CMS and
are entitled to share in the savings if they are able to lower growth in Medicare Parts A and B fee-for-
service costs while meeting performance standards on quality of care. The program is based on
performance periods, the first of which specific to AnewCare is the period of July 2012 to December
2013. Utilizing statistical data and the methodology employed by CMS, AnewCare has estimated
and recognized $2,644 of net shared savings through June 30, 2013. Variability is inherent in the
estimation methodology and due to uncertainties in the estimation; it is probable that management’s
estimates of shared savings, if any, will change by the end of the performance period, and such
change could be significant.

Electronic Health Record Incentives: The American Recovery and Reinvestment Act of 2009
(ARRA) provides for incentive payments under the Medicare and Medicaid programs for certain
hospitals and physician practices that demonstrate meaningful use of certified electronic health
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record (EHR) technology. The incentive payments are calculated based upon estimated discharges,
charity care and other input data and are predicated upon the Alliance’s attainment of program and
attestation criteria and are subject to regulatory audit. During the years ending June 30, 2013 and
2012, the Alliance recognized EHR incentive revenues of $22,474 and $4,894, respectively,
comprised of $17,340 of Medicare revenues in 2013 and $5,134 and $4,894 of Medicaid revenues in
2013 and 2012, respectively. EHR incentive revenues are included in other revenue, gains and
support in the accompanying Consolidated Statements of Operations.

The Alliance incurs both capital expenditures and operating expenses in connection with the
implementation of its various EHR initiatives. The amount and timing of these expenditures does not
directly correlate with the timing of the Alliance’s receipt or recognition of the EHR incentive

payments.

Medical Costs: The cost of health care services is recognized in the period in which services are
provided. Medical costs include an estimate of the cost of services provided to CHIC members by
third-party providers, which have been incurred but not provided to CHIC. The estimate for incurred
but not reported claims is based on actuarial projections of costs using historical paid claims and
industry data. Due to uncertainties in the estimation, it is at least reasonably possible that
management’s estimates of incurred but not reported claims will change in 2014, although the
amount of the change cannot be estimated.

Fair Value Measurement: The Alliance had previously adopted FASB ASC 820, Fair Value
Measurements and Disclosures, which defines fair value, establishes a framework for measuring fair
value under generally accepted accounting principles and expands disclosures about fair value
measurements.

Subseguent Events: The Alliance evaluated all events or transactions that occurred after June 30,
2013, through October 24, 2013, the date the consolidated financial statements were available to be
issued. During this period management did not note any material recognizable subsequent events
that required recognition or disclosure in the June 30, 2013 consolidated financial statements, other
than as discussed in Note S.

Reclassifications: Certain 2012 amounts have been reclassified to conform with the 2013
presentation in the accompanying consolidated financial statements. Prior to 2013, the Alliance
classified only those activities directly associated with its mission of providing healthcare services,
as well as other activities deemed significant to its operations, as operating activities. In 2013, the
Alliance no longer presents an intermediate measure of operating income (loss) and the 2012
Consolidated Statement of Operations has been reformatted to be consistent with this presentation.
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NOTE C--INVESTMENTS

Assets limited as to use are summarized by designation or restriction as follows at June 30:

Designated or restricted:
Under safekeeping agreements and other
By Board for capital improvements
Under bond indenture agreements:
For debt service and interest payments
For capital acquisitions

Less: amount required to meet current obligations

Assets limited as to use consist of the following at June 30:

Cash, cash equivalents and money market funds
U.S. Government securities

U.S. Agency securities

Cotporate and foreign bonds

Municipal obligations

Trading securities consist of the following at June 30:

Cash, cash equivalents and money market funds
U.S. Government securities

U.S. Agency securities

Corporate and foreign bonds

Municipal obligations

Preferred and asset backed securities

U.S. equity securities

Mutual funds

Other

2013 2012
10,350 $ 24,026
- 4
60,823 77,602
36,989 29,578
108,162 131,210
(20,386) (36,557)
87,776 $ 94,653

2013 2012
57,190 $ 80,304
11,164 8,582
30,407 40,398
7,530 -
1,871 1,926
108,162 $ 131210

2013 2012
9,488 § 5,186
18,481 10,697
19,620 26,165
172,350 52,581
17,749 961
3,491 11,183
10,944 28,344
186,028 141,968
37,353 34,880
475,504 $ 311,965
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Held-to-maturity securities (other than assets limited as to use) are carried at amortized cost and
consist of the following at June 30:

2013 2012
Cash, cash equivalents and money market funds $ 75 8 298
Corporate and foreign bonds 33,060 138,232
Municipal obligations 4,937 15,549

$ 38,072 § 154,079

Held-to-maturity securities had gross unrealized gains and losses of $15 and $1,421, respectively, at
June 30,2013 and $11,432 and $33, respectively at June 30, 2012. At June 30,2013 and 2012, the
Alliance held no securities within the held-to-maturity portfolio which had been at an unrealized loss
position for over one year. At June 30, 2013, the contractual maturities of held-to-maturity securities
were $2,702 due in one year or less, $17,923 due from one to five years and $17,447 due after five
years. At June 30, 2012, the contractual maturities of held-to-maturity securities were $11,225 due in
one year or less, $67,532 due from one to five years and $75,322 due after five years.

The net investment gain is comprised of the following for the years ending June 30:

2013 2012
Interest and dividend income, net of fees $ 13,881 § 15,213
Net realized (losses) gains on the sale of securities 3,074 (2,595)
Change in net unrealized gains on securities 24,025 (2,884)
$ 40,980 § 9,734

At June 30, 2013 and 2012, the Alliance held investments in certain limited partnerships and hedge
funds with a recorded value of $37,353 and $34,880, respectively, that have a wide range of
investment strategies with various levels of risk. These funds are included within trading securities
and do not have readily determinable fair values. The funds are reported at estimated fair market
value pursuant to FASB ASC 825, Financial Instruments.

NOTE D--DERIVATIVE TRANSACTIONS
The Alliance is a party to a number of derivative transactions. These derivatives have not been

designated as hedges and are valued at estimated fair value in the accompanying Consolidated
Balance Sheets. Management’s primary objective in holding such derivatives is to introduce a
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variable rate component into its fixed rate debt structure. Under the terms of these agreements,
changes in the interest rate environment could have a significant effect on the Alliance, Deferred
financing and acquisition costs, net of amortization, include $5,791 and $6,135 at June 30,2013 and
2012, respectively, related to these swaps.

These derivative agreements require that the Alliance post additional collateral for the derivatives’
fair market value deficits above specified levels. As of June 30,2013, the Alliance was not required
to post additional collateral. Such investments totaling $13,809 are included as assets limited as to
use in the accompanying 2012 Consolidated Balance Sheet.

The following is a summary of the interest rate swap agreements at June 30, 2013 and 2012:

Notional Payments by: Estimuated Fair Value
Amount Term Counterparty Receive Pay 2013 2012
$ 170,000  4/2008-4/2026 Bank of 1.27% 7/2012-4/2013 0.00% $ 3,895 % 3,500
America, Merrill 1.07% 5/2013-6/2013
Lynch
95,000 4/2008-4/2026 Bank of 1.27% 7/2012-4/2013 0.00% 2,205 1,983
America, Merrill 1.08% 5/2013-6/2013
Lynch
173,030 4/2008-4/2034 Bank of 1.32% 7/2012-4/2013 0.00% (710) (513)
America, Merill 1.12% 5/2013-6/2013
Lynch
82,055 12/2007-7/2033 Bank of 67% USD-LIBOR- 0.312%+ (9,322) (9,520)
America, Merrill - BBA USD-SIFMA
Lynch
50,000 2/2008-7/2038 Bank of 67% (USD-LIBOR- USD-SIFMA 4,218) (3,895)
America, Merrill  BBA +0.15%)
Lynch
21,400  7/2007-7/2015 Bank of 1.05% + 4.50% 35 (320)
America, Merill USD-SIFMA
Lynch
5,524 Various Varions Various Various (70) (221)

§ (8,185) § (8,986)

21



MOUNTAIN STATES HEALTH ALLIANCE

Nates to Consolidated Financial Statements - Continued
(Dollars in Thousands)

Years Ended June 30, 2013 and 2612
NOTE D--DERIVATIVE TRANSACTIONS - Continued

The terms of five of these agreements were modified without settlement during 2013. No gain or
loss was realized as a result of the modifications although such modifications did impact the
estimated fair value of the interest rate swaps as of June 30, 2013.

The net investment derivative gain is comprised of the following for the years ending June 30:

2013 2012
Settlement income and other $ 6,661 $ 7,515
Change in estimated fair value 457 (6,198)
$ 7,118 § 1,317

These fair values are based on the estimated amount the Alliance would receive, or be required to
pay, to enter into equivalent agreements at the valuation date and include an estimated credit value
adjustment. The fair value of various derivatives are netted on the Consolidated Balance Sheets
based on management’s evaluation of the settlement provisions in the master contract. Gross
positions of these derivatives are indicated in the table above. Due to the nature of these financial
instruments, such estimates of fair value are subject to significant change in the near term.

The Alliance was previously a party to a total return swap with Lehman Brothers as the counterparty.
Lehman Brothers filed for bankruptcy in September 2008. The Alliance subsequently received
notification from Lehman Brothers Special Financing, Inc. indicating the intent of the counterparty to
terminate this agreement effective January 1, 2009. The Alliance and Lehman Brothers Special
Financing, Inc. were unable to reach a settlement agreement at the time the swap was terminated. An
estimated liability related to the agreement of $10,395 was recognized by the Alliance at June 30,
2012. In addition, a third party held investments with a fair market value of approximately $13,809,
at June 30, 2012, as collateral. In 2013, the parties reached a settlement agreement and in full
settlement of the liability, the Alliance paid the counterparty $7,375 from the funds held as collateral
and the remaining collateral was returned to the Alliance. A gain of approximately $3,020 was
recognized on the settlement, which is included within other revenue, gains and support in the
accompanying 2013 Consolidated Statement of Operations.

In June 2004, the Alliance entered into an agreement with Bear Stearns (acquired by JP Morgan)
whereby Bear Stearns purchased from the Alliance an option to enter into an interest rate swap
agreement (swaption) with the Alliance beginning July 1, 2011. During 2012, the counterparty
expressed their intent to exercise the swaption on January 1, 2012 and the Alliance exercised its right
to terminate the swaption at its fair market value. To effectuate the termination, the Alliance
transferred $93,353 of a Guaranteed Investment Contract (GIC), to the third party as a termination
payment. A gain of $3,058 was recognized on the termination, which is included within other
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revenue, gains and support in the accompanying 2012 Consolidated Statement of Operations. Net
derivative gain in the accompanying 2012 Consolidated Statement of Operations includes an
unrealized loss of $4,676 related to this derivative, prior to termination.

Also in June 2004, the Alliance entered into two related forward sale agreements with the
counterparty to the swaption agreements and the Master Trustee of the Series 2000 Bonds. In June
2012, the Alliance and the counterparty terminated the agreements. To effectuate the termination,
the Alliance agreed to pay $13,429 to the counterparty. The termination payable is included in
accounts payable and accrued expenses in the accompanying 2012 Consolidated Balance Sheet. The
Alliance recognized a gain of $4,708 on the termination of these agreements, which is included
within other revenue, gains and support in the accompanying 2012 Consolidated Statement of
Operations.

NOTE E--PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment consist of the following at June 30:

2013 2012

Land $ 60,180 § 57,525
Buildings and leasehold improvements 718,489 661,146
Property and improvements held for leasing 77,767 74,914
Equipment 664,469 571,774
Buildings and equipment held under capital lease 671 20,540
1,521,576 1,385,899

Less: Allowances for depreciation and amortization (704,002) (626,552)
817,574 759,347
Construction in progress (Note N) 66,719 94,278

$ 884,293 § 853,625

Accumulated depreciation and amortization on property and improvements held for leasing purposes
is $25,146 and $22,951 at June 30,2013 and 2012, respectively. Net interest capitalized was $4,163
and $3,110 for the years ended June 30, 2013 and 2012, respectively.

During 2012, the Alliance executed an Amendment and Mutual Release Agreement with a vendor
whereby the Alliance waived its right to take any action with respect to prior contracts in exchange
for professional services in future periods, primarily related to accelerated deployment of information

23



MOUNTAIN STATES HEALTH ALLIANCE

Notes to Consolidated Financial Stafements - Continued
(Dollars in Thousands)

Years Ended June 30, 2013 and 2012
NOTE E--PROPERTY, PLANT AND EQUIPMENT - Continued

systems. The Alliance recognized approximately $3,386 and $3,799 in 2013 and 2012 as additions
to property, plant and equipment with an offsetting gain related to the agreed-upon value of such
professional services. The Alliance anticipates recognition of additional amounts in future periods as

such services are provided.

NOTE F--LONG-TERM DEBT AND OTHER FINANCING ARRANGEMENTS

Long-term debt and capital lease obligations consist of the following at June 30:

Ealance
Dezcription Maturities Rotes 2013 2012

2012A Hospital Revenue Bends, net of $55,000 uningured term bonds, dus August 15, 2042, 5.00% % 56,817 § -

unamortized premium of $1,817 ut June 30, subject to carly redemption

2013

28128 Hospite! Revagus Bonds $28,095 uninsured term bonds, due Avgust 15, 2042, Varisble, 0.06% 28,095 -
subject to early redemption or tander st June 30, 2013

2612C Hospita! Revenus Boods $9,785 uninsured term bonds, dus August 15,2042, VYariable, 0.06% 9,785 -
subject to early redemption or tender at Jume 3G, 2013

2011A Hospital Revenoe Bonds $61,185 uninsured term bonds, due July 1, 2033, subject VYarisble, 0.06% 61,185 65,260
to exely redempiion or tender at Jone 30, 2013

20118 Hospital Revenue Bonds 320,000 uningared term bonds, due Joly 1, 2033, subjoct Variable, 0.06% 20,000 20,600
to eexly redemption or tender at June 30, 2013

2011C Hospital Revenus Bonda $48,574 uninsured teem bonds, due July 1, 2031, subjoct Varizble, 0.06% 48,974 49,875
to early redemption or tender at June 30, 2013

20111 Hospital Revenue Bonds §60,705 uninsared term bonds, due July 1, 2031, subject Varishle, 0.06% 60,705 £0,705
o eaely redemption oc tender &t June 30, 2013

2011E Taxsble Bonds $15,560 uninsured torm bonds, due July 1, 2026, subject Varisble, 0.17% 15,950 15,960
to early redsmption or tendex at June 30, 2013

2011 Hospital Facility Reveous Refinding and  $23,095 uninsured term bonds, due July 1, 2033, subjent Varishle, 1.14% 23,095 24,870

Improvement Bonds (JME) 1o early redemption or tender 2t June 30, 2013

2010A Hosplis] Revenus Bonds, net of $28,780 uninsured serially, through 2020 3.00% to 5.00% 159,023 162,952

wnsmortized premium of §978 and $1,017 &t $14,985 uninsured term bonds, due July 1, 2025 5385

Jute 30, 2013 and 2012, respectively $15,230 uninsured teem bonds, due July 1, 2030 5.63%
$35,570 uninsured term bonds, dus July 1, 2038 8.50%
$55,480 uninsured teem bonds, due July 1, 2038 6.00%

2010B Hospital Revenus Bonds, net of $20,295 uninsured serially, through 2020 2.50% to 5.00% 23,526 33,128

wnarnartized premiom of §626 end $669 st June  $4,355 uninsured term bonde, due July 1, 2023 5.00%

38, 2013 and 2012, respectively $4,250 uninsured term bonds, doe July 1, 2028 5.50%

2009 A Hospital Revenue Bonds, net of $655 vninsured form bonds, due July 1, 2019 7.25% 5,377 5,443

wnammortized discount of $113 and $117 8t June  $1,730 nminsured term bonds, due July 1, 2029 7.50%

30, 2013 rnd 2012, respectively §3,105 uniosured term bonds, due July 1, 2038 7.25%

20098 Hospital Revenue Bonds §5,470 uninsured term bonds, due July 1, 2038 8.00% 5470 5,535

2009C Hospital Revenus Bonds, net of $18,800 uninsnred teren bonds, due July 1, 2018 7.25% 111,408 113,621

unsmortized discount of $2,246 sod $2,234 8¢ §20,000 uninsured teren bonds, due Joly 1, 2029 7.50%

June 36, 2013 and 2012, respectively $74,855 unineored term bonds, due July 1, 2038 7.75%

2008A Hospitel Revenve Bonds §13,245 uninsured torm bonds, due July 1, 2038, subject Varisble, 0.06% 13,245 13,245
to early redemnption or tender st Yune 30, 2013

20088 Hospital Revemue Bonds §51,965 uninsnred oren bonds, dus July 1, 2038, subject Vasisble, 0.06% 51,565 52,930
o early redemmption or tender st June 30, 2013

20078 Taxsble Hospital Revenue Bands, sub-  $123,335 uninsured tevm bonds, dus July 1, 2033, subject Verighls, 123,335 156,760

sevies B-1 end B-2 1o early redemptinn or tender, sub-serioe B-3 redsomed in 0.17% 0 0.18%
2013 ut June 30, 2013
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Gustanding Bolgnce
Description Maturities Rates 2013 2012
2006A Hospital First Mortgags Rovenue §5,295 uninsured serially, through 2019 5.00% 168,485 165,136
Bonds, net of wnamortized premium of $135 $7,375 uninsured ters bonds, dos July 1, 2026 5.25%
and §141 at ime 30, 2013 and 2012, $20,505 uninsured torm bonds, dus July 1, 2031 5.50%
rosportively $135,175 vninsured term bonds, dus July 1, 2036 5.50%
2001 A Hospital First Mortgsgs R Bonds  §21,400 term bonds, due July 1, 2026, subject to eatly 4.50% 21,400 22,300
redemption or tender
2000A Hospital First Mortgage Revenue $34,645 ingured Capital Appreciation Bonds, intrrest and 6.63% 34,645 32,831
Refunding Bonds principal doe Jaly 1, 2026 through 2030
2000C Hospitel First Mortgage Revenue Bonds  $32,040 insured term bonds, due July 1, 2026 8.50% 32,040 33,230
2000D First Mortgage Taxeble Bonds $13,800 insured term bonds, dus July 1, 2026 8.50% 13,800 14,315
Capitalized leass obligations sscured by Various monthly payments of principal 2nd interost Various 1,240 1,645
eguipment
$1,593 note paysble, d by equipment Various annus! principa! payments through July 2014 Unspecified 896 1,343
Capitalizsd lease obligati d by medicsl  Lease was paid-off in 2013 NA . 15,498
office building (JMH)
Master install p ¢ agr t Various quartesly paymonts through May 2014 Unepeoified 2,326 4,438
Magter install p g d  Various quarterly payments through May 2014 Unspeoified 1,503 3,032
by equipment
$1,640 note payable, secured by land Monthly principal psyments of $10 through maturity in Unspeoified 1,640 1,870
Tuly 2015
$985 in promissory notes secured by sssets of  Varions monthly principal and interest payments throngh 3.00% -3.75% 985 1,052
Emamaus Commumity Healthcare, LLC 2019
$17,607 term note Manthly principal and interest peyments of $60 beginning Variable, 1,14% 17,607 -
November 2012 maturing Seplomber 2015; remaining at funo 30, 2013
pritcipal due October 2015
$4,238 in notes payable, secured by lend Annus! priveipsl pey of $215 beginning October Varigble, 0.19% 4,238 -
2013 mataring October 2015; remsining principal dos ut Jane 30, 2013
QOctober 2016. Intercat is paysble monthly,
1,124,765 1,080,575
Less curreut portion (34417 (32,4771

$ 1090348 5 1,048,008

Series 2012 Bonds: In September 2012, the Alliance issued $55,000 (Series 2012A) fixed rate and
$28,095 (Series 2012B) variable rate tax-exempt Hospital Revenue Bonds through The Health and
Educational Facilities Board of the City of Johnson City, Tennessee, and $9,785 (Series 2012C)
variable rate tax-exempt Hospital Revenue Bonds through the Industrial Development Authority of
Wise, Virginia (collectively, the Series 2012 Bonds). The proceeds from the Series 2012A Bonds
will be used to finance a surgery center project at JCMC and pay issuance costs related to these
Bonds. The proceeds from the Series 2012B and 2012C Bonds will be used to finance or refinance
capital improvements and equipment acquisitions and to pay issuance costs associated with these
Bonds. The timely payment of the Series 2012B and Series 2012C Bonds is secured by irrevocable
transferable direct-pay letters of credit which expire September 17, 2015.

Series 2011 Bonds: In October 2011, the Alliance issued $65,260 (Series 2011A) and $20,000
(Series 2011B) variable rate tax-exempt Hospital Revenue Bonds through The Health and
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Educational Facilities Board of the City of Johnson City, Tennessee, $49,875 (Series 2011C) and
$60,705 (Series 2011D) variable rate tax-exempt Hospital Revenue Bonds through the Industrial
Development Authority of Smyth, Virginia and $15,960 (Series 201 1E) variable rate Taxable Bonds
{collectively, the Series 2011 Bonds). The proceeds from the Series 2011A and Series 20118 Bonds
were used to finance certain capital acquisitions in the State of Tennessee and pay issuance costs
related to these Bonds. The proceeds from the Series 2011C and 2011D Bonds were used to
refinance the 2001 NCH Hospital Refunding and Improvement Revenue Bonds, finance capital
acquisitions for NCH, JMH and SCCH and to pay issuance costs associated with these Bonds. The
Series 2011E Bond proceeds were used to refinance certain capital acquisitions of SCCH and
BRMM and pay issuance costs. The timely payment of the Series 2011 Bonds is secured by a letter
of credit which expires October 19, 2014.

In November 2011, JMH issued $24,870 (JMH Series 2011) variable rate tax-exempt Hospital
Facility Revenue Refunding and Improvement Bonds through the Industrial Development Authority
of Smyth County. The proceeds from the JMH Series 2011 Bonds were used to refinance the 1998
Hospital Refunding and Improvement Revenue Bonds, refinance existing indebtedness incurred to
finance capital acquisitions and to pay issuance costs associated with the Bonds.

Series 2010 Bonds: In April 2010, the Alliance issued $168,080 (Series 2010A) and $35,935 (Series
2010B) fixed rate Hospital Refunding Revenue Bonds (collectively, the Series 2010 Bonds).
Proceeds of the Series 2010A and the Series 2010B Bonds were used to refinance outstanding
indebtedness, specifically related to the Alliance’s facilities in Tennessee and in Virginia,
respectively, fund debt service reserve funds and pay costs of issuance.

Series 2009 Bonds: In March 2009, the Alliance issued $5,560 (Series 2009A), $5,535 (Series
2009B) and $115,955 (Series 2009C) fixed rate Hospital Revenue Bonds (collectively, the Series
2009 Bonds). The proceeds of Series 2009 Bonds were used to refinance a portion of the outstanding
Series 2006C Taxable Notes, which were originally issued to finance a capital commitment to SCCH
and purchase certain leased assets, finance the acquisition of a majority ownership in JMH, fund a
debt service reserve fund and pay costs of issuance. The portion of the 2006C taxable notes which
were not refinanced with the Series 2009 Bonds were repaid with cash on hand.

Series 2008 Bonds: In February 2008, the Alliance issued $72,770 (Series 2008A) and $54,230
(Series 2008B) variable rate Hospital Revenue Bonds (collectively, the Series 2008 Bonds). The
proceeds of Series 2008 Bonds were primarily used to finance certain future capital projects for the
Alliance’s hospital facilities and for the repayment of previously issued 2008 Taxable Notes used for
the acquisition of RCMC. The payment of principal and interest on the Series 2008 Bonds and the
purchase price of any tendered bonds on each series are secured by a separate, irrevocable,
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transferable, direct-pay letter of credit. A portion ($59,525) of the Series 2008 A Bonds were repaid
from proceeds of the Series 2010 Bonds.

Series 2007 Bonds: In December 2007, the Alliance issued $104,355 (Series 2007A), $327,170
(Series 2007B taxable) and $36,575 (Series 2007C) variable rate Hospital Revenue Bonds
(collectively, the Series 2007 Bonds). The proceeds of Series 2007 Bonds were primarily used to
early extinguish a portion of the outstanding Series 2000A Bonds, all of the outstanding 2000B
Bonds, all of the outstanding Series 1994 Bonds, and all of the outstanding Series 2006B Bonds; to
finance the acquisition of 38 majority ownership in NCH, and to finance certain capital improvements
and equipment acquisitions for the Alliance’s hospital facilities. A portion of the outstanding Series
2007A ($91,685) and Series 2007C ($32,840) Bonds were repaid from proceeds of the Series 2010
Bonds.

During 2012, the Alliance redeemed $115,135 of the Series 2007B-1 Bonds and $29,405 of the
Series 2007B-3 Bonds. The Alliance redeemed $26,530 of the Series 2007B-3 Bonds during 2013.
The payment of principal and interest on the outstanding Sub-Series 2007B Bonds and the purchase
price of any tendered bonds on each series are secured by a separate, irrevocable, transferable, direct-
pay letter of credit.

Series 2006 Bonds: During 2006, the Alliance issued $173,030 Hospital First Mortgage Revenue
Bonds (Series 2006A) and $66,500 Hospital First Mortgage Variable Rate Revenue Bonds (Series
2006B). The proceeds from the sale of the Series 2006A Bonds were used to finance certain future
and prior capital projects for the Alliance’s hospital facilities and to refund certain existing
indebtedness, specifically the Series 2001B Bonds (discussed below) and certain existing short and
intermediate term loans and leases, as well as fund a debt service reserve fund. The Series 20068
Bond proceeds were substantially used to refund the remaining outstanding principal of the Series
2001B Bonds and establish a debt service reserve fund.

Series 2001 Bonds: During 2001, the Alliance issued $26,000 Hospital First Mortgage Revenue
Bonds (Series 2001A). The Alliance redeemed the 2001 A Bonds and released a new Series 2001A
to Bank of America Merrill Lynch during 2012.

Series 2000 Bonds: The Hospital First Mortgage Revenue Refunding (Series 2000A Bonds) and
First Mortgage Revenue Refunding Bonds (Series 2000B Bonds), were used to advance refund
previously existing indebtedness as well as fund a required debt service reserve fund. The Hospital
First Mortgage Revenue Bonds (Series 2000C Taxable Bonds) were used to refinance certain
mortgage indebtedness of BRMM, and to refund other previously existing indebtedness. The
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proceeds from the sale of the First Mortgage Bonds (Series 2000D Taxable Bonds) were used
primarily to fund working capital for the Alliance.

The Series 2000A Bonds included at issue date $14,680 of insured Capital Appreciation Bonds.
Such bonds bear a 0% coupon rate and have a yield of 6.625% annually. The Alliance recognizes
interest expense and increases the amount of outstanding debt each year based upon this yield. Total
principal and interest due at maturity (2026 through 2030) is $93,675.

Derecognized Bonds: The advance refunding of previously issued debt requires funds to be placed
in irrevocable trusts in order to satisfy remaining scheduled principal and interest payments.
Management, upon advice of legal counsel, believes the amounts deposited in such irrevocable trust
accounts have contractually relieved the Alliance of any future obligations with respect to this debt,
and the debt and escrowed securities are not considered liabilities or assets of the Alliance.
Therefore, such debt has been derecognized. Debt outstanding and not recognized in the
Consolidated Balance Sheet at June 30, 2013 due to previous advance refundings of the Series
2000A Bonds, Series 2000B Bonds, Series 1998C Bonds, and Series 1991 Bonds, totaled
approximately $213,060.

The assets placed in the irrevocable trust accounts are also not recognized as assets of the Alliance.
These assets consist primarily of various investments, as permitted by bond indentures and other
documents, including United States Treasury obligations, an investment contract with MBIA
Insurance Corporation (MBIA) in the original amount of $54,300, as well as the Series 2000C and
2000D Bonds which were purchased with the proceeds of the 2000A and 2000B Bonds specifically
for the purpose of utilizing the Series 2000C and 2000D Bonds in the irrevocable trust. Therefore,
certain of the assets held in the irrevocable trust accounts have future income streams contingent
upon payments by the Alliance.

The Alliance instructed the trustee of the 1998C Bonds to liquidate certain investments held in the
related irrevocable trust account and to redeem a portion of the 1998C Bonds with the proceeds from
the liquidation. The fair value of the liquidated assets exceeded the payment necessary to redeem the
1998C Bonds and the excess was paid to the Alliance. As a result of this transaction, the Alliance
recognized a net gain in 2013 and 2012 of $13,847 and $5,337, respectively, which is included in
other revenue, gains and support in the accompanying Consolidated Statements of Operations.

Variable Rate Issuances: The variable rate of interest on the Series 2012, Series 2011, Series 2008
and Series 2007 Bonds is determined weekly by the Remarketing Agent, as the rate equal to the
lowest rate which, in regard to general financial conditions and other special conditions bearing on
the rate, would produce as nearly as possible a par bid for the Bonds in the secondary market. Inno
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event shall the variable rate on the Bonds during any period where interest is calculated weekly
exceed the lesser of 12% annually or the maximum contract rate of interest permitted by the
applicable State of issue. The Alliance has the option, upon written approval of the holder of the
letters of credit, the Remarketing Agent and others, to convert to a medium-term rate period orto a
fixed rate.

Early Redemption: Essentially all of the Alliance’s bonds are subject to redemption prior to
maturity, including optional, mandatory sinking fund and extraordinary redemption, at various dates
and prices as described in the respective Bond indentures and other documents.

Other Bonds, Notes Payable and Financing Arrangements: The Alliance has granted a deed of trust
on JCMC and SSH to secure the payment of the outstanding Bonds. The Bonds are also secured
by the Alliance's receivables, inventories and other assets as well as certain funds held under
the documents pursuant to which the bonds were issued. The JMH Series 2011 Hogpital Refunding
and Improvement Revenue Bonds are secured by pledged revenues of JMH, as defined in the Credit
Apgreement,

The scheduled maturities and mandatory sinking fund payments of the long-term debt and capital
lease obligations (excluding interest), exclusive of net unamortized original issue discount and
premium, at June 30, 2013 are as follows:

Year Ending June 30,
2014 $ 34,417
2015 28,191
2016 45427
2017 32,290
2018 29,253
Thereafter 953,990
1,123,568
Net premium 1,197
$ 1,124,765

Certain members of the Alliance and JMH are each members of separate Obligated Groups. The
bond indentures, master trust indentures, letter of credit agreements and loan agreements related to
the various bond issues and notes payable contain covenants with which the respective Obligated
Groups must comply. These requirements include maintenance of certain financial and liquidity
ratios, deposits to trustee funds, permitted indebtedness, use of facilities and disposals of property.
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These covenants also require that failure to meet certain debt service coverage tests will require the
deposit of all daily cash receipts of the Alliance into a trust fund. Management has represented the
Alliance and JMH are in compliance with all such covenants at June 30, 2013,

In connection with the tax-exempt bonds, the Alliance is required every five years, and at maturity,
to remit to the Internal Revenue Service amounts which are due related to positive arbitrage on the
borrowed funds. The Alliance performs such computations when required and recognizes any
liability at that time. Management does not believe there are any significant arbitrage liabilities at
June 30, 2013 or 2012.

During 2012, the Alliance recognized a $2,636 loss on early extinguishment of debt representing the
write off of previously deferred and unamortized financing costs generally related to the refinanced
or otherwise redeemed portion of the Series 2007B Bonds, Series 1998 JMH Bonds and the Series
2001 NCH Bonds.

NOTE G--SELF-INSURANCE PROGRAMS

The Alliance is substantially self-insured for professional and general liability claims and related
expenses. The Alliance maintains a $25,000 umbrella liability policy that attaches over the self-
insurance limits of $10,000 per claim and a $15,000 annual aggregate retention. The Alliance’s
insurance program also provides professional liability coverage for certain affiliates and joint
ventures.

The Alliance is also substantially self-insured for workers’ compensation claims in the State of
Tennessee and has established estimated liabilities for both reported and unreported claims. The
Alliance maintains a stop-loss policy that attaches over the self-insurance limits of $1,000 per
occurrence and $1,000 annual aggregate retention. In the State of Virginia, the Alliance is not self-
insured and maintains workers’ compensation insurance through commercial carriers.

At June 30, 2013, the Alliance is involved in litigation relating to medical malpractice and workers’
compensation and other claims arising in the ordinary course of business. There are also known
incidents occurring through June 30, 2013 that may result in the assertion of additional claims, and
other unreported claims may be asserted arising from services provided in the past. Alliance
management has estimated and accrued for the cost of these unreported claims based on historical
data and actuarial projections. The estimated net present value of malpractice and workers’
compensation claims, both reported and unreported, as of June 30, 2013 and 2012 was $12,348 and
$12,896, respectively. The discount rate utilized was 5% at June 30, 2013 and 2012.
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Additionally, the Alliance is self-insured for employee health claims and recognizes expense each
year based upon actual claims paid and an estimate of claims incurred but not yet paid, including a
catastrophic claims reserve based on historical claims in excess of $75. Such amount is included in
accounts payable and accrued expenses in the Consolidated Balance Sheets.

NOTE H--NET PATIENT SERVICE REVENUE

A reconciliation of the amount of services provided to patients at established rates to net patient
service revenue as presented in the accompanying Consolidated Statements of Operations is as
follows for the years ended June 30:

2013 2012

Inpatient service charges $ 2,086,519 % 2,095,036

Qutpatient service charges 2,120,400 1,982,154

Gross patient service charges 4,206,919 4,077,190
Less:

Estimated contractual adjustments and other discounts 3,058,580 2,899,678

Charity care 103,094 102,462

Provision for bad debts 112,497 122,917

3,274,171 3,125,057

Net patient service revenue $ 932,748 $ 952,133

Patient service revenue, net of contractual allowances and discounts is composed of the following for
the years ended June 30:

2013 2012
Third-party payets 946,979 $ 968,101
Patients 98,266 106,949
Patient service revenue $ 1,045245 § 1,075,050

Patient deductibles and copayments under third-party payment programs are included within the
patient amounts above.
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Management regularly reviews data about these major payer sources of revenue in evaluating the
sufficiency of the allowance for uncollectible accounts. For receivables associated with services
provided to patients who have third-party coverage, the Alliance analyzes contractually due amounts
and provides an allowance for uncollectible accounts and a provision for bad debts, if necessary, for
expected uncollectible deductibles and copayments on accounts for which the third-party payer has
not paid or for payers who are known to be having financial difficulties that make the realization of
amounts due unlikely. For receivables associated with 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 Alliance 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
rates and the amounts actually collected after all reasonable collections efforts have been exhausted
is charged against the allowance for uncollectible accounts.

The Alliance's allowance for doubtful accounts totaled $49,449 and $52,696 at June 30, 2013 and
2012, respectively. The allowance for doubtful accounts decreased from 26% of patient accounts
receivable, net of contractual allowances, at June 30, 2012 to 23% of patient accounts receivable, net
of contractual allowances, as of June 30, 2013. During 2013, MSHA began recording contractual
allowances at time-of-billing for three additional payers, two of whom are MSHA's largest
commercial payers. Previously, MSHA had recorded an allowance for bad debt for those three payers
in addition to an estimated allowance for contractual adjustments. As a result of a more accurate
methodology for recording contractual allowances for those three payers, MSHA was able to
decrease its allowance for bad debts by a minimal amount. The provision for bad debts associated
with the Alliance's ancillary service lines are not significant.

NOTE I--THIRD-PARTY REIMBURSEMENT

The Alliance renders services to patients under contractual arrangements with Medicare, Medicaid,
TennCare, Blue Cross and various other commercial payers. The Medicare program pays for
inpatient services on a prospective basis. Payments are based upon diagnosis related group
assignments, which are determined by the patient’s clinical diagnosis and medical procedures
utilized. The Alliance also receives additional payments from Medicare based on the provision of
services to a disproportionate share of Medicaid and other low income patients. Most Medicare
outpatient services are reimbursed on a prospectively determined payment methodology. The
Medicare program also reimburses certain other services on the basis of reasonable cost, subject to
various prescribed limitations and reductions.
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Reimbursement under the State of Tennessee’s Medicaid waiver program (TennCare) for inpatient
and outpatient services is administered by various managed care organizations (MCOs) and is based
on diagnosis related group assignments, a negotiated per diem or fee schedule basis. The Alliance
also receives additional supplemental payments from the State of Tennessee. These supplemental
payments recognized totaled $8,455 and $11,300 for the years ended June 30, 2013 and 2012,
respectively. Such payments are not guaranteed in future periods.

The Virginia Medicaid program reimbursement for inpatient hospital services is based on a
prospective payment system using both a per case and per diem methodology. Additional payments
are made for the allowable costs of capital. Payments for outpatient services are based on Medicare
cost reimbursement principles and settled through the filing of an annual Medicaid cost report.

Amounts earned under the contractual agreements with the Medicare and Medicaid programs are
subject to review and final determination by fiscal intermediaries and other appropriate governmental
authorities or their agents. Retroactive adjustments are accrued on an estimated basis in the period
the related services are rendered and adjusted in future periods as final settlements are determined.
During 2013, the State of Virginia outsourced its Medicaid program to six managed care
organizations, ISHN provides the provider network for Southwest Virginia to five Virginia Medicaid
managed care organizations; two of which are on an exclusive basis. ISHN is not at-risk under these
contracts.

Activity with respect to audits and reviews of the governmental programs in the healthcare industry
has increased and is expected to increase in the future. No additional specific reserves or allowances
have been established with regard to these increased audits and reviews as management is not able to
estimate such amounts, if any. Management believes that any adjustments from these increased
audits and reviews will not have a material adverse impact on the consolidated financial statements.
However, due to uncertainties in the estimation, it is at least reasonably possible that management’s
estimate will change in 2014, although the amount of any change cannot be estimated. The impact of
final settlements of cost reports or changes in estimates increased net patient service revenue by
$1,328 in 2013 and decreased net patient service revenue by $1,556 in 2012,

Participation in the Medicare program subjects the Alliance to significant rules and regulations;
failure to adhere to such could result in fines, penalties or expulsion from the program. Management
believes that adequate provision has been made for any adjustments, fines or penalties which may
result from final settlements or violations of other rules or regulations. Management has represented
that the Alliance is in substantial compliance with these rules and regulations as of June 30, 2013.

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

NOTE J--EMPLOYEE BENEFIT PLANS

The Alliance sponsors a retirement plan (the Plan) which covers substantially all employees. The
Plan is a defined contribution plan which consists principally of employer-funded contributions.
During 2013 and 2012, the Alliance made contributions to the Plan under a stratified system,
whereby the Alliance’s contribution percentage is based on each employee’s years of service.
Employees of certain other subsidiaries are covered by other plans, although such plans are not
significant. The total expense related to defined contribution plans for the years ended June 30, 2013
and 2012 was $16,121 and $15,072, respectively.

NCH maintains a defined benefit pension plan and a post-retirement employee benefit plan. The
accrued unfunded pension liability was $3,028 and $2,560, and the accrued unfunded post-retirement
liability was $4,943 and $4,554 at June 30, 2013 and 2012, respectively.

The Alliance sponsors a secured executive benefit program (SEBP) for certain key executives.
Contributions to the plan by the Alliance are based on an annual amount of funding necessary to
produce a target benefit for the participants at their retirement date, although the Alliance does not
guarantee any level of benefit will be achieved. The Alliance contributed $1,020 and $1,734 to the
plan during 2013 and 2012, respectively. Other assets at June 30, 2013 and 2012 include $10,721
and $9,675, respectively, related to the Alliance’s portion of the benefits which are recoverable upon
the death of the participant. In addition, the Alliance sponsors a Section 457(f) plan for certain key
executives. The Alliance contributed $294 and $452 to the Section 457(f) plan during 2013 and
2012, respectively.

NOTE K--CONCENTRATION OF RISK

The Alliance has locations primarily in upper East Tennessee and Southwest Virginia which is
considered a geographic concentration. The Alliance grants credit without collateral to its patients,
most of whom are local residents and are insured under third-party payer agreements. Net patient
service revenue from Washington County, Tennessee operations were approximately 51% and 51%
of total net patient service revenue for 2013 and 2012, respectively.

The mix of receivables from patients and third-party payers based on charges at established rates is
as follows as of June 30:
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2013 2012
Medicare 38% 36%
Tenncare/Medicaid 16% 14%
Commercial 28% 26%
Other third-party payers 9% 13%
Patients 9% 11%
100% 100%

Approximately 88% and 94% of the consolidated total revenue, gains and support were related to the
pravision of healthcare services during 2013 and 2012, respectively. Admitting physicians are
primarily practitioners in the regional area.

Two of the Alliance’s Virginia hospitals’ employees are covered under collective bargaining
agreements which extend through February 2014 and January 2015, respectively.

The Hospital maintains bank accounts at various financial institutions covered by the Federal
Deposit Insurance Corporation (FDIC). At times throughout the year, the Alliance may maintain
bank account balances in excess of the FDIC insured limit. Management believes the credit risk
associated with these deposits is not significant.

The Alliance routinely invests in investment vehicles as listed in Note C. The Alliance’s investment
portfolio is managed by outside investment management companies. Investments in corporate and
foreign bonds, municipal obligations, money market funds, equities and other vehicles that are held
by safekeeping agents are not insured or guaranteed by the U.S. government.

NOTE L--INCOME TAXES

BRMM and its subsidiaries file a consolidated federal tax return and separate state tax returns. As of
June 30, 2013 and 2012, BRMM and its subsidiaries had net operating loss carryforwards for
consolidated federal purposes of $33,620 and $35,968, respectively, related to operating loss
carryforwards which expire through 2031. At June 30, 2013 and 2012, BRMM had state net
operating loss carryforwards of $70,347 and $69,403, respectively, which expire through 2027. The
net operating loss carryforwards may be offset against future taxable income to the extent permitted
by the Internal Revenue Code and Tennessee Code Annotated.
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At June 30, 2013 and 2012, SWCH had federal and state net operating loss carryforwards of $5,906
and $5,614, respectively, which expire through 2032. The net operating loss carryforwards may be
off-set against future taxable income to the extent permitted by the Internal Revenue Code and tax
codes of the Commonwealth of Virginia.

Net deferred tax assets related to these carryforwards and other deferred tax assets have been
substantially offset through valuation allowances equal to these amounts. Income taxes paid relate
primarily to state taxes for certain subsidiaries and federal alternative minimum tax.

NOTE M--RELATED PARTY TRANSACTIONS

The Alliance enters into transactions with entities affiliated with certain members of the Board of
Directors including transactions to construct Alliance facilities and provide professional services to
the Alliance. Board members refrain from discussion and abstain from voting on transactions with
entities with which they are related.

NOTE N--OTHER COMMITMENTS AND CONTINGENCIES

Construction in Progress: Construction in progress at June 30, 2013 represents costs incurred
related to various hospital and medical office building facility renovations and additions and
information technology infrastructure. The Alliance has outstanding contracts and other
commitments related to the completion of these projects, and the cost to complete these projects is
estimated to be approximately $39,110 at June 30, 2013. The Alliance does not expect any
significant costs to be incurred for infrastructure improvements to assets held for resale.

Physician Contracts: BRMM employs physicians to provide services to BRMM’s physician
practices through employment agreements which provide annual compensation, plus incentives
based upon specified productivity levels. These contracts have various terms.

In addition, the Alliance has entered into contractual relationships with non-employed physicians to
provide services in Upper East Tennessee and Southwest Virginia. These contracts guarantee certain
base payments and allowable expenses and have terms of varying lengths. Amounts drawn and
outstanding under each agreement are treated as a loan bearing interest at various rates and are
subject to repayment over a specified period. The physician notes may also be amortized by virtue of
the physician’s continued practice in the specified community during the repayment period. A net
receivable of $884 and $1,436 related to these agreements is included in the accompanying
Consolidated Balance Sheets at June 30, 2013 and 2012, respectively.
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Employee Scholarships: The Alliance offers scholarships to certain individuals which require that
the recipients return to the Alliance to work for a specified period of time after they complete their
degree. Amounts due are then forgiven over a specific period of time as provided in the individual
contracts. If the recipient does not return and work the required period of time, the funds disbursed
on their behalf become due immediately and interest is charged until the funds are repaid. Other
receivables at June 30, 2013 and 2012 include $9,021 and $8,005, respectively, related to students in
school, graduates working at the Alliance and amounts due from others who are no longer in the
scholarship program, net of an estimated allowance.

Operating Leases and Maintenance Contracts: Total lease expense for the years ended June 30, 2013
and 2012 was $8,739 and $8,823, respectively. Future minimum lease payments for each of the next
five years and in the aggregate for the Alliance’s noncancellable operating leases with remaining
lease terms in excess of one year are as follows:

Year Ending June 30,
2014 $ 5,165
2015 6,044
2016 4,491
2017 2,459
2018 1,848
Thereafter 6,297

$ 26,304

Asset Retirement Obligation: The Alliance has identified asbestos in certain facilities and is required
by law to dispose of it in a special manner if the facility undergoes major renovations or is
demolished; otherwise, the Alliance is not required to remove the asbestos from the facility. The
Alliance has complied with regulations by treating the asbestos so that it presents no known
immediate or future safety concerns. An asset retirement obligation has been established to the
extent that sufficient information exists upon which to estimate the liability.

Other: The Alliance is a party to various transactions and agreements in the normal course of
business, which include purchase and re-purchase agreements, put arrangements and other
commitments, which may bind the Alliance to undertake additional transactions or activities in the
future. In addition, the Alliance has agreed to guarantee a portion of the outstanding indebtedness of
a joint venture. Management estimates that the fair value of the guarantee of this debt is immaterial
as of June 30, 2013.
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Notes to Consolidated Financial Statements - Continued
(Dollars in Thousands)

Years Ended June 30, 2013 and 2012
NOTE N--OTHER COMMITMENTS AND CONTINGENCIES - Continued

Healthcare Industry: Recently, government activity has increased with respect to investigations and
allegations concerning possible violations of fraud and abuse statutes and regulations by healthcare
providers. Violations of these laws and regulations could result in expulsion from government
healthcare programs together with the imposition of significant fines and penalties, as well as
significant repayments for patient services previously billed.

In March 2010, Congress adopted comprehensive health care insurance legislation, Patient Care
Protection and Affordable Care Act and Health Care and Education Reconciliation Act. The
legislation, among other matters, is designated to expand access to coverage to substantively all
citizens by 2019 through a combination of public program expansion and private industry health
insurance. Changes to existing TennCare and Medicaid coverage and payments are also expected to
occur as a result of this legislation. Implementing regulations are generally required for these
legislative acts, which are to be adopted over a period of years and, accordingly, the specific impact
of any future regulations is not determinable,

NOTE O--RENTAL INCOME UNDER OPERATING LEASES
The Alliance leases rental properties to third parties, most of whom are physician practices, for

various terms, generally five years. The following is a schedule by year and in the aggregate of
minimum future rental income due under noncancellable operating leases at June 30, 2013:

Year Ending June 30,

2014 $ 1,779

2015 1,487

2016 727

2017 379

2018 248

Thereafter 225

Total minimum future rentals $ 4,845

NOTE P--FAIR VALUE OF FINANCIAL INSTRUMENTS

The fair value of financial instruments has been estimated by the Alliance using available market
information as of June 30, 2013 and 2012, and valuation methodologies considered appropriate. The
estimates presented are not necessarily indicative of amounts the Alliance could realize in a current
market exchange. The carrying value of substantially all financial instraments approximates fair
value due to the nature or term of the instruments, except as described below.

38



MOUNTAIN STATES HEALTH ALLIANCE
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(Dollars in Thousands)

Years Ended June 30, 2013 and 2012
NOTE P--FAIR VALUE OF FINANCIAL INSTRUMENTS - Continued

Investment in Joint Ventures: 1t is not practical to estimate the fair market value of the investments
in joint ventures.

Other Long-Term Liabilities: Estimates of reported and unreported professional liability claims,
pension and post-retirement liabilities are discounted to approximate their estimated fair value, It is
not practical to estimate the fair market value of other long-term liabilities due to uncertainty of
when these amounts may be paid. Other long-term liabilities are not discounted.

Long-Term Debt: The fair value of long-term debt is estimated based upon quotes obtained from
brokers for bonds and discounted future cash flows using current market rates for other debt. For
long-term debt with variable interest rates, the carrying value approximates fair value.

The estimated fair value of the Alliance’s financial instruments that have carrying values different
from fair value is as follows at June 30:

2013 2012
Carrying Estimated Carrying Estimated
Value Fair Value Value Fair Value
FINANCIAL LIABILITIES:
Long-term debt § 1,124765 $§ 1,167,846 $ 1,080,575 $ 1,150.201

NOTE Q--FAIR VALUE MEASUREMENT

FASB ASC 820 establishes a three-level valuation hierarchy for disclosure of fair value
measurements. The valuation hierarchy is based upon the transparency of inputs to the valuation of
an asset or liability as of the measurement date. The three levels are defined as follows:

*  Level 1 - Inputs based on quoted market prices for identical assets or liabilities in active
markets at the measurement date.

¢ Level 2 - Observable inputs other than quoted prices included in Level 1, such as quoted
prices for similar assets and liabilities in active markets; quoted prices for identical or similar
assets and liabilities in markets that are not active; or other inputs that are observable or can
be corroborated by observable market data. The Alliance’s Level 2 investments are valued
primarily using the market valuation approach.
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Notes to Consolidated Financial Statements - Continued
(Dollars in Thousands)

Years Ended June 30, 2013 and 2012
NOTE Q-FAIR VALUE MEASUREMENT - Continued

e Level 3 - Unobservable inputs that are supported by little or no market activity and are
significant to the fair value of the assets or liabilities. Level 3 includes values determined
using pricing models, discounted cash flow methodologies, or similar techniques reflecting
the Alliance’s own assumptions.

In instances where the determination of the fair value hierarchy measurement is based on inputs from
different levels of the fair value hierarchy, the level in the fair value hierarchy within which the entire
fair value measurement falls is based on the lowest level input that is significant to the fair value
measurement in its entirety. The Alliance’s assessment of the significance of a particular input to the
fair value measurement in its entirety requires judgment and considers factors specific to the assetor
liability.

The following table sets forth, by level within the fair value hierarchy, the financial assets and
liabilities recorded at fair value on a recurring basis and long-term debt as disclosed at fair value as
of June 30, 2013 and 2012:

Total Level 1 Level 2 Level 3
June 30, 2013

Cash, cash equivalents and money market funds  § 66,075 $ 66,075 $ - $ -
U.S. Government securities 25,905 25,905 - -
U.S. Agency securities 45,997 45,997 - -
Corporate and foreign bonds 179,880 - 179,880 -
Municipal obligations 17,748 - 17,749 -
Preferred and asset backed securities 3,491 - 3,491 -
U.S. equity securities 10,944 10,944 - -
Mutual funds 186,028 125,479 60,548
Other 37,353 - - 37,353

Total assets $ 573,422 § 274,400 § 261,668 § 37,353
Fair value of derivative agreements - Note D $ {8,185) § - 8 - 8 (8,185)
Fair value of long-term debt $ (1,167,846) § - $ - $ (1,167,846)
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Years Ended June 30, 2013 and 2012
NOTE Q--FAIR VALUE MEASUREMENT - Continued

Total Leyel 1 Level 2 Level 3
June 30, 2012

Cash, cash equivalents and money market funds  $ 85017 § 85017 § - 8 -
U.8. Government securities 15,693 15,693 - -
U.S. Agency securities 62,437 62,437 - -
Corporate and foregign bonds 52,581 - 52,581 -
Municipal obligations 961 - 961 -
Preferred and asset backed securities 11,183 - 11,183 -
U.8. equity securities 28,344 28,344 - -
Miutus] funds 141,968 97,600 44,368 -
Other 34,880 - - 34,880

Total assets 3 433,064 § 289,091 § 109,093 § 34,830
Fair value of derivative agreements - Note D $ (15,380 § - 8 - 8 (19,381)
Fair value of long-term debt $  (1,150,201) § - 8 - $ (1,150,201

The valuation of the Alliance’s derivative agreements is determined using market valuation
techniques, including discounted cash flow analysis on the expected cash flows of each agreement.
This analysis reflects the contractual terms of the agreement, including the period to maturity, and
uses certain observable market-based inputs. The fair values of interest rate agreements are
determined by netting the discounted future fixed cash payments (or receipts) and the discounted
expected variable cash receipts (or payments). The variable cash receipts (or payments) are based on
the expectation of future interest rates and the underlying notional amount. The Alliance also
incorporates credit valuation adjustments (CVAs) to appropriately reflect both its own
nonperformance or credit risk and the respective counterparty’s nonperformance or credit risk in the
fair value measurements. The CVA on the Alliance’s interest rate swap agreements at June 30,2013
and 2012 resulted in a decrease in the fair value of the related liability of $3,080 and $5,726,
respectively.

A certain portion of the inputs used to value its interest rate swap agreements, including the forward
interest rate curves and market perceptions of the Alliance’s credit risk used in the CVAs, are
unobservable inputs available to a market participant. As a result, the Alliance has determined that
the interest rate swap valuations are classified in Level 3 of the fair value hierarchy.

The following tables provide a summary of changes in the fair value of the Alliance's Level 3
financial assets and liabilities during the fiscal years ended June 30, 2013 and 2012:
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NOTE Q--FAIR VALUE MEASUREMENT - Continued

Frading Derivatives,

Securities Net

July 1,2011 $ 32,718 &  (110,732)
Total unrealized/realized gains in the Performance Indicator, net 1,466 (6,198)
Net investment income 1,221 513
Purchases 5,107 -
Settlements - 97,034
Distributions (5,632) -

June 36,2012 34,880 (19,381)
Total unrealized/realized gains in the Performance Indicator, net 1,614 457
Net investment income 1,360 399
Purchases 807 -
Settlements - 10,340
Distributions (1,308) -

June 30, 2013 $ 37,353 § (8,185)

There were no changes in valuation techniques in 2013 or 2012.
NOTE R--OPERATING EXPENSES BY FUNCTIONAL CLASSIFICATION

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

NOTE S5--SUBSEQUENT EVENTS

On March 28, 2013, the Alliance executed an agreement to acquire Unicoi County Memorial
Hospital (UCMH), a 48-bed acute care hospital located in Erwin, Tennessee. UCMH has
approximately 250 employees and offers emergency, surgical, and home health services. Nursing
home services are provided in a 46 licensed bed long term care facility. The Alliance will fund the
acquisition from cash flow and intends to construct a new acute care hospital in Erwin, Tennessee.
After consideration of the revenues and expenses expected from operation of the facility,
management of the Alliance does not expect this acquisition to have a material effect on the
Alliance. The Tennessee attorney general’s office is expected to approve the transaction and the
Alliance anticipates that Unicoi County Memorial Hospital will become a member of Mountain
States Health Alliance on or around November 1, 2013.
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NOTE S--SUBSEQUENT EVENTS - Continued

In July 2013, the Alliance issued $16,235 (Series 2013 A) tax-exempt variable rate Hospital Revenue
Bonds and $99,680 (Series 2013B) variable rate Taxable Hospital Refunding Revenue Bonds
through The Health and Educational Facilities Board of the City of Johnson City, Tennessee. The
proceeds from the Series 2013A Bonds will be used to finance or refinance capital improvements
and equipment acquisitions and pay issuance costs related to these Bonds. The proceeds from the
Series 2013B Bonds will be used to refund $97,915 of the Series 2007B-2 Bonds and to pay issuance .
costs associated with these Bonds. Contemporaneously with the issuance of the Series 2013A and
Series 2013B Bonds, the Alliance refunded the Series 2008A, Series 2008B, Series 2011C, Series
2011D, Series 2012B and Series 2012C through private placements with financial institutions.

At June 30, 2013 and 2012, the Alliance owned membership units in Premier, Inc. Subsequent to
yearend Premier, as part of a reorganization, converted to a publically traded entity. As part of its
reorganization, certain of the Alliance’s membership units were redeemed for approximately $3,000
and a gain was recognized on the sale of these units. Unredeemed units continue to be held by the
Alliance and may be effectively exchanged for Class A common stock of Premier ratably over a
seven year period. The unredeemed membership units may be exchanged for up to 723 thousand
Class A shares.
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MOUNTAIN STATES HEALTH ALLIANCE

Counsolidating Balance Sheet
(Dollars in Thousands)
June 380, 2013
Blue Bidge Ofher Total
Medival Obligated Group Obkigoted Other Mosntain Siutes
Management ¥ Bevnbers Elimninetions Group Batitiey Properties Elbinotions Total
ASSETS
CURRENT ASSETS
Cash and cash equivaients $ 655 % 48,607 § - % 49,266 § 25137 ¥ 43¢ § - 8 74,902
Current portion of i - 20,387 - 20,387 [e)) - R 20,386
Patient ivable, lesy osth for
uncollectible aocouts 6,928 128,708 - 135,636 28,551 - - 164,187
Other recaivablis, net 49 20,580 - 21,228 12,862 377 (1L,000) 33,468
Invortoriss snd prepaid expanses 605 23,068 - 23,673 7,333 &7 - 31673
TOTAL CURRENT ASSETS 8,841 241,350 - 256,11 73,882 943 (1,000) 324,016
INVESTMENTS, less smounts required
o meet curvent obligations 18,738 416,147 - 435,882 110,109 55,361 - 601,352
EQUITY IN AFFILIATES 146,284 333,086 (161,250) 318,120 - - (318,120) -
PROPERTY, PLANT AND EQUIPMENT, net 18,743 614210 - 632,953 197,152 54,148 - 884,293
OTHER ASSETS
Goodwill 7,575 144,708 - 152,283 2,108 - - 154,391
Met deferred finameing, acquisitfon costs and
other charges 270 26,300 - 27,010 860 550 - 28480
Other nsscts 8,663 28,193 - 37,856 6,126 2,562 - 46,54
TOTAL OTHER ASSETS 17,508 199,701 - 217,209 9,094 3,112 - 229,415
1 21L111 % 1,804,494 § (!6!&0[ s 1,3_54,355 3 390,277 _§ 113,564 § (318,120) § 2,039,076
* Services Org enly

See note to supplemental schedules. 44




MOUNTAIN STATES HEALTH ALLIANCE

Consolidating Balance Sheet - Continued

(Dollars in Thousands)
June 30, 2013
Ridge Other Tatal
Kedical Obligated Group Obligated Otker Monntaix States
Manggement * Kemh Bliminations Froup Entitles Properties EXiminstions Total
LIABILITIES AND NET ASSETS
CURRENT LIABILITIES
Avsrasd infersst payshie % $ 15622 § - 8 19,668 38 3 - 8 - & 19,706
Current portion of long-term debt and capital fease
obligations 13 342 - 31,438 2,982 - - 34417
Avcounts peysble and accrued expenses 5,543 74,934 - 80,477 12,962 923 . 94,302
Acerued salsrics, compensated absenoss and
smounts withheld 3,836 44,713 - 48,549 15,116 - - 63,665
Payubles to (reosivables from) affiliates, net 16,697 2,19 - 18,891 7,738 (26.629) . -
Estimatsd amoumts due to third-party payers, net - 25370 - 25970 805 - - 26,775
TOTAL CURRENT LIABILITIES 26,135 198,855 - 224,950 39,581 (25,706} - 238,865
OTHER LIABILITIES
Lomg-term debt and capital lease obligations, less
current portion 13,663 1,036,740 - 1,050,403 40,945 - (1,000) 1,090,348
Estimuted fiir vabos of derh - , - 5,220 - 35 - £,185
Deferred revenue - 2,130 - 2,130 86 B - 2216
Estimsted professions] Lisbility self-s 2,576 5,198 . 7,774 984 - . 8,758
Other Tong-ferm Habilities 7487 16,058 - 17,545 176 - - 17,721
TOTAL LIABILITIES 49,861 1,261,201 - 1,311,062 81,772 {25,741) (1,000) 1,366,093
NET ASSETS
Unrestricted net ssets
Mountain States Heslth Allisnos 161,250 490,414 (151,250) 490,414 171,801 139,305 {311,206} 450,414
Noncontrolling interests in subsidisries - 35,923 - 39,923 123,945 - 5,746 169614
TOTAL UNRESTRICTED NET ASSETS 161,250 530,337 {161,250) 530,337 255,846 139,308 {305,460) 669,028
‘Temporerily restricted net asssiz
Mountain States Hoelth Allizce - 12,776 - 12,776 12,531 - (2,531) 12,776
Noncontrolling interests in subsidiaries - 53 - 53 1 - 2) 52
TOTAL TEMPORARILY
RESTRICTED NET ASSETS - 12,829 - 12,829 12,532 - {12,533) 12,828
Permanently restricted pet assetg - 127 - 127 127 {127 127
TOTAL NET ASSETS 181,250 543293 (161,250) 543283 308,505 139,308 (318,120) 672,983
211011 § 1804494 $  (161250) § 1,854,355 390277 § 113,564 $  (319.120) § 2,035,076
*Mi Services Organization only.
See note to supplemental schedules. 45



MOUNTAIN STATES HEALTH ALLIANCE

Consolidating Statement of Operations
(Dollars in Thousands)

Year Ended June 30, 2013
Bige Ridge Ciber Toral
Medival Olliguted Group Obligted Other Mowntain Stater
Menogement © Members Klimtnations Group. Eniitles Propertivs Eliminotions Zotal
Revenus, paing snd support:
Patient service revenue, nof of confractusd
aliowsncos and discounts 3 60,981 § 80037 % {2,002) § 855,348 % 185,896 § -8 - 8 1,045,245
Provision for bed debts 5,851) {84,50%) - {80,359) {22,138) - - (112,49
Net pationt service rovente 35,130 715,882 @.000) 763,950 163,758 A < AL
Premium revemie - - . - 1,003 - - 1,003
Net investment gain 2,029 27241 - 28,270 7,543 4,230 (63) 40,980
Nt derivative gain - 5,803 - 5,803 133 1,182 - 7,118
Other ravenus, gains and spport 47,477 46942 (36,668) 57,753 86,929 8384 €75,611) 77,455
Fquity in net gein {loss) of affilistes 3,380 731 ©,151) @0y - - 40 .
TOTAL REVENUE, GAINS AND SUPPORT 108,018 796,573 (42,819} 861,776 258,366 13,796 (75,63%) 1,059,304
Sn!ﬂriea’ end wages 23,273 271,876 - 295,150 65,919 430 5,908) 355,590
Phyician salarios and wages 52,482 1354 - 53,836 70,450 - {50,028) 74,238
Contrect labor 1,169 1508 - 2,674 1,545 - Q17 3,942
Employoe benefits 8,493 56,307 (2,067) 62,733 17,033 57 (5,233) 74,590
Fezs 4,997 114,967 {36,005) 83,959 28,613 692 {7.379) 105,891
Supplies 2,989 133,185 - 136,174 26,976 3 {208) 162,955
Utilities 504 12,172 - 12,776 3,065 1,019 @ 16,857
Medical Costs - - - - 1,039 - « 1,039
Other 8,981 48,958 526) 57,343 25,324 4,118 {6,574) 30211
Diepreiation 1,98 58,199 - &0,027 16,664 2,250 - 78,941
Amoriization 34 2,179 . 2,213 47 . . 2,260
Interest and taxes (986) 42,213 - 41,27 584 1,355 {63) 43,203
TOTAL EXPENSES 103,865 742515 (38,668) 808,112 257,365 9,934 (75,674 999,737
EXCESS OF REVENUE, GAINS AND
SUPPORT OVER EXPENSES AND LOSSES 3§ 4,151 § 53,664 S {4,151) § 3664 $ 2,801 $ 3862 8§ 40§ 39,567
4] Seevicss Orgunbration only,

Sez note to supplemental schedules. 46



MOUNTAIN STATES HEALTH ALLIANCE

Conselidating Statenent of Changes in Net Assets

(Dollars in Thousands)
Year Ended Jane 36, 2013
Bize Ridpe Oher Oblipated Group Menders Foesd Dhey Esrtitley Totsd
Mediont Mountrin Statex  Nowowitreliag Odligased  Mowntols Stes  Nosesioliing ke Moumiain States
Monngomwens ¢ Heakth Allisace = Interests =~ Efwsinations  Grosp = Health Aftance  Interets  Beswfey  Propoties  Eiwiwatons  Twal
UNRESTRICTED NET ASSETS:
Bxueas of Revenos, Galug snd Bupport over
Expetwes e Lossen H 8151 § 5692 § 972§ @IS S 53666 2539) § 4560 & 2000 § sz 0§ 59567
Penaion xnd siber dofind benefit plan sdjustments - FiEz) am - (343} & @ © - 4 (343)
et assets eiensad from xestrictions used for the
purchass of property, plant and equipment - 1,506 N . 1,506 1,506 . 1,506 - (4,508) 1,506
Dietribticans tn novcomizolling iniorosts - - . - - - ) ) . - “9
Net et rasuders - - - - -~ £820 2,080 10800 - 18,3003 -
INCREASE IN UNRESTRICTED
NET ASSETS 4151 34,026 861 {4,151y 54,827 TIgs 6363 14,354 3882 123625 604N
TEMPORARILY RESTRICTRD NET ABEETS:
Retricted granty o contribution - 4360 1 - 4987 4,558 3 4,564 - 4361) 4390
Net sssels released from reatrictions - o419 as - 3432) 980 ® U . 2985 (1435
INCREASE IN TEMPORARLLY
RESTRICTED NET ASSETS - 1853 b3 - 1,555 1,576 - 1576 - {1,576) 1,555
TNCRBASE IN TOTAL RET ASSETS 4,151 55579 3 {3,151 56,382 8,361 £,563 15930 3862 13938 62236
NET ASSETS, OF YBAR 157,099 447,73% /AT {157,099 £BES11 175,198 117377 282575 135443 jal\é,lglg 610,747
NET ASSETS, END OF YRAR 161@ 3 gl_}},';l’l 3 ?_92’16 3 (lﬁl,z_sQ $ 543293 § 184,559 § 123,946 ¢ ?25,505 $ 138305 § (318120} $672.983
*Management Services Organtestion anly,

See note to supplemental schedules. 47



MOUNTAIN STATES HEALTH ALLIANCE
Note to Supplemental Schedules

Year Ended June 30, 2013
NOTE A--OBLIGATED GROUP MEMBERS

As described in Note F to the consolidated financial statements, the Alliance has granted a deed of
trust on JCMC and SSH to secure the payment of the outstanding bonds. The bonds are also secured
by the Alliance’s receivables, inventories and other assets as well as certain funds held under
the documents pursuant to which the bonds were issued. In accordance with Article Six, Section 6.6
of the Amended and Restated Master Trust Indenture between Mountain States Health Alliance and
the Bank of New York Mellon Trust Company, NA as Master Trustee, those members pledged
include Johnson City Medical Center Hospital, Indian Path Medical Center, Franklin Woods
Community Hospital, Sycamore Shoals Hospital, Johnson County Community Hospital, Russell
County Medical Center and Blue Ridge Medical Management Corporation (parent company only),
collectively defined as the Obligated Group (Obligated Group). In 2012, NCH and SCCH (hospitals
only) were admitted into the Obligated Group.

The supplemental consolidating schedules include the accounts of the members of the Obligated
Group after elimination of all significant intergroup accounts and transactions. Certain other
subsidiaries of the Alliance, Mountain States Properties, Inc. (MSP) and all other affiliates (Other
Entities), are not pledged to secure the payment of the outstanding bonds as they are not part of the
Obligated Group. These affiliates have been accounted for within the Obligated Group based upon
the Alliance’s original and subsequent investments, as adjusted for the Alliance’s pro rata share of
income or losses and any distributions, and are included as a part of equity in affiliates in the
supplemental consolidating balance sheet.
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MOUNTAIN STATES HEALTH ALLIANCE

Audited Consolidated Financial Statements (and Supplemental Schedules)
(Dollars in Thousands)
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Certlfied Public Accountants

INDEPENDENT AUDITOR’S REPORT

To the Board of Directors of
Mountain States Health Alliance:

We have audited the accompanying consolidated financial statements of Mountain States Health
Alliance and its subsidiaries (the Alliance), which comprise the consolidated balance sheets as of
June 30, 2014 and 2013, and the related consolidated statements of operations, changes in net assets,

and cash flows for the years then ended, and the related notes to the consolidated financial

statements.
Managemeni’s Responsibility for the Financial Statemenis

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

Auditor’s Responsibility

Our responsibility 15 to express an opinion on these consolidated financial statements based on our
audits, We conducted our audits in accordance with auditing standards generally accepted in the
United States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the consolidated financial statements are free from material

misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures
in the consolidated financial statements. The procedures selected depend on the suditor’s judgment,
including the assessment of the risks of material misstatement of the consolidated financial
statements, whether due to fraud or error. In making those risk assessments, the auditor considers
internal control relevant to the Alliance’s preparation and fair presentation of the consolidated
financial statements in order to design audit procedures that are appropriate in the circumstances, but
not for the purpose of expressing an opinion on the effectiveness of the Alliance’s internal control.
Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of significant accounting estimates made by
management, as well as evaluating the overall presentation of the consolidated financial statements.
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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 fairly, in all material
respects, the financial position of Mountain States Health Alliance and its subsidiaries as of June 30,
2014 and 2013, and the results of their operations, changes in net assets, and cash flows for the years
then ended in accordance with accounting principles generally accepted in the United States of
America.

Other Balter

Our audits were conducted for the purpose of forming an opinion on the consolidated financial
statements as a whole. The supplemental information is presented for purposes of additional analysis
and is not a required part of the consolidated 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
certain 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
suditing 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 consolidated financial statements

as a whole.

Knoxville, Tennessee
October 29, 2014



MOUNTAIN STATES HEALTH ALLIANCE

Consolidated Balance Sheets
(Dollars in Thousands)
June 30,
2014 2013
ASSETS
CURRENT ASSETS
Cash and cash equivalents $ 59,185 § 74,902
Current portion of investments 25,029 20,386
Patient accounts receivable, less estimated allowances
for uncollectible accounts of $47,853 in 2014 and
$49,449 in 2013 161,318 164,187
Other receivables, net 45,502 33,468
Inventories and prepaid expenses , 30,838 31,073
TOTAL CURRENT ASSETS 321,872 324,016
INVESTMENTS, less amounts required
to meet current obligations 648,475 601,352
PROPERTY, PLANT AND EQUIPMENT, net 881,429 884,293
OTHER ASSETS
Goodwill 156,613 154,391
Net deferred financing, acquisition costs and ;
other charges 25,841 28,480
Other assets 48,350 46,544 ,
TOTAL OTHER ASSETS 230,804 229,415

$ 2,082,580 $ 2,039,076

See notes to consolidated financial statements. 3



MOUNTAIN STATES HEALTH ALLIANCE

Consolidated Ralance Sheets - Contivued
(Dollars in Thousands)

June 30,
2014 2013
LIABILITIES AND NET ASSETS
CURRENT LIABILITIES
Accrued interest payable $ 18,648 § 19,706
Current portion of long-term debt and capital lease
abligations 30,618 34,417
Accounts payable and accrued expenses 87,126 94,302
Accrued salaries, compensated absences and amounts
withheld 72,181 63,665
Estimated amounts due to third-party payers, net 10,463 26,775
TOTAL CURRENT LIABILITIES 219,036 238,865
OTHER LIABILITIES
Long-term debt and capital lease obligations, less
cutrent portion 1,075,069 1,090,348
Estimated fair value of derivatives 10,603 8,185
Estimated professional liability self-insurance 8,957 8,758
Other long-term liabilities 35,974 19,937
TOTAL LIABILITIES 1,349,639 1,366,093
COMMITMENTS AND CONTINGENCIES -
Notes D, F, G, and N
NET ASSETS
Unrestricted net assets }
Mountain States Health Alliance 541,979 490,414
Noncontrolling interests in subsidiaries 178,547 169,614
TOTAL UNRESTRICTED NET ASSETS 720,526 660,028
Temporarily restricted net assets
Mountain States Health Alliance 12,204 12,776
Noncontrolling interests in subsidiaries 84 52
TOTAL TEMPORARILY
RESTRICTED NET ASSETS 12,288 12,828
Permanently restricted net assets 127 127
TOTAL NET ASSETS 732,941 672,983
§ 2082580 % 2,039,076

See notes 10 consolidated financial srarements.



MOUNTAIN STATES HEALTH ALLIANCE

Consolidated Statements of Operations
(Dollars in Thousands)

Year Ended June 30,
2014 2013
Revenue, gains and support:
Patient service revenue, net of contractual allowances
and discounts $  1,050426 § 10457245
Provision for bad debts (122,642) (112,497)
Net patient service revenue 927,784 932,748
Premium revenue 10,683 1,003
Net investment gain 50,703 40,980
Net derivative gain 3,219 7,118
Other revenue, gains and support 62,457 77,455
TOTAL REVENUE, GAINS AND SUPPORT 1,054,846 1,059,304
Expenses and losses:
Salaries and wages 340,589 355,599
Physician salaries and wages 77,636 74,258
Contract labor 4,282 3,942
Employee benefits 69,173 74,590
Fees 115,606 105,891
Supplies 163,699 162,955
Utilities 17,052 16,857
Medical costs 10,292 1,039
Other 79,980 80,211
Loss on eurly extinguishment of debt - Note F 4,622 -
Depreciation 69,437 78,941
Amortization 1,742 2,260
Interest and taxes : 44,392 43,203
TOTAL EXPENSES AND LOSSES 998,502 999,737
EXCESS OF REVENUE, GAINS AND SUPPORT
OVER EXPENSES AND LOSSES $ 56,344 $ 59,567

See nutes (o consvlidated financial statemenis, 3



MOUNTAIN STATES HEALTH ALLIANCE

Consolidated Statements of Changes in Net Assefs

(Dollars in Thousands)
Year Ended June 30, 2014
Mountuin States  Nowncopitrolling
Health Alliance Interests Total
UNRESTRICTED NET ASSETS:
Excess of Revenne, Gains and Support
over Expenses and Losses 5 48,058 § 8286 § 56,344
Pension and other defined benefit plan adjustments 194 194 388
‘Net assets released from resirictions used for the
purchase of property, plant and equipment 3,313 - 3313
Noncontrolling interest in scquired subsidiary - 914 914
Distributions o noncontrolling interests - {461) (461)
INCREASE IN UNRESTRICTED
NET ASSETS 51,565 §,933 60,498
TEMPORARILY RESTRICTED NET ASSETS: ‘
Restricted grants and contributions 4,693 88 4,781
Net assets released from restrictions (5,265) (56) (5,321)
INCREASE {(DECREASE) IN TEMPORARILY
RESTRICTED NET ASSETS (872) 32 {540)
INCREASE IN TOTAL NET ASSETS 50,993 8,965 59958
NET ASSETS, BEGINNING OF YEAR 503,317 169,666 672,983
NET ASSETS, END OF YEAR § 554,310 § 178,631 § 732,941

See notes to consolidated financial statements. 6



MOUNTAIN STATES HEALTH ALLIANCE

Consolidated Statements of Changes in Net Assets - Continned

(Dollars in Thousands)
Year Ended June 30, 2013 ,
Mountain States Noncontrolling
Heglth Alfianice Interesty Total
UNRESTRICTED NET ASSETS:
Excess of Revenue, Gains and Support ,
over Expenses and Losses $ 52692 § 6,875 % 59,567
Pension and other defined benefit plan adjustments {(172) {171) (343)
Net assets released from restrictions used for the
- purchase of property, plant and equipment 1,506 - 1,506
Distributions to noncontrolling interests - 49) {49)
INCREASE IN UNRESTRICTED
NET ASSETS 54,026 £,655 60,681
TEMPORARILY RESTRICTED NET ASSETS: ;
Restricted grants and contributions 4,969 21 4,990
Net assets released from restrictions (3,416) (19) (3,435)
INCREASE IN TEMPORARILY
RESTRICTED NET ASSETS 1,553 , 2 1,555
INCREASE IN TOTAL NET ASSETS 55,579 6,657 62,236
NET ASSETS, BEGINNING OF YEAR 447738 163,009 610,747
WET ASSETS, END OF YEAR  § 503,317 § 169,666 § 672,983

See notes tv consolidated finuncial stalements. 7



MOUNTAIN STATES HEALTH ALLIANCE

Consolidated Statements of Cash Flows

{Dollars in Thousands)
Year Ended Jure 30,
) 2014 2013
CASHFLOWS FROM OPERATING ACTIVITIES:
Increase in net assets > 89958 % 62,236
Adjustments to reconcile increase in net assets to
net cash provided by operating activities:
Provision for depreciation and amortization 71,789 81,786
Provision for bad debts 122,642 112,497
Loss on early extinguishment of debt 4,622 -
Change in estimated fair value of derivatives 2,761 (457)
Equity in net income of joint ventures, net (369) (636)
Loss (gain) on disposal of assets (3,489) (H
Amounts received on interest rate swap settlements (5,980) (6,661)
Gain on escrow restructuring - {13,847)
Gain on swap settlement - (3,020)
Capital Appreciation Bond accretion and other 2,629 3,910
Restricted contributions {4,781) (4,980)
Pension and other defined benefit plan adjustments (388) 343
Increase (decrease) in cash due to change in:
Patient accounts receivable (115,380) {129,218)
Other receivables, net {11,880) (3,192)
Inventories and prepaid expenses 959 (2,263)
Trading securities (46,451) (17.845)
Other assets (2,492) (1,073)
Accrued interest payable {1,058) 1,181
Accounts payable and accrued expenses (6,666) (20,263)
Accrued salaries, compensated absences and
amounts withheld 8,006 8,076
Estimated amounts due to third-party payers, net {16,312) 4,757
Estimated professional liability self-insurance 19% (586)
Other long-term liabilities 16,425 556
Totzl adjustments 14,786 9,054
NET CASH PROVIDED BY OPERATING ACTIVITIES 74,744 71,290
CASH FLOWS FROM INVESTING ACTIVITIES: .
Purchases of property, plant and equipment (63,851) (105,751)
Purchases of land held for expansion (573) (5,769)
Acguisitions, net of cash acqnired {4,256) -
Purchases of held-to-maturity securities (5978) (8,722)
Net distribution from joint ventures and unconsolidated affiliates 661 732
Proceeds from sale of property, plant and equipment 2,858 338
NET CASH USED IN INVESTING ACTIVITIES {71,139) (119,175)
See nores to consolidated financial statements. 8



MOUNTAIN STATES HEALTH ALLIANCE

Consolidated Statements of Cash Flows - Continued
(Dollars in Thousands)

Year Ended June 30,
2014 2013
CASH FLOWS FROM FINANCING ACTIVITIES:
Payments on long-term debt and capital lease obligations,
including deposits to eserow (38,768) (75,066)
Payment of acquisition and financing costy (3,826) (2,314)
Proceeds from issnance of long-term debt and other
finanicing arrangements 11,916 117,085
Payment on termination of derivative agreements - (7,375)
Gain on escrow restructuring - 13,847
Net amounts received on interest rate swap settlements 5,980 6,661
Restricted contributions received 5,376 4,842
NET CASHPROVIDED BY {USED IN)
FINANCING ACTIVITIES (19,322) 57,680
NET INCREASE (DECREASE) IN CASH
AND CASH EQUIVALENTS (5,717 9,793
CASH AND CASH EQUIVALENTS, beginning of year 74,902 65,107
CASH AND CASH EQUIVALENTS, end of year _$ $ 74,502

59,185

SUPPLEMENTAL INFORMATION AND NON-CASH TRANSACTIONS:

Cash paid for interest
Cash paid for federal and state income taxes

Construction related payables in accounts payable
and accrued expenses

Supplemental cash flow information regarding acquisitions - Note A:
Assets acquired, net of cash
Liabilities assumed
Acquisitions, net of cash acquired

$ 40546 $ 37,023
$ 854 § 616
$ 8604 $§ 11,598
$ 12715 § -

(8,459) -
s 4256 $ :

During the year ended June 30, 2014, the Alliance refinanced previously issued debt of $318,385.

See nores 1o consolidared financial statements.



MOUNTAIN STATES HEALTH ALLIANCE

Neotes tv Consolidoted Financial Statements
(Dollars in Thousands)

Years Ended June 30, 2014 and 2013
NOTE A--ORGANIZATION AND OPERATIONS

Mountain States Health Alliance (the Alliance) is a tax-exempt entity with operations primarily
located in Washington, Sullivan, Unicoi, and Carter counties of Tennessee and Smyth, Wise,
Dickenson, Russell and Washington counties of Virginia. The initial funds for the establishment of
the Alliance in 1945 were provided by individuals and various institutions.

The primary operations of the Alliance consist of eleven acute and specialty care hospitals, as
follows:

Johnson City Medical Center (JCMC) - licensed for 658 beds
Indian Path Medical Center (IPMC) - licensed for 261 beds

Smyth County Community Hospital (SCCH) - licensed for 153 beds
Norton Community Hospital (NCH) - licensed for 129 beds
Sycamore Shoals Hospital (S8SH) - licensed for 121 beds

Johnston Memorial Hospital (JMH) - licensed for 116 beds
Franklin Woods Community Hospital (FWCH) - licensed for 80 beds
Russell County Medical Center (RCMC) - licensed for 78 beds
Unicoi County Memorial Hospital (UCMH} - licensed for 48 beds
Dickenson Community Hospital (DCH) - licensed for 25 beds
Johnsen County Community Hospital (JCCH) - licensed for 2 beds

» & @ & 2 % W s & @ L3

The Alliance has a 50.1% interest in JMH. JMH is also the sole member of Abingdon Physician
Partners (APP), 3 non-taxsble corporation that owns and manages physician practices.

The Alliance has a 50,1% interest in NCH. NCH is also the sole member or shareholder of DCH and
Nortonn Community Physician Services, LLC (NCPS), a taxable corporation that consists of
physician practices and a pharmacy and Community Home Care (CHC), a taxable corporation that
provides home medical equipment.

The Alliance has an 80% interest in SCCH. SCCH is the sole shareholder of Southwest Community
Health Services, Inc. (SWCH), a taxable entity that operates a pharmacy and provides other health
services.

The activities and accounts of JMH, NCH and SCCH are included in the accompanying consolidated
financial statements.

Effective November 1, 2013, the Alliance acquired substantially all the assets, and certain liabilities,
of Unicoi County Memorial Hospital from Unicoi County, Tennessee. To effectuate the acquisition,
the Alliance paid approximately $2,500 and commiited to construct a new facility within five years.

)



MOUNTAIN STATES HEALTH ALLIANCE

Nates to Consolidated Financial Statesients - Continued
(Dollars in Thousands)

Years Ended June 30, 2014 and 2013

The accounts and activities of UCMH since scquisition are included in the accompanying
consolidated financial statements.

The Alliance is the sole sharcholder of Blue Ridge Medical Management Corporation (BRMM), a
for-profit entity that owns and manages physician practices and provides other healtheare services to
patients in Tennessee and Virginia. BRMM is either the sole shareholder, a significant shareholder,
or member of the following consolidated organizations:

Mountain States Physician Group, Inc. (MSP(): A company that contracts with physicians to
provide services to BRMM physician practices.

Mountain States Properties, Inc. (MSPI); A company that owns and tnanages real estate
{primarily medical office buildings) and provides rehabilitation and fitness services.

Mediserve Medical Equipment of Kingsport, Inc. (Mediservej: A company that provides dursble
medical equipment services.

Kingsport Ambulatory Surgery Center (KASC) (d.b.a. Kingsport Day Surgery): A joint venture
operating as an outpatient surgery center which performs procedures primarily in otolaryngology,
orthopedics, ophthalmology, and general surgery, BRMM has a 43% ownership of KASC and
maintaing control over KASC through & management agreement. The accounts and activities of
KASC are included in the accompanying consolidated financial statements.

Emmaus Community Healthcare LLC (d b.a. Piney Flats Urgent Care (PFUC)): A for-profit
entity that provides urgent care patient services, BRMM has a 75% ownership of PFUC, The
accounts and activities of PFUC are included in the accompanying consolidated financial
statements,

Mountain States Pharmacy (MSFP): A for-profit company that owns and operates retail
pharmacies.

East Tennessee Ambulatory Surgery Center (ETASC): Effective January 1, 2014, BRMM
acquired a controlling 66.1% ownership in ETASC and recognized approximately $2,244 of
goodwill as a result of the transaction. The accounts and activities of ETASC since acquisition
are included in the accompanying consolidated financial statements.

The Alliance is the primary beneficiary of the activities of Mountain States Foundation, Inc. (MSF),
a not-for-profit foundation formed to coordinate fundraising and development activities of the
Alliance. The Alliance is also the beneficiary of the Mountain States Health Alliance Auxiliary
(Auxiliary}, a not-for-profit organization formed to coordinate volunteer activities of the Alliance,
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MOUNTAIN STATES HEALTH ALLIANCE

Notes to Consolidated Financial Statements - Continued
(Dotlars in Thousands)

Years Ended June 30, 2014 and 2013

The activities and accounts of MSF and the Auxiliary are included in the accompanying consolidated
financial statements,

The Alliance is a 99.8% shareholder of Integrated Solutions Health Network, LLC (ISHN). The
primary function of ISHN is to establish, operate and administer a provider-sponsored health care
delivery network. ISHN is the sole shareholder of the following subsidiaries:

CrestPoint Realth Insurance Company (CHIC): A for-profit insurance company licensed in the
State of Tennessee which provides network access and administration and third-party
administrator services. CHIC has a risk-based contract with the Center for Medicare & Medicaid
Services (CMS) to provide or arrange for the provision of healthcare services to senior citizens
who have Medicare Part A, Medicare Part B and Medicare Part D entitlements.

AnewCare Collaborative (AnewCare): A for-profit accountable care organization which
participates in CMS8’s Medicare Shared Savings Program.

NOTE B--SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation: The accompanying consolidated financial statements include the
accounts of the Alliance and its consolidated subsidiaries after elimination of all significant
intercompany accounts and transactions.

Noncontrolling Interests in Subsidiaries: The Alliance’s accompanying consolidated financial
statements include all assets, liabilities, revenues, expenses, and changes in net assets, including
amounts attributable to the noncontrolling interests. Noncontrolling interests represent the portion of
equity (net assets) in a subsidiary not attributable, directly or indirectly, to the Alliance. For the years
ending June 30, 2014 and 2013, the Alliance attributed an Excess of Revenue, Gains and Support
over Expenses and Losses of $8,286 and $6,875, respectively, to the noncontrolling interests in JMH,
NCH, SCCH, KASC, PFUC, ETASC and ISHN based on the noncontrolling interests’ respective
ownership percentage.

Use of Estimates: The preparation of the consolidated 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 as of the date of the consolidated financial statements.
Estimates also affect the reported amounts of revenue and expenses during the reporting period.
Actual results could differ from these estimates.

Cash and Cash Equivalents: Cash and cash equivalents include all highly liquid investments with a
maturity of three months or less when purchased. Cash and cash equivalents designated as assets
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MOUNTAIN STATES HEALTH ALLIANCE

Nates to Consolidated Financial Stafemenis - Continued
(Dollars in Thousands)

Years Ended June 30, 2014 and 2013

limited as to use or uninvested amounts included in investment portfolios are not included as cash
and cash equivalents,

Invesiments: Investments include trading securities and held-to-maturity securities. Within the
trading securities portfolio, all debt securities and marketable equity securities with readily
determinable fair values are reported at fair value based on quoted market prices. Investments
without readily determinable fair values are reported at estimated fair market value pursuant to The
Financial Accounting Standards Board (FASB) Accounting Standards Codification (ASC) 825,
Financial Instruments, Realized gains and losses are computed using the specific identification
method for cost determination. Interest and dividend income is reported net of related investment
fees.

Investments which the Alliance has the positive intent and ability to hold to maturity are classified as
held-to-maturity and are stated at amortized cost. On June 30, 2013, the Alliance determined that it
no longer intended to hold certain of its held-to-maturity investment portfolios to maturity and
reclassified investments with an amortized cost of $161,929 into the trading designation. As aresult,
the Alliance recognized vet unrealized gains of approximately $8,255 in the accompanying 2013
Consolidated Statement of Operations. The investments that remain designated as held-to-maturity
are limited as to use under a safekeeping agreement or are otherwise unavailable for disposition.

Management annually evaloates investments designated as held-to-maturity and recognizes any
“other-than-temporary™ losses as deductions from the Performance Indicator (as defined below).
Management’s evaluation considers the amount of decline in fair value, as well as the time period of
any such decline. Management does not believe any investment classified as held-to-maturity is
other-than-temporarily impaired at June 30, 2014,

Investments in joint ventures are generally reported under the equity method of accounting, which
approximates the Alliance’s equity in the underlying net book value, unless the ownership structure
requires consolidation. Other assets include investments in joint ventures of $1,364 and $2,057 at
June 30, 2014 and 2013, respectively.

Inventories: Inventories, consisting primarily of medical supplies, are stated at the lower of cost or
market with cost determined by first-in, first-out method,

Property, Plant and Equipment: Property, plant and equipment is stated on the basis of cost, or if
donated, at the fair value at the date of gift. Generally, depreciation is computed by the straight-line
method over the estimated useful life of the asset. During 2014, the Alliance changed its estimates
of depreciable lives for certain classes of property and equipment. Management evaluated the useful
lives of certain classes of equipment and determined that, based on information available to them, the
previously assigned lives were not consistent with actual usage of such assets, As a result,
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MOUNTAIN STATES HEALTH ALLIANCE

Notes to Consolidated Financial Statemenis - Continued
(Dollars in Thousands)

Years Ended June 30, 2014 and 2013

management extended the depreciable lives of certain classes of property and equipment to better
reflect the actual usage pattern. The impact of this change in estimated useful lives was to decrease
depreciation expense in the Consolidated Statement of Operations for the year ended June 30,2014
by approximately $7,500. ‘

Equipment held under capital lease obligations is amortized under the straight-line method over the
shorter of the lease term or estimated useful life. Amortization of buildings and equipment held
under capital leases is shown as a part of depreciation expense and accumulated depreciation in the
accompanying consolidated financial statements. Renewals and betterments are capitalized and
depreciated over their useful life, whereas costs of maintenance and repairs are expensed as incurred.

Interest costs incurred on borrowed funds during the period of construction of capital assets is
capitalized as a component of the cost of acquiring those assets. The amount capitalized is net of
investment earnings on assets limited as to use derived from borrowings designated for capital assets.

The Alliance reviews capital assets for indications of potential impairment when there are changes in
circumstances related to a specific asset. If this review indicates that the carrying value of these
assets may not be recoverable, the Alliance estimates future cash flows from operations and the
eventual disposition of such assets. If the sum of these undiscounted future cash flows is less than
the carrying amount of the asset, a write-down to estimated fair value is recorded. The Alliance did
not recognize any impairment losses during 2014 and 2013.

Other assets include property held for resale and property held for expansion of $20,793 and
$20,220, respectively, at June 30, 2014 and 2013. Property held for resale and property held for
expansion primarily represent land contributed to, or purchased by, the Alliance plus costs incurred
to develop the infrastructure of such land. Management annually evaluates its investment and
records non-temporary declines in value when it is determined the vltimate net realizable value is
less than the recorded amount. No such declines were identified in 2014 and 2013,

Goodwill: Goodwill represents the difference between the acquisition cost of assets and the
estimated fair value of net tangible and any separately identified intangible assets. Goodwill is
evaluated for impairment at least annually. The reporting unit for evaluation of the majority of the
Alliance’s goodwill is the aggregate acute-care operations. Management performed an evaluation of
goodwill for impairment considering qualitative and quantitative factors and does not believe the
goodwill associated with any of its reporting units is impaired as of June 30, 2014. Management’s
estimates utilized in the evaluation contain significant estimates and it is reasonably possible that
such estimates could change in the near term.

Deferred Financing, Acquisition Costs and Other Charges: Other assets include deferred financing,
acquisition costs and other charges of $25,841 and $28,480 at June 30, 2014 and 2013, respectively.
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MOUNTAIN STATES HEALTH ALLIANCE

Netes to Consolidated Financial Stotements « Continued
{(Dollars in Thousands)

Years Ended June 30, 2014 and 2013

Deferred financing costs are amortized over the life of the respective bond issue principally using the
average bonds outstanding method.

Prior to 2009, the Alliance routinely financed interest rate swap and other derivative transaction
issuance costs through modification of future settlement terms. As such, the unamortized issuance
costs of these derivatives are included as deferred financing costs in the accompanying Consolidated
Balance Sheets and are being amortized over the term of the respective derivative instrument. The
unpaid issuance costs are included as a part of the estimated fair value of derivatives in the
accompanying Consolidated Balance Sheets. Beginning in 20085, interest rate swap and derivative
transaction issuance costs were expensed as incurred.

Derivative Financial Instruments: The Alliance is a party to various interest rate swaps. These
financial instruments are not designated as hedges and have been presented at estimated fair market
value in the accompanying Consolidated Balance Sheets as either current or long-term liabilities,
based upon the remaining term of the instrument. Changes in the estimated fair value of these
derivatives are included in the Consolidated Statements of Operations as part of net derivative gain.

Estimated Professional Liability Self-Insurance and Other Long-Term Liabilities: Self-insurance
liabilities include estimated reserves for reported and unreported professional liability claims and are
recorded at the estimated net present value of such claims. Other long-term liabilities include
contributions payable and obligations under deferred compensation arrangements, a defined benefit
pension plan, a post-retirement employee benefit plan as well as other liabilities which management
estimates are not payable within one year.

Net Patient Service Revenue/Receivables: Net patient service revenue is reported on the accrual
basis in the period in which services are provided at the estimated net realizable amounts, including
estimated retroactive adjustments under reimbursement agreements with third-party payers.
Retroactive adjustments are accrued on an estimated basis in the period the related services are
rendered and adjusted in future periods as final settlements are determined. The Alliance's revenue
recognition policies related to self-pay and other types of payers emphasize revenue recognition only
when collections are reasonably assured.

Patient accounts receivable are reported net of both an estimated allowance for uncollectible
accounts and an estimated allowance for contractual adjustments. The contractual allowance
represents the difference between established billing rates and estimated reimbursement from
Medicare, Medicaid, TennCare and other third-party payment programs. Current operations include
a provision for bad debts in the Consolidated Statements of Operations estimated based upon the age
of the patient accounts receivable, historical writeoffs and recoveries and any unusual circumstances
(such as local, regional or national economic conditions) which affect the collectibility of
receivables, including management's assumptions about conditions it expects to exist and courses of
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MOUNTAIN STATES HEALTH ALLIANCE

Notes to Consolidated Financial Statements - Continued
(Dollars in Thousands)

Years Ended June 30, 2014 and 2013

action it expects to take. The primary uncertainty lies with uninsured patient receivables and
deductibles, co-payments or other amounts due from individual patients. Additions to the allowance
for uncallectible accounts result from the provision for bad debts. Patient accounts written off as
uncollectible are deducted from the allowance for uncollectible accounts.

For uninsured patients that do not qualify for charity care, the Alliance recognizes revenue on the
basis of discounted rates under the Alliance’s self-pay patient policy. Under the policy, a patient who
has no insutance and is inefigible for any government assistance program has his or her bill reduced
to the amount which generally would be billed to a commercially insured patient. The Allianece’s
policy does not require collateral or other security for patient accounts receivable. The Alliance
routinely accepts assignment of, or is otherwise entitled to receive, patient benefits payable under
health insurance programs, plans or policies.

Charity Care: The Alliance accepts all patients regardless of their ability to pay. A patient is
classified as a charity patient by reference to certain established policies of the Alliance and various
guidelines outlined by the Federal Government. These policies define charity as those services for
which no payment is anticipated and, as such, charges at established rates are not included in net
patient service revenue. Charges forgone, based on established rates, totaled approximately
$109,550 and $103,084 during 2014 and 2013, respectively. The estimated direct and indirect cost
of providing these services totaled approximately $23,733 and $24,709 in 2014 and 2013,
respectively. Such costs are determined using a ratio of cost to charges analysis with indirect cost
allocated.

In addition to the charity care services, the Alliance provides a number of other services to benefit
the poor for which little or no payment is received. Medicare, Medicaid, TennCare and State
indigent programs do not cover the full cost of providing care to beneficiaries of those programs.
The Alliance also provides services to the community at large for which it receives little or no
payment.

Excess of Revenue, Gains and Support Over Expenses and Losses: The Consolidated Statements of
Operations and the Consolidated Statements of Changes in Net Assets includes the caption Excess of
Revenue, Gains and Support Over Expenses and Losses (the Performance Indicator). Changes in
unrestricted net assets which are excluded from the Performance Indicator, consistent with industry
practice, include contributions of long-lived assets or amounts restricted to the purchase of long-
lived assets, certain pension and related adjustments, and transactions with noncontrolling interests,

Income Taxes: The Alliance is classified as an organization exempt from income taxes under
Section 501(c)(3) of the Internal Revenue Code. As such, no provision for income taxes has been
made in the accompanying consolidated financial staternents for the Alliance and its tax-exempt
subsidiaries. The Alliance’s taxable subsidiaries are discussed in Note L. The Alliance has no
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MOUNTAIN STATES HEALTH ALLIANCE

Notes ro Consolidated Financial Staiements - Continued
(Dollars in Thousands)

Years Ended June 30, 2014 and 2013

significant uncertain tax positions at June 30, 2014 and 2013. AtJune 30, 2014, tax returns for 2010
through 2013 are subject to examination by the Internal Revenue Service.

Temporarily and Permanently Restricted Net Assets: Temporarily restricted net assets are those
whose use has been limited by donors to a specific time period or purpose. When a donor or time
restriction expires; that is, when a stipulated time restriction ends or purpose restriction is fulfilled,
temporarily 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
restrictions.  The Alliance’s policy is to net contribution and grant revenues against related expenses
and present such amounts as a part of other revenue, gains and support in the Consolidated
Staternents of Operations, Permanently restricted net assets have been restricted by donors to be
maintained by the Alliance in perpetuity.

Premium Revenue: Premiums earned include premiums from individuals and Medicare. Medicare
revenue includes premiums based on predetermined prepaid rates under Medicare risk contracts.
Premiums are recognized in the month in which the members are entitled to health care services.
Premiums collected in advance are deferred and recorded as unearned premium revenue. Premium
deficiency losses are recognized when it is probable that expected future claim expenses will exceed
future premiums on existing contracts. CHIC evaluated the need for a premium deficiency reserve
and recorded an estimated reserve of $2,000 at June 30, 2014.

Medicare Shared Savings Program (MSSP): AnewCare, an Accountable Care Organization (ACO),
participates in CM8’s Medicare Shared Savings Program which is designed to facilitate coordination
and cooperation among providers to improve the quality of care for Medicare beneficiaries and
reduce unnecessary costs. ACOs participating in the program are assigned beneficiaries by CMS and
are entitled to share in the savings if they are able o lower growth in Medicare Parts A and B fee-for-
service costs while meeting performance standards on quality of care. The program is based on
performance petiods, the first of which specific to AnewCare was the period of July 2012 to
December 2013. Utilizing statistical data and the methodology employed by CMS, AnewCare
estimated and recognized $2,644 of net shared savings through June 30, 2013. Upon completion of
the initial performance period, total net shared savings of $4,745 were recogunized. For the second
performance period, AnewCare has estimated $1,625 of net shared savings as of June 30, 2014.
Variability is inherent in the estimation methodology and due to uncertainties in the estimation; it is
probable that management’s estimates of shared savings, if any, will change by the end of the second
performance period, and such change could be significant.

Electronic Health Record (EHR) Incentives: The American Recovery and Reinvestment Act of 2009
{ARRA) provides for incentive payments under the Medicare and Medicaid programs for certain
hospitals and physician practices that demonstrate meaningful use of certified EHR technology. The
incentive payments are calculated based upon estimated discharges, charity care and other input data
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and are recorded upon the Alliance’s aftainment of program and attestation criteria. The incentive
paymenis are subject to regulatory audit. During the years ending June 30, 2014 and 2013, the
Alliance recognized EHR incentive revenues of $18,269 and $22,474, respectively. EHR incentive
revenues are included in other revenue, gains and support in the accompanying Consolidated
Statements of Operations. The Alliance incurs both capital expenditures and operating expenses in
connection with the implementation of its various EHR initiatives. The amount and timing of these
expenditures does not directly correlate with the timing of the Alliance’s receipt or recognition of the
EHR incentive payments.

Medical Costs: The cost of health care services is recognized in the period in which services are
provided. Medical costs include an estimate of the cost of services provided to CHIC members by
third-party providers, which have been incurred but not reported to CHIC. The estimate for incurred
but not reported claims is based on actuarial projections of costs using historical paid claims and
industry data. Due to uncertainties in the estimation, it is at least reasonably possible that
management’s estimates of incurred but not reported claims will change in 20135, although the
amount of the change cannot be estimated.

Subsequent Events: The Alliance evaluated all events or transactions that occurred after June 30,
2014, through October 29, 2014, the date the consolidated financial statements were available to be
issued. During this period management did not note any material recognizable subsequent events
that required recognition or disclosure in the June 30, 2014 consolidated financial statements, other
than as discussed in Note Q,

Reclussifications: Certain 2013 amoums have been reclassified to conform with the 2014
presentation in the accompanying consolidated financial statements.

NOTE C--INVESTMENTS

Assets limited as to use are summarized by designation or restriction as follows at June 30:

2014 2013
Designated or restricted:
Under safekeeping agreements 5 8,220 § 8,254
By Board to satisfy regulatory requirements 6,759 2,096
Under bond indenture agreements:
For debt service and interest payments 55,123 60,823
For capital acquisitions 16,127 36,989
86,229 108,162
Less: amount required to meet current obligations (25,029) (20,386)

$ 61,200 § 87,776
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Assets limited as to use consist of the following at June 30:

2014 2003
Cash, cash equivalents and money market funds 3 54,437 $ 57,190
U.8. Government securities 8,683 11,164
U.S. Agency securities 19,835 30,407
Corporate and foreign bonds 2,354 7,530
Municipal obligations 920 1,871

3 86,229 3§ 108,162

Trading securities consist of the following at June 30:

2014 2013
Cash, cash equivalents and money market funds $ 47,126 $ 9,488
U.S. Government securities 30,721 18,481
U.8. Agency securities 39,084 19,620
Corporate and foreign bonds 96,749 172,350
Municipal obligations 21,409 17,749
Preferred and asset backed securities 3,457 3,491
U.S. equity securities 1,868 10,944
Mutual funds 253,301 186,028
Altemative investments 54,761 37,353

$ 548,516 $ 475,504

Held-to-maturity securities (other than assets limited as to use) are carried at amortized cost and
congist of the following at June 30:

2014 2013
Cash, cash equivalents and money market funds 3 220 % 75
Corporate and foreign bonds ' 35,131 33,060
Municipal obligations 3,408 4,937

$ 38,759 % 38,072

Held-to-maturity securities had gross unrealized gains and losses of $206 and $456, respectively, at
June 30,2014 and $15 and §1,421, respectively, at June 30, 2013. At June 30, 2014, the Alliance
held securities within the held-to-maturity portfolio with a fair value and unrealized loss of $13,513
and $456, respectively, which had been at an unrealized loss position for over one year. AtJune 30,

19




MOUNTAIN STATES HEALTH ALLIANCE

Notes to Consolidated Financial Statements - Continued
(Dollars in Thousands)

Years Ended June 30, 2014 and 2013

2013, the Alliance held no securities within the held-to-maturity portfolic which had been in an
unrealized loss position for over one year. At June 30, 2014, the contractual maturities of held-to-
maturity securities were $17,625 due in one year or less, $5,411 due from one to five years and
$15,723 due after five years.

The net investment gain is comprised of the following for the years ending June 30:

2014 2013
Interest and dividend income, net of fees $ 12,074 % 13,881
Net realized gains on the sale of securities 15,311 3,074
Change in net unrealized gains on securities 23318 24,025
3 - 50,703 § 40,980

The Alliance is a member of Premier Inc.’s (Premier) group purchasing organization and in
connection with this membership, the Alliance held a non-controlling interest in Premier that was
accounted for using the cost method of accounting. In October 2013, Premier completed an initial
public offering (TPO) and a restructuring of the company. In connection with the restructuring, the
Alliance received 860,499 Class B Units and concurrently sold approximately 16% of the units back
to Premier. The Alliance recognized a gain of approximately $3,500 on the sale, which is included
within other revenue, gains and support in the 2014 Consolidated Statement of Operations.

The Alliance has the ability to convert its remaining Class B units into cash or Premier’s Class A
common stock over a seven year vesting period. The Alliance recorded an investment in Premier
relative to the estimated fair value of the remaining Class B units of approximately $14,713. In
addition, as the vesting period is tangential to the Alliance’s continued participation in the group
purchasing contract, the Alliance recorded a liability equivalent to the estimated fair value of the
Class B units, which is included within other long-term liabilities in the 2014 Consolidated Balance
Sheet. The liability is being amortized as a vendor incentive over the seven year vesting period.
During 2014, the Alliance recognized approximately $2,995 related to the first vesting period
{Tranche 1), which is included within other revenue, gains and support in the 2014 Consolidated
Statement of Operations.

NOTE D--DERIVATIVE TRANSACTIONS

The Alliance is a party to a number of derivative transactions, These derivatives have not been
designated as hedges and are valued at estimated fair value in the accompanying Consolidated
Balance Sheets, Management’s primary objective in holding such derivatives is to infroduce a
variable rate component into its fixed rate debt structure. Under the terms of these agreements,
changes in the interest rate environment could have a significant effect on the Alliance. Net deferred
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financing, acquisition costs and other charges include $5,447 and $5,791 at June 30, 2014 and 2013,
respectively, related to these swaps,

The Alliance is subject to an enforceable master netting arrangement in the form of an ISDA
agreement with Bank of America, Merrill Lynch. Under the terms of this agreement, offsetting of
derivative contracts is permitted in the event of default of either party to the agreement. The ISDA
agreement requires that the Alliance post additional collateral for the derivatives’ fair market value
deficits above specified levels. As of June 30, 2014 and 2013, the Alliance was not required fo post
additional collateral.

The following is a summary of the interest rate swap agreements at June 30, 2014 and 2013:

Notlonal Payments: Estiruited Fair Value
Amount Term Counlerparty Receive Pay 2014 2013
$170,000.  4/2006-472026 Bank of Americs, 1.07% 4/2013.4/2014 0.06% £ 3,089 % 3,805
Mersilf Lynéh 1.14%5/2014-4/2016
395;0(]0 4/2006-4/2028 Bank of Americs, 1.08% 4/2013-4/2014 0.00% 1,748 2,208
Merdll Lynch 1.14% 5/2014-4/2016
$173,030  4/2006-4/2034 Baok of America, 1.12% 4/2013-472014 0.00% {1,884) {710}
Memill Lyneh 1.16% 5/2014-4/2016
$82,055 12/2007-7/203%  Bavk of Americs, £7% USD-LIBOR~ 0.312% + (9,365) 9,320
Merrill Lynch BBA - USD-SIFMA
$50,000 2/2008-7/2038 Bank of Americs, 67% (USD-LIBOR~ USD-SITMA (4,210) (4,21%)
Merill Lyneh BBA +0.15%)
$20,400  7/2007-7/2015  Bank of Ametica, 1.05% + 4.50% 83 38
Merrill Lynch USD-SIFMA
{10,558} (8,115)
34,680  7/2010-7/2015  First Tennesses Bank 0.00% USD-LIBOR-BBA 44y (70)
$  (10503) § (B,185)

The net investment derivative gain is comprised of the following for the years ending June 30:

2014 2013
Settlement income and other 3 598 § 6,661
Change in estimated fair value ; (2,761) 457
$ 3,219 § 7,118

These fair values are based on the estimated amount the Alliance would receive, or be required to
pay, to enter into equivalent agreements at the valuation date and include an estimated credit value
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adjustment. Due to the nature of these financial instruments, such estimates of fair value are subject
to significant change in the near term,

The Alliance was a party to a total return swap which terminated in 2009. In 2013, the Alliance and
counterparty reached a settlement agreement. A gain of approximately $3,020 was recognized on the
settlement, which is included within other revenue, gains and support in the accompanying 2013
Consolidated Statement of Operations.

NOTE E--PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment consist of the following at June 30:

2014 2013

Land $ 60,722 § 60,180
Buildings and leasehold improvements 760,853 718,489
Property and improvements held for leasing 80,824 77,767
Equipment and information technology infrastructure 700,748 664,469
Buildings and equipment held under capital lease 340 671
1,603,487 1,521,576

Less: Allowances for depreciation and amortization {757,641) {704,002)
845,846 817,574
Construction in progress (Note N) 35,583 66,719

$ 881,429 § 884293

Accumulated depreciation and amortization on property and improvements held for leasing purposes
is $27,500 and $25,146 at June 30, 2014 and 2013, respectively. Netinterest capitalized was $1,533
and $4,419 for the years ended June 30, 2014 and 2013, respectively.

The Alliance entered into an Amendment and Mutual Release Agreement with a vendor whereby the
Alliance waived its right to take any action with respect to prior contracts in exchange for
professional services, primarily related to accelerated deployment of information systems. The
Alliance recognized approximately $282 and $3,386 in 2014 and 2013, respectively, as additions to
property, plant and equipment with an offsetting gain related to the agreed-upon value of such
professional services. The Alliance anticipates recognition of additional amounts in future periods,
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NOTE F--LONG-TERM DEBT AND OTHER F INANCIN(} ARRANGEMENTS

Long-term debt and capital lease obligations consist of the following at June 30:

Bate as of Ouistanding Boalance
- Description June 30, 2014 2014 2013
2013 Hospital Revenue and Refunding Revenue Bonds: _
$61,1B0 variable mate tax-sxeropt term bond, due August 2031 1.13% § 328685 % -
$4K,600 variable rate tax-exempt term bond, due August 2032 051%
$13.350 variable mie tax-exwmpt term bond, due August 2038 L13%
589,620, variable rate tax~exempt term bonds, due August 2042 L10% « 1.21%
$16,235, yarisble rate tax-exempt term bond, doe August 2043 9.05%
599,680 varjuble rate taxable term bond dus Aupust 2043 0.12%
24112 Hospital Revenue Bonds; '
(net of unamortized preminm of $1,756 and $1,817 at June 30, 2014 and
2013, regpectively)
- 55,000 fixed rate tx-exempt term bond, due August 2042 5.00% 56,756 94,697
2011 Hospital Revenus and Refunding and Toprovement Bonds: ‘
56,445 varisble rute taxable tarm bond, due July 2026 0.12% 164,710 229,919
§76,930 varisble rate tax-exempt teem bonds, due July 2033 0.07%
$21,335 variable rie tax-sxempt term bond, due July 2033 (IMH) L.10%
2010 Hospital Revenue Refunding Bonds:
{net of unamortized premium of $1,523 and $1,604 2t Fune 30, 2014 and
2013, respectively) ‘ ]
$41,600 fixed rube tax-axempt serial bonds, through 220 4,00% o 5.00% 180,993 188,549
$4,355 fixed rate tax-exempt term bond, due July 2023 5.00%
$14,985 Fixed rate tax-excmpt term bond, due July 2025 538%
$4,250 fixed rate tox-exempt term bond, due July 2028 5.50%
$19,230 fixed rate tax-exempt term bond, due tuly 2030 5.63%
$95,050 fixed mic tax-exempt term bonds, due July 2038 6.00% - 6.50%
2009 Hospital Revenue Bonds:
{net of unamortized discount of $2,267 and $2,359 at June 50, 2014 and
2013, respectively) »
§16,990 fixed rate tix-exempt term bonds, due July 2019 135% 119,813 122,256
$21,730 fixed sats tax~sxerpt ten bonds, due July 2029 7.56%
$83,360 fixed rate x-exempi temm bonds, dus July 2038 7.75% ~ 8.00%
2008 Hospital Revenue Bond: =
Refunded in 2014 - 65,210
20078 Taxable Hospitaf Revenue Bonds:
$19,515 varigble rate taxable ferm bond due July 2018 0.13% 19515 123,335
2006 Hospital First Mortgaps Revenus Bonds:
(net of uoamortized premium of $129 and $135 st June 30,2014 and
2013, respectively)
$4,680 fxed rate tax-exernpt serial bonds, through 2019 500% 167,864 168483
$7.375 Bxed ruts tot-exempt teom bond, dee July 2026 525%
$20,508 fixed rate iix-exernpt term bond, due July 2031 5.50%
$135,175 fixed mie tnx-exempt tarm bond, due Tuly 2036 5.50%
2001 Hospital First Mortgage Revenue Bond:
$20,400 fixed rate tax-sxempt tzrm bond, due Tuly 2026 4.50% 20,400 21,400
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Bate av of Outsianding Balance

Description June 30, 2014 2014 2013

2600 Hospital First Mortgage Revenue and Refunding Bonds:

$43,995 fixed rate tax-exempt term bonds, due July 2026 £.50% £1,006 80,485

$37,011 fixed rate tax-exempt Capital Appreciation Bonds, interest and 6.63%

principal due July 2026 through 2030
Capitalized lease obligations secured by equipment

Various monthly principal and interest psyments through December 2016 Various 806 1,240
Miuster installment payment sgreements.

Various psyments through May 2014 Unspecified - 3,823
Motes paysble secured by real sstate

Various principal end interest payments through 2017 Various 5,542 5878
Promissary notes secured by sssets of PFUC

Various manthiy principal and interest payments through 2019 3.00% «3.75% 918 985
Term note

Monthiy principsl payments of $60 plus varisble rate interest beginning 1.14% 15,383 17,60%

November 2012 thraugh September 2015; remnining principal due Gotaber 20135
Notes paysble secured by equipment

Various monthly ptincipal and interest payments through 2016 Various 790 895
Promissory note seoured by assets of KASC )

Monthly principal peyments of $7 beginning Apeil 2014 through Pebruary 2019; 3.25% 431 .

remaining principal due March 2019
Promissory note secusd by assets of ETASC

Monthly prinoipal payments of $8 plus variable rate interest beginning Janmary 2011 3.25% 585 -

throngh Auvgust 2015; remaining principal due Septerber 2015

1,105,687 1,124,765
Less current portion (30,618 (34417
% 1075069 § 1,090,343

Series 2013 Bonds: In July 2013, the Alliance issued $16,235 (Series 2013A) Hospital Revenue
Bonds, $99,680 (Series 2013B) Hospital Refunding Revenue Bonds, $13,350 (Series 2013C)
Hospital Refunding Revenue Bonds and $28,310 (Series 2013G) Hospital Revenue Bonds through
The Health and Educational Facilities Board of the City of Johnson City, Tennessee and $61,180
{Series 2013D) Hospital Refunding Revenue Bonds, $9,880 (Series 2013E) Hospital Refunding
Revenue Bonds, $51,430 (Series 2013F) Hospital Refunding Revenue Bonds and $48,600 (Series
2013H) Hospital Refunding Revenue Bonds through the Industrial Development Authority of Smyth
County, Virginia (collectively, the Series 2013 Bonds).

The proceeds from the Series 2013A Bonds were used to finance or refinance capital improvements
and equipment acquisitions and to pay issuance costs associated with these Bonds., The proceeds
from the remaining Series 2013 Bonds were used to refinance outstanding indebtedness, specifically
related to the Series 2007B-2, 2008A, 2008B, 2011C, 2011D, 2012B and 2012C Bonds, and to pay
issuance costs associated with these Bonds.

24



MOUNTAIN STATES HEALTH ALLIANCE

Notes to Consolidated Financial Statemerits « Contintied
(Dollars in Thousands)

Years Ended June 36, 2014 and 2013

Capital Appreciation Bonds: The Series 2000 Bonds include $14,680 of insured Capital
Appreciation Bonds. Such bonds bear a 0% coupon rate and have a yield of 6.625% annually. The
Alliance recognizes interest expense and increases the amount of outstanding debt each year based
upon this yield. Total principal and interest dae at maturity (2026 through 2030) is $93,675.

Other: QOutstanding tax-exempt bond obligations that were insured under municipal bond insurance
policies were $81,006 and $80,485 at June 30, 2014 and 2013, respectively. Under terms of these
policies, the insurer guarantees the Alliance’s payment of principal and interest. At June 30, 2014
and 2013, the Alliance held $212,360 and $417,290, respectively, in variable rate demand bonds
with letter of credit support and $240,530 and $39,055, respectively, in variable rate bonds held
under direct purchase agreements,

Early Redemption: Essentially all of the Alliance’s bonds are subject to redemption prior to
maturity, including optional, mandatory sinking fund and extraordinary redemption, at various dates
and prices as described in the respective Bond indentures and other documents.

Derecognized Bonds: In previous years, the advance refunded previously issued debt by placing
required funds in irrevocable trusts in order to satisfy remaining scheduled principal and interest
payments of the outstanding debt. Management, upon advice of legal counsel, believes the amounts
deposited in such irrevocable trust accounts have contractually relieved the Alliance of any future
obligations with respect to this debt, and the debt is not a considered liability of the Alliance.
Therefore, such debt has been derecognized. Debt outstanding and not recognized in the
Consolidated Balance Sheet at June 30, 2014 due to previous advance refundings totaled
approximately $196,290.

The assets placed in the irrevocable trust accounts are also not recognized as assets of the Alliance.
These assets consist primarily of various investments, as permitted by bond indentures and other
documents, including United States Treasury obligations, an investment contract with MBIA
Insurance Corporation (MBIA) in the original amount of $54,300, as well as the Series 2000C and
2000D Bonds which were purchased with the proceeds of the 2000A and 2000B Bonds specifically
for the purpose of utilizing the Series 2000C and 2000D Bonds in the irrevocable trust. Therefore,
certain of the assets held in the irrevocable trust accounts have future income streams contingent
upon payments by the Alliance,

The Alliance instructed the trustee of the advance refunded 1998C Bonds to liquidate certain
investments held in the related irrevocable trust account and to redeem a portion of the 1998C Bonds
with the proceeds from the liquidation. The fair value of the liquidated assets exceeded the payment
pecessary to redeem the 1998C Bonds and the excess was paid-to the Alliance. As a result of this
transaction, the Alliance recognized a net gain of $13,847 which is included in other revenue, gains
and support in the accompanying 2013 Consolidated Statements of Operations.
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Financing Arrangements: The Alliance has granted a deed of trust on JCMC and SSH to secure the
payment of the outstanding bonds indebtedness. The bonds are also secured by the
Alliance’s receivables, inventories and other assets as well as certain funds held under the documents
pursuant to which the bonds were issued. The JMH Series 2011 Hospital Refunding and
Improvement Revenue Bonds are secured by pledged revenues of JMH, as defined in the Credit
Agreement.

Certain members of the Alliance and JMH are each members of separate Obligated Groups. The
bond indentures, master trust indentures, letter of credit agreements and loan agreements related to
the various bond issues and notes payable contain covenants with which the respective Obligated
Groups must comply. These requirements include maintenance of certain financial and liquidity
ratios, deposits to frustee funds, permitted indebtedness, use of facilities and disposals of property.
These covenants also require that failure to meet certain debt service coverage tests will require the
deposit of all daily cash receipts of the Alliance into a trust fund. Management has represented the
Alliance and JMH are in compliance with all such covenants at June 30, 2014.

During 2014, the Alliance recognized a $4,622 loss on early extinguishment of debt representing the
write off of previously deferred and unamortized financing costs generally related to the refunded
portion of the Series 2012 Bonds, Series 2008 Bonds, Series 2011 Bonds and Series 2007B Bonds.

The scheduled maturities and mandatory sinking fund payments of the long-term debt and capital
lease obligations (excluding interest), exclusive of net unamortized original issue discount and
premium, at June 30, 2014 are as follows:

Year Ending June 30,
2015 $ 30,618
2016 42,329
2017 27,647
2018 24,793
2019 25,924
Thereafier 953,235
1,104,546
Net premium 1,141

b3 1,105,687

NOTE G—SELF-INSURANCE PROGRAMS

The Alliance is substantially self-insured for professional and general liability claims and related
expenses. The Alliance maintains a $25,000 umbrella liability policy that attaches over the self-
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insurance limits of $10,000 per claim and a $15,000 annual aggregate retention. The Alliance’s
insurance program also provides professional liability coverage for certain affiliates and joint
ventures,

The Alliance is also substantially self-insured for workers’ compensation claims in the State of
Tennessee and has established estimated liabilities for both reported and unreported claims. The
Alliance maintains a stop-loss policy that attaches over the self-insurance limits of $1,000 per
occurrence and §1,000 annual aggregate retention. In the State of Virginia, the Alliance is not self-
insured and maintains workers’ compensation insurance through commercial carriers.

At June 30, 2014, the Alliance is involved in litigation relating to medical malpractice and workers®
compensation and other claims arising in the ordinary course of business. There are also known
incidents occurring through June 30, 2014 that may result in the assertion of additional claims, and
other unreported claims may be asserted arising from services provided in the past. Alliance
management has estimated and accrued for the cost of these unreported claims based on historical
data and actuarial projections. The estimated net present value of malpractice and workers’
compensation claims, both reported and unreported, as of June 30, 2014 and 2013 was $13,220 and
$12,348, respectively. The discount rate utilized was 5% at June 30, 2014 and 2013. '

Additionally, the Alliance is self-insured for employee heaith claims and recognizes expense each
year based upon actual claims paid and an estimate of claims incurred but not yet paid, including a

catastrophic claims reserve based on historical claims in excess of $75. Such amount is included in
accounts payable and accrued expenses in the Consolidated Balance Sheets.

NOTE H--NET PATIENT SERVICE REVENUE

Patient service revenne, net of contractual allowances and discounts is composed of the following for
the years ended June 30:

2014 2013

Third-party payers $ 937,150 $ 946,979
Patients 113,276 08,266
Patient service revenue $ 1,050,426 % 1,045,245

Patient deductibles and copayments under third-party payment programs are included within the
patient amounts above.

The Alliance also provides services to uninsured and underinsured patients that do not qualify for
financial assistance. Based on historical experience, a significant portion of uninsured and
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underinsured patients are unable or unwilling to pay the portion of their bill for which they are
financially responsible and 4 significant provision for bad debts is recorded in the period the services
are provided.

The Alliance's allowance for doubtful accounts totaled $47,853 and $49,449 at June 30, 2014 and
2013, respectively. The allowance for doubtful accounts remained consistent at 23% of patient
accounts receivable, net of contractual allowances, at June 30, 2014 and 2013. Management’s
estimate of the allowance for doubtful accounts is a significant estimate subject to change in the near
term. The provision for bad debts associated with the Alliance's ancillary service lines are not
significant.

NOTE I--THIRD-PARTY REIMBURSEMENT

The Alliance renders services to patients under contractual arrangements with Medicare, Medicaid,
TennCare and various other commercial payers. The Medicare program pays for inpatient services
on a prospective basis. Payments are based upon diagnosis related group assignments, which are
determined by the patient’s clinical diagnosis and medical procedures utilized. The Alliance also
receives additional payments from Medicare based on the provision of services to a disproportionate
share of Medicaid and other low income patients. Most Medicare outpatient services are reimbursed
on a prospectively determined payment methodology. The Medicare program also reimburses
certain other services on the basis of reasonable cost, subject to various prescribed limitations and
reductions.

Reimbursement under the State of Tennessee’s Medicaid waiver program (TennCare) for inpatient
and outpatient services is administered by various managed care organizations (MCOs) and is based
on diagnosis related group assignments, a negotiated per diem or fee schedule basis. The Alliance
also receives additional supplemental payments from the State of Tennessee through the essential
access program. These payments recognized totaled $6,225 and $8,455 for the years ended June 30,
2014 and 2013, respectively. Additionally, during the year ending June 30, 2014, the Alliance
recorded approximately $4,097 related to additional supplemental funding through the State of
Tennessee as management believes such funding is applicable to 2014. Such payments are not
guaranteed in future periods.

The Virginia Medicaid program reimbursement for inpatient hospital services is based on a
prospective payment system using both a per case and per diem methodology. Additional payments
are made for the allowable costs of capital. Payments for outpatient services were based on
Medicare cost reimbursement principles and settied through the filing of an annual Medicaid cost
report through Decemnber 31, 2013, Beginning January 1, 2014, payments for outpatient services are
transitioning from cost-based reimbursement principles to a prospective payment system. Full
implementation of this transition is expected to take place over multiple vears.
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Amounts earned under the contractual agreements with the Medicare and Medicaid programs are
subject to review and final determination by fiscal intermediaries and other appropriate governmental
authorities or their agents. Retroactive adjustments are accrued on an estimated basis in the period
the related services are rendered and adjusted in future periods as final settlements are determined.
The impact of final settlements of cost reports or changes in estimates increased net patient service
revenue by $6,201 and $1,328 in 2014 and 2013, respectively.

Activity with respect to audits and reviews of the governmental programs in the healthcare industry
has increased and is expected to increase in the future. No additional specific reserves or allowances
have been established with regard to these increased audits and reviews as management is not able to
estimate such amounts, if any. Management believes that any adjustments from these incressed
audits and reviews will not have a material adverse impact on the consolidated financial statements.
However, due to uncertainties in the estimation, it is at least reasonably possible that management's
estimate will change in 2015, although the amount of any change cannot be estimated.

During 2014, the Alliance recognized $5,600 of estimated receivables from amounts previously
recouped as a result of audits and reviews of governmental programs. Such amounts are based on
the Alliance’s historical experience with appeals of such recoupments. However, such amounts are
subject to significant changes in the near term.

Participation in the Medicare program subjects the Alliance to significant rules and regulations;
failure to adhere to such could result in fines, penalties or expulsion from the program. Management
believes that adequate provision has been made for any adjustments, fines or penalties which may
result from final settlements or violations of other rules or regulations., Management has represented
that the Alliance is in substantial compliance with these rules and regulations as of June 30, 2014.

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

NOTE J-EMPLOYEE BENEFIT PLANS

The Alliance sponsors a retirement plan (the Plan) which covers substantially all employees. The
Plan is a defined contribution plan which consists principally of employer-funded contributions.
During 2014 and 2013, the Alliance made contributions to the Plan under a stratified system,
whereby the Alliance’s contribution percentage is based on each employee’s years of service.
Employees of certain other subsidiaries are covered by other plans, although such plans are not
significant. The total expense related to defined contribution plans for the years ended June 30,2014
and 2013 was $13,850 and $16,121, respectively.
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NCH maintains a defined benefit pension plan and a post-retirement employee benefit plan, The
accrued unfunded pension liability was $2,086 and $3,028, and the accrued unfunded post-retirement
liability was $5,857 and $4,943 at JTune 30, 2014 and 2013, respectively.

The Alliance sponsors a secured executive benefit program (SEBP) for certain key executives.
Contributions to the plan by the Alliance are based on an annual amount of funding necessary o
produce a target benefit for the participants at their retirement date, although the Alliance does not
guarantee any level of benefit will be achieved, The Alliance contributed $511 and $1,020 to the
plan during 2014 and 2013, respectively. Other assets at June 30, 2014 and 2013 include $11,302
and $10,721, respectively, related to the Alliance’s portion of the benefits which are recoverable
upon the death of the participant. In addition, the Alliance sponsors a Section 457(f) plan for certain
key executives. The Alliance contributed $231 and $294 to the Section 457(f) plan during 2014 and
2013, respectively.

NOTE K~-CONCENTRATION OF RISK

The Alliance has locations primarily in upper East Tennessee and Southwest Virginia which is
considered a geographic concentration. The Alliance grants credit without collateral to its patients,
most of whom are local residents and are insured under third-party payer agreements. Net patient
service revenue from Washington County, Tennessee operations were approximately 52%and 51%
of total net patient service revenue in 2014 and 2013, respectively.

The mix of receivables from patients and third-party payers based on charges at established rates is
as follows as of June 30. The patient responsibility related to charges for which the third-party has
not yet paid is included within the third-party payer categories.

2814 2013
Medicare 39% 38%
Tenncare/Medicaid 18% 16%
Commercial 28% 28%
Other third-party payers 8% 9%
Patients 7% 9%
100% 100%

Approximately 88% of the consolidated total revenue, gains and support were related to the
provision of healthcare services during 2014 and 2013. Admitting physicians are primarily
practitioners in the regional area.
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Employees at two of the Alliance’s Virginia hospitals are covered under a collective bargaining
agreement which extends through February 2017.

The Hospital maintains bank accounts at various financial institutions covered by the Federal
Deposit Insurance Corporation {(FDIC). At times throughout the year, the Alliance may maintain
bank account balances in excess of the FDIC insured limit. Management believes the credit risk
associated with these deposits is not significant.

The Alliance routinely invests in investment vehicles as listed in Note C. The Alliance’s investment
portfolio is managed by outside investment management companies. Investments in corporate and
foreign bonds, municipal obligations, money market funds, equities and other vehicles that are held
by safekeeping agents are not insured or guaranteed by the U.S. government.

NOTE L--INCOME TAXES

BRMM and its subsidiaries file a consolidated federal tax refurn and separate state tax retums. As of
June 30, 2014 and 2013, BRMM and its subsidiaries had net operating loss carryforwards for
consolidated federal purposes of $27,085 and $33,620, respectively, related to operating loss
carryforwards, which expire through 2031, At June 30, 2014 and 2013, BRMM had state net
operating loss carryforwards of $74,191 and $71,637, respectively, which expire through 2028, The
net operating loss carryforwards may be offset against future taxable income to the extent permitted
by the Internal Revenue Code and Tennessee Code Annotated.

At June 30, 2014 and 2013, SWCH had federal and statc net operating loss carryforwards of $5,884
and $5,906, respectively, which expire through 2033. The net operating loss carryforwards may be
off-set against future taxable income to the extent permitted by the Internal Revenue Code and tax
codes of the Commonwealth of Virginia.

Net deferred tax assets related to these carryforwards and other deferred tax assets have been
substantially offset through valuation allowances equal to these amounts. Income taxes paid relate
primarily to state taxes for certain subsidiaries and federal alternative minimum tax.

NOTE M--RELATED PARTY TRANSACTIONS

‘The Alliance enters into transactions with entities affiliated with certain members of the Board of
Directors including transactions to construct Alliance facilities and provide professional services to
the Alliance. Board members refrain from discussion and abstain from voting on transactions with
entities with which they are related.

i



MOUNTAIN STATES HEALTH ALLIANCE

Notes to Consolidated Financial Statements - Continued
(Doitars in Thousands)

Years Ended June 30, 2014 and 2013
NOTE N-OTHER COMMITMENTS AND CONTINGENCIES

Construction in Progress: Construction in progress at June 30, 2014 represents costs incurred
related to various hospital and medical office building facility renovations and additions and
information technology infrastructure. The Alliance has outstanding contracts and other
commitments related to the completion of these projects, and the cost to complete these projects is
estimated to be approximately $48,844 at June 30, 2014. The Alliance does not expect any
significant costs to be incurred for infrastructure improvements to assets held for resale.

Physician Contracts: BRMM employs physicians to provide services to BRMM's physician
practices through employment agreements which provide annual compensation, plus incentives
based upon specified productivity and performance {quality measures). These contracts have various
terms.

In addition, the Alliance has entered into contractual relationships with non-employed physivians w
provide services in Upper East Tennessee and Southwest Virginia. These contracts guarantee certain
base payments and allowable expenses and have terms of varying lengths. Amounts drawn and
outstanding under each agreement are treated as a loan bearing interest at various rates and are
subject to repayment aver a specified period. The physician notes may also be amortized by virtue of
the physician’s continued practice in the specified community during the repayment petiod. A net
receivable of $853 and $884 related to these agreements is included in the accompanying
Consolidated Balance Sheets at June 30, 2014 and 2013, respectively.

Employee Scholarships: The Alliance offers scholarships to certain individuals which require that
the recipients return to the Alliance to work for a specified period of time after they complete their
degree. Amounts due are then forgiven over a specific period of time as provided in the individual
contracts. If the recipient does not return and work the required period of time, the funds disbursed
on their behalf become due immediately and interest is charged until the funds are repaid, Other
receivables at June 30, 2014 and 2013 include $8,685 and $9,021, respectively, related to students in
school, graduates working at the Alliance and amounts due from others who are no longer in the
scholarship program, net of an estimated allowance.

Operating Leases and Maintenance Contracts: Total lease expense for the years ended June 30, 2014
and 2013 was $7,901 and $8,739, respectively. Future minimum lease payments for each of the next
five years and in the aggregate for the Alliance’s noncancellable operating leases with remaining
lease terms in excess of one vear are as follows:




MOUNTAIN STATES HEALTH ALLIANCE

Notes to Consolidated Financial Statermenis « Continued
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Years Ended June 30, 2014 and 2013

Year Ending June 30,
2015 b 6,996
2016 6,389
2017 4,084
2018 3,292
2019 3,025
Thereafter 12,500

$ 36286

Other: The Alliance is a party to various transactions and agreements in the normal course of
business, which include purchase and re-purchase agreements, put arrangements and other
commitments, which may bind the Alliance to undertake additional transactions or activities in the
future.

Healthcare Industry: Recently, government activity has increased with respect to investigations and
allegations concerning possible violations of fraud and abuse statutes and regulations by healthcare
providers. Violations of these laws and regulations could result in expulsion from government
healthcare programs together with the imposition of significant fines and penalties, as well as
significant repayments for patient services previously billed.

NOTE O-FAIR VALUE MEASUREMENT

The fair value of financial instruments has been estimated by the Alliance using available market
information as of June 30, 2014 and 2013, and valuation methodologies considered appropriate. The
estimates presented are not necessarily indicative of amounts the Alliance could realize in a current
market exchange, The carrying value of substantially all financial instruments approximates fair
value due to the nature or term of the instruments, except as described below,

Held-to-Maturity Securities: The estimated fair value of the Alliance’s held-to-maturity securities at
June 30, 2014 and 2013, is approximately $38,508 and $36,666, respectively, and would be
classified in level 2 of the fair value hierarchy (described below). The fair value is based on prices
provided by the Alliance’s investtnent managers and its custodian bank, which use a variety of
pricing sources to determine market valuations,

Investment in Joint Ventures: It is not practical to estimate the fair market value of the investments
in joint ventures.
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Estimated Professional Liability Self-Insurance and Other Long-Term Liabilities: Estimates of
reported and unreported professional liability claims, pension and post-retirement liabilities are

discounted to approximate their estimated fair value, It is not practical to estimate the fair market
value of other long-term liabilities.

Long-Term Debr: The estimated fair value of the Alliance’s long-term debt at June 30, 2014 and
2013, is approximately $1,172,357 and $1,168,846, respectively, and would be classified in level 2
in the fair value hierarchy, The fair value of long-term debt is estimated based upon quotes obtained
from brokers for bonds and discounted future cash flows using current market rates for other debt.
For long-term debt with variable interest rates, the carrying value approximates fair value,

FASB ASC 820 establishes a three-level valuation hierarchy for disclosure of fair value
measurements, The valuation hierarchy is based upon the transparency of inputs to the valuation of
an asset or liability as of the measurement date. The three levels are defined as follows:

*  Level 1 - Inputs based on quoted market prices for identical assets or liabilities in active
markets at the measurement date.

+  Level 2 - Observable inputs other than quoted prices included in Level 1, such as quoted
prices for similar assets and liabilities in active markets; quoted prices for identical or similar
assets and liabilities in markets that are not active; or other inputs that are observable or can
be corroborated by observable market data. The Alliance’s Level 2 investments are valued
primarily using the market valuation approach.

*  Level 3 - Unobservable inputs that are supported by little or no market activity and are
siguificant to the fair value of the assets or liabilities. Level 3 includes values determined
using pricing models, discounted cash flow methodologies, or similar techniques reflecting
the Alliance’s own assumptions.

In instances where the determination of the fair value hierarchy measurement is based on inputs from
different levels of the fair value hierarchy, the level in the fair value hierarchy within which the entire
fair value measurement falls is based on the lowest level input that is significant to the fair value
measurement in its entirety. The Alliance’s assessment of the significance of a particular input to the
fair value measurement in its entirety requires judgment and considers factors specific to the assetor
Hability.

The following table sets forth, by level within the fair value hierarchy, the financial instruments
measured at fair value as of June 30, 2014 and 2013:
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Total Level 1 Level 2 Level 3
June 30, 2014
Cash, cash equivalents and money market funds  § 95,459 % 95,459 8 - § -
U.8. Government securities 35,569 35,569 - -
U.8. Agency securities 54,9065 54,905 - -
Corporate and foreign bonds 99,103 - 99,103 -
Municipal obligations 21,409 - 21,409 -
Preferred and asset backed securities 3,497 - 3,497 -
U.8. equity securities 1,868 1,868 - -
Mutual funds 253,361 177,067 76,234 -
Alternative investments 69,474 - 54,761 14,713
Total assets 3 634,585 § 364,868 § 255,004 % 14,713
Derivative agreements $ (10,603) 3 - $ - 8 (10,603)
June 30, 2013
Cash, cash equivalents and money market funds  $ 66,075 § 66,075 $ - 3 -
U.S. Government gecurities 25,905 25,985 - -
U.S. Agency securities 45,997 45,997 - -
Corporate and foreign bonds 179,880 - 179,880 -
Municipal obligations 17,749. . 17,749 -
Freferred and asset backed securities 3,491 - 3,491 -
U.S. equity securities 10,944 10,944 - -
Mutual funds 186,028 125,479 60,548 -
Alternative investments 37,353 - 37,353 -
Total assets 3 573,422 §$ 274,400 § 299,021 § -
Derivative agreements $ (8,185 § -~ § - 8 (8,185)

Fair values for the Alliance’s fixed maturity securities are based on prices provided by the Alliance’s
investment managers and its custodian bank, which use a variety of pricing sources to determine
market valuations. Fair values of equity securities have been determined by the Alliance from market
quotations.

Alternative Investments: The Alliance generally uses net asset value per unit as provided by external
investment managers without further adjustment as the practical expedient estimate of the fair value
of its alternative investment in a real estate fund, consistent with the provisions of FASB ASC 820,
Fair Value Measurement. Accordingly, such values may differ from values that would have been
used had an active market for the investments existed. The real estate fund invests primarily in U.S.
commercial real estate. The Alliance may request redemption of all or a portion of its interests as of
the end of a calendar quarter by delivering written notice to the fund managers at least 60 days prior
to the end of the quarter. Such redemptions are subject to the capital requirements of the fund
manager.
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The Alliance’s investment in Premier’s Class B units do not have a readily determinable fair value
and have been reported at estimated fair market value. The significant unobservable inputs primarily
relate to management’s estimate of the discount for lack of marketability of 12%. Accordingly, such
value may differ from values that would have been used had an active market for the investment
existed and as such it has been classified in Level 3 of the fair value hierarchy.

Derivative Agreements: The valuation of the Alliance’s derivative agreements is determined using
market valuation techniques, including discounted cash flow analysis on the expected cash flows of
each agreement. This analysis reflects the contractual terms of the agreement, including the period to
maturity, and uses certain observable market-based inputs. The fair values of interest rate agreements
are determined by netting the discounted future fixed cash payments (or receipts) and the discounted
expected variable cash receipts (or payments). The variable cash receipts (or payments) are based on
the expectation of future interest rates and the underlying notional amount. The Alliance also
incorporates credit valuation adjustments (CVAs) to appropriately reflect both its own
nonperformance or credit risk and the respective counterparty’s nonperformance or credit risk in the
fair value measurements. The CVA on the Alliance’s interest rate swap agreements at June 30, 2014
and 2013 resulted in a decrease i the fair value of the related liability of $4,584 and $3,080,
respectively.

A certain portion of the inputs used to value its interest rate swap agreements, including the forward
interest rate curves and market perceptions of the Alliance’s credit risk used in the CVAs, are
unobservable inputs available to a market participant. As a result, the Alliance has determined that
the interest rate swap valuations are classified in Level 3 of the fair value hierarchy.

The following tables provide a summary of changes in the fair value of the Alliance's Level 3
financial assets and liabilities during the fiscal vears ended June 30, 2014 and 2013:

Alternative Derivaiives,

Tnvestment Net
oty 1,2012 $ - 8 {(19,381)
Tota! unrealized/réalized gains in the Performance Indicator, net - 457
Net investment income - 398
Settlements - 10,340
June 30, 2013 - (8,185)
Total unrealized/realized gains in the Performance Indicator, net - (2,761)
Net investment income - 343
Additions 14,713 -

June 30, 2014 $ 14,713 § (10,603)
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Years Ended June 36, 2014 and 2013 -
NOTE P--OPERATING EXPENSES BY FUNCTIONAL CLASSIFICATION

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

NOTE Q--SUBSEQUENT EVENTS

The Alliance signed an agreement to form a joint venture with HealthSouth Corporation to own and
operate James H. & Cecile C, Quillen Rehabilitation Hospital (Quillen). At closing, HealthSouth
will obtain a 50.1% ownership of the free-standing 60-bed inpatient rehabilitation hospital. Quillen
will be managed by HealthSouth Corporation under a long-term management contract. The
formation of the joint venture is subject to customary closing conditions including regulatory
approvals. Management anticipates closing the joint venture transaction by the end of the calendar
year 2014,
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MOUNTAIN STATES HEALTH ALLIANCE

Consolidated Balance Sheets
(Smyth County Community Hospital and Subsidiary and
Norton Community Hospital and Subsidiaries)

{Dollars in Thousands)
June 30, 2014
Smyth County Norton
Community Community
Hospital and ~ Hospital and
, Subsidiary Subsidiaries
ASSETS
CURRENT ASSETS
Cash and cash equivalents $ 2,465 % 5,581
Patient accounts receivable, less estimated allowances
for uncollectible accounts 7,099 10,583
Other receivables, net 1,235 1,706
Inventorics and prepaid expenses 1,035 1,882
Bstimated amounts due from third-party payers, net - 113
Receivables from affiliates, net 560 319
TOTAL CURRENT ASSETS 12,394 20,184
INVESTMENTS, less amounts required
1o meet current obligations 21,335 30,089
PROPERTY, PLANT AND EQUIPMENT, net 71,083 45,438
OTHER ASSETS
Net deferred financing, acquisition costs and
other charges 148 218
Other assets o 741 -
TOTAL OTHER ASSETS 889 218
$ 105,701 $. 95,929
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Consolidated Balance Sheets - Continued
{(Snyth County Community Hospital and Subsidiary and
Norton Community Hospital and Subsidiaries)

{Dollars in Thousands)
June 30, 2014
Smyth County Neorton
Community Community
Hospital and ~ Hospitel and
- ) Subsidiary Subsidiaries
LIABILITIES AND NET ASSETS
CURRENT LIABILITIES
Accrued interest payable $ 16§ 15
Current portion of long-term debt and capital lease
obligations 1,102 147
Accounts payable and accrued expenses 2,125 4,007
Accrued salaries, compensated absenoes and amounts
withheld 2,171 4,503
Estimated amounts due to third-party payers, net 35 -
TOTAL CURRENT LIABILITIES 5,449 8,672
OTHER LIABILITIES
Long-term debt and capital lease obligations, less
current portion 15,966 21,096
Estimated professional liability self-insurance 395 567
Other long-term liabilities 943 7,646
TOTAL LIABILITIES 22,753 37,981
NET ASSETS
Unrestricted net assets 82,938 57,786
Temporarily restricted net assets 10 - 162
TOTAL NET ASSETS 82,948 57,948

3 105,701 § 95,929
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MOUNTAIN STATES HEALTH ALLIANCE

Consolidated Statements of Operations and Changes in Net Assets

(Smyth County Community Hospital and Subsidiary and Norton
Community Hospital and Subsidiaries)

(Dollars in Thousands)

Year Ended June 30, 2014
Smyth County Norton
Community Community
Hospital and ~ Hospital and
Subsidiary Subsidiaries
UNRESTRICTED NET ASSETS:

Revenue, gains and support; ;
Patient service revenue, net of contractual allowances

and discounts 3 45406 % 77,273
Provision for bad debts , (4,138) (9,611)
Net patient service revenue 41,268 67,662
Net investment gain 2,148 1,904
Other revenue, gains and support 2,975 5,629

TOTAL REVENUE, GAINS AND SUPPORT 46,391 75,195
Expenses and losses:

Salaries and wages 17,620 23,622
Physician salaries and wages 261 5,906
Contract labor 112 533
Employee benefits 3,611 8,554
Fees 5,284 9,059
Supplies 5,300 8,319
Utilities 976 1,301
Other 4,740 9,256
Loss on early extinguishment of debt 177 321
Depreciation 4,276 4,420
Amortization 27 8
Interest and taxes 162 349
TOTAL EXPENSES AND LOSSES 46,546 71,648

EXCESS (DEFICIT) OF REVENUE, GAINS AND
SUPPORT OVER EXPENSES AND LOSSES (155) 3,547
Pension and postretirement liability adjustments - 388

INCREASE (DECREASE) IN
UNRESTRICTED NET ASSETS (155) 3,935
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MOUNTAIN STATES HEALTH ALLIANCE

Consolidated Statements of Operations and Changes in Net Assets - Continued
(Smyth County Convmunity Hospital and Subsidiary and Norton
Community Hospital and Subsidiaries)

(Dollars in Thousands)
Year Ended June 30, 2014
Smyth County Norton
Conununity Commeunity
Hospital and ~ Haspital and
 Subsidiary Subsidiaries
TEMPORARILY RESTRICTED NET ASSETS:
Restricted grants and contributions 17 97
Net assets released from restrictions (43) {26)
INCREASE (DECREASE) IN TEMPORARILY
RESTRICTED NET ASSETS (26) 71
INCREASE (DECREASE) IN
TOTAL NET ASSETS (181) 4,006
NET ASSETS, BEGINNING OF YEAR 83,129 53,942

NET ASSETS, END OF YEAR § 82,548 § 57,948
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MOUNTAIN STATES HEALTH ALLIANCE

Consolidating Balance Sheet
(Obligated Group and Other Entities)

(Dollars in Thousands)
June 30, 2014
Obligated Other
{rroup Entitiey Eliminations Total
ASSETS
CURRENT ASSETS
Cash and cash equivalents £ 27419 § 31,766 % - 3 59,183
Current portion of investments 25,029 - - 25,028
Patient accounts receivable, less estimated
allowance for uncallectible accounts 134,586 26,732 - 161,318
Other receivables, net 26,894 15,608 - 45,502
Inventories and prepaid expenses 22,856 7,982 - 30,838
TOTAL CURRENT ASSETS 239,784 82,088 - 321,872
INVESTMENTS, less amounts required ;
to meet current obligations 449,255 199,180 . 648,473
EQUITY IN AFFILIATES 336,532 - (336,532 -
PROPERTY, PLANT AND EQUIPMENT, net 639,370 242,059 - 851,420
QTHER ASSETS
Goodwill 152,283 4,330 - 156,613
Net deferred financing, scquisition costs
‘and other charges 24,506 1,335 - 25,841
Other assets 35,995 8,355 - 48,350
TOTAL OTHER ASSETS 216,784 14,020 - 230,804
$ 1,881,765 % 537,347 § {336,532 % 2,082,580
See note 10 supplemental schedules. 42
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Consolidating Balance Sheet — Continued
(Obligated Group and Other Entities)
(Dollars in Thousands)

June 30, 2014
Obligated Other
Group Entities Eliminations Yotal
LIABILITIES AND NET ASSETS
CURRENT LIABILITIES
Accrued interest paysble 3 18613 § 5 8 - 8 18,648
Current portion of long-term debt and capital
lease obligations 27,311 3,307 - 30,618
Accounts paysble and accrued expenses 71,739 15,387 - 87,126
Accrued salaries, compensated sbsences
and smounts withheld 54,710 17,471 ~ 72,181
Payables to (receivables from) affilistes, net 13,760 (13,760} - -
Estimated amourds due to third-party payers,
net 10,068 395 - 10,463
TOTAL CURRENT LIABILITIES 196,201 22,835 = 215,036
OTHER LIABILITIER
Long-term debt and capital lease obligations,
less current portion 1,037,407 37,662 - 1,075,069
Estimated fair value of derivatives, net 10,686 {63) - 10,603
Estimated professional iisbility self-insurance 7,747 1,210 - §.957
Other long-term Babilities 33,495 2,479 - 35974
TOTAL LIABILITIES 1,285,518 64,123 - 1,349,639
NET ASSETS
Unrestricted net assets
Mountain Siates Health Alliance 541,979 329,803 (329,803) 541,979
Noncontrolling interests in subsidiaries 41,855 131,402 5,290 178,547
TOTAL UNRESTRICTED NET ASSETS 583,834 461,205 (324,513) 720,526
Temporarily restricted niet assels
Mountain States Health Alliance 12,204 11,887 (11,887 12,204
Noncontrolling interests in subsidisries 84 5 (53 84
TOTAL TEMPORARILY
RESTRICTED NET ASSETS 12,288 11,892 {11,892} 12,288
Permanently restricted net azsets 127 127 {(1n 127
TOTAL NET ASSETS 596,249 473,224 (336,532) 732,941
§ 1,881,765 3§ 537347 § (336,532) § 2,082,580
See note to supplemental schedules. 43



MOUNTAIN STATES HEALTH ALLIANCE

Consolidating Statement of Operations
(Obligated Group and Other Entities)

(Dollars in Thousands)
Year Ended June 30, 2014
Obligated Other
: Group Entities Eliminations Total
Revenue, gains and support:
Patient service revenue, net of contractual ;
allowancey and discounts $ 873422 % 178,164  § {1,160y § 1,050,426
Provision for bad debts {103,913) (18,729) = (122,642)
Met patient service revenue 769,509 159,435 (1,160) 927,784
Preminm revenug - 10,683 - 10,683
Met investment gain 34,846 15,889 {32} 50,703
Net derivative gain 2497 722 - 3,219
Other revenne, geing and support 71,579 98,296 {107,418} 62,457
Equity in net gain of affilistes 1,510 11,182 (12,692) ; -
TOTAL REVENUE, GAINS AND SUPPORT 879,941 296,207 (121,302) 1,054,846
Expenses: ,
Salaries and wages 283,993 $2,198 (5.602) 340,589
Physician salaries and wages 57829 74,738 (54,931) 71,636
Contract labor 2,833 1,692 (243) 4,282
Employse benefits 59,268 15,483 {5,578) 69,173
Fees 116,527 33,886 (34,817 113,606
Supplies 138,127 25,731 (159) 163,699
Utilities 13,087 3,969 @ 17,052
Medical Costs - 16,292 - 10,292
Other 56,850 29,828 {6,738} 79,980
Loss on early extinguishment of debt 4,622 - - 4,622
Depreciation 52,544 16,893 - 68,437
Amortization 1,691 5l - 1,742
" Interestand taxes ; 42,734 1,680 22 44392
TOTAL EXPENSES 830,145 276,451 {108,094) 998,502
EXCESS OF REVENUE, GAINS AND
SUPPORT OVER EXPENSES ANDLOSSES  § 49,796 § 19,756 § (13208) $ 56,344
2
b
See note to supplemental schedules. 44



MOUNTAIN STATES HEALTH ALLIANCE

Cansolidating Statement of Changes in Net Assets

{Obligated Group end Other Enfities)

{Dollars in Thousands)
Year Ended June 36, 2014
Grn Fowal Qiehar Enmsitier Foted
Mopnteln Sates  Noacosstrolling Obligated Mountnin Steley o flisg Hker
Hesith Alfignce Ieevevsy Gﬂﬁp Hexlth Alliza Interesis EButitler Bt Yoial
UNRESTRICTED NET ASSETS:
Fxcess of Revenuz, Gains and Suppont pver
Expenses ond Losses 43057 § 1739 3 42,96 & (LRI -1 344§ 7% % {13208} § 35,344
Fension und other defined benefit plan adjusisients 194 196 388 e © (i3 19 398
Net atsets relbosad fram restristiont nsed for the
pursiiass of property, plunt and squipment 3313 - 3,313 3313 . 313 3313 3311
Roncontrolling interest in accuired nibsigiary - - - - 414 9i4 - 21
Thisuibaions io nowsoniroifing tolorests - . E - {3613 (481} - 4613
Net usset transfees - - - 882 1,869 2,551 (1,550} -
PNCREASE IN UNRESTBICTED
WET ASSETS 31,564 1,933 S34%7 18,587 7457 28,454 {12053) H0408
TEMPORARILY RESTRICTED NET ASSETS:
Resrivind prams and conirivutions 4693 42 4745 4,047 2 4083 (4,053 4,781
Nei esseds relensed from restrictions (3.284) 23 {5.286) (4,891} (£17] (X2 . 4634 (321}
INCREASE (DECREASE) IN TEMPORAREY
RESTRICTED NET ASSETS (571 30 [T (644 4 ) 6t (54
INCREASE IN TUTAL NET ASSETS 50,993 1,983 52956 17,583 2481 44 {18412y 39,958,
WET ASSETS, BEGINNING OF YEAR 503,317 39,976 543263 323,864 1235946 447,310 {318,120) §72.983
WET ASSETS, END OF YEAR S58310 § 41,.‘33'9 3 $9524%  § 343 817 3 131407 § 473,228 & {336532) § 732541
See note to supplemental schedules, 45



MOUNTAIN STATES HEALTH ALLIANCE
Note to Supplemental Schedules

Year Ended June 30, 2014
NOTE A--OBLIGATED GROUP MEMBERS

As described in Note F to the consolidated financial statements, the Alliance has granted a deed of
trust on JCMC and SSH to secure the payment of the outstanding bonds. The bonds are also secured
by the Alliance's receivables, inveatories and other assets as well as certain funds held under the
documents pursuant to which the bonds were issued. The members pledged pursuant to the
Amended and Restated Master Trust Indenture between Mountain States Health Alliance and the
Bank of New York Mellon Trust Company, NA as Mastet Trustee include Johnson City Medical
Center Hospital, Indian Path Medijcal Center, Franklin Woods Community Hospital, Sycamore
Shoals Hospital, Johnson County Community Hospital, Russell County Medical Center, Unicoi
County Memorial Hospital, Norton Community Hospital (hospital only), Smyth County Community
Hospital (hospital only) and Blue Ridge Medical Management Corporation (parent company only),
collectively defined as the Obligated Group (Obligated Group).

The supplemental consolidating schedules include the accounts of the members of the Obligated
Group after elimination of all significant intergroup accounts and transactions. Certain other
subsidiaries of the Alliance are not pledged to secure the payment of the outstanding bonds as they
are not part of the Obligated Group. These affiliates have been accounted for within the Obligated
Group based upon the Alliance’s original and subsequent investments, as adjusted for the Alliance’s
pro rata share of income or losses and any distributions, and are included as a part of equity in
affiliates in the supplemental consolidating balance sheet.
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