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Financiai Highlights for the Year Ending December 31, 2016 

Enclosed are the financial statements of Norton Healt1.care, Inc. for the year ended December 31, 2016. 

Revenues and Expenses 

For the year ending Decembei 31, 2016, total revenues grew $92.2 million, or 5%, to $2.1 billion. This increase 
was due to the growth of patient service revenue before bad debt expense of $78.0 million, or 4%, an increase in 
other revenue of$8.5 million, or 26%, and a decline of bad debt expense of $5.7 milJion, or 8% over the same 
period in 2015. When comparing 2016 to 2015, inpatient admissions increased 640, or 1%, while hospital and 
total outpatient volumes improved 4% and 5%, respectively, and physician office visits improved 6%. 

The increase in patient service revenue for 2016 compared to 2015 was due to: 

• Increased outpatient volumes (outpatient visits, emergency department visits, and outpatient surgeries), 
which resulted in higher outpatient net service revenues before bad debt expense at these hospitals: 
Norton Women's and Children's Hospital (NWCH) (14,883, or 12%), Norton Audubon Hospital (4,037, 
or 3%), Norton Brownsboro Hospital (NBH) (3,395, or 4%), and Norton Hospital (1,205, or 1%), 

• Increased admissions at NWCH (636, or 4%) and NBH (261, or 3%), · 
• Increased volumes at Norton Cancer Institute (NCI), 
• Norton Medical Group (NMG) hired additional specialists and primary care physicians and their practice 

office visits have increased 6%. 

Bad debt expense for the year ending December 31, 2016 decreased by $5. 7 million, or 8%, compared to the prior 
year due to a decline in self-pay accounts and a shift to Medicaid and other government payor accounts, which 
results in lower bad debt expense. 

Other revenue increased $8.5 million, or 26%, due to the receipt of settlement proceeds at Norton Children's 
Hospital (NCH), receipt of meaningful use monies by the physician practices and the hospita1s, and increased 
milestone revenue in the Research Office. 

Direct expenses increased $105. I million, or 6%, compared to the same period in 2015. Major components of 
this expense growth were: 

1. Labor and benefits rose by $63.5 million, or 6%, broken down as follows: 

(in millions) 
Salary and Wages 
Contract Labor 
Benefits 
Total 

2016 
$ 906.8 

10.2 
201.9 

$1,118.9 

2015 
$ 827.1 

10.5 
217.4 

$1,055.0 

% Change 
10% 
(3%) 
(7%) 
6% 

Salary and wages increased at NMG ($36.1 million), NWCH ($9.3 million), the System Office ($7.8 
million), Norton ($5.8 milJion), NCH ($5.6 million), Audubon ($4.8 million), NBH ($4.2 million), and 
NCI ($3. 7 million). NMG continued to hire additional specialists and primary care physicians compared 
to the prior year. The NWCH, Norton, NCH, Audubon, NBH, and NCI increases were volume related. 
The System Office added positions in their Nurse Externs, Access Center, Construction, Nursing 
Residency Program, Information Services, Quality Management departments. Additionally, system wide 
general pay rate increases were given during the year. 

Benefit costs decreased due to lower pension expense ($10.8 million), health insurance expense ($10.6 
million), and short-term disability expense ($1.4 million) partially offset by increased FICA expense 
($4.9 million) and additional discretionary funding of employer contributions to the 403(b)/401(k) benefit 
plans ($1.7 million). 



2. The decline in professional fees of$9.6 million, or 13%, occurred at NCH ($12.5 million) partially offset 
by increased expense at Norton ($1.5 million) and the Research Office ($627,000). NCH recorded 
expenses in 2015 to establish reserves for an anticipated new affiliation agreement with the University of 
Louisville School of Medicine. This agreement was signed in December 2015 and the affiliation 
agreement reserves were adjusted at year end. No further adjustments were necessary to this reserve in 
2016. Norton incurred services for anesthesia coverage while the Research Office incurred costs for 
pharmacy services. 

3 . Drug and supply costs increased $34.5 million, or 9%; $14.9 million in drug expense and $19 .6 million in 
supply expense. The increase in drug expense occurred at NCI ($9.9 million), the Norton Healthcare 
Pharmacies {Norton Pharmacies) ($1.9 miJiion), and the NMG ($1.7 million). The NCI and Norton 
Pharmacies variances were volume related. !'-!MG bought more flu vaccine for patient and empioyee flu 
vaccinations. The increase in supply expense occurred at Norton ($6.2 million), NBH ($4.8 million), 
NWCH ($4.3 million), Audubon ($1.7 million), and NCH ($903,000). Norton's increase occurred in 
Surgery and Invasive Cardiology where they incurred costs for chargeable supplies, spine implants, 
reagents/chemicals, and cardiovascular implants; NBH's was in Surgery and Invasive Cardiology for 
orthopedic implants, chargeable supplies, neurologic implants, cardiovascular implants, and 
reagents/chemicals; NWCH's was in Surgery for chargeable supplies, orthopedic implants, non
chargeable supplies, neurologic implants, and cardiovascular implants; Audubon's was in Surgery for 
chargeable supplies, orthopedic implants, neurologic implants, non-chargeable supplies, and 
cardiovascular implants; and NCH's was in Surgery, Respiratory Therapy, and Critical Care for 
neurologic implants, non".chargeable supplies, spine implants, medical gases, cardiovascular implants, and 
medical gases. These increases were volume related. Also, all of our hospitals were negatively impacted 
by lower vendor incentive with Premier ($2.3 million), which has the effect of increasing supply expense. 

4 . The increase in fees and special services of $3.3 million, or 3%, occurred at NCH ($2.4 million), NWCH 
($1.5 million), and NBH ($733,000) partially offset by a decline at the System Office ($1.5 million). 
NCH incurred transition costs relating to the name change of the hospital. NWCH's increase was for 
outside laboratory services, specialty care service in their Ante Partum department and services in their 
Physical Therapy department. NBH incurred costs for radiation, hemodialysis, and security services. The 
System Office incurred expenses for EPIC system support 2015 that did not re-occur in 2016. 

5. Insurance expense increased $9.3 million, or 95%, primarily for self-insured malpractice insurance 
coverage. Malpractice insurance expense is determined by external actuaries, who calculate funding 
levels required to cover our malpractice claims. Based on the report we received in the 4th quarter of 
2015, lower funding levels were necessary due to favorable claims experience, primarily with our large 
dollar claim settlements. The result was a favorable adjustment recorded in December 2015 ($23 .3 
million) lowering insurance expense for that period which did not re-occur in 2016. 

6. All other direct expenses increased by $3.8 million, or 3%. We experienced increases for rents and 
leases, equipment rent, and utilities. 

As a result of greater total direct expense growth than total revenue growth, EBITDA declined from $226.8 
million in 2015 to $213.9 million in 2016. 

Fixed expenses, which include depreciation and interest expense, increased $5.9 million or 5%, $3.2 million in 
interest expense and $2.7 million in depreciation expense. Reduced interest earned on the swap agreements, 
which lowers interest expense, and higher interest on our bonds and capitalized leases partially offset by an 
increase in capitalized interest, which lowers interest expense, were the primary causes of the increase in interest 
expense. The increase in depreciation expense occurred primarily at NBH ($1.5 million) and NWCH ($1.1 
million). NBH completed construction on their Surgical Center and NWCH made equipment purchases in 2016. 



Patient service margin declined from $108.0 million in 2015 to $89.3 million in 2016, or a decrease of $18.7 
million. Increases in salary and wages, supplies, drugs, malpractice insurance, fees and special services, interest, 
depreciation, and other direct expenses were partially offset by increased net patient service revenue and other 
revenue and lower benefit costs. 

Investment income was $36.0 million and $22.2 million for the years ending December 31, 2016 and 2015; 
respectively. This improvement was caused by unrealized gains on the alternative investment segment of our 
investment portfolio, increased interest and dividend income, and realized gains partialiy offset by a decline in 
realized gains on the alternative investment segment of our investment portfolio and increased investment 
manager fees. 

Operating income was $125.3 million in 2016 compared to $130.2 million in 2015. This represents a decline of 
$4.9 million and was the result of lower patient service margin partially offset by improved investment results. 

Other non-operating revenues and expenses show a gain of $17.4 million in 2016, which is an improvement of 
$24.3 million from the same period in 2015. Unrealized investment gains totaled $23.4 million for the year 
ending December 31, 2016 compared with unrealized losses of $36.0 for the same period in 2015. Market 
conditions have been more favorable during 2016 compared to 2015. In August 2016, we issued three Series 
2016 bond offerings. These bond offerings are a combination of variable and fixed rate debt. A portion of the 
proceeds were used to refund our Series 2006, Series 201 lD, and Series 2013B debt. The new debt is being used 
to finance improvements including renovation and expansion of Audubon, additional operating rooms at NWCH 
to meet growing demand, and replacement and renovation of aging infrastructure t() provide more efficient 
technology and reduce costs. The gain on extinguishment of debt associated with the premium bond issues 
totaled $5.6 million. In 2014, we established a reserve related to a dispute for p~t participation in our group 
purchasing organization. In 2015, this dispute was settled and the remaining reserve balance was written off 
($11.3 million). There was no impact to the 2016 results for this transaction. Our debt securities contain an 
option whereby the holder of the agreement would be able to give cash and gain ownership to the securities in the 
1997 and 1998 defeasance escrow. We were presented an opportunity to amend the option agreement to 
accelerate the exercise date ofthe option holder from October 1, 2016 to October 1, 2015. In 2015, we recorded 
the fair value of the payments to enter into this option agreement ($6.8 million, net of expenses). There was no 
impact to the 2016 results for this transaction. The change in mark to market on the swap agreements deteriorated 
$10 .3 million compared to improving $11.2 million in the years ending December 31, 2016 and 2015, 
respectively. Grants awarded by the Petersdorf Fund totaled $800,000 and $167,000 for the years ending 
December 31, 2016 and 2015, respectively. 

Other equity transactions show a gain of $961,000 compared to a loss of $40.4 million for the years ending 
December 31, 2016 and2015, respectively. We recorded unfavorable adjustments of$3.6 million and $44.6 
million to match the pension asset to the funded status of the plans for the years ending December 31, 2016 and 
2015, respectively. The large adjustment in 2015 was the result from an unfavorable class action lawsuit ruling 
made in December 2015 surrounding the calculation of lump sum benefit caicuiations from 2003 to 2008. The 
ruling is under appeal. In 2016, restricted contributions ($4.6 million) were recorded to close out projects at 
NWCH for construction in their Intensive Care and Pediatric Emergency Departments; at NCH for equipment 
purchases; at NMG for the establishment of a pediatric urology clinic and pediatric orthopedic clinic expansion; 
and at NBH for expansion of their neurodiagnostic services. In 2015, restricted contributions ($4.2 million) were 
recorded for land donated to the Audubon campus; for construction of the Pediatric Emergency and Intensive 
Care departments at NWCH; and construction and bed purchase in the Diabetes Center and renovation of the 
Emergency Department trauma rooms at NCH. 

Net assets increased by $143.7 million and $82.9 for the years ending December 31, 2016 and 2015, respectively, 
an improvement of $60.8 million. 



Balance Sheet - December 31. 2016 compared to December 31. 2015 

Working capital declined $153.7 million compared to the prior year end due to a decrease in cash and increases in 
accrued payroll items, due to third party payors, accounts payable, and current portion of long-term debt partially 
offset by an increase in net patient receivables. 

Significant items impacting cash were: 

• Payments made for trade payables, payroll and related taxes, and provider taxes, 
• Transfer of funds to the investment portfolio, 
• Purchase of capital assets, 
• Employer contributions to the 403(b) and 401 (k) savings plans, 
• Bond principle deposits, 
• Funding the semi-annual interest payments on our debt, 
• Third party insurance settlements, 
• Payment for software licensing fees, 
• Payment of malpractice claims, 

which were partially offset by: 

• Collections on hospital/physician practice patient receivables and other misce11aneous receipts, 
• Capital projects funded by bond proceeds, 
• Receipt of IOA payments from Passport and Kentucky Medicaid, 
• Receipt of the Premier administrative fee distributions, and 
• Receipt of meaningful use payments. 

The increase in accrued payroll items was due to the timing of our payroll cycle compared to the monthly 
calendar, an increase in accrued vacation, and accruals recorded for the employer contribution to the 
403(b)/401(k) savings plans. The increase in due to third party payers was due to reserves established for billing 
issues with wound care services. Accounts payable increased due to timing. Current portion of long-term debt 
increased due to additional debt added from the 2016 bond issuances, discussed above. The increase in net 
patient receivables was driven by the increase in net patient service revenue before bad debt expense. 

Cash and investments available for debt service increased $214.0 million, as follows: 

(in mil1ions) 12/3112016 12/31/2015 Change 
Operating Cash $ 162.0 $ 282.6 $(120.6) 
Marketable Securities 18.8 18.8 
Board Designated Funds 1,012.3 677.9 334.4 
Bond Trustee Funds 30.4 30.2 0.2 
Total $1,223.5 $1,009.5 $ 214.0 

This increase was caused by positive cash flows generated from operations, reimbursement of capital projects 
from bond proceeds, and favorable investment results partially offset by spending on capital projects. As a result, 
our consolidated days of cash on hand increased to 234 at December 31, 2016 from 204 at December 31, 2015. 

Accounts receivable days outstanding decreased from 43.5 as of December 31, 2015 to 42.6 as of December 31, 
2016. 

The increase in assets limited by Board of Trustees was due to transfers from cash to our long-term investment 
portfolio ($280.0 million) and favorable investment results. The increase in assets limited by Bond Indenture 
Trust were the result of the net proceeds from the Series 2016 bond offerings, discussed in the other non-operating 
revenues and expenses section above, less reimbursement of capital projects from bond proceeds. The decline in 
assets limited by Self Insurance Trust (Trust) was caused by claim payments partially offset by favorable 
investment results and contributions made to the Trust. 



Property and equipment increased $33.3 million to $797.4 million. This was the result of capital spending, 
primarily for: !and, construction at Audubon, equipment purchases at the hospitals, a new laboratory system, 
other system upgrades, and construction projects at several physician practices partially offset by depreciation. 

The decline in other assets of $1.4 million was caused by deterioration in the mark to market position on the swap 
agreements and losses in joint venture income partially offset by the vendor incentive with Premier, increases in 
malpractice reinsurance receivables, long-term pledges receivable, net of discounts, and the Norton Scholars 
program receivables. 

Other non-current liabilities increased $17. 7 due to deferred income related to settlement proceeds, additional 
accruals to the deferred compensation benefit plans, and accruals made to the pension plan to record changes 
recognized in other comprehensive income and estimated settlement costs, partially offset by malpractice claim 
payments made, net of accruals. 

Total debt increased $281.3 miHion due to the net proceeds from the Series 2016 bond offerings, discussed in the 
other non-operating revenues and expenses section, above, and amortization of bond discounts and bond issue 
costs less other payments made on the debt. 

Thank you for your ongoing interest in Norton Healthcare. We are continually evaluating alternatives to manage 
and optimize our outstanding debt portfolio. We may from time to time seek to retire or purchase outstanding 
bonds through cash purchases, through a public Tender Offer, privately negotiated transactions, or otherwise at 
our sole discretion. Such purchases or exchanges, if any, will depend on prevailing market conditions, our 
liquidity requirements, contractual restrictions, and other factors. The amount of bonds purchased or exchanged 
may be material. If you have any questions or concerns, please contact Helena Schulz at (502) 629-8263 or bye
mail at helena.schulz@nortonhealthcare.org. 

Sincerely, 

ALJ~. Uj 
Adam D. Kempf r vr 
Senior Vice President, Finance 
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Report of Independent Auditors 

The Board of Trustees 
Norton Healthcare, Inc. and Affiliates 

We have audited the accompanying combined financial statements ofNorton Healthcare, Inc. and 
Affiliates, which comprise the combined balance sheets as of December 31, 2016 and 2015, and 
the related combined statements of operations and changes in net assets, and cash flows for the 
years then ended, and the related notes to the combined 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 
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 
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. 

1611-2121732 
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working world 

Opinion 

In our opinion, the financial statements referred to above present fairly, in all material respects, 
the combined financial position of Norton Healthcare, Inc. and Affiliates at December 31, 2016 
and 2015, and the combined results of their operations and changes in net assets, and their cash 
flows for the years then ended in conformity with U.S. generally accepted accounting principles. 

~TnLL'P 
March 31, 2017 
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Norton Healthcare, Inc. and Affiliates 

Combined Balance Sheets 

December 31 
2016 2015 

Assets 
Current assets: 

Cash and cash equivalents $ 161,959,282 $ 282,634,303 
Marketable securities and other investments 18,843,516 18,738,523 
Patient accounts receivable, net, less aBowance for doubtful accounts 

of$90,715,634 and $86,316,206 for 2016 and 2015, respectively 247,685,597 242,228,087 
Inventory 49,755,919 47,100,934 
Prepaid expenses and other 29,589,478 29,173,887 
Miscellaneous receivables 18,750,776 16,492,304 
Current portion of assets limited as to use 2823192257 27,608,751 

Total current assets 554,903,825 663,976,789 

Assets limited as to use 1,439,080,914 875,456,804 

Property and equipment, net 797,426,546 764,106,179 

Other assets: 
Investments injoint ventures 54,559,039 49,043,853 
Pledges receivable, net 28,659,387 27,808,005 
Beneficial interest in trusts held by others 20,312,681 20,310,952 
Goodwill and intangible assets, net of accumulated amortization 

of $3 ,602,006 and $4,567,983 for 2016 and 2015, respectively 20,734,716 20,843,560 
Interest rate swap asset 245,450 10,534,348 
Other assets 2622222657 23,626,060 

Total other assets 1502 7332930 152,166,778 
Total assets $ 2=942=145~215 $ 2l455l706l550 

3 1611-2121732 



Liabilities and net assets 
Current liabilities: 

Accounts payable 
Accrued expenses and other 
Accrued payroll and related items 
Due to third-party payors, net 
Accrued interest 
Current portion of long-term debt 

Total current liabilities 

Other non-current liabilities: 
Pension liability 
Insurance liability 
Other 

Total other non-current liabilities 

Long-tenn debt, net of current portion 

Net assets: 
Unrestricted 
Temporarily restricted 
Permanently restricted 

Total net assets 

Total liabilities and net assets 

See accompanying notes. 
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$ 

$ 

December 31 
2016 2015 

66,575,872 $ 59,087,082 
110,072,256 108,642,441 
136,425,970 116,163,677 
33,470,261 25 ,649,174 

8,586,618 6,759,456 
362288,100 30,463,570 

391,419,077 346,765,400 

56,416,128 47,159,249 
109,054,031 117,014,869 

6526532219 49,214,660 
231,123,378 213,388,778 

1,132,251,417 856,765,614 

1,073,028,4 72 929,328,995 
76,159,959 71,554,355 
3821622912 37,903 ,408 

1,187,351,343 1,038,786,758 

2~942~145~215 $ 2l455l706l550 
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Norton Healthcare, Inc. and Affiliates 

Combined Statements of Operations and Changes in Net Assets 

Unrestricted revenue: 
Net patient service revenue before provision for 

doubtful accounts 
Provision for doubtful accounts 
Net patient service revenue 
Other revenue 
Donations and contributions 
Joint venture loss 

Total unrestricted revenue 

Operating expenses: 
Labor and benefits 
Professional fees 
Drugs and supplies 
Fees and special services 
Repairs, maintenance, and utilities 
Rent and ]eases 
Insurance 
Provider tax 
Other 

Total operating expenses 

Earnings before fixed expenses and other gains (losses) 

Fixed expenses: 
Depreciation and amortization 
Interest expense 
Interest rate swap benefit, net 

Patient service margin 

1611-2121732 

$ 

Year Ended December 31 
2016 2015 

2,107,213,082 $ 2,029 ,251,312 
{6720872555} {72,813 ,0292 

2,040,125,527 1,956,438,283 
41,482,321 33,006,127 
10,624,195 9,578,788 
{124332230} {463,9392 

2,090, 798,813 1,998,559,259 

1,118,906,183 1,055,014,231 
63,759,487 73,392,511 

419,175,931 384,697,637 
114,658,114 111,390,296 

70,715,416 69,786,016 
32,975,874 30,432,840 
19,070,214 9,759,043 
20,129,732 20,129,732 
1724782530 17,190,471 

1,876,869,481 1, 771, 792, 777 

213,929,332 226,766,482 

86,570,480 83,892,555 
40,406,242 39,320,429 
{223432 710} (4,462,6842 

124,633,012 118,750,300 

89,296,320 108,016,182 
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Norton Healthcare, Inc. and Affiliates 

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

Year Ended December 31 
2016 2015 

Patient service margin $ 89,296,320 $ 108,016,182 
Investment gain 3620452894 22,221,733 
Operating gain 125,342,214 130,237,915 

Non-operating gains (losses): 
Change in net unrealized gains (losses) on investments 23,373,219 (36,036, 740) 
Change in interest rate swap values (10,288,898) 11,189,123 
Petersdorf Fund grants (804,125) (167,122) 
Net gain on debt extinguishment 5,644,176 
Change in group purchasing organization liability 11,297,118 
Other non-operating (losses) gains, net {5282138} 6,806,309 

Total non-operating gains (losses) 1723962234 (6,911,3122 
Excess of revenue over expenses 142,738,448 123,326,603 

Unrestricted net assets: 
Change in pension plan asset and obligation (3,624,998) (44,622,758) 
Net assets released from restriction for equipment 425862027 4,192,007 

Increase in unrestricted net assets 143,699,477 82,895,852 

Temporarily restricted net assets: 
Investment gain 2,249,449 1,585,689 
Contributions, fees, grants, bequests, net 11,869,340 10,605,811 
Change in beneficial interest in trusts held by others 119,475 (42,864) 
Change in net unrealized gains (losses) on investments 919,461 (1,814,962) 
Net assets released from restriction {1025522121} {8,355,6162 

Increase in temporarily restricted net assets 4,605,604 1,978,058 

Pennanently restricted net assets: 
Change in beneficial interest in trusts held by others 240,963 (1,161 ,551) 
Investment gain 35,919 12,472 
Contributions, fees, grants, bequests, net (49,557) (86,737) 
Change in net unrealized gains (losses) on investments 32,179 {67,368} 

Increase (decrease) in permanently restricted net assets 2592504 (1,303,1842 

Increase in net assets 148,564,585 83,570,726 
Net assets at beginning of year 120382 7862 758 955,216,032 
Net assets at end of year $ 1:187:351:343 $ ll038)86l758 

See accompany ing notes. 
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Norton Healthcare, Inc. and Affiliates 

Combined Statements of Cash Flows 

Year Ended December 31 
2016 2015 

Operating activities 
Increase in net assets $ 148,564,585 $ 83,570,726 
Adjustments to reconcile increase in net assets to net 

cash (used in) provided by operating activities: 
Depreciation and amortization 86,570,480 83,892,555 
Discount accretion 6,411,777 8,424,989 
Change in net unrealized (gains) losses on investments (24,324,859) 37,919,070 
Change in interest rate swap values 10,288,898 (11,189,123) 
Change in pension plan asset and obligation 3,624,998 44,622,758 
Net gain on debt extinguishment (5,644,176) 
Restricted contributions and investment gain (14,465,589) (10,912,820) 
Cash (used in) provided by operating assets and liabilities: 

Change in patient accounts receivable, net of 
provision for doubtful accounts (5,457,510) (26,138,080) 

Change in assets limited as to use, net (540,009, 757) (69,632,643) 
Change in amounts due to third-party payors 7,821,087 11,998,232 
Change in other current and non-current assets and liabilities 4429242550 12,073,291 

Net cash (used in) provided by operating activities (281,695,516) 164,628,955 

Investing activities 
Purchase of property and equipment (119,890,847) ( 64,3 50,040) 
Incremental investment in Regional Health Network 

of Kentucky and Southern Indiana, LLC (20,757,343) 
Change in joint ventures and other !525152186} (2,345,447~ 

Net cash used in investing activities (125,406,033) (87,452,830) 

Financing activities 
Proceeds from issuances of long-tenn debt 717,502,381 
Principal payments on other long-term debt (30,281,512) (29,456,291) 
Refund of 2006 Bonds (310,618,908) 
Refund of 2011 D Bonds (31,345,000) 
Refund of 2013B Bonds (68,730,000) 
Cost of long-term debt issuances (4,566,022) 
Restricted contributions and investment gain 142465,589 10,912,820 
Net cash provided by (used in) financing activities 286,4262528 (18,543,471) 

(Decrease) increase in cash and cash equivalents (120,675,021) 58,632,654 
Cash and cash equivalents at beginning of year 282~6342303 224,001,649 
Cash and cash equivalents at end of year $ 161~9593282 $ 282l634l303 

See accompanying notes. 
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Norton Healthcare, Inc. and Affiliates 

Notes to Combined Financial Statements 

December 31, 2016 and 2015 

1. Description of Organization and Summary of Significant Accounting Policies 

Organization 

The accompanying combined financial statements of Norton Healthcare, Inc. include the 
transactions and accounts of Norton Healthcare, Inc. (the controlling company) and Affiliates, 
including the following: Norton Hospitals, Inc.; Norton Enterprises, Inc.; Norton Properties, Inc.; 
The Children's Hospital Foundation, Inc.; Norton Healthcare Foundation, Inc.; and Community 
Medical Associates, Inc. Norton Healthcare, Inc. and Affiliates are collectively hereafter referred 
to as the Corporation. The Corporation operates in the Louisville, Kentucky metropolitan area, and 
its operations include 1,837 licensed beds, 13 Norton Immediate Care Centers, and more than 200 
primary care and specialty offices. 

All significant intercompany transactions and accounts have been eliminated in combination. 

Use of Estimates 

The preparation of the combined financial statements in conformity with U.S. generally accepted 
accounting principles (U.S. GAAP) requires management to make estimates and assumptions that 
affect the reported amounts of assets and liabilities and disclosure of contingent assets and 
liabilities at the date of the combined financial statements and the reported amounts of revenue 
and expenses during the reporting period. Actual results could differ from those estimates. 

Cash and Cash Equivalents 

Cash and cash equivalents include all cash and highly liquid investments that are neither internally 
nor externally restricted. The Corporation considers highly liquid investments to be cash 
equivalents when they are both readily convertible to cash and so near to maturity (typically within 
three months) that their value is not subject to risk due to changes in interest rates. The amount of 
cash and cash equivalents carried on the combined balance sheets represents fair value. 

Marketable Securities and Other Investments 

Marketable securities and other investments consist primarily of marketable debt securities which 
are used by the Corporation to support ongoing operations. 
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Norton Healthcare, Inc. and Affiliates 

Notes to Combined Financial Statements (continued) 

1. Description of Organization and Summary of Significant Accounting Policies (continued) 

Allowance for Doubtful Accounts 

The provision for doubtful accounts 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 allowance for doubtful accounts based upon historical write-off 
experience by payor category. The results of this review are then used to make modifications to 
the provision for doubtful accounts to establish an appropriate allowance for doubtful accounts. 

Inventory 

Inventories (predominately medical and surgical supplies and pharmaceuticals) are primarily 
carried at the lower of cost (first-in, first-out method) or market. 

Assets Limited as to Use and Investment Results 

Assets limited as to use include a portfolio of investments that are set aside by the Board of 
Trustees (the Board) for future services, indigent care, education, research, and community health 
initiatives over which the Board retains control and may, at its discretion, subsequently use for 
other purposes. This portfolio of investments also includes assets restricted by donors. The 
Corporation utilizes a pooled investment program (the Master Trust Fund) to manage this portfolio 
of investments. Income is allocated to each entity based on its investment balance to the total 
investment balance by type of investment. All entities that participate in the Master Trust Fund are 
included in these combined financial statements. Other investments within assets limited as to use 
include assets held by trustees under a self-insurance trust agreement and assets under bond 
indenture trust agreements. Amounts required to meet current liabilities of the Corporation have 
been classified as current in the combined balance sheets at December 31, 2016 and 2015. 

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 the values of investment securities will occur in the near term, and that 
such change could materially affect the amounts reported in the combined balance sheets. 

1611-2121732 9 



Norton Healthcare, Inc. and Affiliates 

Notes to Combined Financial Statements (continued) 

1. Description of Organization and Summary of Significant Accounting Policies (continued) 

All investment securities are considered trading. Included in investment gain are interest, 
dividends, realized gains and losses on investments, and changes in the value of investments 
carried at net asset value (NAY). Investment gain and the change in net unrealized gains (losses) 
on investments are included in the excess of revenue over expenses unless a donor or law restricts 
the income or loss. 

Alternative investments, including hedge funds, real estate funds, and private equity funds, are 
recorded under the equity method of accounting using NAY. The NAY of alternative investments 
is based on valuations provided by the administrators of the specific financial instrument. The 
underlying investments in these financial instruments may include marketable debt and equity 
securities, commodities, foreign currencies, derivatives, and private equity investments. The 
underlying investments themselves are subject to various risks, including market, credit, liquidity, 
and foreign exchange risk. The Corporation believes the NAY is a reasonable estimate of its 
ownership interest in the respective alternative investments. The Corporation's risk of alternative 
investments is limited to its carrying value plus amounts committed to private equity as disclosed 
in Note 4. Alternative investments can be divested only at specified times in accordance with terms 
of the subscription agreements. The financial statements of all of the Corporation's alternative 
investments are audited annually. Because these financial instruments are not readily marketable, 
the estimated carrying value is subject to uncertainty, and, therefore, may differ from the value 
that would have been used had a market for such financial instruments existed. The change in the 
carrying value of the alternative investments is included in investment gain in the combined 
statements of operations and changes in net assets. 

The Corporation has elected to account for common and collective trust funds at fair value as 
allowed under Financial Accounting Standards Board (F ASB) Accounting Standards Codification 
(ASC) 825, Financial Instruments (ASC 825). The Corporation believes that this election is 
appropriate given the nature of the investments and their similarity to mutual funds. The common 
and collective trust funds are valued at NAY provided by the respective fund administrators. 
Management has determined that the NAY is an appropriate estimate of the fair value of the 
common and collective trust funds at December 31, 2016 and 2015, based on the fact that the 
common and collective trust funds are audited and accounted for at fair value by the administrators 
of the respective common and collective trust funds. There are no restrictions on the ability of the 
Corporation to redeem any of the common and collective trust funds at December 31, 2016 or 
2015. 
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Norton Healthcare, Inc. and Affiliates 

Notes to Combined Financial Statements (continued) 

1. Description of Organization and Summary of Significant Accounting Policies (continued) 

Fair Value of Financial Instruments 

The Corporation follows the provisions of ASC 820, Fair Value Measurements and Disclosures 
(ASC 820), which defines 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 establishes a framework for measuring fair value. ASC 820 defines 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. 

ASC 820 emphasizes that fair value is a market-based measurement, not an entity-specific 
measurement. Therefore, a fair value measurement should be determined based on the assumptions 
that market participants would use in pricing an asset or liability. As a basis for considering market 
participant assumptions in fair value measurements, and, as noted above, ASC 820 defines a three
level fair value hierarchy that distinguishes between market participant assumptions based on 
market data obtained from sources independent of the reporting entity and the reporting entity's 
own assumptions about market participants. The fair value hierarchy is based upon the 
transparency of inputs to the valuation of an asset or liability as of the measurement date. The three 
levels are defined as follows: 

Level 1 - Inputs utilize quoted market prices in active markets for identical assets or 
liabilities. 

Level 2 - Inputs may include quoted prices for similar assets and liabilities in active 
markets, as well as inputs that are observable for the asset and liability (other than quoted 
prices), such as interest rates, foreign exchange rates, and yield curves that are observable 
at commonly quoted intervals. 

Level 3 - Inputs are unobservable inputs for the asset or liability, which is typically based 
on an entity's own assumptions, as there is little, if any, related market activity. 

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

Notes to Combined Financial Statements (continued) 

1. Description of Organization and Summary of Significant Accounting Policies (continued) 

In order to meet the requirements of ASC 820, the Corporation utilizes three basic valuation 
approaches to determine the fair value of its assets and liabilities required to be recorded at fair 
value. The first approach is the cost approach. The cost approach is generally the value a market 
participant would expect to replace the respective asset or liability. The second approach is the 
market approach. The market approach looks at what a market participant would consider an exact 
or similar asset or liability to that of the Corporation, including those traded on exchanges, to 
determine value. The third approach is the income approach. The income approach uses estimation 
techniques to determine the estimated future cash flows of the Corporation's respective asset or 
liability expected by a market participant and discounts those cash flows back to present value 
(more typically referred to as a discounted cash flow approach). 

Property and Equipment 

Property and equipment is recorded at cost. Depreciation is provided over t.11e estimated useful life 
of each class of depreciable assets and is computed primarily using the straight-line method. Land 
improvements are depreciated over a range of 2 to 30 years. Buildings and equipment are 
depreciated over a range of 1 to 40 years. Costs incurred in the development and installation of 
internal-use software are expensed if they are incurred in the preliminary project stage or post
implementation stage, while certain costs are capitalized if incurred during the application 
development stage. Internal-use software is amortized over its expected useful life, generally 
between 1 and 10 years, with amortization beginning when the project is completed and the 
software is placed in service. 

Useful lives of assets are determined through consultation of the American Hospital Association's 
Life of Depreciable Hospital Assets and consideration of how the Corporation intends to use the 
asset or has used similar assets in the past. Equipment under capital lease obligations is amortized 
on the straight-line method over the shorter period of the lease term or the estimated useful life of 
the equipment. Such amortization expense is included in depreciation and amortization in the 
combined statements of operations and changes in net assets. 

Gifts oflong-lived assets such as land, buildings, or equipment are reported as unrestricted supp011 
and are excluded from the excess of revenue over expenses. Such gifts are recorded at fair value 
at the date of donation. Gifts of long-lived assets with explicit restrictions that specify how the 
assets are to be used and gifts of cash or other assets that must be used to acquire long-lived assets 
are reported as temporarily restricted support. 
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Norton Healthcare, Inc. and Affiliates 

Notes to Combined Financial Statements (continued) 

1. Description of Organization and Summary of Significant Accounting Policies (continued) 

Investments in Joint Ventures 

The Corporation maintains an ownership percentage of 50% or less in various joint ventures and 
other companies that do not require combination. These investments are accounted for using the 
equity method or cost method of accounting, as appropriate. 

The following is a summary of the investments in joint ventures as of December 31 : 

2016 2015 

Premier Healthcare Alliance LP (Note 16) $ 37,191,725 $ 27,519,373 
The Regional Healthcare Network of Kentucky 

and Southern Indiana, LLC (Note 17) 15,496,996 19,554,789 
Other 1,870,318 1,969,691 

$ 54,559,039 $ 49,043,853 

The following is a summary of joint venture loss for the years ended December 31: 

Premier Healthcare Alliance LP 
The Regional Healthcare Network of Kentucky 

and Southern Indiana, LLC 
Other 

2016 

$ 2,111,255 $ 

(4,057,793) 
513,308 

$ (I,433,230) $ 

2015 

1,744,466 

(2,292,883) 
84,478 

(463,939) 

Investments in joint ventures are reviewed for impairment whenever events or changes in 
circumstances indicate the carrying amount of the investment might not be recoverable. No 
impairment was recognized for the years ended December 31, 2016 or 2015. 
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Norton Healthcare, Inc. and Affiliates 

Notes to Combined Financial Statements (continued) 

1. Description of Organization and Summary of Significant Accounting Policies (continued) 

Goodwill and Intangible Assets 

The Corporation follows the provisions of ASC 958, Not-for-Profit Entities (ASC 958), which 
provides guidance for a not-for-profit entity with respect to goodwill and other intangible assets 
subsequent to an acquisition. In accordance with ASC 958, the Corporation tests goodwill and 
indefinite-lived intangible assets for impairment on an annual basis (October 1) utilizing 
qualitative and quantitative factors and between annual tests in certain circumstances. Goodwill 
impairment testing is done at the reporting unit level by comparing the fair value of the reporting 
unit's net assets against the carrying value of the reporting unit's net assets, including goodwill. 
The Corporation is defined as the reporting unit for purposes of impairment testing. If a 
quantitative analysis is performed, the fair value of net assets is generally estimated based on a 
quantitative analysis of discounted cash flows. The Corporation has goodwill and indefinite-lived 
intangible assets recorded related to a pathology laboratory, several physician practices, diagnostic 
centers, and an ambulatory surgical center license totaling $20.5 million at both December 31, 
2016 and 2015. 

The annual impairment test performed in 2016 and 2015 resulted in no adjustments to recorded 
goodwill and indefinite-lived intangible assets. Separate identifiable intangible assets, net of 
accumulated amortization, of $227,000 and $336,000 at December 31, 2016 and 2015, 
respectively, which are not deemed to have an indefinite life, continue to be amortized over their 
useful lives, which range from 3 to 5 years. Future amortization expense of these identifiable 
intangible assets is not material to the Corporation's combined financial statements. 

Medical Malpractice and General Liability Self-Insurance 

The Corporation is self-insured for medical malpractice and general liability claims. The provision 
for estimated self-insured medical malpractice and general liability claims includes estimates of 
the ultimate costs of settlement for both reported claims and claims incurred but not reported. The 
Corporation recorded total insurance liabilities of $136.7 million and $145.7 million as of 
December 31, 2016 and 2015, respectively. Insurance liabilities of$29.5 million and $30.2 million 
are included in accrued expenses and other current liabilities at December 31, 2016 and 2015, 
respectively, based on the expectation of the payout of claims in the subsequent year. Additionally, 
the Corporation has recorded total receivables of $16.0 million and $14.5 million as of 
December 31, 2016 and 2015, respectively, for anticipated reinsurance recoveries. Of total 
anticipated reinsurance recoveries, $3.0 million and $2.8 million are classified as current 
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Norton Healthcare, Inc. and Affiliates 

Notes to Combined Financial Statements (continued) 

1. Description of Organization and Summary of Significant Accounting Policies (continued) 

at December 31, 2016, and 2015, respectively, and are recorded in miscellaneous receivables on 
the combined balance sheets. The non-cmrent portions of $13.0 million and $11.7 million at 
December 31 , 2016 and 2015, respectively, are recorded in other assets on the combined balance 
sheets. The Corporation recorded a decrease in insurance expense of approximately $5.0 million 
and $16.6 million in 2016 and 2015, respectively, related to changes in actuarial estimates 
reflecting lower claim activity, closed claims, improved claim resolution history, and other 
environmental factors. The Corporation has engaged independent actuaries to estimate the ultimate 
costs of the settlement of such claims. Recorded medical malpractice and general liability self
insurance liabilities, discounted at 2.25% and 2.00% at December 31, 2016 and 2015, respectively, 
represent management's best estimate of ultimate costs. 

The Corporation has excess loss insurance coverage for claims over the self-insured limits on a 
claims-made basis. Through the excess loss commercial policies, the Corporation is insured for 
losses up to established individual and aggregate claim limits. 

The Corporation' s management is of the opinion that the accompanying combined financial 
statements will not be materially affected by the ultimate cost related to asserted and unasserted 
claims, if any, at the combined balance sheet date. 

Under the terms of the self-insurance trust agreements for the self-insurance funds, the Corporation 
makes annual deposits with its trustee based upon actuarial funding recommendations. Amounts 
deposited and interest thereon can only be used to pay self-insured losses and related expenses. 
Such trust fund assets are reported as assets limited as to use. Investment returns from trusteed 
assets are recorded as investment gain and change in net unrealized gains (losses) on investments, 
as applicable. 

Temporarily and Permanently Restricted Net Assets 

Temporarily restricted net assets are those whose use by the Corporation has been limited by 
donors to a specific time period or purpose. Permanently restricted assets have been restricted by 
donors to be maintained by the Corporation in perpetuity. Temporarily and pe1manently restricted 
net assets are primarily restricted for strategic capital projects or in support of the Corporation's 
mission. 
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Norton Healthcare, Inc. and Affiliates 

Notes to Combined Financial Statements (continued) 

1. Description of Organization and Summary of Significant Accounting Policies (continued) 

Net Patient Service Revenue 

The Corporation has agreements with third-party payors that provide for payment to the 
Corporation at amounts different than the Corporation's established charges. Payment 
arrangements include prospectively determined rates per discharge based on severity of illness, 
discounted charges, reimbursed costs, and flat fees. 

Net patient service revenue is reported at the estimated net realizable amounts from patients, third
party payors, and others for services rendered, including estimated retroactive adjustments under 
reimbursement agreements with third-party payors. Retroactive adjustments are accrued on an 
estimated basis in the period the related services are rendered and adjusted in future periods as 
final settlements are determined. The Corporation recognizes a significant amount of net patient 
service revenue at the time the services are rendered even though they do not assess the patient's 
ability to pay. As a result, the provision for doubtfol accounts is presented as a deduction from net 
patient service revenue. 

Other Revenue 

Other revenue includes capitation revenue, rental income, parking revenue, research revenue, and 
revenue from other miscellaneous sources. 

Excess of Revenue Over Expenses 

The combined statements of operations and changes in net assets include subtotals for patient 
service margin, operating gain, a..11d excess of revenue over expenses. The line excess of revenue 
over expenses represents the operating indicator for the Corporation as defined under U.S. GAAP. 
Changes in unrestricted net assets, which are excluded from excess of revenue over expenses, 
consistent with industry practice, include or may include contributions of long-lived assets, net 
assets released from restriction for equipment, investment returns on restricted assets, and changes 
in pension plan asset and obligation. 
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Norton Healthcare, Inc. and Affiliates 

Notes to Combined Financial Statements (continued) 

1. Description of Organization and Summary of Significant Accounting Policies (continued) 

Charity Care 

As a part of its not-for-profit mission, the Corporation provides care to patients who may be unable 
to pay. For those patients meeting certain criteria, the Corporation does not pursue collection of 
amounts determined to qualify as charity care. The Corporation follows F ASB Accounting 
Standards Update (ASU) 2010-23, Health Care Entities (Topic 954): Measuring Charity Care for 
Disclosure (ASU 2010-23). ASU 2010-23 requires that cost be used as the measurement for charity 
care disclosure purposes and that cost be identified as the direct and indirect cost of providing 
charity care. ASU 2010-23 also requires corporations to disclose any reimbursement received to 
offset the cost of providing charity care. The Corporation estimates charity care cost by calculating 
a ratio of cost to gross charges, and then multiplying the ratio by the gross charges attributable to 
patients that qualify for charity care, based on the Corporation's policy. The cost associated with 
charity care provided in 2016 and 2015, was $10.0 million and $8.3 million, respectively. To offset 
the cost of charity care provided, the Corporation received state means program reimbursement 
and other financial assistance related receipts of $6.0 million and $4.6 million in 2016 and 2015, 
respectively. 

Donor Restricted Gifts 

Unconditional promises to give cash and other assets to the Corporation 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. The gifts are reported as either 
temporarily or permanently restricted support 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 purpose restriction is accomplished, temporarily restricted net assets are 
reclassified as unrestricted net assets and reported in the combined statements of operations and 
changes in net assets as donations and contributions if the purpose relates to operations, or as a 
change in unrestricted net assets if the purpose relates to purchase of property and equipment. 

Beneficial Interest in Trusts Held by Othei;-s 

The Corporation is an income beneficiary of irrevocable trust funds held by others. The 
Corporation has recorded the fair value of the ownership interest of the trusts as temporarily and 
permanently restricted net assets, as appropriate. 
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Notes to Combined Financial Statements (continued) 

1. Description of Organization and Summary of Significant Accounting Policies (continued) 

Contributions Received and Pledges Receivable 

Pledges are recorded as donations and contribution revenues in the year pledged. Unconditional 
donor pledges to give cash, marketable securities, and other assets are reported at present value, 
through a discounted cash flow approach, at the date the pledge is made. Pledges receivable are 
discounted based on the nature of the individual pledge consistent with the Corporation's policy. 
Discount rates ranged from 0.03% to 1.37% at December 31, 2016, and 0.03% to 4.36% at 
December 31, 2015. Discount rates reflect the economic conditions of the year in which the pledge 
was made. 

Conditional donor promises to give and indications of intentions to give are not recognized until 
the condition is satisfied. Pledges received with donor restriction on the use of the donated assets 
are reported as either temporary or permanently restricted support until the donor restriction 
expires. An allowance is recorded for amounts the Corporation has deemed uncollectible. 

Outstanding pledges receivable from various corporations, foundations, and individuals at 
December 31 are as follows: 

2016 2015 
Gross pledges due: 

In less than one year $ 9,152,215 $ 9,231,617 
In one to five years 13,329,898 14,614,840 
In more than five years 27,185,956 24,423,604 

49,668,069 48,270,061 
Allowance for uncollectible pledges (l,663,300) (1,757,208) 
Discounting (11,856,467) (11,230,439) 
Net pledges receivable 36,148,302 35,282,414 
Less current portion (7,488,915) (7,474,409) 
Net pledges receivable long-term $ 28,659,387 $ 27,808,005 

The current portion of pledges receivable, included in miscellaneous receivables on the combined 
balances sheets, was approximately $7.5 million at both December 31, 2016 and 2015. The long
term portion is included in pledge receivables, net on the combined balance sheets. 
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Notes to Combined Financial Statements (continued) 

1. Description of Organization and Summary of Significant Accounting Policies (continued) 

Income Taxes 

Most of the income generated by the Corporation is exempt from taxation under Section 501(a) of 
the Internal Revenue Code. Certain of the Corporation's affiliates are taxable entities and some of 
the income generated by otherwise exempt entities is subject to taxation as unrelated business 
income. The Corporation files federal and Kentucky state income tax returns. The statute of 
limitations for tax years 2013 through 2015 remains open in the major U.S. taxing jurisdictions in 
which the Corporation is subject to taxation, and the 2016 tax year's statute of limitations will 
begin once returns for that year are filed. In addition, for all tax years prior to 2014 generating or 
utilizing a net operating loss (NOL), tax authorities can adjust the amount of NOL carryforward 
to subsequent years. 

As of December 31 , 2016, the Corporation has NOL carryforwards of approximately $19 .9 million 
($11.9 million at December 31, 2015). These NOL carryforwards expire in years 2018 to 2036. As 
a result of the net operating loss carryforwards, the Corporation recorded a deferred income tax 
asset of $7.7million and $4.7million at December31, 2016 and 2015, respectively. The 
Corporation evaluates the realizability of the deferred tax assets annually. Based on the cumulative 
losses incurred by Norton Enterprises, Inc. over the previous four-year period and future 
projections, the Corporation determined it is not probable that future taxable income will be 
available to apply against the deferred tax assets. As a result, the Corporation recorded a valuation 
allowance of $7.7 million and $4.7 million at December 31, 2016 and 2015, respectively, with 
corresponding expense included in other non-operating (losses) gains, net. 

Recent Accounting Pronouncements 

In May 2014, the FASB issued ASU 2014-09, Revenue from Contracts with Customers 
(ASU 2014-09), to clarify the principles for recognizing revenue and to improve financial 
reporting by creating common revenue recognition guidance for U.S. GAAP and International 
Financial Reporting Standards. The core principle of the new guidance is that an entity should 
recognize revenue to depict the transfer of promised goods or services to customers in an amount 
that reflects the consideration to which the entity expects to be entitled in exchange for those goods 
or services. ASU 2014-09 is now effective for annual reporting periods beginning after 
December 15, 2017, including interim periods within that reporting period by applying either the 
full retrospective method or the cumulative catch-up transition method. The full retrospective 
method requires application of the provisions of ASU 2014-09 for all periods presented while the 
cumulative catch-up transition method requires the application of the provisions of ASU 2014-09 
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Notes to Combined Financial Statements (continued) 

1. Description of Organization and Summary of Significant Accounting Policies (continued) 

as of the date of adoption with the cumulative effect of the retrospective application of the 
provisions as an adjustment through unrestricted net assets. Currently, the Corporation anticipates 
adopting the provisions of ASU 2014-09 using the cumulative catch-up transition method. 

As the Corporation progresses with its implementation efforts to adopt ASU 2014-09, management 
continues to evaluate the anticipated impacts it will have on its revenue recognition policies, 
procedures, combined financial position, results of combined operations, combined cash flows, 
and combined financial statement disclosures. Specifically, the Corporation is continuing to 
evaluate its population of revenue sources to determine an appropriate level of stratification, as 
well as assess all of the potential effects ASU 2014-09 will have on variable consideration arising 
from settlements with third-party payors, disproportionate share hospital payments and bundled 
payments. However, the Corporation does anticipate that, as a result of certain changes required 
by ASU 2014-09, its provision for doubtful accounts will be recognized as a direct reduction to 
patient service revenue, instead of appearing separately as a deduction to arrive at net patient 
service revenue in the combined statement of operations and changes in net assets. 

In August 2014, the FASB issued ASU 2014-15, Presentation of Financial Statements - Going 
Concern (Subtopic 205-40) (ASU 2014-15). ASU 2014-15 provides guidance on management's 
responsibility in evaluating whether there is substantial doubt about a company's ability to 
continue as a going concern and about related footnote disclosures. For each reporting period, 
management will be required to evaluate whether there are conditions or events that raise 
substantial doubt about a company's ability to continue as a going concern within one year from 
the date the financial statements are issued. The Corporation adopted ASU 2014-15 for 2016 
reporting, determining there are no conditions or events that raise substantial doubt about the 
Corporation's ability to continue as a going concern. 

In January 2016, the FASB issued ASU 2016-01, Financial Instruments - Overall (Subtopic 815-
10) (ASU 2016-01 ), to enhance the reporting model for financial instruments to provide users of 
financial statements with more decision-useful information. ASU 2016-01 provides additional 
guidance on classifying and measuring financial instruments. For entities other than public 
business entities, which includes not for profit organizations, ASU 2016-01 eliminates the 
requirement in ASC 825 to disclose the fair values of financial instruments measured at amortized 
cost on the balance sheet. The guidance within ASU 2016-01 is effective for the Corporation for 
fiscal years beginning after December 15, 2018, and interim periods beginning after December 15, 
2019. However, ASU 2016-01 allows for entities other than public business entities to early adopt 
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Notes to Combined Financial Statements (continued) 

1. Description of Organization and Summary of Significant Accounting Policies (continued) 

the provision that eliminates the fair value disclosures for financial instruments not recognized at 
fair value. The Corporation elected to adopt the provision in ASU 2016-01 that allows for the 
elimination of disclosure of the fair values of financial instruments measured at amortized cost on 
the balance sheet early and has made the relevant changes in the combined financial statements. 

In February 2016, the FASB issued ASU 2016-02, Leases (Topic 842). The guidance in 
ASU 2016-02 supersedes the lease recognition requirements in ASC 840, Leases (FAS 13). 
ASU 2016-02 requires an entity to recognize assets and liabilities arising from a lease for both 
financing and operating leases, along with additional qualitative and quantitative disclosures. ASU 
2016-02 is effective for fiscal years beginning after December 15, 2018, with early adoption 
permitted. The Corporation is currently evaluating the effect this standard will have on its 
combined financial statements. 

In August 2016, the FASB issued ASU 2016-14, Presentation of Financial Statements ofNot-for
Profit Entities (ASU 2016-14), which will change certain financial statement requirements fornot
for-profit (NFP) entities. NFPs will no longer be required to distinguish between resources with 
temporary and permanent restrictions on the face of their financial statements, meaning they will 
present two classes of net assets (with donor restrictions and without donor restrictions) instead of 
three classes. The guidance also will change how NFPs report certain expenses and provide 
information about their available resources and liquidity. ASU 2016-14 is effective for fiscal years 
beginning after December 15, 2017, and interim periods thereafter. The guidance will be applied 
retrospectively, but NFPs will have the option to omit certain information for comparative periods 
presented in the year of adoption. Early application is permitted. The Corporation is currently 
evaluating the impact that ASU 2016-14 will have on its combined financial statements. 

In March 2017, the FASB issued ASU 2017-07, Compensation -Retirement Benefits (Topic 715): 
Improving the Presentation of Net Periodic Pension Cost and Net Periodic Postretirement Benefit 
Cost (ASU 2017-07), which changes how employers that sponsor defined benefit pension present 
the net periodic benefit cost in the statement of operations. ASU 2017-07 requires employers to 
present the service cost component of net periodic benefit cost in the same statement of operations 
line items as other employee compensation costs arising from services rendered during the period. 
Employers are to present the other components of net periodic benefit cost separately from the line 
item that includes the service cost and outside of any subtotal of operating income, if one is 
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1. Description of Organization and Summary of Significant Accounting Policies (continued) 

presented. Employers will have to disclose the lines used to present the other components of net 
periodic benefit cost, ifthe components are not presented separately in the statement of operations. 
ASU 2017-07 is effective for the Corporation for fiscal years beginning after December 15, 2018, 
and interim periods therein. 

Early adoption is permitted as of the beginning of an annual period for which financial statements 
(interim or annual) have not been issued or made available for issuance. The guidance provides a 
practical expedient for disaggregating the service cost component and other components for 
comparative periods. The Corporation is currently evaluating the impact that ASU 2017-07 will 
have on its combined financial statements. 

Reclassification 

Certain reclassifications were made to the 2015 combined financial statement presentation to 
conform to the 2016 combined financial statement presentation. 

2. Community Service (Unaudited) 

The Corporation continues to build on a tradition of community service established over 100 years 
ago by its predecessor organizations, with a mission to provide quality health care to all those 
served. Through Norton Children's Hospital (formerly named Kosair Children' s Hospital) and 
Norton Children's Medical Center (formerly named Kosair Children's Medical Center) tertiary, 
acute-level inpatient services, and emergency and outpatient specialty care, are provided to 
children who live throughout Kentucky and Southern Indiana, regardless of ability to pay. In 
addition, many patients treated at Norton Hospital, Norton Audubon Hospital, Norton Women's 
and Children's Hospital (formerly named Norton Women's and Kosair Children's Hospital), and 
Norton Brownsboro Hospital receive free or discounted care. The Corporation is a major 
participant in the residency and medical education programs of the University of Louisville School 
of Medicine. 

The Corporation uses the 2015 edition of the Catholic Health Association's Guide for Planning 
and Reporting Community Benefit (CHA guidelines) to report the community benefit amounts. 
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Notes to Combined Financial Statements (continued) 

2. Community Service (Unaudited) (continued) 

In 1987, the Corporation established a fund designated for providing indigent care, education, 
research, and community health initiatives, now known as the James R. Petersdorf Fund 
(Petersdorf Fund) (Note 4). Other programs that benefit the Corporation's community are listed 
below. The costs associated with providing community service for the years ended December 31 
are as follows: 

Charity care(A) 
Educational support 
Unpaid cost of Medicaid services 
Sponsorships 
Pastoral care and counseling programs 
Kentucky Poison Control Center 
Child guidance and advocacy program 
Community cancer initiatives 
Community service activities 
Other community benefits 

2016 

$ 4,003,400 
35,005,372 
97,171,597 

1,767,973 
1,819,817 
2,092,541 
1,051,168 
3,755,458 
1,433,431 
7,361,345 

$ 155,462,102 

2015 

$ 3,731,709 
38,173,917 
74,758,889 

1,791,023 
1,780,320 
2,002,424 

876,671 
3,453,418 
1,192,685 
6,167,915 

$ 133,928,971 

(A) Consistent with Internal Revenue Service (IRS) Form 990 requirements and CHA 
guidelines, this amount is to be reported net of state means programs and amounts 
received specifically to provide financial assistance. The Corporation received state 
means program reimbursement and other financial assistance related receipts of 
$6.0 million and $4.6 million in 2016 and 2015, respectively. 

The increase in unpaid cost of Medicaid services is primarily attributable ·to the increase in 
Medicaid patients due to the expansion of Medicaid eligibility in the Commonwealth of Kentucky. 
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Notes to Combined Financial Statements (continued) 

3. Property and Equipment 

Property and equipment at December 31 consists of: 

Land and land improvements 
Buildings 
Equipment 

Accumulated depreciation and amortization 

Construction-in-process 

2016 

$ 44,555,755 
902,681,850 

1,008,929, 750 
1,956,167,355 

(1,260,361,219) 
695,806,136 
101,620,410 

$ 797,426,546 

2015 

$ 44,307,176 
883,759,876 
960,982,451 

1,889,049,503 
(1, 182,273, 160) 

706, 776,343 
57,329,836 

$ 764,106,179 

Equipment includes computer software costs of $ 79. 3 million and $ 77. 3 million at December 31, 
2016 and 2015, respectively, which are primarily related to the Corporation's clinical and revenue 
cycle information system. The accumulated depreciation related to computer software recorded in 
accumulated depreciation and amortization is $53.5 million and $48.3 million at December 31, 
2016 and 2015, respectively. The expense related to computer software recorded in depreciation 
and amortization expense on the combined statements of operations and changes in net assets was 
$5.2 million and $5.0 million for the years ended December 31, 2016 and 2015, respectively. 
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Notes to Combined Financial Statements (continued) 

4. Assets Limited as to Use and Investment Return 

Asset Limited as to Use 

The composition of assets limited as to use at December 31 is set forth in the following table by 
type of Board designation or restriction. Assets limited as to use are carried at fair value, except 
for alternative investments (consisting ofhedge funds, real estate funds, and private equity funds), 
which are accounted for under the equity method of accounting. 

2016 2015 
By Board of Trustees for indigent care, education, 

research, and community health initiatives 
(Petersdorf Fund) $ 122,135,418 $ 116,441,316 

By Board of Trustees 890,171,428 561,502,019 

By self-insurance trust agreements 135,656;969 151;475,307 
Less current portion (26,469,024) (27 ,4 73,487) 

By self-insurance trust agreements, net 109,187,945 124,001,820 

By bond indenture trust agreements 258,178,902 30,292,696 
Less current portion (20,705) (135,264) 

By bond indenture trust agreements, net 258,158,197 30,157,432 

By Stock Yards Bank escrow agreement 
(see Note 12) 14,055,579 
Less current portion (1,829,528) 

By Stock Yards Bank escrow agreement 
(see Note 12) 12,226,051 

By donors 47,201,875 43,354,217 
$ 1,439,080,914 $ 875,456,804 

The Corporation's investment p011folio is structured in a manner that matches investment risk and 
return. Short-term volatility and uncertainty of investment results are recognized as real risks that 
are managed through specific asset allocation strategies and diversification. 
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Notes to Combined Financial Statements (continued) 

4. Assets Limited as to Use and Investment Return (continued) 

The Corporation's actual weighted average allocations for assets limited as to use at December 31, 
by asset category, are as follows: 

2016 2015 

Cash and cash equivalents 2.9% 3.1% 
Marketable debt securities 32.1 24.7 
Marketable equity securities 7.0 5.6 
Mutual funds 29.9 34.1 
Hedge funds 18.8 14.7 
Real estate funds 5.6 6.9 
Common and collective trust funds 3.2 3.7 
Private equity funds 0.5 
Due from investment manager 7.2 

100.0% 100.0% 

At December 31, 2016, the Corporation has committed capital yet to be called of approximately 
$48.0 million to private equity funds over the next one to three years. No capital was committed 
to private equity funds at December 31, 2015. 
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Notes to Combined Financial Statements (continued) 

4. Assets Limited as to Use and Investment Return (continued) 

Investment Return 

Investment return is shown under unrestricted, temporarily restricted, and pennanently restricted 
net assets in the line items titled investment gain (included in operating gain for the unrestricted 
net assets) and change in net unrealized gains (losses) on investments (included in non-operating 
gains (losses) for unrestricted net assets). The following is a summary of the key components of 
investment return for the year ended December 31 : 

Investment gain by net asset class: 
Unrestricted 
Temporarily restricted 
Permanently restricted 

Total investment gain 

Components of investment gain: 
Interest and dividends 
Income distributions from trusts 
Investment fees 
Net realized gains on investments recorded 

at fair value 
Net realized gains on investments 

recorded at other than fair value 
Change in net umealized gains (losses) on 

investments recorded at other than fair value 
Total investment gain 

$ 

$ 

$ 

$ 

2016 

36,045,894 
2,249,449 

35,919 
38,331,262 

18,342,558 
994,054 

(3,224,716) 

9,476,734 

2,292,165 

10,450,467 
38,331,262 

2015 

$ 22,221,733 
1,585,689 

12,472 
$ 23,819,894 

$ 15,102,734 
898,857 

(2,218,005) 

5,578,181 

30,367,320 

(2-' Of\O 10'l\ 
J,JvJ, 1.7..J} 

$ 23,819,894 

The unrestricted, temporarily restricted, and permanently restricted change in net unrealized gains 
(losses) on investments was $24.3 million and ($37.9) million for the years ended December 31, 
2016 and 2015, respectively, is solely composed of the change in net unrealized gains (losses) on 
investments recorded at fair value. 
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Notes to Combined Financial Statements (continued) 

5. Fair Value Measurements 

The following table summarizes the recorded amount of assets and liabilities by class of asset or 
liability recorded at fair value on a recurring basis or NAV (which are marked as not applicable 
(NI A) as they are not recorded at fair value, or elected to be recorded at fair value, on a recurring 
basis). The valuation level of the asset or liability as defined by ASC 820 is included for assets and 
liabilities carried at fair value. 

December 31 
2016 2015 Level 

Marketa hie securities and other investments, 
at fair value 

Total marketable debt securitiesCA) $ 18,843,516 $ 18,738,523 2 

Assets limited as to use, at fair value 
By Board of Trustees and donors: 

Cash 4,072,499 

Mutual funds: 
Templeton Global Equity Fund(B) 75,537,189 47,825,170 
PIMCO All Asset FundCC) 35,579,531 
PIMCO Real Return Fun CD) 52,152,047 1 
Capital World Growth and Income Fund CE) 72,873,796 46,430,582 1 
Dodge and Cox Global Equity Fund(F) 78,446,194 46,297,420 1 
Dreyfus Global Equity Fund(G) 71,633,883 45,451,857 1 
JPMorgan Core Bond Fund(H) 44,638,321 
Wells Capital Management Core Fixed 

Income Fund0) 60,865,484 
Other publicly traded mutual funds (.!) 34,751,220 30,886,948 

Total mutual funds 446,259,813 297 ' 109 ,829 

Common and collective trust fundCK) 46,725,508 33,666,380 NIA 
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5. Fair Value Measurements (continued) 

December 31 
2016 2015 Level 

Separately-managed accounts: 
PNC(L) $ 54,441,897 $ 33 ,001 ,981 2 
Sterling CapitalCM) 61,681,416 44,260,561 2 
EPOCH All Cap ValueCN) 41,743,479 28 ,445,206 1 
Baron CO) 5,008 23 ,230,250 
Disciplined Growth InvestorsCP) 38,722,076 
OtherCQ) 1,288,690 1,613,569 

Total separately-managed accounts 197 ,882,566 130,551,567 
Due from investment managerCR) 64,946,883 2 

Total assets limited as to use by Board of 
Trustees and donors, at fair value 694,940,386 461 ,327,776 

By Stock Yards Bank escrow agreement: 
Cash 14,055,579 

Total assets limited as to use by Stock Yards 
Bank escrow agreement, at fair value 14,055,579 

By self-insurance trust agreements: 
Mutual funds: 

Sterling Behavioral Small Cap ValueCS) 6,231,864 
JP Morgan Smart Allocation Equity Fund(T) 30,971,228 

Total mutual funds 6,231,864 30,971 ,228 

Separately-managed accounts: 
Cash 6,564,521 3,206,199 1 
Marketable debt securities(U) 100,860,849 117 ,297 ,8 80 2 
Sterling Special Opportunities Equity(V) 21,999,735 

Total separately-managed accounts 129,425,105 120,504,079 
Total assets limited as to use by self-insurance 

trust agreements, at fair value 135,656,969 151 ,475,307 

By bond indenture trust agreements: 
Cash 58,992 1 
Marketable debt securitiesCW) 258~119,910 30,292,696 2 

Total assets limited as to use by bond indenture 
trust agreements, at fair value 258,178,902 30,292,696 

Total assets limited as to use, at fair value 1,102,831,836 643 ,095,779 
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5. Fair Value Measurements (continued) 

December 31 
2016 2015 Level 

Assets limited as to use by Board of Trustees and 
donors at NA V: 

Hedge fundsCX) $ 275,289,811 $ 132,373,634 NIA 
Real estate funds<Y) 81,539,789 62,649,259 NIA 
Private equity fundCZ) 7,738,735 NIA 

Total assets limited as to use by Board of 
Trustees and donors, at NA V 364,568,335 195,022,893 

Less current portion of self-insurance trust and 
bond indenture trust and assets limited as to use 
m escrow (28,319,257} (27,608,751) 

Total assets limited as to use $1,439,080,914 $ 875,456,804 

Other assets at fair value: 
Beneficial interest in trusts held by others 

(Note 1) $ 20,312,681 $ 20,310,952 2 
Interest rate swap asset (Note 7) 245,450 10,534,348 2 

(A) Investment-grade readily marketable corporate debt securities (95%), municipal fixed-income 
securities (3%) and money market funds invested in high-quality fixed-income securities (2%). 

CB) Mutual fund invests in domestic and international equities to achieve long-term capital growth. 
Fund strives to exceed the MSCI World Index. 

CC) Mutual fund invests in global bonds and stocks, real estate, and commodities. Fund strives to 
exceed the Barclays Capital U.S. Treasury Inflation Protected Securities: 1-10 Year Index. 

CD) Mutual fund seeks to maximize real returns by investing the majority of its assets in Treasury 
Inflation Protected Securities (TIPS) issued by the U.S. government. The fund may also 
investment in U.S. Treasury securities, corporate bonds, mortgage-backed securities and 
emerging market bonds to add value when opportunities arise. 

(E) Mutual fund invests in domestic and international equities with a focus on companies paying 
regular dividends and strives to exceed the MSCI World Index. 

CF) Mutual fund invests in equity securities issued by medium-to-large sized well-established global 
companies, including those domiciled in emerging markets, and strives to exceed the MSCI 
World Index. 

CG) Mutual fund invests in domestic and international equities and strives to exceed the MSCI World 
index. 
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5. Fair Value Measurements (continued) 

(H) Mutual fund seeks to maximize total return by investing primarily in a diversified portfolio of 
intermediate and long-term debt securities. 

(I) Mutual fund seeks to deliver excess return relative to the taxable fixed-income universe as 
measured by the Barclays U.S. Aggregate Bond Index. 

(J) Various other publicly traded mutual funds invested in a variety of money market, fixed-income, 
domestic equity, and international equity mutual funds. The equity mutual funds are diverse in 
investment strategies, including both value and growth and a variety of market capitalizations. 

(K) Common and collective trust fund whose objective is to maximize real return by investing in a 
variety of securities that offer strong relative performance in a rising inflation environment. 
Fund seeks to exceed the Dow Jones AIG Commodity Total Return Index. 

(L) Manager invests in marketable corporate debt securities (44%), U.S. government fixed-income 
securities (53%) and other fixed-income investments (3%) that strives to provide a return better 
than traditional cash or money market portfolios. 

(M) Manager invests primarily in marketable corporate debt securities (64%), U.S. government 
fixed-income securities (29%), and other fixed-income investments (7%) with the objective of 
maximizing total return while preserving capital. Manager strives to exceed the Barclays Capital 
Aggregate index. 

(N) Manager invests in domestic equities across various industries with a value orientation and high 
rates of free cash flow. Manager strives to exceed the Russell 3000 Value Index. 

(O) Manager invests in domestic equities across various industries with a variety of market 
capitalizations with a growth orientation and strives to exceed the Russell 3000 Growth Index. 

(P) Manager seeks to invest in mid-cap companies with market caps between $1 billion and 
$10 billion that are expected to yield high returns. The portfolio will generally hold between 40-
50 securities with an average turnover ratio ranging from 15% to 30%. 

(Q) Conglomeration of smaller accounts whose components are not deemed material for individual 
breakout. Largest holding is a cash account (67%). 

(R) Due from investment manager represents amounts due from K2/Highland for full redemption 
of investment as of December 31, 2015. Approximately 90% of the redemption amount was 
received in cash in January 2016 with the remaining 10% received in cash in June 2016 upon 
issuance of K2/Highland 2015 audited financial statements. 

(S) Mutual fund that seeks to capitalize on behaviorally driven market anomalies by employing a 
disciplined investment process that ranks small capitalization companies in the fund's universe 
based on a number of factors including valuation, price momentum and earnings revisions. 
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5. Fair Value Measurements (continued) 

CT) Mutual fund invests in equity securities of U.S. and international companies across all market 
capitalizations. Fund seeks to provide long-term capital appreciation and exceed the MSCI 
World Index. 

CU) Externally managed portfolio holding investment grade U.S. agency and U.S. Treasury fixed
income securities whose maximum maturity does not exceed five years. 

(V) Equity portfolio that primarily invest in companies with the best perceived combination of 
underlying growth potential and attractive valuation in a high conviction portfolio of 25-40 
holdings. 

(W) Externally managed portfolio holding U.S. agency securities and U.S. Treasury securities 
(26%), highly rated municipal bonds (26%), and corporate bonds (33%) that is structured to 
generate returns while protecting principal and providing liquidity to fund draws on the project 
fund. 

(X) The hedge funds are composed of both fund of funds and direct hedge funds that seek to provide 
equity-like returns over a full market cycle with reduced volatility and low correlation. The 
managers employ various strategies, including, but not limited to, long/short equity, long/short 
credit, distressed credit, merger/credit arbitrage, and macrotrading strategies. 

(Y) The real estate funds include an actively managed private real estate investment trust (REIT) 
composed of participating mortgages and wholly owned real estate investments. A smaller 
portion of the holdings include a commingled real estate fund, which includes the purchase of 
REITs, real estate properties, private equity funds, public debt securities, and high-yield private 
debt. 

CZ) The private equity fund investments are comprised of limited partnerships that invest in the 
equity and debt of privately held companies. The objective of these strategies is to provide a 
return that exceeds that of public equity markets over a long-term time period. These 
investments will typically have a life of five-ten years depending on the strategy. 

Valuation 

Marketable Debt Securities and Other Investments and Assets Limited as to Use 

Level I securities are stated at unadjusted quoted market prices. The Corporation's various 
investment portfolios are held by a variety ofbusiness partners (managers) and these managers use 
external pricing services in providing the valuation for all levels of securities. 
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5. Fair Vaiue Measurements (continued) 

Level 2 securities include valuations based upon direct and indirect observable market inputs that 
may utilize the market, income, or cost approaches in determination of their fair value. The pricing 
services use a variety of pricing models and inputs based upon the type of security being valued. 
These inputs may include, but are not limited to the following: reported trades; similar security 
trade data; bid/ask spreads; institutional bids; benchmark yields; broker/dealer quotes; ISsuer 
spreads; yield to maturity; and corporate, industry, and economic events. 

As nearly all of the Corporation's marketable debt securities are actively traded, the recorded fair 
value reflects current market conditions. However, due to the inherent volatility in the investment 
market, there is at least a possibility that recorded investment values may change by a material 
amount in the near term. 

Beneficial Interests in Trusts Held by Others 

The Corporation is ' an income beneficiary of irrevocable trust funds held by others. The 
Corporation has recorded the fair value of the ownership interest of the irrevocable trust funds 
based on its pro rata share of the underlying assets or income. Based on the observable inputs, 
typically marketable debt or equity securities held in the irrevocable trust funds, the Corporation 
has determined its beneficial interests in outside trust funds held by others fall in Level 2 of the 
fair value hierarchy. This technique is consistent with the market approach. 

Interest Rate Swap Asset 

The fair value is calculated based on a discounted cash flow model, taking into consideration the 
terms of each interest rate swap and the credit rating of the Corporation or counterparty, as 
applicable. Based on the observable inputs, typically published interest rates and credit spreads, 
the Corporation has determined its interest rate swaps fall in Level 2 of the fair value hierarchy. 
The specific Corporation inputs are disclosed in Note 7. This technique is consistent with the 
income or discounted cash flow approach. 

1611-2121732 33 



Norton Healthcare, Inc. and Affiliates 

Notes to Combined Financial Statements (continued) 

5. Fair Vaiue Measurements (continued) 

Other Fair Value Measurements 

Certain financial instmments are not required to be marked to fair value on a recurring basis, and, 
therefore, the level of disclosure is noted as not applicable. The carrying value of pledges 
receivable is required to be disclosed at fair value under applicable accounting guidance. The fair 
value of the Corporation's pledges receivable, based on discounted cash flow analysis and adjusted 
for consideration of the donor's credit, is $36.1 million and $35.3 million at December 31, 2016 
and 2015, respectively. These fair values are determined using a Level 2 methodology in the fair 
value hierarchy based on observable inputs through formal pledge agreements and other similar 
documents, as well as market interest rates. 

6. Net Patient Service Revenue 

Net patient service revenue is recorded during the period the health care services are provided, 
based on estimated amounts due from the patients and third-party payors. Third-party payors 
include federal and state agencies (under Medicare, Medicaid, and other government programs), 
managed care health plans, commercial insurance companies, and employers. Patient service 
revenue is reported at estimated net realizable amounts for services rendered. The Corporation 
recognizes patient service revenue associated with patients who have third-party payor coverage 
on the basis of contractual rates for the services rendered. For uninsured patients that do not qualify 
for charity care, patient service revenue is recognized on the basis of discounted rates in accordance 
with the Corporation's policy. 
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6. Net Patient Service Revenue (continued) 

Net patient service revenue (net of contractual allowances and discounts) before the provision for 
doubtful accounts from major payor sources for the year ended December 31 is as follows: 

%of %of 
2016 Total 2015 Total 

Medicare $ 575,243,354 27% $ 565,626,310 28% 
Medicaid 417,615,075 20 420,103,624 21 
Commercial 1,033, 790,009 49 993,081, 165 49 
Self-pay and other 80,564,644 4 50,440,213 2 

Net patient service revenue before 
provision for doubtful accounts 2,107 ,213,082 100% 2,029,251,312 100% 

Provision for doubtful accounts 672087,555 72,813,029 
Net patient service revenue $ 2,040,125,527 $ 1,956,438,283 

Laws and regulations governing the Medicare and Medicaid programs are complex and subject to 
interpretation. The Corporation 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. The Corporation has established a corporate compliance program to assist 
in maintaining compliance with such laws and regulations. Compliance with such laws and 
regulations can be subject to future government review and interpretation, as well as significant 
regulatory action, including fines and penalties and exclusion from the Medicare and Medicaid 
programs. As a result, there is at least a reasonable possibility that current recorded estimates will 
change by materiai amounts in the near term. 

Medicare 

Inpatient acute care services are reimbursed based on the patient's diagnosis related group (DRG). 
Outpatient services are reimbursed based on the services provided using ambulatory payment 
classifications (APCs). Medicare payments include Disproportionate Share Hospital and Medical 
Education add-ons. These add-ons are subject to annual retrospective review by the Medicare 
program. In the opinion of management, adequate provision has been made in the combined 
financial statements for any adjustments that may result from such reviews. 
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6. Net Patient Service Revenue (continued) 

Medicaid 

The Commonwealth of Kentucky has contracted with various managed care plans to provide 
coverage for Medicaid eligible residents. Under these plans, inpatient acute care services are 
reimbursed based on a prospective DRGs system similar to the Medicare acute reimbursement 
methodology. Outpatient services rendered to beneficiaries are reimbursed under a mixed 
methodology consisting of prospectively set rates (similar to the Medicare APC methodology), fee 
schedules, and cost reimbursement. Components of Medicaid reimbursement are subject to annual 
retrospective review by the Medicaid program. In the opinion of management, adequate provision 
has been made in the combined financial statements for any adjustments that may result from such 
reviews. 

The Commonwealth of Kentucky has established a provider tax program to provide funds for 
indigent care provided by Kentucky hospitals. Under the provider tax program, the Corporation's 
hospitals pay a fixed amount based on total historical receipts from all payors and are eligible for 
reimbursement for certain services based on historical indigent care utilization. These amounts are 
shown net on the combined statement of operations and changes in net assets. 

Commercial 

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

The Corporation recorded a decrease in net patient service revenue before the provision for 
doubtful accounts of approximately $0.2 million in 2016 and an increase in net patient service 
revenue before the provision for doubtful accounts of approximately $12.9 million in 2015 as a 
result of changes in estimated settlements with Medicare, Medicaid, and other commercial payors. 
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6. Net Patient Service Revenue (continued) 

Policy for Assessing the Timing and Amount of Uncollectible Net Patient Service Revenue 
and Patient Accounts Receivable 

Net patient service revenue is reduced by the provision for doubtful accounts, and patient accounts 
receivable are reduced by an allowance for doubtful accounts. These amounts are based on 
management's assessment of historical and expected net collections for each major payor, 
considering business and economic conditions, trends in health care coverage, and other collection 
indicators. Management regularly reviews data about these major payor sources of net patient 
service revenue in evaluating the sufficiency of the allowance for doubtful accounts. On the basis 
of historical experience, a significant portion of the Corporation's uninsured patients will be unable 
to pay for the services provided. Thus, the Corporation records a significant provision for doubtful 
accounts in the period services are provided related to self-pay patients, including both uninsured 
patients and patients with deductible and copayment balances due for which third-party coverage 
exists for a portion of their balance. For patient account receivables associated with patients who 
have third-party coverage, the Corporation analyzes contractually due amounts and provides an 
allowance for doubtful accounts and a provision for doubtful accounts, if necessary. Patient 
accounts receivable are written off after collection efforts have been followed in accordance with 
the Corporation's policies. 

The allowance for doubtful accounts was approximately $90. 7 million and $86.3 million at 
December 31, 2016 and 2015, respectively. These balances as a percentage of patient accounts 
receivable, net of contractual allowances, were approximately27% and 26% at December 31, 2016 
and 2015, respectively. The following is a summary of the Corporation's allowance for doubtful 
accounts activity for the year ended December 31 : 

Balance at beginning of year 
Additions charged to cost and expenses 
Patient accounts written off, net of recoveries 

and other 
Balance at end of year 

1611-2121732 

2016 2015 

$ 86,316,206 $ 76,806,342 
67 ,087,555 72,813,029 

(62,688,127) (63,303, 165) 
$ 90, 715,634 $ 86,316,206 
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7. Long-Term Debt 

Long-term debt at December 31 consists of the following: 

2016 2015 
Louisville/Jefferson County Metro Government Health 

System Revenue Bonds, Series 2016, dated 
August 11, 2016 (2016 Bonds) $ 610,205,000 $ 

Louisville/Jefferson County Metro Government Health 
System Revenue Bonds, Series 2013, dated 
September 26, 2013 (2013 Bonds) 204,580,000 273,31 0,000 

Louisville/Jefferson County Metro Government Health 
System Fixed Rate Revenue Refunding Bonds, dated 
October 31, 2012 (2012A Bonds) 9,000,000 10,900,000 

Louisville/Jefferson County Metro Government Health 
System Variable Rate Revenue Bonds, dated 
August 10, 2011 (2011 Bonds) 88,045,000 121,785,000 

Louisville/Jefferson County Metro Government Health 
System Revenue Bonds, Series 2006, dated 
October 12, 2006 (2006 Bonds) 300,900,000 

Kentucky Economic Development Finance Authority, 
Health System Revenue Bonds, Series 2000, dated 
October 1, 2000 (2000 Bonds) 211,700,000 222,840,000 

1,123,530,000 929,735,000 
Unamortized premiums (discounts) 11,986,705 (76,432,001) 
Less unamortized deferred financing costs (10,807,254} (9,178,849) 

1,124,709,451 844,124,150 
Other debt and capital leases 43,830,066 43,105,034 
Total long-term debt 1,168,539,517 887,229,184 
Less amounts due within one year (36,288,100) (30,463,570) 
Total long-term debt, net of current portion $ 1,132,251,417 $ 856,765,614 
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The 2000 Bonds are secured by a mortgage lien on the principal hospital facilities and parking 
garages of Norton Hospitals, Inc. built before 2006. The net book value of these properties is 
$113.2 million and $122.2 million at December 31, 2016 and 2015, respectively. At December 31, 
2016, all bonds outstanding are tax-exempt bond issues. At December 31, 2015, all bonds with the 
exception of the (now refunded) 2013B Bonds and 2011D Bonds were tax exempt bond issues. 
All bonds are secured by a security interest in certain pledged collateral, including the operating 
revenue of the Obligated Group (defined as Norton Healthcare, Inc. and Norton Hospitals, Inc.). 
Principal and interest related to the bonds are payable solely by the Obligated Group. 

Deferred financing costs are being amortized over the life of the respective bond issues using the 
effective interest method for fixed-rate bonds and the bonds outstanding method for variable-rate 
bonds. 

The Corporation has agreed to certain covenants, which, among other things, limit additional 
indebtedness and guarantees and require the Corporation to maintain specific financial ratios. The 
Corporation is in compliance with these covenants at December 31, 2016 and 2015. 

2016 Bonds 

In 2016, the Corporation entered into loan agreements with Louisville/Jefferson County Metro 
Government to issue $521.1 million of Series A uninsured fixed-rate revenue bonds (2016A 
Bonds), $31.3 million of Series B uninsured variable-rate bonds (2016B Bonds), and $68.7 million 
of Series C uninsured variable-rate revenue bonds (2016C Bonds). Proceeds from 2016A Bonds 
were used to refund all of the remaining 2006 Bonds outstanding at the time and to pay or 
reimburse the Corporation for the cost of acquiring, constrncting, renovating, and equipping areas 
related to patient care and to pay certain expense in connection with the issuance of the 2016 
Bonds. Proceeds from 2016B Bonds and 2016C Bonds were used to refund all remaining 2013B 
Bonds and Series 201 lD Bonds outstanding at the time. As a result of the refunding, the 
Corporation reported a gain on extinguishment of debt of $5.6 million. 

At December 31, 2016, the 2016A Bonds consist of term bonds with interest rates ranging from 
3.0% to 5.5% maturing through October 1, 2037. Interest is payable semiannually on April 1 and 
October 1. Beginning October 1, 2026, 2016A Bonds maturing on or after October 1, 2026, are 
subject to optional redemption by the Corporation prior to maturity for 100% of par. 
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20 l 6B Bonds and 20 l 6C Bonds are a direct placement issue and held entirely by Branch Banking 
and Trust Company, with final maturity in 2021 and 2023, respectively. 2016B and 2016C Bonds 
are subject to optional redemption at any time prior to maturity by the Corporation for 100% of 
par. At December 31, 2016, the applicable cost of the debt for 2016B and 2016C Bonds was 
approximately 1.0%. 

2013 Bonds 

In 2013, the Corporation entered into loan agreements with Louisville/Jefferson County Metro 
Government to issue $154.6 million of Series A uninsured fixed-rate revenue bonds (2013A 
Bonds), $75.0 million of Series 2013B uninsured taxable variable-rate bonds (2013B Bonds), and 
$50.0 million of Series C uninsured variable-rate revenue bonds (2013C Bonds). Proceeds from 
2013A Bonds and 2013C Bonds were used to pay or reimburse the Corporation for the cost of 
acquiring, constructing, renovating, and equipping areas related to patient care and to pay certain 
expense in connection with the issuance of the bonds. Proceeds from 2013B Bonds were used to 
refund all remaining Series 2000C Bonds outstanding at the time. 

At both December 31, 2016 and 2015, 2013A Bonds consisted of fixed-rate term bonds with 
interest rates ranging from 4.5% to 5.75% maturing through October 1, 2042. 2013A Bonds have 
annual sinking fund deposits of various amounts due annually on October 1 beginning in 2028. 
Interest is payable semiannually on April 1 and October 1. Beginning October 1, 2023, 2013A 
Bonds maturing on or after October 1, 2023, are subject to optional redemption by the Corporation 
prior to maturity for 100% of par. 

2013B Bonds were a direct placement issue held entirely by Branch Banking and Trust Company 
and are fully refunded at December 31, 2016. At December 31, 2015, the applicable cost of the 
debt for 2013B Bonds was approximately 1.5%. 

2013C Bonds are secured by an irrevocable direct-pay letter of credit issued by PNC Bank that 
expires September 26, 2018. While bearing interest at a weekly interest rate, the 2013C Bonds are 
subject to optional redemption prior to maturity at the direction of the Corporation at a redemption 
price of 100% of the principal amount, plus accrued interest. The 2013C Bonds have one annual 
sinking fund deposit of $17.6 million due on October 1, 2042, with final maturity in 2043. At both 
December 31, 2016 and 2015, the applicable cost of the debt for 2013C Bonds was less than 1.0%. 
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2012 Bonds 

In 2012, the Corporation entered into a loan agreement with Louisville/Jefferson County Metro 
Government to issue $21.1 million of Series A uninsured fixed-rate revenue bonds (2012A Bonds). 
Proceeds from 2012A Bonds were used to refund the remainder of the 1997 Bonds. The 2012A 
Bonds are a direct placement issue, with a final maturity occurring in 2021. The approximate cost 
of debt at both December 31, 2016 and 2015 was 2.0%. The 2012A Bonds are subject to optional 
redemption by the Corporation at any time prior to maturity subject to "make whole" provisions. 

2011 Bonds 

In 2011, the Corporation entered into loan agreements with Louisville/Jefferson County Metro 
Government to issue $35.0 million of Series A uninsured variable-rate revenue bonds (201 lA 
Bonds), $40.0 million of Series B uninsured variable-rate revenue bonds (2011B Bonds), 
$23.8 million of Series C uninsured variable-rate bonds (201 lC Bonds), and $53.7 million of 
Series D uninsured taxable variable-rate bonds (201 lD Bonds). Proceeds from 201 lA and 201 lB 
Bonds were used to pay or reimburse the Corporation for the cost of acquiring, constructing, 
renovating, and equipping areas related to patient care and to pay certain expense in connection 
with the issuance of the bonds. Proceeds from 2011 C Bonds were used to refund a portion of 1997 
Bonds, and proceeds from 201 lD Bonds were used to refund all of 2000A Bonds. 

201 lA and 201 lB Bonds are secured by an irrevocable direct-pay letters of credit issued by PNC 
Bank that expire on July 26, 2021. The final maturities for the 201 lA and 201 lB Bonds occur in 
2039. While bearing interest at weekly or daily interest rates, the 201 lA and 201 lB Bonds are 
subject to optional redemption prior to maturity at the direction of the Corporation at a redemption 
price of 100% of the principal amount, plus accrued interest. The 201 lA and 201 lB Bonds have 
annual sinking fund deposits of various amounts annually, beginning October 1, 2022, through 
their maturity. 

At December 31, 2016 and 2015, the applicable cost of the debt for 201 lA Bonds and 2011B 
Bonds was less than 1.0%. 

2011C Bonds are direct placement issuances and are held entirely by PNC Bank, and their final 
maturity occurs in 2021. At December 31, 2016 and 2015, the applicable cost of debt for the 201 lC 
Bonds was approximately 1.7% and 1.5%, respectively. 201 lC Bonds are subject to optional 
redemption at any time prior to maturity subject to make whole provisions. 
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201 ID Bonds were a direct placement issue held entirely by PNC Bank and are fully refunded at 
December 31, 2016. At December 31~ 2015, the applicable cost of debt for the 201 lD Bonds was 
approximately 1.5%. 

2006 Bonds 

In 2006, the Corporation entered into a loan agreement with the Louisville/Jefferson County Metro 
Government to issue $302.7 million uninsured revenue bonds (2006 Bonds). Proceeds from the 
2006 Bonds and certain other available monies were used to legally defease a portion of certain 
outstanding 2000 Bonds (Series A and Series C) issued on behalf of the Corporation through 
deposits to irrevocable trusts pursuant to escrow agreements, to finance the Corporation for the 
costs of constructing and equipping a new hospital facility, to finance or reimburse the Corporation 
for the costs of renovation and expansion of various patient care areas and the acquisition of 
equipment, and to pay certain expenses in conJ1ection with the issuance of the 2006 Bonds. The 
escrowed funds, together with the interest earnings thereon, were used to pay all subsequent 
installments of the defeased 2000 Bonds. 

2006 Bonds consisted of fixed-rate term bonds with interest rates ranging from 5.00% to 5.25%, 
maturing through October 1, 2036, with annual sinking fund deposits of various amounts annually 
on October 1through2036. At December 31, 2016, the 2006 Bonds are fully refunded. 

2000 Bonds 

In 2000, the Corporation entered into loan agreements with Kentucky Economic Development 
Finance .l~· ... uthority to issue $148.3 million of Series A uninsured revenue bonds (2000A Bonds), 
$119.2 million of Series B (2000B Bonds), and $180.5 million of Series C insured revenue bonds 
(2000C Bonds), for a total of $448.0 million (collectively 2000 Bonds). Proceeds from the 2000 
Bonds and certain other available monies were used to legally defease the 1998 Bonds and a 
portion of certain outstanding 1997 and 1992 Bonds issued on behalf of the Corporation through 
deposits to irrevocable trusts pursuant to escrow agreements, and to pay certain expenses incurred 
in connection with the issuance of the 2000 Bonds, as well as fund a debt service reserve account. 

1611-2121732 42 



Norton Healthcare, Inc. and Affiliates 

Notes to Combined Financial Statements (continued) 

7. Long-Term Debt (continued) 

At December 31, 2016 and 2015, the remaining 2000 Bonds consist of 2000B Bonds with interest 
rates ranging from 5.97% to 6.23% and 5.90% to 6.23%, respectively, maturing through October 1, 
2028. Payment of principal and interest on 2000B Bonds is guaranteed by National Public Finance 
Guarantee Corporation (formerly MBIA Insurance Corporation). 

Interest on the 2000B Bonds will be compounded from the dates of delivery to their respective 
maturities, and will be payable only at maturity, or upon redemption prior to maturity or 
acceleration. 2000B Bonds mature in various amounts on October 1 through 2028. 2000B Bonds 
are not subject to optional redemption prior to maturity. 

Required debt service on all outstanding bonds is as follows: 

Principal Interest Total 

2017 $ 26,098,996 $ 45,917,378 $ 72,016,374 
2018 26,496,636 45,712,985 72,209,621 
2019 26,914,997 45,192,255 72,107,252 
2020 27,338,186 44,658,195 71,996,381 
2021 26,506,528 45,898,450 72,404,978 
Thereafter 830,059,893 550,613,195 1,380,673,088 

$ 963,415,236 $ 777,992,458 $ 1,741,407,694 

Included as part of the interest payments above is $7.1 million of 2000B Bonds interest payable in 
2017, which is paid at the maturity of the Series 2000B Bonds. For 2017 through final maturity of 
2000B Bonds, $160. l million is included in interest payments, which is paid at the various 
maturities of the 2000B Bonds. 

For the variable-rate bond series, which includes all of Series 2011 Bonds, 2013C Bonds, 2016B 
Bonds, and 20 l 6C Bonds, the future periods interest estimate was based on terms of the Master 
Trust Indenture and is calculated using an average of Securities Industry and Financial Markets 
Association (SIFMA), for tax-exempt issues over approximately the last 20 years plus 1.0% to 
estimate liquidity, credit support, and remarketing fees. Thus, for purposes of this presentation, the 
Corporation has utilized 2.79%. 

1611-212 1732 43 



Norton Healthcare, Inc. and Affiliates 

Notes to Combined Financial Statements (continued) 

7. Long-Term Debt (continued) 

The Corporation paid interest of $38.4 million and $36.5 million during 2016 and 2015, 
respectively. The Corporation capitalized interest costs of $0.5 million and $0.1 million during 
2016 and 2015, respectively. 

The remaining long-term debt consists of capital leases. Payments on these arrangements are as 
follows: 

Principal Interest Total 

2017 $ 3,118,100 $ 3,009,300 $ 6,127,400 
2018 3,431,331 2,780,614 6,211,945 
2019 3,786,698 2,528,020 6,314,718 
2020 4,173,171 2,249,262 6,422,433 
2021 4,687,616 1,940,477 6,628,093 
Thereafter 24,633,150 4,254,381 28,887,531 

$ 43,830,066 $ 16,762,054 $ 60,592,120 

Assets recorded under capital leases at December31, 2016 and 2015, were $52.6million and 
$51.5 million, respectively. The Corporation recorded accumulated amortization on capital lease 
assets of $13.7 million and $12.4 million at December 31, 2016 and 2015, respectively. 

In December 2013, the Corporation entered into a revolving credit agreement with Commerce 
Bank. The revolving credit agreement consists of a $30 million credit line with a termination date 
of November 22, 2016, and was not renewed. At December 31 , 2015, no amounts were 
outstanding under the revolving credit agreement, and no amounts were drawn under the revolving 
credit line during the years ended December 31 , 2016 or 2015. The Corporation was in compliance 
with the revolving credit agreement covenants at December 31, 2015 . 

Interest Rate Swaps 

The Corporation uses derivative instruments to manage its cost of capital through interest rate 
swaps, which generate cash flow meant to reduce interest expense. The Corporation pays a rate 
based upon the SIFMA Municipal Swap Index, an index of seven-day, high-grade, tax-exempt 
variable-rate demand obligations. In return, the Corporation receives a rate based upon London 
Interbank Offered Rates (LIBOR). 
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At December 31, 2016 the Corporation holds the following interest rate swaps: 

December 31 
Effective Notional Maturity 

Date Amount Date Receive Pay 2016 2015 

1.4925% of one- 2 times 
2/21/2001 $ 100,000,000 10/1/2028 monthLIBOR SIFMA $ 869,830 $ 2,632,744 

62.6% of one-
month LIBOR 

10/1/2004 100,000,000 10/1/2028 plus 0.57% SIFMA (2,416,810) 319,877 
61.7% of one-

monthLIBOR 
11 /3/2006 140,000,000 11/3/2031 plus 0.577% SIFMA (115,102) 2,267,361 

61.7% of ten-
year LIBOR 

11/3/2008 200,000,000 11/3/2026 minus 0.016% SIFMA 1,907,532 5,314,366 
$ 245,450 $10,534,348 

Citigroup serves as counterpaiiy for all of the Corporation's interest rate swaps. Consistent with 
industry practice, the interest rate swaps require posting of collateral should either party's 
cumulative mark-to-market liability exceed certain thresholds based upon the credit rating of the 
counterparty. At December 31, 2016 and 2015, based upon the agreements with Citigroup, the 
Corporation's cumulative mark-to-market at contract value was a liability of $2.5 million and an 
asset of $9.0 million, respectively. Based upon the Corporation's lowest credit rating (A-), 
collateral must be posted for liabilities in excess of $25 million . . A .. t December 31, 2016 a..~d 2015, 
the Corporation had no collateral posted and was not required to post any collateral. Should the 
Corporation's credit rating fall below BBB, Citigroup would have the option of terminating some 
or all of the interest rate swaps at the market value. 

All of the Corporation's interest rate swaps outstanding at December 31, 2016 and 2015, were 
issued pursuant to a single International Swaps and Derivatives Association, Inc. agreement with 
a single counterpaiiy. Therefore, all interest rate swaps are viewed under a master netting 
arrangement to determine the aggregate amount of collateral to be posted or received by the 
Corporation. Should the Corporation hold all interest rate swaps to maturity, as it intends, no cash 
settlement will be necessary, and at maturity, any posted interest rate swap collateral will be 
returned. 
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None of the Corporation's interest rate swaps has been designated as a hedge for accounting 
purposes; therefore, the change in fair value for these interest rate swaps is included in the 
combined statements of operations and changes in net assets as change in interest rate swap values 
within non-operating gains (losses). The cash flow impact of the interest rate swaps is included in 
the line change in interest rate swap benefit, net in the combined statements of operations and 
changes in net assets. When the fair value of the interest rate swaps is a liability for the Corporation, 
it is reported in the combined balance sheets within other non-current liabilities as interest rate 
swap liability; when the fair value is an asset, it is reported within other assets as interest rate swap 
asset. The fair value is calculated based on a discounted cash flow model taking into consideration 
the terms of each interest rate swap and the credit rating of the Corporation or counterparty, as 
applicable. 

The cash flow for these interest rate swaps is settled semi-annually on April 1 and October 1. 
During the interim periods, a receivable or payable is recorded. As of December 31, 2016 and 
2015, the cash flows were in a receivable position. The receivable is included within miscellaneous 
receivables in the combined balance sheets. 

January 1, 2015 
Interest rate swap benefit, net 
Swap cash settlement received 
Change in interest rate swap value 

December 31, 2015 
Interest rate swap benefit, net 
Swap cash settlement received 
Change in interest rate swap value 

December 31, 2016 
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Interest Rate 
Swap Combined 

Miscellaneous (Liability) Balance 
Receivable Asset Sheet, net 

$ 1,139,315 $ (654,775) $ 484,540 
4,462,684 4,462,684 

( 4,462,863) ( 4,462,863) 

1,139,136 
2,343,710 

(3,168,717) 

11 , 189,123 11,189,123 
10,534,348 11,673,484 

2,343,710 
(3, 168, 717) 

(10,288,898) (10,288,898) 
$ 314,129 $ 245,450 $ 559,579 
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Temporarily and permanently restricted net assets at December 31, are available for the following 
purposes: 

Temporarily restricted: 
Health care services 

Permanently restricted: 
Investments to be held in perpetuity, the income from 

which is expendable to support health care services 
Beneficial interest in ttusts held by others, 

the income from which is expendable to 
support health care services 

Total permanently restricted 

9. Endowment Funds 

2016 2015 

$ 76,159,959 $ 71,554,355 

$ 18,077,375 $ 18,058,834 

20,085,537 19,844,574 
$ 38,162,912 $ 37,903,408 

The Corporation' s endowment consists of 11 individual donor-restricted endowment funds (nine 
at The Children's Hospital Foundation, Inc. and two at Norton Healthcare Foundation, Inc.) (The 
Children' s Hospital Foundation, Inc. and Norton Healthcare Foundation, Inc. are collectively 
referred to as the Foundations) established for a variety of purposes. Net assets associated with 
endowment funds are classified and reported based on the existence or absence of donor-imposed 
restrictions. 

Interpretation of Relevant Law 

The Uniform Prudent Management of Institutional Funds Act (UPMIFA) was enacted in the 
Commonwealth Kentucky on March 25, 2010. The Foundations have interpreted the UPMIFA as 
requiring the preservation of the fair value of the original gift as of the gift date of the 
donor-restricted endowment funds, absent explicit donor stipulations to the contrary. As a result 
of this interpretation, the Foundations classify as permanently restricted net assets (a) the original 
value of gifts donated to the permanent endowment, (b) the original value of subsequent gifts to 
the permanent endowment, and ( c) market appreciation and/or investment income that is 
permanently restricted by the donor in the gift agreement. The remaining portion of the 
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donor-restricted endowment fund that is not classified as permanently restricted net assets is 
classified as temporarily restricted net assets until those amounts are appropriated for expenditure 
by the Foundations. 

Investment Objectives and Policy 

The Foundations follow the investment policy objectives of the Corporation. The long-term 
objective of the policy is to generate a return, which is sufficient to meet its current and expected 
future financial requirements, as defined by the Corporation' s long-range financial plan. 
To accomplish this objective, the Corporation seeks to earn the greatest total return possible 
consistent with its general risk tolerance, the securities noted as eligible for purchase, and the asset 
allocation strategies included in the investment policy. The asset allocation includes investments 
in cash, fixed income, equities, and alternative investments. 

Spending Policy and How the Investment Objectives Relate to Spending Policy 

The Foundations have adopted a 5% spending policy, which is based upon a three-year rolling 
average of the fair market value of the endowment fund. The current year spending policy is 
calculated using year-end December 31 market values. 

In addition to the 5% spending policy, the Foundations consider the following factors in making a 
determination to appropriate or accumulate donor-restricted endowment funds: 

1. The duration and preservation of the fund 

2. The purposes of the Foundations and the donor-restricted endowment fund 

3. General economic conditions 

4. The possible effect of inflation and deflation 

5. The expected total return from income and the appreciation of investments 

6. Other resources of the Foundations 

7. The investment policies of the Corporation 
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Funds With Deficiencies 

From time to time, the fair value of assets associated with individual donor-restricted endowment 
funds may fall below the original fair market value of the gift. In accordance with applicable 
accounting guidance, deficiencies of this nature are reported in unrestricted net assets. The 
Foundations will not appropriate funds from the endowment for spending until the current value 
of the fund exceeds the fair value of the original gift, unless an appropriation is deemed prudent 
based upon the factors listed above. There were deficiencies of approximately $280,000 and 
$244,000 as of December 31, 2016 and 2015, respectively, due to investment market losses. 

In 2016, the Corporation had the following endowment-related activities: 

Endowment net assets, 
beginning of year 

Investment return: 
Investment gain 
Net unrealized depreciation 

Total investment gain 

Contributions, less 
uncollectible pledges 

Appropriation of endowment 
assets for expenditure 

Reclassification of net assets 
Endowment net assets, end of year 

1611-2121732 

Changes in Endowment Net Assets 
for the Year Ended December 31, 2016 

Temporarily Permanently 
Unrestricted Restricted Restricted Total 

$ (244,069) $ 907,830 $ 18,058,834 $ 18, 722,595 

59,102 59,102 
860,770 68,098 928,868 
919,872 68,098 987,970 

31,092 31,092 

(36,281) (781,697) (817,978) 
(80,649) (80,649) 

$ (280,350) $ 1,046,005 $ 18,077,375 $ 18,843,030 
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In 2015, the Corporation had the following endowment-related activities: 

Endowment net assets, 
beginning of year 

Investment return: 
Investment gain 
Net depreciation (realized 

and unrealized) 
Total investment gain 

Contributions, less 
uncollectible pledges 

Appropriation of endowment 
assets for expenditure 

Endowment net assets, end of year 

10. Employee Benefit Plans 

Defined Benefit Plan 

Changes in Endowment Net Assets 
for the Year Ended December 31, 2015 

Temporarily Permanently 
Unrestricted Restricted Restricted Total 

$ - $ 2,229,921 $ 18,200,467 $ 20,430,388 

327,645 327,645 

(61,846) (983,557) (54,896) ( 1, 100,299) 
(61,846) (655,912) (54,896) (772,654) 

(86,737) (86, 737) 

(182,223) (666,179) (848,402) 
$ (244,069) $ 907,830 $ 18,058,834 $ 18, 722,595 

Certain employees of the Corporation are covered by a non-contributory defined benefit pension 
plan (the Plan). Benefits are generally based upon years of service and an employee's annual 
compensation during his or her years of service. The Corporation annually funds an amount not 
less than the minimum required under the Employee Retirement Income Security Act of 1974. The 
Plan was frozen effective January 1, 2010, and, as a result, no service cost was incurred in 2016 or 
2015 and none is expected in future periods. 

The Plan has been named as a defendant in a class action suit brought on behalf of certain former 
employees who elected to take early retirement (the Plaintiff Class), alleging that lump-sum 
payments made by the Plan upon their retirement were incorrectly calculated. Although the 
Corporation is not directly a party to the class action suit, and a judgment entered in favor of the 
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plaintiffs would be paid from assets of the Plan, in the event that such a judgment causes the Plan 
to be underfunded~ the Corporation would be required to make quarterly minimum contributions 
over a period of 10 to 17 years to restore the funding of the Plan. In early 2016, the Court issued 
its final, appealable order, indicating that the Plan owes additional lump-sum benefits to the 
Plaintiff Class. The Court ordered the Plan to recalculate benefits using a court determined 
formula, which is different than the formula as interpreted by the Plan, and provide additional data 
to allow for recalculation of the benefits. As of January 1, 2016 and 2015, management has 
estimated potential exposures to the Plan of approximately $60.2 million and $54.8 million, 
respectively, which were recorded by the Plan as an increase in the projected benefit obligation. 
These contributed to the $56.4 million and $4 7 .2 million pension liability for the Corporation at 
December 31 , 2016 and 2015, respectively. As of the issuance of these combined financial 
statements, both the Plaintiff Class and the Plan have appealed the court order; as such, the final 
outcome of the litigation is still uncertain and the final outcome to the Corporation may differ than 
the amount recorded at December 31 , 2016, and may be material to the Plan and Corporation. The 
Corporation will continue to evaluate the status of the litigation and potential outcome. At this 
time, the Corporation is not cunently required to fund the Plan as result of this litigation. 

A summary of the components of net periodic benefit cost, which is included in labor and benefits 
in the combined statements of operations and changes in net assets, for the Plan for the years ended 
December 31, is as follows: 

Interest cost 
Expected return on plan assets 
Amortization net loss 
Settlement cost 
Loss contingency adjustment 
Net periodic benefit cost 

2016 2015 

$ 9,425,227 $ 9,002,924 
It:. 209 'lA 1) f'7 t;:OO t;:!I-'\ 
\-'' V ,_,"T \l,V//'V'..I} 

5,307,911 4,747,010 
3,140,270 3,154,271 

(7,140,505) 7,140,505 
$ 5,523,562 $ 16,345,065 

Included as a component of net periodic benefit cost for 2016 and 2015 is a settlement cost of 
$3.1 million and $3.2 million, respectively. A settlement cost is required under applicable pension 
accounting guidance when the amount of the lump-sum benefit payments made during the fiscal 
year exceeds the service cost plus interest cost components of net periodic pension cost. During 
2016 and 2015, the Plan paid $12.1 million and $11.6 million, respectively, in lump-sum benefit 
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payments. This exceeded the threshold of $9.4 million and $9.0 million in 2016 and 2015, 
respectively. The settlement cost is determined by taking the ratio of the lump-sum benefit 
payments made to the projected benefit obligation before settlement, multiplied by the 
unrecognized loss in the Plan. Due to the risk and uncertainty associated with the Plan litigation, 
the Corporation accelerated $7.1 million in net periodic benefit cost, in addition to the amount 
determined by the Plan actuary for the year ended December 31, 2015. For the year ended 
December 31, 2016, net period benefit cost recorded was reduced by the $ 7 .1 million accelerated 
in 2015. 

Included in unrestricted net assets are $68. 7 million and $65. 0 million of unrecognized actuarial 
losses at December 31, 2016 and 2015, respectively, which have not been recognized in net 
periodic benefit cost. Changes in pension plan assets and obligations recognized in unrestricted 
net assets for the years ended December 31, 2016 and 2015, were $3.6 million and $44.6 million, 
respectively. 

A summary of the components of the changes in projected benefit obligation and fair value of plan 
assets for the Plan at and for the year ended December 31 is as follows: 

2016 2015 
Change in projected benefit obligation: 

Benefit obligation at beginning of year $ 264,303,202 $ 220,439,341 
Additional liability for Plan litigation 5,431,185 54,800,000 
Benefit obligation at beginning of year, adjusted 269,734,387 275,239,341 

Interest cost 9,425,227 9,002,924 
Actuarial gain (370,523) ( 6,342,696) 
Benefit payments: 

Lump sum (12,089 ,482) (11,571,835) 
Annuity (2,301,960} (2,024,532) 

Projected benefit obligation at the end of year 264,397 ,649 264,303,202 

Change in plan assets: 
Fair value of plan assets at beginning of year 217,143,953 234,274,853 

Actual return (loss) on plan assets 5,229,010 (3,534,533) 
Benefit payments: 

Lump sum (12,089,482) (11,571,835) 
Annuity (2,301,960) (2,024,532) 

Fair value of plan assets at end of year 207,981,521 217,143,953 
Funded status and net pension liability $ (56,416,128) $ (47,159,249) 
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Since the Plan is frozen, there is no difference between the projected benefit obligation and the 
accumulated benefit obligation at December 31, 2016 or 2015 . 

Assumptions 

Weighted average assumptions used to determine the projected benefit obligation at December 31, 
are as follows: 

2016 2015 

Discount rate 3.60% 3.75% 

Weighted average assumptions used to determine net periodic benefit cost at December 31, are as 
follows: 

Discount rate 
Expected long-term rate of return on assets 

2016 2015 

3.75% 
3.25% 

3.45% 
3.50% 

The rate of return assumption was developed by applying an expected long-term rate of return, 
based primarily on long-term historical returns by asset type and applying the weighted-average 
percent of total plan assets. 

Plan Assets 

At December 31, 2016 and 2015, the Plan's asset allocation was invested entirely in fixed-income 
strategies through marketable debt securities and pooled separate accounts. This is consistent with 
the Plan's target asset allocation. 

Fair Value Measurements 

The Plan's assets impacting the funded status of the Plan are accounted for under ASC 715, 
Compensation - Retirement Benefits . 
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The following table presents the financial instruments carried at fair value as of December 31, by 
type of investments and the fair value levels defined in Note 1: 

Separately-managed accounts: 
Standish fixed income(A) 

Marketable debt securities: 
U.S. government 
Corporate 
Other 
Payable for securities purchased 
Cash due to broker 

Total standish fixed income 

Principal fixed incomeCB) 
Marketable debt securities: 

U.S. government 
Corporate 
Other 
Receivable for securities sold 

Total Principal Fixed Income 
Total separately-managed accounts 

Pooled separate accounts: 
Edge asset managementCC) 
Money marketCD) 

Total pooled separate accounts 
Total assets at fair value 

$ 

2016 

36,292,892 
55,134,330 

1,923,850 

93,351,072 

17,873,048 
90,525,296 

3,113,381 

111,511,725 
204,862, 797 

$ 

2015 

48,451,164 
44,603,729 

4,131,054 
(2,355,916) 

(62,143) 
94,767,888 

18,308,012 
94,480,186 

4,054,600 
156,360 

116,999, 158 
211,767,046 

2,917,725 2,152,907 
200,999 3,224,000 

3,118,724 5,376,907 
$ 207,981,521 $ 217,143,953 

Level 

2 
2 
2 
2 
2 

2 
2 
2 
2 

2 
2 

CA) Separately-managed account invested in fixed income securities, including U.S. 
government securities, corporate bonds, and other fixed-income strategy investments. 
The account seeks to perform at the three-year U.S. Treasury yield plus 50 basis points 
to match the estimated duration of the cash balance obligations. 
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CB) Separately-managed account invested in fixed-income secunties, including U.S. 
government securities, corporate bonds, and other fixed-income strategy investments. 
The account seeks to perform at a custom benchmark, which is a blend of Barclays 
indices (including U.S. Long Credit, U.S. Treasury Strips, U.S. Intermediate Term 
Corporate, and U.S. Aggregate Long Government/Credit) optimized to match the 
estimated duration of the traditional pension benefit obligations. 

(C) Actively managed fund of corporate and municipal fixed-income securities whose 
return is meant to mirror the Barclays U.S. 1 - 3 Year Credit Bond Index. 

CD) Actively managed fund of corporate and municipal fixed-income securities whose 
return is meant to mirror the Barclays Capital U.S. 3-month Treasury Bellwether Index 
Valuation. 

Level 2 securities include valuations based upon direct and indirect observable market inputs that 
may utilize the market, income, or cost approaches in determination of their fair value. The pricing 
service uses a variety of pricing models and inputs based upon the type of security being valued. 
These inputs may include, but are not limited to, reported trades, similar security trade data, bid/ask 
spreads, institutional bids, benchmark yields, broker/dealer quotes, issuer spreads, yield to 
maturity, and corporate, industry, and economic events. 

Cash Flows 

The Corporation does not expect to contribute to the Plan in 2017. The following table sets forth 
the benefit payout projections for the next ten years: 
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Plan year ending December 31 : 
2017 
2018 
2019 
2020 
2021 
2022-2026 

$ 38, 170,000 
14,650,000 
17,520,000 
18,370,000 
15,560,000 
63,880,000 
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Defined Contribution Plans 

403(b)l401 (k) Plan 

In addition to the Plan, the Corporation also has defined contribution 403(b)/401(k) retirement 
plans (collectively referred to as Defined Contribution Plans). The Defined Contribution Plans are 
available to all employees that work more than 1,000 hours in a plan year. The Corporation 
matches contributions to participants employed on the last day of the plan year. Under the terms 
of these Defined Contribution Plans for the 2016 and 2015 plan years, the Corporation provides 
for a 100% matching contribution of the participant's first 4% of plan deferrals for those 
participants employed on December 31. 

While the Plan was frozen effective January 1, 2010, additional discretionary employer 
contributions to the Defined Contribution Plans went into effect on the same date. For both 2016 
and 2015, these additional discretionary employer contributions were based on years of services 
according to the following grid: 

Years of Service 

0-4 
5-9 
10-14 
15-19 
20-24 
25 + 

Employer 
Contribution 

1% 
2 
3 
4 
5 
6 

Total expense related to the Defined Contribution Plans was $44.6 million and $42.9 million for 
the years ended December 31, 2016 and 2015, respectively, and is included in labor and benefits 
on the combined statements of operations and changes in net assets. 

1611-2121732 56 



Norton Healthcare, Inc. and Affiliates 

Notes to Combined Financial Statements (continued) 

11. Functional Expenses 

The Corporation, through certain affiliates (principally Norton Hospitals, Inc.), provides general 
health care services to residents within its geographic location. Approximately 87% of the 
Corporation's expenses relate to health care services for both the years ended December 31, 2016 
and 2015, and 13 % of the Corporation's expenses relate to general and administrative expenses 
for both the years ended December 31, 2016 and 2015. 

12. Affiliation Agreement 

In accordance with the Second Restated Agreement of Affiliation (the Affiliation Agreement) 
between the Corporation and Kosair Charities Committee, Inc. (Kosair), Kosair agreed to 
contribute a total of $117.0 million to Kosair Children's Hospital (renamed to Norton Children's 
Hospital (NCH) in November 2016) from 2007 through 2026. Based on the terms of the Affiliation 
Agreement, this did not meet the accounting definition of a pledge receivable and was to be 
recorded in the year cash was received. The Corporation and Kosair also entered into a Special 
Projects Funding Agreement and an Additional Projects Funding Agreement where Kosair agreed 
to contribute $1.0 million annually to NCH, beginning in 2010 and continuing through 2026, 
when, in the final year of these agreements, Kosair was to contribute $1.5 million. Based on the 
terms of the agreements, this also did not meet the accounting definition of a pledge receivable 
and was to be recorded in the year cash is received. In August 2013, Kosair sent notice to the 
Corporation asserting that the Corporation was in breach of all of these agreements and ceased 
making contributions according to the Affiliation Agreement and certain other agreements. 
Management believes that the Corporation was not in breach of these agreements. In 2014, Kosair 
filed suit against the Corporation, and the Corporation counterclaimed against Kosair. There were 
no contributions or receivables recorded from Kosair for the year ended December 31, 2015. 

As part of the ongoing claim between the Corporation and Kosair, Kosair deposited the amounts 
to be contributed to the Corporation for 2013 through 2015 under the previous Affiliation 
Agreement and certain other agreements with Jefferson Circuit Court in an interest-bearing court 
fund (the Court Fund). In June 2016, the Corporation and Kosair entered into a Settlement 
Agreement, which terminated the Affiliation Agreement, the Special Projects Funding Agreement, 
and the Additional Projects Funding Agreement. The Settlement Agreement directed the transfer 
of the monies held in the Court Fund ($19.1 million) to a separate escrow account for the sole and 
exclusive benefit of the Corporation (the Escrow). This Escrow is managed by a mutually agreed 
upon third-party administrator (the TPA). The TPA shall pay endowment funds to the Corporation 
on an annual basis upon presentation by the Corporation of the Corporation's unreimbursed cost 
of charity care that is specifically attributable to NCH. The Settlement Agreement allowed 
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the Corporation to apply to the TP A and entitled the Corporation to receive from the TP A a 
payment of $5.0 million representing the Corporation's unreimbursed costs of charity care at NCH 
from January 1, 2013, through December 31, 2015. The Corporation received these funds in 
December 2016 and recorded this amount in other revenue in the combined statement of 
operations. At the conclusion of each year commencing with the year ended December 31, 2016, 
the Corporation shall provide the TP A documentation of its unreimbursed costs of charity care at 
NCH for the preceding year. The TP A shall disburse to the Corporation an amount equal to the 
unreimbursed costs of charity care. This is to continue until the amount remaining in the Escrow 
is less than the unreimbursed costs of charity care for the applicable year, then the balance in the 
Escrow shall be paid to the Corporation and the Escrow shall be closed. As ofDecember 31, 2016, 
the remaining amounts in the Escrow are recorded in the combined financial statements in 
accordance with applicable accounting guidance. The Corporation has recorded $1.8 million in 
current portion of assets limited as to use and as an increase to net patient service revenue before 
provision for doubtful accounts for amounts estimated to be applied for and received by the 
Corporation from the TPA in 2017 for the unreimbursed cost of charity care at NCH for the year 
ended December 31, 2016. The remainder ($12.2 million) of the Escrow represents those amounts 
to be earned in future fiscal years and is reflected in assets limited as to use and other non-current 
liabilities. The Settlement Agreement also called for the Corporation and Kosair to make payments 
toward capital projects and/or new equipment at NCH (New Projects). At December 31, 2016, no 
payments have been made for the New Projects, and no amounts are reflected in the combined 
financial statements. 

13. Commitments and Contingencies 

The Corporation is in the process of improving and expanding its facilities. Future con1 .. T..itments 
related to the renovation of existing facilities or construction of new facilities totaled $51. 7 million 
and $21.6 million at December 31, 2016 and 2015, respectively. This will be funded through bond 
proceeds and cash flows generated from operations. 

Norton Children's Hospital was constructed on land leased to the Corporation pursuant to a 1983 
long-term ground lease with the Commonwealth of Kentucky (NCH Lease). The NCH Lease has 
a 99-year term and grants the Corporation an option to extend the term for an additional 50 years 
on the same terms. The Corporation has prepaid the rent for the full initial 99-year lease term. The 
NCH Lease required the Corporation to construct a pediatric facility on the site. The NCH Lease 
provides that, if the Corporation defaults in its performance and observance of terms and 
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conditions of the NCH Lease, the Commonwealth of Kentucky may give the Corporation notice 
of such default and, if such default is not cured, or steps taken to cure such default if it is of a 
nature that an immediate cure cannot be effected, within 30 days of such notice, the 
Commonwealth of Kentucky may terminate the NCH Lease and take possession of the leased 
property. 

On August 27, 2013, the Corporation received notice on behalf of the University of Louisville 
(UofL), asserting that the Corporation was in default in the performance of certain obligations 
included in the NCH Lease and demanding that the Corporation cure the asserted defaults within 
30 days of receipt of notice. The Corporation responded in defense of the notice, as it did not 
believe it is in default under the NCH Lease and, therefore, there is no basis for termination. 

Subsequently, in response to the notice of default, the Corporation filed suit against UofL, and 
UofL filed a counterclaim. During 2015, all filed suits were settled and the agreements clarify that 
the Corporation has fulfilled all financial obligations under the NCH lease. Furthermore, as part of 
the settlement, the NCH land lease was amended which provides protection to the Corporation 
preventing UofL or the Commonwealth from terminating the lease without obtaining a court order 
and allowing the Corporation an opportunity to cure any claimed breach. 

The settlement agreement with UofL commits the Corporation to the following obligations: 

• The Corporation commits to expending at least $3 5 million in facility improvements and 
other capital expenditures at Norton Children's Hospital over the eight-year period 
beginning January 1, 2016. 

• Continuing the Corporations' financial support of U ofL, annual payments of at least 
$30 million for eight years beginning January 1, 2016, which will all be paid pursuant to 
individual agreements and the commitment is such that should qualifying expenditures not 
be made during the fiscal year an accrual would be made to bring expenses to the 
$30 million support level. 

• At least $24 million in additional support to be paid out over the eight-year period 
beginning January 1, 2016, spent as recommended by a committee made up of management 
of the Corporation and UofL. As this commitment can be incurred at any time during the 
eight-year period and there are no contingencies placed upon the committee's 
determination, it was fully accrued at both December 31, 2016 and 2015, respectively, in 
accrued expenses and other in the combined balance sheets. 
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While there are terms within the contract which could negate these obligations, their occurrence is 
considered remote at this time. 

In 2014, the Corporation recorded a liability of $20.3 million related to the potential settlement of 
past participation in a group purchasing organization. This settlement was finalized in 2015 and 
included assignment of 650,000 Class B Common Units in Premier (see Note 16 for further 
information) and a $2.5 million cash payment. The settlement resulted in a favorable adjustment 
of $11.3 million during the year ended December 31, 2015, which was recorded as the change in 
group purchasing organization liability within non-operating (losses) gains of the combined 
statements of operations and changes in net assets. 

The Corporation is subject to claims and suits ansmg in the ordinary course of business. 
Management assesses the probable outcome of unresolved litigation and records estimated 
settlements, if applicable. hl the opinion of management, the ultimate resolution of pending legal 
proceedings will not have a material effect on the Corporation's combined financial position. 

14. Lease Commitments 

Future minimum lease payments for office space and equipment, by year, under non-cancelable, 
operating leases with initial or remaining terms in excess of one year at December 31, 2016, are 
as follows: 

Year ending December 31: 
2017 
2018 
2019 
2020 
2021 
Thereafter 

$ 26,174,080 
24,475,442 
21,069,907 
20,622,535 
19,261,884 

105,215,824 

Rental expense, which includes amounts applicable to cancelable leases, for both the years ended 
December 31, 2016 and 2015, was $33.0 million and $30.4 million, respectively. 
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15. Concentration of Credit Risk 

The Corporation grants credit without collateral to its patients, most of whom are insured under 
third-party payor agreements. The mix of receivables from patients and third-party payors at 
December 31 is as follows: 

2016 2015 

Medicare 9% 11% 
Medicaid 22 22 
Blue Cross 20 20 
Other third-party payors 28 28 
Self-pay 21 19 

100% 100% 

16. Premier Healthcare AHiance, LP 

The Corporation is a partner in Premier Healthcare Alliance, LP (Premier), which is a group 
purchasing organization (GPO). The Corporation' s participation in the GPO provides purchasing 
contract rates and rebates the Corporation would not be able to obtain on its own. The Corporation 
holds exchanged membership units in Premier which have vesting rights over a seven-year period 
and upon vesting become eligible for exchange into the Class A publicly traded common stock of 
Premier, Inc. The Corporation currently accounts for its membership units in Premier using the 
cost method of accounting. The increase in the estimated value of the Corporation' s membership 
units as they vest is considered a vendor incentive under applicable accounting literature, which 
increases the Corporation' s investment in Premier, Inc. and reduces supplies expense over the 
seven-year vesting period ending in 2020. The Corporation recognized a vendor incentive for the 
common stock vesting of $9. 7 million and $11.9 million for the years ended December 31, 2016 
and 2015, respectively. 

17. The Regional Health Network of Kentucky and Southern Indiana, LLC 

In May 2012, the Corporation entered into a partnership agreement with Lifepoint Hospitals, Inc. 
to form The Regional Healthcare Network of Kentucky and Southern Indiana, LLC (Regional) for 
the purpose of acquiring and operating hospitals in southern Indiana and Kentucky. In 
December 2012, Regional acquired Scott County Memorial Hospital. In July 2015, Regional 
acquired Clark Memorial Hospital, and as part of this acquisition, the Corporation contributed an 
additional $20.1 million to Regional. 
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The Corporation has an ownership interest in Regional of 25% at December 31, 2016 and 2015, 
respectively, and does not manage or control the operations. The investment is accounted for under 
the equity method of accounting wherein the Corporation's investment (recorded on a one month 
lag) is recorded in investments injoint ventures in the Corporation's combined balance sheets and 
its share of the losses, which is disclosed in Note 1, is reflected in joint venture loss in the 
Corporation's combined statements of operations and changes in net assets. 

The following is a summary of Regional's assets, liabilities, and equity as of December 31 (from 
its unaudited financial statements): 

Assets 
Cash and cash equivalents 
Patient accounts receivable, net 
Property and equipment, net 
Other assets 
Total assets 

Liabilities and equity 
Accounts payable 
Accrued payroll 
Intercompany 
Other liabilities 
Total liabilities 
Total equity 
Total liabilities and equity 
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2016 

$ 2,716,295 
28,556,637 
77,040,003 
11,330,535 

$ 119,643,470 

$ 8,735,992 
6,585,421 

29,909,235 
9,113,393 

54,344,041 
65,299;429 

$ 119,643,470 

2015 

$ 4,216,131 
28,285,328 
73,113,527 

7,604,965 
$ 113,219,951 

$ 7,663,292 
6,347,341 

17,798,806 
5,098,124 

36,907,563 
76,312,388 

$ 113,219,951 
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The following is a summary of Regional' s results of operations for the years ended December 31 
(from its unaudited financial statements): 

Unrestricted revenue: 
Net patient service revenue before provision for 

doubtful accounts 
Provision for doubtful accounts 

Total unrestricted revenue 

Operating expenses: 
Labor and benefits 
Professional fees 
Supplies 
Fees and special services 
Repairs, maintenance, and utilities 
Rents and leases 
Insurance 
Non-income taxes 
Other 

Total operating expenses 

Earnings (loss) before fixed expenses 

Fixed expenses: 
Depreciation 
Interest expense 
Management fees 

Loss from operations 
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2016 2015 

$ 204,034,955 $ 102, 726,93 5 
(21,662,666) (15,291,458) 
182,372,289 87,435,477 

97,672,703 
3,565,842 

30,455,191 
11,687,139 
15,099,873 
2,838,429 
1,329,305 

14,277,268 
2,453,912 

179,379,662 

2,992,627 

11,116,388 
966,413 

5,466,455 
17,549,256 

$ (14,556,629) $ 

49,335,631 
1,599,561 

16,362, 119 
6,750,494 
6,698,849 
1,696,016 

731,858 
5,465,705 
1,032,017 

89,672,250 

(2,236, 773) 

4,146,828 
467,584 

2,623,062 
7,237,474 

(9,474,247) 
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18. Subsequent Events 

Companies that are considered public (e.g., have publicly-traded debt) are required to disclose 
significant changes occurring in the fourth quarter that may impact previously reported quarterly 
financial statements. Management has determined there are no transactions that require disclosure 
for the quarter ended December 31, 2016. 

The Corporation has evaluated and disclosed any subsequent events tlu-ough March 31, 201 7, 
which is the date the accompanying combined financial statements were issued. No recognized or 
non-recognized subsequent events were identified for recognition or disclosure in the combined 
financial statements. 
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Report of Independent Auditors 

The Board of Trustees 
Norton Healthcare, Inc. and Affiliates 

We have audited the accompanying schedule of the debt service coverage ratio calculation of 
Norton Healthcare, Inc. and its Restricted Affiliate, Norton Hospitals, Inc. as of December 31, 
2016 and for the year then ended and the related notes. 

Management's Responsibility for the Schedule 

Management is responsible for the preparation and fair presentation of the schedule of the debt 
service coverage ratio calculation on the basis of the financial reporting provisions of Section 5. 7 
of Article V of the Amended and Restated Master Trust Indenture dated as of September 15, 1997, 
as supplemented by Supplemental Indentures Nos. 1 and 2, dated as of September 15, 1997; as 
supplemented by Supplemental Indenture No. 3, dated as of October 1, 1998, by and between 
Norton Healthcare, Inc. and Bank One, Kentucky, NA; as supplemented by Supplemental 
Indenture No. 4 dated as of September 1, 2000; as supplemented by Supplemental Indenture No. 5, 
dated as ofJanuary 4, 2001; as supplemented by Supplemental Indenture No. 6, dated as ofJuly 1, 
2003, by and between Norton Healthcare, Inc., Norton Hospitals, Inc. and Bank One, Kentucky, 
NA; as supplemented by Supplemental Indenture No. 7, dated as of March 17, 2004; as 
supplemented by Supplemental Indenture No. 8, dated as of September 1, 2004; as supplemented 
by Supplemental Indenture No. 9, dated as of October 1, 2006; as supplemented by Supplemental 
Indenture No 10, dated as of November 1, 2006; as supplemented by Supplemental Indenture 
Nos. 11 and 12, dated as of August 1, 2011, between Norton Healthcare, Inc., Norton Hospitals, 
Inc., and The Bank of New York Mellon Trust Company, NA; and as supplemented by 
Supplemental Indentures No. 13, dated as of October 1, 2012, between Norton Healthcare, Inc., 
Norton Hospitals, Inc., and The Bank of New York Mellon Trust Company, NA; and as 
supplemented by Supplemental Indenture No. 14, dated as of September 1, 2013, between Norton 
Healthcare, Inc., Norton Hospitals, Inc., and The Bank ofNew York Mellon Trust Company, NA; 
and as supplemented by Supplemental Indenture No. 15, dated as of September 1, 2013, between 
Norton Healthcare, Inc., Norton Hospitals, Inc., and The Bank of New York Mellon Trust 
Company NA; and as supplemented by Supplemental Indenture No. 16, dated as of December 1, 
2013, between Norton Healthcare, Inc. , Norton Hospitals, Inc., and The Bank ofNew York Mellon 
Trust Company NA; and as supplemented by Supplemental Indenture No. 17, dated as of July 1, 
2016, between Norton Healthcare, Inc., Nmion Hospitals, Inc., and The Bank of New York Mellon 
Trust Company NA; and as supplemented by Supplemental Indenture No. 18, dated as of 
August 1, 2016, between Norton Healthcare, Inc. and The Bank of New York Mellon Trust 
Company NA; and as supplemented by Supplemental Indenture No. 19, dated as of August 1, 
2016, between Norton Healthcare, Inc. and The Bank of New York Mellon Trust Company NA. 
The calculation includes the accounts ofNorton Healthcare, Inc. and its restricted affiliate, Norton 
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Hospitals, Inc. Management also is responsible for the design, implementation, and maintenance 
of internal control relevant to the preparation and fair presentation of the schedule of the debt 
service coverage ratio calculation that is free of material misstatement, whether due to fraud or 
error. 

Auditor's Responsibility 

Our responsibility is to express an opinion on the schedule of the debt service coverage ratio 
calculation based on our audit. We conducted our audit 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 schedule of the debt service coverage ratio 
calculation is free of material misstatement. 

An audit involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the schedule of the debt service coverage ratio calculation. The procedures selected 
depend on the auditor's judgment, including the assessment of the risks of material misstatement 
of the schedule of the debt service coverage ratio calculation, 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 schedule of the debt service coverage ratio calculation in 
order to design audit procedures thai 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 schedule of the debt service coverage ratio 
calculation. 

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 schedule referred to above presents fairly, in all material respects, the debt 
service coverage ratio calculation of Norton Healthcare, Inc. and its Restricted Affiliate, Norton 
Hospitals, Inc. as of December 31, 2016 and for the year then ended on the basis of the requirement 
referred to in the preceding paragraph. 

Contractual Basis of Accounting 

As described in Note 1 to the schedule, the schedule was prepared by Norton Healthcare, Inc. and 
Affiliates on the basis of the financial reporting provisions of Section 5.7 of Article V of the 
Amended and Restated Master Trust Indenture dated as of September 15, 1997, as supplemented 
by Supplemental Indentures Nos. 1 and 2, dated as of September 15, 1997; as supplemented by 
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Supplemental Indenture No. 3, dated as of October 1, 1998, by and between Norton Healthcare, 
Inc. and Bank One, Kentucky, NA; as supplemented by Supplemental Indenture No. 4 dated as of 
September 1, 2000; as supplemented by Supplemental Indenture No. 5, dated as of January 4, 
2001; as supplemented by Supplemental fridenture No. 6, dated as of July 1, 2003, by and between 
Norton Healthcare, Inc., Norton Hospitals, Inc. and Bank One, Kentucky, NA; as supplemented 
by Supplemental Indenture No. 7, dated as of March 17, 2004; as supplemented by Supplemental 
Indenture No. 8, dated as of September 1, 2004; as supplemented by Supplemental Indenture 
No. 9, dated as of October 1, 2006; as supplemented by Supplemental Indenture No 10, dated as 
of November 1, 2006; as supplemented by Supplemental Indenture Nos. 11 and 12, dated as of 
August 1, 2011, between Norton Healthcare, Inc., Norton Hospitals, Inc., and The Bank of New 
York Mellon Trust Company, NA; and as supplemented by Supplemental Indentures No. 13, dated 
as of October 1, 2012, between Norton Healthcare, Inc., Norton Hospitals, Inc., and The Bank of 
New York Mellon Trust Company, NA.; and as supplemented by Supplemental Indenture No. 14, 
dated as of September 1, 2013, between Norton Healthcare, Inc., Norton Hospitals, Inc., and The 
Bank of New York Mellon Trust Company, NA; and as supplemented by Supplemental Indenture 
No. 15, dated as of September I, 2013, between Norton Healthcare, Inc. , Norton Hospitals, Inc. , 
and The Bank of New York Mellon Trust Company NA; and as supplemented by Supplemental 
Indenture No. 16, dated as of December I, 2013, between Norton Healthcare, Inc., Norton 
Hospitals, Inc., and The Bank of New York Mellon Trust Company NA; and as supplemented by 
Supplemental Indenture No. 17, dak d as of July 1, 2016, between Norton Healthcare, Inc., Norton 
Hospitals, Inc., and The Bank of New York Mellon Trust Company NA; and as supplemented by 
Supplemental Indenture No. 18, dated as of August 1, 2016, between Norton Healthcare, Inc. and 
The Bank of New York Mellon Trust Company NA; and as supplemented by Supplemental 
Indenture No. 19, dated as of August 1, 2016, between Norton Healthcare, Inc. and The Bank of 
New York Mellon Trust Company NA, which is a basis of accounting other than U.S. generally 
accepted accounting principles. Our opinion is not modified with respect to this matter. 

Restriction on Use 

This report is intended solely for the information and use of management~ the Board of Trustees 
of Norton Healthcare, Inc. and Affiliates, Bank One, Kentucky, NA, and The Bank of New York 
Mellon Trust Company, NA and is not intended to be and should not be used by anyone other than 
the specified parties. 

March 31, 2017 
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Norton Healthcare, Inc. and its Restricted Affiliate, Norton Hospitals, Inc. 

Debt Service Coverage Ratio 

For the Year Ended December 31, 2016 

Excess of revenue over expenses 
Depreciation and amortization 
Interest expense 
Gain on disposition of assets 
Net gain on extinguishment of debt 
Unrealized loss on investments 

Unrealized gain on swap mark-to-market 

Income available for debt service 

Principal and interest payments 

Debt service coverage ratio 

Required debt service coverage ratio 

$ 218,949,385 
76,927,520 
36,162,513 

602,665 
(5,644, 176) 

(32,940, 198) 

10,288,898 

(A) 304,346,607 

(B) $ 52,892, 731 

(A)/(B) 5.75 

1.10 

Note 1 -The method of calculating the income available for debt service is prescribed by Section 5.7 
of Article V of the Amended and Restated Master Trust Indenture dated as of September 15, 1997, as 
supplemented by Supplemental Indentures Nos. 1 and 2, dated as of September 15, 1997; as 
supplemented by Supplemental Indenture No. 3, dated as of October 1, 1998, by and between Norton 
Healthcare, Inc. and Bank One, Kentucky, NA; as supplemented by Supplemental Indenture No. 4 
dated as of September 1, 2000; as supplemented by Supplemental Indenture No. 5, dated as of 
January 4, 2001; as supplemented by Supplemental Indenture No. 6, dated as of July 1, 2003, by and 
between Norton Healthcare, Inc., Norton Hospitals, Inc. and Bank One, Kentucky, NA; as 
supplemented by Supplemental Indenture No. 7, dated as of March 17, 2004; as supplemented by 
Supplemental Indenture No. 8, dated as of September 1, 2004; as supplemented by Supplemental 
Indenture No. 9, dated as of October 1, 2006; as supplemented by Supplemental Indenture No. 10, 
dated as ofNovember 1, 2006; and as supplemented by Supplemental Indenture Nos. 11 and 12, dated 
as of August 1, 201; as supplemented by Supplemental Indenture No. 13, dated as of October 1, 2012; 
as supplemented by Supplemental Indenture Nos. 14 and 15, dated as of September 1, 2013, and as 
supplemented by Supplemental Indenture No. 16, dated as of December 31, 2013, between Norton 
Healthcare, Inc., Norton Hospitals, Inc., and The Bank of New York Mellon Trust Company, NA; as 
supplemented by Supplemental Indenture No. 17, dated as of July 1, 2016, between Norton Healthcare, 
Inc., Norton Hospitals, Inc., and The Bank ofNew York Mellon Trust Company NA; as supplemented 
by Supplemental Indenture No. 18, dated as of August 1, 2016, between Norton Healthcare, Inc. and 
The Bank of New York Mellon Trust Company NA; as supplemented by Supplemental Indenture 
No. 19, dated as of August 1, 2016, between Norton Healthcare, Inc. and The Bank of New York 
Mellon Trust Company NA. The calculation includes the accounts of Norton Healthcare, Inc. and its 
restricted affiliate, Norton Hospitals, Inc., which have been defined as the Obligated Group by the 
Amended and Restated Master Trust Indenture. 
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Cash & Cash Equivalents (1) 

Marketable Securities & Other 
Investments (2) 

Assets Limited to use by Board 
Subtotal (3) 

Debt Service Reserve Funds 

Obligated Group 
Daily Expenses (4) 

Days cash on hand ratio (5): 

Excluding DSRF 
Including DSRF 

Consolidated 
Daily Expenses (G) 

Days cash on hand ratio (5): 

Excluding DSRF 
Including DSRF 

Norton Healthcare, Inc. and Affiliates 
Liquidity 

(doliars in thousands) 

December 31. 
2016 

$ 161,959 

18,844 

1,012,307 
1,193,110 

30,398 
$1,223,507 

$ 

$ 

4,137 

288 
296 

5,232 

228 
234 

(1) Cash and Cash Equivalents are composed of assets that are or may be immediately converted to cash . 

(2) Marketable Securities are assets that are convertible into cash in one week or less. 

(3) Assets limited to use by the Board are liquid assets (other than private equity) whose use has been restricted by the Board. 

(4) Consistent with the Master Indenture definition of "Minimum Days Cash on Hand" the Daily Expenses include only those 
expenses of the Obligated Group. 

(5) Total liquid assets (Cash and Cash Equivalents, Marketable Securities and Other Investments and Assets Limited to use by 
Board) divided by daily expenses (total operating expenses less depreciation and amortization divided by 366). 

(6) Consolidated Daily Expenses include those of the Corporation and Affiliates. 



Norton Healthcare, Inc. and Affiliates 
Combined Capitalization 

(dollars in thousands) 

2016A 
20168 
2016C 

Total 2016 Bonds 

2013A 
2013C 

Total 2013 Bonds 

2012 
Total 2012 Bonds 

2011A 
20118 
2011C 

Total 2011 Bonds 

20008 
Total 2000B Bonds 

Other Debt &Capital Leases 
Total Other Debt & Capital 

Leases 

Less: 
Unamortized (discount)/premium 
Unamortized bond issue costs 
Current installments of long-term 
debt 

Total Long Term Debt 

Unrestricted net assets 

Total Capitalization 

Total long-term debt as a 
percentage of total capitalization 

521,050,000 
26,495,000 
62,660,000 

610,205,000 

154,580,000 
50,000,000 

204,580,000 

9,000,000 
9,000,000 

35,000,000 
40,000,000 
13,045,000 
88,045,000 

211,700,000 
211,700,000 

43,830,066 

43,830,066 

1, 167,360,066 

11,986,705.04 
(10,807,253.94) 

(36,288, 100.00) 
1,132,251,417 

1,073, 189,498 

2,205,440,915 

51.34% 



Norton Healthcare, Inc. 
For the year ended December 31, 2016 

Utilization Statistics 

Certain utilization statistics for the Corporation and its Affiiiates are set forth below. The statistics for "Adult Hospitals "include the 
operations of Norton Hospital, Norton Audubon Hospital, Norton Brownsboro Hospital and Norton Women's Hospital St Matthews. 
"Pediatric Hospital" includes Norton Children's Hospital, Norton Children's Medical Center and Norton Children's Hospital St. Matthews. 

Admissions: 
Adult Hospitals (A) 
Pediatric Hospital 

Patient Days: 
Adult Hospitals (A) 
Pediatric Hospital 

Average LOS (in Days): 
Adult Hospitals (A) 
Pediatric Hospital 

Outpatient Occasions (B): 
Adult Hospitals (A) 
Pediatric Hospital 

Emergency Visits: 
Adult Hospitals (A) 
Pediatric Hospital 

Deliveries: 
Norton Hospital 
Norton Women's/Children's Hospital St. Matthews 

Ambulatory Surgeries: 
Adult Hospitals (A) 
Pediatric Hospital 

Physician Practice Visits: 

Total Licensed Beds: 
Adult Hospitals (A) 
Pediatric Hospital 

Beds in Use: 
Adult Hospitals (A) 
Pediatric Hospital 

(A) - Includes acute care services only. 

Year Ended 

December 31, 2016 

57, 120 
11 ,069 
68, 189 

270,553 
91 ,650 

362,203 

4.7 
8.3 
5.3 

446,702 
61,649 

508,351 

151,247 
95,716 

246,963 

2,615 
5,317 
7,932 

42,667 
13, 139 
55,806 

1,937,380 

1,479 
358 

1,837 

1,099 
325 

1,424 

(B) - An outpatient occasion is a visit of a hospital outpatient to a uniUdepartment of a hospital regardless of the number of 
tests or services provided to the patient. Included within this statistic are the services provided by certain stand alone 
outpatient centers, providing a variety of services, operated as an outpatient department of the hospitals. 



Norton Healthcare, Inc. 
For the year ended December 31 , 2016 

The Obligated Group 

Norton Healthcare, Inc. (the "Corporation") and Norton Hospitals, Inc. ("Norton") are the only members of the 

Obligated Group as it relates to outstanding debt obligations at December 31, 2016. 

The Affiliates 

The term "Affiliates" refers to entities which are directly or indirectly controlled by the Corporation, 
by another Affiliate of the Corporation or by any person which controls the Corporation or any other 
Affiliate. 

At December 31, 2016 the Affi liates are: 

Norton Hospitals, Inc. 
Community Medical Associates, Inc. 
Norton Properties, Inc. 
Children's Hospital Foundation, Inc. 
Norton Healthcare Foundation, Inc. 
Norton Enterprises, Inc. 
Clinical Associates, Inc. 
Norton Louisvi!!e Primary Care Center, !nc. 
Norton Occupational Medicine Associates 

At December 31, 2016, the Obligated Group accounted for 84.1 % of the total operating revenues, 79.5% of the 

total operating expenses and 89.8% of the total assets of the Corporation and its Affiliates which has been 

adjusted for Other Receivables (Payables) from Affiliates. 


