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Report. of Independent Auditors

The Board of Trustees
Luminis Health, Inc.

We have audited the accompanying consolidated financial statements. of Luminis Health, Inc.
(a Maryland not-for-profit corporation) and subsidiaries, which comprise the consolidated balance
sheets as of June 30, 2020 and 2019, 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.

Management's Responsibility for the I~nancial Statements

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

Auditor's Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits. We
did not audit the financial statements of Doctors Community Medical Center and subsidiaries, a
wholly owned subsidiary, which statements reflect total assets of $320,453,000 as of June 30,
2020, and revenues and gains in excess of expenses of $4,460,000, for the year then ended or the
financial statements of Cottage Insurance Company, Ltd.,. a wholly owned subsidiary, which
statements reflect total assets of $38,974,000 and $39,535,000 as of June 30, 2020 and 2019,
respectively, and net loss after elimination of intercompany revenues of $10,46,000 and
$10,149,000, respectively, for the years then ended. Those statements were audited by other
auditors whose reports have been fiunished to us, and our opinion, insofar as it relates to the
amounts included for Doctors Community Medical Center and subsidiaries and Cottage Insurance
Company, Ltd., are based solely on the reports of the other auditors. We conducted our audits in
accordance with auditing standards generally accepted in the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement.

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

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

Opinion

In oux opinion, based on our audits and the reports of other auditors, the consolidated financial
statements referred to above present fairly, in all material respects, the consolidated financial
position of Luminis Health, Inc. and subsidiaries at June 30, 2020 and 2019, and the consolidated
results of their operations, changes in their net assets, and their cash flows for the years then ended
in conformity with U.S. generally accepted accounting principles.

Adoption of New Accounting Pronouncements

As discussed in Note 2 to the consolidated financial statements, Lumirus Health, Inc. and
subsidiaries changed its method of accounting for leases as a result of the adoption of the
amendments to the Financial Accounting Standards Board Accounting Standards Codification
resulting from Accounting Standards Update No. 2016-02, Leases (Topic 842), effective July 1,
2019. Our opinion is not modified with respect to this matter.

Supplementary Information

Oux audits were conducted for the purpose of forming an opinion on the consolidated financial
statements as a whole. The accompanying supplementary 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. In our opinion, the information is fairly stated, in all material
respects, in relation to the consolidated financial statements as a whole.

October 23, 2020
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Luminis Health, Inc. and Subsidiaries

Consolidated Balance Sheets

June 30
2020 2019

Assets
Current assets:
Cash and cash equivalents $ 178,795,000 $ 15,100,000
Short-term investments 1,365,000 15,261,000
Current portion of assets whose use is limited 15,912,000 15,190,000
Patient receivables, net ~ 118,882,000 80,307,000_
Current portion of pledges receivable, net 945,000 494,000
Inventories 21,759,000 5,650,000
Prepaid expenses and other current assets 19,857,000 14,125,000
Total current assets 357,545,000 149,127,000

Property and equipment 1,096,845,000 918,666,000
Less accumulated depreciation and amortization (538,353,000) (493,004,000)
Net property and equipment 558,492,000 425,662,000

Other assets:
Investments 335,985,000 386,056,000
Investments in joint ventures 14,024,000 8,886,000
Pledges receivable, net 3,192,000 2,802,000
Assets whose use is limited 41,020,000 35,973,000
Restricted collateral for interest rate swap contract 110,002,000 67,404,000
Right of use asset 44,995,000 —
Other assets 53,613,000 34,374,000

Total assets $ 1,521,868,000 $ 1,110,284,000
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Luminis Health, Inc. and Subsidiaries

Consolidated Balance Sheets (continued)

June 30

2020 2019
Liabilities and net assets
Current liabilities:
Accounts payable $ 40,441,000 $ 30,458,000
Accrued salaries, wages, and benefits 53,438,000 37,814,000
Other accrued expenses 32,413,000 18,389,000
Current portion of long-term debt 16,440,000 11,029,000
Advances from third-party payors 182,697,000 23,903,000
Current portion of lease liability 8,753,000 —

Total current liabilities 334,182,000 121,593,000

Long-term debt, less current portion and
unamortized original issue premium

Interest rate swap contracts
Accrued pension liability
Lease liability, less current portion
Other long-term liabilities
Total liabilities

470,308,000 359,735,000
117,037,000 78,479,000
29,276,000 6,076,000
37,429,000 —
47,032,000 37,010,000

1,035,264,000 602,893,000

Net assets:
Without donor restrictions
With donor restrictions
Non-controlling interest

Total net assets
Total liabilities and net assets

See accompanying notes.

460,552,000 482,661,000
23,861,000 24,730,000
2,191,000 —

486,604,000 507,391,000
$ 1,521,868,000 $ 1,110,284,000
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Luminis Health, Inc. and Subsidiaries

Consolidated Statements of Operations and Changes in Net Assets

Year Ended June 30

2020 2019

Operating revenue:

Net patient service revenue $ 969,105,000 $ 742,876,000

Other operating revenue 78,393,000 33,180,000

Total operating revenue 1,047,498,000 776,056,000

Operating expenses:

Salaries and wages 479,880,000 349,660,000

Employee benefits 75,930,000 56,356,000

Supplies 197,487,000 159,489,000

Purchased services 226,375,000 137,557,000

Depreciation and amortization 45,994,000 36,833,000

Interest 16,151,000 13,118,Q00

Transaction costs — 3,279,000

Total operating expenses 1,041,817,000 756,292,000

Operating income 5,681,000 19,764,000

Other (loss) income:

Investment (loss) income, net (9,700,000) 13,873,OOQ

Loss from joint ventures and other, net (673,000) (545,000)

Inherent contribution 61,715,000 —

Pension credit (expense), net 1,116,000 (4,777,000)

Unrealized (losses) gains on tracing securities, net (15,151,000) 10,034,000

Realized and unrealized losses on interest rate

swap contracts, net (43,149,000) (23,361,Q00)

Total other Loss, net (5,842,000) (4,776,000)

(Deficit) excess of revenue over expenses ~ (161,000) $ 14,988,000
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Luminis Health, Inc. and Subsidiaries

Consolidated Statements of Operations and Changes in Net Assets (continued)

Without Donor With Donor
Restrictions Restrictions Total

Net assets, June 30, 2018 $ 469,018,000 $ 26,304,000 $ 495,322,000

Excess of revenues over expenses 14,988,000 — 14,988,000

Pension liability adjustment (2,784,000) — (2,784,000)
Released from restrictions used for
purchase of property and equipment 163,000 — 163,000

Transfers and other, net 1,276,000 — 1,276,000
Restricted gifts, bequests, and contributions — 5,451,000 5,451,000

Unrealized losses on invesftnents — (18,000) (18,000)
Restricted investment income — 60,000 60,000

Net assets released fi•om restrictions — (7,964,000) (7,964,OOp)
Other — 897,000 897,000
Changes in net assets 13,643,000 (1,574,000) 12,069,000

Net assets, June 30, 2019 482,661,000 24,730,000 507,391,000

Net assets acquired 2,265,000 487,000 2,752,000
Deficit of revenues over expenses (161,000) — (161,000)
Pension liability adjustment (24,810,000) — (24,810,000)
Released from restrictions used for

purchase of property and equipment 1,837,000 — 1,837,000
Transfers and other, net 951,000 (598,000) 353,000
Restricted gifts, bequests, and contributions — 9,518,000 9,518,000
Unrealized losses on investments — (3,394,000) (3,394,000)
Restricted investment income — 693,000 693,000

Net assets released from restrictions — (7,575,000) (7,575,000)
Changes in net assets (19,918,000) (869,000) (20,787,000)

Net assets, June 30, 2020 $ 462,743,000 $ 23,861,000 $ 486,604,000

See acco~npanyi~ag notes.
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Luminis Health, Inc. and Subsidiaries

Consolidated Statements of Cash Flows

Year Ended June 30

2020 2019

Operating activities
(Decrease) increase in net assets $ (20,787,000) $ 12,069,000

Adjustments to reconcile changes in net assets to net cash

provided by (used in) operating activities:

Change in net unrealized losses (gains) on investments 18,545,000 (10,016,000)

Realized and unrealized losses on interest rate

swap contracts, net 43,149,000 23,361,000

Pension liability adjushnent 24,810,000 2,784,000

Equity in earnings of joint ventures and other 804,000 854,000

Restricted contributions and pledges, net (9,518,000) (5,374,000)

Depreciation and amortization 45,994,000 36,833,000

Restricted investment income (693,000) (60,000)

Decrease (increase) in investments —trading 60,680,000 (86,894,000)

(Increase) decrease in assets whose use is limited, net —trading (5,164,000) 625,000

Inherent contribution and net assets acquired (64,467,000) —

Net change in operating assets and liabilities 154,413,000 6,846,000

Net cash provided by (used in) operating activities 247,766,000 (18,972,000)

Investing activities
Purchases of property and equipment (62,284,000) (34,686,000)

Payments on interest rate swaps (4,591,000) (4,185,000)

Cash acquired 34,168,000 ~ —

Net cash used in investing activities (32,707,000) (38,871,000)

Financing and fundraising activities

Payoff amount for 2008 Term and Construction Loans — (61,920,000)

Proceeds received from real estate loan — 61,920,000

Repayments of long-term debt (17,530,000) (11,310,000)

Restricted contributions received and other 8,676,000 6,193,000

Restricted income received 693,000 60,000

Net cash used in financing and fundraising activities (8,161,000) (5,057,000)

Net increase (decrease) in cash, cash equivalents, and

restricted cash 206,898,000 (62,900,000)

Cash, cash equivalents, and restricted cash at beginning of year 98,930,000 161,830,000

Cash, cash equivalents, and restricted cash at end of year $ 305,828,000 $ 98,930,000

Cash and cash equivalents $ 178,795,000 $ 15,100,000

Restricted cash, included in restricted collateral and assets

whose use is limited 127,033,000 83,830,000

Cash, cash equivalents, and restricted cash at end of year $ 305,828,000 $ 98,930,000
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Luminis Health, Inc. and Subsidiaries

Consolidated Statements of Cash Flows (continued)

Changes in operating assets and liabilities
(Decrease) increase in operating assets:
Patient receivables, net
Inventories
Prepaid expenses and other
Other assets

Increase in operating liabilities:
Accounts payable
Accreted salaries, wages, and benefits
Other accrued expenses
Advances from third-party payors
Other long-term liabilities

Net change in operating assets and liabilities

Supplemental disclosures of cash flow information
Cash paid for interest

See accompanying notes.

Year Ended June 30
2020 2020

$ 265,000 $ (1,418,000)
(8,896,000) (674,000)
3,869,000 (2,734,000)
11,797,000 10,425,000
7,035,000. 5,599,000

(5,845,000) 8,543,000
(422,000) 1,714,000
14,024,000 (3,089,000)
151,029,000 2,898,000
(11,408,000) (8,819,000)
147,378,000 1,247,000

$ 154,413,000 $ 6,846,000

$ 15,541.,000 $ 13,118,000
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Luminis Health, Inc. and Subsidiaries

Notes to Consolidated FinancialStatements

June 30, 2020

1. Organization and Basis of Presentation

Luminis Health, Inc. (Luminis or the System), formerly known as Anne Arundel Health System,
Inc. (AAI~S), is a Maryland not-for-profit corporation. Luminis has the following wholly owned
subsidiaries: Anne Arundel Medical Center, Inc. (the Hospital or AA.MC) and its subsidiaries,
Anne Anindel General Treatment Services, Inc. (GTS), Anne Ai~.indel Mental Health Hospital,
Inc., and Cottage Insurance Company, Ltd. (Cottage); Anne Aitiuidel Medical Center Foundation,
Inc. (the Foundation); Anne Arundel Health Care Services, Inc. (HCS); Anne Ar~m.del Health Care
Enterprises, Inc. (HCE); Physician Enterprise, LLC (PE) and its subsidiaries; Anne ~~uidel
Physician Group, LLC, Orthopedic Physicians of Annapolis, Anne Arundel Medical Group

Physical Therapy, LLC, and Community Clinics; Anse Ailindel Real Estate Holding Company,
Inc. (the Real Estate Company) and its subsidiaries, Pavilion Park, Ina (PPI), Annapolis Exchange,
LLC, and Blue Building, LLC; Anne Arundel Health System Research Institute, Inc. (RI); and
Anne ~r~uidel Medical Center Collaborative Care Network, LLC. AAMC is a private, not-for-
profit corporation that operates a 349-licensed bed acute care hospital. AAMC, the Real Estate
Company, and PPI own an interest in Kent Island Medical Arts,. LLC (KIlNA), a limited liability
company that owns and operates a medical office building. PPI is the managing member of KIMA
and has substantive participation rights in I~IlVIA. The financial statements of KIMA are
consolidated in the accompanying consolidated financial statements. The non-controlling interest

in KIMA was 50% as of June 30, 2020 and 2019. The interest was $929,000 and $884,000 at
June 30, 2020 and 2019, respectively, and is included within net assets without donor restriction
on the accompanying consolidated balance sheets.

On July 1, 2019, Anne Arundel Health System, Inc.. and Doctors Community Hospital and

subsidiaries executed an affiliation agreement (the Agreement) providing for an affiliation between
AAIIS and Doctors Community Hospital and subsidiaries. In September 2019, Doctors

Community Hospital and subsidiaries changed its name to Doctors Community Medical Center
and subsidiaries (DCMC). This affiliation agreement resulted in DCMC becoming a wholly owned
subsidiary of AAHS. DCMC is a Maryland health system that includes an acute care hospital and
a network of other health care providers serving residents of Prince Georges County region near

Lanham, Maryland, east of Washington, DC. On the date of the affiliation, the articles of
incorporation and bylaws of DCMC were amended such that 1~AI~S became the sole corporate

member of the Doctors Community Medical Center and its subsidiaries. As part of the Agreement,

AAfIS committed appro~mately $138,000,000 over afive-yearperiod in strategic investments to

DCMC to expand health care services.
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Luminis Health, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

1. Organization and Basis of Presentation (continued)

DCMC includes the following: Doctors Community Hospital, Inc. and its subsidiaries Doctors
Community Medical Group, LLC; Doctors Community Healthcare Programs, LLC; Doctors
Connmunity Hospital Clinic, LLC; Doctors Community Health Ventures, Inc.; Doctors Regional
Cancer Center LLC; Southern Maryland Integrated Care LLC; and Doctors Community Hospital
Foundation, Inc. Doctors Community Hospital, Inc. is a nonprofit corporation that operates an
acute care general hospital facility licensed for 190 beds. The accompanying consolidated financial
statements include non-controlling interest held by third parties in less than wholly owned
subsidiaries. The interest at DCMC was $2,191,000 at June 30, 2020, and is included within net
assets without donor restriction on the accompanying consolidated balance sheets.

In September 2019, Anne Arundel Health System, Inc. changed its name to Luminis Health, Inc.

Global Pandemic

In response to the ongoing COVID-19 pandemic, the Governor of the state of Maryland
proclaimed a state of emergency and catastrophic health emergency within the state of Maryland
on March 5, 2Q20, and renewed on March 17, 2020, April 10, 2020, and May 6, 2020. Effective
March 16, 2020, all Maryland hospitals were ordered by the Maryland Depa.rlment of Health to
cease all elective and non-urgent medical procedures for the duration of the catastrophic health
emergency. The Governor issued astate-wide stay-at-home order effective March 30, 2020.

Effective May 7, 2020, the Maryland Department of Health allowed resumption of elective and
non-urgent medical procedures, and effective May 15, 2020, major provisions of the Governor's
stay-at-home order were rescinded.

In response to the global pandemic, the Coronavirus Aid, Relief, and Economic Security (CARES)
Act, was signed into law on March 27, 2020. The CARES Act authorized funding to hospitals and
other health care providers to be distributed through the Public Health and Social Services
Emergency Fund (Relief Fund). Payments from the Relief Fund are to be used to prevent, prepare
for, and respond to coronavirus, and shall reimbw-se the recipient for health care related expenses
or lost revenues/margins attributable to coronavirus and are not required to be repaid, provided the
recipients attest to and comply with the terms and conditions.

The HSCRC has publicly announced its intention to support Maryland hospitals during the state
of emergency and catastrophic health emergency within the state of Maryland and its collaboration
with other Maryland regulatory agencies to remove licensure, regulatory, and other barriers to
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Luminis Health, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

1. Organization and Basis of Presentation (continued)

hospitals in the provision of emergency health care services. Recognizing that hospitals will
experience volume decline due to self-quarantining and canceled elective surgeries, the HSCRC
has stated that Maryland hospitals wi11 be permitted to increase rate corridors up to the 10%
threshold or by an additional 5% from their current charging position, whichever is greater. This
action is intended to allow hospitals that are undercharged under their Global Budget Revenue due
to volume losses to increase their charges in order to make up for lost revenue and prepare for the
eventual increase in COVID-19-related patient volume. The HSCRC has stated that this rate
corridor increase will be a temporary, onetime adjustment to ensure financial viability of Maryland
hospitals as they prepare for increased volume in COVID-19 patients. The HSCRG has also stated
that it will consider additional corridor relief beyond this new policy on a case-by-case basis.

To fiuther accommodate any Global Budget Revenue that Maryland hospitals may be unable to
bill in fiscal year 2020 due to fluctuating volumes resulting from the COVID-19 pandemic, the
HSCRC has stated that it will suspend undercharge penalties and allow Maryland hospitals to
recoup those undercharges over the 12 months of fiscal year 2021 as a onetime adjustment net of
the application of CARES Act relief funding. The HSCRC is proposing to reduce the System's
undercharge by an amount derived from the CARES Act funding. Maryland hospitals will be
allowed to bill any net undercharge in the next fiscal year, thus allowing them to recoup a portion
of lost revenue associated with the catastrophic health emergency period. Further action by the
HSCRC zs expected in order to aid Maryland hospitals with regard to the increased expenses
resulting from the COVID-19 pandemic.

The COVID-19 pandemic has severely impacted global financial markets and travel and
commerce generally. As a result of the COVID-19 pandemic, many businesses and retail
establishments in the United States, including Maryland, have closed or reduced business activity.
Many potential patients are now unemployed, have been furloughed or their work hours have been
reduced, which results in reduced wages and potential loss of health care insurance. The System
cannot determine at this time the long-term impact of the COVID-19 pandemic on the System's
ability to conduct its operations and the costs of its operations, its financial condition, or the returns
and value of its investments and any effect on its pension funding and contribution obligations. In
addition, while the suspension with respect to elective and non-urgent medical procedures was
lifted, to date tl~e volume of elective and non-urgent medical procedures, and the revenues resulting
from such procedures, have not reed to pre-suspension levels and the amount of time needed
to establish the volume of such procedures to pre-suspension levels cannot be determined.
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Luminis Health, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

2. Summary of Significant Accounting Policies

Principles of Consolidation

The accompanying consolidated financial statements include the accounts of Luminis and its
wholly owned subsidiaries. The financial results of Doctors Community Medical Center and
subsidiaries are only included from the date of acquisition, which was July 1, 2019. All significant
intercompany accounts and transactions have been eliminated in consolidation.

The accompanying consolidated financial statements have been prepared in accordance with
accounting principles generally accepted in the United States (U.S. GAAP).

Acquisition of Doctors' Hospital, Inc.

On July 1, 2019, AAHS completed a transaction that resulted in Doctors Community Hospital and
subsidiaries becoming a wholly owned subsidiary of A.AHS. This transaction was accounted for
as an acquisition under Accounting Standards Codification (ASC) 958-805, Not for-Profit
Mergers and Acquisitioias, during the year ended June 30, 2020.

The System elected to apply pushdown accounting whereby individual assets and liabilities were
adjusted to the new basis of accounting as of the acquisition date.
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Luminis Health, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)

The following information summarizes the recorded fair values of the assets acquired and

liabilities assumed as of the date of the acquisition:

Cash and cash equivalents $ 34,168,000

Patient accounts receivable, net 38,840,000

Other receivables 5,620,000

Inventories 4,243,000

Prepaid expenses 3,981,000

Marketable securities 18,258,000

Joint ventures and equity investments 5,942,000

Property and equipment 116,540,000

Other noncurrent assets 30,093,000

Total assets acquired 257,685,000

Accounts payable and accrued expenses 31,875,000

Advances from third-party payors 7,765,000

Current portion of Long-term. debt 4,448,000

Long-term debt 128,123,000

Net pension liability 5;001,000

Deferred compensation and claims incurred but not reported 16,006,000

Total liabilities assumed 193,218,000

Non-controlling interest 2,265,000

Net assets acquired, net ofnon-controlling interest $ 62,202,000

An inherent contribution of $61,715,000 was recorded by Luminis on its consolidated statements

of operations and changes in net assets resulting from the difference between the net assets

acquired, net of non-controlling interest and net assets with donor restrictions at Doctors

Community Hospital and subsidiaries as of the acquisition date. Net assets with donor restrictions

of $487,000 was recorded within changes in net assets with donor restrictions.
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Luminis Health, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)

Cash and Cash Equivalents

Cash and cash ec~uivalents include cash held i~ checking and savings accounts, money market
accounts, and short-term certificates of deposit with original maturities of 90 days or less,
excluding those held in short-term investments and those classified as long-term investments. Cash
balances and collateral held by a counterpariy are principally uninsured and are subject to normal
credit risks. At June 30, 2020 and 2019, and at various times during the year, the System
maintained cash-in-bank balances in excess of the $250,000 federally insured limits.

Derivative Instruments

On May 10, 2006, the Hospital entered into a forward variable-to-wed interest rate swap
agreement with an effective date of November 1, 2008. This contract was entered into in an effort
to reduce the risk of variable interest rate debt and has a term through July 1, 2048. Under ASC
815, Deg ivatives and Hedging, the Hospital has recognized its derivative ins~iliments as either
assets or liabilities on the accompanying consolidated balance sheets at fair value. As these
derivative instruments axe not designated as hedges, the unrealized gain or loss on these contracts
has been recognized on the accompanying consolidated statements of operations and changes in
net assets as realized and unrealized gains (losses) on interest rate swap contracts, net. The fair
market values of the derivative instruments include a credit valuation adjustment (CVA) as
required by ASC 820, Fair Value MeaszcNement. When applying the CVA, the valuation of the
variable-to-fixed interest rate swap contract was decreased by $375,000 and $361,000 as of
June 30, 2020 and 2019, respectively.

On March 23, 2016, in an effort to reduce the amount of restricted cash pledged as collateral with
the original counterpaxty, the Hospital entered into a novation agreement with a second
counterparty. Immediately prior to the novation agreement, the System modified the e~sting swap
to bifurcate the e~sting swap into afive-year swap with the remainder into a 2021 through 2048
swap. The terms of the bifurcated swap remain identical to the original swap. The novation
agreement resulted in the return of $29,164,000 as of June 30, 2016.

2006-3517150 14-



Luminis Health, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)

A stulzmary of the Hospital's derivative instruments and related activity at June 30 and for the
years then ended, is as follows:

of Derivative Instrument

Fair Value Liability

2020 2019

Variable-to-fixed interest rate swap contract
(maturity date March 2021)
Variable-to-fixed interest rate swap contract
(maturity date July 2048)

$ (4,442,000) $ (8,126,000)

(112,595,000) (70,353,000)

$(117,037,000) $ (78,479,000)

The change in unrealized losses recognized in (deficit) excess of revenues over expenses for the
years ended June 30, 2020 and 2019, were $38,558,000 and $19,176,000, respectively.

At June 30, 2020 and 2019, the net termination value (i.e., mark-to-market value) of the derivative
instruments totaled $119,671,000 and $78,840,000, respectively. The Hospital maybe exposed to
credit loss in the event of nonperformance by the other party to the interest rate swap agreements,
the risk of which is reflected in the fair value of the instruments under ASC 820. However, the
Hospital does not anticipate nonperformance by the counterparty.

During fiscal year 2020 and 2019, the Hospital paid net payments under its interest rate swap
program of $4,591,000 and $4,185,000, respectively. These amounts are included within realized
and unrealized gains (losses) on interest rate swap contracts, net on the accompanying consolidated
statements of operations and changes in net assets and within investing activities on the
accompanying consolidated statements of cash flows.

Under the derivative contract for the 2021 through 2048 swap, the Hospital must transfer collateral
for the benefit of the counterparty, to the extent that the termination values exceed certain limits.
The Hospital's collateral requirement for the benefit of the counterparty was appro~mately
$110,002;000 and $67,404,000 at June 30, 2020 and 2019, respectively. The ongoing mark-to-
market values and resulting collateral requirements of the Hospital's interest rate swap contract
are subject to variability based on market factors (primarily changes in interest rates). Collateral
requirements under this interest rate swap contract are excluded from unrestricted cash and
investments for purposes of determining the System's compliance with its liquidity covenants
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Notes to Consolidated Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)

under its Maryland Health and Higher Educational Facilities Authority (MHHEFA or the
Authority) revenue bond agreements and its derivative agreements. Collateral amounts are
included in noncurrent assets on the accompanying consolidated balance sheets. Appro~mately
$575,000 and $2,795,000 of collateral was due to the financial institution as of June 30, 2020 and
2019.

The amount due to the financial institution is included in other accreted expenses on the
accompanying consolidated balance sheet as of June 30, 2020 and 2019, and is reflected within
investing activities on the accompanying consolidated statement of cash flows.

Assets Whose Use is Limited and Investments

Assets whose use is limited are principally composed of certain funds established to be held and
invested by a trustee. These funds are related to the issuance of the Hospital's revenue bonds,
investments held at Cottage, and certain permanently restricted endowment assets.

Current:
Principal, interest and other —bonds
Investments held at trustee

June 30
2020 2019

$ 12,382,000 $ 12,258,000
3,530,000 2,932,000

$ 15,912,000 $ 15,190,000

Noncurrent:
Endowment assets
Investments held at trustee

$ 15,482,000 $ 16,641,000
25,538,000 19,332,000

$ 41,020,000 $ 35,973,000

The fair values of publicly traded securities and mutual funds are based on quoted market prices
of individual securities or investments or estimated amounts using quoted market prices of similar
investments. Alternative investments, some of which are structured so that the System holds
limited partnership interests, are stated at fair value as estimated in an unquoted market. Valuations
of these investYnents, and therefore the System's holdings, may be determined by the investment
manager or general partner and for fund-of-funds investments are primarily based on financial data
supplied by the underlying investee funds. Values may be based on historical cost, appraisals, or
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Notes to Consolidated Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)

other estimates that require varying degrees of judgment. Investment income or loss from all

unrestricted investments is included on the accompanying consolidated statements of operations

and changes in net assets as part of other income (loss).

Investment income or loss on investments of assets with donor restrictions is added to or deducted

from the restricted fund balance if the income is restricted. The cost of securities sold is based on

the specific-identification method.

All investment balances are principally uninsured and subject to normal credit risk. Investments

are classified as either current or noncurrent based on the maturity dates and the availability for

current operations. Investments included in noncurrent assets consist of board-designated

investment funds of $338,985,000 and $386,056,000 as of June 30, 2020 and 2019, respectively.

Based on the System's investment policy, such amounts could be liquidated, at the discretion of

the board, to satisfy short-term requirements.
i

Substantially all investments, other than borrowed funds required to be expended for capital

projects, are classified as trading securities, with unrealized gains and losses included in (deficit)

excess of revenues over expenses.

Borrowed funds required to be expended for capital projects are classified as other-than-trading

and are included in assets whose use is limited.

Patient Receivables

Patient receivable include charges for amounts due from all patients less price concessions relating

to allowances for the excess of established charges over the. payments to be received on behalf of

patients covered by Medicare, Medicaid, and other insurers. The provision for price concessions

is based upon management's assessment of historical and expected net collections considering

historical business and economic conditions, trends in health care coverage, and other collection

indicators. Periodically throughout the year, management assesses the adequacy of the price

concessions based upon historical experience of self-pay accounts receivable, including those

balances after insurance payments and not covered by insurance.

Insurance coverage and credit information are obtained from patients, when available. No

collateral is obtained for accounts receivable.
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Notes to Consolidated Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)

Inventories

Inventories, which primarily consist of medical supplies and drugs, are carried at the lower of cost
or market. Cost is determined using the first-in, first-out method (FIFO) or a similar method that
approximates FIFO.

Property and Equipment

Property and equipment are stated at cost or fair value as of the acquisition date for DCMC
property and equipment. Included in computers and software are capitalized labor costs of
$14,344,000 and $11,594,000 as of June 30, 2020 and 2019, respectively. Depreciation and
amortization, including amortization of assets recorded under capital leases, are recorded on the
straight-line method over the estimated useful lives of the assets.

The following is a slunmaxy of property and equipment:

Land
Land improvements
Buildings and improvements
Fixed equipment
Leasehold improvements
Movable equipment
Computers and software
Construction-in-progress

Estimated
Useful Lives

June 30
2020 2019

$ 22,823,000 $ 14,901,000
20 years 23,480,000 22,413,000

20-40 years 592,593,000 491,022,000
5 20 years 55,510,000 10,824,000
5-10 yeaxs 62,389,000 55,651,000
7-10 years 221,851,000 203,404,000
3-5 years 96,079,000 88,528,000
— 22,120,000 31,923,000

$ 1,096,845,000 $ 918,666,000

Construction-in-progress consists of direct costs associated with hospital department renovations,
certain leasehold improvements, and smaller capital projects. As these projects are completed, the
related assets are transferred out ofconstruction-in-progress and into the appropriate asset category
and are depreciated over the applicable useful lives.
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2. Summary of Significant Accounting Policies (continued)

Investments in Joint Ventures

Luminis accounts for its investments in joint ventures using the equity method of accounting.

During 2011, the Real Estate Company and another party formed West County, LLC, a joint

ventuxe that owns and operates a medical office building that opened in December 2012. The Real
Estate Company has a 50% interest in this joint venture, with each owner's investment being

$7,575,000 and $7,242,000 as of June 30, 2020 and 2019, respectively.

Doctors Community Health Ventuxes, Inc. (Health Ventures) has a $5,388,000 joint venture
investment in Magnolia Gardens LLC. This investment is consistent with the mission and strategic

plan of Doctors Community Medical Center. The investment in Magnolia Gardens LLC represents
a 51% interest and is not consolidated with the financial statements of Luminis because Health

Ventures does not control the investee.

Deferred Debt Issuance Costs

Administrative, legal, financing, underwriting discount, and other miscellaneous expenses that

were incurred in connection with debt financings were deferred and are being amortized over the

lives of the bond issues using the straight-line method, which approximates the effective-interest

method in all material respects. The amortization expense of the deferred debt issue costs was
$479,000 and $297,000 for the years ended June 30, 2020 and 2019, respectively.

Net Assets

Net resources that are not restricted by donors are included in net assets without donor restrictions.
Gifts of long-lived operating assets, such as property, plant, or equipment, are reported as net assets

without donor restrictions and excluded from income. Resources restricted by donars for a

specified time or purpose are reported as net assets with donor restrictions.

When the specific purposes are met, either through passage of a stipulated time period or when the

purpose for restriction is accomplished, they are released to other operating revenues on the

statement of operations and changes in net assets. Resources restricted by donors for additions to
property, plant, and equipment are initially reported as net assets with donor restrictions and are

transferred to net assets without donor restrictions when expended. Donor-imposed restrictions,
which stipulate that the resources be maintained permanently, are reported as net assets with donor

restrictions.
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Notes to Consolidated Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)

Investment income related to net assets with donor restrictions is classified as net assets without
donor restrictions based on the intent of the donor.

Net Patient Service Revenue

Net patient service revenue is reported at the estimated net realizable amounts from patients, third-
party payors, and others for services rendered. This includes regulatory discounts allowed to Blue
Cross, Medicare, Medicaid, and other third-party payors and charity care.

During 2020 and 2019, approximately 39% and 35%, respectively, of net patient service revenue
was received under the Medicare program, 25% and 28% from Blue Cross, 26% and 30% from
contracts with other third parties, and 10% and 7% from other sources'.

The following table sets forth the detail of net patient service revenue:

Year Ended June 30
2020 2019

Gross patient service revenue
Revenue deductions:
Charity care
Contractual and other allowances

Net patient service revenue

$ 1,262,664,000 $ 955,469,000

15,409,000 5,326,000
278,148,000 207,267,000

$ 969,105,000 $ 742,876,000

In May 2014, the Financial Accounting Standards Board (FASB) issued a new standard related to
revenue recognition. The System adopted the new standard effective July 1, 2018, using the
modified retrospective method of transition. The most significant change from the adoption of the
new standard relates to the System's estimation for the allowance for doubtful accounts. Under the
previous standards, the System's estimate for amounts not expected to be collected based upon
historical experience, were reflected as provision for bad debts and deducted from net patient
service revenue to arrive at net patient service revenue less provision for bad debts. Under the new
standard, those amounts will continue to be recognized as a reduction to net patient service
revenue, however, not reflected separately a9 provision for bad debts, and accordingly the caption
net patient service revenue less provision for bad debts will no longer be presented on the
consolidated statements of operations and changes in net assets. Subsequent changes in the
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Notes to Consolidated Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)

estimate of collectibility due to a change in the financial status of a payor, for example a

banla~uptcy, will be recognized as bad debt expense in operating expenses. This adoption of the

new standard did not have a material impact on the accompanying consolidated financial

statements.

Additionally, the System's revenues may be subject to adjustment as a result of examination by

government agencies or contractors and as a result of differing interpretation of government

regulations, medical diagnosis, charge coding, medical necessity, or other contract terms.

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 agreements with the payor, correspondence from the payor and the

System's historical settlement activity, including an assessment to ensure it is probable 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, or as years are settled or

axe no longer subject to such audits, reviews and investigations.

The System has elected the practical expedient allowed under FASB ASC 606-10-32-18, Revenice

from Contacts with Customers, and does not adjust the promised amount of consideration from

patients and third-party payors for the effects of a significant financing component due to the

System's expectation that the period between the time the service is provided to a patient and the

time that the patient or third-party payor pays for that service will be one year or less.

The estimates for implicit price concessions are based upon management's assessment of historical

write-offs and expected net collections; business and economic conditions; trends in federal, state,

and private employer health care coverage; and other collection indicators. Management relies on

the results of detailed reviews of historical write-offs and collections at facilities that represent a

majority of the System's revenues and patient receivable as a primary source of information in

estimating the collectibility of patient receivable.

Luminis employs physicians in several hospital-based specialties (including, but not limited to,

obstetrics, intensive care, and hospitalists). Net physician revenue is recognized when the services

are provided and recorded at the estimated net realizable amount based on the contractual

arrangements with third-party payors and the expected payments from the third-party payors and
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2. Summary of Significant Accounting Policies (continued)

the patients. The difference between the billed charges and the estimated net realizable amounts
are recorded as a reduction in physician. revenue when the services are provided. The System
recognized net physician revenue of $149,933,000 and $141,202,000 for the years ended Jzane 30,
2020 and 2019, respectively. At June 30, 2020 and 2019, $15,097,000 and $10,764,000,
respectively, of net physician accounts receivable are included in patient receivables on the
accompanying consolidated balance sheets.

Charity Care

RAMC provides charity care to patients who meet certain criteria established under its charity care
guidelines. Because members of RAMC do not pursue the collection of amounts determined to
qualify as charity care, they are not reported as revenue on the accompanying consolidated
statements of operations and changes in net assets. The direct and indirect costs associated with
providing this care are $4,531,000 and $4,493,000 for the'years ended June 30, 2020 and 2019,
respectively. These costs are calculated by applying a ratio of operating expenses over gross patient
charges to the charity care provided at established rates. The state of Maryland's rate system
includes components within the rates to partially compensate hospitals for uncompensated care.

The cost of charity care provided by DCMC totaled $9,528,010 for the year ended June 30, 2020.
Rates charged by DCMC for regulated services are deternuned based on assessment of direct and
indirect cost calculated pursuant to the methodology established by the Commission, and therefore
the cost of charity services noted above for DCMC are equivalent to its established rates for those
services. For any charity services rendered by subsidiaries other than from the DCMC, the cost of
charity care is calculated by applying the estimated total cost-to-charge ratio for the non-Hospital
services to the total amount of charges for services provided to patients benefitting from the charity
care policies ofthe DCMC'snon-Hospital affiliates. These charges are excluded from consolidated
net patient service revenue.

Other Operating Revenue

Other operating revenue is composed of grant revenue, cafeteria revenue, net assets released from
restrictions for operating purposes, and other miscellaneous items.

On Apri12, 2020, the System received $45,472,000 in provider relief funds authorized in the
CARES Act from the U.S. Department of Health and Human Services (HHS). The System expects
that these relief funds will be forgivable,. but uncertainty exists as to the final outcome of the terms
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and conditions associated with the relief funds. Management will.continue to monitor compliance
with the terms and conditions of the Relief Fund and the impact of the pandemic on the System's
revenues and expenses. If unable to attest to or comply with current or future terms and conditions,
the System's ability to retain some or all of the distributions received may be impacted.
Furthermore, the HSCRC is proposing to reduce the System's ability to recoup undercharges from
its GBR reimbursement program in future years by an amount derived from these provider relief
funds. The final outcome of the HSCRC's decisions on treatment of the undercharge resulting
from the Global Budget Reimbursement Revenue program and application of CARES Act funding
to GBR limits is still being evaluated. Luminis recognized these funds in other operating revenue
during the period as the conditions for use were deemed to have been met.

Advances From Third-Party Payors

On April 10, 2020, the System received $151,767,000 from the Centers for Medicare and Medicaid
Services (CMS) Accelerated and Advance Payment Program. This program provides hospitals
with working capital advances that begin to become payable 120 days from the date of receipt of
the funds and must be fu11y repaid within one year through an automatic reduction of claims
receipts from CMS. As of June 30, 2020, none of these funds have been used. These funds, which
represent contract liabilities as defined in ASC 606, have been recorded within advances from
third-party payors on the accompanying consolidated balance sheet at June 30, 2020.

Transaction Costs

During fiscal year 2019, the System incurred $3,279,000 for administrative and marketing costs
that resulted from the transaction for Doctors. Community Medical Center and subsidiaries
becoming a wholly owned subsidiary of Luminis Health, Inc.

Donations and Bequests

Unconditional promises to give cash and other assets are reported at fair value on the date the
promise is received. Conditional promises to give, and indications of intentions to give, are
reported at fair value on the date the gift is received. The gifts are reported as donor-restricted if
they are received with donor stipulations that limit the use of the donated assets. When a donor
restriction expires, that is, when a stipulated time restriction ends, or a purpose restriction is
accomplished, the asset is reclassified to without donor restrictions on the accompanying
consolidated statements of operations and changes in net assets. Donor-restricted contributions
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whose restrictions are met within the same year as received are reported as unrestricted
contributions in the accompanying consolidated financial statements. Contributions that are
unrestricted are reflected as other operating revenue on the accompanying consolidated statements
of operations and changes in net assets.

Scheduled payments for pledges receivable for the years ending June 30 are as follows:

2021
2022 2024
2025 and thereafter
Less:
Impact of discounting pledges receivable to net present value
Allowance for uncollectible pledges

Net pledges receivable

Pledges receivable are discounted using rates between 1.2% and 2.5%.

(Deficit) Excess of Revenues Over Expenses

$ 2,599,000
658,000

1,605,000

352,000
373,000

$ 4,137,000

The accompanying consolidated statements of operations and changes in net assets include
(deficit) excess of revenues over expenses. Changes in net assets without donor restrictions that
are excluded from (deficit) excess of revenues over expenses, consistent with industry practice,
include contributions received and used for additions of long-lived assets and certain changes in
pension,liabilities.

Group Purchasing Organization Initial Public Offering

The Hospital has participated and owned equity in the Premier Limited Partnership (Premier),
which has served as a group purchasing organization for many years. This participation provides
purchasing contract rates and rebates the System would not be able to obtain on its own. The
Hospital accounts for its investment in Premier using the equity method of accounting.

During the year ended June 30, 2014, Premier restructured from a privately held company to a
public company in an initial public offering (Il'O) and several financial transactions have occurred
with those holding equity in Premier before the IPO, including the System. As a result, the System
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received a cash payment of approximately $1,500,000 in exchange for 16% of its previous

ownership in Premier. In addition, in exchange for the extension of the group purchasing contract,

the System received partial ownership of the new public company (the Class B units).

The System received 309,580 Class B units that are earned in seven separate tranches over an

85-month period ending October 31, 2020. At June 30, 2020 and 2019, this investment was

$10,388,000 and $13,094,000, respectively, and is reflected in other assets on the consolidated

balance sheets. The opportunity will east in the future for these Class B units to be converted to

the Premier public company stock. Prior to vesting, the Class B units maybe transferred or sold

with the approval of Premier. During the years ended June 30, 2020 and 2019, the System

recognized approximately $1,216,000 and $1,988,000, respectively, of income related to

tranches 6 and 7 of the Class B units, which is included as a reduction of supplies expense on the

consolidated statement of operations and changes in net assets. The value of the Class B units is

tied to the group purchasing contract and is considered a vendor incentive.

Income Tag Status

Luminis, the Hospital, the Foundation, HCS, GTS, PE, and RI have received determination letters

from the Internal Revenue Service (IRS) stating that they are exempt from federal incorrie taxes

under Section 501(c)(3) _of the Internal Revenue Code (Code). The Real Estate Company has

received a determination letter fiom the IRS stating that it is exempt from federal income taxes

under Section 501(c)(2) of the Internal Revenue Code. Doctors Community Hospital and the

Doctors Community Hospital Foundation are exempt from federal income tax under Section

501(c) (3) of the Internal Revenue Code as public charities. Both entities are entitled to rely on

this determination as long as there are no substantial changes in their character, purposes, or

methods of operation. Management has concluded that there have been no such changes, and

therefore the status of the various entities as public charities exempt from federal income taxation

remain in effect.

Anne Arundel Mental Health Hospital is organized and operated as atax-exempt organization, and

has applied for IRS recognition of exemption from federal income tax under Section 501(c)(3) of

the Code, but has not yet received IRS recognition of exemption.

The state in which the various entities operate also provides a general exemption from state income

taxation for organizations that are exempt from federal income taxation. However, both entities

are subj ect to federal and state income taxation at corporate tax rates on unrelated business income.
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Exemption from other state and local taxes, such as real and personal property taxes is separately
determined. The various entities had no unrecognized tax benefits or such amounts were
immaterial during the periods presented. For tax periods with respect to which unrelated business
income was recognized, a tax return was filed in order to report any unrelated business income as
well as any taxes due.

HCE and PPI are subject to federal and state income taxes. These income taxes are immaterial to
the accompanying consolidated financial statements.

Certain limited liability companies within the consolidated group are not subject to income taxes.
Taxable income or loss is passed through to and reportable by the members individually.

Under the Cayman Islands Tax Concessions Law (Revised), the Governor-in-Cabinet issued an
undertaking regarding Cottage on November 29, 2005, exempting it from all local income, profit,
or capital gains taxes. The undertaking has been issued for a period of 20 years and, at the present
time, no such taxes are levied in the Cayman Islands. Accordingly, no provision for taxes is made
in these consolidated financial statements.

Doctors Regional Cancer Center, LLC (DRCC) and Southern Maryland Integrated Healthcare,
LLC (ACO) are Maryland limited liability companies that have not elected to be taxed as
corporations under current Treasury regulations. Both are owned by more than one member.
DRCC and ACO axe subject to the partnership tax rules under Subchapter K of the Internal
Revenue Code of 1986 (IRC), as amended. Under these rules neither is subject to federal or state
income tax, but must file annual information returns indicating their gross and taxable income to
deternune the tax results to their members.

The Doctors Community Sleep Center, LLC (Sleep Center) and Doctors Community Healthcare
Programs (CHP) are Maryland limited liability companies that have not elected to be taxed as
corporations under current treasury regulations. Sleep Center and CHP are wholly owned by the
Hospital. As such, the Sleep Center and CHP are considered "disregarded entities" under cw.-rent
IRC regulations.

Under the requirements of ASC 740, Income Taxes, tax-exempt organizations could be required
to record an obligation as the result of a tax position they have historically taken on various tax
exposure items. Luminis has determined that it does not have any uncertain tax positions through
June 30, 2020.
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Use of Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States 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 financial statements and the reported amounts of revenues and expenses during
the reporting period. Actual results could differ from those estimates.

Recent Accounting Pronouncements

Effective July 1, 2018, the System adopted FASB Accounting Standard Update (ASU) 2014-09,
Revenue from Contracts with Customers (Topic 606), using the modified retrospective method of
transition. This ASU converged and replaced e~sting revenue recognition guidance, including
industry-specific guidance and requires revenue to be recognized in an amount that reflects the
consideration the entity expects to be entitled in an exchange of goods or services. The adoption
of this ASU did not materially impact the consolidated financial statements.

Effective June 30, 2019, the System adopted FASB ASU 2016-14, Not fog-Profit Entities (Topic
958), Presentation of Financial Statements of Not- foN-Profit Entities (Topic 958). This ASU
changed certain financial statement requirements for not-for-profit entities in an effort to make the
information more meaningful to users and reduce reporting comple~ty. The System adopted the
ASU in the prior year and adjusted the presentation in these consolidated financial statements
accordingly. The ASU was applied retrospectively to all periods presented.

Effective July 1, 2019, the System adopted the FASB ASU 2016-02, Leases (Topic 842), using
the modified retrospective transition approach as of the period of adoption, or fiscal year 2020.
The FASB issued ASU 2016-02 in order to increase transparency and comparability by
recognizing lease assets and liabilities on the balance sheet and disclosing key information about
leasing arrangements. The System's financial statements for periods prior to July 1, 2019, were
not modified for the application of the new lease accounting standard. The main difference
between the guidance in ASU 2016-02 and previous U.S. GA.AP is the recognition of lease assets
and lease liabilities by lessees for those leases classified as operating under previous U.S. GAAP.

Upon the adoption of ASU 2016-02, the System recorded the following balances on the
consolidated balance sheet: $54,977,000 in right-of-use asset long term; $10,056,000 of current
liabilities in lease liability short term; and $44,976,000 of long-term liabilities in lease liability
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long term. The standard did not materially impact the System's accompanying consolidated
statement of operations and changes in net assets or consolidated statement of cash flows for the
year ended June 30, 2020.

In November 2016, the FASB issued ASU 2016-18, State~aent of Cash Flows (Topic 230):
Restricted Cash, which requires that the statement of cash flows explain the change during the
period in the total of cash, cash equivalents, and amounts generally described as restricted cash or
restricted cash equivalents. Therefore, amounts generally described as restricted cash and restricted
cash equivalents should be included with cash and cash equivalents when reconciling the
beginning-of-period and end-of-period total amounts shown on the statement of cash flows.
Luminis has adopted ASU 2016-18 using a retrospective transition method, and as such, certain
reclassifications were made to 2019 amounts previously reported on the consolidated statement of
cash flows.

New Accounting Standards Not Yet Adopted

In August 2018, the FASB issued ASU 2018-15, Intangibles —Goodwill and Other —Internal-Use
Softwat~e (Subtopic 350-40): Customer's Accounting for^ Implementation Costs Incurred in a
Cloud Computing Arrangement Thatls aService ContYact. The amendments help entities evaluate
the accounting for implementation costs paid by a customer in a cloud computing arrangement by
providing guidance for determining when the service contract includes a software license. The
System is evaluating the impact of this guidance, which wi11 be effective in 2021.

3. Regulatory Environment

Medicare and Medicaid

The Medicare and Medicaid reimbursement programs represent a substantial portion of Luminis'
revenues. Luminis' operations are subject to numerous laws and regulations of federal, state, and
local governments. These laws and regulations include, but are not necessarily limited to, matters
such as licensure, accreditation, government health care program participation requirements,
reimbursement for patient services, and Medicare and Medicaid fraud and abuse. Over the past
several years; government activity has increased with respect to investigations and allegations
concerning possible violations of fraud and abuse statutes and regulations by healtls care providers.
Violations of these laws and regulations could result in expulsion from government health care
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programs, together with the imposition of fines and penalties, as well as repayments for patient

services previously billed. Compliance with fraud and abuse standards and other government

regulations can be subject to future government review and interpretation. Also, future changes in

federal and state reimbursement funding mechanisms and related government budgeting_

constraints could have an adverse effect on Luminis.

In 1983, Congress approved a Medicare prospective payment plan for most inpatient services as

part of the Social Security Amendment Act of 1983. Hospitals in Maryland were granted a waiver

from the Medicare prospective payment system under Section 1814(b) of the Social Security Act.

The waiver would remain in effect as long as the Maryland rate of increase in payments per

admission remained below the national average rate of increase.

In January 2014, the Centers for Medicare and Medicaid Services approved a modernized waiver

that includes both inpatient and outpatient revenue. The new waiver will be in place as long as

Maryland hospitals achieve significant quality improvements and limit the per capita growth for

all payors for Maryland residents.

Maryland Health Services Cost Review Commission

RAMC and Doctors Community Hospital's rate structure for all hospital-based services is subject

to review and approval by the Maryland Health Services Cost Review Commission (HSCRC or

the Commission). Under the HSCRC rate-setting system, the Hospital's inpatient and outpatient

charges are the same for all patients, regardless of payor, including Medicare and Medicaid.

Beginning in fiscal year 2014, RAMC and Doctors Community Hospital entered into an agreement

with the HSCRC to participate in the Global Budget Revenue (GBR) program. The GBR model is

a revenue constraint and quality improvement system to provide hospitals with strong financial

incentives to manage their resources efficiently and effectively in order to slow the rate of increase

in health caxe costs and improve health care delivery processes and outcomes. Under the GBR,

total revenue is capped at a predetermined fixed amount. The annual approved revenue is

calculated using a permanent base revenue with positive or negative adjustments for inflation,

assessments, performance in quality-based programs, infrastructure requirements, and population.

Revenue may also be adjusted annually for market share levels and shifts of regulated services to

unregulated settings.
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Starting in January 2019, Maryland's hospitals began operating under a new ten-year contract with
the federal government entitled Maryland Performance Adjustment (MPA). The MPA is designed
to test whether the improvements hospitals have made under the previous modernized waiver can
be expanded to all health care providers. The GBR methodology will remain in place for hospital
rate setting under the MPA. In addition, programs aimed to measure and reduce total health care
spending for attributed Medicare patients, including pre- and post-acute care by all providers, are
being introduced during this contract period.

The Commission's rate-setting methodology compares the approved rate with the actual average
rate charged. Overcharges and undercharges due to either patient volume or price variances,
adjusted for penalties where applicable, are applied to decrease (in the case of overcharges) or
increase (in the case of undercharges) future approved rates on an annual basis. The System was
undercharged by $54,399,000 and overcharged by $260,000 for the years ended June 30, 2020 and
2019, respectively. The undercharge of $54,399,000 for the year ended June 30, 2020 did not
include amounts recognized in CARES Act funding discussed in the other operating revenue
section in Note 2.

While the System is expecting the HSCRC to allow for recovery in futuxe periods of the
undercharge experienced during the year, mainly due to lower volume as the result of the
COVID-19 pandemic, uncertainty e~sts as to the final outcome of HSCRC rate-setting decision
making.

The timing of HSCRC's rate adjustments for the System could result in an increase or reduction
in rates due to the variances and penalties described above in a year subsequent to the year in which
such items occur, and there is at least a possibility that the amounts may be material.

The AA_MC and DCMC's policy is to recognize revenue based on actual charges for services to
patients in the year in which the services are performed. The Hospital's revenues may be subject
to adjustment as a result of examination by government agencies or contractors, and as a result of
differing interpretation of government regulations, medical diagnoses, charge coding, medical
necessity, or other contract terms. The resolution of these matters, if any, often is not finalized
until a subsequent period than which the services were rendered.
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4. Investments

Investments, including assets whose use is limited, are stated at fair value. Borrowed funds that
are required to be expended on specified capital projects under MHHEFA revenue bond
agreements are classified as available for sale. All other investments and assets whose use is
limited are classified as trading securities.

June 30
2020 2019

Assets whose use is limited:
Endowment assets:
Cash and cash equivalents
Equity mutual funds
Fixed income mutual funds

Amounts held by trustee:
Cash and cash equivalents
U.S. Government obligations

$ 1,145,000 $ 1,237,000
9,279,000 9,661,000
5,058,000 5,737,000
15,482,000 16,63 5,000

12,382,000 12,320,000
7,000 7,000

12,389,000 12,327,000

Amounts held by Cottage:
Cash and cash equivalents
Equity mutual funds
Fixed income mutual funds

Total assets whose use is limited
Less current portion

3,504,000 2,869,000
11,334,000 6,581,000
14,223,000 12,751,000
29,061,000 22,201,000
56,932,000 51,163,000
15,912,000 15,190,000

$ 41,020,000 $ 35,973,000
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4. Investments (continued)

Amounts held by the trustee are broken down as follows:

June 30
2020 2019

Bond indenture ~ 12,389,000 $ 12,270,000

Other investments:

June 30
2020 2019

Cash and cash equivalents
Equity mutual funds
Fixed income mutual funds
Alternative investments

Less short-term investments
Investments

$ 14,388,000 $ 15,368,000
173,069,000 178,576,000
100,475,0 00 133,747,000
52,418,000 73,626,000
340,350,000 401,317,000

1,365,000 15,261,000
$ 338,985,000 $ 386,056,000

The components of investment (loss) income, net are as follows:

June 30
2020 2019

Interest and dividend income, net
Realized (losses) gains, net

$ 132,000 $ 10,257,000
(9,832,000) 3,616,000

$ (9,700,000) $ 13,873,000
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5. Fair Value Measurements

ASC 820 defines fair value and establishes a framework for measuring fair value in accordance
with. U.S. GAAP. ASC 820 establishes athree-tier fair value hierarchy, which prioritizes the inputs

used in measuring fair value. These tiers include:

• Level 1 —Defined as observable inputs, such as quoted prices in active markets

• Leve12 —Defined as inputs other than quoted prices in active markets that are either
directly or indirectly observable

• Leve13 —Defined as unobservable inputs in which little or no market data e~sts, therefore
requiring an entity to develop its own assumptions

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

The methods described above may produce a fair value calculation that may not be indicative of

the net realizable value or reflective of future fair values. Furthermore, while Luminis believes its

valuation methods are appropriate and consistent with other market participants, the use of

different methodologies or assumptions to determine the fair value of certain financial instruments
could result in a different fair value measurement at the reporting date.

ASC 820 requires that the fair value of derivative contracts include adjustments related to the credit

risks of both parties associated with the derivative transactions. The fau value of Luminis'

derivative contracts reflected in the accompanying consolidated financial statements includes

adjustments related to the credit risks of the parties to the transactions.
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5. Fair Value Measurements (continued)

The following tables present the fair value hierarchy for Luminis' financial assets and liabilities
measured at fair value on a recurring basis.

June 30, 2020
Quoted Prices in Significant
Active Markets Other Significant
for Identical Observable Unobservable
Assets Inputs Inputs

Total (Level l) (Leve12) (Leve13)
Assets
Cash and cash equivalents $ 178,795,000 ~ 178,126,000 $ 669,000 $ —
Tradingsecurities and assets
whose use is limited:
Cash and cash equivalents 31,296,000 18,257,000 13,039,000 —
Equitysecurities 194,977,000 194,977,000 — —
FiYedincome securities 122,785,000 119,753,000 3,032,000 —
U.S. Government obligation
securities 6,000 6,000 — —

Alternative investments 52,418,000 22,663,000 — 29,755,000
Total 401,482,000 355,656,000 16,071,000 29,755,000
Collateral for interest rate swap:
Cash and cash equivalents 110,002,000 110,002,000 — —

Less investments included in
other assets 4,200,000 4,200,000 — —

Total assets $ 686,079,000 $ 639,584,000 $ 16,740,000 $ 29,755,000

Liabilities
Derivative instruments $ (117,037,000) $ — $ (117,037,000) $ —
Total liabilities $_(117,037,000) $ — $ (117,037,000) $ —
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5. Fair Value Measurements (continued)

June 30.2019

Quoted Prices in Significant
Active Markets Other Significant
for Identical Observable Unobservable
Assets Inputs Inputs

Total (Level l) (Leve12) (Leve13)

Assets
Cash and cash equivalents $ 15,100,000 $ 15,100,000 $ — $ —
Trading securities and assets
whose use is limited:
Cash and cash equivalents 31,794,000 31,794,000 — —
Equitysecurities 194,818,000 194,818,000 — —
Fixed income securities 152,235,000 152,235,000 — —
U.S. Government obligation
securities 6,000 6,000 — —

Alternative investments 73,627,000 37,997,000 — 35,630,000

Total 452,480,000 416,850,000 — 35,630,000

Collateral for interest rate swap:
Cash and cash equivalents 67,404,000 67,404,000 — —

Total assets $ 534,984,000 $ 499,354,000 $ — $ 35,630,000

Liabilifies
Derivative inshuments $ (78,479,000) $ — $ (78,479,000) $ —

Totalliabilities $ (78,479,000) $ — $ (78,479,000) $ —

Lui~ir~is' Level 1 securities primarily consist of U.S. Treasury securities, exchange-traded mutual

funds, and cash. Luminis determines the estimated fair value for its Level 1 securities using quoted

(unadjusted) prices for identical assets or liabilities in active markets.

Luminis' Leve12 securities primarily consist of cash and cash equivalents. Li~minis determines

the estimated fair value for these Leve12 securities using the following methods: quoted prices for
similar assets/liabilities in active markets, quoted prices for identical or similar assets innon-active

markets (few transactions, limited information, noncurrent prices, high variability over time),

inputs other than quoted prices that are observable for the asset or liability (e.g., interest rates, yield
curve volatilities, default rates), and inputs that are derived principally from or corroborated by
other observable market data. Part of AAMC's alternative investments, appro~mately
$22,663,000 and $35,800,000 at June 30, 2020 and 2019, respectively, are invested in international

zoo6-3sinso 35



Lumnis Health, Inc. and Subsidiaries

Notes to Consolidated. Financial Statements (continued)

5. Fair Value Measurements (continued)

equity funds and are considered Level 1 investments due to quoted price being readily available.
The majority of the remaining alternative investments $24,489,000 and $29,653,000 at June 30,
2020 and 2019, respectfully are invested in a fund focused on energy infrastructure and are
considered Leve13 investments due to quoted price not being readily available. The underlying
assets of the fund are publicly traded energy-related master limited partnerships and equity
securities. Certain alternative investments require written notification over a certain period prior
to redemption.

Lumin.is' Leve12 securities also consist of derivative instruments, which are reported using
valuation models commonly used for derivatives. Valuation models require a variety of inputs,
including contractual terms, market-fixed prices, inputs from forward price yield curves, notional
quantities, measures of volatility, and correlations of such inputs.

The following table sets forth a su~runary of changes in the fair value of the Leva13 assets:

Balance at June 30, 2019
Realized and unrealized gains and losses

Balance at June 30, 2020

$ 35,630,000
(5,875,000)

$ 29,755,000

Luminis also has pledges receivable, which are measured at fair value on a nonrecurring basis and
are discounted to the net present value upon receipt using an appropriate risk-free discount rate
based on the term of the receivable. Since these inputs are not observable, pledges receivable
would be considered Leve13 fair value measurements upon their initial recording. Pledges
receivable are recorded net of an allowance for uncollectible pledges. The following table provides
a reconciliation of the beginning and ending balances of pledges receivable that used significant
unobservable inputs.

Year Ended June 30
2020 2019

Pledges receivable:
Balance at July 1
New pledges
Collections of pledges
Write-off of pledges
Change in reserves

Balance at June 30

$ 3,296,000 $ 4,115,000
2,967,000 2,542,000
(2,028,000) (3,146,000
(160,000) (168,000)
62,000 (47,000)

$ 4,137,Q00 $ 3,296,000
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6. Long-Term Debt and Line of Credit

For AAMC and affiliates, long-term debt consists of the following:

Maryland Health and Higher
Educational Facilities Authority
Revenue Bonds —Series 2017
Maryland Health and Higher
Educational Facilities Authority
Revenue Bonds —Series 2014
Maryland Health and Higher
Educational Facilities Authority
Revenue Bonds —Series 2012
Maryland Health and Higher
Educational Facilities Authority
Revenue Bonds —Series 2009B
Kent Island term loan from a bank
Real Estate Loan

Interest Maturity
Rate Dates

June 30

Less current portion of
long-term debt

Less deferred debt issue costs
Unamortized original issue
premium, net

Long-term debt

13,354,000 14,297,000

$ 347,542,000 $ 359,73.5,000

These debt instruments are secured by the receipts of the RAMC obligated group and substantially

all of the property and equipment of the consolidated Group.

2020 2019

2.0%-5.0°/a 2018-2043 $ 569905,000 ~a 58,935,000

2.0%--5.0% 2015-2040 113,817,000 116,200,000

2.0%-5.0°/a 2013 2035 56,991,000 59,735,000

Variable 2041 2044 60,000,000 60,000,000
Variable 2021 5,617,000 5,908,000

Variable 2028 55,850,000 59,492,000

349,180,000 360,270,000

11,461,000 11,029,000
3,531,000 3,803,000
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For AA.MC and affiliates, principal payments due under all debt instruments as of June 30, 2020,
are as follows:

2021 $ 11,461,000
2022 16,589,000
2023 ~ 11,667,000
2024 11,987,000
2025 12,332,000
Thereafter 285,144,000

$ 349,180,000

Series 2017 Revenue Bonds

In November 2017, A.AMC entered into a loan agreement with the MHI3EFA for the issuance of
Series 2017 Revenue Bonds (referred to as the 2Q17 Bonds). The proceeds ofthe 2017 Bonds were
used to advance refund the Series 2010 Bonds previously provided by MI3HEFA. The bonds being
refunded were originally obtained to finance the expansion of the parking garage for AAMC's
acute care pavilion, and costs related to the issuance. The 2017 Bonds provide for annual principal
payments each July 1 from 2018 through 2043. Interest is payable annually each July 1 starting in
July 2018. The 2017 Bonds bear stated interest rates between 2.00% and 5.00% and were issued
at a premium of $4,590,000, which is amortized over the life of the bonds using the straight-line
method, which appro~mates the effective interest method. The effective annual interest rate for
the 2017 Bonds for the year ended June 30, 2020 and June 30, 2019, was 3.64% and 1.93%,
respectively.

Series 2014 Revenue Bonds

In November 2014, AAMC entered into a loan agreement with the IVIHHEFA for the issuance of
Series 2014 Revenue Bonds (referred to as the 2014 Bonds). The proceeds of the 2014 Bonds were
used to advance refund the Series 2009A Bonds previously provided by MHI~EFA. The bonds
being refunded were originally obtained to finance a portion of the costs of construction for an
eight-story patient caxe building, two parking garages, and costs related to the issuance, The 2014
Bonds provide foi annual principal payments each July 1 from 2015 t ough 2040. Interest is
payable semiannually each July 1 and January 1, begit~u..itZg in January 2015. The 2014 Bonds bear
stated interest rates betwoen 2.00% to 5.00% and were issued at a premium of $7,520,000, which
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6. Long-Term Debt and Line of Credit (continued)

is amortized over the life of the bonds using the straight-line method, which appro~mates fhe
effective interest method. The effective annual interest rate for the 2014 Bonds for the years ended
June 30, 2020 and 2019, was 4.49% and 2.24%, respectively.

Series 2012 Revenue Bonds

In October 2012, AAMC entered into a loan agreement with MHHEFA for the issuance of
$73,625,000 of Series 2012 Revenue Bonds (referred to as the 2012 Bonds). The proceeds of the
2012 Bonds were used to repay the Series 2004A Bonds and the Series 1998 Bonds previously
provided by the Autharity. The bonds being refinanced were ariginally obtained to finance a new
replacement hospital (Series 199$ Bonds) and to finance major renovations to AAMC's Cancer
Center and land acquisition (Series 2004A Bonds). The 2012 Bonds provide for annual principal
payments each July 1 from 2013 through 2035. Interest is payable semiannually on each July 1
and January 1, begiuuing July 1, 2013. The 2012 Bonds bear stated interest at rates of 2.00% to
5.00% and were issued at a premium of $6,746,000. The effective annual interest rates for the 2012
Bonds for the years ended June 30, 2020 and 2019, were 4.34% and 2.16%, respectively.

The provisions of the 2017, 2014, and 2012 Bonds, together with the Series 2009 Bonds, require

Luminis and certain subsidiaries to comply with certain covenants on an annual basis, including a
debt service coverage requirement, a debt-to-capitalization requirement, and a liquidity
requirement. Luminis, AAMC, and HCS are members of the RAMC obligated group for all of the

above stated revenue bonds issued by MHHEFA.

Series 2009 Revenue Bonds

In January 2009, RAMC_ entered into a loan agreement with the MHHEFA for the issuance of
$120,000,000 of Series 2009A Revenue Bonds (the 2009A Bonds) and in February 2009,
$60,000,000 of Series 2009B Revenue Bonds (the 2009B Bonds) (collectively referred to as the
2009 Bonds). The proceeds of the 2014 Bonds were used to advance refund the Series 2009A
Bonds previously provided by the MHHEFA. The proceeds of the 2009 Bonds were used to
finance a portion of the costs of construction of an eight-story patient care building, two new
parking garages, and certain costs relating to the issuance. The 2009B Bonds provide for annual
principal payments each July 1, from 2041 through 2044. Interest is payable semiannually on each
July 1 and January 1, beginning July 1, 2009. The 2009B Bonds bear interest at variable rates, as
set forth in the loan agreement. The ma~mum interest rate is 12% for the 2009B Bonds. The
effective annual interest rates for the 2009B Bonds for the years ended June 30, 2020 and 2019,
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were 1.18% and 1.65%, respectively. The principal and interest payments on the Series 2009B
Bonds are secured by a letter of credit equal to the original principal of the bonds plus an amount
equal to 40 days' interest thereon, calculated at the ma~mum rate. The current letter of credit,
which was extended on May 1, 2019, expires on July 1, 2024. Under certain circumstances,
AAMC would need to fully redeem the 2009B Bonds upon expiration of the letter of credit, unless
a conforming replacement letter of credit was secured prior to such expiration.

The related balances are included in assets whose use is limited and consist of the following:

June 30
2020 2019

Debt service funds $ 12,382,000 $ 12,263,000
Construction fund and capitalized interest fund 7,000 7,000

$ 12,389,OQ0 $ 12,270,000

Bank Line of Credit and Real Estate Loan

AAMC maintains two lines of credit with a bank providing available credit of,$90,000,000. An
agreement for $50,000,000 with the bank is. reviewed for renewal on February 28 of each year.
Interest on any borrowings accrues at the one-month London Interbank Offered Rate (LIBOR)
plus 0.75%. A second agreement for $40,000,000 was completed on Apri124, 2020, and is
reviewed for renewal each year. Interest on any borrowing accrues at the one-month LIBOR plus
1.5%. At June 30, 2020 and 2019, RAMC had no balance on the lines of credit.

On October 23, 2008, the Real Estate Company secured a term loan in the amount of $55,000,000
with a bank. The proceeds from the term loan were used to refinance line of credit proceeds and
fund certain construction costs related to a medical office building. The loan bore interest at a
variable rate, based on the LIBOR market index rate plus 1.25%. The term loan required monthly
payments of $235,000 with all remaining amounts due upon final maturity on November 5, 2018.
The effective annual interest rate for the year ending June 30, 2019, was 2.25%. This loan was
subsequently refinanced on October 17, 2018.
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On October 23, 2008, the Real Estate Company entered into a construction loan in the amount of

$30,000,000 with a bank to fiend the construction of a medical office building. The loan was issued

under the same loan agreement as the term loan discussed in the preceding paragraph. The debt is

secured by the medical office building. Interest only was due during the construction period at a

rate equal to the LIBOR market index rate plus 1.25%. The loan converted to a term loan after the

completion of the construction in July 2009. The term loan provided for monthly principal and

interest payments and has a final maturity of November 5, 2018. The effective annual interest rate

for the year ended June 30, 2019, was 4.65%. This loan was subsequently refinanced on

October 17, 2018.

On October 17, 2018, the Real Estate Company secured a real estate loan from the bank through a

wholly owned subsidiary and the proceeds were used to pay off the 2008 Term Loan and 2008

Construction Loan previously provided by the bank. The loans being refinanced were originally

obtained to finance certain medical office buildings owned by the Real Estate Company. The new

loan requires flat monthly principal payments (amortized over 17 years) plus interest at one month

Libor + 1.10% from 2018 through 2028 with a balloon payment due October 5, 2028, of

$25,800;000. The effective interest rates for the years ended June 30, 2020 and 2019, were 2.65%

and 4.65%.

Kent Island Term Loan

In August 2007, KIMA entered into a construction loan agreement with a bank in the amount of

$9,000,000 that would convert to a term loan after the completion of the construction. The proceeds

were used to construct a medical office building. The debt was secured by the medical office

building. Interest only was due during the construction period at a rate of the 30-day LIBOR plus

1.0%. The construction was completed in June 2008.

On May 9, 2017, KIMA refinanced the term loan with a $6,567,000 promissory note. The

promissory note provides for monthly principal and interest payments and has a final maturity of

December 2021. The promissory note bears interest at a variable rate; based on the 30-day LIBOR

plus 1.2%. The effective annual interest rates for the years ended June 30, 2020 and 2019, were

2.88% and 3.58%, respectively.
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For DCMC, long-term debt consists of the following:

Interest Maturity June 30,
Rate Dates 2020

Maryland Health and Higher Education
Facilities

Authority Revenue Bonds, Series 2017B Bond 2.18% 2024 $ 24,165,000
Authority Revenue Bonds, Series 2016 Bond:
Series 2016A —Tax-Exempt Private
Placement 2007 Refunding 2.57% 2030 16,795,000

Series 2016A —Tax-Exempt Private
Placement 2010 Partial Refunding 2.57% 203 0 15,150,000

Authority Revenue Bonds, Series 2017A:
Term bond 5.00% 2031 6,720,000
Term bond 5.00% 2032 7,055,000
Term bond 5.00% 2033 7,410,000
Term bond 5.00% 2034 7,780,000
Term bond 5.00% 2038 35,234,000

120,309,000

Less current portion of long-term debt 4,979,000
Less deferred debt issue costs 1,340,000
Premium, net of accumulated amortization 8,776,000
Long-term debt ~ $ 122,766,000

For DCMC, principal payments due under all debt instnunents as of June 30, 2020, are as follows:

2021 $ 4,979,000
2022 5,070,000
2023 5,195,000
2024 5,265,000
2025 5,965,000
Thereafter 93,835,000

$ 120,309,000
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On June 28, 2016, MHHEFA issued $73,445,000 principal amount of Revenue Bonds, Series
2016A ($31,945,000), and Series 2016B ($41,500,000). The proceeds of this issue were used to

retire the Series 2007A Bonds and Series 2010 Bonds (partial) previously provided by the

Authority. In 2017, the Series 2016B taxable note was converted as planned to Series 2017B. On

March 23, 2017, the Series 2016 were converted to Series 2017B bonds as planned when the

2016B bonds were issued in June 2016.

On February 8, 2017, MHHEFA issued $64,16'5,000 principal amount of Revenue Bonds, Series

2017A. The proceeds of this issue were used to retire the remainder of the Series 2010 Bonds

previously provided by the Authority.

The obligated group for MHHEFA bond issuances issued to Doctors Community Medical Center

includes Doctors Community Hospital, CHP, Foundation, Sleep Center, Doctors Community

Medical Group and Doctors Integrated Healthcare Network and Health Ventures excluding the

MAUI, Magnolia Gardens, DI LLC, ACO, and STM. The Series 2017A, Series 2017B, and Series

2016 Bonds are secured by the revenue and accounts receivable of the obligated group, and certain

other property secured by a deed of trust. The obligated group is required to maintain certain

compliance ratios and covenants as defined under the bond documents.

7. Retirement Plans

Anne Arundel Medical Center Plan

AAMC has a qualified noncontributory, defined benefit pension plan (the Plan) that covers

substantially all employees. t1~MC's policy is to fund pension costs as determined by its actuary.

Adopted by the Boaxd of Trustees on June 11, 2009, and effective September 1, 2009, RAMC

amended the Plan to freeze future benefit accruals, and participants have not earned any additional

benefits under the Plan since that date. However, subsequent to September 1, 2009, participants

have continued to vest in benefits they have earned through September 1, 2009. The frozen benefit

balance for the participants will only accrue interest credits until the participants' benefit

commencement dates: FASB ASC 715, Compensation —Retirement Benefits, requires AAMC to

recognize the funded status (i.e., the difference between the fair value of plan assets and the

projected benefit obligations) of its pension plan on its consolidated balance sheet, with a

corresponding adjustment to unrestricted net assets. The pension liability adjustment to net assets

without donor restrictions represents the change in net unrecognized actuarial losses that have not
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yet been recognized as part of (deficit) excess of revenues over expenses. These amounts are
subsequently xecognized as a net periodic benefit cost pursuant to AAMC's historical accounting
policy for amortizing such amounts.

The reconciliation of the beginning and ending balances of the proj ected benefit obligation and the
fair value of plan assets for the years ended June 30 and the accumulated benefit obligation for the
RAMC is as follows:

June 30
2020 2019

Accumulated benefit obligation

Change in projected benefit obligation:
Projected benefit obligation at begiruling of year
Service cost
Interest cost
Actuarial loss
Benefits paid
Settlements paid

Projected benefit obligation at end of year

Change in plan assets:
Fair value of plan assets at beginning of year
Actual return on plan assets
Employer contribution
Benefits paid
Settlements paid

Fair value of plan assets at end of year
Net liability recognized

$ 138,148,000 $ 124,331,000

$ 124,331,000 $ 124,571,000

4,047,000 4,758,000
16,039,000 8,705,000
(2,446,000) (2,332,000)
(3,823,000) (11,371,000)
138,148,000 124,331,000

118,255,000 121,257,000
(1,421,000) 5,901,000
4,832,000 4,800,000
X2,446,000) (2,332,000)
(3,823,000) (11,371,000)
115,397,000 118,255,000

$ (22,751,000) $ (6,076,000)
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Net amounts recognized on the consolidated
balance sheets consist of:
Accrued pension costs

Amounts recognized in unrestricted net
assets that have not been recognized in
net periodic benefit costs consist of:
Net actuarial loss

June 30
2020 2019

$ (22,751,000) $ (6,076,000)

$ 95,271,000 $ 71,988,000

The following table sets forth the weighted average assumptions used to determine the benefit

obligations of RAMC:

Discount rate

Rate of compensation increase

June 30
2020 2019

2.45% 3.35%

N/A N/A

The following table sets forth the weighted average assumptions used to determine the net periodic

benefit cost of AAMC:

Year Ended June 30

Discount rate
Expected return on plan assets
Rate of compensation increase

2020 2019

3.35% 4.13%
6.25% 7.00%
N/A N/A
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AAMC's net periodic pension benefit cost included the following components:

June 30
2020 2019

Service cost
Interest cost
Expected return on plan assets
Amortization of prior service cost
Recognized net actuarial loss
Loss recognized from partial settlement of projected
benefit obligation

Net periodic cost (credit)

~ — $ —
4,047,000 4,758,000
(7,533,000) (8,403,000)

1,709,000 1,484,000

— 6,938,000
~ ~i,~~~,000> ~ 4,~~~,000

The estimated net loss of the defined benefit pension plan that will be amortized from unrestricted
net assets into net periodic benefit cost over the next fiscal .year for AAMC is $1,777,000.

~~MC's defined benefit plan invests in a diversified mix of traditional asset classes. Investments
in certain types of U.S. equity securities and fixed-income securities are made to maximize long-
term results while recognizing the need for adequate liquidity to meet ongoing benefit and
administrative obligations. Risk tolerance of unexpected investment and actuarial outcomes is
continually evaluated by understanding the pension plan's liability characteristics. Equity
investments are used primarily to increase the overall plan returns. Debt securities provide
diversification benefits and liability hedging attributes that are desirable, especially in falling
interest rate environments.

AAMC's target asset allocation percentages as of June 30, 2020, were as follows: 60%investment
grade bonds, 16% international equity, 13% large cap domestic stocks, 4% small cap domestic
stocks, and 7% alternative investments and exchange-traded notes.
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Notes to Consolidated Financial Statements (continued)

7. Retirement Plans (continued)

The following tables present the fair value hierarchy of assets of the defined benefit pension plan

of AAMC.

June 30, 2020

Quoted Prices
in Active Significant
Marleets for Other Significant

Identical Observable Unobservable

Assets Inputs Inputs

Total (Level l) (Leve12) (Leve13)

Assets
Cash and cash equivalents

J

$ 669,000 $ — $ 669,000 $ —

Mutual funds:
Equity 20,127,000 20,127,000 — —

Corporatebonds 57,830,000 57,830,000 — —

International equity 12,520,000 12,520,000 — —

Internationalbonds 8,715,000 8,715,000 — —

Closed-end funds ETF 5,512,000 5,512,000 — —

Alternative investments:
Common collective trust 2,398,000 2,398,000 — —

Partnership 2,395,000 2,395,000 — —

Other 5,231,000 — — 5,231,000

$115,397,000 $109,497,000 $ 669,000 $ 5,231,000
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7. Retirement Plans (continued)

June 30, 2019
Quoted Prices

in Active Significant
Markets for Other Significant
Identical Observable Unobservable
Assets Inputs Inputs

Total (Level l) (Leve12) (I,eve13)
Assets
Cash and cash equivalents $ 4,025,000 $ — $ 4,025,000 $ —

Mutual funds:
Equity 20,237,000 20,237,000 — —
Corporate bonds 57,573,000 57,573,000 — —
International equity 11,922,000 11,922,000 — —
International bonds 9,382,000 9,382,000 — —

Alternative investments:
Common collective trust 3,813,000 — 3,813,000 —
Partnership 3,248,000 — 3,248,000 —
Other 8,055,000 — 8,055,000 —

$118,255,000 $ 99,114,000 $ 19,141,000 $ —

Level 1 securities primarily consist of exchange-traded mutual funds. Level 2 securities primarily
consist of money market funds. Methods consistent with those discussed in Note 5 are used to
estimate the fair values of these securities. Leve13 securities consist of a fund focused on energy
infrastructure and are considered Leve13 investments due to quoted price not being readily
available. The underlying assets of the fiend are publicly traded energy-related master limited
partnerships and equity securities.

The overall expected rate of return on assets assumptions was based on historical returns, with
adjustments made to reflect expectations of future returns. The extent to which the future
expectations were recognized considered the target rates of returns for the future, which have
historically not changed.

AAMC currently intends to make voluntary contributions to the defined benefit pension plan of
$4,800,000 in fiscal year 2021.
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Notes to Consolidated Financial Statements (continued)

7. Retirement Plans (continued)

The following benefit payments for RAMC are expected to be paid:

2021
2022
2023
2024
2025
2026 2030

7,855,000
7,470,000
7,391,000
7,071,000
7,586,000
38,880,000

In addition to the noncontributory defined benefit pension plan, RAMC also offers an employee

defined contribution plan. Participation in the plan is voluntary. Substantially all full-time

employees of RAMC are eligible to participate. Employees may elect to contribute a minimum of

1% of compensation, and a maximum amount as determined by Sections 403(b) and 415 of the

Internal Revenue Code. Any employee making contributions to the plan is entitled to a RAMC

contribution that will match the employee contribution at the rate of 50% to 75%, depending on

the number of years of service, up to a maximum of 5% of qualified compensation. Matching

contributions under this defined contribution plan were $8,830,000 and $8,000,000 in fiscal years

2020 and 2019, respectively.

Doctors Community Hospital Plan

DCMC froze the defined benefit pension plan that it sponsors (the Plan) in 2011, which covered

substantially all employees. The decision to terminate the Plan has not been made by the boaxd of

directors. The benefits are based on years of service and employee compensation during years of

employment. DCMC's funding policy is to make sufficient contributions to the Plan to comply

with the minimum funding provisions of the Employee Retirement Income Security Act of 1974

(ERISA). DCMC expects to contribute $1,232,000 to the Plan during 2020 to keep the funding

levels at the ERISA requirements. The measurement date of the Plan is June 30.
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7. Retirement Plans (continued)

The reconciliation of the beginning and ending balances of the projected benefit obligation and the
fair value of plan assets for the years ended June 30 and the accumulated benefit obligation at
June 30, 2020 for DCMC is as follows:

Accumulated benefit obligation $ 23,049,000'

Change in projected benefit obligation:
Projected benefit obligation at beginning of year $ 21,661,000
Service cost
Interest cost 636,000
Actuarial loss 1,883,000
Benefits paid (112,000)
Settlements paid (1,019,000)

Projected benefit obligation at end of year 23,049,000

Change in plan assets:
Fair value of plan assets at beginning of year 16,660,000
Actual return on plan assets 294,000
Employer contribution 664,000
Benefits paid (112,000)
Settlements paid (982,000)

Fair value of plan assets at end of year 16,524,000
Net liability recognized $ (6,525,000)

Net amounts recognized on the consolidated
balance sheets consist o£
Accrued pension costs $ (6,525,000)

Amounts recognized in unrestricted net
assets that have not been recognized in
net periodic benefit costs consist of:
Net actuarial loss $ 9.,634,000-
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Notes to Consolidated Financial Statements (continued)

7. Retirement Plans (continued)

The following table sets forth the weighted average assumptions used to determine the benefit

obligations of DCMC as of June 30, 2020:

Discount rate
Rate of compensation increase

2.05%
N/A

The following table sets forth the weighted average assumptions used to determine the net periodic

benefit cost for the year ended June 30, 2020:

Discount rate
Expected return on plan assets
Rate of compensation increase

2.05%
6.00%
N/A

DCMC's net periodic pension benefit cost included the following components as of June 30, 2020:

Interest cost $ 636,000

Expected return on plan assets (956,000)

Recognized net actuarial loss 570,000

Effect of settlement 411,000

Net periodic cost $ 661,000

The estimated net loss of the defined benefit pension plan that will be amortized from unrestricted

net assets into net periodic benefit cost over the next fiscal year for DCMC is $1,499,000.

DCMC's target asset allocation percentages as of June 30, 2020, were as follows: 62%investment

grade bonds, 3%international equity, 16%large cap domestic stocks, and 19°/o small cap domestic

stocks.
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7. Retirement Plans (continued)

The following table presents the fair value hierarchy of assets of the defined benefit pension plan
of DCMC.

June 30, 2020

Assets
Mutual funds:
Equity

Alternative investments:
Common collective trust

Quoted Prices
in Active Significant
Markets for Other Significant
Identical Observable Unobservable
Assets Inputs Inputs

Total (Level l) (Leve12) (Leve13)

$ 15,571,000 $ 15,571,000 $ — $ —

953,000 — 953,000 —
$ 16,524,000 $ 15,571,000 $ 953,000 $ —

DCMC currently intends to make voluntary contributions to the defined benefit pension plan of
$1,232,000 in fiscal year 2021.

The following benefit payments for DCMC are expected to be paid:

2021 $ 2,428,000
2022 1,292,000
2023 1,235,000
2024 1,257,000
2025 1,581,000
2026-2030 6,330,000

The combined pension liability of both entities is as follows:

AAMC
DCMC
Total

$ 22,751,000
6,525,000

$ 29,276,000
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7. Retirement Plans (continued)

DCMC has a 403b defined contribution plan (the contribution plan) covering substantially all its

employees. The contribution plan is employee and employer contributory. DCMC contributed a

match of $0.50 for every $1.00 of elective deferrals for a plan year for eligible employees up to

4% of base compensation. Defined contribution plan expense amounted to $1,266,000 for 2020.

DCMC has a deferred compensation plan that permits certain executives to defer receiving a

portion of their compensation. The deferred amounts axe included in other assets in the

accompanying consolidated balance sheets. The associated liability of an equal amount is included

in other liabilities in the accompanying consolidated balance sheets. The liability recorded

regarding the deferred compensation was $3,832,000 as of June 30, 2020.

DCMC is the beneficiary of split dollar life insurance policies in place for certain executives. The

amounts that could be realized by DCMC under the insurance contracts are approximately

$9,000,000 as of June 30, 2020, are included in other assets on the consolidated balance sheets.

8. Concentrations of Credit Risk

Certain members of Luminis grant credit without collateral to their patients, most of whom are

local residents and are insured under third-party payor agreements. The miY of receivables from

patients and third-party payors was, as follows for RAMC:

June 30
2020 2019

Medicare 25% 26%

Medicaid 4 5

Blue Cross 19 18

Commercial, HMO, PPO, and other 43 32

Patients 9 19
100% 100%
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Notes to Consolidated Financial Statements (continued)

8. Concentrations of Credit Risk (continued)

The mix of receivables from patients and third-party payors was as follows for the DCMC as of
June 30, 2020:

Medicaxe 28%
Medicaid 21~
Blue Cross 10
Commercial, HMO, PPO, and other 29
Patients 12

100%

9. Malpractice Insurance Costs and Self-Insured Professional Liability

Until August 1, 1998, AAMC and certain subsidiaries maintained insurance coverage for general
and professional liability claims an a claims-made basis. The professional liability coverage
included aper-case deductible of $250,000, up to a maximum out-of-pocket amount of $750,000
annually. Effective August 1, 1998, the Group changed its professional liability coverage to a full
coverage claims-made policy with no annual deductibles. This policy included tail coverage for
claims incurred prior to August 1, 1998, but reported subsequently. Effective August 1, 2002,
RAMC changed its professional liability coverage back to aclaims-made policy with a pes-case
deductible of $250,000, up to a maximum out-of-pocket amount of $750,000 annually. Also,
A1~MC did not purchase tail coverage for claims incurred prior to August 1, 2002, which were not
yet reported.

Effective March 1, 2004, RAMC changed its professional liability coverage to aself-insurance
trust with annual exposure limits of $2,000,000 per claim and $11,000,000 in the aggregate.
AAMC carried an excess liability insurance policy for claims above these limits.

Effective July 1, 2005, Cottage was formed as a captive insurer to provide professional liability
insurance for AAMC. Cottage is a wholly owned subsidiary of AAMC, which was formed in the
Cayman Islands. The primary layer of professional and general liability insurance .coverage is self-
insured through Cottage and the secondary layer is fully reinsured through several highly rated
commercial carriers.
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9. Malpractice Insurance Costs and Self-Insured Professional Liability (continued)

For the period from July 1, 2005 to June 30, 2009, Cottage issued claims-made policies covering

AAMC professional liability (including employed physicians) and on an occurrence basis,

comprehensive general liability risks of RAMC and certain affiliates. Policy limits were

$2,000,000 per claim with a $9,000,000 policy aggregate. Effective July 1, 2005, Cottage assumed

existing liabilities from AAMC's self-insured trust discussed above on a claims-made basis.

Effective July 1, 2009, Cottage issued aclaims-made policy providing $2,000,000 per claim for

RAMC professional liability coverage and $1,000,000 per claim for comprehensive general

liability coverage, subject to a consolidated annual aggregate limit of $10,000,000. Effective

July 1, 2018, policy limits were increased to $5,000,000 per claim with a $25,000,000 policy

aggregate.

For the period from July 1, 2005 to June 30, 2008, Cottage also issued an excess umbrella coverage

policy (covering RAMC professional liability) with limits of $20,000,000 per claim with a policy

aggregate. For claims reported on and subsequent to July 1, 2008, the coverage limit provided is

$30,000,000 per claim with a policy aggregate. These excess limits are in excess of the primary

policy, and the umbrella policies are 100% reinsured' with highly rated third-party commercial

reinsurers.

The provision for estimated professional liability claims, general liability claims, and workers'

compensation claims includes estimates of the ultimate costs for both reported claims and claims

incurred but not reported. As of June 30, 2020, and 2019, the balance for outstanding claims

reserves recorded at Cottage is $32,444,000 and $36,843,000 and reinsurance receivable is

$9,884,000 and $17,286,000, respectively. The remaining tail liability for claims incurred but not

reported is $11,667,000 and $10,607,000 as of June 30, 2020 and 2019, respectively, with

$10,163,000 of the 20201iability and $9,226,000 of the 2019 liability recorded at the RAMC. The

remainder of the liability is recorded at PE: The Group has employed an independent actuary to

estimate the ultimate settlement of such claims. In management's opinion, the amounts recorded

provide an adequate reserve for loss contingencies. However, changes in circumstances affecting

professional liability claims could cause these estimates to change by material amounts in the short

term.
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9. Malpractice Insurance Costs and Self-Insured Professional Liability (continued)

DCMC has coverage for professional and general liabilities on a claims-made basis fiom Freestate
Healthcare Insurance Company, Ltd. (Freestate), a group captive formed by several Maryland
hospitals. DCMC owns 20% interest in the captive and accounts for it using the cost method. The
cost of $15,000 is recorded in other noncurrent assets on the accompanying consolidated balance
sheets as of June 30, 2020. Premiums are expensed as incurred and are established based on the
DCMC historical experience supplemented as necessary with industry experience. The total
premium is allocated to each of the shareholders based on their experience. Retrospective premium
assessments and credits are calculated based on the aggregate experience of all named insureds
under the policy. Each named insured's assessment of credit is based on the percentage of their
actual exposure to the actual exposure of all named insureds. In management's opinion, the assets
of Freestate are sufficient to meet its obligations as of June 30, 2020. If the financial condition of
Freestate were to materially deteriorate in the future, and Freestate was unable to pay its claim
obligations, the responsibility to pay those claims would return to the member hospitals. The
captive is responsible for claims up to $1,000,000 for each and every loss event. Additional
coverage has been purchased by the captive for all claims in excess of $1,000,000 to a limit of
$6,000,000 effective March 1, 2006, $10,000,000 effective March 1, 2012, and $15,000,000
effective March 1, 2019. The estimated unpaid loss liability reserved by the captive for DCMC
was $9,466,000 at June 30, 2020. These amounts are included in long-term liabilities and the
related anticipated insurance recoveries were reported in noncurrent assets on the accompanying
consolidated balance sheets. The liability for all claims incurred but not reported for DCMC was
$1,106,000 at June 30, 2020. The discount rate for unpaid losses is 3.5% for the year ended
June 30, 2020. DCMC engages a consulting actuary to assist in the determination of all
professional liability claims incurred but not reported.

2006-3517150 56



Luininis Health, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

10. Commitments and Contingencies

Leases

The following table presents the components of the Luininis' right-of-use assets and liabilities

related to ASC 842 leases and their classification in Luminis' consolidated balance sheets as of

June 30, 2020:

Classification in
Component of Lease Balances Consolidated Balance Sheet June 30, 2020

Assets
Operating lease assets
Total leased assets

Liabilities
Operating lease liabilities:
Current
Long term

Total operating lease liabilities

Right of use asset long term $ 44,995,000
$ 44,995,000

Lease liability short term $ 8,753,000
Lease liability long term 37,429,000

$ 46,182,000

Luminis determines if an arrangement is a lease at inception of the contract. The right-of-use assets

represent Luminis' right to use the underlying assets for the lease term and the lease liabilities

represent Lumin.is' obligation to make lease payments arising from the leases. Right-of-use assets

and lease liabilities are recognized at the commencement date based on the present value of lease

payments over the lease term. Luminis uses arisk-free discount rate that is determined using

Treasury securities of a comparable term to that of its leases when acting as a lessee.

Luminis' operating leases are primarily for real estate and equipment. Real estate leases include

leases of medical facilities and office spaces. Equipment leases mainly include lease of copiers

and medical equipment. Luminis' real estate lease agreements typically have initial terms of 3 to

20 years, and equipment lease agreements typically have initial terms of 3 to 5 years.
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Real estate leases may include one or more options to renew that can extend the lease term from
five to ten years. The exercise of lease renewal options is at Luininis' sole discretion. In general,
Luminis does not consider renewal options to be reasonably likely to be exercised; therefore,.
renewal options are generally not recognized as part of Lumitvs' right-of-use assets and lease
liabilities. Certain equipment leases also include options to purchase the leased equipment. The
useful life of assets and leasehold improvements are limited by the expected lease term unless
there is a transfer of title or purchase option reasonably certain of exercise. Luminis currently does
not have any leases whereby there is a transfer of title or a purchase option that is reasonably
certain to be exercised; hence, all of Luminis' leases are depreciated over the Lease term.

Certain of the Luminis' lease agreements for real estate include payments based on actual common
area maintenance expenses and other operating expenses. These variable lease payments are
recognized in purchased services but axe not included an the right of-use asset or liability balances.
Luminis' lease agreements do not contain any material residual value guarantees, restrictions, or
covenants.

Luminis elected the accounting policy practical expedients by class of underlying asset to;
(i) exclude recording leases with an initial term of 12 months or less (short-term leases) as right-
of-use assets and liabilities on the consolidated balance sheets; and (ii) combine associated lease
and non-lease components into a single lease component. Non-lease components, which are not
significant overall, are combined with lease components. Luminis' has elected these practical
expedients for real estate, equipment, and all other asset classes when acting as a lessee.

Li~n~.inis' also elected the practical expedient package not to reassess at adoption (i) expired oz
existing contracts for whether they are or contain a lease, (u) the lease classification of any existing
leases, or (iii) initial indirect costs for e~sting leases.
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10. Commitments and Contingencies (continued)

The following table presents the components of the Luminis' lease expense for the year ended

June 30, 2020:

Operating lease expense
Finance lease expense:
Amortization of leased assets
Interest on lease liabilities

Total finance lease expense
Variable lease expense
Short-term lease expense

Total lease expense

$ 11,826,000

27,000
2,000

11,855,000
60,000
5,000

$ 11,920,000

Total rent expense under operating leases was $9,875,000 for the year ended June 30, 2019, and

is included in purchased services on the accompanying consolidated statement of operations and

changes in net assets.

The weighted average lease terms and discount rates for operating and finance leases are as follows

as of June 30, 2020:

Weighted average remaining lease term (years):

Operating leases 8.1

Finance leases 2.2

Weighted average discount rate:
Operating leases 3.2%

Finance leases ~ 1.8%

Cash flow and other information related to leases are included in the following table for the year

ended June 30, 2020:

Cash paid for amounts included in the measurement of lease liabilities:

Operating cash outflows from operating leases $ 21,756,000

Operating cash outflows from finance leases 1,000

Financing cash outflows from finance leases 26,000

Right-of-use assets obtained in exchange for lease obligations:

Operating leases 8,507,000

Finance leases 27,000
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The following table st~tntnarizes the maturity lease obligations as of June 30, 2020:

2021
2022
2023
2024
2025
Thereafter
Total lease payments
Less: Imputed interest
Total lease liabilities

Contingencies

Operating Finance
Leases Leases Total

$ 8,922,OQ0 $ 63,000 $ 8,985,000
7,706,000 28,000 7,734,000
5,817,000 5,000 5,822,000
4,544,000 — 4,544,000
2,830,000 — 2,830,000
16,999,000 — 16,999,000
46,818,000 96,000 46,914,000
729,000 3,000 732,000

$ .46,089,000 $ 93,000 $ 46,182,000

Members of Luininis have been named as defendants in various legal proceedings arising from the
performance of their normal activities. In the opinion of management, after consultation with legal
counsel and after consideration of applicable insurance, the amount of the LLunillis' ultimate
liability under all current legal proceedings will not have a material adverse effect on its
consolidated financial position or results of operations.

Luminzs' revenues may be subject to adjustment as a result of examination by government
agencies or contractors, based upon differing interpretations of government regulations, medical
diagnoses, charge coding, medical necessity, ox other contract terms. The resolution of these
matters, if any, often is not finalized until subsequent to the period during which the services were
rendered. Section 302 of the Tax Relief and Health Care Act of 2006 authorized a permanent
program involving the use of third-party recovery audit contractors (RACs) to identify Medicare
overpayments and underpayments made to providers. Management has established protocols to
respond to RAC requests and payment denials. Payment recoveries resulting from RAC reviews
are appealable through administrative and judicial processes,_ and management intends to .pursue
the reversal of adverse determinations where appropriate. In addition to overpayments that are not
reversed on appeal, management will incur additional costs to respond to requests for records and
pursue the reversal of payment denials. As of June 30, 2020 and 2019, Lulninis has recorded an
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10. Commitments and Contingencies (continued)

estimated reserve regarding the Medicare overpayments. In the opinion of the Llu~inis'

management, the ultimate settlement of this matter will not have a material adverse effect on the

consolidated financial position of Luminis.

During the year ended June 30, 2018, the System recorded a $3,500,000 accrual related to an

inquiry by the Department of Justice regarding a potential billing discrepancy. A final settlement

was signed in June 2019 and the payment amount approximated the amount accrued at June 30,

2018. A corporate integrity agreement (CIA) was also signed in June 2019 with the Office of

Inspector General of the Department of Health and Human Sezvices. The CIA will be in place for

eve years and will require periodic reporting of various matters by an independent review

organization and the System.

During the year ended June 30, 2020, DCMC recorded an accrual related to a billing error that it

intends to self-report to the Department of Health and Human Services. DCMC expects to work

with the Federal Government to come to a resolution on this matter. It is possible that other

regulatory conditions may be part of the final resolution. Based on consultation with legal counsel,

management believes the final resolution will not have a material adverse effect on the June 30,

2020 financial statements.

11. Functional Expenses

Members of Luminis provide general health care services to residents within their service area.

Expenses related to providing these services are as follows:

Health Care General and

Services Admuristrative Total

Year ended June 30, 2020
Salaries and wages
Employee benefits
Supplies
Purchases services
Depreciation and amortization

Interest

Total operating expenses

$ 401,827,000 $ 78,053,000 $ 479,880,000

63,580,000 12,350,000 75,930,000

189,335,000 8,152,000 197,487,000

113,213,000 113,162,000 226,375,000

22,742,000 23,252,000 45,994,000

16,151,000 — 16,151,000

$ 806,848,000 $ 234,969,000 $ 1,041,817,000
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11: Functional Expenses (continued)

Year ended June 30, 2019
Salaries and wages
Employee benefits
Supplies
Purchases services
Depreciation and amortization
Interest
Transaction costs
Total operating expenses

Health Care General and
Services Administrative Total

$ 293,400,000 $ 56,260,000 $ 349,660,000
45,157,000 11,199,000 56,356,000
158,348,000 1,141,000 159,489,000
70,001,000 67,556,000 137,557,000
26,647,000 1Q,186,000 36,833,000
13,118,000 — 13,118,000

— 3,279,000 3,279,000
$ 606,671,000 $ 149,621,000 $ 756,292,000

12. Fair Value of Financial Instruments

The carrying amounts of cash and cash equivalents, patient receivables, prepaid expenses and other
current assets, accounts payable, accrued salaries, wages and benefits, other accrued expenses, and
advances from third-party payors approximate fair value, given the short-teen nature of these
financial instruments or their methods of valuation. The following methods and assumptions were
used by Luminis in estimating the fair value of other financial instruments.

Investments and Assets Whose Use is Limited

Fair values are based on quoted market prices, if available, or estimated using quoted market prices
for similar securities.

Pledges Receivable

Luminis estimates that the carrying value of pledges receivable approximates fair value, given the
discount rates applied.
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13. Net Assets

Net assets with donor restrictions are restricted for use, as follows:

June 30
2020 2019

Hospital capital additions
Hospital operating programs

$ 7,248,000 $ 6,382,000
16,613,000 16,207,000

$ 23,861,000 $ 22,589,000

14. Liquidity and Availability

Financial assets available for general expenditure within one year of the balance sheet date

comprise the following as of June 30, 2020:

Assets
Current assets:
Cash and cash equivalent $ 178,795,000

Short-term investments 1,365,000

Current portion of assets whose use is limited 15,912,000

Patient receivables, net 118,882,000

Current portion of pledges receivable, net 945,000

Prepaid expenses and other current assets 19,857,000

Investments* 338,985,000

Total financial assets $ 674,741,000

*While these investments are long-term in nature, they are available for general

expenditures within one year of the balance sheet date if necessary.

A.AMC's bond covenant requires RAMC to maintain unrestricted cash and marketable securities

on hand to meet 90 days of normal operating expenses. The RAMC obligated group was compliant

with all financial covenants as of June 30, 2020 and 2019.

DCMC's bond covenant requires DCMC to maintain unrestricted cash and marketable securities

on hand to meet 60 days of normal operating expenses. The DCMC obligated group was compliant

with all financial covenants as of June 30, 2020.
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15. Subsequent Events

Luminis has evaluated the impact of subsequent events through October 23, 2020, representing the
date at which the accompanying consolidated financial statements were issued.

On July 20, 2020, Luminis received $20,019,000 in provider relief fixnds authorized in the CARES
Act from HHS. Luminis expects that these relief funds will be forgivable, but uncertainty exists as
to the final outcome of the terms and conditions associated with the relief funds. Management will
continue to, monitor compliance with the terms and conditions of the Relief Fund and the impact
of the pandemic on the System's revenues and expenses. If unable to attest to or comply with
current or future terms and conditions, the System's ability to retain some or all of the distributions
received may be impacted. Furthermore, the HSCRC is proposing to reduce Luininis' ability to
recoup undercharges from its GBR reimbursement progrann in future years by an amount derived
from these provider relief funds. The final outcome of the HSCRC's decisions on treatment of the
undercharge resulting from the Global Budget Reimbursement Revenue program and application
of CARES Act funding to GBR limits is still being evaluated.

On October 22, 2020, HHS released additional reporting requirements for health care entities that
received distributions from the Provider Relief Fund. The Post-Payment Notice of Reporting
Requirements (the Notice) supplements the previous notice issued on July 20, 2020, and amended
on August 14, 2020 and September 19, 2020. The System considered the effects of the changes
included in the Notice and concluded these changes represent non-recognized (i.e., Type II)
subsequent events in accordance with ASC 855, SubsequentEvents, since the reporting
requirements included in the Notice provide evidence about conditions that did not east at the
balance sheet date, but instead are conditions that axose after that date but before financial
statements were issued. Based on the expectations of the revenue to be recognized through
December 31, 2020, the Company does not believe the new guidance will result in a material
change to amounts recorded in the June 30, 2020, financial statements related to the Provider
Relief Funds. The System will continue to monitor changes in reporting guidance or additional
clarifications that may be issued by HHS, which would affect the accounting for distributions from
the Provider Relief Fund. In addition, the System will continue to monitor guidance from the
HSCRC related to how the HSCRC will interpret the new HHS guidance.

On October 1, 2020, a new law was signed that included modifications to the CMS Accelerated
and Advance Payment Program. These modifications included an extension to the previous terms
discussed within Note 2. The changes in payments terms are considered anon-recognized
subsequent event in accordance with ASC 855.

Except for those events mentioned above, no events have occurred that require disclosure in or
adjustments to the accompanying consolidated financial statements.
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Luminis Health, Inc. and Subsidiaries

Supplementary Description of Consolidating and Eliminating Entries

June 30, 2020

1. To eliminate intercompany payables and receivables

2. To eliminate investments in subsidiaries and related net asset accounts

3. To eliminate intercompany income and expense generated from management fees, staffing
contracts, captive insurance premiums, and operating leases

4. To eliminate intercompany notes

5. To eliminate income of wholly owned subsidiaries

6. To eliminate intercompany revenue and expense for interest and other miscellaneous
transactions

7. To eliminate the FMC's beneficial interest in the Foundation

2006-3517150 71
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Independent Auditors' Report

The Board of Directors
Doctors Community Medical Center and Subsidiaries
Lanham, Maryland

We have audited the accompanying consolidated financial statements of Doctors Community Medical
Center and Subsidiaries (the "Company"), which comprise the consolidated balance sheefs as'of June
30, 2020 and 2019, and the relafed consolidated statements of operations and other changes in net
assets without donor restrictions, changes in net assets, and cash flows for the years then ended, and the
related notes to the consolidated financial statements.

Management's Responsibility for the Consolidated Financial Statements
Management is responsible for the preparation and fair presentation of these consolidated financial

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

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

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

Opinion
In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of Doctors Community Medical Cehter and Subsidiaries as of June 30,
2020 and 2019, and the results of its 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.

DHG is registered in the U.S. Patent and Trademark Office to Dixon Hughes Goodman LLP.



Change inAccountingPrinciples
As discussed in Note 1 to the consolidated financial statements, the Company adopted Financial

Accounting Standards Board (FASB) Accounting Standards Update (ASU) 2018-02, Leases (Topic 842)

in 2020. Our opinion is not modified with respect to this matter.

Emphasis of Matter
As explained in Notes 1 and 18 to the consolidated financial statements, the Company executed an

affiliation agreement and became a controlled affiliate of Anne Arundel Health System effective July 1,

2019. Beginning net assets on July 1, 2019 have been adjusted in connection with this transaction and

change in control. Our opinion is not modified with respect to this matter.

Supp lementa I Information
Our audits were conducted for the purpose of forming an opinion on the basic consolidated financial
statements as a whole. The consolidating information presented in the supplemental schedules is
presented for purposes of additional analysis rather than to present the financial position and results of
operations of the individual organizations, and is not a required part of the basic consolidated financial
statements. Such information is the responsibility of management, 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.

~l~CN ~ ~ Nq~"IQJ l7~ll~~ !►~

Tysons, Virginia
October 23, 2020

DHG is registered in the U.S. Patent and Trademark Office to Dixon Hughes Goodman LLP.



Doctors Community Medical Center and Subsidiaries
Consolidated Balance Sheets

June 30

Assets

Cwrent assets:

Cash and cash equivalents

Patient receivables, net

Inventories

Prepaid e~enses and other current assets
Total current assets

Property and equipment

Less accuirnilated depreciation and amortization

Net property and equipment

Other assets:

Investments

Lease right-of-use asset

Investments in joint ventures

Goodwill
Other assets

Total assets

2020 2019
Successor Predecessor

$ 99,221,421 $ 34,168,164
35,468,849 38,839,947
5,587,114 4,243,356
5,379,423 9,600,901

145,656,807 86,852,368

124,878,074 259,442,817
(10,165,956) (157,091,894)
114, 712,118 102, 3 5 0, 92 3

20,023,040 18,257,784
4,543,771 —
6,195,831 5,019,926

— 3,070,898
29,322,305 26,092,855

$ 320 453 872 $ 241,644,754



Doctors Community Medical Center and Subsidiaries
Consolidated Balance Sheets (continued)

June 30

Liabilities and net assets

Current liabilities:

Accounts payable

Accrued salaries, wages, and benefits

Other accrued expenses

Advances fromthird-party payors

Current portion of lease liabilities

Current portion of long-term debt

Total current liabilities

Long-term debt, less current portion and

unamortized original issue premium

Lease liabilities

Accrued pension liability

Other long-term liabilities

Total liabilities

Net assets:

Without donor restrictions

Noncontrolling interest

With donor restrictions

Total net assets

Total liabilities and net assets

2020 2019

Successor Predecessor

$ 10,273,880 $ 13,146,070

14,653,755 16,046,116

13,952,583 2,682,475

51,905,567 7,765,308

1,183,557 —

4 978,798 4,448,457

96 948,140 44,088,366

122,765,997 122, 3 94, 065

4,074,861 —

6,525,431 5,001,393

14 421,786 16,005,694

244 736,215 187,489,518

73,058,778 51,403,040

2,191,257 2,265,386

467,622 486,810

75,717,657 54,155,236

$ 320 453 872 $ 241,644,754

See the accompanying notes to the consolidated financial statements.
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Doctors Community Medical Center and Subsidiaries
Consolidated Statements of Operations

Year Ended June 30

Operating revenue:

Net patient service revenue
Other operating revenue

Total operating revenue

Operating expenses:
Salaries and wages
Employee benefits
Purchased services
Supplies

Depreciation and amortization
Interest

Total operating expenses
Operating income

Other (loss) income:

Investment income, net

Gain from joint ventures and other, net
Loss on sale of property

Change in unrealized gains (losses)
on hading securities, net

Pension expense
Total other loss, net
Excess of revenue over expenses

2020 2019
Successor Predecessor

$ 239,122,825 $ 243,509,189
21,884,197 6,466,016
261007,022 249,975,205

108,828,804 105,670,968
17,005,912 17,058,725

80,683,895 69,729,474
35,088,434 34,293,627

10,413,150 9,222,787
4,317,819 4,766,952

256,338,014 240,742,533

4,669,008 9,232,672

461,214 158,553
253,366 311,435

— (11,247)

(262,337) 145,630
660,90 (1,533,516)
208,663 (929,145

$ 4 460 345 $ 8,303,527

See the accompanying notes to the consolidated financial statements.
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Doctors Community Medical Center and Subsidiaries
Consolidated Statements of Changes in Net Assets

Predecessor

Net assets, June 30, 2018

Excess of revenues over expenses

Pension liability adjustment

Released from r0strictions used for

purchase of property and equipment

Restricted gifts, bequests, and

contributions

Net assets released from restrictions

Changes in net assets

Net assets, June 30, 2019

Without Donor With Donor

Restrictions Restrictions Total

$ 44,983,697 $ 838,920 $ 45,822,617

8,303,527 - 8,303,527

42,563 - 42,563

338,639 - 338,639

- 980,092 980,092

- (1,332,202) (1,332,202)

8,684,729 (352,110) 8,332,619

53,668,426 486,810 54,155,236

Successor

Net assets, July 1, 2019

Excess of revenues over expenses

Pension liability adjustment

Released from restrictions used for

purchase of property and equipment

Transfers and other, net

Restricted gifts, bequests, and

contributions

Net assets released from restrictions

Changes in net assets

Net assets, June 30, 2020

63,980,460 486,810 64,467,270

4,460,345 — 4,460,345

(1,527,044) — (1,527,044)

35,476 — 35,476

8,300,798 — 8,300,798

- 533,153 533,153

- (552,341) (552,341)

11,269,575 (19,188) 11,250,387

$ 75,250,035 $ 467,622 $ 75,717,657

See the accompanying notes to the consolidated financial statements.
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Doctors Community Medical Center and Subsidiaries
Consolidated Statements of Cash Flows

Year Ended June 30

OPERATING ACTIVITIES AND OTHER GAINS
I ncrease in net assets
Adjustments to reconcile increase in net assets to net
cash and cash equivalents provided by operating activities:
Unrealized (gain) loss on investments
Pension liability adjustment
Equity in earnings of joint ventures and other
Distributions received from joint ventures
Restricted contributions received
Depreciation and amortization
Amortization on bond issue cost
Net sales of trading investments
Loss (gain) on sale of property
Transfer from parent
Net change in operating assets and liabilities

NET CASH AND CASH EQUIVALENTS PROVIDED
BY OPERATING ACTIVITIES AND OTHER GAINS

INVESTING ACTIVITIES

Proceeds from sale on property

Purchase of property, plant and equipment

NET CASH AND CASH EQUIVALENTS USED IN

INVESTING ACTIVITIES

FINANCING ACTIVITIES
Principal payments on debt

Transfers from parent

Restricted contributions received

NET CASH AND CASH EQUIVALENTS PROVIDED BY

(USED IN) FINANCING ACTIVITIES

NET INCREASE IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS ~T BEGINNING OF YEAR

CASH AND CASH EQUIVALENTS ~T END OF YEAR

2020 2019

Successor Predecessor

$ 11,250,387 $ 8,332,619

262,337 (145,630)

1,527,044 841,835

(408,621) (311,435)

155,255 689,605

(533,153) (980,090)

10,413,150 8,979,516

59,621 186,921

(2,027,593) (304,469)

(3,000) 11,247
(8,300,798) -

57,292,977 (8,871.224)

69,687,606 8,428,895

3,000 70,000

(8,585,345 4,338,290

(8,582,345) (4,268,290)

$ (4,885,955) $ (5,028,160)
8,300,798 -

533,153 980,090

3,947,996 (4,048,070)

65,053,257 112,535

34,168,164 34,055,629

$ 99,221,421 $ 34,168,164

See the accompanying notes to the consolidated financial statements.



Doctors Community Medical Center and Subsidiaries
Consolidated Statements of Cash Flows

Year Ended June 30

Changes in operating assets and liabilities

(Decrease) increase in operating assets:

Net patient accounts receivable

Inventories

Prepaid expenses and other current assets

Other assets

Increase (decrease) in operating liabilities:

Accounts payable

Accrued salaries, wages and benefits

Accrued expenses

(Advances from) refunds to third party payers

Other liabilities

2020 2019

Successor Predecessor

$ 3,371,098 $ (6,079,831)

(1,343,758) (356,148)

4,221,478 211,314

1,485,197 1, 702, 891

7,734,015 (7,927,556)

(2,872,130) (629,540)

(1,392,361) (122,887)

11,270,108 35,569

44,140,259 (210,591)

1,586,914 16,219

49,558,962 943,668

$ 57,292,977 $ 8,871,224

See the accompanying notes to the consolidated financial statements.
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Doctors Community Medical Center and Subsidiaries
Notes to the Consolidated Financial Statements

i. Organization and Summary of Significant Accounting Policies

Organization

Doctors' Hospital, Inc. (d/b/a Doctors Community Medical Center and Subsidiaries), (the Company) is a not-for-
profit, non-stock corporation that operates an acute care general hospital facility licensed for 190 beds. The
Company serves the health care needs of the residents of Prince George's County, the District of Columbia, and
the greater Washington, D.C, metropolitan area. The Company has four wholly owned/controlled subsidiaries:
Doctors Community Healthcare Programs (CHP), Doctors Community Hospital Foundation, Inc. (the Foundation),
Doctors Community Health Ventures, Inc. (Health Ventures), and Doctors Community Sleep Center, LLC (the Sleep
Center).

Doctors Community Healthcare Programs (CHP) consists of three wholly owned/controlled entities: Doctors
Community Hospital Clinics (CLINICS), Doctors Community Practices, LLC (DCP), Capital Orthopedics Specialists,
LLC.(COS) and Care Transitional Organization (CTO). CLINICS is a limited liability company formed in Maryland
for -the purpose of providing outpatient medical care for the residents of Prince Georges County and surrounding
areas. CLINICS includes a transitional outpatient program and mobile van that provides services throughout the
Prince George's County. DCP is a limited liability company formed in Maryland for the purpose of providing medical
primary care services for the residents of Prince Georges County and surrounding areas. COS is a limited liability
company formed in Maryland for the purpose of providing surgical services for the residents of Prince Georges
County and surrounding areas. CTO is a limited liability company formed in Maryland for the purpose of participating
in certain Centers for Medicare and Medicaid (CMS) programs for primary care providers serving the residents of
Prince Georges County and surrounding areas.

The Foundation was incorporated in Maryland in 1990 as snot-for-profit, non-stock corporation established to raise
and invest funds to support or benefit the operations of the Company. The Foundation's bylaws provide that all
funds raised, except those required for the operation of the Foundation, be distributed to or be held for the benefit
of the Company. Under the Foundation's bylaws, a majority of its directors must be directors of the Company,
appointed by its President. The Foundation's bylaws also provide the Company with the authority to direct its
activities, management, and policies.

Health Ventures is incorporated under the laws of Maryland as afor-profit, stock corporation. The Company owns
100% of its stock. Health Ventures invests infor-profit businesses consistent with the mission and strategic plan of
the Company. Health Ventures consolidates three LLCs: Metropolitan Medical Specialist, LLC (MMS), Doctors
Community Management Services, LLC (MSO), and Doctors Community Ambulatory Surgical Center, LLC (ASC).
Health Ventures also has investments in iwo other' companies: Magnolia Gardens LLC (Magnolia Gardens) and
Diagnostic Imaging Center, LLC (DI).

The Sleep Center is a limited liability company formed in Maryland for the purpose of providing diagnostic sleep
services for residents of Prince Georges County and surrounding areas. The Sleep Center operates a 10-bed sleep
lab located on the Company's campus and provides outpatient sleep studies.

The Company owns a 60% interest in Doctors Regional Cancer Center, LLC (DRCC). DRCC is a limited liability
company formed in June 2007 by Maryland Regional Cancer Care, LLC (MRCC) for the purpose of providing
outpatient cancer treatment services to the residents of central Maryland. The Company owns 100% of Spine Team
Maryland (STM), for the purpose of providing medical primary care services for the residents of Prince Georges
County and surrounding areas. STM ceased operations in fiscal year 2016. The Company owns a 61 %interest in
the Southern Maryland Integrated Healthcare, LLC (ACO). The ACO, which notified CMS that it ended participating
in the program effective December 31, 2018, was a limited liability company formed in Maryland for the purpose of
participating in a Medicare Shared Savings Program (MSSP) among primary care providers serving the residents
of Prince Georges County and surrounding areas.



Doctors Community Medical Center and Subsidiaries
Notes to the Consolidated Financial Statements

Basis of presentation and periods presented

On July 1, 2019, the Company completed a transaction that resulted in the Company becoming awholly-controlled

subsidiary of Anne Arundel Health System (the "Acquisition"). Anne Arundel Health System then changed its name

to Luminis Health ("Luminis"). The Acquisition resulted in a change of control and a new basis of accounting as of

the opening of business on July 1, 2019 (see Note 18).

The Acquisition was recorded in accordance with ASC 805: Business Combinations and the fair values of the net

assets acquired were pushed down from Luminis to the Company, which resulted in a new basis for the assets and

liabilities of the Company. Under pushdown accounting, the acquiree uses the basis of the acquirer in the

preparation of the acquiree's separate financial statements. Accordingly, the Company revised balance sheet

amounts to estimated fair values as of July 1, 2019.

The consolidated balance sheet as of June 30, 2020, and the consolidated statements of operations, changes in

net assets, and cash flows for the year then ended (the "Successor Period"), reflect the effects of the acquisition

method of accounting. Financial statement amounts prior to July 1, 2019, and the results of operations and cash

flows for the year ended June 30, 2019 (the "Predecessor Period"), reflect operations prior to the Acquisition.

Principles of consolidation

The consolidated financial statements include the accounts of the Company, CHP, the Foundation, Health Ventures,

the Sleep Center, DRCC and ACO (collectively, the Company). All intercompany accounts and transactions have

been eliminated in consolidation. The consolidated financial statements include non-controlling interest held by third

parties in less than wholly owned subsidiaries.

Use of estimates

The preparation of consolidated financial statements in conformity with accounting principles generally accepted in

the United States requires management to make estimates and assumptions that affect the amounts reported in

the consolidated financial statements and accompanying notes. Actual results could differ from those estimates.

Cash and cash equiUalents

Cash and cash equivalents include cash on hand, amounts on deposit in banks, and highly liquid debt instruments

with an original maturity of 90 days or less when purchased, excluding amounts whose use is limited. The Company

has cash holdings in commercial banks routinely exceeding the Federal Deposit Insurance Corporation maximum

insurance limit of $250,000. Cash and cash equivalents are reported at cost which approximates market value.

Investments

Marketable securities consist of investments in equity and debt securities and are carried at fair value. All such

investments are classified as trading.

Unrestricted investment income, including realized gains and losses on the sale of trading securities, is reported as

other operating revenue. The cost of securities sold is based on the specific-identification method. Unrealized gains

and losses on trading securities are included in non-operating gains (losses) in the accompanying consolidated

statements of operations and other changes in net assets without donor restrictions.

Inventories

Inventories consist of supplies and drugs and are carried at the lower of cost or market using the average-cost

method.
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Land, buildings, and equipment

Land, buildings, and equipment are recorded at cost. Depreciation is recorded over the estimated useful lives of the
assets using the straight-line method. Maintenance and repairs ire charged to expense as incurred. The straight-
line method is used to amortize the cost of equipment under financing leases over the estimated useful lives of the
equipment or the term of the lease, whichever is appropriate.

Net assets with donor• resh-zctions

Net assets with donor restrictions are those whose use by the Company and the Foundation have been limited by
donors to a specific time period or purpose. Net assets with donor restrictions are available to fund various health
care services and other community benefits provided by the Company. The Company's policy is to treat restricted
contributions recorded and released in the same fiscal year as contributions without donor restrictions.

Excess of revenue over expenses (expenses over revenue)

The consolidated statements of operations and other changes in net assets without donor restrictions include the
excess of revenue over expenses (expenses over revenue) (the "performance indicator"). Changes in net assets
without donor restrictions, which are excluded from the excess of revenue over expenses (expenses over revenue),
consistent with industry practice, include contributions received and used for additions of long-lived assets,
distributions to non-controlling interest-holders, and changes in the pension obligation other than net periodic
pension cost.

Net patient service revenue

Net patient service revenue is reported at the estimated net realizable amounts from patients, third-party payers
and others for services rendered. The Company charges are based on rates established by the State of Maryland
Health Services Cost Review Commission (the Commission); accordingly, revenue reflects actual charges to
patients based on rates in effect during fhe period in which the services are rendered (see Note 11). CHP and the
Sleep Center are paid for services based on either negotiated contracts with commercial payers, fee schedules with
Medicare and Medicaid or standardized pricing for self-pay patients.

Explicit price concessions represent the difference between amounts billed as patient service revenue and amounts
allowed by third-party payers, and are accrued in the period in which the related services are rendered.

Based on historical experience, a significant portion of the Company's uninsured patients will be unable or unwilling
to pay for services provided. Thus, the Company estimates an implicit price concession related to uninsured patients
in the period the services are provided based upon management's assessment of historical and expected net
collections. This estimate considers business and general economic conditions, trends in healthcare coverage and
other collection indicators. Throughout the year, management assesses the adequacy of these implicit price
concessions based upon its review of patient accounts receivable and collections to date. Other factors, such as
account aging and payment cycles, are considered when estimating implicit price concessions. The Company
follows established guidelines for placing its self-pay patient accounts with an outside collection agency. After
collection efforts are exhausted, the uncollected balances are returned to the Company for final write-off.

Charity care

A patient is classified as a charity recipient by reference to certain established policies of the Company. These
policies define charity services as those services for which no payment is anticipated. In assessing a patient's ability
to pay, the Company utilizes the generally recognized poverty income levels in the local community, but also
includes certain cases where incurred charges are significant when compared to income.

Under current accounting standards, the Company is required to report the cost of providing charity care. The cost
of charity care provided by the Company totaled $9,528,010 and $8,425,301 for the years ended June 30, 2020
and 2019, respectively. Rates charged by the Company for regulated services are determined based on
assessment of direct and indirect cost calculated pursuant to the methodology established by the Commission (see
Note 1), and therefore the cost of charity services noted above for the Company are equivalent to its established
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rates for those services. For any charity services rendered by the Company other than from the Company, the cost

of charity care is calculated by applying the estimated total cost-to-charge ratio for the non-Hospital services to the

total amount of charges for services provided to patients benefitting from the charity care policies of the Company's

non-Hospital affiliates. These charges are excluded from consolidated net patient service revenue.

The Company receives a payment from the Commission with respect to an Uncompensated Care Fund ("UCC")

established for rate-regulated hospitals in Maryland. The UCC is intended to provide Maryland hospitals with funds

to support the provision of uncompensated care at those hospitals. The Company received $4,296,773 for 2020

and $2,299,712 for 2019 in UCC payments. All hospitals contribute to the Health Care Coverage Fund ("HCCF")

that supports the expansion of Medicaid eligibility and the Medicaid program. The Company contributed $2,846,231

for 2020 and $2,695,536 for 2019 to the HCCF.

Contributions and pledges

Unconditional promises to give cash and other assets to the Company and the Foundation are reported at fair value

at the date the promise is received. Conditional promises to give and indications of intentions to give are reported

at fair value at the date the gift is received or when the conditions for receiving the donation have been satisfied.

The gifts are reported as restricted support if they are received with donor stipulations that limit the use of the

donated assets. Contributions restricted by donors for additions to the Company's operating property are transferred

from net assets with donor restrictions to net assets without donor restrictions when the expenditure is made. When

a donor restriction expires, that is, when a stipulated time restriction ends or purpose restriction is accomplished,

net assets with donor restrictions are reclassified as net assets without donor restrictions and reported in the

consolidated statements of operations and statements of changes in net assets as net assets released from

restriction.

The Company and Foundation write off any grants and pledges receivable that are considered uncollectible;

accordingly, there is no allowance for doubtful accounts recorded for these grants and pledges. Grants and pledges

receivable have not been discounted because management considers the effect to be immaterial. The balance of

pledges receivable was $191,332 and $201.,332 at June 30, 2020 and 2019, respectively, and is included in other

amounts receivable in the accompanying consolidated balance sheets.

Other operating revenue

Other operating revenue is composed of contribution revenue, net assets released from restrictions for operating

purposes and the CARES Act funding recognized.

Advertising costs

The Company expenses advertising costs as they are incurred. Advertising expense was $1,444,374 and

$1,850,449 for the fiscal years June 30, 2020 and 2019, respectively, and is reported as other expense in the

accompanying consolidated statements of operations.
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Functional expenses

The Company's consolidated operating expenses by functional classification for the years ended June 30, 2020
and 2019 are as follows:

2020

Salaries and benefits

Employee benefits

Purchased services

Medical supplies

Depreciation and amortization

Interest

Total Operating Expenses

Salaries and benefits

Employee benefits

Purchased services

Medical supplies

Depreciation and amortization

Interest

Total Operating Expenses

Health care General and

services administrative Fundraising Total

$ 78,056,920 $ 30,355,469 $ 416,415 $ 108,828,804

12,244,257 4,761,655 - 17,005,912

58,808,056 21,547,578 328,261 80,683,895

25,255,286 9,821,500 11,648 35,088,434

7,497,468 2,915,682 - 10,413,150

3,108,830 1,208,989 - 4,317,819

$ 184,970,817 $ 70,610,873 $ 756,324 $ 256,338,014

2019

Health care General and

services administrati~; Fundraising Total

$ 75, 769, 916 $ 29, 466, 079 $ 434, 973 $ 105, 670, 968

12, 282, 282 4, 776, 443 - 17, 058, 725

50,131,040 19,495,405 103,029 69,729,474

24, 685, 767 9, 600, 021 7, 839 34, 293, 627

6,640,407 2,582,380 - 9,222,787

3,432,205 1,334,747 - 4,766,952

$ 172,941,617 $ 67,255,075 $ 545,841 $ 240,742,533

Fair value offinancial instruments

The following methods and assumptions were used by the Company to estimate the fair value of financial
instruments:

• Cash and cash equivalents, patient accounts receivable, other amounts receivable, notes
receivable, and advances from third-party payers: The carrying amount reported in the balance
sheets for each of these assets and liabilities approximates their fair value.

• Marketable securities: Fair values are based on quoted market prices of individual securities or
investments if available, or are estimated using quoted market prices for similar securities (see
Note 2)

• Long-term debt: Fair values of the Company's fixed-rate debt are based on current traded values.
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Income taxes

The Company and the Foundation are exempt from federal income tax under section 501(c) (3) of the Internal

Revenue Code as public charities. Both entities are entitled to rely on this determination as long as there are no

substantial changes in their character, purposes, or methods of operation. Management has concluded that there

have been no such changes, and therefore the status of the Company and Foundation as public charities exempt

from federal income taxation remain in effect.

The state in which the Company and the Foundation operate also provides a general exemption from state income

taxation for organizations that are exempt from federal income taxation. However, both entities are subject to federal

and state income taxation at corporate tax rates on unrelated business income. Exemption from other state and

local taxes, such as real and personal property taxes is separately determined. The Company and the Foundation

had no unrecognized tax benefits or such amounts were immaterial during the periods presented. For tax periods

with respect to which unrelated business income was recognized, a tax return was filed in order to report any

unrelated business income as well as any taxes due.

DRCC and ACO are Maryland limited liability companies that have not elected to be taxed as corporations under

current Treasury regulations. Both are owned by more than one member. DRCC and ACO are subject to the

partnership tax rules under Subchapter K of the Internal Revenue Code of 1986 (IRC), as amended. Under these

rules neither is subject to federal or state income tax, but must file annual information returns indicating their gross

and taxable income to determine the tax results to their members.

The Sleep Center and CHP are Maryland limited liability companies that have not elected to be taxed as

corporations under current treasury regulations. Sleep Center and CHP are wholly owned by the Company. As

such, the Sleep Center and CHP are considered "disregarded entities" under current IRC regulations.

Goodwill

Goodwill represented the excess of cost over the fair value of assets acquired. Management evaluated goodwill for

impairment on an annual basis. Due to the Acquisition on July 1, 2019, the goodwill was written ofF (see Note 13

and 18).

Other assets

Included in other assets is a certificate of need (see Note 18) with a balance of $4 million. Management evaluates

the carrying value reported for the certificate of need for impairment on an annual basis. As of June 30, 2020, there

was no known impairment.

Reclassifications

To allow for improved transparency in the nature of revenue and expenses, in 2020 the Company moved several

accounts in the revenue and expense categories to align with the line items of Luminis, the new Parent company.

These reclassifications did not have any effect on the Company's total revenues or expenses, or consolidated

excess of revenues over expenses for the year ended June 30, 2019.

Subsequent events

Subsequent events have been evaluated by management through October 23, 2020, which is the date the

consolidated financial statements were available to be issued.

New accounting standard

On July 1, 2019, the Company adopted the requirements of Accounting Standards Update ("ASU") 2016-02, Leases

(Topic 842). The objective of this ASU, along with several related ASUs issued subsequently, is to increase

transparency and comparability between organizations that enter into lease agreements. For lessees, the key

difference of the new standard from the previous guidance (Topic 840) is the recognition of a right-of-use (ROU)

asset and lease liability on the balance sheet. The most significant change is the requirement to recognize ROU
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assets and lease liabilities for leases classified as operating leases. The accounting for finance leases remained
substantially unchanged with the adoption of Topic 842. The standard requires disclosures to meet the objective of
enabling users of financial statements to assess the amount, timing, and uncertainty of cash flows arising from
leases.

As part of the transition to the new standard, the Company was required to measure and recognize leases that
existed at July 1, 2019 using a modified retrospective approach. For leases existing at the effective date, the
Company elected the package of three transition practical expedients and therefore did not reassess whether an
arrangement is or contains a lease, did not reassess lease classification, and did not reassess what qualifies as an
initial direct cost. The adoption of Topic 842 resulted in the recognition of an operating right of use asset and
corresponding lease liability of $5,934,485 as of July 1, 2019.

2. Patient Revenue and Accounts Receivable

Patient service revenue is reported at the amount that reflects the consideration to which the Company expects to
be entitled in exchange for providing patient care. These amounts are due from patients, third-party payers
(including health insurers and government programs) and others. Generally, the Company bills patients and third-
party payers several days after services are performed or the patient is discharged from the facility. Revenue is
recognized as performance obligations are satisfied.

Performance obligations are determined based on the nature of the services provided by the Company. Revenue
for performance obligations satisfied over time is recognized based on actual charges incurred in relation to total
expected charges. The Company 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 obligations. Generally,
performance obligations satisfied over time relate fio patients in the Company. The Company measures the
performance obligation from admission to the facility to the point when the facility is no longer required to provide
services to that patient, which is generally the time of discharge. Revenue for performance obligations satisfied at
a point in time generally relate to patients receiving outpatient services or patients and customers in a retail setting
and the Company does not believe it is required to provide additional goods or services.

Because all of its performance obligations relate to contracts with a duration of less than one year, the Company
has elected to apply the optional exemption provided in current applicable accounting standards and, therefore, is
not required to disclose the aggregate amount ofthe transaction price allocated to performance obligations that are
unsatisfied or partially unsatisfied at the end of the reporting period. Any unsatisfied or partially unsatisfied
performance obligations 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 patients are discharged, which generally
occurs within days or weeks of the end of the reporting period.

As discussed in Note 11, the Company charges are based on rates established by the Commission, which are
subsequently reduced by contractual discounts provided to third-party payers and discounts provided to uninsured
patients (i.e., explicit price concessions) in accordance with the Company policy, as well as any applicable implicit
price concessions that are estimated by management based on a number of factors including historical collection
experience. For non-Hospital services provided by the Company, management generally determines the
transaction price based on standard charges for goods and services provided, reduced by explicit price concession
in the form of contractual adjustments provided to third-party payers, discounts provided to uninsured patients in
accordance with internal policy, and implicit price concessions provided to uninsured patients. The Company
determines its estimate of implicit price concessions based on historical collection experience with each class of
patients using a portfolio approach as a practical expedient to account for patient contracts as collective groups
rather than individually.'Management believes that the financial effects of using this practical expedient are not
materially different from an individual contract approach.

Laws, and regulations concerning government programs, including Medicare and Medicaid, are complex and subject
to varying interpretation. As a result, there is at least a reasonable possibility that recorded estimates will change
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by a material amount in the near term. As a result of investigations by governmental agencies, various healthcare

organizations have received requests for information and notices regarding alleged noncompliance with those laws

and regulations, which in some instances have resulted in organizations entering into significant settlement

agreements. Compliance with such laws and regulations may also be subject to future government review and

interpretation, as well as significant regulatory action, including fines, penalties, and potential exclusion from the

related programs. There can be no assurance that regulatory authorities will not challenge compliance of the

Company with these laws and regulations, and it is not possible to determine the impact (if any) such claims or

penalties would have upon the Company. The results of such governmental review could include fines, penalties

and exclusion from participation in the Medicare and Medicaid programs. In addition, the contracts the Company

has with commercial payers also provide for retroactive audit and review of claims.

Generally, patients who are covered by third-party payers are responsible for related deductibles and coinsurance,

which vary in amount. The Company also provides services to uninsured patients, and offers those uninsured

patients a discount, either by policy or law, from standard charges. The Company 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 discounts and price concessions. Subsequent changes to the estimate of the transaction price are

generally recorded as adjustments to patient service revenue in the period of the change. Subsequent changes that

are determined to be the result of an adverse change in the patient's ability to pay are recorded as bad debt

expense.

Consistent with mission of the Company, care is provided to patients regardless of their ability to pay. Therefore,

the Company provides 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 Company expects to collect based

on its collection history with those patients and other factors.

Net patient service revenue from third-party payers and others (including uninsured patients) for the years ended

June 30, 2020 and 2019 are summarized in the following tables:

2020

Medicare
Medicaid
Blue Cross Blue Shield
Other third-party payers
Self-pay patients

123,170,170 52%
'I 6,145, 516 7%
60,318,653 25%
32, 049, 830 13%
7,438,656 3%

$ 239,122,825

2019

118,346,517 49%
31,514,613 13%
55,852,375 23%
32, 975, 064 13%
4,820,620 2%

$ 243,509,189

Revenue from deductibles and coinsurance are included in the categories presented above based on the primary

payer.
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The following table sets forth the detail of net patient service revenue:
June 30

2020 2019

Gross patient service revenue $ 320,380,529 $ 324,576,951
Price concessions:
Charity care 9,528,010 8,425,301
Contractual and other allowances 71,729,694 72,642,461

Net patient service re~nue $ 239,122,825 $ 243,509,189

Patient accounts receivable were comprised of the following for the years ended June 30:

2020 2019

Medicare
Medicaid
Blue Cross Blue Shield
Other third-party payers
Self-pay pafients

g. Investments

The following is a summary of investment securities held by the Company as of June 30:

2020
Marketable securities:
Cash and cash equivalents
Money market and CD funds $ 13,039,485

Equity
Stock and mutual funds 6,983,555

$ 20,023,040

Investment return is summarized as follows for the years ended June 30:

2020

Interest and dividend income

Net realized loss

Net unrealized gain (loss)

In~nstment fees

28% 24%
21% 27%
10% 12%
29°/a 23%
12% 14%

100% 100%

2019

$ 2,204,303

16, 053, 481
$ 18,257,784

2019

$ 508,405 $ 406,889

- (214,952)

(262,337) 145,630

(47,191) (33,385)

$ 198, 877 $ 304,183
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Current accounting standards define fair value as the price that would be received to sell an asset or paid to transfer

a liability in an orderly transaction between market participants at the measurement date, and establish a three-

level hierarchy for fair value measurements based upon the transparency of inputs to the valuation of an asset or

liability as of the measurement date. The three levels of inputs that may be used to measure fair value are as

follows:

Level 1: Quoted prices in active markets for identical assets or liabilities.

Level 2: Observable inputs other than Level 1 prices such as quoted prices for similar assets or

liabilities, quoted prices in markets that are not active, or other inputs that are observable or

can be corroborated by observable market data for substantially the full term of the assets or

liabilities.

Level 3: Unobservable inputs that are supported by little or no market activity and that are significant to

the fair value of the assets or liabilities. Level 3 assets and liabilities include financial

instruments whose value is determined using pricing models, discounted cash flow

methodologies, or similar techniques, as well as instruments for which the determination of fair

value requires significant management judgment or estimation.

The following discussion describes the valuation methodologies used for the Company's financial assets and

liabilities measured at fair value. The techniques utilized in estimating the fair values are affected by the

assumptions used, including discount rates, and estimates of the amount and timing of future cash flows. Care

should be exercised in deriving conclusions about the Company's business, its value, or financial position based

on the fair value information of financial assets and liabilities presented below.

Fair value estimates are made at a specific point in time, based on available market information and judgments

about the financial asset or liability, including estimates of the timing, amount of expected future cash flows, and

the credit standing of the issuer. In some cases, the fair value estimates cannot be substantiated by comparison to

independent markets. In addition, the disclosed fair value may not be realized in the immediate settlement of the

financial asset or liability. Furthermore, the disclosed fair values do not reflect any premium or discount that could

result from offering for sale at one time an entire holding of a particular financial asset or liability. Potential taxes

and other expenses that would be incurred in an actual sale or settlement are not reflected in the amounts disclosed.

Fair values of the Company's investments in mutual funds classified at Level 1 are based on quoted market prices.

Fair values for the Company's fixed income securities (corporate debt and federal government obligations) are

based on prices provided by its investment managers and its custodian bank. The investment managers and the

custodian bank use a variety of pricing sources to determine market valuations. Each designate specific pricing

services or indexes for each sector of the market based upon the provider's experience.

The Company's federal government obligations and government backed securities portfolio is highly liquid, which

allows for a high percentage of the portfolio to be priced through pricing services.
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The following table presents the Company's fair value hierarchy for financial instruments measured at fair value on
a recurring basis as of June 30, 2020:

Level 1
Assets:

Cash and cash equivalents $ -

Trading securites and other assets whose
use is limited:

Equity funds 8,151,817
Fixed income funds -

Total assets $ 8,151,817
Plus deposits in transit

Less investments included in other assets
Total invesEments per consolidated balance sheet

Level 2 Level 3 Total Fair Value

$ 13,039,487 $ - $ 13,039,487

- - $ 8,151,817

3,031,760 - 3,031,760
$ 16,071,247 $ - $ 24,223,064

4,200,024

$ 20,023,040

The above table includes financial instruments of $4,200,024 included in other assets on the consolidated balance
sheets for deferred compensation and other arrangements.

The following table presents the Company's fair value hierarchy for financial instruments measured at fair value
on a recurring basis as of June 30, 2019:

Le~,21 1
Assets:
Cash and cash equivalents $ -

Trading securites and other assets whose use is
limited:
Equity funds 8,889,254
Fixed incomefunds -

Total assets $ 8,889,254
Plus deposits in transit
Less in~stments included in other assets
Total in~stments per consolidated balance sheet

Leval 2 Le~t;l 3 Total Fair Value

$ 2,20A,303 $ - $ 2,204,303

- - 8,889,254
11,747,496 - 11,747,496

$ 13,951,799 $ - $ 22,841,053
38, 327

4,621,596
$ 18,257,784

The. total investment of $22,879,380 includes deposits in transit of $38,327 plus financial instruments of
$22,841,053. The above table includes financial instruments of $4,621,596 included in other assets on the
consolidated balance sheets for deferred compensation and other. arrangements

There were no significant transfers between fair value hierarchy levels for the years ended June 30, 2020 and 2019.
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4. Joint Ventures and Equity Investments

Health Ventures and ASC invest in businesses consistent with the mission and strategic plan of the Company.

Unconsolidated investments are carried at cost or at equity depending on the percentage of ownership and control.

Investment in Magnolia Gardens LLC represents a 51% interest and is not consolidated with the financial

statements of the Company because Health Ventures and ASC do not control the investees. The investment income

of these joint ventures and equity investments is reported in other (loss) income in the accompanying consolidated

statements of operations and other changes in net assets without donor restrictions.

These investments, which are reported as noncurrent assets in the accompanying consolidated financial

statements, are summarized as follows as of June 30:

Name

Magnolia Gardens LLC

Uni~rsity Center for Ambulatory Surgery

2020 2019

$ 5,387,968 $ 5,210,175

(922, 539)

Diagnostic Imaging, LLC

5. Related Party Transactions

807,863 732,290

$ 6,195,831 $ 5,019,926

The Company has income guarantee agreements with certain physicians. These advances are held as promissory

notes and are often forgiven based on the established terms of these notes, such as maintaining an active practice

in the Company's community.

The Company advanced funds to Health Ventures in its establishment of MMS. Since MMS is wholly owned by

Health Ventures, the amounts loaned to MMS have been eliminated in consolidation.

The Medical Director of Radiology for the Company is an investor in DI, which is an unconsolidated subsidiary of

Health Ventures. The Medical Director of DCP, who is also a Foundation board member, leases property to the

Company and CHP.
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6. Land, Buildings, and Equipment

Land, buildings, and equipment are summarized as follows:

Name
June 30

Useful Life 2020 2019

Land improvements

Buildings

Leasehold improvements

Furniture and equipment
Equipment under finance lease obligations

Less accumulated depreciation

Construction in progress
Land

2-40 Years $ 743,583 $ 4,525,777

4-40 Years 66,378,759 137,331,411

4-40 Years 4,087,700 6,090,018

2-20 Years 43,609,709 104,436,820
2-20 Years 190,000 190,000

115, 009, 751 252, 574, 026
(10,165,956) (157,091,894)
104,843,795 95,482,132

1,946,447 730,289
7,921,876 6,138,502

$ 114,712,118 $ 102,350,923
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~. Long-Term Debt

Long-term indebtedness as of June 30 consisted of the following:

2020 2019

Maryland Health and Higher Education Facilities

Authority Re~nue Bonds, Series 2017B Bond

2.180°/a .term bonds due October 1, 2024 $ 24,165,000 $ 28,570,000

Maryland Health and Higher Education Facilities

Authority Revenue Bonds, Series 2016 Bond

Series 2016A _Tax Exempt Private Placement 2007 Refunding

2.567% term bonds due July 1, 2030 16,795,000 16,795,000

Series 2016A Tax Exempt Private Placement 2010 Partial Refunding

2.567% term bonds due July 1, 2030 15,150,000 15,150,000

Maryland Health and Higher Education Facilities

Authority Revenue Bonds, Series 2017A:

5.00% term bonds due July 1, 2031 6,720,000 6,720,000

5.00% term bonds due July 1, 2032 7,055,000 7,055,000

5.00% term bonds due July 1, 2033 7,410,000 7,410,000

5.00% term bonds due July 1, 2034 7,780,000 7,780,000

5.00% term bonds due July 1, 2038 35,200,000 35,200,000

Finance leases 33,798 77,255

$ 120,308,798 $ 124,757,255

Current portion of long-term debt (4,978,798) (4,448,457)

Financing costs, net of accumlated amortization (1,340,361) (1,514,133)

Premium, net of accumulated amortization 8,776,358 3,599,400

$ 122,765,997 $ 122,394,065

The fair value of the Company's Series 2018A bonds, based on quoted market prices, was $72,024,163 and

$72,482,555 for fiscal year 2020 and 2019, respectively. Remaining bonds are private placement bonds. Fair value

of the private placement bonds approximate carrying value.

Financing costs incurred in issuing the Maryland Health and Higher Education Facilities Authority (MHHEFA)

Revenue Bonds have been capitalized by the Company. These costs are being amortized over the life of the related

bond issue using the bonds-outstanding method, which approximates the interest method. Deferred financing costs

are presented as a direct deduction of long-term debt and are amortized using the straight-line method over the

term of the related financing.
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The aggregate maturities of long-term debt, including sinking fund principal requirements during the next five fiscal
years, are as follows:

2021 $ 4,978,798
2022 5, 070, 000

2023 5,195, 000
2024 5, 265, 000
2025 5, 965, 000
2026 and after 93.835.000

$ 120,308,798

Total interest paid for the years ended June 30, 2020 and 2019 was $4,317,000 and $4,767,000, respectively.

Revenue bonds

On February 8, 2017 MHHEFA issued $64,165,000 principal amount of Revenue Bonds, Series 2017A. The
proceeds of this issue were used to retire the remainder of the Series 2010 Bonds in order to take advantage of
lower interest rates with an estimated net present value savings of $3.7 million.

On June 28, 2016 MHHEFA issued $73,445,000 principal amount of Revenue Bonds, Series 2016A ($31,945,000)
and Series 2016B ($41,500,000). The proceeds of this issue were used to retire the Series 2007A Bonds and Series
2010 Bonds (partial) in order to take advantage of lower interest rates with an estimated net present value savings
of $7.3 million. In 2017, the Series 20166 taxable note was converted as planned to Series 20176. On March 23,
2017 the Series 2016 were converted to Series 20178 bonds as planned when the 20166 bonds were issued in
June 2016.

The Obligated Group for MHHEFA bond issuances includes the Company, CHP, Foundation, Sleep Center, Doctors
Community Medical Group and Doctors Integrated Healthcare Network and Health Ventures excluding the MAUI,
Magnolia Gardens, Dl LLC, ACO, and STM. The Series 2017A, Series 20176, and Series 2016 Bonds are secured
by the revenue and accounts receivable of the Obligated Group, and certain other property secured by a Deed of
Trust. The Obligated Group is required to maintain certain compliance ratios and covenants as defined under the
bond documents. In the opinion of the management, the Company has complied with the required covenants for
2017 and 2016 series bonds.

Other debt

During 2008, DRCC obtained a $4,000,000 revolving line of credit from a commercial lender to finance the
acquisition of certain medical equipment. The line of credit was converted to a financing lease during 2009.
Beginning in October 2009, monthly payments of principal and interest at 6.8% per annum become due. In July
2012, DRCC modified the capital equipment lease to obtain an interest rate of 3.6%. This lease ended January
2019.

8. Professional and General Liabilities, Workers Compensation, and Employee Health
Coverages

The Company has coverage for professional and general liabilities on a claims-made basis from Freestate
Healthcare Insurance Company, Ltd., a group captive formed by several Maryland hospitals. The Company owns
20% interest in the captive and accounts for its investment in the captive using the cost method. The cost of $15,000
is recorded in other noncurrent assets in the accompanying consolidated balance sheets as of June 30, 2020 and
2019. Premiums are expensed as incurred and are established by the captive based on the Company's historical
experience supplemented as necessary with industry experience. The total premium is allocated to each of the
shareholders based on their experience. Retrospective premium assessments and credits are calculated based on
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the aggregate experience of all named insureds under the policy. Each named insured's assessment of credit is
based on the percentage of their actual exposure to the actual exposure of all named insureds. Each named insured
will not be charged or entitled to any retrospective premium assessments or credits until the policy period has been
closed and no further claim obligations are expected. In management's opinion, the assets of Freestate are
sufficient to meet its obligations as of June 30, 2020. If the financial condition of Freestate were to materially
deteriorate in the future, and Freestate was unable to pay its claim obligations, the responsibility to pay those claims
would return to the member hospitals.

The captive is responsible for claims up to $1,000,000 for each and every loss event. Additional coverage has been
purchased by the captive for all claims in excess of $1,000,000 to a limit of $6,000,000 effective March 1, 2006,
$10,000,000 effective March 1, 2012, and $15,000,000 March 1, 2019. The estimated unpaid loss liability reserved
by the captive for the Company was $9,466,094 and $10,656,429 at June 30, 2020 and 2019, respectively. These

amounts are included in long term liabilities and the related anticipated insurance recoveries were reported in
noncurrent assets in the accompanying consolidated balance sheets. The liability for all claims incurred but not
reported for the Company was $1,106,000 and $1,066,000 at June 30, 2020 and 2019, respectively. The discount
rate for unpaid losses is 3.5% for years ending June 30, 2020 and 2019. The Company engages a consulting
actuary to assist in the determination of all professional liability claims incurred but not reported.

The Company is self-insured against workers' compensation claims up to a per-claim limit of $500,000 with an
annual limitation of approximately $1,000,000. A liability has been recorded for all known claims and an estimate
for claims incurred but not reported in the amount of $1,204,270 and $1,080,971 at June 30, 2020 and 2019,
respectively. These amounts are included in accrued expense line item in the accompanying consolidated balance
sheets.

The Company is self-insured against employee health medical claims up to a per-claim limit of $200,000 and no
maximum aggregate benefit. A liability has been recorded for all known claims and an estimate for claims incurred
but not reported in the amount of $507,000 and $621,000 at June 30, 2020 and 2019, respectively. These amounts
are included in the accrued expenses line item in the accompanying consolidated balance sheets.

9. Leases

The following table presents the components of the Company's right-of-use assets and liabilities related to leases
and their classification in the accompanying consolidated balance sheet as of June 30, 2020:

Component of Lease Balances

Assets:
Operating lease assets
Finance lease assets

Total leased assets

Liabilities:
Operating lease liabilities:
Current
Long-term
Total operating lease liabilities

Finance lease liabilities:
Current
Long-term
Total finance lease liabilities

Total lease liabilities

Classification in Consolidated
Balance Sheet June 30, 2020

Right of use asset $ 4,543,771
Property and equipment 155,672

$ 4,699,443

Lease liabilities short term $ 1,183,557
Lease liabilities long term 4,074,861

$ 5,258,418

Current portion of long-term debt $ 33,798
Long-term debt -

33, 798
$ 5,292,216
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The Company determines if an arrangement is a lease at inception of the contract. The right-of-use assets represent
the Company's right to use the underlying assets for the lease term and the lease liabilities represent the Company's
obligation to make lease payments arising from the leases. Right-of-use assets and lease liabilities are recognized
at the commencement date based on the present value of lease payments over the lease term. The Company uses
a incremental borrowing rate as the discount rate.

The Company's operating leases are primarily for real estate and equipment. Real estate leases include leases of
medical facilities and office spaces. Equipment leases mainly include lease of copiers and medical equipment. The
Company's real estate lease agreements typically have initial terms of three to ten years, and equipment lease
agreements typically have initial terms of three to five years.

Real estate leases may include one or more options to renew that can extend the lease term from five to ten years.
The exercise of lease renewal options is at the Company's sole discretion. In general, the Company does not
consider renewal options to be reasonably likely to be exercised; therefore, renewal options are generally not
recognized as part of the Company's right-of-use assets and lease liabilities. Certain equipment leases also include
options to purchase the leased equipment. The useful life of assets and leasehold improvements are limited by the
expected lease term unless there is a transfer of title or purchase option reasonably certain of exercise. The
Company currently does not have any leases whereby there is a transfer of title or a purchase option that is
reasonably certain to be exercised; hence, all of the Company's leases are depreciated over the lease term.

Certain of the Company's lease agreements for real estate include payments based on actual common area
maintenance expenses and other operating expenses. These variable lease payments are recognized in other
operating expenses, net but are not included in the right of-use asset or liability balances. The Company's lease
agreements do not contain any material residual value guarantees, restrictions, or covenants.

The Company elected the accounting policy practical expedients by class of underlying asset to: (i) exclude
recording leases with an initial term of twelve months or less ("short-term leases") as right-of-use assets and
liabilities on the consolidated balance sheets; and (ii) combine associated lease and non-lease components into a
single lease component. Non-lease components, which are not significant overall, are combined with lease
components. The Company has elected these practical expedients for real estate, equipment, and all other asset
classes when acting as a lessee.

The following table presents the components of the Company's lease expense for the year ended June 30, 2020:

Components of Lease Expense
Operating lease expense
Finance lease expense:
Amortization of leased assets
Interest on lease liabilities
Total finance lease expense

Variable lease expense
Short-term lease expense
Total lease expense

Year ended
June 30, 2020

1,653,919

2,391
42,455
44, 846
59,713
4,976

$ 1,763,454
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The weighted-average lease terms and discount rates for operating and finance leases are as follows:

Weighted-average remaining lease term (years)

Operating leases
Finance leases

Weighted-average discount rate
Operating leases
Finance leases

Cash flow and other information related to leases are included in the following table:

Cash paid for amounts included in the measurement of lease liabilities:

Operating cash outflows from operating leases

Operating cash outflows from finance leases

Financing cash outflows from finance leases

Right-of-use assets obtained in exchange for lease obligations:

Operating leases

Future minimum lease payments as of June 30, 2020 are as follows:

2021
2022
2023
2024
2025
Thereafter
Total minimum lease payments

~o. Retirement Plans

Finance Leases

$ 5,934,485

Operating Leases

33, 798 $ 1,183, 557

- 756, 519

- 448, 616

- 434, 938

- 406,176

- 2,028,612

$ 33,798 $ 5,258,418

Tota

$ 1,217,355
756,519

448, 616
434, 938

406,176

2, 028, 612

$ 5,292,216

The Company has a 403b defined contribution plan (the "contribution plan") covering substantially all its employees.

The contribution plan is employee and employer contributory. The Company contributed a match of $0.50 for every

$1.00 of elective deferrals for a plan year for eligible employees up to 4% of base compensation. Defined

contribution plan expense amounted to $1,265,842 and $1,422,542 for 2020 and 2019, respectively.

The Company froze the defined benefit pension plan that it sponsors (the Plan) in 2011, which covered substantially

all employees. The decision to terminate the Plan has not been made by the board of directors. The benefits are

based on years of service and employee compensation during years of employment. The Company's funding policy

is to make sufficient contributions to the Plan to comply with the minimum funding provisions of the Employee

Retirement Income Security Act of 1974 (FRIBA). The Company expects to contribute $1,232,021 to the Plan during

2021 to keep the funding levels at the ERISA requirements. The measurement date of the Plan is June 30.

June 30, 2020

7.44
.67

4.55%
4.16%

Year ended
June 30, 2020

3,001,328
2,391
43,457
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The following table provides a reconciliation of the benefit obligation, Plan assets, and funded status of the Plan in
the Company's consolidated financial statements based on actuarial valuations for the years ended June 30:

For the Year Ended

2020 2019
Accumulated Benefit Obligation

Change in Benefit Obligation
Benefit Obligation at beginning of year $ 21,661,466 $ 22,871,105
Interest cost 636,293 796,893

Settlement loss/(gain) (36,964) (14,800)
Actuarial loss/(gain) 1,882,541 1,234,497
Settlement payments (982,194) (3,136,449)
Benefits paid (111,500) (89,780)

Benefit Obligation at End of Year $ 23,049,642 $ 21,661,466

Change in Plan Assets
Fair value of plan assets at beginning of year $ 16,660,073 $ 18,711,547
Actual return on plan assets 293,921 525,639
Employer contributions 663,912 649,116
Settlement payments (982,194) (3,136,449)
Benefits paid (111,500) (89,780)

Fair Value of Plan Assets at End of Year $ 16,524,212 $ 16,660,073

Funded Status (Pension Obligation) $ (6,525,430) $ (5,001,393)

Components of Net Periodic Benefit Costs
Interest cost $ 636,293 $ 796,893
Expected return on plan assets (955,530) (942,470)
Settlement 410,534 1,181,733
Recognition of loss from change in measurement date 569,608 497,360

Net Period Pension Costs $ 660,905 $ 1,533,516
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The total amount recognized in net assets without donor restrictions in the accompanying consolidated financial

statements for the years ended June 30:

Net actuarial loss

2020
$ 9,634,202

2019
$ 8,107,158

Lump sum distributions exceeded the Plan's interest cost triggering a settlement event. As a result, a settlement

loss of $410,534 and $1,181,733 was recognized for 2020 and 2019, respectively.

Plan assets are invested to ensure that the Plan has the ability to pay all benefit and expense obligations when due,

to maximize return within prudent levels of risk for pension assets, and to maintain a funding cushion for unexpected

developments. The target weighted-average asset allocation of pension investments was 38% equities and 62%

fixed maturity securities and cash as of June 30, 2020.

The Plan's estimated future benefit payments are as follows:

2021 $ 2,428,434

2022 1,291,976

2023 1,235,496

2024 1, 257, 026

2025 1,580,928

2026 - 2030 6,329,519

Total $ 14,123,379

The weighted-average assumptions used to determine net periodic benefit cost and the projected benefit obligation

for the years ended June 30 were as follows:

2020

Discount rate
Expected return on Plan assets

2.05%
6.00%

2019

3.10%
6.00%

The following table presents the Company's fair value hierarchy for financial instruments measured at fair value on

a recurring basis as of June 30, 2020:

June 30, 2020

Quoted Prices
in Active Significant

Markets for Other Significant

Identical Observable Unobservable

Assets Inputs Inputs

Assets
Mutual funds:
Equity

Alternative investments:

Common collective trust

Total Leve11 Leve12 Leve13

$ 15,570,848 $ 15,570,848 $ - $ -

953,364 - 953,364 -

$ 16,524,212 $ 15,570,848 $ 953,364 $ -
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The following table presents the Company's fair value hierarchy for financial instruments measured at fair value on
a recurring basis as of June 30, 2019:

June 30.2019
Quoted Prices

in Active Significant
Markets for Other Significant
Identical Observable Unobservable
Assets Inputs Inputs

Total Levell Level2 Level3
Assets
Mutual funds:
Equity $ 16,660,073 $ 16,660,073 $ - $ -

$ 16,660,073 $ 16,660,073 $ - $ -

There were no significant transfers between fair value hierarchy levels for the years ended June 30, 2020 and 2019.

The Company has a deferred compensation plan that permits certain executives to defer receiving a portion of their
compensation. The deferred amounts are included in other assets in the accompanying consolidated balance
sheets. The associated liability of an equal amount is included in other liabilities in the accompanying consolidated
balance sheets. The liability recorded regarding the deferred compensation was $3,831,692 and $4,253,265 as of
June 30, 2020 and 2019, respectively.

The Company is the beneficiary of split dollar life insurance policies in place for certain executives. The amounts
that could be realized by the Company under the insurance contracts are approximately $9,000,000 as of both June
30, 2020 and 2019 and are included in other assets in the consolidated balance sheets.

~~. Maryland Health Services Cost Review Commission

Certain of the Company's charges are subject to review and approval by the Commission. Company management
has filed the required forms with the Commission and believes the Company is in compliance with Commission
requirements.

The current rate of reimbursement for principally all hospital inpatient and outpatient services to patients under the
Medicare and Medicaid programs is based on an agreement between the Centers for Medicare and Medicaid
Services and the Commission. This agreement is based upon a waiver from Medicare reimbursement principles
under Section 1814(b) of the Social Security Act and will continue as long as all third-party payers elect to be
reimbursed under this program, the rate of increase for costs per hospital services is below the national average,
and certain specific quality indicators are met. In January 2014, the State of Maryland. and CMS agreed to implement
a revised waiver focused on population health, and the previous waiver was terminated.

This was a new global budget arrangement which set a fixed revenue amount for the upcoming year, without
fluctuation due to utilization or case mix. This was afive-year demonstration where Maryland successfully made
significant progress toward reducing costs inside and outside of the hospital as well as improving patient care.
Beginning January 2019 the new "Total Cost of Care Model" (the "Model") was approved and builds upon the
successes of the All-Payer Model. The Model encourages continued clinical redesign and provides tools to
providers to treat complex and chronic conditions and is built on the same global budget arrangement mechanics
for revenue setting as the predecessor model. This is approved fora 10-year term provided Maryland meets the
Model performance requirements.
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The Commission's rate-setting methodology for service centers that provide both inpatient and outpatient services

or only outpatient services consists of establishing an acceptable unit rate for these centers within the applicable

facility. The actual average unit charge for each service center is compared to the approved rate on a monthly basis.

The rate variances, plus penalties where applicable, are applied to decrease (in the case of overcharges) or

increase (in the case of undercharges) future approved rates on an annual basis. The timing of the Commission's

rate adjustments for the Company could result in an increase or reduction due to the variances and penalties

described above in a year subsequent to the year in which such items occur. The Company's policy is to accrue

revenue based on actual charges for services to patients in the year in which the services are performed and billed.

For 2020, hospitals that are in an undercharge position due to the current pandemic (see Note 17) may not be able

to recoup more than their undercharge net of any applicable CARES Act funding (see Note 16).

12. Contingencies

Litigation

There are several lawsuits pending in which the Company has been named as defendant. In the opinion of Company

management, after consultation with legal counsel, the potential liability, in the event of adverse settlement, will not

have a material impact on the Company's consolidated financial position.

Risk factors

The Company's ability to maintain and/or increase future revenues could be adversely affected by:

• The growth of managed care organizations promoting alternative methods for health care delivery

and payment of services such as discounted fee for service networks and capitated fee

arrangements (the rate setting process in the State of Maryland prohibits hospitals from entering

into discounted fee arrangements; however, managed care contracts may provide for exclusive

service arrangements);

• Proposed and/or future changes in the laws, rules, regulations, and policies relating to the

definition, activities, and/or taxation of not-for-profit tax-exempt entities;

• The enactment into law of all or any part of the current budget resolutions under consideration by

Congress related to Medicare and Medicaid reimbursement methodology and/or further reductions

in payments to hospitals and other health care providers;

• The future of Maryland's certificate of need program, where future deregulation could result in the

entrance of new competitors., or future additional regulation may eliminate the Company's ability to

expand new services; and

• The ultimate impact of, and any changes to, the federal Patient Protection and Affordable Care Act

and the Health Care Education Affordability Reconciliation Act of 2010.

The Joint Commission, anon-governmental privately owned entity, provides accreditation status to hospitals and

other health care organizations in the United States. Such accreditation is based upon a number of requirements

such as undergoing periodic surveys conducted by Joint Commission personnel. Certain managed care payers

require hospitals to have appropriate Joint Commission accreditation in order to participate in those programs. In

addition, the CMS, the agency with oversight of the Medicare and Medicaid programs, provides "deemed status"

for facilities having Joint Commission accreditation. By being Joint Commission accredited, facilities are "deemed"

to be in compliance with the Medicare and Medicaid conditions of participation. Termination as a Medicare provider

or exclusion from any or all of these programs/payers would have a materially negative impact on the future financial

position, operating results and cash flows of the Company. In February 2019, the Company was surveyed by Joint

Commission and received a full three-year Joint Commission accreditation through February 2022.
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The Company invests in various investment securities. Investment securities are exposed to various risks such as
interest rate, market, and credit risks. Due to the level of risk associated with certain investment securities, it is at
least reasonably possible that changes in values of investment securities will occur in the near Perm, and such
changes could materially affect the amounts reported as investments on the consolidated balance sheets.

Other contingency

During the year ended June 30, 2020, the Company recorded an accrual related to a billing error that it intends to
self-report to the Department of Health and Human Services. The Company expects to work with the Federal
Government to come to a resolution on this matter. It is possible that other regulatory conditions may be part of the
final resolution. Based on consultation with legal counsel, management believes the final resolution will not have a
material adverse effect on the June 30, 2020 financial statements.

ig. Goodwill

The Company used the acquisition method of accounting to record goodwill when purchasing physician practices
and other similar entities. Goodwill is not considered an identifiable asset and as such, was not included in the
acquired assets during the acquisition with the entire balance being written off as of July 1, 2019. The table below
presents goodwill that had been recorded as of June 30, 2019 prior to the Acquisition.

2019

Cancer center, DRCC $ 1,062,531

Orthopedic practice 376,316

Nursing home 767,285

Surgery center 20,416

Cancer center, MRCC 646,975

Physician practices 197,375

$ 3,070,898

14. Liquidity and Availability

Financial assets available for general expenditure within one year of the consolidated balance sheet date, consist
the following at June 30:

2020 2019

Cash and cash equivalents $ 99,221,421 $ 34,168,164
Patient accounts receivable, net 35,468,849 38,839,947
Pledges receivable, net 191,332 201,332
Other current assets 3,302,953 5,418,525
In~stments with daily and weekly liquidity 18,179,843 17,436,369
Total $ 156,364,398 $ 96,064,337
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15. Net Assets With Donor Restrictions

Net assets with donor restrictions are available as of June 30 for the following programs and projects:

2020 2019

Hospital capital additions $ 35,476 $ 48,108

Hospital operating programs 432,146 438,702

$ 467, 622 $ 486, 810

16. CARES Act Funding

In response to the COVID-19 pandemic, the Coronavirus Aid, Relief and Economic Security (CARES) Act was

signed into law on March 27, 2020. One provision of the CARES Act was the establishment of the Provider Relief

Funds administered by the U.S. Department of Health and Human Services (HHS). The Provider Relief Funds are

being distributed to healthcare providers throughout the country to support the battle against the COVID-19

outbreak. During the year ended June 30, 2020, the Company has received $15,553,859 in general distributions

from this fund. These funds are intended to reimburse qualifying expenses and lost revenues attributable to COVID-

19and are subject to the terms, conditions, and regulatory requirements set forth by HHS. If the total distributions

received by the Company exceed the cumulative amount of qualifying expenses and lost revenues attributable to

COVID-19 through July 31, 2021, any excess funding may be subject recoupment. For the year ended June 30,

2020 the Company recognized $15,553,859 as other operating revenues in the accompanying consolidated

statements of operations. In July 2020, the Company received targeted distributions of $16,505,004 from the

Provider Relief Funds.

On October 22, 2020, HHS released additional reporting requirements for health care entities that received

distributions from the Provider Relief Fund. The Post-Payment Notice of Reporting Requirements (the Notice)

supplements the previous notice issued on July 20, 2020, and amended on August 14, 2020 and September 19,

2020. The Company considered the effects of the changes included in the Notice and concluded these changes

represent non-recognized (i.e., Type II) subsequent events in accordance with ASC 855, Subsequent Events, since

the reporting requirements included in the Notice provide evidence about conditions that did not exist at the balance

sheet date, but instead are conditions that arose after that date but before financial statements were issued. Based

on the expectations of the revenue to be recognized through December 31, 2020, the Company does not believe

the new guidance will result in a material change to amounts recorded in the June 30, 2020, financial statements

related to the Provider Relief Funds. The Company will continue to monitor changes in reporting guidance or

additional clarifications that may be issued by HHS, which would affect the accounting for distributions from the

Provider Relief Fund. In addition, the Company will continue to monitor guidance from the Commission related to

how the Commission will interpret the new HHS guidance.

Also under the CARES Act, the Company received $43,234,231 working capital financing from the Medicare

Accelerated and Advance Payment Program in May 2020, which will need to be repaid beginning 120 days after

the date of issuance of the payments as new claims are submitted to. CMS. As of June 30, 2020, the remaining

balance of $43,101,714 is included in advances from third party payors in the accompanying consolidated balance

sheets.

i~. COVID-~9

In March 2020, the World Health Organization declared the outbreak of COVID-19, a novel strain of Coronavirus,

a pandemic. The coronavirus outbreak is disrupting supply chains and affecting production and sales across a

range of industries. The extent of the impact of the outbreak on the Company's operational and financial
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performance will depend on certain developments, including the duration and spread of the outbreak, impact on
employees and vendors, and governmental, regulatory and private sector responses. The accompanying
consolidated financial statements do not reflect any adjustments as a result of the increase in economic uncertainty
which continues through the issuance date.

18. Business Combination

On July 1, 2019, Luminis became the sole member and parent of the Company. No consideration was transferred
by Luminis as part of the transaction. However, as part of the terms of the agreement, Luminis has committed to
invest $138,000,000 into the Company over the next five years, with $8.3 million invested in 2020.

The Company elected to apply pushdown accounting whereby individual assets and liabilities were adjusted to the
new basis of accounting established by Luminis as of the acquisition date. Luminis is required to reassess whether
it has identified all of the assets acquired and all of the liabilities assumed from the transaction, and there is at least
a reasonable possibility that recorded amounts will change.

The following information summarizes the recorded values of the assets acquired and liabilities assumed as of the
date of the change-in-control:

Cash $ 34,168,164
Patient accounts receivable, net 38,839,947
Other receivables 5,619,857
Inventories 4,243,356
Prepaid expenses 3,981,044
Marketable securities 18,257,784
Joint ventures and equity in~stments 5,942,465
Property and equipment 116,539,923
Other non-current assets 30,092,855

Total assets acquired 257,685,395

Accounts payable and accrued expenses 31,874,601
Advances from third party payers 7,765,308
Long-term debt 132,571,129
Net pension liability 5,001,393
Deferred compensation/claims incurred

but not reported 16,005,694

Total liabilities assumed 193,218,125

Net assets acquired over liabilities assumed $ 64,467,270
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DInt7~~; HU6h~S GOGGi~1iA~l ~~~

Independent Auditors' Report

The Board of Directors
Doctors Community Hospital and Subsidiaries
Lanham, Maryland

We have audited the accompanying consolidated financial statements of Doctors Community Hospital
and Subsidiaries (the "Company°), which comprise the consolidated balance sheets as of June 30, 2019
and 2018, and the related consolidated statements of operations and other changes in net assets without
donor restrictions, changes in net assets, and cash flows for the years then ended, and the related notes
to the consolidated financial statements.

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

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

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

Opinion
In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of Doctors Community Hospital and Subsidiaries as of June 30, 2019 and
2018, and the results of its operations and cash flows for the years then ended in accordance with
accounting principles generally accepted in the United States of America.
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Change inAccounting Principles
As discussed in Notes 1 and 2 to the consolidated financial statements, the Company adopted Financial
Accounting Standards Board (FASB) Accounting Standards Update (ASU) 2016-14, Not-for-Profit Entities
(Topic 958): Presentation of Financial Statements of Not-for-Profit Entities, and FASB ASU 2014-09,
Revenue from Contracts with Customers (Topic 606), respectively, in 2019. Our opinion is not modified
with respect to these matters.

Supp lemental Information
Our audits were conducted for the purpose of forming an opinion on the basic consolidated financial
statements as a whole. The consolidating information presented in the supplemental schedules is
presented for purposes of additional analysis rather than to present the financial position and results of
operations of the individual organizations, and is not a required part of the basic consolidated financial
statements. Such information is the responsibility of management, 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.

~'l~cn s~~~,~ ~A~~J ~'

Gaithersburg, Maryland
October i5, 2019



Doctors Community Hospital and Subsidiaries

Consolidated Balance Sheets

June 30

2019 2018

ASSETS

CURRENT ASSETS

Cash and cash equivalents $ 34,168,164 $ 34,055,629

Patient accounts receivable 38,839,947 32,760,116

Other amounts receivable 5,619,857 3,916,966

In~ntories 4,243,356 3,887,208

Prepaid expenses 3,981,044 4,220,183

TOTAL CURRENT ASSETS 86,852,368 78,840,102

INVESTMENTS

Marketable securities

Joint ~ntures and equity in~stments

LAND, BUILDINGS, AND EQUIPMENT -NET

GOODWILL

OTHER ASSETS

TOTAL ASSETS

18, 257, 784 17, 807, 685

5, 019, 926 5, 398, 099

23,277,710 23,205,784

102, 350, 923 107, 260, 317

3, 070, 898 3, 070, 898

26,092,855 26,065,030

$ 241,644,754 $ 238,442,131

See the acconnpanying notes to the consolidated financial statements.
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Doctors Community Hospital and Subsidiaries
Consolidated Balance Sheets

(Continued)

2019

LIABILITIES
CURRENT LIABILITIES
Accounts payable and accrued expenses
Salaries, wages, and related items
Advances from third-party payers
Current portion of long-term obligations

TOTAL CURRENT LIABILITIES

NONCURRRENT LIABILITIES
Deferred compensation and claims incurred but not reported
Pension obligation
Long-term obligations, net of current portions

TOTAL LIABILITIES

NET ASSETS
Without donor restrictions
Noncontrolling interest
TOTAL NET ASSETS WITHOUT DONOR RESTRICTIONS

AND NONCONTROLLING INTEREST
With donor restrictions

TOTAL NET ASSETS

TOTAL LIABILITIES AND NET ASSETS

2018
(As Adjusted)

$ 75,828,485 $ 16,422,456
16, 046,116 16,169, 005
7,765,308 7,975,899
4,448,457 4,981,689

44,088,366 45,549,049

16,005,694 16,021,913
5,001,393 4,159,558

122, 394, 065 126, 888, 994

7 87,489,518 192, 619, 514

51,403,040 43,111,360
2,265,386 1,872,337

53,668,426 44,983,697
486,810 838,920

54,155, 236 45, 822, 617

$ 241,644,754 $ 238,442,131

See the accompanying notes to the consolidated financial statements.
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Doctors Community Hospital and Subsidiaries
Consolidated Statements of Operations and
Other Changes in Net Assets Without Donor Restrictions

Year Ended June 30

2019 2018

REVENUE
Net patient service revenue
Other operating revenue
Contributions

Net assets released from restrictions used for operations

(As Adjusted)

$ 243,357,081 $ 239,516,769

5,587,586 5,710,933
195,528 162,506

993,563 637,502

TOTAL OPERATING REVENUE

EXPENSES

Salaries and wages

Employee benefits

Purchased services

Supplies

Other expenses

Depreciation

Amortization

Fundraising
Interest

TOTAL EXPENSES

INCOME FROM OPERATIONS

NONOPERATING GAINS (LOSSES)

Gain (loss) on sale of property

Pension costs

Unrealized gain on trading securities

Gain on joint ~ntures

250,133, 758 246, 027, 710

106, 447, 619 109, 234, 448

16, 934, 250 19,179, 380

40,549,850 39,983,434

36,744,307 37,129,223

26,050,823 22,355,890

8,979,516 9,226,529

186,921 200,921

80,994 58,822

4,768,253 4,648,600

240,742,533 242,017,247

9,391,225 4,010,463

(11, 247) 1, 500

(1,533,516) (634,727)

145,630 11,927

311,435 208,549

EXCESS OF REVENUE OVER EXPENSES 8,303,527 3,597,712

Net assets released from restrictions for capital acquisitions 338,639 0

Pension -related changes other than net periodic pension cost 42,565 1,433,239

INCREASE IN NET ASSETS
WITHOUT DONOR RESTRICTIONS $ 8,684,731 $ 5,030,951

See the accompanying notes to the consolidated financial statements.
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Doctors Community Hospital and Subsidiaries
Consolidated Statements of Cash Flows

Year Ended June 30

2019 2018

(As Adjusted)

OPERATING ACTIVITIES AND OTHER GAINS

Increase in net assets $ 8,332,619 $ 5,103,068

Adjustments to reconcile increase in net assets to net

cash and cash equivalents provided by operating activities

and other gains

Restricted contributions received (980,090) (709,620)

Depreciation 8,979,516 9,226,529

Unrealized gain on investments (145,630) (11,927)

Loss (gain) on sale of property 11,247 (1,500)

Amortization on bond issue cost 786,921 200,921

Gain in joint ventures and equity investments (311,435) (208,549)

(Increase) decrease in:

Accounts payable and accrued expenses (593,971) 167,172

Accrued salaries, wages and related items (122,887) 1,048,099

(Advances from) refunds to third party payers (210,591) 666,013

Pension obligation 841,835 (1,606,286)

Other liabilities (16,219) 985,506

Decrease (increase) in:

Net patient accounts receivable (6,079,831) (4,974,102)

Other amounts receivable (1,702,891) 3,256,595

Inventories (356,148) (371,270)

Prepaid expenses and other assets 211,314 (2,759,657)

NET CASH AND CASH EQUIVALENTS PROVIDED

BY OPERATING ACTIVITIES AND OTHER GAINS 8,043,759 10,010,992

INVESTING ACTIVITIES

Net sales of trading in~stments (304,469) (2,088,373)

Increase in goodwill - (20,416)

Proceeds from sale on property 70,000 1,500

Distributions from joint ~ntures 689,605 1,986,082

Purchase of property, plant and equipment (4,338,290) (5,662,441)

NET CASH AND CASH EQUIVALENTS USED IN

INVESTING ACTIVITIES (3,883,154) (5,783,648)

See the accompanying notes to the consolidated financial statements.
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Doctors Community Hospital and Subsidiaries
Consolidated Statements of Cash Flows

(Continued)

Year Ended June 30
2019 2018

FINANCING ACTIVITIES
Principal payments on debt
Restricted contributions received

$ (5, 028,160) $ (4, 798, 092)
980,090 709,620

NET CASH AND CASH EQUIVALENTS USED IN
FINANCING ACTIVITIES

NET INCREASE IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS
AT BEGINNING OF YEAR

CASH AND CASH EQUIVALENTS
AT END OF YEAR

(4,048,070) (4,088,472)

112, 535 138, 872

34, 055, 629 33, 916, 757

$ 34,168,164 $ 34, 055, 629

See the accompanying notes to the consolidated financial statements.
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Doctors Community Hospital and Subsidiaries
Notes to Consolidated Financial Statements

1. Organization and Summary of Significant Accounting Policies

Organization

Doctors Community Hospital (the Hospital) is snot-for-profit, non-stock corporation that operates an acute care

general hospital facility licensed for 190 beds. The Hospital serves the health care needs of the residents of Prince

George's County, the District of Columbia, and the greater Washington, D.C. metropolitan area. The Hospital has

four wholly owned/controlled subsidiaries: Doctors Community Healthcare Programs (CHP), Doctors Community

Hospital Foundation, Inc. (the Foundation), Doctors Community Health Ventures, Inc. (Health Ventures), and

Doctors Community Sleep Center, LLC (the Sleep Center).

Doctors Community Healthcare Programs (CHP) consists of three wholly owned/controlled entities: Doctors

Community Hospital Clinics (CLINICS), Doctors Community Practices, LLC (DCP), Capital Orthopedics Specialists,

LLC (COS) and Care Transitional Organization (CTO). CLINICS is a limited liability company formed in Maryland

for the purpose of providing outpatient medical care for the residents of Prince Georges County and surrounding

areas. CLINICS includes a transitional outpatient program and mobile van that provides services throughout the

Prince George's County. DCP is a limited liability company formed in Maryland for the purpose of providing medical

primary care services for the residents of Prince Georges County and surrounding areas. COS is a limited liability

company formed in Maryland for the purpose of providing surgical services for the residents of Prince Georges

County and surrounding areas. CTO is a limited liability company formed in Maryland for the purpose of participating

in certain Centers for Medicare and Medicaid (CMS) programs for primary care providers serving the residents of

Prince Georges County and surrounding areas. .,

The Foundation was incorporated in Maryland in 1990 as anot-for-profit, non-stock corporation established to raise

and invest funds to support or benefit the operations of the Hospital. The Foundation's bylaws provide that all funds

raised, except those required for the operation of the Foundation, be distributed to or be held for the benefit of the

Hospital. Under the Foundation's bylaws, a majority of its directors must be directors of the Hospital, appointed by

its President. The Foundation's bylaws also provide the Hospital with the authority to direct its activities,

management, and policies.

Health Ventures is incorporated under the laws of Maryland as afor-profit, stock corporation. The Hospital owns

100% of its stock. Health Ventures invests infor-profit businesses consistent with the mission and strategic plan of

the Hospital. Health Ventures consolidates three LLCs: Metropolitan Medical Specialist, LLC (MMS), Doctors

Community Management Services, LLC (MSO), and Doctors Community Ambulatory Surgical Center, LLC (ASC).

ASC has an investment of 51 % in University Center for Ambulatory Surgery. Health Ventures also has investments

in two other companies: Magnolia Gardens LLC (Magnolia Gardens) and Diagnostic Imaging Center, LLC (DI).

The Sleep Center is a limited liability company formed in Maryland for the purpose of providing diagnostic sleep

services for residents of Prince Georges County and surrounding areas. The Sleep Center operates a 10-bed sleep

lab located on the Hospital's campus and provides outpatient sleep studies.

The Hospital owns a 60% interest in Doctors Regional Cancer Center, LLC (DRCC). DRCC is a limited liability

company formed in June 2007 by Maryland Regional Cancer Care, LLC (MRCC) for the purpose of providing

outpatient cancer treatment services to the residents of central Maryland. The Hospital owns 100% of Spine Team

Maryland (STM), for the purpose of providing medical primary care services for the residents of Prince Georges

County and surrounding areas. STM ceased operations in fiscal year 2016. The Hospital owns a 61%interest in

the Southern Maryland Integrated Healthcare, LLC (ACO). The ACO, which notified CMS that it ended participating

in the program effective December 31, 2018, was a limited liability company formed in Maryland for the purpose of

participating in a Medicare Shared Savings Program (MSSP) among primary care providers serving the residents

of Prince Georges County and surrounding areas.



Doctors Community Hospital and Subsidiaries
Notes to Consolidated Financial Statements

Principles of consolidation

The consolidated financial statements include the accounts of the Hospital, CHP, the Foundation, Health Ventures,
the Sleep Center, DRCC and ACO (collectively, the Company). All intercompany accounts and transactions have
been eliminated in consolidation. The consolidated financial statements include non-controlling interest held by
third parties in less than wholly owned subsidiaries.

Use of estimates

The preparation of consolidated financial statements in conformity with accounting principles generally accepted in
the United States requires management to make estimates and assumptions that affect the amounts reported in
the consolidated financial statements and accompanying notes. Actual results could differ from those estimates.

Cash and cash equivalents

Cash and cash equivalents include cash on hand, amounts on deposit in banks, and highly liquid debt instruments
with an original maturity of 90 days or less when purchased, excluding amounts whose use is limited. The Company
has cash holdings in commercial banks routinely exceeding the Federal Deposit Insurance Corporation maximum
insurance limit of $250,000. Cash and cash equivalents are reported at cost which approximates market value.

Investments

Marketable securities consist of investments in equity and debt securities and are carried at fair value. All such
investments are classified as trading.

Unrestricted investment income, including realized gains and losses on the sale of trading securities, is reported as
other operating revenue. The cost of securities sold is based on the specific-identification method. Unrealized gains
and losses on trading securities are included in non-operating gains (losses) in the accompanying consolidated
statements of operations and other changes in net assets without donor restrictions.

Inventories

Inventories consist of supplies and drugs and are carried at the lower of cost or market using the average-cost
method.

Land, buildings, and equipment

Land, buildings, and equipment are recorded at cost. Depreciation is recorded over the estimated useful lives of
the assets using the straight-line method. Maintenance and repairs are charged to expense as incurred. The
straight-line method is used to amortize the cost of equipment under capital leases over the estimated useful lives
of the equipment or the term of the lease, whichever is appropriate.

Net assets with donor restrictions

Net assets with donor restrictions are those whose use by the Hospital and the Foundation have been limited by
donors to a specific time period or purpose. Net assets with donor restrictions are available to fund various health
care services and other community benefits provided by the Hospital. The Company's policy is to treat restricted
contributions recorded and released in the same fiscal year as contributions without donor restrictions.
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Doctors Community Hospital and Subsidiaries
Notes to Consolidated Financial Statements

Excess of revenue over expenses (expenses over revenue)

The consolidated statements of operations and other changes in net assets without donor restrictions include the

excess of revenue over expenses (expenses over revenue) (the "performance indicator"). Changes in net assets

without donor restrictions, which are excluded from the excess of revenue over expenses (expenses over revenue),

consistent with industry practice, include contributions received and used for additions of long-lived assets,

distributions to non-controlling interest-holders, and changes in the pension obligation other than net periodic

pension cost.

Net patient service revenue

Net patient service revenue is reported at the estimated net realizable amounts from patients, third-party payers

and others for services rendered. The Hospital charges are based on rates established by the State of Maryland

Health Services Cost Review Commission (the Commission); accordingly, revenue reflects actual charges to

patients based on rates in effect during the period in which the services are rendered (see Note 11). CHP and the

Sleep Center are paid for services based on either negotiated contracts with commercial payers, fee schedules with

Medicare and Medicaid or standardized pricing for self-pay patients.

Explicit price concessions represent the difference between amounts billed as patient service revenue and amounts

allowed by third-party payers, and are accrued in the period in which the related services are rendered. Prior to July

1 , 2018, these explicit price concessions were reported as contractual discounts within patient service revenue.

Based on historical experience, a significant portion of the Hospital's uninsured patients will be unable or unwilling

to pay for services provided. Thus, the Hospital estimates an implicit price concession related to uninsured patients

in the period the services are provided based upon management's assessment of historical and expected net

collections. This estimate considers business and general economic conditions, trends in healthcare coverage and

other collection indicators. Throughout the year, management assesses the adequacy of these implicit price

concessions based upon its review of patient accounts receivable and collections to date. Other factors, such as

account aging and payment cycles, are considered when estimating implicit price concessions. Prior to July 1, 2018,

the Hospital used similar information to estimate a provision for bad debts. The Hospital follows established

guidelines for placing its self-pay patient accounts with an outside collection agency. After collection efforts are

exhausted, the uncollected balances are returned to the Hospital for final write-off.

Charity care

A patient is classified as a charity recipient by reference to certain established policies of the Company. These

policies define charity services as those services for which no payment is anticipated. In assessing a patient's ability

to pay, the Company utilizes the generally recognized poverty income levels in the local community, but also

includes certain cases where incurred charges are significant when compared to income.

Under current accounting standards, the Company is required to report the cost of providing charity care. The cost

of charity care provided by the Company totaled $8,425,301 and $8,862,484 for the years ended June 30, 2019

and 2018, respectively. Rates charged by the Hospital for regulated services are determined based on assessment

of direct and indirect cost calculated pursuant to the methodology established by the Commission (see Note 1), and

therefore the cost of charity services noted above for the Hospital are equivalent to its established rates for those

services. For any charity services rendered by the Company other than from the Hospital, the cost of charity care

is calculated by applying the estimated total cost-to-charge ratio for the non-Hospital services to the total amount

of charges for services provided to patients benefitting from the charity care policies of the Company's non-Hospital

affiliates. These charges are excluded from consolidated net patient service revenue.
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The Hospital receives a payment from the Commission with respect to an Uncompensated Care Fund ("UCC")
established for rate-regulated hospitals in Maryland. The UCC is intended to provide Maryland hospitals with funds
to support the provision of uncompensated care at those hospitals. The Hospital received $2,299,712'for 2019 and
$4,671,024 for 2018 in UCC payments. All hospitals contribute to the Health Care Coverage Fund (HCCF) that
supports the expansion of Medicaid eligibility and the Medicaid program. The Hospital contributed $2,695,536 for
2019 and $2,520,138 for 2018 to the HCCF.

Contributions and pledges

Unconditional promises to give cash and other assets to the Hospifal and the Foundation are reported at fair value
at the date the promise is received. Conditional promises to give and indications of intentions to give are reported
at fair value at the date the gift is received or when the conditions for receiving the donation have been satisfied.
The gifts are reported as restricted support if they .are .received with donor stipulations that limit the use of the
donated assets. Contributions restricted by donors for additions to the Hospital's operating property are transferred
from net assets with donor restrictions to net assets without donor restrictions when the expenditure is made. When
a donor restriction expires, that is, when a stipulated time restriction ends or purpose restriction is accomplished,
net assets with donor restrictions are reclassified as net assets without donor restrictions and reported in the
consolidated statements of operations and statements of changes in net assets as net assets released from
restriction.

The Hospital and Foundation write off any grants and pledges receivable that are considered uncollectible;
accordingly, there is no allowance for doubtful accounts recorded for these grants and pledges. Grants and pledges
receivable have not been discounfied because management considers the effect to be immaterial. The balance of
pledges receivable was $201,332 and $220,008 at June 30, 2019 and 2018, respectively, and is included in other
amounts receivable in the accompanying consolidated balance sheets.

Other operating revenue

The Hospital met compliance requirements to receive incentive payments for upgrading and implementing certified
electronic health record systems and becoming a meaningful user under the provisions of the American Recovery
and Reinvestment Act of 2009. The Hospital recognized and received a net $17,605 and $28,395 of meaningful
use funds during the fiscal years June 30, 2019 and 2018, respectively, and reported the amounts as other operating
revenue in the accompanying statements of operations and other changes in unrestricted net assets.

The ACO received notification that it will receive an incentive payment of $1,800,049 for 2018 financial reconciliation
and quality performance related to its ACO Medicare enrollees. ACO management anticipates that the CMS will
issue payments in October 2019. The incentive payment will first be applied to the ACO operating costs and the
remainder will be shared with providers who participated in the ACO during the performance period. This incentive
payment is included in other operating revenues and other amounts receivable in the accompanying consolidated
financial statements.

Advertising costs

The Hospital expenses advertising costs as they are incurred. Advertising expense was $1,850,449 and $1,691,853
for the fiscal years June 30, 2019 and 2018, respectively, and is reported as other expense in the accompanying
consolidated statements of operations and other changes in net assets without donor restrictions.
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Functional expenses

The Company's consolidated operating expenses by functional classification for the years ended June 30, 2019

and 2018 are as follows:

2019

Health care General and

services administrative Fundraising Total

Salaries and benefits $ 88,521,765 $ 34,425,131 $ 434,973 $ 123,381,869

Other operating expenses 47,936,619 18,642,019 103,029 66,681,667

Medical supplies 26,450,257 10,286,211 7,839 36,744,307

Depreciation and amortization 6,599,835 2,566,602 0 9,166,437

Interest 3,433,142 1,335,111 0 4,768,253

Total Operating Expenses $ 172,941,618 $ 67,255,074 $ 545,841 $ 240,742,533

2018

Health care General and

services administrative Fundraising Total

Salaries and benefits $ 92,179,152 $ 35,847,448 $ 387,228 $ 128,413,828

Other operating expenses 44,874,827 17,451,321 71,998 62,398,146

Medical supplies 26,727,698 10,394,105 7,420 37,129,223

Depreciation and amortization 6,787,764 2,639,686 0 9,427,450

Interest _ 3,346,992 1,301,608 0 4,648,600

Total Operating Expenses $ 173,916,433 $ 67,634,168 $ 466,646 $ 242,017,247

Fair value offinancial instruments

The following methods and assumptions were used by the Company to estimate the fair value of financial

instruments:

Cash and cash equivalents, patient accounts receivable, other amounts receivable, notes

receivable, and advances from third-party payers: The carrying amount reported in the balance

sheets for each of these assets and liabilities approximates their fair value.

• Marketable securities: Fair values are based on quoted market prices of individual securities or

investments if available, or are estimated using quoted market prices for similar securities (see

Note 2)

• Long-term debt: Fair values of the Hospital's fixed-rate debt are based on current traded values.

Income taxes

The Hospital and the Foundation are exempt from federal income tax under section 501 (c) (3) of the Internal

Revenue Code as public charities. Both entities are entitled to rely on this determination as long as there are no

substantial changes in their character, purposes, or methods of operation. Management has concluded that there

have been no such changes, and therefore the status of the Hospital and Foundation as public charities exempt

from federal income taxation remain in effect.
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The state in which the Hospital and the Foundation operate also provides a general exemption from state income
taxation for organizations that are exempt from federal income taxation. However, both entities are subject to federal
and state income taxation at corporate tax rates on unrelated business income. Exemption from other state and
local taxes, such as real and personal property taxes is separately determined. The Hospital and the Foundation
had no unrecognized tax benefits or such amounts were immaterial during the periods presented. For tax periods
with respect to which unrelated business income was recognized, a tax return was filed in order to report any
unrelated business income as well as any taxes due.

DRCC and ACO are Maryland limited liability companies that have not elected to be taxed as corporations under
current Treasury regulations. Both are owned by more than one member. DRCC and ACO are subject to the
partnership tax rules under Subchapter K of the Internal Revenue Code of 1986 (IRC), as amended. Under these
rules neither is subject to federal or state income tax, but must file annual information returns indicating their gross
and taxable income to determine the tax results to their members.

The Sleep Center and CHP are Maryland limited liability companies that have not elected to be taxed as
corporations under current treasury regulations. Sleep Center and CHP are wholly owned by the Hospital. As such,
the Sleep Center and CHP are considered "disregarded entities" under current IRC regulations.

Goodwill

Goodwill represents the excess of cost over the fair value of assets acquired. Management evaluates goodwill for
impairment on an annual basis. Management evaluated the carrying value reported for goodwill in the
accompanying consolidated balance sheets for impairment and believes the carrying value reported for goodwill on
the consolidated balances sheets as of June 30, 2019 and 2018 to be appropriately estimated (see Note 13).

Subsequent Events

Subsequent events have been evaluated by management through October 15, 2019, which is the date the
consolidated financial statements were available to be issued.

Recent Accounting Pronouncements

Effective December 31, 2018, the Company adopted Financial Accounting Standards Board (FASB) Accounting
Standards Update (ASU) No. 2016-14, Presentation of Financial Statements of Not for-Profit Entities (Topic 958).
This ASU changes certain financial statement requirements for not-for-profit entities in an effort to make the
information more meaningful to users and reduce reporting complexity. The Company adopted the ASU and has
adjusted the presentation in these consolidated financial statements accordingly. The ASU has been applied
retrospectively to all periods presented, except for the disclosure around liquidity and availability of resources. The
Company has elected to apply the practical expedient available in this ASU with respect to disclosure for liquidity
and availability of resources with respect to the year ended June 30, 2018.

In February 2018, the FASB issued ASU 2018-02, Leases (Topic 842), which requires lessees to recognize a lease
liability and aright-of-use asset for most leases. The amendments in this ASU are effective for the consolidated
financial statements for fiscal year ending June 30, 2020, with early adoption permitted, and should be applied
through a modified retrospective transition approach for leases existing at, or entered into after, the beginning of
the earliest comparative period presented in the financial statements. Management is currently evaluating and has
not yet determined the effects of adopting this ASU on the consolidated financial statements and disclosures.

During the year ended June 30, 2018, the Hospital adopted FASB ASU No. 2018-07, Improving the Presentation
of Net Periodic Pension Cost and Net Periodic Postretirement Benefit Cost, which clarified where defined benefit
pension cost components should be presented in an employer's income statement. This ASU requires service cost
to be presented in the same line item as other compensation costs arising from services rendered by employees
during the period, and other components of net benefit cost are required to be presented in the income statement
separately from the service cost component and outside a subtotal of income from operations.
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The effect ofthe retroactive application of ASU 2018-07 on previously reported financial statement amounts resulted

in $415,117 of net periodic pension cost previously included in income from operations on the consolidated

statements of operations and other changes in net assets without donor restrictions to be reclassified as a

component of nonoperating gains (losses). The frozen defined benefit pension plan sponsored by the Hospital

experienced no service cost in either 2019 or 2018.

2. Patient revenue and accounts receivable

During fiscal year 2019, the Company adopted FASB ASU 2014-09, Revenue from Contracts with Customers (Topic

606), and ASU 2015-14, Revenue from Contracts with Customers (Topic 606): Deferral of the Effective Date, using

the full retrospective method (ASC 606). The information in the prior year comparative period has been restated.

The overall impact of adoption was not material to the accompanying consolidated financial statements, with the

primary changes related to presentation of certain information, as described below, and expanded disclosures

related to revenue recognition principles, disaggregation of revenues and other matters.

As a result of the adoption of ASC 606, estimated uncollectible amounts from patients that were previously

presented as the provision for bad debts in the consolidated statements of operations are now considered implicit

price concessions (as defined in ASC 606), and are therefore, included in net patient service revenue. Such implicit

price concessions reflected in net patient service revenue in the accompanying consolidated financial statements

for the year ended June 30, 2019 and 2018 were $11,071,017 and $8,512,803, respectively. Prior to July 1, 2018,

the provision for bad debts was presented consistent with the previous revenue recognition standards separately

as a component of patient service revenue. Upon adoption of ASC 606, the allowances for doubtful accounts and

contractual adjustments of $15,467,115 and $17,942,460 at June 30, 2019 and 2018, respectively, were reclassified

as a direct reduction of patient accounts receivable. Such implicit price concessions continue to be presented as a

direct reduction of patient accounts receivable.

Management has determined that the Company has an unconditional right to payment only subject to the passage

of time for services provided to date based on just the need to either finalize billing for such services (i.e., charge

lag) or to discharge the patient and bill for such services for patients who are still receiving inpatient care in the

Company's facilities at the balance sheet date. Accordingly, the Company accrues revenues and the related

accounts receivable for services performed but not yet billed at the balance sheet date for in-house patients. Thus,

management has determined that the Company does not have any amounts that should be reflected separately as

contract assets.

As part of the adoption of ASC 606, the Company elected certain available practical expedients under the standard.

First, the Company elected the practical expedient that allows nonrecognition of the promised amount of

consideration from patients and third-party payers for the effects of a significant financing component due to the

Company's expectation that the period between the time the service is provided to a patient and the time that the

patient or a third-party payer pays for that service will be one year or less. However, the Company does, in certain

instances, enter into payment agreements with patients that allow payments in excess of one year. For those cases,

the financing component is not deemed to be significant to the respective contracts. Additionally, the Company has

applied the practical expedient whereby all incremental customer contract acquisition costs are expensed as they

are incurred, as the amortization period of the asset that the Company otherwise would have recognized is one

year or less in duration.

Patient service revenue is reported at the amoun#that reflects the consideration to which the Company expects to

be entitled in exchange for providing patient care. These amounts are due from patients, third-party payers

(including health insurers and government programs) and others. Generally, the Company bills patients and third-

party payers several days after services are performed or the patient is discharged from the facility. Revenue is

recognized as performance obligations are satisfied.
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Performance obligations are determined based on the nature of the services provided by the Company. Revenue
for performance obligations satisfied over time is recognized based on actual charges incurred in relation to total
expected charges. The Company believes that this method provides a faithful depiction of the transfer of services
over the term of the pertormance obligation based on the inputs needed to satisfy the obligations. Generally,
performance obligations satisfied over time relate to patients in the Hospital. The Company measures the
performance obligation from admission to the facility to the point when the facility is no longer required to provide
services to that patient, which is generally the time of discharge. Revenue for performance obligations satisfied at
a point in time generally relate to patients receiving outpatient services or patients and customers in a retail sefiting
and the Company does not believe it is required to provide additional goods or services.

Because all of its performance obligations relate to contracts with a duration of less than one year, the Company
has elected to apply the optional exemption provided in current applicable accounting standards 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. Any unsatisfied orpartially unsatisfied
performance obligations 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 patients are discharged, which
generally occurs within days or weeks of the end of the reporting period.

As discussed in Note 11, the Hospital charges are based on rates established by the Commission, which are
subsequently reduced by contractual discounts provided to third-party payers and discounts provided to uninsured
patients (i.e., explicit price concessions) in accordance with the Company policy, as well as any applicable implicit
price concessions that are estimated by management based on a number of factors including historical collection
experience: For non-Hospital services provided by fhe Company, management generally determines the
transaction price based on standard charges for goods and services provided, reduced by explicit price concession
in the form of contractual adjustmehts provided to third-party payers, discounts provided to uninsured patients in
accordance with internal policy, and implicit price concessions provided to uninsured patients. The Company
determines its estimate of implicit price concessions based on historical collection experience with each class of
patients using a portfolio approach as a practical expedient to account for patient contracts as collective groups
rather than individually. Management believes that the financial effects of using this practical expedient are not
materially different from an individual contract approach.

Laws and regulations concerning government programs, including Medicare and Medicaid, are complex and subject
to varying interpretation. As a result, there is at least a reasonable possibility that recorded estimates will change
by a material amount in the near term. As a result of investigations by governmental agencies, various healthcare
organizations have received requests for information and notices regarding alleged noncompliance with those laws
and regulations, which in some instances have resulted in organizations entering into significant settlement
agreements. Compliance with such laws and regulations may also be subject to future government review and
interpretation, as well as significant regulatory action, including fines, penalties, and potential exclusion from the
related programs. There can be no assurance fihat regulatory authorities will not challenge compliance of the
Company with these laws and regulations, and it is not possible to determine the impact (if any) such claims or
penalties would have upon the Company. The results of such governmental review could include fines, penalties
and exclusion from participation in the Medicare and Medicaid programs. In addition, the contracts the Company
has with commercial payers also provide for retroactive audit and review of claims.

Generally, patients who are covered by third-party payers are responsible for related deductibles and coinsurance,
which vary in amount. The Company also provides services to uninsured patients, and offers those uninsured
patients a discount, either by policy or law, from standard charges. The Company 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 inifial estimate of the transaction price is determined by reducing the standard
charge by any discounts and price concessions. Subsequent changes to the estimate of the transaction price are
generally recorded as adjustments to patient service revenue in the period of the change. Subsequent changes that
are determined to be the result of an adverse change in the patient's ability to pay are recorded as bad debt
expense.
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Consistent with mission of the Company, care is provided to patients regardless of their ability to pay. Therefore,

the Company provides 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 Company expects.to collect based

on its collection history with those patients and other factors.

Net patient service revenue from third-party payers and others (including uninsured patients) for the years ended

June 30, 2019 and 2018 are summarized in the following tables:

2019 2018

Medicare $ 118,346,517 49% $ 123,310,433 51%

Medicaid 31,514,613 13% 32,318,698 13%

Blue Cross Blue Shield 55,852,375 23% 43,909,366 18%

Other third-party payers 32,822,956 13% 38,565,238 16°/a

Self-pay patients 4,820,620 2% 1,413,034 2%

$ 243, 357, 081 $ 239, 516, 769

Revenue from deductibles and coinsurance are included in the categories presented above based on the primary

payer.

Gross patient accounts receivable were comprised of the following for the years ended June 30:

2019 2018

Medicare 24% 27%

Medicaid 27% 24%

Blue Cross Blue Shield 12% 9%

Other third-party payers 23% 24%

Self-pay patients 14% 16%

100% 100%

g, Investments

The following is a summary of investment securities held by the Company as of June 30:

Marketable securities:

Cash and cash equivalents

Money market and CD funds

Equity
Stock and mutual funds

2019

$ 2,204,303 $ 4,115,593

16,053,481 13,692,092

$ 18,257,784 $ 17,807,685

2018
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Investment return is summarized as follows for the years ended June 30:

2019

Othe r

Operating Nonoperating

Revenue Gains Total

Interest and dividend income $ 406,889 $ 0 $ 406,889
Net realized loss (214,951) 0 (214,951)
Net unrealized gain 0 145,630 145,630
In~stment fees (33,385) 0 (33,385)

$ 158,553 $ 145,630 $ 304,183

2018

Other

Operating Nonoperating

Revenue Gains Total

Interest and dividend income $ 387,319 $ 0 $ 387,319
Net realized gain 1,300 0 1,300
Net unrealized gain 0 11,927 11,927
Investment fees (32,104) 0 (32,104)

$ 356,515 $ 11,927 $ 368,442

Current accounting standards define fair value as the price that would be received to sell an asset or paid to transfer
a liability in an orderly transaction between market participants at the measurement date, and establish a three-
level hierarchy for fair value measurements based upon the transparency of inputs to the valuation of an asset or
liability as of the measurement date. The three levels of inputs that may be used to measure fair value are as
follows:

Level 1: Quoted prices in active markets for identical assets or liabilities.

Level 2: Observable inputs other than Level 1 prices such as quoted prices for similar assets or
liabilities, quoted prices in markets that are not active, or other inputs that are observable or
can be corroborated by observable market data for substantially the full term of the assets or
liabilities.

Level 3: Unobservable inputs that are supported by little or no market activity and that are significant to
the fair value of the assets or liabilities. Level 3 assets and liabilities include financial
instruments whose value is determined using pricing models, discounted cash flow
methodologies, or similar techniques, as well as instruments for which the determination of fair
value requires significant management judgment or estimation.

The following discussion describes the valuation methodologies used for the Company's financial assets and
liabilities measured at fair value. The techniques utilized in estimating the fair values are affected by the
assumptions used, including discount rates, and estimates of the amount and timing of future cash flows. Care
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should be exercised in deriving conclusions about the Company's business, its value, or financial position based

on the fair value information of financial assets and liabilities presented below.

Fair value estimates are made at a specific point in time, based on available market information and judgments

about the financial asset or liability, including estimates of the timing, amount of expected future cash flows, and

the credit standing of the issuer. In some cases, the fair value estimates cannot be substantiated by comparison to

independent markets. In addition, the disclosed fair value may not be realized in the immediate settlement of the

financial asset or liability. Furthermore, the disclosed fair values do not reflect any premium or discount that could

result from offering for sale at one time an entire holding of a particular financial asset or liability. Potential taxes

and other expenses that would be incurred in an actual sale or settlement are not reflected in the amounts disclosed.

Fair values of the Company's investments in mutual funds classified at Level 1 are based on quoted market prices.

Fair values for the Company's fixed income securities (corporate debt and federal government obligations) are

based on prices provided by its investment managers and its custodian bank. The investment managers and the

custodian bank use a variety of pricing sources to determine market valuations. Each designate specific pricing

services or indexes for each sector of the market based upon the provider's experience.

The Company's federal government obligations and government backed securities portfolio is highly liquid, which

allows for a high percentage of the portfolio to be priced through pricing services.

The following table presents the Company's fair value hierarchy for financial instruments measured at fair value on

a recurring basis as of June 30, 2019:

Level 1 Level 2 Level 3 Total Fair Value

Cash and cash equivalents
Money market funds $ 0 $ 2,204,303 $ 0 $ 2,204,303

Fixed income
U.S. government agency bonds/notes 0 11,747,496 0 11,747,496

Equity securities
Premier supply chain investment 654,710 0 0 654,710

Mutual funds
Short-term bond 1,337,600 0 0 1,337,600

Intermediate government 0 0 0 0

Merger arbitrage 0 0 0 0

World bond 154,845 0 0 154,845

Floating rate bonds 780,355 0 0 780,355

High-yield bond 339,981 0 0 339,981

Intermediate-term bond 441,749 0 0 441,749

Equity large blend 819,463 0 0 819,463

Long/short equity 902,573 0 0 902,573

Moderate allocation 1,140,189 0 0 1,140,189

Mid-cap growth 376,140 0 0 376,140

Real estate 292,544 0 0 292,544

Foreign large blend 917,601 0 0 917,601

Large blend 187,824 0 0 187,824

Diversified emerging markets 342,357 0 0 342,357

Large growth 201,323 0 0 201,323

Small growth - 0 0 0

Total assets $ 8,889,254 $ 73,951,799 $ 0 $ 22,841,053

Plus deposits in transit 38,327

Total $ 22,879,380

Less investments included in other assets ~ 4,621,596

Total investments per consolidated balance sheet $ 18,257,784
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The total investment of $22,879,380 includes deposits in transit of $38,327 plus financial instruments of
$22,841,053. The above table includes financial instruments of $4,621,596 included in other assets on the
consolidated balance sheets for deferred compensation and other arrangements.

The following table presents the Company's fair value hierarchy for financial instruments measured at fair value
on a recurring basis as of June 30, 2018:

Level 1 Level 2 Level 3 Total Fair Value
Cash and cash equivalents
Money market funds $ 0 $ 4,115,593 $ 0 $ 4,115,593

Fixed income
U.S. government agency bonds/notes 0 4,442,024 0 4,442,024

Equity securities
Premier supply chain investment 601,990 0 0 601,990
Mutual funds
Short-term bond 470,395 0 0 470,395
Intermediate government 616,001 0 0 616,001
Merger arbitrage 5,322,279 0 0 5,322,279
World bond 339,533 0 0 339,533
Floating rate bonds 767,457 0 0 767,457
High-yield bond 303,759 0 0 303,759
Intermediate-term bond 303,147 0 0 303,147
Equity large blend 791,469 0 0 791,469
Long/short equity 299,806 0 0 299,806
Moderate allocation 613,638 0 0 613,638
Mid-cap growth 617,394 0 0 617,394
Real estate 169,480 0 0 169,480
Foreign large blend 1,226,034 0 0 1,226,034
Large blend 159,579 0 0 159,579
Diversified emerging markets 390,715 0 0 390,715
Large growth 180,163 0 0 180,163
Small growth 390,547 0 0 390,547

Total assets $ 13,563,386 $ 8,557,617 $ 0 $ 22,121,003
Plus deposits in transit 4,271
Total $ 22,125,274
Less investments included in other assets 4,317,589
Total investments per consolidated balance sheet $ 17,807,685

The total investment of $22,125,274 includes deposits in transit of $4,271 plus financial instruments of $22,121,003.
The above table includes financial instruments of $4,317,589 included in other assets on the consolidated balance
sheets for deferred compensation and other arrangements.

There were no significant transfers between fair value hierarchy levels for the years ended June 30, 2019 and 2018.

4. Joint Ventures and Equity Investments

Health Ventures and ASC invest in businesses consistent with the mission and strategic plan of the Company.
Unconsolidated investments are carried at cost or at equity depending on the percentage of ownership and control.
Investment in Magnolia Gardens LLC represents a 51% interest and is not consolidated with the financial
statements of the Company because Health Ventures and ASC do not control the investees. The investment
income of these joint ventures and equity investments is reported in non-operating gains/losses in the
accompanying consolidated statements of operations and other changes in net assets without donor restrictions.
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These investments, which are reported as noncurrent assets in the accompanying consolidated financial

statements, are summarized as follows as of June 30:

Name 2019 2018

Magnolia Gardens LLC $ 5,210,175 $ 5,347,172

University Center for Ambulatory Surgery (922,539) (675,494)

Maui 0 34,562

Diagnostic Imaging, LLC 732,290 691,859

$ 5,019,926 $ 5,398,099

5. Related Party Transactions

The Hospital has income guarantee agreements with certain physicians. These advances are held as promissory

notes and are often forgiven based on the established terms of these notes, such as maintaining an active practice

in the Hospital's community.

The Hospital advanced funds to Health Ventures in its establishment of MMS. Since MMS is wholly owned by Health

Ventures, the amounts loaned to MMS have been eliminated in consolidation.

The Medical Director of Radiology for the Hospital is an investor in DI, which is an unconsolidated subsidiary of

Health Ventures. The Medical Director of DCP, who is also a Foundation board member, leases property to the

Hospital and CHP.

6. Land, Buildings, and Equipment

Land, buildings, and equipment are summarized as follows:

Name

June 30
Useful Life 2019 2018

Land improvements

Buildings

Leasehold improvements

Furniture and equipment
Equipment under capital lease obligations

Less accumulated depreciation

Construction in progress
Land

2-40 Years $ 4,525,777

4-40 Years 137,331,411

4-40 Years 5,130,560

2-20 Years 105,396,278
2-20 Years 190,000

252,574,026
(157,091,894)
95,482,132

730,289
6,138,502

$ 102,350,923

21

$ 4,525,777

137,331,414

5,130,560

99,559,406
190,000

246, 737,157
(148,156,738)
98,580,419

2,541,396
6,138,502

$ 107,260,317
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Accumulated depreciation includes accumulated amortization of capital leased equipment in the amount of
$276,150 and $207,017 as of June 30, 2019 and 2018, respectively. Depreciation expense related to capital leased
equipment was $69,133 and $61,350 for fiscal year 2019 and 2018, respectively.

7, Long-Term Debt

Long-term indebtedness as of June 30 consisted of the following:

Maryland Health and Higher Education Facilities
Authority Revenue Bonds, Series 20176 Bond
2.180% term bonds due October 1, 2024

Maryland Health and Higher Education Facilities
Authority Revenue Bonds, Series 2016 Bond
Series 2016A _ Tax_Exempt Private Placement 2007 Refunding
2.567% term bonds due July 9 , 2030
Series 2016A Tax Exempt Private Placement 2010 Partial Refunding
2.567% term bonds due July 1, 2030

Maryland Health and Higher Education Facilities
Authority Revenue Bonds, Series 2017A:
5.00% term bonds due July 1, 2031
5.00% term bonds due ;July 1, 2032
5.00% term bonds due July 1, 2033
5.00% term bonds due July 1, 2034
5.00% term bonds due July 1, 2038

Capital leases

Current portion of long-term debt
Financing costs, net of accumlated amortization
Qriginal issue premium, net of accumulated amortization

2019

28,570,000 $

16,795,000

15,150,000

6,720,000
7,055,000
7,410,000
7,780,000
35,200,000

77,255
$ 124,757,255

(4,448,457)
(1,514,133)

2018

33,510,000

16,795,000

15,150,000

6,720,000
7,055,000
7,410,000
7,780,000
35,200,000

118;945
29,738,945
(4,981.689)
(1,701,053)

3,599,400 3,832,791
$ 122,394,065 $ 126,888,994

The fair value of the Company's Series 2018A bonds, based on quoted market prices, was $72,482,555 and
$70,428,072 for fiscal year 2019 and 2018, respectively. Remaining. bonds are private placement bonds. Fair value
of the private placement bonds approximate carrying value.

Financing costs incurred in issuing the Maryland Health and Higher Education Facilities Authority (MHHEFA)
Revenue Bonds have been capitalized by the Hospital. These costs are being amortized over the life of the related
bond issue using the bonds-outstanding method, which approximates the interest method. Deferred financing costs
are presented as a direct deduction of long-term debt and are amortized using the straight-line method over the
term of the related financing.
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The aggregate maturities of long-term debt, including sinking fund principal requirements during the next five fiscal

years, are as follows:

2020 $4,448,457

2021 4,978,798

2022 5,070,000

2023 5,195,000

2024 5,265,000

2025 and after 99,800,000
$ 124,757,255

Total interest paid for the years ended June 30, 2019 and 2018 was $4,768,000 and $4,648,000, respectively.

Revenue bonds

On February 8, 2017 MHHEFA issued $64,165,000 principal amount of Revenue Bonds, Series 2017A. The

proceeds of this issue were used to retire the remainder of the Series 2010 Bonds in order to take advantage of

lower interest rates with an estimated net present value savings of $3.7 million.

On June 28, 2016 MHHEFA issued $73,445,000 principal amount of Revenue Bonds, Series 2016A ($31,945,000)

and Series 2016B ($41,500,000). The proceeds of this issue were used to retire the Series 2007A Bonds and Series

2010 Bonds (partial) in order to take advantage of lower interest rates with an estimated net present value savings

of $7.3 million. In 2017, the Series 2016B taxable note was converted as planned to Series 20178. On March 23,

2017 the Series 2016 were converted to Series 20176 bonds as planned when the 20168 bonds were issued in

June 2016.

The Obligated Group for MHHEFA bond issuances includes the Hospital, CHP, Foundation, Sleep Center, Doctors

Community Medical Group and Doctors Integrated Healthcare Network and Health Ventures excluding the MAUI,

Magnolia Gardens, DI LLC, ACO, and STM. The Series 2017A, Series 20176, and Series 2016 Bonds are secured

by the revenue and accounts receivable of the Obligated Group, and certain other property secured by a Deed of

Trust. The Obligated Group is required to maintain certain compliance ratios and covenants as defined under the

bond documents. In the opinion of the management, the Hospital has complied with the required covenants for

2017 and 2016.

Other debt

During 2008, DRCC obtained a $4,000,000 revolving line of credit from a commercial lender to finance the

acquisition of certain medical equipment. The line of credit was converted to a capital lease during 2009. Beginning

in October 2009, monthly payments of principal and interest at 6.8% per annum become due. In July 2012, DRCC

modified the capital equipment lease to obtain an interest rate of 3.6%. This lease ended January 2019.

During 2018, the Hospital obtained a $155,672 capital lease for surgical equipment. Beginning in August 2017,

monthly payments of principal and interest at 4.16% per annum commenced. The outstanding principal balance is

$77,255 as of June 30, 2019.

S. Professional and General Liabilities, Workers Compensation, and Employee Health

Coverages

The Hospital has coverage for professional and general liabilities on a claims-made basis from Freestate Healthcare

Insurance Company, Ltd., a group captive formed by several Maryland hospitals. The Hospital owns 20% interest

in the captive and accounts for it using the cost method. The cost of $15,000 is recorded in other noncurrent assets

in the accompanying consolidated balance sheets as of June 30, 2019 and 2018. Premiums
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are expensed as incurred and are established based on the Hospital's historical experience supplemented as
necessary with industry experience. The total premium is allocated to each of the shareholders based on their
experience. Retrospective premium assessments and credits are calculated based on the aggregate experience of
all named insureds under the policy. Each named insured's assessment of credit is based on the percentage of
their actual exposure to the actual exposure of all named insureds. In management's opinion, the assets of
Freestate are sufficient to meet its obligations as of June 30, 2019. If the financial condition of Freestate were to
materially deteriorate in the future, and Freestate was unable to pay its claim obligations, the responsibility to pay
those claims would return to the member hospitals.

The captive is responsible for claims up to $1,000,000 for each and every loss event. Additional coverage has been
purchased by the captive for all claims in excess of $1,000,000 to a limit of $6,000,000 effective March 1, 2006,
$10,000,000 effective March 1, 2012, and $15,000,000 March 1, 2019. The estimated unpaid loss liability reserved
by the captive for the Hospital was $10,656,429 and $10,679,655 at June 30, 2019 and 2018, respectively. These
amounts are included in long term liabilities and the related anticipated insurance recoveries were reported in
noncurrent assets in the accompanying consolidated balance sheets. The liability for all claims incurred but not
reported for the Hospital was $1,066,000 and $1,351,000 at June 30, 2019 and 2018, respectively. The discount
rate for unpaid losses is 3.5%for years ending June 30, 2019 and 2018.. The Hospital engages a consulting actuary
to assist in the determination of all professional liability claims incurred but not reported.

The Company is self-insured against workers' compensation claims up to a per-claim limit of $500,000 with an ,
annual limitation of approximately $1,000,000. A liability has been recorded for all known claims and an estimate
for claims incurred but not reported in the amount of $1,080,971 and $1,138,752 at June 30, 2019 and 2018,
respectively. These amounts are included in accounts payable and accrued expenses in the accompanying
consolidated balance sheets.

The Company is self-insured against employee health medical claims up to a per-claim limit of $200,000 and no
maximum aggregate benefit. A liability has been recorded for all known claims and an estimate for claims incurred
but not reported in the amount of $621,000 and $590,000 at June 30, 2019 and 2018, respectively. These amounts
are included in accounts payable and accrued expenses in the accompanying consolidated balance sheets.

9. Leases

The Company has operating leases covering various medical and other equipment and facilities. Generally, the
leases carry renewal provisions and require the Company to pay maintenance costs.

Future minimum lease payments as of June 30, 2019 are as follows:

2020
2021
2022
2023
Total minimum lease payments

Current portion of capital leases

Capital lease obligations, less current portion

Capital Leases Operating Leases Total

$ 43,457
33, 798

0
0

77, 255

(43,457)

$ 33, 798

24
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3,207,274 3,241,072
1,122, 836 1,122, 836
846,883 846,883
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Total rental expense reported in the accompanying consolidated statements of operations and other changes in net

assets without donor restrictions for the years ended June 30, 2019 and 2018 was $4,520,459 and $4,590,269,

respectively.

10. Retirement Plans

The Company has a 403b defined contribution plan (the "contribution plan") covering substantially all its employees.

The contribution plan is employee and employer contributory. The Company contributed a match of $0.50 for every

$1.00 of elective deferrals for a plan year for eligible employees up to 4% of base compensation. Defined

contribution plan expense amounted to $1,422,542 and $1,358,026 for 2019 and 2018, respectively.

The Company froze the defined benefit pension plan that it sponsors (the Plan) in 2011, which covered substantially

all employees. The decision to terminate the Plan has not been made by the board of directors. The benefits are

based on years of.service and employee compensation during years of employment. The Company's funding policy

is to make sufficient contributions to the Plan to comply with theminimum funding provisions of the Employee

Retirement Income Security Act of 1974 (FRIBA). The Company expects to contribute $731,210 to the Plan during

2019 to keep the funding levels at the ERISA requirements. The measurement date of the Plan is June 30.

The following table provides a reconciliation of the benefit obligation, Plan assets, and funded status of the Plan in

the Company's consolidated financial statements based on actuarial valuations for the years ended June 30:

For the Year Ended

2019 2018

Accumulated Benefit Obligation

Change in Benefit Obligation

Benefit Obligation at beginning of year $ 22,871,105 $ 23,860,808

Inferest cost 796,893 767,879

Settlemeht loss/(gain) (14,800) 59,434

Actuarial loss/(gain) 1,234,497 (848,735)

Settlement payments (3,136,449) (884,944)

Benefits paid (89,780) (83,337)

Benefit Obligation at End of Year $ 21,661,466 $ 22,871,105

Change in Plan Assets
Fair value of plan assets at beginning of year $ 18,711,547 $ 18,094,964

Actual return on plan assets 525,639 777,090

Employer contributions 649,116 807,774

Settlement payments (3,136,449) (884,944)

Benefits paid (89,780) (83,337)

Fair Value of Plan Assets at End of Year $ 16,660,073 $ 18,711,547

Funded Status (Pension Obligation) $ (5,001,393) $ (4,159,558)

Components of Net Periodic Benefit Costs

Interest cost 796,893 767,879

Expected return on plan assets (942,470) (1,019,667)

Settlement 1,181,733 315,334

Recognition of loss from change in measurement date 497,360 571,181

Net Period Pension Costs $ 1,533,516 $ 634,727
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The total amount recognized in net assets without donor restrictions in the accompanying consolidated financial
statements for the years ended June 30:

Net actuarial loss
2019 2018
8,107,158 8,149, 723

During 2018, lump sum distributions exceeded the Plan's interest cost triggering a settlement event. As a result, a
settlement loss of $1,181,733 and $315,334 was recognized for 2019 and 2018, respectively.

Plan assets are invested to ensure that the Plan has the ability to pay all benefit and expense obligations when due,
to maximize return within prudent levels of risk for pension assets, and to maintain a funding cushion for unexpected
developments. The target weighted-average asset allocation of pension investments was 35% equities and 65%
fixed maturity securities and cash as of June 30, 2019.

The Plan's estimated future benefit payments are as follows:

2020 $ 2,289,270
2021 1,404,901
2022 1,291,287
2023 1,270,877
2024 1,291,441
2025 - 2029 6,743,826
Total $ 14,291,602

The weighted-average assumptions used to determine net periodic benefit cost and the projected benefit obligation
for the years ended June 30 were as follows:

2019

Discount rate
Expected return on Plan assets

3.10%
6.00%

2018

3.90%
6.00%
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The followirig table presents the Company's fair value hierarchy for financial instruments measured at fair value on

a recurring basis as of June 30, 2019:

Level 1
Equity Securities
Mutual Funds
Diversified Emerging Mkts $ 412,261
Foreign Large Blend 333,347
Foreign Small/Mid Growth 84,096
High Yield Bond 1,658,239
Inflation-Protected Bond 1,691,182
Intermediate Government 1,689,794
Intermediate-Term Bond 3,215,307
Large Growth 1,324,825
Large Value 1,175,464
Mid-Cap Growth 823,906
Mid-Cap Value 850,896
Multisector Bond 2,537,735
Small Growth 358,485
Small Value 504,536

Total assets $ 16,660,073

Level 2 Level 3 Total Fair Value

$ 0
0
0
0
0
0
0
0
0
0
0
0
0
0

$ 0

Level2 Level3

The following table presents the Company's fair value hierarchy for financial instruments measured at fair value on

a recurring basis as of June 30, 2018:

Level 1

Equity Securities
Mutual Funds
Diversified Emerging Mkts $ 446,394
Foreign Large Blend 360,471
Foreign Small/Mid Growth 96,427
High Yield Bond 1,892,665
Inflation-Protected Bond 1,903,459
Intermediate Government 1,889,478
Intermediate-Term Bond 3,591,148
Large Growth 1,532,237
Large Value 1,315,072
Mid-Cap Growth 959,130
Mid-Cap Value 934,540
M ultisector Bond 2,792,597
Small Growth 419,080
Small Value 578,849

Total assets $ 18,711,547

$ 0
0
0
0
0
0
0
0
0
0
0
0
0
0

$ 0

$ 0
0
0
0
0
0
0
0
0
0
0
0
0
0

$ 0

$ 412,261
333,347
84,096

1,658,239
1,691,182
1,689,794
3,215,307
1,324,825
1,175,464
823,906
850,896

2,537,735
358,485
504,536

$ 16,660,073

Total Fair Value

$ 0
0
0
0
0
0
0
0
0
0
0
0
0
0

$ 0

$ 446,394
360,471
96,427

1,892,665
1,903,459
1, 889,478
3,591,148
1,532,237
1,315,072
959,130
934,540

2,792,597
419,080
578,849

$ 18,711,547

There were no significant transfers between fair value hierarchy levels for the years ended June 30, 2019 and 2018.

The Hospital has a deferred compensation plan that permits certain executives to defer receiving a portion of their

compensation. The deferred amounts are included in other assets in the accompanying consolidated balance

sheets. The associated liability of an equal amount is included in other liabilities in the accompanying consolidated
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balance sheets. The liability recorded regarding the deferred compensation was $4,253,265 and $3,949,258 as of
June 30, 2019 and 2018, respectively. During 2019 and 2018, distributions of $85,329 and $30,870 were made to
participants in the deferred compensation plan, respectively.

The Hospital is the beneficiary of split dollar life insurance policies in place for certain executives. The amounts that
could be realized by the Hospital under the insurance contracts are approximately $9,000,000 as of both June 30,
2019 and 2018 and are included in other assets in the consolidated balance sheets.

11. Maryland Health Services Cost Review Commission

Certain of the Hospital's charges are subject to review and approval by the Commission. Hospital management has
filed the required forms with the Commission and believes the Hospital is in compliance with Commission
requirements.

The current rate of reimbursement for principally all hospital inpatient and outpatient services to patients under the
Medicare and Medicaid programs is based on an agreement between the Centers for Medicare and Medicaid
Services and the Commission. This agreement is based upon a waiver from Medicare reimbursement principles
under Section 1814(b) of the Social Security Act and will continue as long as all third-party payers elect to be
reimbursed under this program, the rate of increase for costs per hospital services is below the national average,
and certain specific quality indicators are met. In January 2014, the State of Maryland and CMS agreed to implement
a revised waiver focused on population health, and the previous waiver was terminated.

This was a new global budget arrangement which set a fixed revenue amount for the upcoming year, without
fluctuation due to utilization or case mix. This was afive-year demonstration where Maryland successfully made
significant progress toward reducing costs inside and outside of the hospital as well as improving patient, care.
Beginning January 2019 the new "Total Cost of Care Model" (the "Model") was approved and builds upon the
successes of the All-Payer Model. The Model encourages continued clinical redesign and provides tools to
providers to treat complex and chronic conditions and is built on the same global budget arrangement mechanics
for revenue setting as the predecessor model. This is approved fora 10-year term provided Maryland meets the
Model performance requirements.

Management believes that the waiver program will remain in effect at least through June 2020. The Hospital
undercharged its revenue target by $928,478 and $1,747,735 as of June 30, 2019 and 2018, respectively.
Overcharges and undercharges are recouped in succeeding years through the Commission's rate setting
methodology.

The timing of the Commission's rate adjustments for the Hospital could result in an increase or reduction in rates
due to the variances and penalties in a year subsequent to the year in which such items occur. The Hospital's policy
is to accrue revenue based on actual charges for services to patients in the year in which the services to patients
are performed and billed.

12. Contingencies

Litigation

There are several lawsuits pending in which the Hospital has been named as defendant. In the opinion of Hospital
management, after consultation with legal counsel, the potential liability, in the event of adverse settlement, will not
have a material impact on the Hospital's consolidated financial position.
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Risk factors

The Company's ability to maintain and/or increase future revenues could be adversely affected by:

• The growth of managed care organizations promoting alternative methods for health care delivery

and payment of services such as discounted fee for service networks and capitated fee

arrangements (the rate setting process in the State of Maryland prohibits hospitals from entering

into discounted fee arrangements; however, managed care contracts may provide for exclusive

service arrangements);

• Proposed and/or future changes in the laws, rules, regulations, and policies relating to the

definition, activities, and/or taxation of not-for-profit tax-exempt entities;

• The enactment into law of all or any part of the current budget resolutions under consideration by

Congress related to Medicare and Medicaid reimbursement methodology and/or further reductions

in payments to hospitals and other health care providers;

• The future of Maryland's certificate of need program, where future deregulation could result in the

entrance of new competitors, or future additional regulation may eliminate the Company's ability to

expand new services; and

• The ultimate impact of, and any changes to, the federal Patient Protection and Affordable Care Act

and the Health Care Education Affordability Reconciliation Act of 2010.

The Joint Commission, anon-governmental privately owned entity, provides accreditation status to hospitals and

other health care organizations in the United States. Such accreditation is based upon a number of requirements

such as undergoing periodic surveys conducted by Joint Commission personnel. Certain managed care payers

require hospitals to have appropriate Joint Commission accreditation in order to participate in those programs. In

addition, the CMS, the agency with oversight of the Medicare and Medicaid programs, provides "deemed status"

for facilities having Joint Commission accreditation. By being Joint Commission accredited, facilities are "deemed"

to be in compliance with the Medicare and Medicaid conditions of participation. Termination as a Medicare provider

or exclusion from any or all of these programs/payers would have a materially negative impact on the future financial

position, operating results and cash flows of the Hospital. In February 2019 the Hospital was surveyed by Joint

Commission and received a full three-year Joint Commission accreditation through February 2022.

The Company invests in various investment securities. Investment securities are exposed to various risks such as

interest rate, market, and credit risks. Due to the level of risk associated with certain investment securities, it is at

least reasonably possible that changes in values of investment securities will occur in the near term, and such

changes could materially affect the amounts reported as investments on the consolidated balance sheets.
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Y3, Goodwill

The Company uses the acquisition method of accounting to record goodwill when purchasing physician practices
and other similar entities. The table below presents goodwill that has been recorded as of June 30 for the following
acquisitions:

Cancer center, DRCC

Orthopedic practice

Nursing home

Surgery center

Cancer center, MRCC

Physician practices

ZO'i9 2018

$ 1,062,531 $ 1,062,531

_ 376,316 376,316

767,285 767,285

20,416 2Q,416

646, 975 646, 975

197,375 197,375

$ 3,070,898 $ 3,070,898

iq.. Liquidity and Availability

Financial assets available for general expenditure within one year of the consolidated balance sheet date, consist
the following at June 30, 2019:

2019

Cash and cash equivalents
Patient accounts receivable, net
Pledges receivable, net
Other receivables
Investments with daily and weekly liquidity
Total

$ 34,168,164
38, 839, 947
201,332

5,418, 525
17,436, 369

$ 96,064,337
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i~, Net Assets With Donor Restrictions

Net assets with donor restrictions are available as of June 30 for the following programs and projects:

2019

Nancy Heilman Scholarship Fund $ 1,479

Brian Erfan Memorial Fund 5,850

Jane Schafer Scholarship Fund 10,785

Rehabilitation Services 12,937

Cardiac Rehab Services 7,389

Pulmonary Rehab Scholarship Fund 38,832

Borden Breast Center 20,000

Women's Health 119,015

Koman Grant 50,000

Diabetes Center 0

Lymphedema Center 7,826

Smoking Grant 14,755

Community Outreach 38,045

Behavioral Health 22,572

MHA HPP Disaster Grant 2,196

Health fair Screening 2,891

So. Md. Tranistional Care Partnership 104,979

DHMH Biosense Grant 4,575

Population Health: Mobile Clinic 20,282

Volunteers 403

Multi-Faith Worship Center 1,999

$ 486,810

16. Subsequent Event

2018

$ 1,479

5,850

10,785

12,937

20,088

13,685

20,000

94, 304

307,471

31, 895

7,826

14,755

56,977

22,572

20,954

2,891

138,420

4,575

15,000

3,099

33, 357

$ 838,920

On July 1, 2019, the Company completed a transaction that resulted in the Company becoming awholly-controlled

subsidiary of Anne Arundel Health System (AAHS). The new combined entity will change its name in the interim to

Luminis Health, pending selection of an appropriate name for the new combined health system. This transaction

will be accounted for as an acquisition under current accounting standards during the year ending June 30, 2020.

No consideration was exchanged in the transaction; however, AAHS has committed to investing $138 million into

the Company over a period of 5 years.
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Report of Independent Auditors

The Board of Trustees
Anne Arundel Health System, Inc.

We have audited the accompanying consolidated financial statements of Anne Arundel Health
System, Inc. (a Maryland not-for-profit corporation) and subsidiaries, which comprise the
consolidated balance sheets as of June 30, 2019 and 2018, 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.

Management's Responsibility for the Financial Statements

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

Auditor's Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits. We
did 'not audit the financial statements of Cottage Insurance Company, Ltd., a wholly owned
subsidiary, which statements reflect total assets of $39,535,000 and $51,647,000 as of June 30,
2019 and 2018, respectively, and net loss after eliulination of intercompany revenues of
$10,149,000 and $7,137,000, respectively, for the years then ended. Those statements were audited
by other auditors whose report has been furnished to us, and our opirvon, insofar as it relates to the
amounts included for Cottage Insurance Company, Ltd., is based solely on the report of the other
auditors. We conducted our audits in accordance with auditing standards generally accepted in the
United States. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement.

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

1908-3235920
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and the reasonableness of significant accounting estimates made by management, as well as

evaluating the overall presentation of the financial statements.

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

for our audit opinion.

Opinion

In our opinion, based on our audits and the report of other auditors, the financial statements referred

to above present fairly, in all material respects, the consolidated financial position of Anne Arundel

Health System, Inc. and subsidiaries at June 30, 2019 and 2018, and the consolidated results of

their operations, changes in their net assets, and their cash flows for the years then ended in

conformity with U.S. generally accepted accounting principles.

Adoption of New Accounting Pronouncements

As discussed in Note 2 to the consolidated financial statements, the System changed its method

for revenue recognition as a result of the adoption of the amendments to the FASB Accounting

Standards Codification resulting from Accounting Standards Update No. 2014-09, Revenue fi^om

ContNacts with Customers, effective July 1, 2018. The System also changed the presentation and

related disclosures of net assets as a result of the adoption of the amendments to the FASB

Accounting Standards Codification resulting from Accounting Standards Update 2016-14,

Presentation of Financial Statements of Not foY Profit Entities, effective June 30, 2019. Our

opinion is not modified with respect to these matters.

Supplementary Information

Our audits were conducted for the purpose of forming an opinion on the consolidated financial

statements~s a whole. The supplementary 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. In our opinion, the information is fairly stated, in all material respects, in relation to the

consolidated financial statements as a whole.

~~~ f ~~~

October 23, 2019
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Anne Arundel Health System, Inc. and Subsidiaries

Consolidated Balance Sheets

June 30

2019 2018
Assets
Current assets:
Cash and cash equivalents $ 15,100,000 $ 101,403,000
Short-tern investments 15,261,000 11,771,000
Cui7ent portion of assets whose use is limited 15,190,000 14,521,000
Patient receivables, net 80,307,000 78,889,000
Current portion of pledges receivable, net 494,000 1,017,000
Inventories 8,650,000 7,976,000
Prepaid expenses and other• cLurent assets 14,125,000 11,391,000

Total current assets 149,127,000 226,968,000

Property and equipment 918,666,000 884,437,000
Less accumulated depreciation and amortization (493,004,000) (456,606,000)
Net property and equipment 425,662,000 427,831,000

Other assets:
Investments 386,056,000 292,636,000
Investments in joint ventures 8,886,000 9,740,000
Pledges receivable, net 2,802,000 3,098,000
Assets whose use is limited 35,973,000 36,375,000
Restricted collateral for interest rate swap contract 67,404,000 44,893,000
Other assets 34,374,000 43,856,000

Total assets $ 1,110,284,000 $ 1,085,397,000

1908-3235920 3



Anne Arundel Health System, Inc. and Subsidiaries

Consolidated Balance Sheets (continued)

June 30

2019 2018

Liabilities and net assets
Current liabilities:

Accounts payable

Accrued salaries, wages, and benefits

Other accrued expenses

Current portion of long-term debt

Advances from third-party payors

Total cut~ent liabilities

$ 30,458,000 $ 21,915,000

37,814,000 36,100,000

18,389,000 21,478,000

11,029,000 8,848,000

23,903,000 21,005,000

121,593,000 109,346,000

Long-tei~rn debt, less current portion and

unamortized original issue premium

Interest rate swap contracts

Accrued pension liability

Other long-term liabilities

Total liabilities

Net assets:
Without donor restrictions

With donor restrictions

Total net assets

Total liabilities and net assets

See accompanying notes.

359,735,00() 372,283,000

78,479,000 59,303,000

6,076,000 3,314,000

37,010,000 45,829,000

602,893,000 590,075,000

482,661,000 469,018,000

24,730,000 26,304,000

507,391,000 495,322,000

$ 1,110,284,000 $ 1,085,397,000
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Anne Arundel Health System, Inc. and Subsidiaries

Consolidated Statements of Operations and Changes in Net Assets

Year Ended June 30

2019 2018
Operating revenue:
Net patient service revenue (net of contractual
allowances) ~ $ 742,876,000 $ 725,266,000

Provision for bad debts — (17,886,000)
Net patient service revenue 742,876,000 707,380,000
Other operating revenue 33,180,000 28,093,000

Total operating revenue 776,056,000 735,473,000

Operating expenses:
Salaries and wages 349,660,000 328,636,000
Employee benefits 56,356,000 52,781,000
Supplies 159,489,000 151,547,004
Purchased services 137,557,000 129,086,000
Depreciation and amortization 36,833,000 36,373,000
Interest 13,118,000 13,205,000
Transaction costs 3,279,000 —

Total operating expenses 756,292,000 711,628,000
Operating income 19,764,000 23,845,000

Other (loss) income:
Investment income, net 13,873,000 11,214,000
Loss on advance refunding of debt — (6,056,000)
Loss from joint ventures and other, net (545,000) (1,730,000)
Pension expense (4,777,000) (230,000)
Change in unrealized losses on trading securities, net 10,034,000 8,170,000
Realized and unrealized (losses) gains on interest rate
swap contracts, net (23,361,000) 8,858,000

Total other (loss) income, net (4,776,000) 20,226,000
Excess of revenue over expenses $ 14,988,000 $ 44,071,000

1908-3235920 5



Anne Arundel Health System, Inc. and Subsidiaries

Consolidated Statements of Operations and Changes in Net Assets (continued)

Without Donor With Donor

Restrictions Restrictions Total

Net assets, June 30, 2017 $ 420,857,000 $ 25,313,000 $ 446,170,000

Excess of revenues over expenses 44,071,000 — 44,071,000

Pension liability adjustment 1,944,000 — 1,944,000

Released from restrictions used for

purchase of property and equipment 592,000 — 592,000

Transfers and other, net 1,554,000 — 1,554,000

Restricted gifts, bequests, and

contributions — 6,834,000 6,834,000

Unrealized losses on uivestments — (180,000) (180,000)

Restricted investment income — 89,000 89,000

Net assets released from restrictions — (5,550,000) (5,550,000)

Other — (202,000) (202,000)

Changes in net assets 48,161,000 991,000 49,152,000

Net assets, June 30, 2018 469,018,000 26,304,000 495,322,000

Excess of revenues over expenses 14,988,000 — 14,988,000

Pension liability adjustment (2,784,000) — (2,784,000)

Released from restrictions used for —

purchase of property and equipment 163,000 — 163,000

Transfers and other; net 1,276,000 — 1,276,000

Restricted gifts, bequests, and

contributions — 5,451,000 5,451,000

Ur~ealized losses on investments — (18,000) (18,000)

Restricted investment income — 60,000 60,000

Net assets released from restrictions — (7,964,000) (7,964,000)

Other — 897,000 897,000

Changes in net assets 13,643,000 (1,574,000) 12,069,000

Net assets, June 30, 2019 $ 482,661,000 $ 24,730,000 $ 507,391,000

See acco»zpanying notes.
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Anne Arundel Health System, Inc. and Subsidiaries

Consolidated Statements of Cash Flows

Year Ended Jnne 30

2019 2018
Operating activities
Inczease in net assets
Adjustments to reconcile changes in net assets to net cash
provided by operating activities:
Change in net unrealized gains on investments
Realized and unrealized losses (gains) on interest rate
swap contracts, net

Pension liability adjustment
Equity in earnings of joint ventures and other
Loss on advance refunding of debt
Distributions received from joint ventures
Restricted contributions and pledges, net
Depreciation and amortization
Restricted investment income

Increase in investments —trading
(Increase) decrease in assets whose use is limited,

net —trading

Net change in operating assets and liabilities
Net cash (used in) provided by operating activities

Investing activities
Purchases of property and equipment
Decrease in assets whose use is limited — other-than-trading
Change in collateralization and payments on interest rate swaps
Cash used for investments in joint ventures

Net cash used in investing activities

Financing and fundraising activities
Payoff amount for 2008 Term and Construction Loans
Proceeds received from Real Estate Loan
Net proceeds from issuance of Series 2017 Revenue Bonds
Repayments of long-term debt
Advance refunding of Series 2010 Revenue Bond
Payments for deferred financing costs
Rest~•icted contributions received and other
Rests^icted income received

Net cash usedm financing and fundraising activities

Net (decrease) increase in cash and cash equivalents
Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year

12,069,000 $ 49,152,000

(10,016,000) (7,990,000)

23,361,000 (8,.858,000)

2,784,000 (1,944,000}

854,000 1,143,000
— 6,056,000

— 123,000

(5,374,000) (b,834,000)
36,833,000 36,373,000

(60,000) (89,000)

(86,894,000) (9,650,000)

(267,000) 13,335,000

6,846,000 (1,750,000)

(19,864,000) 69,067,000

(34,686,000) (32,732,000)

— 2,068,000

(26,696,000) 1,216,000
— (2,480,000)

(61,382,000) (31,928,000)

(61,920,000)

61,920,000

(11,310,000)

6,193,000

60,245,000
(1,930,000)

(72,279,000)
(998,000)

7,633,000

-60;000 89;000-

(5,057,000) (7,240,000)

(86,303,000) 29,&99,000

101,403,000 71,504,000

15,100,000 $ 101,403,000

1908-3235920 7



Anne Arundel Health System, Inc. and Subsidiaries

Consolidated Statements of Cash Flows (continued)

Year Ended Juice 30

2019 2018

Changes in operating assets and liabilities

(Decrease) increase in operating assets:

Patient receivables, net $ (1,418,000) $ (7,089,000)

Inventories (674,000) 415,000

Prepaid expenses and other (2,734,000) 1,423,000

Other assets 10,425,000 (5,232,000)

5,599,000 (10,483,000)

Increase (decrease) in operating liabilities:

Accounts payable 8,543,000 1,662,000

Accrued salaries, wages, and benefits 1,714,000 7,541,000

Other accrued expenses (3,089,000) 7,689,000

Advances from third-party payors 2,898,000 2,225,000

Other long-term liabilities (8,819,000) (10,384,000)

1,247,000 8,733,000

Net change in operating assets and liabilities $ 6,846,000 $ (1,750,000)

Supplemental disclosures of cash flow information

Cash paid for interest $ 13,118,000 $ 13,496,000

See accompanying notes.
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Anne Arundel Health System, Inc. and Subsidiaries

Notes to Consolidated Financial Statements

June 30, 2019

1. Organization and Basis of Presentation

Anne Arundel Health System, Inc. (the Parent or the System) is a Maryland not-for-profit
corporation. The Parent has the following wholly owned subsidiaries: Anne Arundel Medical
Center, Inc. (the Hospital) and its subsidiaries; Anne Arundel Health Care Services, Inc. (HCS);
Cottage Insurance Company, Ltd. (Cottage); Anne 1~rundel General Treatment Services, Inc.
(GTS); Anne 1~iti~ndel Health System Research Institute, Inc. (RI); Anne Arundel Medical Center
Foundation, Inc. (the Foundation); Anne Arundel Health Care Enterprises, Inc. (HCE); Physician
Enterprise, LLC (PE) and its subsidiaries; Anne Arundel Physician Group, LLC; AAMG Physical
Therapy, LLC; Community Clinics, LLC; Anne Arundel FastCare, LLC; Orthopedic Physicians
of Annapolis; Anne Arundel Medical Center Collaborative Care Network, LLC; Anne Anindel
Real Estate Holding Company, Inc. (the Real Estate Company) and its subsidiaries; Pavilion Park,
Inc. (PPI); Annapolis Exchange Lot N, LLC; Annapolis Exchange Lot V, LLC; and Blue
Building, LLC. The accompanying consolidated financial statements include the accounts of the
Parent and its wholly owned subsidiaries (collectively, the Group). All significant intercompany
accounts and transactions have been eliminated in consolidation. The Real Estate Company and
PPI own a 42.84% interest in Kent Island Medical Arts, LLC (KIMA), a limited liability company
that owns and operates a medical office building. PPI is the managing member of KIMA and has
substantive participation rights in K1MA. The financial statements of KIMA are consolidated in
the accompanying consolidated financial statements. The non-controlling interest in I~IIvIA was
57.16% as of June 30, 2019 and 2018. This interest was $884,000 and $871,000 at June 30, 2019
and 2018, respectively, and is included within net assets without donor restrictions on the
accompanying consolidated balance sheets.

2. Summary of Significant Accounting Policies

Cash and Cash Equivalents

Cash and cash equivalents include cash held in checking and savings accounts, money market
accounts, and short-term certificates of deposit with original maturities of 90 days or less. Cash
balances and collateral held by a counterparty are principally uninsured and are subject to normal
credit risks. At June 30, 2019 and 2018, and at various times during the year, the System
maintained cash-in-bank balances in excess of the $250,000 federally insured limits.

1908-3235920 9



Anne Arundel Health System, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)

Derivative Instruments

On May 10, 2006, the Hospital entered into a forward variable-to-famed interest rate swap

agreement with an effective date of November 1, 2008. This contract was entered into in an effort

to reduce the risk of variable interest rate debt and has a term through July 1, 2048. Under

Accounting Standards Codification (ASC) 815, Derivatives and Hedging, the Hospital has

recognized its derivative instruments as either assets or liabilities on the accompanying

consolidated balance sheets at fair value. As these derivative instruments are not designated as

hedges, the unrealized gain or loss on these contracts has been recognized on the accompanying

consolidated statements of operations and changes in net assets as realized and unrealized gains

(losses) on interest rate swap contracts, net. The fair market values of the derivative instruments

include a credit valuation adjustment (CVA) as required by ASC 820, Fair Value Measurement.

When applying the CVA, the valuation of the variable-to-fixed interest rate swap contract was

decreased by $361,000 and $43,000 as of June 30, 2019 and 2018, respectively.

On March 23, 2016, in an effort to reduce the amount of restricted cash pledged as collateral with

the original counterparty, the Hospital entered into a Novation Agreement with a second

counterparty. Immediately prior to the Novation Agreement, the System modified the existing

swap to bifurcate the existing swap into afive-year swap with the remainder into a 2021 through

2048 swap. The terms of the bifurcated swap remain identical to the original swap. The Novation

Agreement resulted in the return of $29,164,000 as of June 30, 2016.

A summary of the Hospital's derivative instruments and related activity at June 30, 2019 and 2018,

and for the years then ended, is as follows:

Fair Value Liability

Description of Derivative Instrument 2019 2018

Variable-to-fixed interest rate swap contract
(maturity date March 2021) $ (8,126,000) $ (10,251,000)

Variable-to-famed interest rate swap contract
(maturity date July 2048) (70,353,000) (49,052,000)

$ (78,479,000) $ (59,303,000)

1908-3235920 1



Anne Arundel Health System, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)

.The change in unrealized losses recognized in excess ofrevenues over expenses for the years ended
June 30, 2019 and 2018, were $(19,176,000) and $(13,955,000), respectively.

At June 30, 2019 and 2018, the net termination value (i.e., mark-to-market value) of the derivative
instruments totaled $78,840,000 and $60,518,000, respectively. The Hospital may be exposed to
credit loss in the event of nonperfarmance by the other party to the interest rate swap agreements,
the risk of which is reflected in the fair value of the instruments under ASC 820. However, the
Hospital does not anticipate nonperformagce by the counterparty.

During fiscal year 2019 and 2018, the Hospital paid net payments under its interest rate swap
program of $4,185,000 and $5,097,000, respectively. These amounts are included within realized
and unrealized gains (losses) on interest rate swap contracts, net on the accompanying consolidated
statements of operations and changes in net assets and within investing activities on the
accompanying consolidated statements of cash flows.

Under the derivative contract for the 2021 through 2048 swap, the Hospital must transfer collateral
for the benefit of the counterparty, to the extent that the termination values exceed certain limits.
The Hospital's collateral requirement for the benefit of the counterparty was appro~mately
$67,404,000 and $44,893,000 at June 30, 2019 and 2018, respectively. The ongoing mark-to-
inarket values and resulting collateral requirements of the Hospital's interest rate swap contract
are subject to variability based on market factors (primarily changes in interest rates). Collateral
requirements under this interest rate swap contract are excluded from unrestricted cash and
investments for purposes of determining the System's compliance with its liquidity covenants
under its Maryland Health and Higher Educational Facilities Authority (MIIITEFA or the
Authority) revenue bond agreements and its derivative agreements. Collateral amounts are
included in noncurrent assets on the accompanying consolidated balance sheets. Approximately
$2,795,000 and $199,000 of collateral was due to the financial institution as of June 30, 2019 and
2018.

The amount due to the financial institution is included in other accrued expenses. on the
accompanying consolidated balance sheet as of June 30, 2019 and 2018, and is reflected within
investing activities on the accompanying consolidated statement of cash flows.
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Anne Arundel Health System, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)

Assets Whose Use is Limited and Investments

Assets whose use is limited are principally composed of certain funds established to be held and

invested by a trustee. These fiends are related to the issuance of the Hospital's revenue bonds,

investments held at Cottage, and certain permanently restricted endowment assets.

Current:
Principal, interest and other —bonds
Investments held at Trustee

Noncurrent:
Endowment assets
Investments held at Trustee

June 30
2019 2018

$ 12,258,000 $ 11,716,000
2,932,000 2,805,000

$ 15,190,000 $ 14,521,000

$ 16,641,000 $ 16,753,000
19,332,000 19,622,000

$ 35,973,000 $ 36,375,000

The fair values of publicly traded securities and mutual funds are based on quoted market prices

of individual securities or investments or estimated amounts using quoted market prices of similar

investments. Alternative investments, some of which axe structured so that the System holds

limited partnership interests, are stated at fair value as estimated in an unquoted market. Valuations

of these investments, and therefore the System's holdings, may be determined by the investment

manager or general partner and for fund-of-funds investments are primarily based on financial data

supplied by the underlying investee funds. Values may be based on historical cost, appraisals, or

other estimates that require varying degrees of judgment. Investment income or loss from all

unrestricted investments is included on the accompanying consolidated statements of operations

and changes in net assets as part of other income (loss).

Investment income or loss on investments of assets with donor restrictions is added to or deducted

from the restricted fund balance if the income is restricted. The cost of securities sold is based on

the specific-identification method.
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Anne Arundel Health System, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)

A11 investment balances are principally uninsured and subject to normal credit risk. Investments
are classified as either current or noncurrent based on the maturity dates and the availability for
current operations. Investments included in noncurrent assets consist of board-designated
investment funds of $386,056,000 and $292,636,000 as of June 30, 2019 and 2018, respectively.
Based on the System's investment policy, such amounts could be liquidated, at the discretion of
the board, to satisfy short-term requirements.

Substantially all investments, other than borrowed funds required to be expended for capital
projects, are classified as trading securities, with unrealized gains and losses included in excess of
revenues over expenses. ,

Borrowed funds required to be expended for capital projects are classified as other-than-trading
and are included in assets whose use is limited.

Patient Receivables

Patient receivable include charges for amounts due from all patients less price concessions relating
to allowances for the excess of established charges over the payments to be received on behalf of
patients covered by Medicare, Medicaid and other insurers. The provision for price concessions is
based upon management's assessment of historical and expected net collections considering
historical business and economic conditions, trends in health care coverage, and other collection
indicators. Periodically throughout the year, management assesses the adequacy of the price
concessions based upon historical experience of self-pay accounts receivable, including those
balances after insurance payments and not covered by insurance.

Insurance coverage and credit information are obtained from patients, when available. No
collateral is obtained for accounts receivable.

Inventories

Inventories, which primarily consist of medical supplies and drugs, are carried at the lower of cost
or market. Cost is determined using the first-in, first-out method.
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Anne ~-undel Health System, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)

Property and Equipment

Property and equipment are stated at cost. Included in computers and software are capitalized labor

costs of $11,594,000 and $11,240,000 as of June 30, 2019 and 2018, respectively. Depreciation

and amortization, including amortization of assets recorded under capital leases, are recorded on

the straight-line method over the estimated useful lives of the assets.

The following is a summary of property and equipment, stated at cost:

Land
Land improvements
Buildings, and improvements
Fixed equipment
Leasehold improvements
Movable equipment
Computers and software
Construction-in-progress

Estimated June 30

Useful Lives 2019 2018

$ 14,901,000 $ 14,901,000

20 years 22,413,000 22,091,000
20--0-0 years 491,022,000 487,454,000
5 20 years 10,824,000 10,650,000
5-10 years 55,651,000 53,675,000

7-10 years 203,404,000 198,872,000
3-5 years 88,528,000 86,311,000

— 31,923,000 10,483,000

$ 918,666,000 $ 884,437,000

Construction-in-progress consists of direct costs associated with hospital department renovations,

certain leasehold improvements, and smaller capital projects. As these projects are completed, the

related assets are transferred out ofconstruction-in-progress and into the appropriate asset category

and are depreciated over the applicable useful lives.

Investments in Joint Ventures

The System accounts for its investments in joint ventures using.the equity method of accounting.

During 2011, the Real Estate Company and another party formed West County, LLC, a joint

venture that owns and operates a medical office building that opened in December 2012. The Real

Estate Company has a 50% interest in this joint venture, with each owner's investment being

$7,242,000 and $6,947,000 as of June 30, 2019 and 2018, respectively.
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Anne Arundel Health System, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)

Deferred Debt Issuance Costs

Administrative, legal, financing, underwriting discount, and other miscellaneous e~enses that
were incurred in connection with debt financings were deferred and are being amortized over the
lives of the bond issues using the straight-line method, which appro~mates the effective-interest
method in all material respects. The amortization expense of the deferred debt issue costs was
$297,000 and $267,000 for the years ended June 30, 2019 and 2018, respectively.

Net Assets

Net resources that are not restricted by donors are included in net assets without donor restrictions.
Gifts of long-lived operating assets, such as property, plant or equipment, are reported as net assets
without donor restrictions and excluded from income. Resources restricted by donors for a
specified time or purpose are reported as net assets with donor restrictions.

When the specific purposes are met, either through passage of a stipulated time period or when the
purpose for restriction is accomplished, they are released to other operating revenues in the
statement of operations and changes in net assets. Resources restricted by donors for additions to
property, plant and equipment are initially reported as net assets with donor restrictions and are
transferred to net assets without donor restrictions when expended. Donor-imposed restrictions,
which stipulate that the resources be maintained permanently, are reported as net assets with donor
restrictions.

Investment income related to net assets with donor restrictions is classified as net assets without
donor restrictions based on the intent of the donor.

Net Patient Service Revenue

Net patient service revenue is reported at the estimated net realizable amounts from patients, third-
party payors, and others for services rendered. This includes regulatory discounts allowed to Blue
Cross, Medicare, Medicaid, and other third-party payors and charity care.

During -2019 and 2018, approx ~riately 35% aiid`35%, respectively, of net patient service revenue
was received under the Medicare program, 28% and 29% from Blue Cross, 30% and 29% from
contracts with other third parties, and 7% and 7°/o from other sources.
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Anne Arundel Health System, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)

The following table sets forth the detail of net patient service revenue:

Year Ended June 30
2019 2018

Gross patient service revenue $ 955,469,000 $ 923,086,000

Revenue deductions:
Charity caxe 5,326,000 4,907,000

Contractual and other allowances 207,267,000 192,913,000

Net patient service revenue (net of contractual

allowances) 742,876,000 725,266,000

Less provision for bad debts — 17,886,000

Net patient service revenue $ 742,876,000 $ 707,380,000

In May 2014, the Financial Accounting Standards Board (FASB) issued a new standard related to

revenue recognition. The System adopted the new standard effective July 1, 2018, using the

modified retrospective method of transition. The most significant change from the adoption of the

new standard relates to the System's estimation for the allowance for doubtful accounts. Under the

previous standards, the System's estimate for amounts not expected to be collected based upon

historical experience, were reflected as provision for bad debts and deducted from net patient

service revenue to arrive at net patient service revenue less provision for bad debts. Under the new

standard, those amounts will continue to be recognized as a reduction to net patient service

revenue, however, not reflected separately as provision for bad debts, and accordingly the caption

net patient service revenue less provision for bad debts will no longer be presented on the

consolidated statements of operations and changes in net assets. Subsequent changes in the

estimate of collectability due to a change in the financial status of a payor, for example a

bankruptcy, will be recognized as bad debt expense in operating expenses. This adoption of the

new standard did not have a material impact on the consolidated financial statements.

Additionally, the System's revenues may be subject to adjustment as a result of examination by

government agencies or contractors and as a result of differing interpretation of government

regulations, medical diagnosis, chaxge coding, medical necessity, or other contract terms.

Settlements with third-party payors for retroactive adjustments due to audits, reviews, or

investigations are considered variable consideration and are included in the deternvnation of the

estimated transaction price for providing patient care. These settlements are estimated based on
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Anne Arundel Health System, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)

the terms of the payment agreements with the payor, correspondence from the payor and the
System's historical settlement activity, including an assessment to ensure it is probable 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 fiiture periods as adjustments become known, or as years are settled or
are no longer subject to such audits, reviews and investigations.

The System has elected the practical expedient allowed under FASB ASC 606-10-32-18 and does
not adjust the promised amount of consideration from patients and third-partypayors for the effects
of a significant financing component due to the System's expectation that the period between the
time the service is provided to a patient and the time that the patient or third-party payor pays for
that service will be one year or less.

The estimates for implicit price concessions are based upon management's assessment ofhistorical
write-offs and expected net collections, business and economic conditions, trends in federal, state
and private employer health care coverage and other collection indicators. Management relies on
the results of detailed reviews of historical write-offs and collections at facilities that represent a
majority of the System's revenues and patient receivable as a primary source of information in
estimating the collectability of patient receivable.

The Group employs physicians in several hospital-based specialties (including, but not limited to,
obstetrics, intensive care, and hospitalists). Net physician revenue is recognized when the services
are provided and recorded at the estimated net realizable amount based on the contractual
arrangements with third-party payors and the expected payments from the third-party payors and
the patients. The difference between the billed charges and. the estimated net realizable amounts
are recorded as a reduction in physician revenue when the services are provided. The System
recognized net physician revenue of $141,202,000 and $126,201,000 for the years ended June 30,
2019 and 2018, respectively. At June 30, 2019 and 2018, $10,764,000 and $9,904,000,
respectively, of net physician accounts receivable are included in. patient receivables on the
accompanying consolidated balance sheets.
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Anne Arundel Health System, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)

Charity Care

The Group provides charity care to patients who meet certain criteria established under its charity

care guidelines. Because members of the Group do not pursue the collection of amounts

determined to qualify as charity care, they are not reported as revenue on the accompanying

consolidated statements of operations and changes in net assets. The direct and indirect costs

associated with providing this care are $4,493,000 and $3,472,000 for the years ended June 30,

2019 and 2018, respectively. These costs are calculated by applying a ratio of operating expenses

over gross patient charges to the charity care provided at established rates. The state of Maryland's

rate system includes components within the rates to partially compensate hospitals for

uncompensated care.

Other Operating Revenue

Other operating revenue is composed of grant revenue, cafeteria. revenue, net assets released from

restrictions for operating purposes, and other miscellaneous items.

Transaction Costs

During fiscal year 2019, the System incurred $3,279,000 for administrative and marketing costs

that resulted from the transaction for Doctors Community Health System becoming a wholly

owned subsidiary of Anne Arundel Health System, Inc.

Donations and Bequests

Unconditional promises to give cash and other assets are reported at fair value on the date the

promise is received. Conditional promises to give, and indications of intentions to give, are

reported at fair value on the date the gift is received. The gifts are reported as.donor restricted if

they are received with donor stipulations that limit the use of the donated assets. When a donor

restriction expires, that is, when a stipulated time restriction ends, or a purpose restriction is

accomplished, the asset is reclassified to without donor restrictions on the accompanying

consolidated statements of operations and changes in net assets. Donor-restricted contributions

whose restrictions are met within the same year as received are reported as unrestricted

contributions in the accompanying consolidated financial statements. Contributions that are

unrestricted are reflected as other operating revenue on the accompanying consolidated statements

of operations and changes in net assets.
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Anne Arundel Health System, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

2. Summary of Sign cant Accounting Policies (continued)

Scheduled payments for pledges receivable for the years ending June 30 are as follows:

2020
2021-2023
2024 and thereafter
Less:
Impact of discounting pledges receivable to net present value
Allowance for uncollectible pledges

Net pledges receivable

Pledges receivable are discounted using rates between 1.2% and 2.5%.

Excess of Revenues Over Expenses

903,000
1,100,000
2,077,000

(414,000)
(370,000j

$ 3,296,000

The accompanying consolidated statements of operations and changes in net assets include excess
of revenues over expenses. Changes in net assets without donor restrictions that are excluded from
excess of revenues over expenses, consistent with industry practice, include contributions received
and used for additions of long-lived assets and certain changes in pension liabilities.

Group Purchasing Organization Initial Public Offering

The Hospital has participated and owned equity in the Premier Limited Partnership (Premier),
which has served as a group purchasing organization for many years. This participation provides

purchasing contract rates and rebates the System would not be able to obtain on its own. The
Hospital accounts for its investment in Premier using the equity method of accounting.

During the year ended June 30, 2014, Premier restructured from a privately held company to a
public company in an initial public offering (IPO) and several financial transactions have occurred

with those holding equity in Premier before the TPO, including the System. As a result, the System
received a cash payment of appro~mately $1,500,000 in exchange for 16% of its previous
ownership in Premier. In addition, in exchange for the extension of the group purchasing contract,
the System received partial ownership of the new public company (the Class B units).
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Anne Arundel Health System, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)

The System received 309,580 Class B units that are earned in seven separate tranches over an

85-month period ending October 31, 2020. At June 30, 2019 and 2018, this investment was

$13,094,000 and $10,067,000, respectively, and is reflected in other assets on the consolidated

balance sheets. The opportunity will east in the future for these Class B units to be converted to

the Premier public company stock. Prior to vesting, the Class B units may be transferred or sold

with the approval of Premier. During the years ended June 30, 2019 and 2018, the System

recognized appro~mately $1,988,000 and $1,373,000, respectively, of income related to

Tranches 5 and 6 of the Class B units, which is included as a reduction of supplies expense on the

consolidated statement of operations and changes in net assets. The value of the Class B units is

tied to the Group puxchasing contract and is considered a vendor incentive.

Income Tax Status

The Parent, the Hospital, the Foundation, HCS, GTS, PE, and RI have received deternunation

letters from the Internal Revenue Service (IRS) stating that they are exempt from federal income

taxes under Section 501(c)(3) of the Internal Revenue Code. The Real Estate Company has

xeceived a determination letter from the IRS stating that it is exempt from federal income taxes

under Section 501(c)(2) of the Internal Revenue Code.

HCE and PPI are subject to federal and state income taxes. These income taxes are immaterial to

the consolidated financial statements.

Certain limited liability companies within the consolidated group are not subject to income taxes.

Taxable income or loss is passed through to and reportable by the members individually.

Under the Cayman Islands Tax Concessions Law (Revised), the Governor-in-Cabinet issued an

undertaking regarding Cottage on November 29, 2005, exempting it from all local income, profit,

or capital gains taxes. The undertaking has been issued for a period of 20 years and, at the present

time, no such taxes are levied in the Cayman Islands. Accordingly, no provision for taxes is made

in these consolidated financial statements.

Under the requirements of ASC 740, Income Taxes, tax-exempt organizations could be required

to record an obligation as the result of a tax position they have historically taken on various tax

exposure items. The Group has determined that it does not have any uncertain taac positions through

June 30, 2019.
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Anne Arundel Health System, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States 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 financial statements and the reported amounts of revenues and expenses during
the reporting period. Actual results could differ from those estimates.

Recent Accounting Pronouncements

Effective July 1, 2018, the System adopted FASB Accounting Standard Update (ASU) 2014-09,
Revenue from Cont~^acts with CustomeYs (Topic 606), using the modified retrospective method of
transition. This ASU converged and replaced existing revenue recognition guidance, including
industry-specific guidance and requires revenue to be recognized in an amount that reflects the
consideration the entity expects to be entitled in an exchange of goods or services. The adoption
of this ASU did not materially impact the consolidated financial statements.

Effective June 30, 2019, the System adopted FASB ASU 2016-14, Presentation of Financial
Statements of Not- fog -̂Profit Entities (Topic 958). This ASU changes certain financial statement
requirements for not-for-profit entities in an effort to make the information more meaningful to
users and reduce reporting complexity. The System adopted the ASU and has adjusted the
presentation in these consolidated financial statements accordingly. The ASU has been applied
retrospectively to all periods presented. The System has elected to apply the practical e~edient
and not disclose prior year liquidity and availability of resources.

In Maxch 2017, the FASB issued ASU 2017-07, Compensation —RetirenaentBenefits (Topic 715):
Improving the Presentation of Net Periodic Pension Cost and Net Periodic Post~etirement Benefit
Cost, which changes the presentation of net periodic pension cost and net periodic postretirement
benefit cost requiring that an employer report the service cost component in the same line item or
items as other compensation costs arising from services rendered by the pertinent employees
during the period. The other components of net benefit cost as defined in paragraphs 715-30-35-4
and 715-60-35-9 are required to be presented on the income statement separately from the service
cost component and outside asubtotal ofincome -from operations, if one is presented:-The System
adopted the ASU in these consolidated financial statements accordingly.
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Anne Arundel Health System, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)

New Accounting Standards Not Yet Adopted

In February 2016, the FASB issued ASU 20.16-02, Leases (Topic 892). This ASU amends the

e~sting accounting standards for lease accounting, including requiring lessees to recognize most

leases on their balance sheets. This guidance is effective for fiscal year 2020. The System is

currently assessing the potential impact this ASU will have on the System's consolidated results

of operations, financial position, and cash flows.

In June 2018, the FASB issued ASU 2018-08, Not for-Profit Entities —Claming the Scope and

Accounting Guidance for Contyzbutions Recezved and Contributions Made (Topic 958). This ASU

provides a more robust framework to deternune when a transaction should be accounted for as a

contribution or as an exchange transaction and provides additional guidance about how to

determine whether a contribution is conditional. This ASU was adopted by the System July 1,

2019. The adoption of ASU 2018-08 is not expected to have a material impact on the consolidated

financial statements.

In August 2018, the FASB issued ASU 2018-15, Intangibles —Goodwill and Other —Internal-Use

Software (Subtopic 350-40): CustomeN's Accounting fog Implementation Costs Incurred in a

Cloud ComptiitingAYrangement Thatls aService Contact. The amendments help entities evaluate

the accounting for implementation costs paid by a customer in a cloud computing arrangement by

providing guidance for determining when the service contract includes a software license. The

System is evaluating the impact of this guidance, which will be effective in 2021.

3. Regulatory Environment

Medicare and Medicaid

The Medicare and Medicaid reimbursement programs represent a substantial portion of the

Group's revenues. The Group's operations are subject to numerous laws and regulations of federal,

state, and local governments. These laws and regulations include, but are not necessarily limited

to, matters such as licensure, accreditation, government health care program participation

requirements, reimbursement for patient services, and Medicare and Medicaid fraud and abuse.

Over the past several years, government activity has increased with respect to investigations and

allegations concerning possible violations of fraud and abuse statutes and regulations by health

care providers. Violations of these laws and regulations could result in expulsion from government

health care programs, together with the imposition of fines and penalties, as well as repayments
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Anne Arundel Health System, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

3. Regulatory Environment (continued)

for patient services previously billed. Compliance with fraud and abuse standards and other
government regulations can be subject to future government review and interpretation. Also, future
changes in federal and state reimbursement funding mechanisms and related government
budgeting constraints could have an adverse effect on the Group.

In 1983, Congress approved a Medicare prospectivepayment plan for most inpatient services as
part of the Social Security Amendment Act of 1983. Hospitals in Maryland were granted a waiver
from the Medicare prospective payment system under Section 1814(b) of the Social Security Act.
The waiver would remain in effect as long as tie Maryland rate of increase in payments per
admission xemained below the national average rate of increase.

In January 2014, the Centers for Medicare and Medicaid Services approved a modernized waiver
that includes both inpatient and outpatient revenue. The new waiver will be in place as long as
Maryland hospitals achieve significant quality improvements and limit the per capita growth for
all payors for Maryland residents.

Maryland Health Services Cost Review Commission

The Hospital's rate structure for all hospital-based services is subject to review and approval by
the Maryland Health Services Cost Review Commission (HSCRC or the Commission). Under the
HSCRC rate-setting system, the Hospital's inpatient and outpatient charges are the same for all
patients, regardless of payor, including Medicare and Medicaid.

Beginn.iug in fiscal year 2014, the Hospital entered into an agreement with the HSCRC to
participate in the Global Budget Revenue (GBR) program. The GBR model is a revenue constraint
and quality improvement system to provide hospitals with strong financial incentives to manage
their resources efficiently and effectively in order to slow the rate of increase in health care costs
and improve health care delivery processes and outcomes. Under the GBR, total revenue is capped
at a predetermined fixed amount. Tie annual approved revenue is calculated using a permanent
base revenue with positive or negative adjustments for inflation, assessments, performance in
quality-based piograms, infrastructure requirements, and population. Revenue may also be
adjusted annually for market share levels and shi$s of regulated services to unregulated settings.
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Notes to Consolidated Financial Statements (continued)

3. Regulatory Environment (continued)

Starting in January 2019, Maryland's hospitals began operating under a new 10-year contract with

the federal government entitled Maryland Performance Adjustment (MPA). The MPA is designed

to test whether the improvements hospitals have made under the previous modernized waiver can

be expanded to all health care providers. The GBR methodology will remain in place for hospital

rate setting under the MPA. In addition, programs aimed to measure and reduce total health care

spending for attributed Medicare patients, including pre- and post-acute care by all providers, are

being introduced during this contract period.

The Commission's rate-setting methodology compaxes the approved rate with the actual average

rate charged. Any overcharges or undercharges are settled in fiiture revenue determinations on an

annual basis. For the current fiscal year, the Hospital was within the allowed corridors for charging.

The Hospital's policy is to recognize revenue based on actual charges for services to patients in

the year in which the services are performed. The Hospital's revenues may be subj ect to adjustment

as a result of examination by government agencies or contractors, and as a result of differing

interpretation of government regulations, medical diagnoses, charge coding, medical necessity, or

other contract terms. The resolution of these matters, if any, often is not finalized until a subsequent

period than which the sezvices were rendered.
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Notes to Consolidated Financial Statements (continued)

4. Investments

Investments, including assets whose use is limited, are stated at fair value. Borrowed funds that
are required to be expended on specified capital projects under MHHEFA' revenue bond
agreements are classified as available for sale. All other investments and assets whose use is
limited are classified as trading securities.

June 30
2019 2018

Assets whose use is limited:
Endowment assets:
Cash and cash equivalents
Equity mutual funds
Fixed income mutual funds

Amounts held by trustee:
Cash and cash equivalents
U.S. government obligations

$ 1,237,000 $ 1,164,000
9,661,000 9,797,000
5,737,000 5,935,000
16,635,000 16,896,000

12,320,000 11,715,000
7,000 7,000

12;327,000 11,722,000
Amounts held by Cottage:
Cash and cash equivalents
Equity mutual funds
Fixed income mutual funds
Alternative investments

Total assets whose use is limited
Less current portion

2,869,000 2,655,000
6,581,000 5,190,000
12,751,000 14,351,000

— 82,000
22,201,000 22,278,000
51,163,000 50,896,000
15,190, 000 14, 521, 000

$ 35,973,000 $ 36,375,000

1908-3235920 25



Anne Arundel Health System, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

4. Investments (continued)

Amounts held by the trustee are broken down as follows:

Bond indenture

Other investments:

June 30
2019 2018

$ 12,270,000 $ 11,722,000

June 30
2019 2018

Cash and cash equivalents
Equity mutual funds
Famed income mutual funds
Alternative investments

Less short-term investments
Investments

The components of investment income, net are as follows: .

$ 15,368,000 $ 11,867,000
178,576, 000 170,294, 000
133,747,000 99,491,000
73,626,000 22,755,000

401,317,000 304,407,000

15,261,000 11,771,000

$ 386,056,000 $ 292,636,000

June 30
2019 2018

Interest and dividend income, net
Realized gains, net

$ 10,257,000 $ 6,117,000
3,616,000 5,097,000

$ 13,873,000 $ 11,214,000
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Notes to Consolidated Financial Statements (continued)

5. Fair Value Measurements

ASC 820 defines fair value and establishes a framework for measuring fair value in accordance
with U.S. generally accepted accounting principles. ASC 820 establishes athree-tier fair value
hierarchy, which prioritizes the inputs used in measuring fair value. These tiers include:

• Level l —Defined as observable inputs, such as quoted prices in active maxkets

Level 2 —Defined as inputs other than quoted prices in active markets that are either
directly or indirectly observable

Leve13 —Defined as unobservable inputs in which little or no market data exists, therefore
requiring an entity to develop its own assumptions

The asset's 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
used need to ma~mize the use of observable inputs and minimize the use of unobservable inputs.

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

ASC 820 requires that the fair value of derivative contracts include adjustments related to the credit
risks of both parties associated with the derivative transactions. The fair value of the Group's
derivative contracts reflected in the accompanying consolidated financial statements includes
adjustments related to the credit risks ofthe parties to the transactions.
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Anne Arundel Health System, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

5. Fair Value Measurements (continued)

The following tables present the fair value hierarchy for the Group's financial assets and liabilities

measured at fair value on a recurring basis.

June 30, 2019

Assets
Cash and cash equivalents
Trading securities and assets

whose use is limited:
Cash and cash equivalents
Equity securities
Fixed income securities
U.S. Government obligation

securities
Alternative investments

Total
Collateral for interest rate swap:

Cash and cash equivalents

Total assets

Liabilities
Derivative instruments

Total liabilities

Quoted
Prices in Significant

Actitve Markets Other Significant

for Identical Observable Unobservable

Assets Inputs Inputs

Total Levell Leve12 Leve13

15,100,000 $ 15,100,000 $ — $ —

31,794,000 31,794,000 — —

194,818,000 194,818,000 — —

152,235,000 152,235,000 — —

6,000 6,000 — —

73,627,000 37,997,000 — 35,630,000

452,480,000 416,850,000 — 35,630,000

67,404,000 67,404,000 — —

$ 534,984,000 $ 499,354,000 $ — ~ 35,630,000

$ (78,479,000) $ — $ (78,479,000) $ —

$ (78,479,000) $ — $ (78,479,000) $ —
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Anne Arundel Health System, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

5. Fair Value Measurements (continued)

June 30, 2018
Quoted
Prices in Significant

Active Markets Other Significant
for Identical Observable Unobservable
Assets Inputs Inputs

Total LeveIl Leve12 Leve13
Assets
Cash and cash equivalents $ 101,403,000 $ 101,403,000 $ — $ —
Tradingsecurities and assets
whose use is limited:
Cash and cash equivalents 27,402,000 11,715,000 15,687,000 —
Equitysecurities 185,130,000 179,940,000 5,190,000 —
Fixed income securities 119,927,000 105,576,000 14,351,000 —
U.S. Government obligation
securities 7,000 — 7,000 —

Alternative investments 22,837,000 — 22,837,000 —
Total 355,303,000 297,231,000 58,072,000 —
Collateral for interest rate swap:
Cash and cash equivalents 44,893,000 44,893,000 — —

Total assets $ 501,599,000 $ 443,527,000 $ 58,072,000 $ —

Liabilities
Derivative instruments $ (59,303,000) $ — $ (59,303,000) $ —
Totalliabilities $ (59,303,000) $ — $ (59,303,000) $ —

The Group's Level 1 securities primarily consist of U.S. Treasury securities, exchange-traded
mutual funds, and cash. The Group determines the estimated fair value for its Level 1 securities
using quoted (unadjusted) prices for identical assets or liabilities in active markets.

The Group's Level2 securities primarily consist of alternative investments, fined income
securities and money market funds. The Group deternvnes the estimated fair value for these
Leve12 securities using the following methods: quoted prices fQr similar assets/liabilities in active
markets, quoted prices for identical or similar assets in non-active markets (few transactions,
limited information, noncurrent prices, high variability over time), inputs other than quoted prices
that are observable for the asset or liability (e.g., interest rates, yield curve volatilities, default
rates.), and inputs that are derived principally from or corroborated by other observable market

1908-3235920 29



Anne Arundel Health System, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

5. Fair Value Measurements (continued)

data. Part of the System's alternative investments, appro~nately $35,800,000 and $20,000,000 at

June 30, 2019 and 2018, respectively, are invested in international equity funds and are considered

Leve12 investments due to quoted price not being readily available. The majority of the remaining

alternative investments $29,653,000 million and $0 million at June 30, 2019 and 2018,

respectfully are invested in a fund focused on energy infrastructure and are considered Level 2

investments due to quoted price not being readily available. The underlying assets of the fund axe

publicly-traded energy-related master limited partnerships and equity securities. Certain

alternative investments require written notification over a certain period prior to redemption.

The Group's Leve12 securities also consist of derivative instruments, which are reported using

valuation models commonly used for derivatives. Valuation models require a vaxiety of inputs,

including contractual terms, market-fixed prices, inputs from forward price yield curves, notional

quantities, measures of volatility, and correlations of such inputs.

The Group also has pledges receivable, which are measured at fair value on a nonrecurring basis

and are discounted to the net present value upon receipt using an appropriate risk-free discount

rate based on the term of the receivable. Since these inputs are not observable, pledges receivable

would be considered Leve13 fair value measurements upon their initial recording. Pledges

receivable are recorded net of an allowance for uncollectible pledges. The following table provides

a reconciliation of the beginning and ending balances of pledges receivable that used significant

unobservable inputs.

Year Ended June 30
2019 2018

Pledges receivable:
Balance at July 1
New pledges
Collections of pledges
Write-off of pledges
Change in reserves

Balance at June 30

$ 4,115,000 $ 4,914,000
2,542,000 2,263,000
(3,146,000 (2,912,000)
(168,000) (462,000)
(47,000) 312,000

$ 3,296,000 $ 4,115,000
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Anne Arundel Health System, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

6. Long-Term Debt and Line of Credit

Long-term debt consists of the following:

Maryland Health and Higher
Educational Facilities Authority

. Revenue Bonds —Series 2017
Maryland Health and Higher
Educational Facilities Authority
Revenue Bonds —Series 2014

Interest Maturity
Rate Dates

June 30

Maryland Health and Higher
Educational Facilities Authority
Revenue Bonds —Series 2012
Maryland Health and Higher
Educational Facilities Authority
Revenue Bonds —Series 2009B

2008 term loan from a bank
Kent Island teen loan from a bank
2008 construction loan from a bank
Real Estate Loan

Less current portion of
long-term debt

Less deferred debt issue costs
Unainortized original issue
premium, net

Long-term debt
14,297,000 15,240,000

$ 359,735,000 $ 372,283,000

These debt instruments are secured by the receipts of the Hospital and substantially all of the
property and equipment of the consolidated Group.

2019 2018

2.0%-5.0% 2018-2043 $ 58,935,000 $ 60,245,000

2.0%-5.0% 2015-2040

2.0%-5.0% 2013-2035

116,200,000 118,360,000

59,735,000 62,375,000

Variable 2041 2044 60,000,000 60,000,000
Variable 2019 — 41,105,000
Variable 2021 5,908,000 6,159,000
Variable 2019 — 21,596,000
Variable 2028 59,492,000 —

360,270,000 369,840,000

11,029,000 8,848,000
3,803,000 3,949,000
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Notes to Consolidated Financial Statements (continued)

6. Long-Term Debt and Line of Credit (continued)

Principal payments due under all debt instruments as of June 30, 2019, are as follows:

2020 $ 11,029,000

2021 11,347,000

2022 11,651,000

2023 11,667,000

2024 11,987,000

Thereafter 302,589,000
$ 360,270,000

Series 201.7 Revenue Bonds

In November 2017, the Hospital entered into a loan agreement with the MHHEFA for the issuance

Qf Series 2017 Revenue Bonds (referred to as the 2017 Bonds). The proceeds of the 2017 Bonds

were used to advance refund the Series 2010 Bonds previously provided by MHI3EFA. The bonds

being refunded were originally obtained to finance the expansion of the parking garage for the

Hospital's acute care pavilion, and costs related to the issuance. The 2017 Bonds provide for

annual principal payments each July 1 from 2018 through 2043. Interest is payable annually each

July 1 starting in July 2018. The 2017 Bonds bear stated interest rates between 2.00% and 5.00%

and were issued at a premium of $4,590,000, which is amortized over the life of the bonds using

the straight-line method, which appro~mates the effective interest method. The effective annual

interest rate for the 2017 Bonds for the year ended June 30, 2019 and June 30, 2018, was 1.93%

and 3.00%, respectively.

Series 2014 Revenue Bonds

In November 2014, the Hospital entered into a loan agreement with the MHHEFA for the issuance

of Series 2014 Revenue Bonds (referred to as the 2014 Bonds). The proceeds of the 2014 Bonds

were used to advance refund the Series 2009A Bonds previously provided by MHHEFA. The

bonds being refunded were originally obtained to finance a portion of the costs of construction for

an eight-story patient care building, two parking garages, and costs related to the issuance. The

2014 Bonds provide for annual principal payments each July 1 from 2015 through 2040. Interest

is payable semiannually each July 1 and January 1, beginning in January 2015. The 2014 Bonds

bear stated interest rates between 2.00% to 5.00% and were issued at a premium of $7,520,000,

which is amortized over the life of the bonds using the straight-line method, which appro~mates

1908-3235920 32



Anne Arundel Health System, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

6. Long-Term Debt and Line of Credit (continued)

the effective interest method. The effective annual interest rate for the 2014 Bonds for the years
ended June 30, 2019 and 2018, was 2.24% and 4.35%, respectively.

Series 2012 Revenue Bonds

In October 2012, the Hospital entered into a loan agreement with MHHEFA for the issuance of
$73,625,000 of Series 2012 Revenue Bonds (referred to as the 2012 Bonds). The proceeds of the
2012 Bonds were used to repay the Series 2004A Bonds and the Series 1998 Bonds previously
provided by the Authority. The bonds being refinanced were originally obtained to finance a new
replacement hospital (Series 1998 Bonds) and .to finance major renovations to the Hospital's
Cancer Center and land acquisition (Series 2004A Bonds). The 2012 Bonds provide for annual
principal payments each July 1 from 2013 through 2035. Interest is payable semiannually on each
July 1 and January 1, beginning July 1, 2013. The 2012 Bonds bear stated interest at rates of 2.00%
to 5.00% and were issued at a premium of $6,746,000. The effective annual interest rates for the
2012 Bonds for the years ended June 30, 2019 and 2018, were 2.16% and 3.73%, respectively.

The provisions of the 2017, 2014, and 2012 Bonds, together with the Series 2009 Bonds, require
the Parent and subsidiaries to comply with certain covenants on an annual basis, including a debt
service coverage requirement, adebt-to-capitalization requirement, and a liquidity requirement.
The Hospital, the Parent, and HCS are members ofthe obligated Group for all ofthe revenue bonds
issued by MHHEFA.

Series 2010 Revenue Bonds

In February 2010, the Hospital entered into a loan agreement with MHHEFA for the issuance of
$85,410,000 of Series 2010 Revenue Bonds (referred to as the 2010 Bonds). The proceeds of the
2010 Bonds were used to repay the Series 2004B Bonds and dedicated financing previously
provided by the MHHEFA and are also being used to finance the expansion of the parking garage
for the Hospital's acute care pavilion. The 2010 Bonds provide for annual principal payments each
July 1, from 2011 through 2040. Interest is payable semiannually on each July 1 and January 1,
beginning July 1, 2010. The 2010 Bonds beax stated interest at rates of 4.00°/o to 5.00% and were
issued at an original issue discount of $1,507,000. The effective annual interest rate for the 2010
Bonds for the year ended June 30, 2018, was 3.35%.
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Notes to Consolidated Financial Statements (continued)

6. Long-Term Debt and Line of Credit (continued)

In November 2017, the Series 2010 Bonds were refinanced through an advance refunding using

the proceeds from the Series 2017 Bonds. As a result of the refinancing of the Series 2010 Bonds,

a one-time charge of $6,056,000 was recorded as a loss on advance refunding of debt and is

included in other nonoperating income.

Series 2009 Revenue Bonds

In January 2009, the Hospital entered into a loan agreement with the MHHEFA for the issuance

of $120,000,000 of Series 2009A Revenue Bonds (the 2009A Bonds) and in February 2009,

$60,000,000 of Series 2009B Revenue Bonds (the 2009B Bonds) (collectively referred to as the

2009 Bonds). The proceeds of the 2014 Bonds were used to advance refund the Series 2009A

Bonds previously provided by the MHHEFA. The proceeds of the 2009 Bonds were used to

finance a portion of the costs of construction of an eight-story patient care building, two new

parking garages, and certain costs relating to the issuance. The 2009B Bonds provide for annual

principal payments each July 1, from 2041 through 2044. Interest is payable semiannually on each

July 1 and January 1, beginning July 1, 2009. The 2009B Bonds bear interest at variable rates, as

set forth in the loan agreement. The maximum interest rate is 12% for the 2009B Bonds. The

effective annual interest rates for the 2009B Bonds for the years ended June 30, 2019 and 2018,

were 1.65% and 0.75%, respectively. The principal and interest payments on the Series 2009B

Bonds are secured by a letter of credit equal to the original principal of the bonds plus an amount

equal to 40 days' interest thereon, calculated at the maximum rate. The current letter of credit,

which was extended on May 1, 2019, expires on July 1, 2024. Under certain circumstances, the

Hospital would need to fully redeem the 2009B Bonds upon expiration of the letter of credit, unless

a conforming replacement letter of credit was secured prior to such expiration.

The related balances axe included in assets whose use is limited and consist of the following:

June 30
2019 2018

Debt service funds
Construction fund and' capitalized interest fund

$ 12,263,000 $ 11,715,000
7,000 7,000

$ 1.2,270,000 $ 11,722,000
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Notes to Consolidated Financial Statements (continued)

6. Long-Term Debt and Line of Credit (continued)

Bank Line of Credit and Term Loan

The Hospital maintains a line of credit with a bank providing available credit of $30,000,000. The
agreement with the bank is reviewed for renewal on February 28 of each year. Interest on any
borrowings accrues at the one-month London Interbank Offered Rate (LIBOR) plus 1.5%. At
June 30, 2019 and 2018, the Group has no balance on the line of credit.

On October 23, 2008, the Real Estate Company secured a term loan in the amount of $55,000,000
with a bank. The proceeds from the term loan were used to refinance line of credit proceeds and
fund certain construction costs related to a medical office building. The loan bore interest at a
variable rate, based on the LIBOR maxket index rate plus 1.25%. The term loan required monthly
payments of $235,000 with all remaining amounts due upon final maturity on November 5, 2018.
The effective annual interest rates for the years ended June 30, 2019 and 2018, were 2.25% and
2.72%, respectively. This loan was subsequently refinanced on October 17, 2018.

On October 17, 2018, the Real Estate Company secured a Real Estate loan from the bank through
a wholly owned subsidiary and the proceeds were used to pay off the 2008 Term Loan and 2008
Construction Loan previously provided by the bank. The loans being refinanced were originally
obtained to finance certain medical office buildings owned bythe-Company. The new loan requires
flat monthly principal payments (amortized over seventeen years) plus interest at one month Libor
+ 1.10% from 2018 through 2028 with a balloon payment due October 5, 2028, of $25,800,000.

2008 Construction Loan

On October 23, 2008, the Real Estate Company entered into a construction loan in the amount of
$30,000,000 with a bank to fund the construction of a medical office building. The loan was issued
under the same loan agreement as the term loan discussed in the preceding paragraph. The debt is
secured by the medical office building. Interest only was due during the construction period at a
rate equal to the LIBOR market index rate plus 1.25%. The loan converted to a term loan after the
completion of the construction in July 2009. The term loan provided for monthly principal and
interest payments and has a final maturity of November 5, 2018. The effective annual interest rates
for the years ended June 30, 2019 and 2018, were 4.65% and 2.72%, respectively. This loan was
subsequently refinanced on October 17, 2018. Refer to the 2008 term loan section above for more
information regarding the refinancing.
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6. Long-Term Debt and Line of Credit (continued)

Kent Island Term Loan

In August 2007, KIMA entered into a construction loan agreement with a bank in the amount of

$9,000,000 that would convert to a term loan after the completion of the construction. The proceeds

were used to construct a medical office building. The debt was secured by the medical office

building. Interest only was due during the construction period at a rate of the 30-day LIBOR plus

1.0%. The construction was completed in June 2008.

On May 9, 2017, KIMA refinanced the term loan with a $6,567,000 promissory note. The

promissory note provides for monthly principal and interest payments and has a final maturity of

December 2021. The promissory note bears interest at a variable rate, based on the 30-day LIBOR

plus 1.2%. The effective annual interest rates for the years ended June 30, 2019 and 2018, were

3.58°/o and 2.76%, respectively.

7. Pension Plan and Thrift Plan

The Hospital has a qualified noncontributory, defined benefit pension plan (the Plan) that covers

substantially all employees. The Group's policy is to fund pension costs as deternzined by its

actuary. Adopted by the Board of Trustees on June 11, 2009, and effective September 1, 2009, the

Hospital amended the Plan to freeze future benefit accruals, and participants have not earned any

additional benefits under the Plan since that date. However, subsequent to September 1, 2009,

participants have continued to vest in benefits they have earned through September 1, 2009. The

frozen benefit balance for the participants will only accrue interest credits until the participants'

benefit commencement dates. FASB ASC 715, Compensation — Retireynent Benefits, requires the

Group to recognize the funded status (i.e., the difference between the fair value of plan assets and

the projected benefit obligations) of its pension plan on its consolidated balance sheet, with a

corresponding adjustment to unrestricted net assets. The pension liability adjustment to net assets

without donor restrictions represents the change in net unrecognized actuarial losses that have not

yet been recognized as part of excess of revenues over expenses. These amounts are subsequently

recognized as a net periodic benefit cost pursuant to the Group's historical accounting policy for

amortizing such amounts.
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Notes to Consolidated Financial Statements (continued)

7. Pension Plan and Thrift Plan (continued)

The reconciliation of the beguuung and ending balances of the projected benefit obligation and the
fair value of plan assets for the years ended June 30 and the accumulated benefit obligation at
June 30 is as follows:

2019 2018

Accumulated benefit obligation $ 124,331,000 $ 124,571,000

Change in projected benefit obligation:
Projected benefit obligation at beginning of year $ 124,571,000 $ 127,127,000
Service cost — —
Interest cost 4,758,000 4,583,000
Actuarial loss 8,705,000 40,000
Benefits paid (2,332,000) (2,413,000)
Settlements paid (11,371,000) (4,766,000)

Projected benefit obligation at end of year 124,331,000 124,571,000

Change in plan assets:
Fair value of plan assets at begi~iug of year 121,257,000 116,439,000
Actual return on plan assets 5,901,000 6,797,000
Employer contribution 4,800,000 5,200,000
Benefits paid (2,332,000) (2,413,000)
Settlements paid (11,371,000) (4,766,000)

Fair value of plan assets at end of year 118,255,000 121,257,000
Net liability recognized $ (6,076,000) $ (3,314,000)

1908-3235920 3 7



Anne Arundel Health System, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

7. Pension Plan and Thrift Plan (continued)

June 30
2019 2018

Net amounts recognized on the consolidated
balance sheets consist of:
Accrued pension costs

Amounts recognized in unrestricted net
assets that have not been recognized in
net periodic benefit costs consist of
Net actuarial loss

(6,076,000) $ (3,314,000)

$ 71,988,000 $ 69,204,000

The following table sets forth the weighted average assumptions used to determine the benefit

obligations:

June 30
2019 2018

Discount rate
Rate of compensation increase

3.35% 4.10%
N/A N/A

The following table sets forth the weighted average assumptions used to determine the net periodic

benefit cost:

Year Ended June 30

Discount rate
Expected return on plan assets
Rate of compensation increase

2019 2018

4.13% 3.70%
7.00 7.50
N/A N/A
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7. Pension Plan and Thrift Plan (continued)

The net periodic pension benefit cost included the following components:

June 30
2019 2018

Service cost
Interest cost
Expected return on plan assets
Amortization ofprior service cost
Recognized net actuarial loss
Loss recognized from partial settlement of
projected benefit obligation
Net periodic cost (credit)

~ $ —
4,758,000 4,583,000
(8,403,000) (8,979,000)

1,484,000 1,518,000

6,93 ,000 2,648,000
$ 4,777,000 $ (230,000)

The estimated net loss of the defined benefit pension plan that will be amortized from unrestricted
net assets into net periodic benefit cost over the next fiscal year is $1,777,000.

The Hospital's defined benefit plan invests in a diversified m~ of traditional asset classes.
Investments in certain types of U.S. equity securities and famed-income securities are made to
maximize long-term results while recognizing the need for adequate liquidity to meet ongoing
benefit and administrative obligations. Risk tolerance of unexpected investment and actuarial
outcomes is continually evaluated by understanding the pension plan's liability characteristics.
Equity investments are used primarily to increase the overall plan returns. Debt securities provide
diversification benefits and liability hedging attributes that are desirable, especially in falling
interest rate environments.

The Hospital's target asset allocation percentages as of June 30, 2019, were as follows: 60%
investment grade bonds, 16% international equity, 13% large cap domestic stocks, 4% small cap
domestic stocks and 7% alternative investments and exchange-traded notes.
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7. Pension Plan and Thrift Plan (continued)

The following tables present the fair value hierarchy of assets of the defined benefit pension plan.

June 30, 2019
Quoted Prices

in Active Significant
Markets for Other Significant
Identical Observable Unobservable
Assets Inputs Inputs

Total Leve11 Leve12 Leve13

Assets
Cash and cash equivalents $ 4,025,000 ~ — $ 4,025,000 $ —

Mutual funds:
Equity 20,237,000 20,237,000 — —

Corporatebonds 57,573,000 57,573,000 — —

International equity 11,922,000 11,922,000 — —

Internationalbonds 9,382,000 9,382,000 — —

Alternative investments:
Common collective trust 3,813,000 — 3,813,000 —

Partnership 3,248,000 — 3,248,000 —

Other 8,055,000 — 8,055,000 —

$118,255,000 $ 99,114,000 $ 19,141,000 $ —

1908-3235920 4~



Anne Arundel Health System, Inc. and Subsidiaries
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7. Pension Plan and Thrift Plan (continued)

June 30, 2018
Quoted Prices

in Active Significant
Markets for Other Significant
Identical Observable Unobservable
Assets Inputs Inputs

Total Levell Leve12 Leve13
Assets
Cash and cash equivalents $ 736,000 $ — $ 736,000 $ —

Mutual funds:
Equity 31,735,000 31,735,000
Corporate bonds 48,792,000 48,792,000 — —
International equity 13,594,000 13,594,000 — —
Internationalbonds 12,013,000 12,013,000 — —

Equity closed-end funds 4,686,000 4,686,000 — —

Collective funds:
International equity 9,701,000 — 9,701,000 —

$121,257,000 $110,820,000 $ 10,437,000 $ —

Level l securities primarily consist ofexchange-traded mutual funds. Leve12 securities primarily
consist of money market funds and alternative investments. Methods consistent with those
discussed in Note 5 are used to estimate the fair values of these securities.

The overall expected rate of return on assets assumptions was based on historical returns, with
adjustments made to reflect expectations of future returns.. The extent to which the future
expectations were recognized considered the target rates of retiuns for the future, which have
historically not changed.

The Hospital currently intends to make voluntary contributions to the defined benefit pension plan
of $4,800,000 in fiscal year 2020.
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'~. Pension Plan and Thrift Plan (continued)

The following benefit payments are expected to be paid:

2020 $ 7,132,000

2021 7,481,000
2022 7,175,000

2023 6,918,000

2024 7,018,000

2025 2029 37,292,000

In addition to the noncontributory defined benefit pension plan, the Hospital also offers an
employee thrift plan. Participation in the plan is voluntary. Substantially all full-time employees

of the Hospital are eligible to participate. Employees may elect to contribute a minimum of 1% of
compensation, and a ma~mum amount as determined by Sections 403(b) and 415 of the Internal

Revenue Code. Any employee making contributions to the plan is entitled to a Hospital
contribution that will match the employee contribution at the rate of 50% to 75%, depending on

the number of years of service, up to a maximum of 5% of qualified compensation. Matching

contributions under this thri$ plan were $8,000,000 and $6,365,000 in fiscal years 2019 and 2018,

respectively.

8. Concentrations of Credit Risk

Certain members of the Group grant credit without collateral to their patients, most of whom are

local residents and are insured under third-party payor agreements. The mix of receivables from

patients and third-partypayors was as follows:

June 30
2019 2018

Medicare
Medicaid
Blue Cross
Commercial, HMO, PPO, and other
Patients

26% 24%
5 5
18 20
32 34
19 17

100% 100%
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Notes to Consolidated Financial Statements (continued)

9. Malpractice Insurance Costs and Self-Insured Professional Liability

Until August 1, 1998, the Group maintained insurance coverage for general and professional
liability claims on a claims-made basis. The professional liability coverage included aper-case
deductible of $250,000, up to a ma~mum out-of-pocket amount of $750,000 annually. Effective
August 1, 1998, the Group changed its professional liability coverage to a full coverage claims-
made policy with no annual deductibles. This policy included tail coverage for claims incurred
prior to August 1, 1998, but reported subsequently. Effective August 1, 2002, the Group changed
its professional liability coverage back to a claims-made policy with aper-case deductible of
$250,000, up to a maximum out-of-pocket amount of $750,000 annually. Also, the Group did not
purchase tail coverage for claims incurred prior to August 1, 2002, that were not yet reported.

Effective March 1, 2004, the Group changed its professional liability coverage to aself-insurance
trust with annual exposure limits of $2,000,000 per claim and $11,000,000 in the aggregate. The
Group carried an excess liability insurance policy for claims above these limits.

Effective July 1, 2005, Cottage was formed as a captive insurer to provide professional liability
insurance for the Group. Cottage is a wholly owned subsidiary of the System, which was formed
in the Cayman Islands. The primary layer of professional and general liability insurance coverage
is self-insured through Cottage and the secondary layer is fully reinsured through several highly
rated commercial carriers.

For the period from July 1, 2005 to June 30, 2009, Cottage issued claims-made policies covering
Hospital professional liability (including employed physicians) and on an occurrence basis,
comprehensive general liability risks of the Parent and certain affiliates. Policy limits were
$2,000,000 per claim with a $9,000,000 policy aggregate. Effective July 1, 2005, Cottage assumed
existing liabilities from the System's self-insured trust discussed above on a claims-made basis.
Effective July 1, 2009, Cottage issued aclaims-made policy providing $2,000,000 per claim for
Hospital professional liability coverage and $1,000,000 per claim for comprehensive general
liability coverage, subject to a consolidated annual aggregate limit of $10,000,000. Effective
July 1, 2018, policy limits were increased to $5,000,000 per claim with a $25,000,000 policy
aggregate.

For the period from July 1, 2005 to June 30, 2008, Cottage also issued an excess umbrella coverage
policy (covering Hospital professional liability) with limits of $20,000,000 per claim with a policy
aggregate. For claims reported on and subsequent to July 1, 2008, the coverage limit provided is
$30,000,000 per claim with a policy aggregate. These excess limits are in excess of the primary
policy, and the umbrella policies are 100% reinsured with highly rated third-party commercial
reinsurers.
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Anne Arundel Health System, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

9. Malpractice Insurance Costs and Self-Insured Professional Liability (continued)

The provision for estimated professional liability claims, general liability claims, and workers'

compensation claims includes estimates of the ultimate costs for both reported claims and claims

incurred but not reported. As of June 30, 2019 and 2018, the balance for outstanding claims

reserves recorded at Cottage is $36,843,000 and $45,662,000 and reinsurance receivable is

$17,286,000 and $29,185,000, respectively. The remaining tail liability for claims incurred but not

reported is $10,607,000 and $9,513,000 as of June 30, 2019 and 2018, respectively, with

$9,226,000 of the 20191iability and $8,061,000 of the 2018 liability recorded at the Hospital. The

remainder of the liability is recorded at PE. The Group has employed an independent actuary to

estimate the ultimate settlement of such claims. In management's opuuon, the amounts recorded

provide an adequate reserve for loss contingencies. However, changes in circumstances affecting

professional liability claims could cause these estimates to change by material amounts in the short

term.

10. Commitments and Contingencies

Operating Leases

Various members of the Group have operating leases for storage space, equipment, and offices.

During 2019 and 2018, rent expense for these leases was appro~mately $9,785,000 and

$10,971,000, respectively. Future minimum annual rental payments under noncancelable

operating leases, which expire through 2024, are as follows:

2020 $ 8,063,000

2021 5,802,000

2022 3,48.7,000

2023 2,224,000

2024 2,123,000

Thereafter 1,725,000

$ 23,424,000
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Notes to Consolidated Financial Statements (continued)

10. Commitments and Contingencies (continued)

Contingencies

Members of the Group have been named as defendants in various legal proceedings arising from
the performance of their normal activities. In the opinion of management, after consultation with
legal counsel and after consideration of applicable insurance, the amount of the Group's ultimate
liability under all current legal proceedings will not have a material adverse effect on its
consolidated financial position or results of operations.

The Group's revenues may be subject to adjustment as a result of examination by government
agencies or contractors, based upon differing interpretations of government regulations, medical
diagnoses, charge coding, medical necessity, or other contract terms. The resolution of these
matters, if any, often is not finalized until subsequent to the period during which the services were
rendered. Section 302 of the Tax Relief and Health Caxe Act of 2006 authorized a permanent
program involving the use of third-party recovery audit contractors (RACs) to identify Medicare
overpayments and underpayments made to providers. Management has established protocols to
respond to RA.0 requests and payment denials. Payment recoveries resulting from RAC reviews
are appealable through administrative and judicial processes, and management intends to pursue
the reversal of adverse determinations where appropriate. In addition to overpayments that are not
reversed on appeal, management will incur additional costs to respond to requests for records and
pursue the reversal of payment denials. As of June 30, 2019 and 2018, the Group has recorded an
estimated reserve regarding the Medicare overpayments. In the opinion of the Group's
management, the ultimate settlement of this matter will not have a material adverse effect on the
consolidated financial position of the Group.

During the year ended June 30, 2018, the System recorded a $3,500,000 accrual related to an
inquiry by the Depaztment of Justice regarding a potential billing discrepancy. A final settlement
was signed in June 2019 and the payment amount appro~mated the amount accrued at June 30,
2018. A corporate integrity agreement (CIA) was also signed in June 2019 with the Office of
Inspector General of the Department of Health and Human Services. The CIA will be in place for
five years and will require periodic reporting of various matters by an independent review
organization and the System.
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Notes to Consolidated Financial Statements (continued)

11. Functional Expenses

Members of the Group provide general health care services to residents within their service area.

Expenses related to providing these services are as follows:

Health Care General and
Services ~ Administrative Total

Year ended June 30, 2019
Salaries and wages
Employee benefits
Supplies
Purchases services
Depreciation and amortization
Interest
Transaction costs

Total operating expenses

$ 293,400,000 $ 56,260,000 $ 349,660,000
45,157,000 11,199,000 56,356,000
158,348,000 1,141,000 159,489, 000

70,001,000 67,556,000 137,557,000
26,647,000 10,186,000 36,833,000
13,118,000 — 13,118,OOQ

— 3,279,000 3,279,000

$ 606,671,000 $ 149,621,000 $ 756,292,000

Year ended June 30, 2018
Salaries and wages
Employee benefits
Supplies
Purchases services
Depreciation and amortization
Interest

Total operating expenses

12. Fair Value of Financial Instruments

$ 276,549,000 $ 52,087,000 $ 328,636,000
44,416,000 8,365,000 52,781,OOQ
150,155,000 1,392,000 151,547,000
65,347,000 63,739,000 129,086,000
26,873,000 9,500,000 36,373,000
13,205,000 — 13,205,000

$ 576,545,000 $ 135,083,000 $ 711,628,000

The carrying amounts of cash and cash equivalents, patient receivables, prepaid expenses and other

current assets, accounts payable, accrued salaries, wages and benefits, other accrued expenses, and
advances from third-party payars approximate fair value, given the short-term nature of these

financial instruments or their methods of valuation. The following methods and assumptions were

used by the Group in estimating the fair value of other financial instruments.
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Anne Arundel Health System, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

12. Fair Value of Financial Instruments (continued)

Investments and Assets Whose Use is Limited

Fair values are based on quoted market prices, if available, or estimated using quoted market prices
for similar securities.

Pledges Receivable

The Group estimates that the carrying value of pledges receivable approximates fair value, given
the discount rates applied.

Long-Term Debt

Fair values of the Group's long-term fixed-rate debt are established using discounted cash flow
analyses, based on the Group's current incremental borrowing rates for similar types of borrowing
arrangements. The carrying amount of the Group's long-term variable-rate debt approximates fair
value. The estimated fair value of all long-term debt at June 30, 2019 and 2018, was $381,061,000
and $383,715,000, respectively.

13. Net Assets

Temporarily restricted net assets are restricted for use, as follows:

June 30
2019 2018

Hospital capital additions
Hospital operating programs

$ 6,382,000 $ 5,076,000
16,207,000 10,770, 000

$ 22,589,000 $ 15,846,000
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Notes to Consolidated Financial Statements (continued)

14. Liquidity and Availability

Financial assets available for general expenditure within ane year of the balance sheet date

comprise the following as of June 30, 2019:

Assets
Current assets:
Cash and cash equivalent $ 15,100,000

Short-term investments 15,261,000

Current portion of assets whose use is limited: 15,190,000

Patient receivables, net 80,307,000
Current portion ofpledges receivable, net 494,000

Other current assets 6,659,000

Investments* 3 86,056,000

Total financial assets $ 519,067,000

*While these investments are long-term in nature, they are available for general

expenditures within one year of the balance sheet date if necessary.

The System's bond covenant requires the Group to maintain unrestricted cash and marketable

securities on hand to meet 90 days of normal operating expenses, which would be $174,166,000

as of June 30, 2019.

15. Subsequent Events

On July 1, 2019, Anne Arundel Health System completed a transaction that resulted in Doctors

Community Health System becoming a wholly owned subsidiary of Anne Arundel Health System.

The new consolidated entity changed its name to Lulninis Health on September 26, 2019. This
transaction will be accounted for as an acquisition under ASC 958-805 during the year ending

June 30, 2020. No consideration was exchanged in the transaction however AAHS has committed

to investing $138,000,000 into theDoctors organization over a period of five years.

The Group has evaluated the impact of subsequent events through October 23, 2019, representing

the date at which the accompanying consolidated financial statements were issued.
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Anne Arundel Medical Center,. Inc. and Subsidiaries

Supplementary Consolidating Balance Sheet

June 30, 2019

Anne A~vndel Consolidating

Anne Arundel General and

Medical Treatment Eliminating

Center, Inc. Services, Inc. Entries Consolidated
Assets

Current assets:

Cash and cash equivalents $ 4,719,000 $ 16,000 $ — $ 9,735,000
Short-term inveshnents 14,813,000 14,813,000
Ciurent portion of assets whose use is limited 12,320,000 — — 12,320,000
Patient receivables, net 66,184,000 625,000 — 66,809,000
Inventories 7,799,000 — — 7,799,000
Due fiom affiliates, net. 500,000 9b6,000 (973,000) 493,000
Prepaid expenses and other cturent assets 6,920,000 3,000 — 6,923,000

Total cturent assets 118.,255.,000 1,610,000 (973,000) 118,892,000

P~~operly and equipment 717,030,000 8,690,000 — 725,720,000
Less accumulated deprzciation and amortization (385,526,000) (4,354,000) — (389,880,000)
Net property and equipment 331,504,000 4,336,000 — 335,840,000

Other assets:

Investments 384,397,000 — — 384,397,000
investments in joint ventures — — — —

Assets whose use is limited 8,000 — — $,000
Beneficial interest in net assets of Anne

Arundel Medical Center Foundation, Inc. 24,540,000 — 3,393,000 27,933,000
Notes receivable from affiliate 2,078,000 — — 2,078,000
Restricted collateral for interest rate swap

contract 67,404,000 — — 67,404,000
Other assets 19,545,000 — (5,714,000) 13,831,000

Total assets $ 947,731,000 $ 5,946,000 $ (3,294,000) $ 950,383,000
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Anne Arundel Medical Center, Inc. and Subsidiaries

Supplementary Consolidating Balance Sheet (continued)

June 30, 2019

Anne Arundel Consolidating

Anne Arundel General and

Medical Treatment Eliminating

Center, Inc. Services, Inc. Entries Consolidated

Liabilities and net assets

Current liabilities:

Accounts payable $ 25,067,000 $ 19,000 $ — $ 25,086,000

Accrued salaries, wages, and benefits 17,775,000 211,000 — 17,986,000

Other accrued expenses 16,164,000 1,000 — 16,165,000

Current portion of long-team debt 7,161,000 — — 7,161,000

Intercompany payables 50,309,000 — (964,000) 49,345,000

Advances from third-party payors 21,720,000 — — 21,720,000

Total current liabilities 138,19b,000 231,000 (964,000) 137,463,000

Long-term debt, less current portion and

unamortized original issue premium 298,384,000 — — 298,384,000

Interest rate swap contract 78,479,000 — — 78,479,000

Accrued pension liability 6,076,000 — — 6,076,000

Total liabilities 521,135,000 231,000 (964,000) 520,402,000

Net assets:

Without donor restrictions 402,674,000 5,715,000 (5,559,000) 402,830,000

With donor restrictions 23,922,000 — 3,229,000 27,151,000

Total net assets 426,596,000 5,715,000 (2,330,000) 429,981,000

Total liabilities and net assets $ 947,731,000 $ 5,946,000 $ (3,294,0001 $ 950,383,000
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Anne Arundel Medical Center, Inc. and Subsidiaries

Supplementary Consolidating Statement of Operations

Year Ended June 30, 2019

Operating revenue:

Net patient service revenue

Other operating revenue

Total operating revenue

Operating expenses:

Salaries and wages

Employee benefits

Supplies

Purchased services

Foundation transfer to Anne Arundel Medical
Center Foundation, Inc. and subsidiaries

Depreciation and amortization

Interest

Transaction costs

Total operating expenses

Operating income (loss)

Other income (loss):

Investment income, net

Income fiom joint venture and other, net

Pensio~i expense

Change in uru~ealized losses on hading

securities, net

Realized and unrealized losses on interest

rate swap contracts, net

Total other income (loss), net

Excess of revenue over expenses (deficit)

Anne Arundel Consolidating .

Anne Arundel General and

Medical Treat►nent Eliminating
Center, Inc. Services, Inc. Entries Consolidated

$ 565,001,000 $ 5,.175,000 $ — $ 570,176,000
13,421,000 751,000 (4,959,000) 9,213,000

578,422,000 5,926,000 (4,959,000) X79,389,000

211,393,000 3,923,000 — 215,316,000
40,282,000 648,000 — 40,930,000

143,523,000 641,000 (163,.000) 143,961,000
117,833,000 710,000 — 118,543,000

(1,000) — (4,789,000) (4,790,000)
29,613,000 334,000 — 29,947,000
10,746,000 10,746,000

3,279,000 — — 3,279,000
556,668,000 6,216,000 (4,952,000) 557,432,000
21,754,000 (290,000) (7,000) 21,457,000

12,664,000 — — 12,664,000
(320,000) — 290,000 (30,000)

(4,777,000) — — (4,777,000)

11,134,000 — — 11,134,000

(23,361,000) — — (23,361,000)
(4,660,000) — 290,000 (4,370,000)

$ 17,094,000 $ (290,000) $ 283,000 $ 17,087,000
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Anne Arundel Health System, Inc. and Subsidiaries

Supplementary Description of Consolidating and Eliminating Entries

1. To eliminate intercompany payables and receivables

2. To eliminate investments in subsidiaries and related net asset accounts

3. To eliminate intercompany income and expense generated from management fees, staffing
contracts, captive insurance premiums, and operating leases

4. To elirriinate intercompany notes

5. To eliminate income of wholly owned subsidiaries

6. To eliminate intercompany revenue and expense for interest and other miscellaneous
transactions

7. To eliminate the Hospital's beneficial interest in the Foundation

1908-3235920 55



EY ~ Assurance ~ Tax ~ Transactions ~ Advisory

About EY

EY is a global leader in assurance, tax, transaction and advisory services.
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