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THE CARLE FOUNDATION  
 

CERTAIN FINANCIAL RATIOS 

The following table sets forth select Profitability, Liquidity, and Leverage ratios of The Carle Foundation 
as of and for the three-month periods ended March 31, 2017 and March 31, 2016 and Calendar Years ended 
December 31, 2016 and December 31, 2015. 
 

 
As of and for the three 

months ended March 31,  
As of and for the calendar 
year ended December 31, 

              (unaudited)       (audited) 
 2017  2016       2016         2015 
Profitability:      
Operating Margin1,2  4.1%   2.7%         3.2%         1.3% 
Operating Cash Flow Margin2,3            8.2%   6.4%         6.7%          4.9% 
      
Liquidity:      
Cash on Hand (days)2,4   242.8  170.6        216.6       194.7 
Liquid Cash on Hand (days)2,4,5   228.7  157.8        203.3       182.7 
Cushion Ratio6     34.7    29.4          33.7         34.0 
Accounts Receivable (days)7     51.8    57.0          51.2         53.0 
      
Leverage:       
Debt-to-capitalization8   33.9%  31.4%       35.0%       32.0% 
Cash-to-debt9         182.6% 171.8%      175.6%      196.3% 

_____________ 
1  Operating Margin is defined as Total operating revenue less Total operating expenses with the result divided by Total operating revenue. 
2  The following items are excluded from Total operating expenses:  Non-cash interest expense of derivative instruments and Loss on asset 
impairment and project abandonments. 
3   Operating Cash Flow Margin is defined as Total operating revenue less Total operating expenses plus Depreciation and Interest with the result 
divided by Total operating revenue. 
4   Cash on hand (days) is defined as the total of Cash plus Investments times the number of days in the period (90 days with respect to the three-
month period ended March 31, 2017; 91 days with respect to the three-month period ended March 31, 2016; 366 days with respect to the 
Calendar Year ended December 31, 2016; and 365 days with respect to the Calendar Year ended December 31, 2015) with the result divided by 
Total operating expenses less Depreciation and Amortization. 
5   Liquid cash on hand excludes alternative investments (private equity limited partnerships and hedge funds) 
6   Cushion Ratio is defined as the sum of Cash plus Investments divided by the Maximum annual debt service.  
7  Accounts Receivable (days) is defined as the total Patient receivables times the number of days in the (90 days with respect to the three-month 
period ended March 31, 2017; 91 days with respect to the three-month period ended March 31, 2016; 366 days with respect to the Calendar Year 
ended December 31, 2016; and 365 days with respect to the Calendar Year ended December 31, 2015) with the result divided by Net patient 
service revenue.   
8   Debt-to-capitalization is defined as the sum of Short-term debt plus Long-term debt divided by the sum of Short-term debt plus Long-term debt 
plus Unrestricted net assets. 
9 Cash-to-debt is defined as the sum of Cash and Marketable securities divided by the sum of Short-term debt plus Long-term debt. 
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THE CARLE FOUNDATION OBLIGATED GROUP 
 

CERTAIN FINANCIAL RATIOS 

The following table sets forth select Profitability, Liquidity, and Leverage ratios of the Obligated Group as 
of and for the three-month periods ended March 31, 2017 and March 31, 2016 and Calendar Years ended December 
31, 2016 and December 31, 2015. 

 
 

As of and for the three 
months ended March 31,  

As of and for the calendar 
year ended December 31, 

              (unaudited)       (audited) 
 2017  2016       2016         2015 
Profitability:      
Operating Margin1,2  7.4%    8.1%         12.0%           6.7% 
Operating Cash Flow Margin2,3           14.7%   15.3%         18.9%         13.9% 
      
Liquidity:      
Cash on Hand (days)2,4   397.7  338.3        479.4       383.9 
Liquid Cash on Hand (days)2,4,5   367.8  307.6        446.0       354.9 
Cushion Ratio6     24.1    21.6          26.5         24.8 
Accounts Receivable (days)7     49.0    52.6          51.6         52.5 
      
Leverage:       
Debt-to-capitalization8   32.9%  29.7%        33.8%         30.3% 
Cash-to-debt9          146.2% 151.9%       159.1%       171.4% 

_____________ 
1  Operating Margin is defined as Total operating revenue less Total operating expenses with the result divided by Total operating revenue. 
2  The following items are excluded from Total operating expenses:  Non-cash interest expense of derivative instruments and Loss on asset 
impairment and project abandonments. 
3   Operating Cash Flow Margin is defined as Total operating revenue less Total operating expenses plus Depreciation and Interest with the result 
divided by Total operating revenue. 
4   Cash on hand (days) is defined as the total of Cash plus Investments times the number of days in the period (90 days with respect to the three-
month period ended March 31, 2017; 91 days with respect to the three-month period ended March 31, 2016; 366 days with respect to the 
Calendar Year ended December 31, 2016; and 365 days with respect to the Calendar Year ended December 31, 2015) with the result divided by 
Total operating expenses less Depreciation and Amortization. 
5   Liquid cash on hand excludes alternative investments (private equity limited partnerships and hedge funds) 
6   Cushion Ratio is defined as the sum of Cash plus Investments divided by the Maximum annual debt service.  
7  Accounts Receivable (days) is defined as the total Patient receivables times the number of days in the period (90 days with respect to the three-
month period ended March 31, 2017; 91 days with respect to the three-month period ended March 31, 2016; 366 days with respect to the 
Calendar Year ended December 31, 2016; and 365 days with respect to the Calendar Year ended December 31, 2015) with the result divided by 
Net patient service revenue.    
8   Debt-to-capitalization is defined as the sum of Short-term debt plus Long-term debt divided by the sum of Short-term debt plus Long-term debt 
plus Unrestricted net assets. 
9 Cash-to-debt is defined as the sum of Cash and Marketable securities divided by the sum of Short-term debt plus Long-term debt. 
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THE CARLE FOUNDATION  
 

MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL PERFORMANCE 

 The Carle Foundation (“Foundation”), headquartered in Urbana, Illinois is an Illinois not-for-profit 
corporation engaged in providing health care services to residents of central Illinois.  The Foundation serves as the 
sole member and elects all of the trustees of, and thereby controls the following not-for-profit organizations and 
affiliates: 
 The Carle Foundation Hospital which also operates Carle Medical Supply, the Danville Surgery Center and 

outpatient surgical recovery centers (until February 15, 2016) in Danville and Champaign, Carle Risk 
Management Company, and eValidata, Inc.; 

 Carle Health Care Incorporated which operates Arrow Ambulance, LLC; Carle Physician Group; and 
Champaign SurgiCenter, LLC; 

 Hoopeston Community Memorial Hospital; 
 Carle Retirement Centers, Inc.; and 
 The Carle Development Foundation. 
Additionally, the Foundation serves as the sole member and elects all the trustees of, and thereby controls, the 
following taxable not-for-profit entity: 
 CHA Holding, Inc. which is the sole owner of Carle Holding Company, Inc., which in turn is the sole 

stockholder of Health Alliance Medical Plans, Inc., which in turn is the sole stockholder of Health Alliance-
Midwest, Inc.  CHA Holding, Inc. is also the sole member of Health Alliance Connect, Inc. and has a 60% 
membership interest in Health Alliance Northwest Holding, Inc., which in turn owns Health Alliance Northwest 
Health Plan, Inc.  Collectively, these business entities are referred to as the “Health Group”. 

Additionally, the Foundation serves as the sole stockholder and elects all the directors of, and thereby controls, the 
following for-profit subsidiary: 
 Health Systems Insurance, Limited. 
 

On February 16, 2016, The Carle Foundation Hospital relinquished the Recovery Center licenses for both 
Danville and Champaign due to low utilization and more relevant use requirements for the vacated space. 

 
 

A comparison of operating results for the three-month period ended March 31, 2017 (“CY 2017”) 
compared to the three-month period ended March 31, 2016 (“CY 2016”). 

 Income from operations when certain non-cash items are excluded from total operating expenses (non-cash 
interest expense of derivative instruments and loss on asset impairment and project abandonment) was $24.8 million 
in CY 2017 as compared with $17.1 million in CY 2016.  (The comparison of these two periods is hereinafter 
sometimes indicated by the phrase “over the relevant three-month periods” or “comparing the calendar year 
periods.”)  During this period, the comparable income from operations for non-Obligated Group Members increased 
$8.2 million, reflecting increased income from operations of Hoopeston Community Memorial Hospital; Health 
Group; Carle Holding Company, Inc.; Champaign SurgiCenter, LLC; and Arrow Ambulance, LLC;  partially offset 
by decreased income from operations of Health Systems Insurance, Limited (“HSIL”) and The Carle Development 
Foundation.  Operating margins, as defined in the “Certain Financial Ratios” section, increased over the relevant 
three-month periods to 4.1% in CY 2017 from 2.7% in CY 2016.  Income from operations as presented on the 
Statement of Operations, which does not exclude the items identified above, increased $13.6 million (114.2%) in 
CY 2017 to $25.5 million compared to $11.9 million in CY 2016, on decreases of $21.6 million (3.5%) in total 
revenue with decreases of $35.2 million (5.8%) in total expenses.   

Operating Revenues and Statistics 

Gross patient service revenues for The Carle Foundation, reflecting a $153.6 million decrease in 
intercompany revenue elimination over the relevant calendar year periods related to the activity of Health Group, 
grew $88.6 million (8.7%) to $1,107.6 million in CY 2017 from $1,019.0 million in CY 2016, primarily due to 
growth in hospital services.  At the same time, net patient service revenue reflecting deduction of provision for bad 
debts for The Carle Foundation increased $42.3 million (24.2%) to $217.2 million in CY 2017 from $174.9 million 
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in CY 2016, due to increases of $202.0 million (44.3%) in contractual allowances, discounts, and charity care and 
decreases of $2.1 million (21.2%) in provision for bad debts.   

Provision for bad debts decreased $2.1 million (21.2%) and decreased to 3.5% in CY 2017 from 5.4% in 
CY 2016 of patient service revenue net of contractual allowances over the relevant calendar year periods. Of the 
change in provision for bad debts, an increase of $0.2 million is related to operations of non-Obligated Group 
Members.  Charges foregone for charity care patients based on established rates increased $1.4 million to $39.2 
million in the CY 2017 period and represented 15.3% and 17.7%, respectively, of patient service revenue net of all 
other contractual allowances and provision for bad debt.   

Gross patient service revenues for the total Carle Foundation Hospital, excluding Carle Medical Supply, 
grew $66.6 million (9.0%) over the relevant calendar year periods.  The increase was driven primarily by a 3.0% 
charge increase at January 1, 2017 as well as increased outpatient volumes; inpatient discharges; and patient days in 
the CY 2017 period.  Emergency department visits increased over the calendar year periods to 23,169 from 22,130 
(4.7%) while the average daily census, including observation days, increased over the relevant three-month periods 
to 355.7 from 328.4 (8.3%).  Net patient service revenue increased $18.6 million (10.3%) to $199.3 million in CY 
2017 from $180.6 million in CY 2016, reflecting an increase of $51.1 million (9.3%) in contractual allowances, 
discounts, and charity care and a decrease of $3.2 million (37.8%) in provision for bad debts.   

Gross patient service revenues for Hoopeston Community Memorial Hospital grew $4.5 million (15.2%) in 
the relevant three-month period of CY 2017, reflecting 3.0% charge increases at January 1, 2017 for both the 
hospital and affiliated clinics, partially offset by a 1.3% decrease in physician and mid-level visits.  Net patient 
service revenue increased $2.4 million (19.4%) to $14.6 million in CY 2017 from $12.2 million in CY 2016, 
reflecting an increase of $2.1 million (12.2%) in contractual allowances, discounts and charity care and an increase 
of less than $0.1 million (17.2%) in provision for bad debts.     

Over the relevant calendar year periods, Carle Foundation Hospital discharges increased 2.1% to 5,931 
from 5,809, while hospital patient days increased 7.9% to 29,919 from 27,723.  Average length of stay was 5.0 days 
and 4.8 days, respectively, over the relevant three-month periods.  The increase in average length of stay and 
hospital patient days is primarily attributable to the higher acuity of patients in the CY 2017 period as represented by 
a 2.5% increase in the all payor case mix index to 1.67 from 1.63.   At the same time, the Medicare case mix index 
remained unchanged at 1.76 when comparing the calendar year periods.  There were 393 licensed beds at both 
March 31, 2017 and March 31, 2016, with 375 and 363 beds in service at the end of each respective period.   

Over the relevant calendar year periods, Hoopeston Community Memorial Hospital discharges increased 
3.3% to 93 while hospital days increased 0.5% to 193.  Swing bed days increased 75.6% to 144.  Swing beds are 
hospital beds that are used to provide both acute and long-term care and swing bed days represent the long-term care 
utilization of the beds.  The swing bed program allows patients who require sub-acute care to remain in the facility 
rather than transfer to another facility that may be far from the patient’s home.   

System discharges increased 2.1% to 6,024 from 5,899 over the relevant three-month periods reflecting an 
increase of 122 discharges from The Carle Foundation Hospital.  At the same time, System patient days increased 
7.9% to 30,112 from 27,915 primarily due to an increase of 2,196 patient days at The Carle Foundation Hospital.  
Licensed System beds totaled 417 at both March 31, 2017 and March 31, 2016, and beds in service totaled 388 and 
376 at the end of each respective three-month period.  This reflects the inclusion of 24 licensed beds and 13 beds in 
service at Hoopeston Community Memorial Hospital in each of the calendar year periods as well as a 3.3% increase 
in beds in service at The Carle Foundation Hospital in the CY 2017 period. 

Gross patient service revenue for Carle Physician Group increased $12.4 million (5.3%) over the relevant 
calendar year periods.  The change was driven by a 3.0% price increase at January 1, 2017 and a 3.7% increase in 
physician and mid-level provider visits.  Net patient service revenue increased $3.0 million (5.9%) to $54.0 million 
in CY 2017 from $51.0 million in CY 2016, reflecting an increase of $8.5 million (4.7%) in contractual allowances, 
discounts, and charity care as well as an increase of $0.9 million (76.5%) in provision for bad debts.  CY 2017 
revenues resulted from 209,774 total physician and mid-level provider patient visits resulting in 696,994 work 
relative value units (“RVUs”) for procedures performed by CPG physicians and mid-level providers.  CY 2016 
revenues resulted from 202,209 total physician and mid-level provider patient visits resulting in 673,518 work 
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RVUs.  The increase in patient visits for the CY 2017 period was primarily due to a 5.4% increase in physician and 
mid-level provider FTEs.  The increase in work RVUs for the CY 2017 period was primarily due to an increase in 
work RVUs for specialty providers and radiology procedures.  

Outpatient services maintain an important role in the Health System’s delivery of health care, with about 
62.6% of gross patient service revenues generated on an outpatient basis, excluding the impact of CPG revenues and 
contractual allowances, during CY 2017 as compared with about 60.8% in CY 2016.  The increase in gross patient 
revenues generated on an outpatient basis in the CY 2017 period reflects increased activity in certain outpatient 
areas including the emergency department and Provider Based status locations that are effectively departments of 
the hospital providing outpatient services. 

Carle Foundation Hospital outpatient surgeries increased 14.1% to 1,994 in CY 2017 as compared to 1,748 
in CY 2016.  Inpatient surgeries at the main campus in Urbana decreased 10.7% to 1,421 from 1,591 over the 
relevant three-month periods.  Over the periods, procedures performed at the two ambulatory surgery centers 
increased 4.6% with 1,652 and 1,580 respectively, over the relevant three-month periods.  This represents an 
increase of 73 procedures at the Champaign surgery center, partially offset by a small decrease in procedures at the 
Danville surgery center, when comparing the calendar year periods.  Total System outpatient surgeries increased 
15.6% to 2,122 procedures in CY 2017 as compared to 1,836 procedures in CY 2016 resulting from an increase at 
both the main campus in Urbana and the Hoopeston Community Memorial Hospital campus over the relevant 
periods.  Total System inpatient surgeries decreased 10.8% over the relevant three-month periods to 1,427 from 
1,600 reflecting small decreases at both the main campus in Urbana and the Hoopeston campus in the CY 2017 
period. 

In December 2008, the Federal Centers for Medicare and Medicaid Services (“CMS”) renewed the State of 
Illinois Medicaid Hospital Assessment Program (herein “Program”) for an additional five years.  An Enhanced 
Hospital Assessment Program was approved by CMS for the period June 2012 through December 2014.  The 
statutory sunset of both Programs was extended to June 30, 2018.  Under the Programs, the Foundation receives 
additional Medicaid reimbursement from the State and pays a related assessment.  For each of the relevant three-
month periods ended March 31, 2017 and March 31, 2016, the Foundation recognized total reimbursement revenue 
of approximately $7.5 million, which is included in net patient service revenue and incurred assessments of 
approximately $3.8 million and $3.2 million, respectively, which are included in real estate and other taxes expense 
in the combined statements of operations.  CMS approved a new supplemental payment to hospitals for services 
provided to newly eligible Medicaid beneficiaries under the Affordable Care Act.  The new supplemental payment 
to hospitals was retroactive to March 1, 2014 and, for the calendar year periods ended March 31, 2017 and March 
31, 2016, the Foundation recognized total reimbursement revenue of $1.4 million and $1.5 million, respectively, for 
the supplemental payment.   

Net premium revenue – health insurance recognized for Health Group decreased $61.4 million (14.1%) 
over the relevant calendar year periods to $373.9 million in CY 2017 as compared to $435.3 million in the prior year 
period.  The decrease in net premium revenue in CY 2017 was due to a 31.8% decrease in the number of insured 
members, primarily resulting from termination of Medicaid-only contracts in late CY 2016, partially offset by a 
5.0% rate increase at July 1, 2016 for the State of Illinois contract. 

Rental income increased $0.1 million (3.5%) to $4.4 million during the relevant three-month period of CY 
2017 driven by increases in Carle Medical Supply durable medical equipment rental. 

Other revenues decreased $2.7 million (29.8%) to $6.3 million over the relevant calendar year periods.  The 
decreases resulted primarily from a gain of $3.3 million that resulted from the sale of a 25% interest in the 
Champaign SurgiCenter on January 1, 2016 and decreases in Electronic Health Record (“EHR”) incentive payments 
for the hospital, Hoopeston Community Memorial Hospital in the CY 2017 period.  The decreases were partially 
offset by several increases in the relevant period of CY 2017, primarily interest income on patient account late 
payments ($0.5 million).  EHR incentive payments result from demonstration of meaningful use of certified 
electronic health record technology in such a way as to improve the quality of healthcare provided.   
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Operating Expenses 

 Salaries and wages increased $7.3 million (5.4%) for CY 2017 over the comparable prior year period.  Of 
the salaries and wages change in CY 2017, an increase of $0.2 million is attributable to non-Obligated Group 
Members, primarily due to increases for Arrow Ambulance and Hoopeston, partially offset by decreases for Health 
Group.  Increases attributable to the Obligated Group were driven by Carle Physician Group ($3.3 million), the 
Hospital ($2.3 million), and Shared Services ($1.6 million).  The average salary per full time equivalent increased 
1.5% over the relevant calendar year periods, primarily due to the addition of physicians and mid-level providers in 
the CY 2017 period as well as to a 2.5% pay rate adjustment in July 2016.  Over these periods, FTEs increased 3.8% 
to 6,630 from 6,385.  Approximately 710 FTEs were employees of Health Group at March 31, 2017 representing a 
4.8% decrease from March 31, 2016.   

Employee benefits expense increased $2.4 million (7.1%) over the relevant calendar year periods, resulting 
primarily from increases in FICA expense and retirement plan contributions, partially offset by decreases in health 
insurance costs.  Employee benefits approximated 25.3% and 24.9% of salaries and wages for the relevant three-
month periods of CY 2017 and CY 2016, respectively.  The Foundation maintains defined contribution plans to 
which it funds, subject to employee eligibility, contributions equal to 5% of eligible earnings and matches up to 2% 
of earnings contributed by employees.  Upon the acquisition of Carle Clinic, the Foundation acquired the Carle 
Clinic’s qualified noncontributory defined benefit pension plan and defined contribution plan, which is sponsored by 
a non-Obligated Group subsidiary.  Under the plan, existing participants no longer earn credit and there are no new 
entrants.  Of the change in employee benefits expense in CY 2017, a decrease of $0.8 million is attributable to non-
Obligated Group Members, primarily Health Group.  

The $272.5 million in medical benefits of insured for participants in the Health Group, non-Obligated 
Group Members, in the relevant calendar year period of CY 2017 represents payment of claims and changes in 
estimates of claims reported or incurred but not yet paid, net of insured co-pay and deductible amounts, reinsurance 
recoveries, and rebates.  This compares with $316.6 million in medical benefits of insured in the relevant calendar 
year period of CY 2016.  Decreases in the CY 2017 period are due primarily to termination of Medicaid-only 
contracts in late CY 2016 as well as improved performance of the medical loss ratios for the individual product, the 
group PPO product and Medicare Supplement in the CY 2017 period.  The medical loss ratio represents the 
proportion of premium revenues spent on clinical services and quality improvement. 

Patient care and other supplies expense increased $2.5 million (6.2%) in CY 2017 over the comparable 
prior year period.  The increase was primarily driven by increases in cost of drugs and pharmaceuticals ($2.4 
million); medical supplies ($1.2 million); and biological, chemotherapy and other cancer treatment drugs ($0.5 
million); partially offset by decreases in cost of implants ($1.6 million).  Increases in drug costs are attributable to 
significant increases in drug prices, due to ongoing shortages, as well as to Carle’s participation in the Medicare 
340B program that extends discounts to hospital providers on some drugs used in the hospital outpatient setting.  
The Medicare 340B program allows a covered entity to enter into arrangements with pharmacies to provide services 
to its patients.  Carle purchases the drugs and receives the net revenue less a dispensing fee, which is retained by the 
contract pharmacy.  The increase in cost of supplies is primarily driven by increased volumes in both the inpatient 
and outpatient setting in the relevant CY 2017 period. The increase in costs of biological, chemotherapy and other 
cancer treatment drugs is also due to an increasing use of Yervoy, a drug that costs up to $0.1 million per treatment.  
In the CY 2017 period, an increase of $0.4 million in patient care and other supplies expense is attributable to non-
Obligated Group Members, primarily Champaign SurgiCenter, Hoopeston, and Arrow Ambulance.   

Purchased services increased $0.5 million (1.9%) to $28.0 million in the CY 2017 period due to increases 
in other purchased services ($0.7 million) and software maintenance costs ($0.4 million), partially offset by 
decreases in data processing fees ($0.5 million) attributable to Health Group.  The increase in other purchased 
services is primarily attributable to an increase in dispensing fees paid to the contract pharmacy as part of the 
Medicare 340B program.  Non-Obligated Group Members are responsible for decreases of $1.3 million in purchased 
services in the CY 2017 period, primarily Health Group, partially offset by increases for Hoopeston and Arrow 
Ambulance.  

General and administrative expenses decreased $0.2 million (1.1%) to $16.1 million in CY 2017, primarily 
driven by decreases in recruitment expense ($0.4 million) and smaller decreases, partially offset by small increases, 
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in a number of other areas as the organization seeks to control costs.  Non-Obligated Group Members are 
responsible for decreases of less than $0.1 million in general and administrative expenses. 

Insurance expense for The Foundation increased $4.6 million (121.9%) over the relevant calendar year 
periods driven by increases in underwriting expense of HSIL ($4.5 million).  Much of the $1.6 million increase in 
insurance expense attributable to non-Obligated Group Members resulted from the increase in underwriting 
expenses of HSIL, the Corporation’s captive insurance company, partially offset by eliminations for professional 
and general liability premiums reinstated as of February 1, 2017. 

Over the relevant three-month periods, depreciation and amortization expense decreased $0.1 million 
(0.5%), primarily due to Epic Ambulatory electronic health record system costs becoming fully depreciated in late 
CY 2016.  The decreases were partially offset by capitalization of costs related to facilities projects for the 
construction and equipping of a new Orthopedic and Sports Medicine building and the final phase of upgrades to the 
Inpatient Rehabilitation unit.  Non-Obligated Group Members recorded an increase of less than $0.1 million in 
depreciation and amortization expense in CY 2017.  Capital expenditures of $22.5 million and $30.9 million were 
made in the CY 2017 and CY 2016 periods, respectively.   

Interest and financing expense increased $1.7 million (27.2%) for CY 2017 when compared to CY 2016, 
driven by increases in bond interest, primarily related to the November 2016 bond issue ($2.2 million), partially 
offset by decreases in amortization of bond costs ($0.2 million) and line of credit interest for Health Group ($0.2 
million).  Of the change in interest and financing expense in CY 2017, $0.3 million resulted from operations of non-
Obligated Group Members, primarily Health Group.  

Real estate and other taxes totaled $7.8 million and $11.9 million in the relevant three-month periods of CY 
2017 and CY 2016, respectively.  The decrease of $4.1 million (34.5%) was primarily driven by a decrease of $4.7 
million for the Health Group due to the Affordable Care Act health insurance premium taxes calculated based on 
premiums written, partially offset by increases of $0.6 million for the provider assessment tax related to the State of 
Illinois Medicaid Hospital Assessment Program.  Effective June 2012, the Governor of Illinois signed into law 
Public Act 97-0688, which created new standards for property tax exemptions in Illinois.  The constitutionality of 
this legislation has been, and continues to be, challenged.  See “LITIGATION AND REGULATORY MATTERS” 
below.  The Foundation certified its services and activities as required by county officials for the 2016, 2015, 2014, 
2013 and 2012 years, and these certifications required the subsequent approval from each respective county and the 
state.  Accordingly, The Carle Foundation did not recognize property tax expense on those properties eligible for 
exemption for the relevant three-month periods of 2016 and 2015.  Until 2011, the Foundation had recognized 
property tax expense, making payments under protest, on all of its properties as they were added to the tax rolls 
beginning in 2004 through 2007.   

Losses on disposal of property and equipment in the relevant three-month period of CY 2017 were 
negligible.  Gains on disposal of property and equipment of $0.1 million in the relevant three-month period of CY 
2016 were due primarily to sales of used durable medical equipment and on the disposal of other property and 
equipment.   

Change in fair value of derivative instruments resulted in an income effect of $0.7 million in CY 2017 as 
compared with an expense effect of $5.2 million in CY 2016.  All changes in value of The Carle Foundation’s 
interest rate swaps are reflected through operating expense, as the swaps do not qualify for hedge accounting 
treatment.  In the relevant three-month period of CY 2017, the LIBOR swap curve rose at the short end and 
flattened, resulting in a reduction in the swap liability on the two fixed  payer swaps and the reporting of income in 
both periods.  In the relevant three-month period of CY 2016, forward expectations of LIBOR rates declined and the 
slope of the curve became flatter which resulted in a larger swap liability and the reporting of expense in the period.  
See “INTEREST RATE DERIVATIVE TRANSACTIONS” below. 
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A comparison of Non-Operating Results for the three-month period ended March 31, 2017 (“CY 
2017”) compared to the three-month period ended March 31, 2016 (“CY 2016”). 

The Carle Foundation’s asset mix of long-term investments results in varying levels of realized gains and 
losses and unrealized gains and losses, in large part determined by changes in managers and manager repositioning 
of the portfolios.  As of March 31, 2017, the asset mix of the unrestricted portfolio (excludes Health Group, assets 
held for self-insurance, and bond restricted funds) was 25% domestic equities, 17% international equities, 31% core 
fixed income, 10% unconstrained fixed income, 5% real assets, 11% private equity, and 1% cash equivalents.  See 
“INVESTMENT MANAGEMENT” below.  In the relevant period of CY 2017, The Carle Foundation reported 
investment income of $11.3 million on the portfolio, excluding the Health Group assets.  In the comparable CY 
2016 period, The Carle Foundation reported investment income of $1.6 million, excluding the Health Group assets.  
As of March 31, 2017, the asset mix of the Health Alliance Medical Plans portfolio was 42% domestic equities, 5% 
international equities, and 53% fixed income and the Health Alliance-Midwest portfolio was 100% fixed income.  In 
the relevant periods of CY 2017 and CY 2016, Health Group reported investment income of $10.3 million and $8.1 
million, respectively. 

The portfolio, excluding Health Group assets, has experienced annualized returns of 4.6% versus its 
benchmark of 4.1% over the last three years, and an annualized return of 7.3% versus its benchmark of 6.9% over 
the last five years.  (All results are net of fees and expenses for the period ended March 31, 2017.) 

The short-term investments represent short-term U.S. government agency, agency MBS, and repurchase 
agreement obligations.  The modified duration of this portfolio is 0.20 years and the portfolio consists entirely of 
high quality paper. 

Income tax expense increased $1.3 million in CY 2017 to $7.2 million compared to $5.9 million in CY 
2016.  The increase in income tax expense is primarily attributable to income tax expense for Health Group ($1.6 
million), partially offset by decreases in estimated income tax expense for unrelated business income of the 
Foundation ($0.3 million). 

Non-controlling interest in net income of consolidated subsidiary was $0.3 million in the relevant period of 
both CY 2017 and CY 2016, which primarily represents allocation of minority interest income for the Champaign 
SurgiCenter, LLC.  Both periods also include non-controlling interest in net income of CHA Holding, Inc.’s interest 
in Health Alliance Northwest Holding, Inc. 

 
 
CAPITAL RESOURCES AND CAPITAL EXPENDITURES 

 The Carle Foundation’s cash flows from operations provide the primary source of funding ongoing cash 
needs.  The following is a summary of cash flows for the periods presented below: 

Source (use) of cash flow March 31, 2017 March 31, 2016 
 (in millions) (in millions) 

Operating activities $   31.0 $   (149.8) 
Investing activities      38.4        37.0 
Financing activities       (7.7)         (7.8)     
Net (decrease) increase in cash and equivalents  $  61.7 $  (120.6) 
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Capital Resources 

 Health Alliance Medical Plans has a secured 364-day bank syndicated revolving credit facility for $100.0 
million at both March 31, 2017 and March 31, 2016, with LIBOR plus 2.5% or Prime plus 1.5% options.  There is 
also a non-usage fee of 0.175% payable monthly on the average unused portion.  At both March 31, 2017 and March 
31, 2016, there was $100.0 million outstanding under the LIBOR option and no balance outstanding under the Prime 
option.   

Capital Expenditures 

 The Carle Foundation has committed $110.0 million for new capital expenditures in CY 2017, an increase 
of $14.8 million (15.5%) from $95.2 million allocated in CY 2016.  As of March 31, 2017, The Carle Foundation 
has funded from the CY 2017 capital commitment a number of equipment, information technology, and facilities 
projects, including a linear accelerator ($4.3 million), endoscopy equipment ($1.8 million), a storage area network 
(“SAN”) expansion ($1.6 million), and two medical office buildings ($65.0 million). 

The Carle Foundation committed $95.2 million for new capital expenditures in CY 2016, a decrease of 
$51.4 million (35.1%) from $146.6 million allocated in CY 2015.  As of December 31, 2016, The Carle Foundation 
had funded from the CY 2016 capital commitment a number of equipment, information technology, and facilities 
projects, including a da Vinci surgical robot ($3.4 million), infusion pumps ($1.1 million), NICU monitors ($1.0 
million), a data center upgrade ($1.9 million), a security information and event management (“SIEM”) system for 
cybersecurity ($0.9 million), an ambulatory surgery center ($30.8 million), infrastructure work related to the 
administrative services building location ($8.0 million), purchase of land for future expansion ($7.1 million), and 
boiler and HVAC replacements ($3.3 million). 

 The Carle Foundation committed $146.6 million for new capital expenditures in CY 2015, an increase of 
$40.1 million (37.7%) from $106.5 million allocated in CY 2014.  As of December 31, 2015, The Carle Foundation 
had funded from the CY 2015 capital commitment a number of equipment, information technology, and facilities 
projects, including an administrative services building ($75.0 million), a Champaign clinic expansion ($28.5 
million), a storage area network (“SAN”) upgrade ($2.5 million), a replacement MRI ($2.4 million), AirStrip mobile 
interoperability platform with real time streaming of cardiology and obstetrical data ($1.9 million), heating, 
ventilation and air-conditioning systems upgrades ($1.8 million), endoscopy equipment ($1.7 million), a 3D 
mammography system ($1.6 million), Cache servers for Epic EMR ($1.4 million), the iTigr patient engagement and 
education system ($1.1 million), a radiation oncology HDR unit ($0.9 million), and NICU replacement equipment 
($0.8 million). 

 

Professional and General Liability Risks  

HSIL, an off-shore captive insurance company subsidiary of the Foundation that is a non-Obligated Group 
member, was formed in 1984 to underwrite the professional and general liability risks of The Carle Foundation and 
its affiliates and subsidiaries and, prior to integration on a third party basis, Carle Clinic Association, its physicians 
and its health insurance subsidiary, on a claims-made basis.  Effective February 2012, HSIL began underwriting 
workers’ compensation risk for the Foundation and its subsidiaries and affiliates for all claims with a date of loss 
after January 31, 2012.  Prior to this date, the Foundation had elected to self-insure its workers’ compensation risk.  
HSIL has a semi-annual actuarial report prepared to quantify the expected future claims development and to 
calculate the expected future premium.  HSIL suspended the payment of professional and general liability premiums 
from August 1, 2010 through January 31, 2013 by the Foundation’s insured entities to help reduce excess capital.  In 
accordance with management’s intent, payment of professional and general liability premiums was reinstated as of 
February 1, 2013, with a partial premium waiver for professional and general liability premiums effective February 
1, 2015 and extending through January 31, 2017. 
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HISTORICAL AND PRO FORMA DEBT SERVICE COVERAGE RATIO 

The following table sets forth for the periods presented, The Carle Foundation Obligated Group income 
available to pay debt service and the extent to which such income provided coverage for debt service on the 
outstanding debt during such periods.  The table also indicates the extent to which such income would provide 
coverage for pro forma maximum annual debt service, after giving effect to the issuance of the Series 2009 Bonds, 
the Series 2011 Bonds, and the Series 2016 Bonds.  The Series 2009 Bonds were issued in the following principal 
amounts:  Series 2009A $79,415,000, Series 2009B $25,000,000, Series 2009C $25,000,000, Series 2009D 
$55,000,000, and Series 2009E $55,000,000.  The Series 2009D Bonds were refunded with proceeds from the Series 
2016 Bonds.  For purposes of these calculations, it is assumed the Series 2009B, 2009C and 2009E Bonds, which 
were issued initially bearing interest at variable rates, bear interest at the rate of 2.50% per annum; and that the 
Series 2009 Bonds will be repaid on the basis of level debt service.  The Series 2011 Bonds were issued in the 
following principal amounts:  Series 2011A $234,735,000, Series 2011B $50,000,000 and Series 2011C 
$50,000,000.  The Series 2014A Bonds were issued in the principal amount of $26,095,000 to refinance certain 
Series 2009A Bonds, which were subject to early redemption provisions.  The Series 2016 Bonds were issued in the 
following principal amounts:  Series 2016A $184,385,000 and Series 2016B $50,000,000. 

 

(dollars in thousands) 
As of and for the three 

months ended March 31  
For the calendar year ended 

December 31  
 (unaudited)                (audited) 

 2017  2016  2016  2015  

Excess of revenue over expenses $32,043  $16,880  $163,028  $131,393   
Depreciation 13,078  13,233  52,044  52,054   
Interest and financing expense 6,780  4,849  21,651  20,418   
Less: miscellaneous non-financing interest 0  0  (1)  0  
Non-cash interest expense on derivatives (660)       5,193  (540)  (1,495)   
Loss on asset impairment and project 
abandonment 0  

  
0  0  0   

             
Income Available for Debt Service (A) $51,241  $40,155  $236,182  $202,370   
         
Payments on IFA Bonds 6,009  7,510  66,960  7,130   
Payments on Installment Notes1 276  279  1,109  1,086  
Interest expense on Funded Indebtedness 7,925  3,765  17,100  15,424   
             
Historical Debt Service Requirements (B) $14,210  $11,554  $85,169  $23,640  
         
Historical Debt Service Coverage Ratio (A/B) 3.6 x 3.5  x 2.8 x 8.6  x 

Pro Forma Maximum Annual Debt Service     
  

$43,601   $37,561  $43,601  $37,561  
Historical Coverage of Pro Forma Maximum         

 Annual Debt Service Coverage Ratio 1.2 x 1.1 x 5.4 x 5.4  x 
1 Installment notes are liabilities associated with acquired facilities, each component of which was part of the Asset Purchase 
Agreement. 
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INTEREST RATE DERIVATIVE TRANSACTIONS 

The Corporation is a party to certain interest rate derivative transactions that are summarized in the 
following table: 

(dollars in thousands) 

     
(dollars in 
thousands) 

Initial  
Notional  

Current 
Notional  Maturity Type of Carle1 Carle  Fair Value at 

Amount Amount Date Derivative Pays Receives Counterparty 3/31/20171 

 $   48,450   $   30,775  2/15/2028 Fixed Payer 3.347% 65% of one month 
LIBOR + 0.12% 

Citibank, N.A.  $       (2,943) 

        

 $   62,425   $   61,425  2/15/2035 Fixed Payer 3.537% 65% of one month 
LIBOR + 0.12% 

PNC Bank, 
National 
Association 
             

 $      (13,221) 

 $   50,000   $   50,000  12/15/2028 Basis Swap SIFMA 92.39% of three 
month LIBOR  

Goldman 
Sachs Mitsui 
Marine 
Derivative 
Products, L.P. 

 $         1,214 

 $   50,000   $   50,000  3/01/2029 Basis Swap SIFMA 93.53% of three 
month LIBOR  

Barclays Bank 
PLC 

 $         1,537 

________________ 
1.  The fair values of the swap agreements represent the values as of March 31, 2017 and exclude accrued interest. 

The Corporation has issued Obligations under the Master Indenture to secure its obligations to each of its 
Counterparties, for both regularly scheduled payments and termination payments.  The Obligations issued to the 
Counterparties are secured on parity with the Obligations issued to secure the Series 2009, Series 2011, Series 2014 
and Series 2016 Bonds. 

The interest rate derivative agreements require each party to post collateral (in the form of cash or eligible 
securities) to secure the other party’s credit exposure in excess of the collateral threshold based on the relevant 
party’s long-term rating.  Based upon the Corporation’s current rating, the Corporation is obligated to post collateral 
to secure any prospective termination payments that, in the aggregate, exceed the following amounts under the 
agreement noted: $15 million under the agreement with Citibank, N.A.; $20 million under the agreement with PNC 
Bank, National Association; $10 million under the agreement with Goldman Sachs Mitsui Marine Derivative 
Products, L.P.; and $10 million under the agreement with Barclays Bank PLC.   

Market conditions have resulted in swap valuations that would currently obligate the Corporation to make 
termination payments on two of the existing interest rate derivative agreements, if such agreements are terminated.  
Historically, none of the collateral thresholds has been reached and the Corporation has not had to post collateral 
with any of its Counterparties.   

For additional information on the Corporation’s interest rate derivative transactions, see 
“MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL PERFORMANCE” above. 
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INVESTMENT MANAGEMENT 

The Carle Foundation has an Investment Policy Committee that is comprised of individuals who are 
deemed investment professionals and individuals who serve on the Board of Trustees.  The Investment Policy 
Committee along with management and an investment consultant develops investment policies, recommends asset 
allocation and manager changes, monitors and reviews portfolio performance and compliance, monitors overall 
portfolio risk, provides advice to the Board of Trustees, recommends and evaluates its investment consultant and 
approves a Statement of Investment Policy to govern the portfolio.  The Board of Trustees has ultimate 
accountability and oversight, appoints Investment Policy Committee members, appoints consultants, approves the 
Statement of Investment Policy, and approves manager changes recommended by the Investment Policy Committee.  
The Carle Foundation’s investment policy has a target asset allocation as set forth in the table below.  The table also 
includes the actual allocation as of March 31, 2017.  The target five-year expected return is 5.4% and the target 
standard deviation of the portfolio is 9.4%, using historical asset class correlations. 

Investment Asset Allocation 

Investment Type Allocation Target Allocation Actual* 
Public Equity 

U.S.    27%    25% 
International 18 17 

Private Equity 10 11 
Real Assets   5   5 
Fixed Income 30 32 
Unconstrained Fixed Income 10 10 
Total  100%  100% 

* As of March 31, 2017 
 

To achieve the objectives of the policy, The Carle Foundation attempts to select best of breed managers for 
the respective asset sub-class for which they are hired and employs ten public equity managers, three fixed income 
managers, two unconstrained fixed income managers, one real asset manager, investments in thirteen private equity 
funds of funds, and one ultra-short term fixed income fund.  The public equity funds represent U.S. large cap core, 
growth, and value; U.S. non-large cap growth and value; and international core, value, small cap, and emerging 
markets.  The portfolio target of 10% for private equity investments has been achieved over a ten-year build out 
period as The Carle Foundation has made $16.5 million, $15 million, $17.5 million, $10 million, $10 million, $10 
million, $10 million, $10 million, $10 million, $10 million, $30 million, $10 million and $5 million commitments to 
funds of funds closing in each fiscal year from 2007 through 2016.  As of March 31, 2017, the Foundation had 
remaining capital commitments outstanding of $1.3 million, $1.8 million, $3.0 million, $3.4 million, $0.8 million, 
$3.3 million, $3.4 million, $2.7 million, $4.5 million, $0.6 million, $23.2 million, $10.0 million and $5.0 million, 
respectively, to these funds.  The Investment Policy Committee desires to achieve diversification across fund of 
funds managers, underlying fund managers, vintage years, geographies, and across venture, buyout, and secondaries. 

The market values of The Carle Foundation’s managed investment portfolio, including Health Group 
investments (but excluding those pledged for regulatory purposes), at March 31, 2017 and 2016 and December 31, 
2016, 2015, and 2014 are set forth in the table below. 
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Market Value of Investments 

Date Market Value 
 March 31, 2017  $1,222,679,000 

March 31, 2016 968,752,000 
December 31, 2016 1,241,615,000 

 December 31, 2015  1,020,533,000 
December 31, 2014 1,074,014,000 

    
Retirement Plan 

The Carle Foundation has defined contribution plans for its employees.  Upon meeting certain eligibility 
requirements (age and length of service requirements and legal limits) for the periods presented, the Foundation 
contributes 5% of eligible employees’ salary to the relevant plan.  For eligible employees contributing to a 403(b) or 
401(k) plan the Foundation matches up to 2% of the employees’ earnings as well as contributing an additional 2% 
for earnings above the Social Security taxable wage base, up to the maximum allowed by law. 

Carle Holding is the sponsor of a qualified noncontributory defined benefit pension plan that covers former 
Carle Clinic employees hired prior to January 1, 2004 and who had reached age 21 and completed 1,000 hours of 
employment.  The benefits are based on years of service and the employee’s compensation during the highest five 
consecutive years of the last 15 years of employment.  Carle Holding makes annual contributions to the Defined 
Benefit Plan in an amount equal to the current service cost plus amortization of prior service costs as determined by 
the plan’s consulting actuaries.  Pension cost is determined using the projected unit credit method.  At December 31, 
2011, participants’ accrued benefits were frozen.  In November 2015, certain liabilities were annuitized to transfer 
the liability for approximately 48.6% of the defined benefit pension plan participants and beneficiaries to an insurer.  
In October 2016, the liability for approximately 12% of participants, representing 3% of the pension liability, was 
removed from the plan through a lump sum offering to a select group of defined benefit plan participants. 

Pension expenses and obligations are dependent on the assumptions used in calculating such amounts.  
These assumptions include discount rates, expected return on plan assets, rate of compensation increases and other 
factors.  In accordance with GAAP, actual results that differ from the assumptions are accumulated and amortized 
over future periods and, therefore, generally affect expenses and recorded obligations in future periods.  
Management of the assets is under the oversight of the Investment Policy Committee of the Foundation which 
completed an asset allocation and liability study in November 2010.  As a result of that study, the target asset 
allocation that was approved was 70% equity (comprised of 32.5% domestic large cap, 10.5% domestic small cap, 
16.5% international large cap, 3.5% international small cap, and 7.0% emerging markets) and 30% fixed income.  
Asset performance can have a significant impact on the amount of pension expense and the recorded pension 
liability, as well as the amount and timing of pension contributions.  Other factors can also have a significant impact 
on pension expense and contributions, such as asset interest rate levels and compensation inflation.  For plan years 
2016 and 2015, the Defined Benefit Plan used 3.92% and 4.12%, respectively, as its discount rate and 5.35% for its 
expected earnings rate in each year.  At March 31, 2017 and March 31, 2016, the Defined Benefit Plan had a funded 
ratio of 75% and 72%, respectively, when comparing the fair value of the plan assets as a percentage of the benefit 
obligation.  In each of 2016, 2015, 2014, and 2013, $12.0 million was contributed to the Defined Benefit Plan. 
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STRATEGIC PLAN AND AWARDS & ACCREDITATIONS  

Strategic Plan 
 
In March 2016, The Carle Foundation Board of Trustees approved an updated strategic plan that is focused 

on utilizing Carle’s strengths and distinguished approaches to clinical care in its journey to become the healthcare 
organization of choice across a service area with over 1.5 million people.  The plan, which seeks to align The Carle 
Foundation Hospital, Hoopeston Regional Health Center, the Health Group, and other affiliated entities toward a 
shared goal of ensuring efficient and high quality care across all levels and sites of care, is comprised of six pillars: 
 
Consumer Engagement – Reduce communication barriers between consumers and Carle in order to develop 
relationships with the community to enhance individual connections with and demand for access to Carle and the 
Health Group. 

 Create a transformational, innovative patient commitment between The Carle Foundation and the 
individuals it serves 

 Advance knowledge to increase healthcare literacy and connect with personalized needs and wants 
 Engage the patient and provider in collaborative care decisions 
 Enhance patient and member access, experience, and trust in Carle entities, including the Health Group 
 Create digital, mobile, and alternative care platforms for engaging consumers 

 
High Quality Care Models – Maintain and continue to develop an approach to care delivery that is focused on 
aligning components of care across the care continuum and across Carle’s service area. 

 Create an effective medical management infrastructure for functional and strategic alignment of the 
providers and the health plans 

 Create best practices, distinguished approaches, and care coordination to manage identified primary care 
and specialty needs 

 Enhance palliative care and end of life programs to align with individual desires and support high quality of 
life 

 Align provider and health plan quality benchmarking and performance improvement 
 Create quality and value based physician compensation plan 
 Use research and medical education to enable improvements in care delivery and outcomes 

 
Data Analytics – Implement data analytics / benchmarking tools for performance and outcome-based decision 
making and predictive analytics 

 Enable appropriate coordination of electronic medical record and claims data reporting with internal 
stakeholders, Rural Alliance partners, shared risk partners, and employer groups to inform best practices 

 Increase ease of access to data and enable timely access to data  
 Create streamlined process for enabling communication of data between consumer health information and 

Carle  
 Create a nimble data analytics infrastructure to support the expanding informatics needs of research and 

education 
 
Provider, Payor & Community Partnerships – Collaborate with select health providers and community 
organizations committed to high quality, high value care. 

 Maintain, establish, and grow select partnerships to create the High Performing Network of Care to serve 
the Carle service area 

 Maintain, establish, and grow select partnerships to create High Performing Networks of Care in other 
geographic areas 

 Offer innovative employer based health plans, Medicare Advantage products, and commercial products 
utilizing the High Performing Networks of Care 

 Develop behavioral health collaborative ventures with select partners to enhance aligned timing and access 
for patients 

 Collaborate with complementary community health workers  
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Focus on our People – Maintain and develop a workforce to serve the Carle organization and its community and to 
enable the successful execution of Carle’s strategy. 

 Develop transformational leadership competencies to enable innovative, future-focused, and nimble 
leadership 

 Create high performing dyad leadership teams aligned with improving outcomes, efficiency in care 
delivery, provider and staff engagement, consumer engagement, and fiscal accountability 

 Develop Carle as a professional practice setting of choice for both providers and staff who are seeking a 
rewarding career in medicine and healthcare 

 Recruit, retain, and develop talent with contemporary competencies and skill sets 
 
Financial Sustainability – Manage financial resources wisely to ensure a healthy long-term future for the 
organization and people we serve. 

 Create value based models and incentives within the High Performing Networks of Care structure 
 Complete analysis and trajectory planning for the percentage of individuals served for whom the Carle 

Health System will be at financial risk 
 Utilize High Performing Networks of Care to create unique value proposition for consumers 
 Ensure community-focused, financially stable Carle entities 

 

Awards and Accreditations 

Carle Foundation Hospital received a Magnet Recognition Program site visit in June 2009 by appraisers 
from the American Nurses Credentialing Center (“ANCC”).  In August 2009, Carle Foundation Hospital was 
awarded the Magnet designation, the nation’s highest honor for nursing excellence.  Only 8% of registered hospitals 
nationwide are designated as Magnet facilities by the ANCC.  The Hospital believes this effort has improved 
nursing satisfaction and favorably affects its efforts to recruit and retain nursing staff.  Over a twelve-month period, 
Carle Foundation Hospital gathered information and prepared its redesignation application for submission in August 
2013.  ANCC requested a rewrite of the application, which was accepted for certification.  Surveyors came on site in 
early 2015 to determine if Carle practices continue to meet Magnet standards and the Magnet Recognition 
Committee voted unanimously to award the organization a four-year Magnet redesignation in February 2015.  The 
chair of the Magnet Recognition Program pointed out the benefits of the Carle nurse residency program that has led 
to a 96% retention rate for nurses hired into Carle through this program, far exceeding the national average. 

In June 2012 The Carle Foundation Hospital received its initial full three-year accreditation by DNV GL 
Healthcare (“DNV”), one of the three major accreditation agencies that have “deemed status” with the Centers for 
Medicare & Medicaid Services.  After a successful site survey in May 2015, the Hospital received a second full 
three-year accreditation from DNV.  As part of the accreditation process, Carle has also achieved Primary Stroke 
Center certification through DNV.  (This designation means the Hospital follows the highest standards of safety and 
care, proven to achieve faster treatment times and better outcomes.  Highlights of the comprehensive stroke program 
include emergency and neurointerventional teams, partnerships with regional hospitals, and community education.)  
Surveyors visit Carle at regular annual intervals to help ensure a level of constant readiness and to monitor progress 
on specific accreditation requirements including movement toward full compliance with the ISO 9001:2008 standard 
within three years of DNV accreditation.  The International Organization for Standardization sets out the criteria for 
a quality management system with ISO 9001:2008, the only standard that can be certified.  The standard is based on 
a number of quality management principles including a strong customer focus, the motivation and implication of top 
management, the process approach, and continual improvement.  As part of the process to achieve ISO certification, 
Carle has established an ISO Internal Audit program to ensure compliance with organizational policies.  The 2015 
DNV survey included an intensive compliance assessment with the ISO 9001:2008 standards.  ISO certification was 
received from the International Standards Organization in February 2016.  Prior to the successful completion of the 
DNV accreditation process, Carle was accredited by The Joint Commission.  Carle Home Services, including home 
care, hospice, infusion therapy, and durable medical supply, received initial accreditation through Accreditation 
Commission for Home Care (“ACHC”) in February 2013 with reaccreditation achieved in November 2015. 

Carle Cancer Center was awarded a three-year term of accreditation by three separate accrediting bodies in 
September 2013.  Carle Cancer Center is one of only 32 cancer centers in Illinois to receive Quality Oncology 
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Practice (“QOPI”) certification for outpatient hematology-oncology practices.  The Carle radiation oncology 
program was accredited by the American College of Radiology (“ACR”), the nation’s oldest and most widely 
accepted radiation oncology accrediting body.  The Commission on Cancer (“CoC”), an association for surgeons 
that provide excellent care for patients, accredited Carle Cancer Center as a facility that has voluntarily committed to 
providing the best cancer diagnosis and treatment.  QOPI and ACR reaccreditation was achieved in 2016 with 
reaccreditation for CoC anticipated in July 2017.  In addition, Carle Cancer Center will seek accreditation from the 
National Accreditation Program for Breast Centers in July 2017. 

Carle Foundation Hospital became one of five downstate facilities to be certified as a Bariatric Surgery 
Center of Excellence by the American Society for Metabolic and Bariatric Surgery (“ASMBS”).  Certification was 
achieved in October 2013. 

Carle Foundation Hospital has recently worked in partnership with Carle Physician Group physicians and 
University of Illinois scientists on medical research projects related to aging, cardiology, gastroenterology, imaging, 
genomic research and breast cancer.  With a new strategic focus on medical research, management is now working 
to expand these efforts to develop a nationally recognized translational research program in collaboration with the 
University of Illinois Urbana-Champaign.  Carle Foundation Hospital is actively recruiting physician scientists and 
plans to compete for significant medical research grants in the next several years. In February 2014, one of Carle’s 
oncologists was awarded a $1.0 million research grant for work on a cancer test he has developed. 

Carle Foundation Hospital was named one of the nation’s 100 Top Hospitals by Thomson Reuters for two 
years in a row (CY 2011 and CY 2012) by achieving strong overall performance in key healthcare criteria. Carle is 
among only four hospitals in Illinois to receive this recognition in CY 2012 and, of the four hospitals, Carle is the 
only one outside of the Chicago area to receive this distinction. 

Carle Foundation Hospital was also recognized as among the best hospitals in Illinois, ranking sixth overall 
in U.S. News and World Report’s Best Hospitals rankings for 2012-2013.  The Hospital was also recognized in both 
the 2014-2015 and 2015-2016 Best Hospitals rankings, achieving a ranking as 14th overall out of 220 hospitals in the 
state of Illinois. The same rankings recognized Carle as among the best hospitals in the United States for Ear, Nose, 
and Throat, and as high performing in eleven specialties for 2012–2013.  For the 2014-2015 rankings, Carle was 
recognized as high performing in twelve specialties, with Neurology, Neurosurgery, and Urology as newly 
recognized specialties.  For the 2015-2016 rankings, Carle received national recognition as high performing in 
gastroenterology, gastrointestinal surgery, nephrology, and urology. 

Carle Foundation Hospital has received numerous awards from Healthgrades, the nation’s leading 
independent health care ratings organization.  These awards include Distinguished Hospital Award for Clinical 
Excellence that places the Hospital among the top 5 percent of hospitals nationwide for its clinical performance.  
The 2016 Healthgrades report has named the Hospital as one of America’s 100 Best Hospitals in critical care.  The 
Hospital has also been recognized with the 2016 America’s 50 Best Hospitals that include organizations in the top 
1% in the nation for consistent clinical quality.  Healthgrades has also recognized the Hospital with the 2016 
Outstanding Patient Experience Award for providing outstanding performance in the delivery of a positive 
experience for patients during their hospital stay.  The 2017 Healthgrades report once again recognized Carle 
Foundation Hospital as one of America’s 50 Best Hospitals and recognized the Hospital as one of America’s 100 
Best Hospitals in cardiac care, coronary prevention procedures, and stroke care. The Hospital also received the 2017 
Healthgrades Excellence award for neurosciences and critical care.  In addition, the Hospital has received various 
Healthgrades awards for treatment of heart attack and heart failure, total hip replacement, treatment of pneumonia, 
colorectal surgery, treatment of sepsis, and treatment of respiratory failure.  

Becker’s Hospital Review recognized Carle Foundation Hospital as one of “100 Hospitals and Health 
Systems with Great Neurosurgery and Spine Programs” for 2015.  The designation is given to those organizations 
that are national leaders in neurosciences, providing treatment for patients with various brain and spine conditions 
and that have received recognition for excellence from various reputable organizations such as Healthgrades. 

Consumer Reports ranked Carle Foundation Hospital as one of the top 34 U.S. hospitals for hip 
replacements based on how patients fared during elective surgery as well as surgery outcomes.  Carle is the only 
Illinois hospital included in the 34 top-rated hospitals. 
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The Carle Foundation Hospital has been recognized as a Hospitals & Health Networks Most Wired winner 
in 2016 for the fifth consecutive year and Carle Hoopeston was honored for the fourth consecutive year.  
HealthCare’s Most Wired winners are recognized for achieving the highest national ranking possible for using 
technology to manage health information and patient care.  

Dr. James Leonard, President and CEO of The Carle Foundation, was named in 2015 as one of “100 
Physician Leaders to Know”; in 2016 as one of “110 Physician Leaders of Hospitals and Health Systems to Know”; 
and in 2017 as one of “100 Great Healthcare Leaders to Know” by Becker’s Hospital Review.  In 2012, Dr. Leonard 
was named to Becker’s Hospital Review list of “100 Leaders of Great Hospitals”.  Becker’s Hospital Review 
attributed Dr. Leonard’s primary care physician experience as the successful catalyst in his decision making at 
Carle.  In addition, Dr. Leonard served as the 2013 chair of the 33-member Illinois Hospital Association Board of 
Trustees and in 2014 was named to the American Hospital Association Board of Trustees. 

Dennis Hesch, Executive Vice President and Chief Financial Officer of The Carle Foundation, has been 
named by Becker’s Hospital Review as one of “150 Hospital and Health System CFOs to Know.” 

The Rural Alliance for Exceptional Care was established in late 2014 with a goal of assuring exceptional 
healthcare value for the rural communities for years to come.  The Carle Foundation is partnering with a consortium 
of rural hospitals and providers in the Rural Alliance.  As the tertiary clinical safety net provider, Carle is 
responsible for about 1.5 million people with more than 90% of those living in rural areas. 

Carle Hoopeston Regional Health center was awarded the 2015 Press Ganey Guardian of Excellence 
Award for emergency care. Patients visiting the Emergency Department at that location were surveyed about their 
experience and ranked the facility in the 95th percentile in patient satisfaction.   

The American Society for Gastrointestinal Endoscopy (ASGE) has recognized Carle Digestive Health 
Institute as part of its program dedicated to promoting quality in endoscopy in all settings.  The ASGE has rigorous 
standards, including validation of ongoing assessment of performance relative to key quality indicators and 
validation of processes to provide high standards of infection prevention. 

The Carle Neuroscience Institute received the American Heart Association / American Stroke 
Association’s Get with the Guidelines-Stroke Gold Plus Quality Achievement Award.  The award recognizes the 
Hospital’s commitment to providing the most appropriate stroke treatment according to nationally recognized, 
research-based guidelines based on the latest scientific evidence. 

 

FORWARD LOOKING EVENTS, CAPITAL PROJECTS, AND ACQUISITIONS AND DIVESTITURES 

Forward Looking Events and Capital Projects 

 A new provider tax that imposes a tax on hospitals as well as makes certain payments to hospitals was 
included in legislation passed in June 2012 by the state of Illinois and approved by CMS in 2013. 
 

The Carle Strategic Plan (See “CAPITAL PROJECTS, FUTURE PLANS & STRATEGIES” above) 
includes many initiatives regarding various environmental factors that must be addressed in order to ensure long-
term success of The Carle Foundation.  The initiatives include The Carle Experience, Carle Accountable Care, the 
Access project, annual cost savings goals, Health Group insurance exchange preparedness, the Medicare Margins 
project, and creation of a High Performing Network of Care (“HPNC”).  In November 2012, the organization 
embarked on The Carle Experience, initially a Studer Group initiative, and assumed internally in CY 2015.  The 
Carle Experience describes how Carle will work to identify and adapt best practices that consistently deliver 
improved outcomes and those behaviors that contribute to a better patient experience.  The Carle Foundation entered 
into a new long-term initiative, the Medicare Margins project, with a goal of achieving a positive operating 
performance (break-even or better) margin based on Medicare reimbursement rates within three years.  To achieve 
this goal, the organization is working to substantially improve its operating performance through revenue growth, 
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operating efficiencies, cost control, and utilization improvements.  The HPNC will be consumer-focused with care 
driven by the provider and financial models supported by the health plan.   

In April 2014, a Certificate of Need application was submitted to the Illinois Health Facilities and Services 
Review Board requesting permission to develop the shelled space on the ninth floor of the new bed tower which was 
occupied in October 2013.  The cost of developing the shelled space to make available approximately 40,000 square 
feet of patient care and support space was projected to be $17.8 million.  In addition, a request was made for the 
authorization of an additional 48 medical/surgical bed licenses.  Unprecedented inpatient volumes have stressed 
Carle’s resources and resulted in an increasing number of days in which medical/surgical occupancy exceeds state-
authorized capacity as well as an increasing number of diversions due to unavailability of beds.  At the initial 
meeting, intent to deny was issued, but at a subsequent meeting on August 27, 2014, the Certificate of Need was 
approved.  Construction began in late 2014 and occupancy was achieved, as anticipated, in January 2016 with final 
project costs of $17.1 million.    

 
The Carle Foundation and the University of Illinois at Urbana-Champaign commissioned a third party to 

conduct a feasibility study to explore options for advancing the idea of an engineering and technology focused 
College of Medicine at the University’s Urbana campus.  An executive committee and a number of work groups 
including representatives from both organizations were assembled to determine the governance, curriculum, 
research, accreditation and financial structures, among other facets of design and planning.  In December 2014, The 
Carle Foundation Board of Trustees approved a resolution to proceed with development of a Definitive Agreement 
to finalize specific capital and operating commitments, termination protocols for each entity, dispute resolution 
processes, and determination of the selection process for the new Dean.  The University of Illinois Board of Trustees 
approved establishment of the College of Medicine at its March 2015 meeting.  The University of Illinois Board of 
Trustees also approved the Definitive Agreement in July 2015.  The agreement clarifies the administrative and 
operating structure, governance, funding and other important details.  Under the agreement, Carle will expend 
towards this college $10.0 million annually for ten years with the last five years of funding contingent on receiving 
provisional accreditation from the Liaison Committee on Medical Education (“LCME”).  LCME will begin 
evaluating the College of Medicine for provisional accreditation after the charter class commences, currently 
anticipated in the fall of 2018.  Selection of the inaugural dean and chief academic officer of the Carle Illinois 
College of Medicine occurred in September 2016. 

 
The new Carle Illinois College of Medicine creates a unique opportunity for the Hospital to expand its 

research mission and bring new lifesaving treatments and technologies to the Hospital’s region.  The research 
program is actively working to organize for success and develop partnerships and programs to ensure the 
Corporation is prepared for the future.  Research at the Corporation is organized around a central set of services to 
support collaboration among University of Illinois scientists, clinical researchers, physicians, nurses, and residents.  
The program recently expanded to provide local research support in key clinical areas including the Carle 
Neuroscience Institute, the Heart and Vascular Institute, and the Digestive Health Institute.  The research program 
added a new grant administration office in 2016 to support the increasing number of grant applications and awards 
resulting from increased interaction with the University of Illinois. 

 
The Foundation and the University of Illinois renewed and strengthened their research affiliation in 

October 2015.  The affiliation is intended to combine the strengths of the University of Illinois’ biological, 
engineering, behavioral, physical, and computational sciences with the Corporation’s clinical care and translational 
and clinical research capabilities.  The goal of the affiliation is to expand biomedical research, education, and 
clinical care to promote an academic health center environment with active inter-relationships among scientists and 
clinicians; expand clinical and translational research and medical education in Champaign-Urbana; expand research 
and education opportunities for students pursuing health science professional degrees and graduate degrees related 
to human biology; and enhance access for patients in central and southern Illinois to clinical and translational 
research trials.  The renewed affiliation provides seed funding for collaborative projects with the first six projects 
selected in Spring 2016, including projects on epilepsy, fall prevention, brain injury, new dissolvable stent 
technology for gastrointestinal applications, microbiome and nutrition in premature infants, and identifying 
cognitive outcomes of stroke. 

  
The Carle Foundation joined with eight other community health systems to form the Illinois Partnership for 

Health (“IPH”), an Accountable Care Entity (“ACE”) designed to provide coordinated care for Illinois residents who 
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were beneficiaries of the Medicaid program.  IPH worked with the Illinois Department of Healthcare and Family 
Services and the Centers for Medicare & Medicaid Services to deliver health care to Medicaid patients in a more 
coordinated manner than previously possible.  The IPH enrollment effective date was July 1, 2014.  The state of 
Illinois accelerated the time frame under which ACEs were to fully accept risk to December 31, 2015, and required 
an insurance license be obtained by September 30, 2015 or the identification of an exit strategy.  This compelled 
IPH to work with Health Group to transfer the risk for these lives to appropriate health plans.  The transfer of risk 
for these lives had been completed and there were no remaining IPH members as of March 31, 2016. 

 
In September 2014, The Carle Foundation Board of Trustees approved certain corporate restructuring 

actions for Health Alliance Medical Plans, a non-Obligated Group Member.  Restructuring began in late 2014 with 
the initial step of creation of CHA Holding, Inc., established to own all insurance operations and to maximize the 
competitive effectiveness of each of the insurance entities.  The restructuring allows the concentration of all 
government related insurance products in Health Alliance Connect, Inc., a taxable not for profit entity.  Commercial 
products would largely remain within Health Alliance Medical Plans, Inc., a taxable for profit entity.  

 
In December 2014, The Carle Foundation Board of Trustees approved funding for construction of an 

approximately 52,000 square foot building to house Orthopedic and Sports Medicine services pending approval by 
the Health Facilities and Services Review Board.  The $23.1 million building will be located in the University of 
Illinois Research Park and construction began in fall 2015 based upon the Certificate of Need which was approved 
in April 2015.  The additional space for the Orthopedic and Sports Medicine programs is required to support a five-
year recruitment plan of ten providers as well as support new program growth and full occupancy was achieved, as 
anticipated, in January 2017.   

 
In March 2015, the Centers for Disease Control and Prevention (“CDC”) and the Illinois Department of 

Public Health (“IDPH”) visited Carle to discuss preparations to become an Ebola Treatment Center (“ETC”).  Both 
entities responded positively to Carle’s preparations and the organization will continue to move forward with its 
plans to triage, isolate, and care for any patient who may present with Ebola-like symptoms.  Carle has been 
designated as an Ebola Assessment Center as preparation of an isolated infectious disease care space continues.  The 
isolated space has been completed and Carle is now eligible for ETC designation. 

 
The Illinois General Assembly in 2015 adopted rules that will negatively impact Medicaid payments for 

physician services.  The rate cut was for the state’s FY 2015, (July 2014 through June 2015).  The expectation was 
that rates would be decreased by 13.5% for May 2015 and June 2015 services to achieve an overall 2.25% rate cut 
adopted for FY 2015.  The estimated impact on Carle Physician Group Medicaid reimbursement for May and June 
2015 was $0.5 million.  Over time, more patients are moving from traditional Medicaid to Manage Care Medicaid.  
Reimbursement is currently the same for both types of plans, but Managed Care will transition to capitated 
payments at some currently undesignated time in the future.   

 
In June 2015, The Carle Foundation Board of Trustees approved funding for construction of an 

approximately 70,000 square foot addition to an existing physician clinic in Champaign, Illinois pending approval 
by the Health Facilities and Services Review Board.  The $28.5 million project received Certificate of Need 
approval in August 2015 and site work began in fall 2015 with construction commencing in summer 2016.  The 
addition will allow Carle to better address demand for both primary and specialty care by consolidating services in 
the building and adding providers.  The Convenient Care walk-in clinic will be expanded to accommodate 
increasing patient demand with occupancy achieved in March 2017.  Full occupancy of the additional clinic space is 
anticipated in late summer 2017. 

 
In June 2015, The Carle Foundation Board of Trustees approved expending $75.0 million for the design, 

construction, furnishing, and occupancy of a 283,000 square foot administrative building to provide a single location 
for housing most non-clinical support services.  Those services are currently accommodated in a number of 
locations, most of which are rental properties.  Consolidation will allow for reduced costs, improved efficiencies, 
and resolution of parking and adjacency issues.  Infrastructure work is in progress and building construction began 
in August 2016.  Initial occupancy is anticipated in February 2018 with final occupancy in late spring of 2018. 

 
On July 1, 2016, Health Group sent the Illinois Department of Healthcare and Family Services notice that, 

under the terms of the Medicaid Managed Care contracts, Health Group would terminate its Medicaid Managed 
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Care contracts effective December 31, 2016.  The decision was made after extensive review and analysis of 
available resources, the State’s confirmation of further rate reductions, and the organization’s ability to deliver the 
level of care management required by the Medicaid population. 

 
In September 2016, The Carle Foundation Board of Trustees approved $30.8 million for the design, 

construction, furnishing, and occupancy of an approximately 45,000 square foot ambulatory surgery center in 
Champaign, Illinois.  The ambulatory surgery center will allow improved access; increased quality of care; 
accommodation of anticipated growth; increased patient, physician, and employee satisfaction; and cultivation of 
external partnerships.  The clinical space would include eight operating rooms and three procedure rooms with 
potential for future expansion.  Certificate of Need approval was received at the January 2017 Illinois Health 
Facilities and Services Review Board hearing and construction is slated to begin in late spring 2017.  Full occupancy 
is anticipated in early 2019. 

 
In March 2017, The Carle Foundation Board of Trustees approved $65.0 million for the design, 

construction, and occupancy of two medical office buildings in order to improve access; increase quality of care; 
accommodate anticipated growth; increase patient, physician and employee satisfaction; and cultivate external 
partnerships.  One building of approximately 80,500 square feet will be furnished and equipped to accommodate a 
number of Carle physician outpatient practices that will utilize the ambulatory surgery center being built at the same 
site.  The second medical office building of approximately 71,000 square feet will be leased to physician partners 
who own a 25% interest in the ambulatory surgery center.  Certificate of Need approval is required and the Illinois 
Health Facilities and Services Review Board will review the application at its June 2017 meeting.  If approved, 
construction will begin in July 2017 with occupancy anticipated in summer 2019. 

 
 
 

Bond Financing Transaction 

On October 17, 2016, The Carle Foundation published a Preliminary Official Statement for the Series 
2016A bonds indicating the Obligated Group’s intent to issue tax-exempt revenue bonds through the Illinois Finance 
Authority in the approximate amount of $190.0 million.  In addition, the Obligated Group published an Official 
Statement on November 2, 2016 for the Series 2016B bonds indicating the Obligated Group’s intent to issue taxable 
variable rate demand revenue bonds through the Illinois Finance Authority in the amount of $50.0 million.  The 
proceeds of both issuances will be used to (1) fund the cost of planning, design, acquisition, construction, 
renovation, improvement, expansion, completion and/or equipping certain of the Obligated Group’s health facilities 
and (2) refunding all of the Illinois Finance Authority’s Variable Rate Demand Revenue Bonds, Series 2009D.  The 
closing and issuance of both the fixed rate revenue bonds and the taxable variable rate demand revenue bonds 
occurred November 10, 2016. 

 
Acquisitions and Divestitures 

In March 2011, the Board of Trustees of Hoopeston Regional Health Center (“HRHC”) and the Board of 
Trustees of the Corporation mutually agreed to pursue integration.  HRHC controlled Hoopeston Community 
Memorial Hospital (“HCMH”) which is a 24-bed Critical Access Hospital located approximately 50 miles northeast 
of the Main Campus.  Under the integration, The Carle Foundation became the sole member of HCMH on 
November 1, 2012 and it continues as an independent operating entity. 

At the end of January 2013, Carle Health Care Incorporated sold a 25% interest in Champaign SurgiCenter, 
LLC to Christie Clinic ASC, LLC, an affiliate of a private, multi-specialty, group medical practice headquartered in 
Champaign, Illinois for $6.0 million.  Effective July 1, 2014, under a contractual provision of the agreement, Carle 
Health Care Incorporated exercised its right to require Christie Clinic ASC, LLC to sell to Carle Health Care 
Incorporated its entire membership interest in Champaign SurgiCenter, LLC at a price equal to the original purchase 
price.  Through the course of the partnership, the SurgiCenter operated under a management agreement with the 
Hospital for the day-to-day operations of the facility including advisory, consultative and other direct services.  In 
addition, the SurgiCenter leased its facilities from The Carle Foundation.  Carle Health Care Incorporated and 
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Christie Clinic ASC, LLC shared governance of the SurgiCenter Board of Managers with three and one appointed 
members, respectively.  Effective January 1, 2016, Carle Health Care Incorporated sold a 25% interest in 
Champaign SurgiCenter to Christie Clinic ASC, LLC under a new contractual agreement. 

The Board of Richland Memorial Hospital (RMH), a 134-licensed bed hospital located in Olney, Illinois 
with more than 500 employees, signed a Letter of Intent May 31, 2016 to explore the possibility of bringing the 
organizations together to care for patients.  The organizations’ respective boards and the state of Illinois must 
approve integration. The Boards of Trustees of The Carle Foundation and Richland Memorial Hospital have agreed 
to integrate RMH into the Foundation through a membership substitution effective April 1, 2017. 
 

From time to time, management of the Corporation enters into discussions with other organizations for the 
purpose of expanding or disposing of certain healthcare services or using different means to provide those services 
in certain markets.  At this time, none of these possibilities is expected to have an adverse effect on the financial 
position, results of operations, or cash flows of The Carle Foundation. 

 

HEALTH ALLIANCE MEDICAL PLANS 

An important component of The Carle Foundation’s strategy has been to operate as a fully integrated, 
comprehensive healthcare service system that includes both financing and delivery systems.  This strategy responds 
to healthcare costs and quality management concerns of major employers and payors.  The strategy also responds to 
payors’ desires to deal with a single or limited number of entities in contracting for healthcare coverage.  Health 
Group’s focus on quality is highlighted by its participation in the National Committee for Quality Assurance 
(“NCQA”) health plan accreditation program.  

While it is not a member of the Obligated Group, Health Group is a vital part of the Corporation’s 
integrated delivery system.  The Hospital and Carle Health Care have each entered into contracts with Health Group 
to provide medical services to Obligated Group and other providers in the Corporation, and Health Group is a major 
source of patient service revenues for the Foundation.  The ability to work collaboratively as plan and provider for 
enrolled members has enabled the Corporation to offset varying levels of underwriting risk, effectively and 
efficiently meeting quality, service and health outcome targets. 

 

Relationship with State of Illinois 

 Health Alliance has been a health insurer to the employees and retirees and their dependents of the 
State of Illinois (“State Employees Plan”) for over 35 years (since 1980) and has provided such health insurance 
pursuant to a series of one-year contracts with the State of Illinois.  Health Alliance covers approximately 80,000 
members and the State Employees Plan is a key strategic account for Health Alliance. The State of Illinois has been 
late making payments under such contracts since July 2009, and since 2013 Health Alliance has sold certain 
receivables owed by the State of Illinois (“Illinois Receivables”) through receivables sales programs supported by 
the State.  The receivables purchase programs are the Vendor Payment Program and, to the extent that funds are not 
appropriated for the Illinois receivables by the budget of the State of Illinois, the Vendor Support Initiative.  

The Vendor Payment Program was created by the State of Illinois because of persistent delays by the State 
in paying amounts the State owes to its vendors.  Under the Vendor Payment Program, vendors sell receivables 
owed by the State of Illinois to State-approved “qualified purchasers” for a current purchase price of 90% of the face 
value of the sold receivables, with the remaining 10% paid to the vendor when the State pays the applicable 
qualified purchaser the receivable plus interest (minus any amounts offset by the State).  The program relies in part 
on the Illinois Prompt Payment Act, which provides for a 1% per month interest rate on certain delinquent 
receivables owed by the State of Illinois, including Health Alliance’s Illinois Receivables.  For fiscal year 2016 
(beginning July 1, 2015), the State of Illinois did not have a budget, and the State of Illinois determined that vendors 
could not utilize the Vendor Payment Program because of the lack of appropriated funds.  When the budget crisis 
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did not get resolved quickly, the State of Illinois determined that certain vendors providing critical services needed a 
way to sell their Illinois Receivables despite the absence of appropriated funds.  Thus, the State of Illinois created 
the “Vendor Support Initiative,” which contains many of the terms of the Vendor Payment Program but did not 
require the State to have appropriated funds.  

Primarily pursuant to the Vendor Payment Program and the Vendor Support Initiative, Health Alliance has 
sold $87.8 million in face amount of Illinois Receivables out of a total of $505.4 million generated in 2014, $536.2 
million in face amount of Illinois Receivables out of a total of $536.2 million generated in 2015, and $548.4 million 
in face amount of Illinois Receivables out of a total of $548.4 million generated through December 2016.  Although 
the State of Illinois has a partial budget in place for fiscal year 2017 (which began July 1, 2016), such budget does 
not include any amounts for health care insurance premiums for either fiscal 2016 (retroactively) or 2017.  Until the 
State of Illinois has a budget, it will not make regular payments on the Illinois Receivables, and it has made only a 
few payments of previously sold Illinois Receivables to the relevant qualified purchasers.  Until the State of Illinois 
makes regular, timely payments on Illinois Receivables, Health Alliance will be reliant on qualified purchasers, its 
bank lenders, or other financing mechanisms to provide liquidity with respect to the Illinois Receivables.   

There can be no assurance that the qualified purchasers will continue to purchase Illinois Receivables from 
Health Alliance.  Moreover, there can be no assurance as to the timing when the State of Illinois will appropriate 
funds for the Illinois Receivables (including those for which Health Alliance has already provided its services).  In 
addition, the qualified purchasers themselves are in large part reliant on third-party funding sources, and there can be 
no assurance that such funding sources will continue to provide funding for such purchases. 

 

 

LITIGATION AND REGULATORY MATTERS 

General  

The Members of The Carle Foundation are subject to various lawsuits, claims, and other legal matters in 
the course of conducting their businesses.  The outcome of these lawsuits, claims, and legal matters will not, in 
Management’s opinion, have a material impact on The Carle Foundation’s financial position, results of operations, 
or cash flows. 

Real Estate Taxes 

The Corporation’s properties were exempt from property tax for many years.  Between roughly 2004 and 
2007, local taxing officials in Champaign County returned all of the Corporation’s exempt properties in that county 
to the tax rolls.  For tax years 2004 through 2011, the Corporation paid a total of approximately $20.76 million in 
property taxes under protest.  [For calendar years 2011 and earlier, tax expense in the financial statements reflected 
taxes accrued (and subsequently paid under protest) in addition to those deemed appropriate.] 

The Corporation has been engaged in litigation since late 2007 (the “Litigation”) seeking to restore its 
property tax exemptions and obtain refunds of the property tax that it paid due to the termination of its exemptions.  
While the Litigation was pending, in June 2012 legislation was enacted (the “Illinois Not-for-Profit Hospital 
Property and Sales Tax Act” or the “Act”) creating an objective and quantifiable statutory standard for not-for-profit 
hospitals and their affiliates to obtain property tax exemptions.  For an eligible hospital-related entity to receive a 
property tax exemption, the value of the charitable services and activities provided by the “relevant hospital entity” 
(a defined term meaning, depending on the circumstances, either the hospital, a hospital affiliate, or the hospital 
system) must equal or exceed the estimated value of the property tax that the relevant hospital entity would have to 
pay if the properties were not exempt.  Similarly, a hospital and its affiliates will qualify for sales tax exemption if 
the statutory conditions necessary to qualify for a property tax exemption are satisfied.  Property tax exemptions also 
require satisfaction of the constitutional requirement that exempt property be used exclusively for charitable 
purposes. 
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The Corporation sought and obtained exemptions for its properties under the new law beginning with tax 
year 2012.  Those exemptions have remained in place to this day.  Accordingly, the Corporation did not recognize 
property tax expense on its exempt properties for tax year 2012 to the present. 

 The following is a summary of the key events in the Litigation. 

 In December 2007, the Corporation filed a complaint requesting a judicial declaration pursuant to 
section 23-25(e) of the Illinois Property Tax Code that it was entitled to exemptions with respect 
to certain properties that local taxing officials had returned to the tax rolls (the “Tax-exempt 
Disputed Properties”).   

 The defendants challenged the Corporation’s ability to seek exemptions under Section 23-25(e), 
but the Circuit Court denied their motions to dismiss and the Appellate Court, on interlocutory 
review, affirmed that decision in October 2009.  The Appellate Court held that the Corporation 
was not required to seek exemptions from the Illinois Department of Revenue through the 
administrative exemption application process because Section 23-25(e) allows property owners to 
file suit to establish their entitlement to exemptions if, like the Corporation, they had previously 
obtained exemptions on grounds comparable to those for which the current exemptions were 
sought. 

 The Illinois Not-for-Profit Hospital Property and Sales Tax Exemption Act was passed in June 
2012.  One of the provisions in that multi-faceted legislation added Section 15-86 to the Illinois 
Property Tax Code (“Section 15-86”) to establish objective and quantifiable statutory criteria for 
not-for-profit hospitals and hospital affiliates to obtain property tax exemptions.  The parties to the 
litigation disagreed about whether Section 15-86 applied retroactively to the tax years (2004 
through 2011) and properties at issue.  The retroactivity issue was ultimately framed by cross-
motions for summary determination of major issue.  On October 1, 2013, the judge granted the 
Corporation’s motion, thereby ruling that Section 15-86 applies to the Corporation’s exemption 
claims for 2004 through 2011. 

 The Corporation resolved its claims against two of the defendants (a local school district and park 
district) by way of settlements effective October 15, 2013.  The settlements entail the settling 
defendants’ payment of a total of $6.75 million to the Corporation over five years.  The 
Corporation’s claims against the remaining defendants proceeded. 

 In January 2014, the Corporation filed a Fourth Amended Complaint that, among other things, 
sought exemptions pursuant to Section 15-86 and included a claim seeking a declaratory judgment 
that Section 15-86 applied to the properties and tax years at issue.  The Corporation then moved 
for summary judgment on the claim for declaratory relief. 

 In May 2014, the trial court granted the Corporation’s Motion for Summary Judgment and further 
ruled that certain defendants’ contention that Section 15-86 is facially unconstitutional was 
without merit.   

 The defendants appealed from the entry of summary judgment.  In January 2016, the Appellate 
Court issued an opinion in which it (1) agreed with the trial court’s conclusion that, as a matter of 
statutory interpretation, Section 15-86 applies to the properties and tax years at issue, but (2) held 
that Section 15-86 was facially unconstitutional because it failed to expressly limit exemptions to 
circumstances where the property for which an exemption was sought was used exclusively for 
charitable purposes within the meaning of Article IX, section 6 of the Illinois Constitution. 

 In February 2016, both the Corporation and the Illinois Department of Revenue filed Petitions for 
Leave to Appeal as a Matter of Right, or in the Alternative for Leave to Appeal, with the Illinois 
Supreme Court (“Supreme Court”), asking the Court to uphold the facial constitutionality of the 
Act.  While the petitions were pending, the Supreme Court granted the Corporation’s motion to 
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stay the Appellate Court’s judgment—and thereby effectively prevented the local taxing 
authorities from returning the Tax-exempt Disputed Properties to the tax rolls.  However, the 
Court required the Corporation, as a condition of the stay, to post a bond with the Champaign 
County Treasurer (“Treasurer”) in the amount of the alleged 2015 tax liability, i.e., $9,813,263.35.  
At the request of the Treasurer, the Corporation secured an irrevocable standby letter of credit, 
rather than an appeal bond, in that amount. 

 On May 25, 2016, the Supreme Court granted both Petitions for Leave to Appeal and consolidated 
the two proceedings.  Briefing was completed in 2016. 
 

 Oral argument before the Supreme Court was conducted on January 12, 2017. 
 

 The Supreme Court issued its opinion on March 23, 2017, ruling that the Fourth District Appellate 
Court lacked jurisdiction under Illinois Supreme Court Rule 304(a) to hear the Corporation’s case.  
As a result, the Supreme Court did not address the specific issue of the constitutionality of the 
hospital property tax exemption statute and whether the statute applies retroactively to the 
Corporation’s claims related to its payment of property taxes under protest for the years 2004 – 
2011. 

 
 The effect of the ruling is that the Fourth District Appellate Court’s decision that the statute is 

unconstitutional is vacated.  The Corporation’s case is remanded back to the Circuit Court for 
further proceedings.  Counsel for the Corporation is developing the strategy to be executed at the 
Circuit Court level to specifically address whether the Corporation is entitled to exemptions 
pursuant to Section 15-86 and the Constitution for tax years 2004 – 2011 and, hence, to refunds of 
the unreimbursed amount of property tax paid for the Tax-exempt Disputed Properties for those 
years. 

 
 The Corporation worked with the Treasurer in April 2017 to cancel the Letter of Credit that was 

required as a result of the now overruled decision of the 4th District Appellate Court. 
 

 At the same time, the Corporation is closely following developments in a First District Appellate 
Court case (Oswald v. Hamer) in which the Appellate Court ruled that the 2012 property tax 
exemption statute is constitutional.  This case was appealed to the Illinois Supreme Court on May 
24, 2017 and it is anticipated it may be accepted in September with a decision rendered in mid- to 
late May 2018. 

 
 The Illinois Department of Revenue informed the Illinois Hospital Association on May 25, 2017 

that it plans to begin processing property tax exemption applications that have been on hold since 
the Appellate decision in the Carle case.  General Counsel for the Illinois Department of Revenue 
indicated the state is unlikely to process pending (new) applications from Champaign County due 
to the ongoing litigation. 
 

Litigation Involving Subsidiaries of The Carle Foundation 

 In May 2014, a former Carle Physician Group physician filed a complaint in the Circuit Court of 
Champaign County against Carle Health Care Incorporated and The Carle Foundation Hospital 
(collectively “Carle”).  The physician was a Carle employee from January 2008 to August 2012.  
During his employment period, the physician provided clinical services as well as academic and 
administrative services.   Due to concerns with both his clinical and administrative performance, 
the physician’s employment with Carle was terminated in August 2012, effective immediately.  
Consistent with the language in his employment contract, his medical staff membership and 
clinical privileges at Carle terminated concurrently.  In his complaint, the physician alleged that 
the circumstances surrounding his termination violated the terms of both his 2007 contract with 
Carle Clinic Association and his 2010 employment contract with Carle Health Care Incorporated 
and interfered with his pending tenure application with the University of Illinois College of 
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Medicine.  At the February 2015 hearing on Carle’s Motion to Dismiss Plaintiff’s Complaint, the 
judge dismissed all three counts of the Complaint without prejudice.  The plaintiff refiled his 
Complaint, reasserting the same counts, in March 2015.  Carle filed a Motion to Dismiss in April 
2015.  In July 2015, the Judge allowed the Plaintiff the opportunity to replead appropriate 
damages in regard to the alleged breach of his 2010 employment contract.  The Plaintiff filed his 
Seconded Amended Complaint, repleading damages, in August 2015. Carle filed its response to 
this Complaint in early September 2015.  The Plaintiff filed his opening Appellant’s brief in 
September 2016 with Carle’s Appellee brief filed in October 2016.  Oral argument took place on 
January 11, 2017.  On February 22, 2017, the Appellate Court issued an order affirming the 
Circuit Court’s dismissal of the breach of contract claim.  Specifically, the court held that the 
Plaintiff is unable to establish the damages element of his breach of contract claim; therefore, the 
Circuit Court properly dismissed the claim with prejudice.  Plaintiff has the option to petition the 
Appellate Court for rehearing.  This case has been reported to the Corporation’s Directors & 
Officers insurance carrier. 
 

 In November 2014, a former physician resident in The Carle Foundation Hospital’s (“Carle”) 
Family Practice Residency Program filed a complaint in federal court alleging unlawful dismissal 
from the Residency Program and violations of the Americans with Disabilities Act, Title VII and 
the Illinois Human Rights Commission regulations as a result of disability discrimination, national 
origin discrimination, sex discrimination and retaliation.  In January 2015, Carle filed its answer 
and affirmative defenses to plaintiff’s allegations.  Discovery was complete as of September 30, 
2015.  Carle filed its Motion for Summary Judgment on all counts of Plaintiff’s Complaint and 
plaintiff filed his response in late November 2015. In January 2016, Carle’s Motion was granted.  
Plaintiff appealed that decision to the Seventh Circuit Court of Appeals.  Obligatory mediations 
with the Seventh Circuit Mediation Office were unsuccessful.  Carle is to file its Appellee’s brief 
in April, with Plaintiff’s Appellant’s brief due in May 2017.  This case has been reported to the 
Corporation’s Directors & Officers insurance carrier.   

 
 In 2013 Carle was notified of a number of accessibility issues encountered by patients with 

disabilities (the “Claimants”).  After reviewing the individual claims and conferring with Carle 
leaders responsible for patient care and facilities, Carle made the decision to enter into a 
Structured Negotiations Agreement in an effort to avoid potentially costly and lengthy litigation. 

 
 
 

Patient Protection and Affordable Care Act 

 The Patient Protection and Affordable Care Act (H.R.3590) is a federal statute that was signed into law on 
March 23, 2010.  Along with the Health Care and Education Reconciliation Act of 2010 (H.R.4872), signed into law 
on March 30, 2010, the law included a large number of health-related provisions to take effect over the following 
four years.  Management continues to review and monitor the provisions of the Acts with respect to the financial 
position, results of operations, cash flows, and operating activities of The Carle Foundation. 

 

Health Group 

Health Alliance Medical Plans, Inc. (“HAMP”); Health Alliance Connect, Inc. (“HAC”); Health Alliance-
Midwest, Inc. (“HAMI”); and Health Alliance Northwest Health Plan (“HANHP”), collectively the “Health Group”, 
are from time-to-time subject to various lawsuits, claims, and other legal matters in the course of conducting their 
businesses.  The outcome of these lawsuits, claims, and legal matters will not, in Management’s opinion, have a 
material impact on the Health Group’s financial position, results of operations or cash flows. 

  Certain provisions of the Patient Protection and Affordable Care Act (“ACA”) could significantly impact 
the operations of the Health Group.  These provisions include participating in the Health Insurance Exchange in 
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Illinois.  A Health Insurance Exchange, as mandated by the ACA, is a set of state-regulated and standardized health 
care plans from which individuals may purchase health insurance eligible for federal subsidies.  

 On June 13, 2016, HAC and the Illinois Department of Insurance entered into a confidential Stipulation and 
Consent.  HAMP and HAC agreed to enter into a Guaranty Agreement related to HAC’s Medicare Advantage 
business and HAC agreed to divest of non-HMO (“Health Maintenance Organization”) business by December 31, 
2016. 

 

Litigation Involving the Health Group 

 In February 2015, Healthcare Scouts, Inc. filed a complaint in the Ninth Judicial Circuit of Orange County, 
Florida, against Core Health, LLC and Health Alliance Connect, Inc.  At issue is the Contingent Staffing 
Agreement (“Agreement”) between Healthcare Scouts and Core Health for unpaid Core Health invoices 
and hiring fees.  The Agreement refers to a company named “Core Health LLC-Health Alliance Connect.”  
This is a mash-up of two separate unaffiliated companies and no such company exists.  In the Agreement, 
Core Health agreed to the jurisdiction of Florida.  We retained counsel in Florida and filed a motion to 
dismiss based on forum non conveniens.  Florida judge ordered case transferred to Illinois. 

 In January 2016, the same complaint discussed above was filed in Champaign County, Illinois against HAC 
with the addition of HAMP as a defendant. The case was transferred to Illinois.  Health Alliance filed a 
Motion to Dismiss in March 2016 and the motion was granted in March 2017.  The Parties have entered 
into settlement negotiations to avoid additional litigation expenses. 

 In May 2016, General Medicine of Illinois Physicians, P.C. filed a complaint against HAMP in St. 
Clair County, Illinois, related to non-payment for services rendered to Medicaid enrollees residing in 
skilled nursing facilities.  Management has responded to the Complaint. 

 



The Carle Foundation

Historical Utilization Information

Three months ended March 31, 2017 and 2016

03/31/17 03/31/16

Hospital ‐ Obligated Group

Licensed beds  393 393

Beds in service 375 363

Discharges w/o Newborns 5,931            5,809          

Patient days w/o Newborns 29,919          27,723        

Births 603                631              

Occupancy ‐ beds in services (%) 88.6% 83.9%

Average daily census 355.7 328.4

Average length of stay (days) 5.0                 4.8               

Inpatient surgery 1,421            1,591          

Outpatient surgery 1,994            1,748          

Emergency room visits 23,169          22,130        

Observation days 2,095            2,159          

Medicare case mix index 1.76              1.76            

All payor case mix index 1.67              1.63            

Hospital ‐ System 
1

Licensed beds 417 417

Beds in service 388 376

Discharges w/o Newborns 6,024            5,899          

Patient days w/o Newborns 30,112          27,915        

Swing Bed days 144                82                

Births 603                631              

Occupancy ‐ beds in services (%) 86.6% 81.8%

Average daily census 361.7 333.5

Average length of stay (days) 5.0                 4.7               

Inpatient surgery 1,427            1,600          

Outpatient surgery 2,122            1,836          

Emergency room visits 25,944          24,593        

Observation days 2,295            2,350          

Physician Practice ‐ Obligated Group 

Physician Visits 146,007        140,654      

Mid‐Level Visits 63,767          61,555        

Total work RVUs 696,994        673,518      

Physician Practice ‐ System 1

Physician Visits 173,273        167,059      

Mid‐Level Visits 82,599          81,847        

Total work RVUs 765,195        740,939      

Retirement Centers

Occupancy (%) 97.3% 96.9%

Health Alliance 
2

Fully Insured Lives 208,636        203,291      

Medicaid Lives 3 ‐                 126,569        

Self‐Insured Lives 46,617          44,515        

Total Lives 255,253        374,375      

1 Includes visits attributable to entities outside of the Obligated Group
2
 Not attributable to the Obligated Group

3 Medicaid‐only contracts that were terminated in certain markets on October 31, 2016 and in 

   remaining markets on December 31, 2016.


