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INDEPENDENT AUDITOR’S REPORT

To the Board of Trustees of
Hamilton Medical Center, Inc.

Opinion

We have audited the consolidated financial statements of Hamilton Medical Center, Inc. (HMC),
which comprise the consolidated balance sheet as of September 30, 2023, and the related
consolidated statements of changes in net assets, operations, and cash flows for the year then
ended, and the related notes to the consolidated financial statements.

In our opinion, the accompanying financial statements present fairly, in all material respects, the
financial position of HMC as of September 30, 2023, and the results of its operations, changes in
net assets, and cash flows for the year then ended in accordance with accounting principles
generally accepted in the United States of America.

Basis for Opinion

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America (GAAS). Our responsibilities under those standards are further described in the
Auditor’s Responsibilities for the Audit of the Consolidated Financial Statements section of our
report. We are required to be independent of HMC and to meet our other ethical responsibilities,
in accordance with the relevant ethical requirements relating to our audit. We believe that the audit
evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.

Other Matter

The consolidated financial statements of HMC for the year ended September 30, 2022, were
audited by another auditor who expressed an unmodified opinion on those statements on January
23, 2023.

Responsibilities of Management for the Consolidated Financial Statements
Management is responsible for the preparation and fair presentation of the consolidated financial

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

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

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

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

In performing an audit in accordance with GAAS, we:

. Exercise professional judgment and maintain professional skepticism throughout the
audit.

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

. Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing
an opinion on the effectiveness of HMC'’s internal control. Accordingly, no such opinion
is expressed.

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

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



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

PYA, P.C.

Knoxville, Tennessee
January 24, 2024
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HAMILTON MEDICAL CENTER, INC.

CONSOLIDATED BALANCE SHEETS

September 30, 2023 and 2022

Current:
Cash and cash equivalents
Patient accounts receivable
Inventories
Other assets

Total current assets
Investments

Investments limited as to use:
Under trust agreement for liability claims

Property, plant and equipment:
Land and improvements
Buildings and improvements
Equipment
Construction in progress

Accumulated depreciation

Investment-Health One Alliance, LLC
Note receivable-HLTC, Inc.

ASSETS

Note receivable-Royal Oak Community, Ltd.

Other long-term assets
Right-of-use assets - operating leases

2023

$ 19,059,346
47,759,780
7,968,113
19,497,780

94,285,019

401,763,988

10,129,898

40,862,846
319,441,980
243,979,653

55,874,972

660,159,451
(322,330,912)
337,828,539

54,276,212
6,776,560
2,970,000
5,900,819
3,777,723

$917,708,758

The accompanying notes are an integral part
of the consolidated financial statements.

2022

$ 15,703,441
49,183,024
6,558,853
14,202,839

_85,648,157

391,152,771

10,387,503

41,097,364
304,230,509
233,304,948

12,052,882

590,685,703
(297.491,036)
293,194,667

54,293,327
7,566,705
2,970,000
4,531,610
3,641,884

$853,386.624




HAMILTON MEDICAL CENTER, INC.

CONSOLIDATED BALANCE SHEETS (CONTINUED)

September 30, 2023 and 2022

LIABILITIES AND NET ASSETS

Current:
Current maturities of long-term debt

Accounts payable
Accrued liabilities

Total current liabilities
Accrued liability claims and other
Operating lease liability, net current portion
Long-term debt, net of current maturities

Total liabilities

Net assets:
Net assets without donor restrictions

The accompanying notes are an integral part

2023
$ 6,290,000

28,600,665
14,902,706

49,793,371
6,297,093
3,071,652

176,386,631

235,548,747

682,160,011
$917,708,758

of the consolidated financial statements

2022
$ 5,975,000

19,236,351
11,864,953

37,076,304
7,093,258
2,997,544

182,573,051

229,740,157

623,646,467
$853,386,624




HAMILTON MEDICAL CENTER, INC.
CONSOLIDATED STATEMENTS OF CHANGES IN NET ASSETS

for the years ended September 30, 2023 and 2022

2023 2022
Excess (deficit) of unrestricted revenues,
(losses) gains, and other support over
expenses $ 51,227,544 $(21,941,398)
Equity Transfer - HOSC 7,286,000 -
Net assets, beginning of year 623,646,467 645,587,865
Net assets, end of year $682,160,011 $623,646,467

The accompanying notes are an integral part
of the consolidated financial statements.



HAMILTON MEDICAL CENTER, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS

for the years ended September 30, 2023 and 2022

Unrestricted revenues, gains (losses) and
other support:
Patient service revenue

2023

$421,460,795

Investment (loss) income, net 29,915,455
Provider relief funds 1,812,267
(Loss) gain in Health One Alliance, LLC 1,382,885
Other 14,621,558

Total unrestricted revenues, gains and

other support

469,192,960

Expenses:
Salaries, wages and benefits 221,822,180
Supplies and utilities 88,976,016
Purchased services 29,761,179
Other 29,103,644
Professional fees 17,907,808
Depreciation and amortization 25,569,129
Interest 7,664,718
Total expenses 420,804,674
Income (Loss) from operations, excluding 48,388,286
minority interest
Minority Interest 575,198
Income (loss) from operations 48,963,484
Nonoperating gains:
Gain on early extinguishment of debt -
Distribution from Whitfield Healthcare
Foundation, Inc. 1,875,885
Gain on disposal of assets, net 388,175
(Deficit) excess of unrestricted revenues,
gains (losses) and other support over
expenses $_51,227,544

The accompanying notes are an integral part

of the consolidated financial statements.

2022

$394,791,194
(52,320,536)

6,537,746
(2,422,230)

10,076,003

356,662,177

195,134,489
80,715,945
32,744,489
28,714,766
14,605,141
23,880,191

5,934,190

381,729,211

(25,067,034)

(25,067,034)
599,793

2,185,803
340,040

$.(21,941,398)



HAMILTON MEDICAL CENTER, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

for the years ended September 30, 2023 and 2022

Cash flows from operating activities:

Change in net assets
Adjustments to reconcile change in net
assets to net cash provided by
operating activities:
Depreciation and amortization
Net realized and unrealized gain
from trading securities
Loss in investment-Health One Alliance, LLC
Debt issuance cost amortization
Amortization of issuance premium on long-term debt
Gain on disposal of assets
Gain on early extinguishment of debt
Decrease (increase) in patient accounts receivable
(Increase) decrease in inventories
(Increase) decrease in other assets
Increase (decrease) in accounts payable and accrued
liabilities
Decrease in Medicare advance
payment liability
(Decrease) increase in accrued liability claims
and other

Net cash provided by operating activities

Cash flows from investing activities:

Purchase of property, plant and equipment, net
Proceeds from sale of assets

Decrease (increase) in investments, net
Decrease in investments limited as to use, net
Distribution from Health One Alliance, LLC
Increase in other long-term assets

Cash received note receivable-HLTC, Inc.

Net cash used by investing activities

2023

$ 58,513,544

25,569,129

(21,007,484)
(1,382,885)
259,046
(155,466)
(388,175)

1,423,244
(1,409,260)
(5,294,941)
12,358,889

(722,058)

67,763,583

(70,488,391)
716,744
10,396,267
333,116
1,400,000
(1,505,048)
790,145

(58,357,167)

The accompanying notes are an integral part
of the consolidated financial statements.

2022

$(21,941,398)

23,880,191

58,823,947
2,422,230
193,449
(384,281)
(340,040)
(599,793)
(10,550,823)
274,733
1,484,391
(5,508,250)

(25,105,019)
1,611,675

24,261,012

(32,000,975)
372,345
(9,809,684)
16,456,453
3,500,000
(3,008,310)
771,229

(23,718,942)



HAMILTON MEDICAL CENTER, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS (CONTINUED)

September 30, 2023 and 2022

2023
Cash flows from financing activities:
Increase in debt issuance costs $ -
Refunding of Series 2012A bonds -
Issuance of Series 2022 bonds -
Repayment of long-term debt (5,975,000)
Net cash used by financing activities (5,975,000)
Increase (decrease) in cash and cash equivalents 3,431,416
Cash and cash equivalents, beginning of year 15,896,078
Cash and cash equivalents, end of year $19,327,494
Supplementary disclosure of cash flow information:
Lease liabilities arising from obtaining right-of-use
assets $806,036
Reconciliation of cash and cash equivalents:
Cash and cash equivalents $19,059,346
Restricted cash and cash equivalents, included in
investments limited as to use 268,148
Cash and cash equivalents $19,327,494

The accompanying notes are an integral part
of the consolidated financial statements.

2022

$ (236,275)
(28,490,000)
28,490,000
(5,882,050)
(6,118,325)
(5,576,255)
21,472,333

$15,896,078

$15,703,441
192,637

$15.896.078




HAMILTON MEDICAL CENTER, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

September 30, 2023 and 2022

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

Organization: Hamilton Medical Center, Inc. (HMC) is a tax-exempt controlled affiliate as
described in Section 501(c)(3) of the Internal Revenue Code of 1986, as amended, of Hamilton
Health Care System, Inc. (the System), a not-for-profit holding corporation, whereby the
trustees and officers are elected and appointed by the Board of Trustees of the System. Other
controlled affiliates include Dalton Senior Housing, Inc. (DSH), HLTC, Inc. (HLTC), Hamilton
Emergency Medical Services, Inc., Royal Oak Community, Ltd. (Royal Oaks), Whitfield
Healthcare Foundation, Inc., Whitfield Place, Inc. (WP), and Hamilton Children’s Institute, Inc.
Hamilton Ambulatory Surgery Center, Inc. (HASC) and Hamilton Physician Group, Inc. (HPG)
are controlled affiliates of HMC. During the year ended September 30, 2023, HMC became the
controlling member of Hamilton Orthopedic Surgery Center (HOSC) which is now accounted
for as a controlled affiliate of HMC.

Consolidation: The consolidated financial statements include the accounts of HMC, HASC,
HOSC, and HPG. All significant intercompany transactions and accounts have been eliminated
in consolidation.

Use of Estimates: The preparation of the consolidated financial statements in conformity with
accounting principles generally accepted in the United States of America requires management
to make estimates and assumptions that affect the 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 consist of highly liquid financial
instruments with original maturities of three months or less when purchased. This includes cash
on hand, deposits with banks, and investments in short-term United States Treasury obligations
and repurchase agreements backed by such obligations. HMC has not experienced any
significant losses on these investments.

Cash paid during 2023 and 2022 for interest was $7,750,009 and $6,367,043, respectively.

Inventories: Inventories are valued at the lower of cost (first-in, first-out) or net realizable value,
and consist of medical and other supplies.

Investments and Investments Limited as to Use: Investments in marketable debt securities
and equities are recorded at fair value. Realized and unrealized gains and losses for trading
securities are included in (deficit) excess of unrestricted revenues, gains (losses) and other
support over expenses.

Property, Plant and Equipment: Property, plant and equipment acquisitions are recorded at
cost. Depreciation is provided using the straight-line method over the estimated useful lives of
the assets. Gains or losses resulting from sale or disposal of assets are included in
nonoperating gains and losses if significant.

Debt Issuance Costs: Debt issuance costs are amortized over the term of the related debt
using the interest method and shown as a reduction in long-term debt.
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HAMILTON MEDICAL CENTER, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

September 30, 2023 and 2022

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED):

Cost of Borrowing: Interest cost incurred during a period of construction related to borrowed
funds is included in property, plant and equipment. During the year ended September 30, 2022,
HMC capitalized approximately $375,000 of interest incurred on borrowed funds. HMC did not
capitalize interest during the year ended September 30, 2023.

Charity Care: HMC treats all patients regardless of their ability to pay. Under its financial
assistance and uninsured discount policies, HMC provides care without charge or at
discounted rates to uninsured patients. Since HMC does not anticipate payment for these
services, charity care is considered an implicit price concession and is not recognized as
patient service revenue. The estimated cost of services provided under HMC’s financial
assistance policy based on applying an estimated cost to charge ratio to the amount of
applicable charges was approximately $19,286,000 and $17,434,000 for the years ended
September 30, 2023 and 2022, respectively.

Patient Service Revenue: Patient service revenue reflects the estimated net realizable amounts
from patients, third-party payors, and others as services are rendered, including a provision for
bad debts (implicit price concessions) and estimated retroactive adjustments under
reimbursement agreements. Such amounts are recognized on an estimated basis in the period
the related services are rendered and adjusted in future periods as final settlements are
determined.

Income Taxes: HMC has adopted procedures for determining the existence of uncertain tax
positions, and the related timing and amount of their impact on the consolidated financial
statements, and determined that there are no uncertain tax positions as of September 30, 2023
and 2022.

Other _Long-Term Assets: Other long-term assets include goodwill of $640,000 as of
September 30, 2023 and 2022 which is evaluated for impairment annually. Also, on August 1,
2015, an equity investment of $849,436 was made in a tax-exempt group distribution
cooperative whose primary function is the provision of medical supplies. This equity investment
remained the same in 2023 and decreased $109,362 in 2022, respectively, to reflect HMC’s
share of earnings. The equity investment balance at September 30, 2023 and 2022 was
$474,563.
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HAMILTON MEDICAL CENTER, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

September 30, 2023 and 2022

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED):

Fair Value of Financial Instruments: Fair value is defined under accounting principles generally
accepted in the United States of America as an exit price, representing 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. A three-level fair value hierarchy prioritizes the inputs
used to measure fair value with the highest priority given to unadjusted quoted prices in active
markets (Level One) and the lowest priority given to unobservable inputs (Level Three).

Certain financial assets and liabilities of HMC are measured at fair value on a recurring basis.
A description of the valuation methodologies used for instruments measured at fair value in
accordance with the three-level fair value hierarchy follows:

Level One — Values based on unadjusted quoted prices for identical assets or liabilities
in an active market that HMC has the ability to access.

Level Two — Values based on pricing inputs which are either directly observable or that
can be derived or supported from observable data. These inputs may include quoted
prices for similar assets or liabilities in nonactive markets or pricing models whose inputs
are observable for substantially the full term of the asset or liability.

Level Three — Values based on prices or valuation techniques that require inputs that
are both significant to the fair value of the financial asset or financial liability and are
generally less observable from objective sources.

Level One investments held by HMC include common stocks and equity mutual funds that are
traded in an active market. Level Two investments held by HMC include U.S. government and
corporate obligations which are valued using prices that are determined through observable
market information such as quotes from less active markets and/or quoted prices of securities
with similar characteristics. HMC did not hold any Level Three securities as of September 30,
2023 and 2022.

HMC'’s alternative investments funds are measured at net asset value as a practical expedient
for fair value and are accordingly excluded from the fair value hierarchy. These funds include
ownership interests in limited liability partnerships, limited liability companies, and commodities
through a limited partnership. Underlying assets of these investment funds include mortgage-
backed securities, asset-backed securities and global equity fund of funds. Alternative
investments may have less liquidity, a stale quoted price, or varying prices from independent
sources. HMC is subject to certain limitations on redemption of various investments. Otherwise,
all funds are redeemable at net asset value as of the redemption date.

12



HAMILTON MEDICAL CENTER, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

September 30, 2023 and 2022

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED):

A financial instrument’s categorization within the valuation hierarchy is based upon the lowest
level of input that is significant to the fair value measurement. The hierarchy of cash and
investments measured at fair value on a recurring basis as of September 30, 2023 is as follows:

Level One Level Two Total
Investments and investments
limited as to use:
Cash and cash equivalents
(money market funds) $ 10,248,732 $ - $ 10,248,732
Equities
Consumer goods 23,444,955 - 23,444,955
Energy and utilities 8,285,137 - 8,285,137
Financials 32,811,137 - 32,811,137
Healthcare 23,322,371 - 23,322,371
Industrials and materials 28,939,361 - 28,939,361
Technology 25,411,088 - 25,411,088
Corporate obligations
Domestic - 25,917,743 25,917,743
U.S. government obligations
Treasury/agency - 19,192,238 19,192,238
Mortgage-backed - 18,653,061 18,653,061
Asset-backed - 5,005,731 5,005,731
Other - 32,971,315 32,971,315
$152,462,781 $101,740,088 254,202,869

Alternative investments measured
at net asset value
Total investments and investments

157,691,017

limited as to use $411,893,886

A financial instrument’s categorization within the valuation hierarchy is based upon the lowest
level of input that is significant to the fair value measurement. The hierarchy of cash and
investments measured at fair value on a recurring basis as of September 30, 2022 is as follows:

13



HAMILTON MEDICAL CENTER, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

September 30, 2023 and 2022

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED):

Level One Level Two Total
Investments and investments
limited as to use:
Cash and cash equivalents
(money market funds) $ 7,883,420 $ - $ 7,883,420
Equities
Consumer goods 22,344,278 - 22,344,278
Energy and utilities 7,338,240 - 7,338,240
Financials 29,907,031 - 29,907,031
Healthcare 24,212,367 - 24,212,367
Industrials and materials 25,581,216 - 25,581,216
Technology 27,359,833 - 27,359,833
Corporate obligations
Domestic - 43,223,097 43,223,097
U.S. government obligations
Treasury/agency - 21,580,299 21,580,299
Mortgage-backed - 17,795,704 17,795,704
Asset-backed - 4,918,506 4,918,506
Other - 11,507,677 11,507,677
$144,626,385 $99,025,283 243,651,668

Alternative investments measured
at net asset value
Total investments and investments

157,888,606

limited as to use

$401,540,274

The mix of underlying investments of the alternative investments measured at net asset value,
at September 30, 2023 and 2022 is as follows:

2023 2022
Debt securities 14% 13%
Equity securities 35 35
Hedge funds 18 16
Private placement/asset-based loans 8 7
Real estate & commodities 25 29

100% 100%

Investments include accumulated unrealized gains of $29,730,339 and $13,714,007 as of
September 30, 2023 and 2022, respectively.
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HAMILTON MEDICAL CENTER, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

September 30, 2023 and 2022

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED):

Certain of HMC’s alternative investments have imposed liquidity restrictions that limit the timing
and method of redemption of HMC'’s interest to specific periods ending after September 30,
2023. Approximately $68,830,000 of the alternative investments have such restrictions that
limit redemption to future periods ranging from 2024 to 2030.

Investment income and gains and losses for investments and investments limited as to use are
comprised of the following for the years ended September 30, 2023 and 2022:

2023 2022
Interest and dividend income $ 10,179,719 $ 8,315,005
Net realized gains (losses) on sales of trading 4,991,152 (129,417)
securities
Net unrealized gains (losses) on trading securities 16,016,332 (58,694,530)
Investment fees (1,271,748) (1,811,594)

$29,915,455 $(52,320,536)

The carrying values of accounts receivable, accounts payable and long-term debt, as reported
in the consolidated financial statements, approximate their respective fair values.

Subsequent Events: HMC has evaluated activities subsequent to September 30, 2023 and
determined that as of the date of the Independent Auditor's Report, which is the date the
consolidated financial statements were available to be issued, there are no reportable
subsequent events.

PATIENT SERVICE REVENUE:

Patient service revenue is generated by providing patient care and recognized as performance
obligations are satisfied. Amounts are reported at the estimated net realizable amount that
reflects the consideration to which HMC expects to be paid from patients, third-party payors
(including health insurer and government programs) and others.

Performance obligations are determined based on the nature of the services provided by HMC.
Revenue for performance obligations satisfied over time is recognized based on actual charges
incurred in relation to total expected charges. Generally, performance obligations satisfied over
time relate to patients in the hospital receiving inpatient acute care services. HMC measures
the performance obligation from admission to the point when it 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 (for example, pharmaceuticals and medical
equipment) where HMC does not provide additional goods beyond the point of service.

15



HAMILTON MEDICAL CENTER, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

September 30, 2023 and 2022

PATIENT SERVICE REVENUE (CONTINUED):

HMC has elected the practical expedients available under revenue recognition accounting
guidance related to accounting for significant financing components and incremental contract
acquisition costs, and such amounts are insignificant. In addition, because all of its
performance obligations relate to contracts with a duration of less than one year, HMC has
elected to apply the optional exemption from disclosure of amounts associated with unsatisfied
performance obligations at the end of the reporting period. Such unsatisfied or partially
unsatisfied performance obligations primarily relate to inpatient acute care services at the end
of the reporting period for in-house patients, who are generally discharged within days or weeks
after the end of the reporting period. HMC has an unconditional right to receive payment subject
only to the passage of time for services provided to these in-house patients through the end of
the reporting period. Such amounts are reported within patient accounts receivable in the
consolidated balance sheets.

The transaction price is based on standard charges for goods and services provided, reduced
by explicit price concessions (contractual adjustments) provided to third-party payors, implicit
price concessions (discounts provided to patients qualifying under the charity policy), and
implicit price concessions provided to self-pay patients.

Implicit price concessions for uninsured and underinsured patients that do not qualify for
financial assistance are estimated based on historical collection experience with this class of
patients using a portfolio approach as a practical expedient. For uninsured and underinsured
patients that do not qualify for financial assistance, HMC recognizes revenue on the basis of
established rates, discounted according to policy for services rendered. Historical experience
has shown a significant proportion of HMC’s uninsured patients, in addition to a growing
proportion of HMC’s insured patients, will be unable or unwilling to pay for their responsible
amounts for the services provided. In order to estimate the net realizable value of the revenues
and accounts receivable associated with third-party payors and uninsured patients,
management regularly assesses their valuation based upon business and economic
considerations, trends in healthcare coverage, historical write-off experience and other
collection trends.

HMC has agreements with third-party payors that provide for payments at amounts different
from established rates. These contractual adjustments are explicit price concessions and
represent the difference between established charges and the estimated reimbursable
amounts from third-party payors. Explicit price concessions are estimated based on contractual
agreements, discount policies, and historical experience.
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HAMILTON MEDICAL CENTER, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

September 30, 2023 and 2022

PATIENT SERVICE REVENUE (CONTINUED):

HMC disaggregates its patient service revenue by payor source. The disaggregation by payor

source is as follows:

2023 2022
Medicare $ 89,401,190 $ 87,861,043
Medicare HMO 54,429,849 46,267,308
Medicaid 34,343,850 33,786,310
Self-pay 2,966,200 5,362,128
Other commercial 84,095,917 83,880,099
Blue Cross Blue Shield 79,098,077 74,919,265
Cigna 69,366,590 56,647,288
Other 7,759,122 6,067,753
Patient service revenue $421,460,795 $394,791,194

Components of patient service revenue is summarized as follows for the years ended
September 30:

2023 2022

Charges, at established rates $1,741,806,220 $1,599,417,471

Explicit price concessions (1,120,850,627) (1,021,583,737)
Charity care (79,831,065) (73,046,267)
Implicit price concessions (119,663,733) (109,996,273)

Patient service revenue $ 421,460,795 $ 394,791,194

Estimated Third-Party Payor Settlements:

Inpatient services provided to Medicare and Medicaid beneficiaries are reimbursed based on
prospectively determined rates per discharge. Outpatient Medicare services are reimbursed
based on prospectively determined rates per visit and outpatient Medicaid services are
reimbursed based on cost subject to certain limitations. Such determinations are subject to
review and retrospective adjustment by third-party payors. Final settlement has been reached
for all Medicare years prior to 2019 and Medicaid years prior to 2020. In the opinion of
management, adequate provision has been made for any retrospective adjustments that may
result from such reviews. Any difference between estimated settlements and final
determinations are reflected in the year finalized. HMC has recorded amounts due to Medicare
and Medicaid programs of $1,691,000 and $650,000 in patient accounts receivable as of
September 30, 2023 and 2022, respectively. Patient service revenue decreased by
approximately $3,200,000 for the year ended September 30, 2023 and increased by $868,000
for the year ended September 30, 2022, due to changes in estimates related to prior-year
settlements.
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HAMILTON MEDICAL CENTER, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

September 30, 2023 and 2022

PATIENT SERVICE REVENUE (CONTINUED):

Estimated Third-Party Payor Settlements (continued):

Laws and regulations governing the Medicare and Medicaid programs are complex and subject
to interpretation. HMC believes that it is in compliance with all applicable laws and regulations
and is not aware of any pending or threatened investigations involving allegations of potential
wrongdoing. While no such regulatory inquiries have been made, compliance with such laws
and regulations can be subject to future government review and interpretation as well as
significant regulatory action including fines, penalties and exclusion from the Medicare and
Medicaid programs.

PATIENT ACCOUNTS RECEIVABLE:

Patient accounts receivable represent expected amounts to be collected from the Medicare
and Medicaid programs, private insurance carriers, and private-pay residents, as well as
residents with co-insurance provisions. HMC grants credit without collateral to its patients, most
of whom are local residents. The net amount expected to be collected is determined based on
an established collection history and review of individual balances. Third-party reimbursement
is a complex process which involves submission of claims to multiple payors, each having its
own claims requirements. In some cases, the ultimate collection of patient accounts receivable
subsequent to the service dates may not be known for several months.

The mix of receivables, excluding patient credit balances which have been reclassified to
current liabilities, at September 30, 2023 and 2022 is as follows:

2023 2022
Medicare 34% 32%
Medicaid 7 8
Third-party payor 32 30
Patients 27 ~30

100% 100%

LONG-TERM DEBT:

The long-term debt at September 30 consisted of:

2023 2022
Development Authority of City of Dalton
Revenue Certificates, Series 1996,
interest at various rates from 3.65%
to 5.5% payable through 2026 $ 7,845,000 $9,845,000
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HAMILTON MEDICAL CENTER, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

September 30, 2023 and 2022

LONG-TERM DEBT (CONTINUED):

Development Authority of City of Dalton
Subordinated Participating Refunding
Revenue Certificates, Series 2003,
variable interest rate with maximum of 15%
(15% at September 30, 2022)
payable in 2023

Development Authority of City of Dalton
Refunding Revenue Bonds, Series 2012B,
variable interest rate (4.89% and 2.60% at
September 30, 2023 and 2022, respectively)
payable through 2029

Development Authority of City of Dalton
Refunding Revenue Bonds, Series 2012C,
variable interest rate (4.89% and 2.60% at
September 30, 2023 and 2022, respectively)
payable through 2042

Development Authority of City of Dalton
Subordinated Participating Refunding
Revenue Certificates, Series 2016,
variable interest rate with maximum of 9.30%
(7.20% and 7.58% at September 30, 2023 and
2022, respectively) payable in 2026

Dalton-Whitfield County Joint Development
Authority (Georgia) Revenue Bonds, Series
2017, interest at various rates from 3% to 5%
payable through 2048

Dalton-Whitfield County Joint Development
Authority (Georgia) Revenue Bonds, Series
2022, interest at 2.69%, payable through 2028

Plus Series 2017 bond premium
Less current maturities

Less unamortized issuance costs

2023 2022
$ - $ 1,000,000
2,970,000 2,970,000
53,620,000 53,620,000
1,155,000 1,155,000
90,000,000 90,000,000
25,515,000 28,490,000
181,105,000 187,080,000
2,941,760 3,097,226
(6,290,000) (5,975,000)
(1,370,129) (1,629,175)

$176,386,631

$182,573,051
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

September 30, 2023 and 2022

LONG-TERM DEBT (CONTINUED):

Principal maturities of the long-term debt are due in aggregate annual installments as follows:

2024 $ 6,290,000
2025 6,620,000
2026 6,890,000
2027 7,180,000
2028 7,535,000
2029 and thereafter 146,590,000

$181,105,000

On December 1, 1996, Development Authority of City of Dalton (Development Authority) issued
tax-exempt Revenue Certificates, Series 1996, (Series 1996 Certificates) in the amount of
$80,000,000 payable through 2026 with interest at various rates from 3.65% to 5.5%. Pursuant
to a Loan Agreement between Development Authority and HMC, both HMC and the System
became obligated issuers under a Master Trust Indenture. The proceeds were used to
refinance the $56,000,000 term loan, finance and reimburse the cost of certain additions,
extensions and improvements at HMC and pay for cost of issuance. Under a financial guaranty
insurance policy on the Series 1996 Certificates, the obligated issuers, HMC and the System,
must maintain certain performance conditions and may issue additional parity certificates under
certain conditions.

On June 1, 2003, Development Authority issued tax-exempt Subordinated Participating
Refunding Revenue Certificates, Series 2003 (Series 2003 Certificates) in the amount of
$1,000,000 payable on June 1, 2023. Interest is calculated at the rate equal to the lesser of
15% or 1.6% of Net Patient Service Revenue at HASC, as defined. Pursuant to a Loan
Agreement between Development Authority and HMC, both HMC and the System became
obligated issuers. The proceeds were used to refund $1,000,000 in principal amount of Series
1996 Certificates. Hamilton Surgeons’ Tax-Exempt Bond, LLC (Bond LLC) entered into a
Purchase Agreement with HMC and the System for the purchase of the Series 2003
Certificates and offered units in the Bond LLC to qualified physicians. This liability was
transferred from HMC to HASC on December 1, 2012.

On September 1, 2003, Development Authority issued tax-exempt Variable Rate Demand
Revenue Certificates, Series 2003B (Series 2003B Certificates) in the amount of $55,000,000
payable through August 15, 2033. Pursuant to a Loan Agreement under the Master Trust
Indenture between Development Authority and HMC, the proceeds were used to finance and
reimburse HMC for certain capital improvements at HMC and for the cost of issuance. The
Series 2003B Certificates were secured by an irrevocable Letter of Credit in the amount of
$55,632,877 between HMC, the System and a financial institution under a Reimbursement
Agreement.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

September 30, 2023 and 2022

LONG-TERM DEBT (CONTINUED):

On December 5, 2012, $19,570,000 of the Series 1996 Certificates, $20,000,000 of the Series
2003B Certificates and $14,310,000 of Development Authority Revenue Certificates, Series
1998, which were used to finance the acquisition of the four skilled nursing homes operated by
HLTC, were refunded in order to achieve debt service savings with tax-exempt Development
Authority 2012A Refunding Revenue Bonds (2012A Bonds) payable though 2028 with interest
at various rates from 2% to 5%. A supporting note receivable was executed whereby HLTC
will reimburse HMC semiannually for the principal and interest payments required.

Also, on December 5, 2012 all of the outstanding Residential Care Facilities for the Elderly
Authority of Whitfield County tax-exempt variable rate bonds, which were used to finance the
acquisition, construction and equipping of the Royal Oaks facility, were redeemed and replaced
with Development Authority of the City of Dalton Refunding Revenue Bonds Series 2012B, a
tax-exempt variable rate obligation of both HMC and the System purchased directly by a
financial institution, payable through 2029. A supporting note receivable was executed
whereby Royal Oaks will reimburse HMC semiannually for the principal and interest payments
required.

In addition, on December 5, 2012, the remaining Series 2003B Certificates were redeemed
and replaced with a tax-exempt variable rate obligation purchased directly by a financial
institution (Series 2012C Bonds) payable through 2042. Accordingly, the Letter of Credit was
cancelled on December 5, 2012. The Series 2012C Bonds included $20,000,000 of additional
proceeds to be used for certain additions, renovations and improvements at HMC.

On November 14, 2016, Development Authority issued tax-exempt Subordinated Participating
Refunding Revenue Certificates, Series 2016 (Series 2016 Certificates) in the amount of
$1,155,000 payable on June 1, 2026. Interest is calculated at the rate equal to the lesser of
9.3% or 0.71% of Net Patient Service Revenue at HASC, as defined. Pursuant to a Loan
Agreement between Development Authority and HASC, HASC became the obligated issuer.
The proceeds were used to refund $1,155,000 in principal amount of Series 1996 Certificates.
Bond LLC entered into a Purchase Agreement with HASC for the purchase of the Series 2016
Certificates and offered units in the Bond LLC to qualified physicians.

On December 13, 2017, Dalton-Whitfield County Joint Development Authority (Joint
Development Authority) issued tax-exempt Variable Rate Revenue Bonds, Series 2017 in the
amount of $90,000,000 payable through August 15, 2048. Pursuant to a Loan Agreement
under the Master Trust Indenture between Development Authority and HMC, the proceeds will
be used to finance and reimburse HMC for certain capital improvements at HMC and for the
cost of issuance.

OnJune 9, 2022, the $31,165,000 2012A Bonds were refunded in order to achieve debt service
savings with tax-exempt Joint Development Authority 2022 Refunding Revenue Bonds payable
though 2028 with interest at 2.69%. The supporting note between HLTC and HMC remains
unchanged. The refunding resulted in a gain on extinguishment of debt related primarily to
unamortized issuance premium on the 2012A Bonds.
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September 30, 2023 and 2022

INVESTMENT-HEALTH ONE ALLIANCE AND ALLIANT:

HMC and Physician Health Services, Inc. (PHS) were the initial members and are equal owners
of Health One Alliance, LLC (HOA), a limited liability company that began operations in April
1995 as a physician hospital organization. HOA developed a managed care network of
providers in northwest Georgia and contracts with employers to provide healthcare services.

In 1998, HOA acquired a 25% ownership interest in Alliant Health Plans, Inc. (Alliant) and in
June 2001, through the withdrawal of other Alliant owners, increased ownership of Alliant to
100%. Alliant is a nonprofit provider-sponsored healthcare plan that contracts to provide
hospital and medical services to members.

Summarized financial data of HOA, including the unaudited consolidated operations of Alliant,
for the twelve months ended September 30, 2023 and 2022 is as follows:

Unaudited Unaudited
Twelve Months Ended Twelve Months Ended
September 30, 2023 September 30, 2022

Total assets $194,837,759 $168,858,820
Total shareholders’ equity $108,552,424 $108,586,655
Net gain (loss) $ 2,765,770 $ (4,844,460)

The investment in HOA is accounted for under the equity method and, accordingly, HMC
recognized its share of HOA’s gain of $1,382,885 and loss of $2,422,230 in 2023 and 2022,
respectively. The net investment in HOA was $54,276,212 and $54,293,327 at September 30,
2023 and 2022, respectively.

Distributions received from HOA are classified in the consolidated statements of cash flows
under the nature of the distribution approach, in which distributions received are classified on
the basis of the nature of the activity or activities that generated the distribution. Management
has determined that distributions from HOA are considered a return of investment, and
therefore, the distributions are classified as cash inflows from investing activities on the
consolidated statements of cash flows.

RETIREMENT PLAN:

Under a 403(b) matching plan, HMC matches 100% of employee contributions up to 5% of
salary. Full-time employees are eligible if they are 21 years of age and have at least one year
of continuous service. Expense associated with the retirement plans was $5,543,206 and
$4,411,478 in 2023 and 2022, respectively.
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September 30, 2023 and 2022

CONCENTRATION OF CREDIT RISK:

Financial instruments that potentially subject HMC to significant concentrations of credit risk
consist of cash, cash equivalents and investments. Cash, cash equivalents and investments
are maintained by HMC in accounts with several financial institutions. HMC performs periodic
evaluations of the relative credit standing of those financial institutions that are considered in
HMC'’s investment strategy.

HAMILTON AMBULATORY SURGERY CENTER, INC.:

HMC, on September 26, 2001, organized HASC as a controlled affiliate and tax-exempt
corporation as described in 501(c)(3) of the Internal Revenue Code of 1986.

HASC operates an ambulatory surgery center facility (Surgery Center) with four operating
rooms, which opened in November 2001, near the HMC acute-care hospital. The Surgery
Center was constructed by HMC under a Certificate of Need (CON) from the State of Georgia
with further CON approval in June 2002 granting HASC, rather than HMC, a license to operate
the Surgery Center as freestanding.

On November 9, 2001, HMC entered into a Management Services Contract (Contract) with an
outside vendor to provide management services for operation of the Surgery Center. The
Contract was transferred on October 1, 2002 to Hamilton Surgeons’ Management Company,
LLC (Management Company) to provide comprehensive management services for operation
of the Surgery Center under a Management and Clinical Supervision Agreement which has
been renewed through August 31, 2024. Many of the Management Company responsibilities
are fulfilled through a contract with an outside vendor. The total management fees were
$575,000 for years ended September 30, 2023 and 2022, respectively.

LIABILITY CLAIMS:

HMC is, from time to time, subject to claims and suits arising in the ordinary course of hospital
business. Since January 1988, HMC has been insured against such claims by a commercial
insurance carrier on a claims-made basis. The coverage included a self-insured retention of
$2,000,000 per occurrence and $6,000,000 aggregate per year through April 1, 2023. HMC
renewed the policy for coverage that includes a self-insured retention of $3,000,000 per
occurrence and $7,500,000 aggregate per year through April 1, 2024 and HMC intends to
continue to renew or replace the current policy with equivalent insurance.

An independent actuary is engaged to determine the amount of accrued liability claim and
funding requirements. In conjunction, HMC maintains investments of $10,129,898 and
$10,387,503 as of September 30, 2023 and 2022, respectively, whose use is limited under a
trust agreement for liability claims and has accrued liability claims of $5,593,793 and
$5,786,574 as of September 30, 2023 and 2022, respectively, which have been discounted at
3.5%, respectively. It is reasonably possible that actual losses may differ from management’s
estimates by a material amount. Under terms of the trust agreement, the fund is committed to
the payment of liability claims and expenses.
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COMMITMENTS:

HMC is obligated under contracts with certain outside service organizations. The related
contracted services expense of $50,208,057 and $18,218,000 were incurred in 2023 and 2022,
respectively.

Future minimum contracted services for information technology, medical services and facility
renovation with initial or remaining terms equal to or exceeding one year were as follows:

Year ending

September 30 Amount
2024 $21,419,000
2025 6,054,000
2026 5,577,000
2027 4,580,000
2028 4,636,000

RELATED PARTY TRANSACTIONS:

Under terms of a Service Agreement, HMC paid the System $17,331,000 and $16,572,000
reflected in operating expense for years ended September 30, 2023 and 2022, respectively.

Under terms of a Service Agreement effective October 1, 1997, the System paid HMC
$225,000 for years ended September 30, 2023 and 2022.

HMC has entered into a management agreement effective June 15, 1989 with DSH. The
management fees received from DSH under the agreement are based on 6% of certain
revenue. The management fee was $31,256 and $30,525 for years ended September 30,
2023 and 2022, respectively.

HMC has entered into a management agreement effective October 1, 1996 with WP. The
management fees received from WP under the agreement are based on approximately 11%
of certain revenue. The management fee was $40,095 and $34,823 for the years ended
September 30, 2023 and 2022, respectively.

Amounts due from related affiliates of $9,143,045 and $4,375,677 as of September 30, 2023
and 2022, respectively, are included in other current assets. Amounts due to related affiliates
of $5,220 and $0 as of September 30, 2023 and 2022, respectively, are included in accounts
payable.
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FUNCTIONAL EXPENSES:

HMC provides healthcare services to residents within its geographic area. Expenses related
to providing these services for the fiscal year ended September 30, 2023 are as follows:

General &
Administrative

Healthcare

Services Total

Salaries, wages and

benefits $185,981,879 $35,840,301  $221,822,180
Supplies and utilities 84,365,762 4,610,254 88,976,016
Purchased services 21,690,223 8,070,956 29,761,179
Other 18,868,073 10,235,571 29,103,644
Professional fees 17,907,808 - 17,907,808
Depreciation and

amortization 15,207,489 10,361,640 25,569,129
Interest 4,572,054 3,092,664 7,664,718
Total $348,593,288 $72,211,386  $420,804,674

HMC provides healthcare services to residents within its geographic area. Expenses related
to providing these services for the fiscal year ended September 30, 2022 are as follows:

General &
Administrative

Healthcare
Services

Salaries, wages and
benefits

Supplies and utilities

Purchased services

Other

Professional fees

Depreciation and
amortization

Interest

Total

$165,503,827
76,384,924
26,366,977
18,284,723
14,605,141

14,177,368
3,549,076

$318,872,036

Total

$29,630,662  $195,134,489
4,331,021 80,715,945
6,377,512 32,744,489
10,430,043 28,714,766

- 14,605,141
9,702,823 23,880,191
2,385,114 5,934,190
$62,857,175  $381,729,211
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LIQUIDITY AND AVAILABILITY OF RESOURCES:

Financial assets available for general expenditure, without donor or other restrictions limiting
their use, within one year of the consolidated balance sheet date are reflected in the
consolidated balance sheets as current assets and include the following balances at
September 30:

2023 2022
Cash and cash equivalents $19,059,346 $15,703,441
Patient accounts receivable 47,759,780 49,183,024
Other assets 3,228,272 3,096,047
Total $70,047,398 $67,982,512

HMC funds its operations primarily through service charges to patients.

At the discretion of HMC management, excess cash not needed for operating expenditures
are invested in various investment funds.

COVID-19 PANDEMIC AND PROVIDER RELIEF FUNDS:

On March 11, 2020, the World Health Organization declared the outbreak of COVID-19, a novel
strain of coronavirus, a pandemic, and on March 13, 2020, a national emergency was declared
in the United States. In response to the COVID-19 pandemic, the Coronavirus Aid, Relief and
Economic Security Act (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 September 30,
2022, HMC received approximately $6,538,000 in distributions from this fund. HMC did not
receive distributions from this fund during the year ended September 30, 2023. HMC has
recognized these amounts as unrestricted revenues, gains, and other support in the
accompanying consolidated statements of operations. These funds are intended to reimburse
qualifying expenses and lost revenues attributable to COVID-19 and are subject to the terms,
conditions, and regulatory requirements set forth by HHS. If the total distributions received by
HMC exceed the cumulative amount of qualifying expenses and lost revenues attributable to
COVID-19 through June 30, 2022, any excess funding may be subject to recoupment.
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COVID-19 PANDEMIC AND PROVIDER RELIEF FUNDS (CONTINUED):

During the year ended September 30, 2020, HMC also received approximately $33,782,000 in
Advance Medicare Payments as part of the CARES Act stimulus to provide additional working
capital. On September 30, 2020, the Continuing Appropriations Act (CAA) was signed into law
which included a provision to relax the recoupment of Medicare Advance Payments, including
delaying recoupment for one year from when the advances were made. It also staggered the
percentage of claims processed that were to be recouped over a twenty-nine-month period. As
of September 30, 2022, all funds have been recouped by the Centers for Medicare and
Medicaid Services.

LEASES:

As part of the transition to the new standard, HMC was required to measure and recognize
leases that existed at October 1, 2020 using a modified retrospective approach. For leases
existing at the effective date, HMC 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 net operating ROU assets and lease
liabilities of $3,777,723 and $3,641,884 as of September 30, 2023 and 2022, respectively. The
accounting for finance leases remained substantially unchanged with the adoption of Topic
842, and HMC has no finance leases.

HMC leases office buildings under the terms of non-cancellable operating leases. For leases
with terms greater than 12 months, the related right-of-use assets and right-of-use obligations
are recorded at the present value of lease payments over the term. Some of the leases include
rental escalation clauses and renewal options that are factored into the determination of lease
payments when appropriate.

The components of lease expense (and related classification within the accompanying
consolidated statements of operations) were approximately as follows during 2023 and 2022:

2023 2022
Operating lease cost $ 795,000 $ 797,000
Short-term lease cost 860,000 670,000
Total $1,655,000 $1,467,000

Cash paid for amounts included in the measurement of lease liabilities for the years ended
September 30, 2023 and 2022 was $648,089 and $618,277, respectively. Right-of-use of
assets obtained in exchange for new lease obligations for the year ended September 30, 2023
was $806,036. No new leases were executed during the year ended September 30, 2022.
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LEASES (CONTINUED):

Other information is as follows:

Weighted-average remaining lease term — operating leases 6.2 years
Weighted-average discount rate — operating leases 4.50%

The following is a schedule of operating lease liability maturities related to leases with third-
parties for the years ending:

2024 $ 860,376
2025 692,376
2026 650,426
2027 599,801
2028 572,767
Thereafter 962,770
Total 4,338,516
Less: interest 560,793
Lease liability 3,777,723
Less: current portion 706,071
Operating lease liability, net current portion $3,071,652
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