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REPORT OF INDEPENDENT AUDITORS

Board of Directors
Union Health System, Inc.
Terre Haute, Indiana

Report on the Audit of Consolidated Financial Statements

Opinion

We have audited the accompanying consolidated financial statements of Union Health System, Inc. and
Subsidiaries (the System), a nonprofit organization, which comprise the consolidated balance sheets as of
December 31, 2023 and 2022, and the related consolidated statements of operations and changes in net
assets, and cash flows for the years then ended, and the related notes to the consolidated financial
statements.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects,
the financial position of the System as of December 31, 2023 and 2022, and the changes in its net assets and
its cash flows for the years then ended in accordance with accounting principles generally accepted in the
United States of America.

Basis for Opinion

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America, the standards applicable to financial audits contained in Government Auditing Standards, issued by
the Comptroller General of the United States, and Guidelines for Examination of Entities Receiving Financial
Assistance from Governmental Sources, issued by the Indiana State Board of Accounts. Our responsibilities
under those standards are further described in the Auditor's Responsibilities for the Audit of the
Consolidated Financial Statements section of our report. We are required to be independent of the System
and to meet our other ethical responsibilities in accordance with the relevant ethical requirements relating to
our audit. We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinion.

Responsibilities of Management for the Consolidated Financial Statements

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




Board of Directors
Union Health System, Inc.
Terre Haute, Indiana

In preparing the consolidated financial statements, management is required to evaluate whether there are
conditions or events, considered in the aggregate, that raise substantial doubt about the System's ability to
continue as a going concern within one year after the date that the consolidated financial statements are
available to be issued.

Auditor’s Responsibilities for the Audit of the Consolidated Financial Statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial statements as a
whole are free from material misstatement, whether due to fraud or error, and to issue an auditor's report
that includes our opinion. Reasonable assurance is a high level of assurance but is not absolute assurance
and therefore is not a guarantee that an audit conducted in accordance with generally accepted auditing
standards and Government Auditing Standards will always detect a material misstatement when it exists.
The risk of not detecting a material misstatement resulting from fraud is higher than for one resulting from
error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override of
internal control. Misstatements are considered material if there is substantial likelihood that, individually or in
the aggregate, they would influence the judgement made by a reasonable user based on the consolidated
financial statements.

In performing an audit in accordance with generally accepted auditing standards and Government Auditing
Standards, we:

e Exercise professional judgement and maintain professional skepticism throughout the audit.

e Identify and assess the risks of material misstatement of the consolidated financial statements,
whether due to fraud or error, and design and perform audit procedures responsive to those risks.
Such procedures include examining, on a test basis, evidence regarding the amounts and disclosures in
the consolidated financial statements.

e Obtain an understanding of internal control relevant to the audit 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 System's internal control. Accordingly, no such opinion is expressed.

e Evaluate the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluate the overall presentation of the
consolidated financial statements.

e Conclude whether, in our judgement there are conditions or events, considered in the aggregate, that
raise substantial doubt about the System's ability to continue as a going concern for a reasonable period
of time.

We are required to communicate with those charged with governance regarding, among other matters, the
planned scope and timing of the audit, significant audit findings, and certain internal control related matters
that we identified during the audit.




Board of Directors
Union Health System, Inc.
Terre Haute, Indiana

Supplementary Information

Our audit was conducted for the purpose of forming an opinion on the consolidated financial statements as a
whole. The consolidating balance sheets, consolidating statements of operations and changes in net assets,
and consolidating statements of operations (Union Hospital, Inc. and Subsidiaries) as listed in the
accompanying table of contents is presented for purposes of additional analysis of the consolidated financial
statements rather than to present the financial position, results of operations and changes in net assets of the
individual entities, and is not a required part of the consolidated financial statements. The accompanying
schedule of property and equipment of mortgagor is presented for purposes of additional analysis and is not
a required part of the consolidated financial statements. The accompanying schedule of expenditures of
federal awards, as required by Title 2 U.S. Code of Federal Regulations Part 200, Uniform Administrative
Requirements, Cost Principles, and Audit Requirements for Federal Awards, 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 schedule of expenditures of federal awards is
fairly stated, in all material respects, in relation to the consolidated financial statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated April 18, 2024 on
our consideration of the System'’s internal control over financial reporting and on our tests of its compliance
with certain provisions of laws, regulations, contracts, and grant agreements and other matters. The purpose
of that report is solely to describe the scope of our testing of internal control over financial reporting and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of the System'’s
internal control over financial reporting or on compliance. That report is an integral part of an audit
performed in accordance with Government Auditing Standards in considering the System’s internal control
over financial reporting and compliance.

Bluel G,

Indianapolis, Indiana
April 18, 2024




UNION HEALTH SYSTEM, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
DECEMBER 31, 2023 AND 2022

ASSETS
2023 2022
Current assets
Cash and cash equivalents 75,442,047 $ 59,182,558
Patient accounts receivable, net 78,099,312 89,478,151
Inventories 11,571,468 9,115,172
Prepaid expenses and other current assets 36,180,429 22,725,064
Total current assets 201,293,256 180,500,945
Investments limited as to use
Funds held by trustee 24,856,665 20,111,691
Board designated 249,323,910 217,995,277
Total investments limited as to use 274,180,575 238,106,968
Property and equipment
Land and improvements 40,456,478 39,936,775
Buildings and fixed equipment 431,960,815 430,009,885
Movable equipment 234,003,725 225,034,992
706,421,018 694,981,652
Less allowances for depreciation 441,748,435 416,990,464
264,672,583 277,991,188
Construction in progress 8,328,114 2,646,785
Total property and equipment, net 273,000,697 280,637,973
Other assets
Due from Union Health Foundation, Inc. 7,272,076 7,280,798
Investment in joint ventures 4,939,183 4,924,146
Right-of-use assets under operating leases, net 7,965,458 6,426,432
Total other assets 20,176,717 18,631,376
Total assets $ 768651245 $ 717,877,262

See accompanying notes to consolidated financial statements.
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UNION HEALTH SYSTEM, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
DECEMBER 31, 2023 AND 2022

LIABILITIES AND NET ASSETS

Current liabilities
Accounts payable and other current liabilities
Salaries, wages, and related liabilities
Estimated third party settlements
Current portion of long-term debt
Current portion of operating lease liabilities

Total current liabilities

Long-term liabilities
Long-term debt, less current portion
Operating lease liabilities, less current portion
Other long-term liabilities

Total long-term liabilities

Total liabilities

Net assets
Without donor restrictions
Noncontrolling interests in UHT, LLC
Total net assets without donor restrictions
With donor restrictions
Total net assets

Total liabilities and net assets

2023 2022
41,815,093 40,828,345
36,302,151 36,650,121
21,775,817 16,482,782
11,673,880 11,322,568
2,251,024 1,993,279
113,817,965 107,277,095
248,748,505 259,585,034
5,714,434 4,433,153
3,238,561 3,559,290
257,701,500 267,577,477
371,519,465 374,854,572
387,480,059 333,278,981
493,158 582,598
387,973,217 333,861,579
9,158,563 9,161,111
397,131,780 343,022,690
768,651,245 717,877,262

See accompanying notes to consolidated financial statements.
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UNION HEALTH SYSTEM, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS AND CHANGES IN NET ASSETS
YEARS ENDED DECEMBER 31, 2023 AND 2022

Operating revenue

Net patient service revenue $

Other revenue

Total operating revenue

Operating expenses
Physician, mid-level, and other provider salaries and wages
Other salaries and wages
Employee benefits
Medical supplies and drugs
Physician services
Contract services
Rent and leases
Utilities, supplies, and other
Hospital assessment fee
Depreciation and amortization
Interest

Total operating expenses

Income from operations

Non-operating gains (losses)
Investment return, net
Other

Total non-operating gains (losses)

Excess of revenue over (under) expenses

Net assets without donor restrictions
Distribution to non-controlling interests
Net assets released for property and equipment

Change in net assets without donor restrictions

Net assets with donor restrictions
Other changes in receivable from Union Health Foundation, Inc.
Net assets released for property and equipment

Change in net assets with donor restrictions

Change in net assets

Net assets
Beginning of year

End of year $

2023 2022

714,680,432 668,620,784
35,311,008 31,828,126
749,991,440 700,448,910
70,851,618 64,233,870
163,375,488 165,009,941
49,992,920 47,253,140
154,360,307 139,357,939
40,450,924 37,541,183
96,987,137 96,858,962
5,494,561 7,567,605
70,954,289 56,601,632
41,052,188 35,781,306
24,793,970 25,687,560
10,690,597 10,846,369
729,003,999 686,739,507
20,987,441 13,709,403
34,251,301 (38,571,170)
(84,563) (9,839)
34,166,738 (38,581,009)
55,154,179 (24,871,606)
(1,042,541) (1,276,913)
-0- 126,312
54,111,638 (26,022,207)
(2,548) 995,595
-0- (126,312)

(2,548) 869,283
54,109,090 (25,152,924)
343,022,690 368,175,614
397,131,780 343,022,690

See accompanying notes to consolidated financial statements.
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UNION HEALTH SYSTEM, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOW
YEARS ENDED DECEMBER 31, 2023 AND 2022

S

Operating activities
Change in net assets $
Adjustments to reconcile change in net assets
to net cash flows from operating activities
Depreciation of property and equipment
Amortization of long-term debt issuance costs
Distribution to non-controlling interests
(Gain) loss on disposal of property and equipment
Net realized and unrealized (gain) loss on investments
Changes in operating assets and liabilities
Patient accounts receivable, net
Other current and noncurrent assets
Accounts payable and other current liabilities
Salaries, wages, and related liabilities
Estimated third-party payor settlements
Other long-term liabilities

Net cash flows from operating activities

Investing activities
Purchases of property and equipment
Proceeds from sale of property and equipment
Purchase of investments
Proceeds from sale of investments

Net cash flows from investing activities

Financing activities
Payments on long-term debt
Distribution to non-controlling interests

Net cash flows from financing activities

Change in cash and cash equivalents

Cash and cash equivalents
Beginning of year

End of year $

Noncash investing and financing activities
Purchases of property and equipment included in accounts payable $

Supplemental cash flow information
Cash paid for interest $

2023 2022
54109090 $  (25,152,924)
24,793,970 25,687,560
365,867 380,818
1,042,541 1,276,913
13,722 (10,954)
(26,091,281) 43,733,413
11,378,839 (9,171,447)
(15,917,976) (6,027,756)
(11,871) (1,633,336)
(347,970) (10,254,308)
5,293,035 2,130,680
(320,729) (302,900)
54,307,237 20,655,759
(16,193,673) (17,707,451)
21,876 19,118
(10,037,964) (13,764,215)
55,638 156,074
(26,154,123) (31,296,474)
(10,851,084) (10,885,106)
(1,042,541) (1,276,913)
(11,893,625) (12,162,019)
16,259,489 (22,802,734)
59,182,558 81,985,292
75442047 $ 59,182,558
998,619  § 934,209
10324730  $ 10,465,551

See accompanying notes to consolidated financial statements.
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UNION HEALTH SYSTEM, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2023 AND 2022

1.  ORGANIZATION

Nature of Operations

Union Health System, Inc. (UHS), an Indiana nonprofit corporation, is the sole member of Union Hospital, Inc.
(the Corporation). UHS and the Corporation are each 50% members of Union Associated Physicians Clinic,
LLC (UAPC). UHS, UAPC, and the Corporation are collectively referred to as the System. The System was
formed in November 2009 to provide vision and strategic direction in the formation of a regional health care
system to expand and improve the delivery of health care services in order to meet the health care needs of
residents in the System’s service area.

The Corporation is an Indiana not-for-profit corporation, which owns and operates Union Hospital
(the Hospital), a 278 staffed-beds and regional referral center hospital located in Terre Haute, Indiana.
The Hospital is a full-service, acute-care hospital with medical-surgical, obstetric, pediatric, coronary care,
post-coronary care, intensive care, maximum care, and medical rehabilitation units. Additionally, as the
largest hospital in west central Indiana, the Hospital is a referral center for such services as its newborn
intensive care unit (Level 1), open heart surgery, cardiac rehabilitation clinic, radiology, non-invasive
cardiology services, cardiopulmonary services, and radiation therapy. The Hospital and its related
consolidated entities provide comprehensive health care services to the residents of Terre Haute and the
surrounding communities, west central Indiana, and east central lllinois through its acute, specialty care
facilities, and physician medical practices.

UAPC is an Indiana, not-for-profit, limited liability company, which operates a multi-specialty physician clinic
and consists of approximately 115 physicians and allied health professionals.

The consolidated financial statements include the accounts of UHS, the Corporation, Center for Occupational
Health (COH), Union Hospital Therapy, LLC (UHT) and UAPC (collectively, the System). Union Hospital Clinton
is a designated Medicare critical access hospital operating as a division of the Corporation. COH provides
work related injury care and other occupational medicine services and is also a wholly owned tax-exempt
subsidiary of the Corporation. All material intercompany accounts and transactions have been eliminated.

During 2014, UHT was formed for the purpose of providing physical, occupational, and speech therapy, and
related rehabilitation services. The Corporation ownership interest in UHT is 51%. The Corporation maintains
substantial participation in the operations of UHT in addition to an economic interest in UHT's financial
position. The 49% non-controlling interest is owned by Clinical Management Solutions, LLC. All material
intercompany accounts and transactions have been eliminated.

The System is also related to various organizations principally through overlapping board membership, which
does not constitute control. These organizations include Union Health Foundation, Inc. (the Foundation),
Union Hospital Health Services, Inc., and Visiting Nurse Association of the Wabash Valley, Inc. The majority of
all fund-raising activities are conducted by the Foundation.

Accordingly, unrestricted gifts and bequests received without donor restrictions directly by the System are
recorded as nonoperating gains. Restricted gifts and bequests received by the Foundation for the benefit of
the Corporation are recorded by the Corporation as net assets with donor restrictions until expended by the
System for their intended purpose.




UNION HEALTH SYSTEM, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2023 AND 2022

2.  SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation

All significant intercompany balances and transactions have been eliminated in consolidation.

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, including estimated third-party payor settlements
and disclosure of contingent assets and liabilities at the date of the consolidated financial statements.
Estimates also affect the reported amounts of revenues and expenses during the reporting period and could
differ from actual results.

Cash and Cash Equivalents

Cash and cash equivalents include investments in highly liquid debt instruments with a maturity of three
months or less when purchased, excluding investments limited as to use. The carrying amounts reported in
the consolidated balance sheets for cash and cash equivalents approximate fair value.

During our audit of the System'’s consolidated financial statements, we noted that the System had deposits in
excess of the $250,000 Federal Deposit Insurance Corporation limit per account at one or more financial
institutions. Management has indicated that they are aware of the excess deposits and have taken steps to
mitigate the risk associated with the excess deposits.

Patient Accounts Receivable, Net Patient Service Revenue and Estimated Third-Party Settlements

Patient service revenue and the related accounts receivable are recorded at the amount that reflects
the consideration to which the System expects to be entitled in exchange for providing patient care.
These amounts are due from patients, third-party payors (including health insurers and government
programs), and others, and includes variable consideration for retroactive revenue adjustments due to
settlement of audits, reviews, and investigations. Generally, the System bills the patients and third-party
payors several days after the services are performed or the patient is discharged from the facility. Revenue is
recognized as performance obligations are satisfied.

Patient accounts receivable are recognized at the net amount that management expects to be collected
based on established collection history and review of individual balances. Amounts charged for goods and
services that are not expected to be received representing contractual adjustments and implicit price
concessions are recognized as a reduction of the related revenue. Management estimates an allowance for
credit losses based on historical experience, the current economic environment, and management's
expectations of future economic conditions based on reasonable and supportable forecasts. The System also
applies adjustments for specific factors and current economic conditions, as needed, at each reporting date.




UNION HEALTH SYSTEM, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2023 AND 2022

Management utilizes aging schedules for estimating expected credit losses. In evaluating loss rates, patient
accounts receivable are pooled into categories based on days past due. Significantly aged receivables are
evaluated individually by credit worthiness and any historical experience with the residents. Account balances
are written off against the allowance when management deems the amount is uncollectible. Management
has determined no allowance for credit losses is necessary at December 31, 2023 and 2022.

Performance obligations are determined based on the nature of the services provided by the System.
Revenue for performance obligations satisfied over time is recognized based on actual charges incurred in
relation to total expected (or actual) charges. The System believes that this method provides a faithful
depiction of the transfer of services over the term of the performance obligation based on the inputs needed
to satisfy the obligation. Generally, performance obligations satisfied over time relate to patients in the
System receiving inpatient acute care services or patients receiving services in outpatient centers or in their
homes. The System measures the performance obligation from admission into the System, or the
commencement of an outpatient service, to the point when it is no longer required to provide services to
that patient, which is generally at the time of discharge or completion of the outpatient services.

The method of reimbursement for the System is fee for service. The timing of revenue and recognition for
healthcare services is transferred over time. Revenue for performance obligations satisfied at a point in time
is generally recognized when goods are provided to our patients and customers in a retail setting
(for example, pharmaceuticals and medical equipment) and the System does not believe it is required to
provide additional goods or services related to that sale.

Because all its performance obligations relate to contracts with a duration of less than one year, the System
has elected to apply the optional exemption provided in the Financial Accounting Standards Board (the FASB)
Accounting Standards Codification (ASC) 606-10-50-14a and, therefore, is not required to disclose the
aggregate amount of the transaction price allocated to performance obligations that are unsatisfied or
partially unsatisfied at the end of the reporting period. The unsatisfied or partially unsatisfied performance
obligations referred to previously are primarily related to inpatient acute care services at the end of the
reporting period. The performance obligations for these contracts are generally completed when the patients
are discharged, which generally occurs within days or weeks of the end of the reporting period.

The System determines the transaction price based on standard charges for goods and services provided,
reduced by contractual adjustments provided to third-party payors, discounts provided to uninsured patients
in accordance with the System's policy, and implicit price concessions provided to uninsured patients.
The System determines its estimates of contractual adjustments and discounts based on contractual
agreements, its discount policies, and historical experience. The System determines its estimate of implicit
price concessions based on its historical collection experience with this class of patients.

Inventories

Inventories, consisting primarily of medical supplies and pharmaceuticals, are stated at the lower of cost or
net realizable value and principally valued using the average cost method.
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UNION HEALTH SYSTEM, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2023 AND 2022

Investments Limited as to Use

Investments limited as to use include investments set aside by the Board of Directors for future capital
improvements and retirement of debt over which the Board of Directors retains control and may, at its
discretion, subsequently use for other purposes; and investments held by trustees under bond indenture
agreements; and donor-restricted funds. Amounts that are required for obligations classified as current
liabilities, and other amounts previously paid from operating cash that are to be reimbursed by the
applicable funds, are reported in current assets.

Investments limited as to use are generally commingled for investment purposes and consist of common
stocks, mutual funds, U.S. government obligations, short-term investments (principally money market deposit
accounts), and private equity funds.

Investments limited as to use are stated at fair value on the consolidated balance sheets. Therefore,
investment return, net includes interest, dividends, investment expenses, realized gains and losses, and
unrealized gains and losses on investments as part of excess of revenue over expenses.

The fair value of assets is based on quoted market prices, where available. If quoted market prices are not
available, fair values are based on quoted market prices of comparable instruments. The cost of securities
sold is based on the specific identification method.

Investment securities are exposed to various risks, such as interest rate, credit, and overall market volatility.
Due to the level of risk associated with certain investment securities, it is reasonably possible that changes in
the values of the System's investments could occur in the near term and that such changes could materially
affect the amounts reflected in the consolidated financial statements. A critical factor in this evaluation is
the length of time and extent to which the market value of the individual security has been less than cost.
Other factors considered include recommendations of investment advisors and conditions specific to the
issuer or industry in which the issuer operates.

Property and Equipment

Property and equipment are stated at cost and are depreciated using the straight-line method over
the estimated useful lives of the assets. The estimated useful lives are as follows: land improvements
3 to 30 years, buildings 5 to 40 years, and equipment 3 to 25 years. The System’s policy is to designate
certain available net assets without donor restrictions for expansion and renovation.

The System periodically evaluates whether circumstances have occurred that would indicate whether the
remaining estimated useful life of long-lived assets may warrant revision or that the remaining balance of
such assets may not be recoverable. When factors indicate that such assets should be evaluated for possible
impairment, an estimate is made of the undiscounted cash flows over the remaining life of the assets in
measuring whether the asset is recoverable in accordance with accounting standards.

11



UNION HEALTH SYSTEM, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2023 AND 2022

Unamortized Debt Issuance Costs

Costs incurred in connection with the issuance of long-term debt are amortized using the bonds outstanding
method, which approximates the amortization under the effective interest rate method and are included in
interest expense in the accompanying consolidated statements of operations and changes in net assets.
The unamortized debt issuance costs are included in the consolidated balance sheets as a reduction in
related long-term debt.

Medical Malpractice Insurance

The System has a self-insurance plan for professional liability insurance. A third-party claims administrator
has been retained to process all benefit claims. Claims are processed and presented for payment upon
occurrence. The System makes periodic deposits into a trust fund for the proper administration and
protection of the fund.

The Indiana Medical Malpractice Act, IC 34-18 (the Act) provides a maximum recovery of $1,800,000 for an
occurrence of malpractice. The Act requires the System to maintain medical malpractice liability insurance in
the amount of at least $500,000 per occurrence and $15,000,000 in the annual aggregate.

The Act also requires the System to pay a surcharge to the State Patient's Compensation Fund (the Fund).
The Fund is used to pay medical malpractice claims in excess of per occurrence and the annual aggregate
amounts as noted above, under certain terms and conditions. No accrual for possible losses attributable to
incidents that may have occurred but that have not been identified has been made because the amount, if
any, is not reasonably estimable. The Fund is on a claims-made basis and as long as this coverage is
continuous or replaced with equivalent insurance, claims based on occurrences during its term but reported
subsequently will be insured.

The System has malpractice insurance through a captive insurance company up to the Act thresholds per
occurrence and aggregate amounts. A third-party claims administrator has been retained to process all
benefit claims. Claims are processed and presented for payment upon occurrence. The System makes
periodic deposits into a trust fund for the proper administration and protection of the fund.

The System also provides medical malpractice insurance for its employed physicians who practice in the state
of lllinois with limits of $1,000,000 per occurrence and $3,000,000 in the aggregate.

Accounting principles generally accepted in the United States of America require a health care provider to
accrue the expense of its share of malpractice claim costs, if any, for any reported and unreported incidents
of potential improper professional service occurring during the year by estimating the probable ultimate
costs of the incidents. Based upon the System's claim experience, an accrual for estimated malpractice claims
costs was approximately $1,497,000 as of December 31, 2023 and 2022. It is reasonably possible that this
estimate could change materially in the near term.

Malpractice insurance coverage provided through the Fund and the captive insurance company is provided
on a claims-made basis. Should the claims-made policy not be renewed or replaced with equivalent
insurance, claims based on occurrences during its term but reported subsequently will be uninsured.

12



UNION HEALTH SYSTEM, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2023 AND 2022

Net Assets and Financial Statement Presentation

The System is required to report information regarding its financial position and operations according to two
classes of net assets (net assets without donor restrictions and net assets with donor restrictions) based upon
the existence or absence of donor-imposed restrictions. Net assets without donor restrictions represent the
part of the net assets of the System that is not restricted by donor-imposed stipulations. Net assets with
donor restrictions are those assets whose use by the System has been limited by donors primarily for a
specified time period or purpose. When a donor restriction expires or is met, net assets with donor
restrictions are reclassified to net assets without donor restrictions and reported in the consolidated
statements of operations and changes in net assets as net assets released for property and equipment.
Property and equipment donated to the System are recorded as additions to net assets with donor
restrictions at their fair value at the date of receipt and as a transfer to net assets without donor restrictions
when the assets are placed in service. There were no significant contributed nonfinancial assets during 2023
and 2022.

Net assets with donor restrictions include approximately $7,272,000 and $7,281,000 of funds held by the
Foundation for the benefit of the System at December 31, 2023 and 2022, respectively. These amounts
represent planned contributions of property and equipment received on behalf of the System by the
Foundation and other amounts the Foundation has granted to the System and are included within Due from
Union Health Foundation Inc. on the consolidated balance sheets. Other miscellaneous funds are held
as net assets with donor restrictions in the approximate amounts of $1,887,000 and $1,880,000 as of
December 31, 2023 and 2022, respectively, and held for future capital improvements.

Health Insurance

The System’'s employee health care insurance is provided through a combination of self-insurance and
purchased re-insurance coverage from a commercial carrier. The System maintains an estimated liability for
the amount of claims incurred but not reported. Substantially all employees are covered for major medical
benefits. For the Corporation, the specific annual attachment point for an individual is $350,000 with no
policy period maximum. There is no aggregate limit on claims for the Corporation. For UAPC, the specific
annual attachment point for an individual is $325,000 with no lifetime maximum on claims. The maximum
annual aggregate reimbursement under the policy is $1,000,000 per year. Total health insurance expense for
the Corporation was approximately $17,263,000 and $15,714,000, respectively. Total health insurance
expense for UAPC was approximately $11,778,000 and $11,735,000 respectively. Health insurance expense for
the Corporation and UAPC is included in employee benefits in the consolidated statements of operations and
changes in net assets.

Income Taxes

UHS and the Corporation are organized as not-for-profit corporations under Section 501(c)(3) of the
United States Internal Revenue Code. Effective January 1, 2018, UAPC was granted exemption from income
taxes under Section 501(c)(3) as a not-for-profit limited liability company. Prior to receiving this exemption,
UAPC was a limited liability company, whereby net taxable income is taxed directly to the members of the
limited liability company. As such, UHS, the Corporation, and UAPC are generally exempt from income
taxes. However, these entities are required to file Federal Form 990 — Return of Organization Exempt from
Income Tax, which is an informational return only.
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UNION HEALTH SYSTEM, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2023 AND 2022

Accounting principles generally accepted in the United States of America require management to evaluate
tax positions taken by UHS, the Corporation, and UAPC, and recognize a tax liability if UHS, the Corporation,
and UAPC have taken an uncertain position that more likely than not would not be sustained upon
examination by various federal and state taxing authorities. Management has analyzed the tax positions
taken by UHS, the Corporation, and UAPC, and has concluded that as of December 31, 2023 and 2022, there
are no uncertain positions taken or expected to be taken that would require recognition of a liability or
disclosure in the accompanying consolidated financial statements. UHS, the Corporation, and UAPC are
subject to routine audits by taxing jurisdictions; however, there are currently no audits for any tax periods in
progress. Filings are current through 2022. The impact of the subsidiaries tax consequences is immaterial to
these consolidated financial statements.

Operating Indicator

The System'’s operating indicator, income from operations, includes all unrestricted net income, gains and
support, and expenses from System operations directly related to recurring and ongoing health care
operations during the reporting period. The operating indicator excludes net investment return and gains
and losses from investments in joint ventures deemed by management not to be directly related to providing
health care services.

Performance Indicator

The System’s performance indicator, excess of revenues over (under) expenses, includes all changes in net
assets without donor restrictions with the exception of other changes in net assets without donor restrictions
for distribution to non-controlling interests and net assets released for property and equipment, and
excludes changes in net assets with donor restrictions for other changes in receivable from Union Health
Foundation, Inc.

Going Concern Evaluation

Management evaluates whether there are conditions or events that raise substantial doubt about the entity’s
ability to continue as a going concern for a period of one year from the date the consolidated financial
statements were available to be issued.

Reclassifications
Certain amounts from the 2022 consolidated financial statements have been reclassified to conform to the
current year presentation. The reclassifications did not impact previously reported net assets or changes in

net assets.

Subsequent Events

The System has evaluated events or transactions occurring subsequent to the consolidated balance sheet
date for recognition and disclosure in the accompanying consolidated financial statements through the date
the consolidated financial statements were available to be issued which is April 18, 2024.
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UNION HEALTH SYSTEM, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2023 AND 2022

3. CHANGE IN ACCOUNTING PRINCIPLE

On January 1, 2023, the System adopted FASB Accounting Standards Update (ASU) No. 2016-13, Financial
Instruments — Credit Losses (Topic 326), utilizing the modified retrospective approach. This ASU replaces the
incurred loss impairment methodology with a methodology that reflects expected credit losses and requires
consideration of a broader range of reasonable and supportable information to estimate credit losses.
The new guidance requires financial assets measured at amortized cost to be presented at the net amount
expected to be collected. The System applied the guidance to financial assets measured at amortized
cost (primarily patient accounts receivable and other accounts receivable) that existed as of January 1, 2023
(the date of initial application). The adoption of this ASU did not have a material impact on the System'’s
consolidated financial statements.

4. NET PATIENT SERVICE REVENUE, RELATED RECEIVABLES AND ESTIMATED SETTLEMENTS

The health care industry is subject to numerous laws and regulations of federal, state, and local governments.
These laws and regulations include, but are not limited to, matters such as licensure, accreditation,
government health care program participation requirements, reimbursement for patient services, and
Medicare and Medicaid fraud and abuse. Recently, government activity has increased with respect to
investigation and/or allegations concerning possible violations of fraud and abuse statutes and/or
regulations by health care providers. Laws and regulations concerning government programs, including
Medicare and Medicaid, are extremely complex and subject to interpretation. As a result, there is at least
a reasonable possibility that recorded estimates will change by a material amount in the near term.
Final determination of compliance with such laws and regulations is subject to future government review and
interpretation. Violations may result in significant regulatory action including fines, penalties, and exclusion
from the Medicare and Medicaid programs. The System believes that it is in compliance with all applicable
laws and regulations.

Settlements with third-party payors for retroactive adjustments due to audits, reviews, or investigations are
considered variable consideration and are included in the determination of the estimated transaction price
for providing patient care. These settlements are estimated based on the terms of the payment agreement
with the payor, correspondence from the payor, and the System's historical settlement activity, including an
assessment to ensure that it is probable that a significant reversal in the amount of cumulative revenue
recognized will not occur when the uncertainty associated with the retroactive adjustment is subsequently
resolved. Estimated settlements are adjusted in future periods as adjustments become known (that is, new
information becomes available), or as years are settled or are no longer subject to such audits, reviews, and
investigations. For 2023 and 2022, adjustments were recognized due to changes in the System’s estimates of
implicit price concessions, discounts, and contractual adjustments for performance obligations satisfied in
prior years were not significant. As of December 31, 2023, Medicare and Medicaid reports have been audited
and final settled with the fiscal intermediary through December 31, 2018.

Consistent with the System's mission, care is provided to patients regardless of their ability to pay.
Therefore, the System has determined it has provided implicit price concessions to uninsured patients and
patients with other uninsured balances (for example, copays and deductibles). The implicit price concessions
included in estimating the transaction price represent the difference between amounts billed to patients and
the amounts the System expects to collect based on its collection history with those patients.
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UNION HEALTH SYSTEM, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2023 AND 2022

Patients who meet the System's criteria for charity care are provided care without charge or at amounts less
than established rates. Such amounts determined to qualify as charity care are not reported as revenue.

Generally, patients who are covered by third-party payors are responsible for related deductibles and
coinsurance, which vary in amount. The System also provides services to uninsured patients, and offers those
uninsured patients a discount, either by policy or law, from standard charges. The System estimates the
transaction price for patients with deductibles and coinsurance and from those who are uninsured based on
historical experience and current market conditions. The initial estimate of the transaction price is determined
by reducing the standard charge by any contractual adjustments, discounts, and implicit price concessions.
Subsequent changes to the estimate of the transaction price are generally recorded as adjustments to net
patient service revenue in the period of the change. Subsequent changes that are significant and determined
to be the result of an adverse change in the patient's ability to pay, determined on a portfolio basis, are
recorded as bad debt expense.

The System has determined that the nature, amount, timing, and uncertainty of revenue and cash flows are
affected by the following factors: payors, geography, service lines, method of reimbursement, and timing of

when revenue is recognized. The following tables provide details of these factors.

The composition of net patient service revenue by primary payor for 2023 and 2022 is as follows:

2023 2022
Medicare $ 288,271,970 $ 269,454,176
Medicaid 117,795,389 105,136,222
Managed care and commercial insurance 305,726,729 290,018,662
Self-pay and other 2,886,344 4,011,724

$ 714,680,432 $ 668,620,784

A summary of net patient service revenue, including information on service lines, for 2023 and 2022 follows:

2023 2022
Inpatient services $ 715,329,289 $ 643,077,436
Outpatient services 1,507,966,082 1,351,134,241
Physician practice services 171,063,192 162,335,501
2,394,358,563 2,156,547,178
Less financial assistance 9,024,803 6,690,612
Less contractual adjustments 1,628,583,251 1,449,654,049
1,637,608,054 1,456,344,661
756,750,509 700,202,517
Less implied price concessions 42,070,077 31,581,733

$ 714,680,432 $ 668,620,784
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2023 AND 2022

For the years ended December 31, 2023 and 2022, substantially all of the net patient service revenue related
to goods and services that transfer to the customer over time. The System grants credit without collateral to
its patients, most of whom are local residents and are generally insured under third-party payor agreements.
The mix of receivables and revenue from patients and third-party payors for 2023 and 2022 follows:

Receivables Revenue
2023 2022 2023 2022
Medicare 38% 38% 40% 40%
Medicaid 14% 14% 16% 16%
Managed care and commercial insurance 34% 37% 43% 43%
Self-pay and other 14% 11% 1% 1%
100% 100% 100% 100%

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

e Medicare: The System is a provider of services to patients entitled to coverage under Title XVIII (Medicare)
of the Health Insurance Act. The System is reimbursed for Medicare inpatient services based on a fixed
price per discharge for each diagnosis related grouping (DRG) and Medicare outpatient services based
on a fixed price per clinical unit of service. Differences between the total program billed charges and the
payments received are reflected as deductions from revenue. At the System’s year-end, a cost report is
filed with the Medicare program computing reimbursement amounts related to Medicare patients.
The difference between computed reimbursement and interim reimbursement is reflected as a receivable
from or payable to the third-party program. The System'’s classification of patients under the Medicare
program and the appropriateness of their admission are subject to an independent review by a peer
review organization under contract with the System.

e Medicaid: The System is a provider of services to patients entitled to coverage under Title XIX (Medicaid)
of the Health Insurance Act. The System is reimbursed for Medicaid inpatient services under a
prospectively determined rate-per-discharge and Medicaid outpatient services based on a fixed price per
clinical unit of service. Differences between the total program billed charges and the payments received
are reflected as deductions from revenue. There is no cost settlement for either of the inpatient or
outpatient programs.

e Other: The System has also entered into preferred provider agreements with certain commercial
insurance carriers. The basis for payment to the System under these arrangements is a discount from
established charges and fee schedule payments.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
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The Centers for Medicare and Medicaid Services (CMS) has been granted authority to suspend payments, in
whole or in part, to Medicare providers if CMS possess reliable information on overpayment, fraud or if willful
misrepresentation exists. If CMS suspects payments are being made as the result of fraud or
misrepresentation, CMS may suspend payment at any time without providing prior notice to the System.
The initial suspension period is limited to 180 days. However, the payment suspension period can be
extended indefinitely if the matter is under investigation by the United States Department of Health and
Human Services Office of Inspector General or the United States Department of Justice. Therefore, the System
is unable to predict if or when it may be subject to a suspension of payments by the Medicare and/or
Medicaid programs, the possible length of the suspension period, or the potential cash flow impact of a
payment suspension. Any such suspension would adversely impact the System’s financial position, results of
operations, and cash flows.

Financial Assistance, Community Benefit and Assistance to the Uninsured

The System provides care to patients regardless of their ability to pay. A patient qualifies for financial
assistance based on certain established policies of the System. Essentially, these policies define financial
assistance as those services for which no payment is anticipated, up to 300% of Federal Poverty Income
Guidelines, published by the Department of Health and Human Services and where incurred charges are
considered significant when compared to the income of the patient. Because collection of amounts
determined to qualify as financial assistance is not pursued, such amounts are not reported as revenue.

Financial assistance provided during 2023 and 2022, measured at established rates, was approximately
$9,025,000 and $6,691,000, respectively. The System did not modify its financial assistance policy in 2023 or
2022. Medicaid expansion, combined with other health care reform initiatives, increased insurance coverage
for patients who were previously uninsured. In addition, other programs and services for the benefit of the
community are provided. The costs of these programs are included in operating expenses. The System
receives reimbursements from certain governmental payors to assist in the funding of financial assistance.

Of the System’s total expenses reported during 2023 and 2022, an estimated $2,748,000 and $2,131,000,
respectively, arose from providing services to charity patients. The estimated costs of providing financial
assistance services are based on a calculation, which applies a ratio of costs to charges to the gross
uncompensated charges associated with providing care to charity patients. The ratio of cost to charges is
calculated based on the System’s total expenses to gross patient service revenue.

Medicaid and Hospital Assessment Fee (HAF) and Healthy Indiana Plan (HIP) Programs

The System participates in the State of Indiana’s HAF Program. The purpose of the HAF Program is to fund
the State share of enhanced Medicaid payments and Medicaid Disproportionate Share (DSH) payments for
Indiana hospitals as reflected in the hospital assessment fee expense reported in the consolidated statements
of operations and changes in net assets. Previously, the State share was funded by governmental entities
through intergovernmental transfers. The Medicaid enhanced payments relate to both fee for service and
managed care claims.
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The Medicaid enhanced payments are designed to follow the patients and result in increased Medicaid rates.
Beginning July 1, 2017, hospitals also started funding HIP, the State’s Medicaid expansion program.
The payments related to the HIP Program mirror the Medicaid payments under the HAF Program, but the
funding includes physician, state administration, and certain non-hospital expenditures. During 2023 and
2022, the System recognized HAF and HIP program expense of approximately $41,052,000 and $35,781,000,
respectively, which resulted in increased Medicaid reimbursement. The HAF and HIP program expense is
included in the consolidated statements of operations and changes in net assets as an operating expense.
The Medicaid rate increases under the HAF Program are included in net patient service revenue in the
consolidated statements of operations and changes in net assets.

5. INVESTMENTS LIMITED AS TO USE

All investments are considered trading securities by management. Investments limited as to use that are
required for certain obligations classified as current liabilities are reported in current assets. A description and
the carrying value of the investments limited as to use by the Board of Directors is as follows as of
December 31, 2023 and 2022:

2023 2022
Common stocks 1,146 2,912
Mutual funds 226,417,988 207,044,622
U.S. Government obligations 23,042,950 18,824,583
Money market deposit accounts 14,322,443 1,414,851
Private equity funds 10,396,048 10,820,000
274,180,575 238,106,968
Investment return, net consists of the following:
2023 2022
Interest and dividends 8,160,020 5,162,243
Realized gains 55,640 548,731
Unrealized gains (losses) 26,035,641 (44,282,144)
34,251,301 (38,571,170)

6. FAIR VALUE MEASUREMENTS

The framework for measuring fair value provides a fair value hierarchy that prioritizes the inputs to valuation
techniques used to measure fair value. The hierarchy gives the highest priority to unadjusted quoted prices in
active markets for identical assets or liabilities (level 1) and the lowest priority to unobservable inputs
(level 3). The three levels of the fair value hierarchy are described as follows:

e Level 1: Inputs to the valuation methodology are unadjusted quoted prices for identical assets or
liabilities in active markets that the System has the ability to access.
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e Level 2: Inputs to the valuation methodology include quoted prices for similar assets or liabilities in active
markets; quoted prices for identical or similar assets or liabilities in inactive markets; inputs other than
quoted prices that are observable for the asset or liability; inputs that are derived principally from or
corroborated by observable market data by correlation or other means. If the asset or liability has a
specified (contractual) term, the level 2 input must be observable for substantially the full term of the
asset or liability.

e Level 3: Inputs to the valuation methodology are unobservable and significant to the fair value
measurement.

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

Following is a description of the valuation methodologies used for assets measured at fair value. There have
been no changes in the methodologies used as of December 31, 2023 and 2022.

e Common stocks: Valued at the closing price reported on the active market on which the individual
securities are traded.

e Mutual funds: Valued at the daily closing price as reported by the fund. Mutual funds held by the
System are open-end mutual funds that are registered with the Securities and Exchange Commission.
These funds are required to publish their daily net asset value (NAV) and to transact at that price.
The mutual funds held by the System are deemed to be actively traded.

e US Government obligations: Valued based upon the active market on which the individual securities are
traded.

e Money market deposit accounts: Valued based at the subscription and redemption activity at a $1 stable
NAV. However, on a daily basis the funds are valued at their daily NAV calculated using the amortized
cost of the securities.

e Private equity funds: Consist of investments in a variety of private companies valued at the NAV of units
as reported by the fund. The NAV, as provided by the investment manager, is used as a practical
expedient to estimate fair value. The NAV is based on the fair value of the underlying investments held
by the fund less its liabilities. Due to the nature of the investments held by the fund, changes in market
conditions and the economic environment may significantly impact the NAV of the fund and,
consequently, the fair value of the System'’s interests in the funds. Although a secondary market exists for
these investments, it is not active and individual transactions are typically not observable.
When transactions do occur in this limited secondary market, they may occur at discounts to the
reported NAV. It is therefore reasonably possible that if the System were to sell these investments in the
secondary market, a buyer may require a discount to the reported NAV, and the discount could be
significant.
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Assets measured at fair value on a recurring basis as of December 31, 2023 and 2022 are as follows:

December 31, 2023

Total Level 1 Level 2 Level 3
Investments limited as to use
Common stocks
Information technology $ 1,146  § 1,146 $ -0- § -0-
Mutual funds
Fixed income funds 62,930,181 62,930,181 -0- -0-
Large cap funds 97,970,608 97,970,608 -0- -0-
Small cap funds 4,583,323 4,583,323 -0- -0-
International funds 60,933,876 60,933,876 -0- -0-
Total mutual funds 226,417,988 226,417,988 -0- -0-
U.S. Government obligations 23,042,950 23,042,950 -0- -0-
249,462,084 $ 249,462,084 $ -0- $ -0-
Money market deposit accounts 14,322,443
Private equity funds * 10,396,048
Total investments limited as to use $ 274,180,575

December 31, 2022

Total Level 1 Level 2 Level 3
Investments limited as to use
Common stocks
Information technology $ 2,912 $ 2,912 $ -0- $ -0-
Mutual funds
Fixed income funds 70,788,716 70,788,716 -0- -0-
Large cap funds 79,219,977 79,219,977 -0- -0-
Small cap funds 3,822,573 3,822,573 -0- -0-
International funds 53,213,356 53,213,356 -0- -0-
Total mutual funds 207,044,622 207,044,622 -0- -0-
U.S. Government obligations 18,824,583 18,824,583 -0- -0-
225,872,117 $ 225,872,117 $ -0- $ -0-
Money market deposit accounts 1,414,851
Private equity funds * 10,820,000
Total investments limited as to use $ 238,106,968

* In accordance with Subtopic 820-10, certain investments that were measured at net asset value per share (or its equivalent)
have not been classified in the fair value hierarchy. The fair value amounts present in this table are intended to permit
reconciliation of the fair value hierarchy to the line items presented at fair value in the consolidated balance sheets.

The System holds investments, which are exposed to various risks such as interest rate, market, and credit.
Due to the level of risk associated with these securities and the level of uncertainty related to changes in the
value, it is at least reasonably possible that changes in the various risk factors will occur in the near term that
could materially affect the amounts reported in the accompanying consolidated financial statements.
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Fair Value of Investments in Entities that Use NAV

The following table summarizes investments measured at fair value based on NAV per share as of
December 31, 2023 and 2022.

Fair Value Unfunded Redemption Redemption
Investment 2023 2022 Commitments Frequency Notice Period
Private equity funds $ 10,396,048 $ 10,820,000 None Quarterly 90 Days

7. LONG-TERM DEBT
The following is a summary of long-term debt as of December 31, 2023 and 2022:

2023 2022

Mortgage note payable (project 073-22274) in the original amount of

approximately $266,600,000 bearing fixed interest on the unpaid balance

at 3.33%, payable in monthly installments of principal and interest of

approximately $1,310,000, maturing on September 1, 2041, collateralized

by property and equipment with a net book value of approximately

$273,001,000 as of December 31, 2023. $ 209,807,729 $ 218,391,289

Mortgage note payable (project 073-22333) in the original amount of

approximately $60,600,000 bearing fixed interest on the unpaid balance

at 2.28%, payable in monthly installments of principal and interest of

approximately $307,000, maturing on September 1, 2041, collateralized

by property and equipment with a net book value of approximately

$273,001,000 as of December 31, 2023. 53,502,533 55,934,583

Other 547,817 383,291

Total long-term debt 263,858,079 274,709,163
Less current portion 11,673,880 11,322,568
Less unamortized debt issue costs 3,435,694 3,801,561

§ 248,748,505 § 259,585,034

The scheduled maturities and mandatory redemptions of long-term debt are as follows:

Year Ending
December 31,
2024 $ 11,673,880
2025 11,719,254
2026 12,088,094
2027 12,468,775
2028 12,861,681
Thereafter 203,046,395

$ 263,858,079
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During December 2020, the System financed the purchase of several properties, of which the System was
leasing space, with an approximate $60,600,000 mortgage loan insured by the U.S. Department of Housing
and Urban Development (HUD), authorized pursuant to Section 242 of the National Housing Act and
the corresponding Regulations issued thereunder. The lender of this mortgage is Jones Lang LaSalle
Multifamily, LLC. The agreement has monthly principal and interest payments of approximately $307,000
from February 2021 through September 2041.

During August 2016, the System refinanced outstanding debt (Series 2011, 2007, 1993, and 2014A bonds)
with an approximate $266,600,000 mortgage loan insured by the U.S. Department of Housing and Urban
Development (HUD), authorized pursuant to Section 242 of the National Housing Act and the corresponding
Regulations issued thereunder. The lender of this mortgage is Jones Lang LaSalle Multifamily, LLC. The
agreement has monthly principal and interest payments of approximately $1,310,000 from September 2016
through September 2041.

The System is also required to meet certain financial covenants. The System believes it is in compliance with
all covenants as of December 31, 2023 and 2022.

8. LEASES

The System recognizes right-of-use (ROU) assets and lease liabilities for leases with terms greater than
12 months or leases that contain a purchase option that is reasonably certain to be exercised. Leases are
classified as either finance or operating leases. This classification dictates whether lease expense is
recognized based on an effective interest method or on a straight-line basis over the term of the lease.

The System has operating leases for medical offices and equipment. Leasing arrangements require fixed
payments and also include an amount that is probable will be owed under residual value guarantees, if
applicable. Lease payments also include payments related to purchase or termination options when the
lessee is reasonably certain to exercise the option or is reasonably certain not to exercise the option,
respectively. The System'’s lease agreements do not contain any material restrictive covenants. The leases
have remaining terms of approximately 1 to 10 years.

The System’s ROU assets and lease liabilities are recognized on the lease commencement date in an amount
that represents the present value of future lease payments over the lease term. The System utilizes its
collateralized incremental borrowing rate commensurate to the lease term as the discount rate for its leases
unless the System can specifically determine the lessor's implicit rate. Certain lease contracts contain
non-lease components such as maintenance and utilities. The System has made a policy election to not
separate the lease and non-lease components, and thus recognize a single lease component for all of its
right-of-use assets and lease liabilities. The operating lease ROU asset also includes any lease payments
made and excludes lease incentives, if any.

Short-term leases (leases with an initial term of 12 months or less or leases that are cancelable by the lessee
and lessor without significant penalties) are not capitalized but are rather expensed on a straight-line basis
over the lease term. The System has short-term leases for medical offices and equipment.
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In evaluating contracts to determine if they qualify as a lease, the System considers factors such as if it has
obtained substantially all of the rights to the underlying asset through exclusivity, if the System can direct the
use of the asset by making decisions about how and for what purpose the asset will be used and if the lessor
has substantive substitution rights. Furthermore, the System assesses whether it is reasonably certain to
exercise options to extend or terminate a lease considering all relevant factors that create economic incentive
to exercise such options, including asset, contract, market, and entity-based factors. These evaluations may
require significant judgement.

The components of the System'’s lease cost, right-of-use assets and lease liabilities as of and for the year
ended December 31, 2023 and 2022 are as follows:

2023 2022
Lease cost
Operating lease cost $ 2,845,496 $ 3,976,386
Short-term lease cost 2,649,065 3,591,219
Total lease cost $ 5,494,561 $ 7,567,605
Right-of-use assets
Operating lease assets, net $ 7,965,458 $ 6,426,432
Lease liabilities
Operating lease liabilities, current $ 2,251,024 $ 1,993,279
Operating lease liabilities, noncurrent 5,714,434 4,433,153
Total lease liabilities $ 7,965,458 $ 6,426,432

Additional information regarding cash payments under the System'’s operating and finance leases during
2023 and 2022, as well as the inputs used in determining the ROU assets and liabilities at December 31, 2023
and 2022, are as follows:

2023 2022
Cash paid for amount included in measurement of lease liabilities:
Operating cash flows from operating leases $ 2,845,496 $ 3,976,386
Right-of-use assets obtained in exchange for
new operating lease liabilities $ 4,017,268 $ 652,689
Weighted-average remaining lease term - operating leases 5.5 years 6.0 years
Weighted-average discount rate - operating leases 4.7% 4.6%
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Future payments of lease liabilities as of December 31, 2023 are as follows:

Year Ending December 31,

2024 $ 2,489,844
2025 2,260,476
2026 2,047,311
2027 2,013,492
2028 1,415,231
Thereafter 1,507,180
Total lease payments 11,733,534
Less interest (3,768,076)
Present value of lease liabilities $ 7,965,458
9. NET ASSETS
Net assets consist of the following as of December 31, 2023 and 2022:
2023 2022
Net assets without donor restrictions
Undesignated 138,156,149 $ 115,283,704
Board designated primarily for future capital needs 249,323,910 217,995,277
Noncontrolling interests in UHT, LLC 493,158 582,598
Total net assets without donor restrictions 387,973,217 333,861,579
Net assets with donor restrictions
Subject to expenditure for specific purpose
Capital items 1,886,487 1,880,313
Funds held by Foundation for program expenditures 7,272,076 7,280,798
Total net assets with donor restrictions 9,158,563 9,161,111
Total net assets 397,131,780 $ 343,022,690

The Board of Directors of the System established an operating reserve with the objective of setting funds
aside to be drawn in the event of financial distress, immediate liquidity needs, or to fund future capital needs.
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10. NONCONTROLLING INTEREST

The following table depicts the changes in consolidated net assets attributable to the controlling financial
interest of the Corporation and the 49% non-controlling interest Clinical Management Solutions, LLC holds in
Union Hospital Therapy, LLC (UHT).

Controlling Noncontrolling
Interest Interest Total

Balance December 31, 2021 $ 359,198,978 $ 684,808 $ 359,883,786
Excess of revenue over (under) expenses (26,046,309) 1,174,703 (24,871,606)
Net assets without donor restrictions 126,312 (1,276,913) (1,150,601)
Change in net assets without donor restrictions (25,919,997) (102,210) (26,022,207)
Balance December 31, 2022 $ 333,278,981 $ 582,598 $ 333,861,579
Excess of revenue over expenses 54,201,078 953,101 55,154,179
Net assets without donor restrictions -0- (1,042,541) (1,042,541)
Change in net assets without donor restrictions 54,201,078 (89,440) 54,111,638
Balance December 31, 2023 $ 387,480,059 $ 493,158 § 387,973,217

11. AFFILIATED ENTITY AND RELATED PARTY TRANSACTIONS

The Corporation provided management and other services for the Foundation and other related
organizations for the years ended December 31, 2023 and 2022. These amounts are immaterial to the
consolidated financial statements as a whole. In addition, the Corporation received contributions from the
Foundation for the years ended December 31, 2023 and 2022 that were immaterial to the consolidated
financial statements. These amounts are recorded within other revenue in the consolidated statements of
operations and changes in net assets.

UAPC participates in a joint venture, Oncology Services Group, LLC (OSG). The Corporation contracts with
OSG to provide staffing related to oncology and chemotherapy. These expenses totaled approximately
$3,000,000 for the years ended December 31, 2023 and 2022, and are included in contract services in the
consolidated statements of operations and changes in net assets. At December 31, 2023 and 2022, the
Corporation had a receivable from OSG in the amount of approximately $-0- and $30,000, respectively.
Balances as of 2023 and 2022 are reflected in accounts payable and other current liabilities in the
consolidated balance sheets.

UAPC participated in a joint venture, Ambulatory Surgery Management Services, LLC (ASMS II). The System
contracted with ASMS |l to provide staffing related to ambulatory surgery. These expenses totaled
approximately $5,152,000 for the year ended December 31, 2022 and are included in contract services in the
consolidated statements of operations and changes in net assets. Participation in ASMS Il terminated in 2022.
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12. INVESTMENTS IN JOINT VENTURES

The Corporation is a member of a Vermont insurance company, Tecumseh Health Reciprocal Risk Retention
Group (THRRRG), as means to comply with the Corporation’s required portion of the insurance coverage
pursuant to the Act, as well as its liability insurance. Membership in THRRRG includes 14 hospitals as of
December 31, 2023 and 2022. While the Corporation’s ownership percentage is approximately 7% as of
December 31, 2023 and 2022, the investment in THRRG is accounted for under the equity method due to the
Corporation'’s ability to exercise significant influence. The Corporation’s investment in THRRG amounts to
approximately $4,746,000 as of December 31, 2023 and 2022. During 2023, the share of income or loss was
not significant and there were no contributions to THRRG or distributions from THRRG. During 2022, the
investment in THRRG was increased by the Corporation’s share of income of approximately $1,502,000 and
decreased by distributions of approximately $1,103,000.

The Corporation has ownership interest in other joint ventures accounted for under the equity method, the
effects of which are immaterial to the consolidated financial statements as a whole. The interest is recorded in
investments in joint ventures on the consolidated balance sheets and the Corporation’s gain on its
investment in these joint ventures are recorded in other non-operating gains (losses) on the consolidated
statements of operations and changes in net assets. OSG and ASMS II, which are reflected in Note 11, are
considered to have immaterial effects as noted herein.

13. POST RETIREMENT BENEFITS

The Corporation has a 403(b) defined contribution plan, which includes a 50% employer match up to 6% of
employee deferrals in addition to an employer discretionary add-on of 1.67% for the years ended
December 31, 2023 and 2022. The related contributions for the plan approximated $4,630,000 and
$4,089,000 for the years ended December 31, 2023 and 2022, respectively. UAPC also has a 401(k)
discretionary defined contribution plan for which contributions approximated $692,000 and $819,000 during
the years ended December 31, 2023 and 2022, respectively.

14. COMMITMENTS AND CONTINGENCIES

The System is involved in other litigation arising in the normal course of business. After consultation with
legal counsel, it is management’s opinion that these matters will be resolved without a material adverse
effect on the System’s financial position or results of operations, changes in net assets, and cash flows.

15. LIQUIDITY AND AVAILABILITY OF RESOURCES

Financial assets available for general expenditure, that is, without donor or other restrictions limiting their
use, within one year of the consolidated balance sheet date, comprise the following:

2023 2022
Financial assets
Cash and cash equivalents $ 75,442,047 $ 59,182,558
Patient accounts receivable, net 78,099,312 89,478,151
Other accounts receivable due within one year 17,385,858 6,904,473
Total financial assets $ 170,927,217 $ 155,565,182
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As a part of the System’s liquidity management, it has a policy to structure financial assets to be available as
its general expenditures, liabilities and other obligations come due. In addition, the System periodically
invests excess cash in investments. The System does not intend to spend from the board designated
investments, though these amounts could be made available, if necessary.

16. EXPENSES BY BOTH NATURE AND FUNCTION

The consolidated financial statements report certain categories of expenses that are attributable to one or
more program or supporting functions of the System. Therefore, these expenses require allocation on a
reasonable basis that is consistently applied. The expenses that are allocated include depreciation and
amortization and interest, which are allocated based on square footage; salaries and wages, which are
allocated based on estimates of time and effort; and employee benefits, which are allocated based on a
percentage of salaries and wages. The remaining operating expenses below were allocated based on an
identified percentage developed through the System'’s analysis of indirect cost. Although the methods used
were appropriate, alternative methods may provide different results. Expenses related to providing these
services for the years ended December 31, 2023 and 2022 were as follows:

2023
Healthcare Administrative
Services & General Total

Physician, mid-level, and other provider salaries and wages $ 59,993,725 $ 10,857,893 $ 70,851,618
Other salaries and wages 138,338,466 25,037,022 163,375,488
Employee benefits 42,331,588 7,661,332 49,992,920
Medical supplies and drugs 154,360,307 -0- 154,360,307
Physician services 34,251,887 6,199,037 40,450,924
Contract services 82,124,020 14,863,117 96,987,137
Rent and leases 4,652,529 842,032 5,494,561
Utilities, supplies, and other 60,080,662 10,873,627 70,954,289
Hospital assessment fee 41,052,188 -0- 41,052,188
Depreciation and amortization 20,994,335 3,799,635 24,793,970
Interest 9,052,281 1,638,316 10,690,597

$ 647,231,988 $ 81,772,011 $ 729,003,999

2022
Healthcare Administrative
Services & General Total

Physician, mid-level, and other provider salaries and wages $ 54,585,087 $ 9,648,783 $ 64,233,870
Other salaries and wages 140,223,249 24,786,692 165,009,941
Employee benefits 40,155,089 7,098,051 47,253,140
Medical supplies and drugs 139,357,939 -0- 139,357,939
Physician services 31,901,997 5,639,186 37,541,183
Contract services 82,309,455 14,549,507 96,858,962
Rent and leases 6,430,850 1,136,755 7,567,605
Utilities, supplies, and other 48,099,313 8,502,319 56,601,632
Hospital assessment fee 35,781,306 -0- 35,781,306
Depreciation and amortization 21,828,946 3,858,614 25,687,560
Interest 9,217,100 1,629,269 10,846,369

$ 609,890,331 $ 76,849,176 $ 686,739,507
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17. COVID-19

During 2023 and 2022, Provider Relief Fund (PRF) grants authorized under the Coronavirus Aid, Relief, and
Economic Security (CARES) Act and the American Rescue Plan (ARP) Act were distributed to healthcare
providers impacted by the outbreak of the COVID-19 pandemi