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KPMG LLP
345 Park Avenue
New York, NY 10154-0102

Independent Auditors’ Report

The Board of Directors
Silver Hill Hospital, Inc.:

We have audited the accompanying financial statements of Silver Hill Hospital, Inc., which comprise the
statements of financial position as of February 28, 2015 and 2014, and the related statements of operations,
changes in net assets, and cash flows for the years then ended, and the related notes to the financial
statements.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

Qur responsibility is to express an opinion on these financial statements based on our audits. We conducted
our audits in accordance with auditing standards generally accepted in the United States of America. Those
standards require that we plan and perform the audit to obtain reasenable assurance about whether the
financial statements are free from material misstatement.

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

as well as evaluating overall presentation of the financial statements.

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

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of Silver Hill Hospital, Inc. as of February 28, 2015 and 2014, and the results of its operations and
its cash flows for the years then ended, in accordance with U.S. generally accepted accounting principles.

KPtc LEP

New York, New York
July 27, 2015

KPMG LLP is a Delawars limited liability partnership,
the U.5. member firm of KPMG Imernational Cooperative
"KPMG Interniational "), a Swiss entity.




SILVER HILL HOSPITAL, INC.
Statements of Financial Position
February 28, 2013 and 2014

Assets

Current assets:
Cash and cash equivalents
Investments (note 3) .
Patient accounts receivable, net of allowance for uncollectible accounts
of $637,137 and $721,651 {(note 2)
Prepaid expenses
Other current assets, net
Insurance claims receivable (note 8)
Assets limited or restricted as to use — cwrrent {note 3)

Total current assets

Assets limited or restricted as to use (note 3):
Temporarily and permanently donor restricted
Liquid reserve requirement

Tota) assets limited or restricted as to use

Other assets, net
Insurance claims receivable (note 8}
Property and equipment, net (note 4)

Total assets
Liabilities and Net Assets

Current liabilities:
Accounts payable and accrued expenses
Due to patients and third parties
Accrued salaries, withholdings, and other compensation
Current portion of long-term debt (note 5)
Current portion of line of credit (note 6)
Other current liabilities
Professional liability reserve — current (note 8)

Total cunrent liabilities

Line of credit (note 6)
Long-term debt, net of current portion (note 5)
Professional liability reserve (note 8)

Total liabilities

Net assets:
Unrestricted
Temporarily restricted (note 11)
Permanently restricted (note 11)

Total net assets

Commitments and contingencies (notes 5, 6, 7, and 8)

Total labilities and net assets

See accompanying notes to financial statements.

2015 2014
1,549,080 1,947,205
8,169,223 6,687.905
3,213,858 3,254,162
1,473,257 1,055,369
538,485 136,571
1,652,534 £21,730
943,854 1,959,423
17,540,291 15,162,365
1,083,529 831,369
1,500,000 1,500,000
2,583,529 2.331,369
69,143 92,406
361,049 923,935
36,847,531 32,167,983
57,401,543 50,678,058
1,089,633 798,952
943,854 1,108,687
1,026,228 1,030,575
104,949 100,276
127,680 —
2,219,519 994,923
1,652,534 121,730
7,164,397 4,155,143
— 127,680
4,000,875 4,105,826
964,321 1,432,750
12,130,093 9,821,399
44,187,921 40,025,290
870,529 618,369
213,000 213,000
45,271,450 40,856,659

57,401,543 50,678,058




SILVER HILL HOSPITAL, INC.

Statements of Operations

Years ended February 28, 2015 and 2014

Revenue, gains and other support:
Patient service revenue before provision for bad debts, net
Provision for bad debts, net

Net patient service revenue (note 2)

Contributions
Other revenue
Net assets released from restriction for use in operations

Total revenues, gains, and other support

Expenses and losses (note 10):
Salaries
Employee benefits {(note 9)
Supplies and services
Depreciation and amortization
Interest
Asset impairment (note 1(g})

Total expenses and losses
Income from operations

Nonoperating gains (losses):
Investment income, net
Realized gains on investments, net
Other (losses) gains, net

Total nonoperating gains, net

Excess of revenues, gains, other support, and
nonoperating gains, net over expenses and losses

Other changes in unrestricted net assets:
Change in net unrealized gains on other-than-trading securities
Net assets released from restriction for use in capital projects

Increase in unrestricted net assets

See accompanying notes to financial statements.

$

2015 2014
40,053,257 38,122,537
(233,228) (511,476)
39,820,029 37,611,061
693,093 653,251
373,539 363,652
746,066 758,638
41,632,727 39,386,602
19,550,433 18,477,629
5,137,798 4,665,519
10,541,598 10,216,634
2,138,848 1,885,232
198,598 200,698
331,711 —
37,898,986 35,445,712
3,733,741 3,940,890
290,201 174,498
53,037 70,021
(17,762) 21,255
325,476 265,774
4,059,217 4,206,664
103,414 573,905
— 5,000
4,162,631 4,785,569




SILVER HILL HOSPITAL, INC.
Statements of Changes in Net Assels
Years ended Febroary 28, 2015 and 2014

Temporarily Permanently
Unrestricted restricted restricted Total

Net assets at Febroary 28,2013 $ 35236721 611,848 213,000 36,064,569
Bxcess of unrestricted revenues, gains, and other support and

DONOperating gains, nel over expenses 4,206,664 e — 4.206,664
Restricted contributions 67,663 — 67,063
Special evend revenue — Young Professional Event for scholarships, net of direct

donor benefit of $22,085 — 89613 — 9,613
Special event revenve — gala for scholarships, net of direct

donor benefit of $330,000 — 686,696 — 686,696
Investment income, net — 16,337 — 16,337
Change in net unrealized gains on other-than-trading securities 573,903 {10,150) — 363 755
Net assets released from restriction for use in operations — {758,638) — {758,638)
Net assets released from restriction for use in capital projects 5,000 (5,000} -— —

Changes in net assets ’ 4,785,569 6,521 — 4,792,080

Net assets at Febrary 28, 2014 ‘ 40,025 290 518,369 213,000 40,856,658
Excess of unrestricted revenues, gains, and other support and

nonoperating gains, net over expenses and losses 4,059,217 — — 4,058,217
Restricted contributions — 30,641 — 30,641
Special event revenue — gala for scholarships, net of direct

donor benefit of $107 500 — 938,120 — 938,120
Investment income, net — 34,712 — 34,712
Realized losses on investments (9.408) — (9,408)
Change in net unrealized gains on other-than-rading securities 103,414 4161 — 107,575
Net assets released from restriction for use in operations — (746,066) o (746,066)

Changes in net assets 4,162,631 252,160 — 4,414,791

Net assets at February 28,2015 5 44187921 870,529 213,000 45,271,450

See accompanying notes to financial statements.



SILVER HILL HOSPITAL, INC.
Statements of Cash Flows
Years ended February 28, 2015 and 2014

Cash flows from operating activities:
Change in net assets
Adjustments to reconcile the change in net assets to net cash provided by
operating activities:
Depreciation and amortization
Asset impairment
Provision for bad debts, net
Contributions restricted for capital projects
Change in unrealized gains on other-than-trading securities
Realized gains on investments, net
Changes in assets and liabilitics:
Patient accounts receivable
Prepaid expenses
Insurance claims receivable
Other current assets, net
Accounts payable, accrued expenses and due to patients and third parties
Accrued salaries, withholdings, and other compensation
Other current liabilities
Professional liability reserve

Net cash provided by operafing activities

Cash flows from investing activities:
Purchases of property and equipment
Expenditures for Hospital campus renovations
Purchases of investments
Proceeds from sale of investments
Purchases of assets limited or restricted as to use
Proceeds from sale of assets limited or restricted as to use

Net cash used in investing activities

Cash flows from financing activities:
Contributions restricted for capital projects
Repayment of mortgages

Net cash used in financing activities

(Decrease) increase in cash and cash equivalents
Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of year

Supplemental disclosures of cash flow information:
Cash paid during the year for interest
Increase in accounts payable and accrued expense for Hospital campus
renovation expenditures

See accompanying notes to financial statements.

2015 2014
1,414,791 4,792,090
2,138,848 1,885,232

331,711 —
233,228 511,476
— (5,000)
(107.575) (563,755)
(43,629) (70,021)
(192,924) (38,119)
(417.888) (241,472)
(967.918) (14)
(401,914) 15,248
(94,994) (194,724)
(4,347) 178,044
1,224,596 118,647
1,062,875 85,405
7,174,860 6,473.037
(296,448) (520,433)

(6,444,721) (4,007,566)

(5,624,356) (4,558,074)
4,299,489 2,924,907

(1,939,649) —
2,532,978 357,755

(7.472,707) {5,803.411)

e 5,000
(100,278) (95,813)
(100,278) (90.,813)
(398,125) 578,813
1,947,205 1,368,392
1,549,080 1,947,205

196,570 201,035
385,675 —
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SILVER HILL HOSPITAL, INC.
Notes to Financial Statements

February 28, 2015 and 2014

Nature of Activities and Significant Accounting Policies

Nature of Activities

Sifver Hill Hospital, Inc. (the Hospital) is a not-for-profit private psychiatric hospital, which provides
treatment to patients with psychiatric or substance use diagnoses through inpatient, transitional living, and
outpatient programs. Silver Hill was incorporated in the state of Connecticut in 1934.

A summary of the Hospital’s significant accounting policies is as follows:

(a)

(b)

()

()

(e)

Basis of Accounting

The Hospital’s financial statements have been prepared on the accrual basis of accounting.

Cash and Cash Equivalents

The Hospital considers atl highly liquid investments purchased with an original maturity of
three months or less to be cash equivalents.

Concentration of Credit Risk

The Hospital has cash balances in financial institutions that exceed federal depository insurance limits
of $250,000.

Puatient Accounts Receivable

The collection of receivables from third-party payors and patients is the Hospital’s primary source of
cash for operations and is critical to its operating performance. The primary collection risks relate to
uninsured patient accounts and patient accounts for which the primary insurance payor has paid, but
patient responsibility amounts (deductibles and copayments) remain outstanding. Patient receivables,
where a third-party payor is responsible for paying the amount, are carried at a net amount determined
by the original charge for the service provided, less an estimate made for contractual adjustments to
third-party payors. Patient receivables due directly from the patients are carried at the original charge
for the service provided less amounts covered by third-party payors and self-pay discounts, and less
an estimated allowance for uncolleciible accounts. Management estimates this allowance based on the
aging of its accounts receivable and its historical collection experience for each payor type. Recoveries
of receivables previously written off are recorded as a reduction of the provision for bad debts when
received. The past-due status of receivables is determined on a case-by-case basis depending on the
responsible payor. Interest is generally not charged on past-due accounts.

Assets Limited or Restricted As to Use

Assets limited or restricted as to use include assets set aside for current liabilities, including the
Hospital 401(k) contribution to employees and deposits due to patients and third parties, assets
restricted based on donors’ intents, and Hquid assets restricted by the line-of-credit and mortgage
agreements.

6 (Continued)
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SILVER HILL HOSPITAL, INC.
Notes to Financial Statements

February 28, 2015 and 2014

Investments

The Hospital accounts for its investments in accordance with current accounting standards for
not-for-profit organizations. Under these standards, investments in marketable securities with readily
determinable fair values and all investments in debt securities are reported at their fair values in the
statements of financial position. Realized and unrealized gains (losses) on investments, interest, and
dividends are included in the change in unrestricted net assets in the accompanying statements of
changes in net assets, unless donor or law restricted the use of the income or loss.

A decline in the market value of an investment securify below its cost that is designated to be other
than temporary is recognized through an other-than-temporary impairment loss on other-than-trading
securities (impairment charge). The other-than-temporary loss on other-than-trading securities is
included in the excess of revenues, gains, other support, and nonoperating gains, net over expenses
and losses in the statements of operations, and a new cost basis is established. There was no
other-than-temporary impairment loss on other-than-trading securities for the fiscal years ended
February 28, 2015 and 2014 because the Hospital has the ability and intent to hold securities in a loss
position until market price recovery or maturity.

Investment securities, in general, are exposed fo various risks, such as interest rate, credit, liquidity,
performance, and overall market volatility. Due to the level of risk associated with certain investment
securities, it is reasonably possible that changes in the value of investment securities will occur in the
near term.

Property and Equipment

Property and equipment are recorded at cost and depreciated over the estimated useful life of each
class of depreciable assets, using the straight-line method. Interest costs incurred on borrowed funds
during the period of construction of capital assets are capitalized as a component of the cost of
acquiring those assets. Estimated useful lives of capital assets are as follows:

Years
Land improvements 20 years
Buildings 20-25 years
Vehicles 5 years
Equipment 3-15 years

Long-lived assets, such as property and equipment subject to amortization, are reviewed for
impairment whenever events or changes in circumstances indicate that the carrying amount of an asset
may not be recoverable. During the fiscal year ended February 28, 2015 an asset impairment charge
was recorded for $331,711. There was no impairment recorded during 2014.

Deferred Financing Costs

Deferred financing costs are amortized over the term of the related debt and are included within other
noncurrent assets on the accompanying statements of financial position.

7 (Continued)
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SILVER HILL HOSPITAL, INC.
Notes to Financial Statements

February 28, 2015 and 2014

Due to Patients and Third Parties

Due te patients and third parties includes patient deposits for services to be performed and refunds due
to third parties for overpayments. Patient deposits are recognized as income as services are provided
and charges are incurred. Any unearned deposits are returned to patients subsequent to discharge.

Net Assets

The net assets of the Hospital and changes therein are classified and reported as follows:

Unrestricted Net Assets — unrestricted net assets are those whose use is not restricted by donors, even
though their use may be limited in other respects, such as by contract, board designation, or under debt
agreements,

Temporarily and Permanently Restricted Net Assets —temporarily restricted net assets are those whose
use by the Hospital has been limited by donors to a specific time period or purpose. Permanently
restricted net assets have been restricted by donors to be maintained in perpetuity.

Excess of Revenues, Gains, Other Support, and Nonoperating Gains, Net over Expenses and Losses

The statements of operations include the excess of revenues, gains, other support, and nonoperating
gains, net over expenses and losses. Changes in unrestricted net assets that are excluded from excess
of revenues, gains, other support, and nonoperating gains, net over expenses and Josses, consistent
with industry practice, include changes in net unrealized gains (losses) on other-than-trading securities
and net assets released from restriction for use in capital projects.

Net Patient Service Revenue

The Hospital has agreements with third-party payors, which provide for payments to the Hospital at
amounts different from its established rates. Payment arrangements include prospectively determined
rates per discharge, reimbursed costs, discounted charges, and per diem payments. Net patient service
revenue is reported at the estimated net realizable amounts from patients, third-party payors, and others
for services rendered, including estimated retrospective adjustments under reimbursement agreements
with third-party payors. Retrospective adjustments are accrued on an estimated basis in the period the
related services are rendered and adjusted in future periods as tinal settlements are determined.

Charity Care

The Hespital provides care to patients who meet certain criteria established under its charity care policy
without charge or at amounts less than its established rates. Because the Hospital does not pursue
collection of accounts determined to qualify as charity care, they are not reperted as revenue. The
estimated cost of providing charity care is estimated by multiplying total charges incurred by the
patients that qualify for financial assistance by an overall ratio of costs to charges. The cost of
providing charity care was $610,500 and $448,350 for the years ended February 28, 2015 and 2014,
respectively.

8 (Continued)
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SILVER HILL HOSPITAL, INC.
Notes to Financial Statements

February 28, 2015 and 2014

Donor-Restricted Gifts

Unconditional promises to give cash and other assets to the Hospital are reported at fair value at the
date the promise is received. Conditional promises to give are not recognized until they become
unconditional, that is, when the conditions upon which they depend are substantially met. Fair value
is estimated giving consideration to anticipated future cash receipts (after allowance for uncollectible
contributions) and discounting such amounts at a risk-adjusted rate commensurate with the duration
of the donor’s payment plan. These inputs to the fair value estimate are considered Level 3 in the fair
value hierarchy. ‘

The gifts are reported as either temporarily or permanently restricted support if they are received with
donor stipulations that limit the use of the donated assets. When a donor restriction expires, that is,
when a stipulated time restriction ends or purpose restriction is accomplished, temporarily restricted
net assets are reclassified as unrestricted net assets and reported in the statements of operations and
changes in net assets as net assets released from restrictions. In the absence of donor specifications
that income and gains on donated funds are restricted, such donated funds are reported as income and
gains within the accompanying statements of operations.

Unconditional promises to give, less an allowance for uncollectible amounts (if warranted), are
recorded as pledges receivable in the year the pledge is made and included in other current assets.

In fiscal years 2015 and 2014, the Hospital released $500,000 of donor-restricted funds designated as
scholarships for patient treatment.

Income Taxes

The Hospital is qualified as a tax-exempt organization imder Section 501{c}(3) of the Internal Revenue
Code (the Code), and as such, no provision for income taxes has been recorded. The Internal Revenue
Service informed the Hospital by a letter dated June 23, 1937 that the Hospital’s operations are
designed tn accordance with such section of the Code. There are certain transactions that could be
deemed “Unrelated Business Income” and would result in a tax liability, Management reviews
transactions to estimate potential tax liabilities. The Hospital recognizes income tax positions when it
is more likely than not that the position will be sustainable based on the merits of the position.
Management has concluded that there are no uncertain tax positions that needed to be recorded at
February 28, 2015 and 2014.

Use of Estimates

The preparation of financial statements in accordance with U.S. generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported amounts
of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenue and expenses during the reporting period. Actual
results could differ from those estimates. The use of estimates and assumptions in the preparation of
the accompanying financial statements is primarily related to the Hospital’s determination of the net
patient accounts receivable. Due to uncertainties inherent in the estimation and assumption process,
actual results could differ from those estimates and such differences could be material.

9 {Continued)
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SILYER HILL HOSPITAL, INC.
Notes to Financial Statements

February 28, 2015 and 2014

Healtheare Reform Legislation

The Patient Protection and Affordable Care Act, as amended by the Health Care and Education
Reconciliation Act of 2010 (collectively, the Health Reform Law), which was signed into law on
March 23, 2010, is changing how healthcare services are covered, delivered, and reimbursed through
expanded coverage of uninsured individuals, reduced growth in Medicare program spending, and the
establishment of programs in which reimbursement is tied to quality and integration. In addition, the
Health Reform Law reforms certain aspects of health insurance, expands existing efforts to- tie
Medicare paymentis to performance and quality, and contains provisions intended to strengthen fraud
and abuse enforcement. Because of the many variables involved with the Health Reform Law, the
Hospital’s management is unable to predict the net effect on the Hospital of the expected increases in
insured individuals using its facilities, the reductions in Medicare spending and funding, and numerous
other provisions in the law that may affect the Hospital.

Budget Control Act

The Budget Control Act of 2011 (the Budget Control Act) mandated significant reductions and
spending caps on the federal budget for fiscal years 2014 through 2021. The Budget Control Act also
created a Joint Select Committee on Deficit Reduction (the Super Committee) to develop a plan to
further reduce the federal deficit by $1.5 trillion on or before November 23, 2011. Since the Super
Committee failed to act before the mandated deadline, a 2% reduction in Medicare spending, among
other reductions, took effect for nonphysician Medicare payments effective April 1, 2013 in a process
known as Sequestration.

Reclassifications

Certain prior year amounts have been reclassified to conform to the current year presentation.

Net Patient Service Revenue and Accounts Receivable

The Hospital has agreements with third-party payors, which provide for reimbursement to the Hospital at
amounts different from its established rates. Contractual adjustments under third-party reimbursement
programs represent the difference between the Hospital’s billings at established charges and the amounts
reimbursed by Medicare, Blue Cross, and certain other third-party payors, and any differences between
estimated third-party reimbursement settlements for prior years and subsequent {inal seitlements. Coniractual
adjustments under third-party reimbursement programs are accrued on an estimated basis in the period the
related services are rendered and are adjusted in future periods as final settlements are determined. A
summary of the basis of reimbursement with major third-party payors is as follows:

(@)

Medicare

The Hospital is paid for inpatient services rendered to Medicare program bepeficiaries under the
Inpatient Psychiatric Facility Prospective Payment System, which was implemented in 2005. Net
revenue from the Medicare program accounied for approximately 4% of the Hospital’s net pat1ent
service revenue in fiscal years 2015 and 2014, respectively.

10 {Continued)
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SILVER HILL HOSPITAL, INC.
Notes to Financial Statements

February 28, 2015 and 2014

Laws and regulations governing the Medicare programs are complex and subject to interpretation. As
a result, there is at least a reasonable possibility that recorded estimates will change in the near term.
The Hospital believes that it is in compliance with all applicable laws and regulations and is not aware
of any pending or threatened investigations involving allegations of potential wrongdoing. While no
such regulatory inquires have been made, compliance with such laws and regulations can be subject
to future government review and interpretation, as well as significant regulatory action including fines,
penalties, and exclusion from the Medicare programs.

Managed Care Organizations

The Hospital has also entered into reimbursement agreements with certain commercial insurance
cartiers, health mainienance organizations, and preferred provider organizations. The basis for
payment under these agreements includes contractual allowances from established charges and
prospectively determined per diem rates.

Patient service revenue, net of contractual allowances, is reduced by the provision for bad debts, and
patients accounts receivable are reduced by an allowance for doubtful accounts. These amounts are
based on historical and expected write-offs and net collections as well as aging status. Based on
historical experience, a portion of the Hospital’s self-pay patients who do not qualify for charity care
will be unable or unwilling to pay for services provided. Thus, the Hospital records a provision for bad
debis related to these patients in the period the services are provided. For the years ended February 28,
2015 and 2014, patient service revenue (including patient copays and deductibles), net of contractual
allowances (but before the provision for bad debts) by major payor source was as follows:

2015 2014
Medicare k) 1,787,609 1,473,864
Third-party payors 18,946,313 19,429,679
Self-pay 19,319,335 17,218,994

Total § 40,053,257 38,122,537

Patient accounts receivable, including patient copays and deductibles by major primary payor source,
before deducting the allowance for uncollectible accounts were the following as of February 28, 2015
and 2014:

2015 2014
Medicare 10% 5%
Blue Cross 19 19
Other third-party payors 55 35
Self-pay 16 21
100% 100%

11 (Continued)




SILVER HILL HOSPITAL, INC.
Notes o Financial Statements

Febroary 28, 2015 and 2014

Patient accounts receivable, net of contractual adjustments were $3,850,995 and $3,975.813 as of
February 28, 2015 and 2014, respectively, or approximately 10% of net patient service revenue for the
fiscal years then ended. The related allowance for uncollectible accounts was $637,137 and $721,651
or approximately 17% and [8% of the related patient accounts receivable, net of contractual
allowances as of February 28, 2015 and 2014, The Hospital wrote off $317,742 and $260,773 in bad
debts, net of recoveries, in fiscal years 2015 and 2014, respectively.

(3) Assets Limited or Restricted As fo Use and Investments

Assets limited or restricted as to use and investments consisted of the following as of February 28, 2015 and

2014
2015 2014
Assets limited or restricted as to use:
Cash and cash equivalents $ 043,854 1,959,423
Donor-restricted assets:
Cash and cash equivalents 175,179 —
Mutual funds 908,350 831,369
1,083,529 831,369
Liguid reserve requirement:
Cash and cash equivalents 500,000 500,000
Mutual funds 1,000,000 1,000,000
1,500,000 1,500,000
Total assets limited as to use 3,527,383 4,290,792
Less current portion (943,854) (1,959,423)
Assets limited or restricted as to use, net of
current portion 2,583,529 2,331,369
Investments:
Money market funds 512,301 —
Mutual funds 7,656,922 6,687,905
Total investments 8,169,223 6,687,905
Total assets limited or restricted as to use
and investments $ 11,696,606 10,978,697

12 (Continued)




SILVER HILL HOSPITAL, INC.
Notes to Financial Statements

February 28, 2015 and 2014

Current liabilities, for which assets are limifed or restricted as to use are available for the following as of
February 28, 2015 and 2014:

2015 2014
Hospital 401(k) contributions due to employees $ — 850,736
Due to patients and third parties 943,854 1,108,687
$ 943,854 1,959,423

Hospital 401(k) contributions due to employees are included in other current liabilities in the accompanying
statements of financial position.

The cost and market values of all investments, including those categorized as assets limited or restricted as
1o use, are summarized as follows as of February 28, 2015 and 2014:

2015
Unrealized
Cost gains (losses) Fair value
Investments;
Money market funds $ 512,301 — 512,301
Mutual funds:
Fixed income — domestic 3,789,697 (22,013) 3,767,684
Equity — domestic 3,685,625 963,245 4,648,870
Equity — international 857,150 291,568 1,148,718
$ 8,844,773 1,232,800 10,077,573
2014
Unrealized
Cost gains (losses) Fair value
Investments:
Mutual funds:
Fixed income — domestic $ 3,905,130 11,840 3,916,970
Equity — domestic 2,708,506 972,581 3,681,087
Equity — international 780,413 140,804 921,217
$ 7,394,049 1,125,225 8,519,274

13 (Continued)
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SILVER HILL HOSPITAL, INC.
Notes to Financial Statements

February 28, 2015 and 2014

Financial Accounting Standards Board (FASB) Accounting Standards Codification 820, Fair Value
Measurement, establishes a formal hierarchy and framework for measuring fair value and expands disclosure
about fair value measurements and the reliability of valuation impacts. The guidance requires an entity to
maximize the use of observable inputs and minimize the use of unobservable inputs when measuring fair
value. The standard describes three levels of inputs that may be used to measure fair value:

Level 1 — Quoted prices in active markets for identical assets or liabilities

Level 2 — Observable inputs other than Level 1 prices such as quoted prices for similar instruments;
quoted prices in markets that are not active; or other inputs that are observable or can be corroborated
by observable market data for substantially the full term of the assets or liabilities

Level 3 — Unobservable inputs that are supported by little or no market activity and that are significant
to the fair value of the assets or liabilities include those financial instruments whose value is
determined using pricing models, discounted cash flows methodologies, or similar techniques, as well
as instruments for which the determination of fair value requires significant management judgment or
estimation '

At February 28, 2015 and 2014, the Hospital estimated the fair value of all of its investments based on
Level 1 inputs. The Hospital does not have any Level 2 or 3 assets or liabilities as of February 28, 2015 and
2014.

Property and Equipment
At February 28, 2015 and 2014, property and equipment consist of the following:

2015 2014
Land and land improvements $ 7,575,902 5,250,788
Buildings 40,545,266 36,192,285
Vehicles 475,135 475,135
Equipment 8,341,036 6,949,442
Construction in progress 1,836,080 3,111,236
58,774,019 51,978,886
Less accumulated depreciation (21,926,188) {19,810,903)
$ 36,847,531 32,167,983

During fiscal year 2013, the Hospital purchased residential land and buildings, adjacent to the Hospital
property, for approximately $5.3 million. The Hospital plans to renovate and convert one of the buildings
into a patient care area.

As of February 28, 2014, construction in progress consisted of renovation expenditures for bridges on the
property and various other projects. The bridge renovations were completed and placed into service during
the fiscal year ended February 28, 2015. As of February 28, 2015, construction in progress consists of
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renovation expenditures for the Jurgenson building and various other projects. The estimated cost to
complete Jurgenson renovations is approximately $965,000.

Long-Term Debt

Long-tern debt comprises of the following at February 28:

2015 2014
Mortgage (a) $ 1,894,564 1,941,274
Mortgage (b) 2,211,260 2,264,828
4,105,824 4,206,102
Less current portion (104,949) {100,276)
h 4,000,875 4,105,826

(2)

(b)

In 2012, the Hospital entered into a mortgage loan agreement for $2,000,000 with a bank to finance
the purchase of the property at 225 Valley Road, which is contiguous to the Hospital grounds. The
term of the loan is 10 years, with a 25-year amortization period and a fixed interest rate of 4.5%.
Monthly principal and interest payments of $11,191 commenced on November 1, 2012 and are payable
through September 1, 2022, with a balloon payment of $1,462,150 and any unpaid inferest due on
October 1, 2022. The loan is secured by the property. Interest incurred on the foan was $87,415 in
2015 and $89,502 in 2014.

In 2013, the Hospital entered into another mortgage loan agreement with the same bank for $2,320,000
to finance the purchase of the contiguous property at 134 Valley Road. The term of the loan is 10 years,
with a 25-year amortization period and a fixed interest rate of 4.5%. Monthly principal and interest
payments of $12,980 commenced on February 1, 2013 and are payable through December 1, 2022,
with a balloon payment of $1,695,87%9 and any unpaid interest due on January 1, 2023. The loan is
secured by the property. Interest incurred on the loan was $102,007 in 2015 and $104,400 in 2014.

Aggregate principal payments on long-term debt for the next five years and thereafter are as follows:

Year ending Febrnary 28;
2016 $ 104,949
2017 109,318
2018 114,932
2019 120,287
2020 125,891
Thereafter 3,530,447

$ 4,105,824
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Line of Credit

In 2007, the Hospital entered into a revolving line of credit, with a term of 10 years and a maximum available
borrowing of $10,000,000, which was secured by the land and buildings owned by the Hospital. Interest was
charged monthly at a rate of 7.15%. In December 2010, the line-of-credit agreement was modified to include
an interest rate of 5.25% and an extension of the term to 10 years from the modification. In September 2012,
the line~of-credit agreement was modified again to extend the 10-year term an additional year. The modified
line revolves for a period of four years, with interest payments due monthly based on the balance outstanding.
On December 31, 2013, the line will convert to a permanent commercial mortgage for the remaining 6 years
of the term. Upon conversion, principal and interest payments will be due monthiy through December 31,
2021 at which time a batloon payment for any unpaid principal and interest will be due.

In April 2012, the Hospital repaid $5,000,000 of the outstanding line, liquidating $4,000,000 of investments
to cover a portion of the repayment, and leaving an outstanding line-of-credit balance of $127,680. There
were no borrowings in fiscal vears 2015 and 2014; therefore, the outstanding balance on the line of credit
was $127,680 as of February 28, 2015 and 2014. In both 2015 and 2014, interest incurred on the line was
$£6,796.

As part of the line-of-credit and loan agreements (mortgages) (note 5), the Hospital must maintain a
compensating balance at the bank of $500,000. The line-of-credit and loan agreements (mortgages) require
an aggregate liquid reserve of $1,500,000 to be maintained over the term of the debt, which is included in
assets limited or restricted as to use.

Lease Obligations

The Hospital has noncancelable operating leases, which expire through March 2020. Future minimum lease
payments under these noncancelable operating leases are as follows:

Year ending February 28:
2016 $ 303,024
2017 247,981
2018 236,972
2019 236,972
2020 236,354
Thereafter _ 17,500

$ 1,278,803

Rental expense for all operating leases totaled approximately $329,193 in 2015 and $307,793 in 2014. Rental
expenses are included in supplies and services expenses on the statements of operations.

Commitments and Contingencies
{a) Insurance

As of February 28, 2015, the Hospital maintains professional and general liability insurance coverage
on a claims-made basis. The claims-made policy, which is subject to renewal on an annual basis, covers
only claims made during the term of the policy but not those occurrences for which claims may be
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made after expiration of the policy. Coverage under the policy is $1 miilion per occurrence, with an
aggregate limit of $3 million. The Hospital also maintains an excess umbrella policy, which provides
$8 million of additional coverage.

The Hospital engaged an actuary te determine an undiscounted estimate of losses from both asserted
claims and unasserted claims and incidents that may have occurred but have not been reported as of
February 28, 2015 and 2014, respectively. The actuarial evaluation is based on the Hospital’s historical
experience, industry data, and other considerations. Insurance claims receivable are measured on the
same basis as the liability subject to the need for valuation allowance for uncollectible amounts. At
February 28, 2015 and 2014, no valuation aliowance was considered necessary. As of February 28,
2015 and 2014, the Hospital has accrued the following for both losses from asserted claims and
unasserted claims and incidents that may have occurred but have not been reported:

2015 2014
Professional liability reserve $ 2,617,355 1,554,480
Insurance claims receivable {2,013,583) (1,045,605)

Litigation
The Hospital is party to routine litigation arising in the ordinary course of business. Although some of
the matters are still in a preliminary stage and definite conclusions cannot be made as to those matters,

the Hospitat is of the opinion that based on information presently available, the lawsuits will not have
a materially adverse effect on the financial position or results of operations of the Hospital.

Dining Services Contract

The Hospital contracts with Unidine to provide food service to its patients. The contract is cancelable
by either party if the other party fails to perform all of its material obligations as outlined in the
agreement. The cost is approximately $1,420,000 annually.

Refirement Plan

The Hospital has a 401(k} defined-contribution plan (401(k) Plan) that covers all full-time employees who
have both attained age 21 and completed at least 1,000 hours of service during the first year of employment.
The 401(k) Plan provides for an employer-based contribution allowing the Hospital to make contributions
ranging from 2.5% to 7.5% of each participant’s annual compensation, depending on years of vested service.
Employees may also make annual contributions up to the amount permitted by law. Expenses related to the
401(k) Plan were approximately $750,286 and $745,840 for the years ended February 28, 2015 and 2014,
respectively, and are included within employee benefits within the accompanying statements of operations.
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(10) Functional Expenses

(11)

(12)

The Hospital provides psychiatric and substance use healthcare services to residents within its geographic
location. Expenses refated to providing these services included in the statements of operations are as follows:

2015 2014
Healthcare services $ 31,305,431 28.867. 487
Development 517,975 571,757
General and administrative 6,075,580 6,006,468
$ 37,898,986 35,445,712

Temporarily and Permanently Restricted Net Assets

Temporarily restricted net assets are available for the following purposes as of February 28, 2015 and 2014:

2015 2014
Scholarship fund for young adults $ — 9,613
Scholarship fund 830,319 579,378
Employee assistance fund 16,267 13,693
Other funds : 23,943 15,685
3 870,529 618,369

Permanently restricted net assets of $213,000 at February 28, 2015 and 2014 consist of donor-restricted
funds 1o be maintained by the Hospital in perpetuity. The income generated from permanently restricted
funds is expendable for purposes designated by donors, including adolescent and chemical dependency

program services.

Subsequent Events

The Hospital has evaluated and disclosed subsequent events from the statement of financial position date of
February 28, 2015 through July 27, 2015, which is the date the financial statements were available to be

issued, and concluded that no additional disclosures were required.
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