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Submitted on February 16, 2016   
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Submitted on July 13, 2016 as Exhibit 23 to Response #1 to Questions Submitted April 22, 2016 
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Exhibit 23 

Audited Financial Statement on MSHA as of June 30, 2015   
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Mountain States Health Alliance
Consolidated Balance Sheet

At March 31, 2013

Consolidated Eliminations JCMC FWCH NSH WOOD IPMC SSH JCCH JMH
ASSETS
CURRENT ASSETS
Cash and Cash Equivalents 73,352,628 0 411,792 35,170 (8) 650 203,957 18,224 (23,917) 6,666,325
Current Portion AWUIL 5,212,489 0 0 0 0 0 0 0 0 3,331
Accounts Receivable (Net) 164,024,912 0 70,556,045 8,372,654 0 2,337,233 13,998,470 5,243,770 1,230,000 23,417,585
Other Receivables 23,517,570 (1,000,000) 2,866,452 26,031 0 3,298,907 355,579 915,468 (3,370,353) 1,187,008
Due From Affiliates 636 (47,764,082) 6,258,694 5,092,596 1,873,755 2,627,695 2,365,806 2,749,457 258,572 7,487,129
Due From Third Party Payors 0 7,037,875 (5,898,205) (516,596) 0 1,155,755 (1,230,013) (405,642) (1,095,152) 1,845,987
Inventories 24,078,303 0 8,757,253 1,333,219 0 89,924 3,893,825 1,161,776 22,868 3,300,581
Prepaid Expense 7,015,190 0 1,119,882 182,819 0 25,653 310,081 132,390 16,981 689,142

297,201,728 (41,726,208) 84,071,914 14,525,894 1,873,747 9,535,816 19,897,704 9,815,444 (2,961,001) 44,597,088

ASSETS WHOSE USE IS LIMITED 102,622,574 0 0 0 0 0 0 0 0 6,466,528

OTHER INVESTMENTS 502,612,889 0 0 0 0 0 0 0 0 104,473,141

PROPERTY, PLANT AND EQUIPMENT
Land, Buildings and Equipment 1,575,927,555 0 530,475,316 135,538,526 7,366,172 10,302,573 105,519,504 41,972,948 9,069,919 251,753,890
Less Allowances for Depreciation 683,321,293 0 296,921,718 24,989,718 5,339,799 4,141,150 63,594,387 24,155,130 4,997,632 73,715,256

892,606,262 0 233,553,599 110,548,808 2,026,373 6,161,423 41,925,118 17,817,818 4,072,287 178,038,634

OTHER ASSETS
Pledges Receivable 4,458,688 0 0 0 0 0 0 0 0 0
Long Term Compensation Investment 19,575,019 0 5,000 0 0 0 0 0 0 0
Investments in Unconsolidated Subsidiaries 2,091,800 0 0 0 0 0 0 0 0 228,150
Land / Equipment Held for Resale 57,635 0 0 0 0 0 0 0 0 0
Assets Held for Expansion 2,561,921 0 0 0 0 0 0 0 0 0
Investments in Subsidiaries (0) (393,171,747) 0 0 0 0 0 0 0 0
Goodwill 154,391,425 0 13,141,003 0 0 0 (1,760,054) 0 0 69,828
Deferred Charges and Other 28,172,925 0 307,737 146,064 0 0 0 865 0 300,007

211,309,413 (393,171,747) 13,453,740 146,064 0 0 (1,760,054) 865 0 597,985

TOTAL ASSETS 2,006,352,865 (434,897,954) 331,079,252 125,220,767 3,900,120 15,697,239 60,062,768 27,634,126 1,111,286 334,173,376

LIABILITIES AND NET ASSETS
CURRENT LIABILITIES
Accounts Payable and Accrued Expense 90,640,509 0 33,793,733 3,216,666 53 860,861 5,556,809 2,191,499 350,232 5,406,802
Accrued Salaries, Benefits, and PTO 51,014,707 0 15,006,789 1,944,017 0 710,037 3,129,599 1,454,502 453,331 5,724,331
Accrued Interest 10,503,068 0 3,487,135 1,066,737 0 173,087 391,104 137,425 6,803 41,011
Due to Affiliates 0 (47,764,082) 4,251,944 178,608 2,010,670 5,002,302 379,737 375,634 87,456 7,596,335
Due to Third Party Payors 16,375,246 7,037,875 2,432,883 718,240 0 0 1,276,178 492,060 40,925 2,261,850
Call Option Liability 0 0 0 0 0 0 0 0 0 0
Current Portion of Long Term Debt 30,190,255 0 238,712 902,272 0 0 0 0 0 1,969,167

198,723,784 (40,726,208) 59,211,197 8,026,540 2,010,723 6,746,288 10,733,428 4,651,121 938,747 22,999,497

OTHER NON CURRENT LIABILITIES
Long Term Compensation Payable 9,207,056 0 0 0 0 0 0 0 0 0
Long Term Debt 1,095,563,648 (1,000,000) 3,212,122 12,117,896 0 0 0 0 0 40,254,001
Estimated Fair Value of Interest Rate Swaps (2,698,493) 0 0 0 0 0 0 0 0 (0)
Deferred Income 26,092,951 0 2,110,523 158,607 0 (32,339) 882,114 667,546 27,522 1,317,265
Professional Liability Self-Insurance and Other 18,672,249 0 3,794,392 665,538 (0) 63,185 824,121 481,368 97,269 839,711

1,146,837,411 (1,000,000) 9,117,037 12,942,041 (0) 30,846 1,706,235 1,148,913 124,790 42,410,977

TOTAL LIABILITIES 1,345,561,194 (41,726,208) 68,328,234 20,968,581 2,010,723 6,777,134 12,439,664 5,800,035 1,063,537 65,410,474

NET ASSETS 492,682,341 (604,129,634) 262,751,018 104,252,186 1,889,396 8,920,105 47,623,104 21,834,092 47,748 268,762,902
NONCONTROLLING INTERESTS IN SUBSIDIARIES 168,109,330 210,957,887 0 0 0 0 0 0 0 0

TOTAL LIABILITIES AND NET ASSETS 2,006,352,865 (434,897,954) 331,079,252 125,220,767 3,900,120 15,697,239 60,062,768 27,634,126 1,111,286 334,173,376
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Mountain States Health Alliance
Statement of Revenue and Expense

For the Period Ended March 31, 2013

MONTH OF MARCH NINE MONTHS YEAR TO DATE
Actual Budget Bud Var Prior Yr PY Var Actual Budget Bud Var Prior Yr PY Var

Patient Revenue
169,697,090 196,569,636 -13.7% 179,942,455 -5.7% Inpatient Revenue 1,569,450,231 1,651,629,097 -5.0% 1,594,461,642 -1.6%
175,792,354 191,348,401 -8.1% 176,564,354 -0.4% Outpatient Revenue 1,562,768,011 1,576,050,812 -0.8% 1,489,371,193 4.9%
345,489,444 387,918,037 -10.9% 356,506,810 -3.1% Total Gross Patient Revenue 3,132,218,241 3,227,679,909 -3.0% 3,083,832,835 1.6%

Deductions from Revenue
239,840,752 280,397,515 14.5% 252,715,926 5.1% Contractual Adjustments 2,262,494,966 2,333,341,836 3.0% 2,210,067,556 -2.4%

12,830,161 9,451,234 -35.8% 9,894,693 -29.7% Charity 74,479,884 78,810,072 5.5% 75,228,566 1.0%
10,269,894 10,890,857 5.7% 8,656,880 -18.6% Contra Revenue - Charity 83,546,696 90,707,332 7.9% 79,979,050 -4.5%

384,665 517,856 25.7% 448,496 14.2% Provision for Bad Debt 4,848,545 4,375,116 -10.8% 4,960,859 2.3%
263,325,473 301,257,464 12.6% 271,715,994 3.1% Total Deductions 2,425,370,091 2,507,234,355 3.3% 2,370,236,031 -2.3%

82,163,971 86,660,573 -5.2% 84,790,815 -3.1% Net Patient Service Revenue 706,848,151 720,445,553 -1.9% 713,596,804 -0.9%

167,466 1,814,731 -90.8% 0 100.0% Premium Revenue 471,233 5,444,193 -91.3% 0 100.0%
2,953,463 4,269,773 -30.8% 2,388,228 23.7% Other Operating Revenue 36,059,160 44,477,068 -18.9% 20,990,805 71.8%
3,120,930 6,084,504 -48.7% 2,388,228 30.7% Total Other Operating Revenue 36,530,393 49,921,261 -26.8% 20,990,805 74.0%

85,284,901 92,745,077 -8.0% 87,179,044 -2.2% Total Operating Revenue 743,378,543 770,366,814 -3.5% 734,587,608 1.2%

Operating Expense
30,671,706 31,278,183 1.9% 31,243,203 1.8% Salaries 263,591,834 267,415,643 1.4% 267,704,901 1.5%

6,335,087 6,360,165 0.4% 5,710,116 -10.9% Provider Salaries 55,350,206 54,268,713 -2.0% 48,901,790 -13.2%
381,573 262,605 -45.3% 519,203 26.5% Contract Labor 2,998,620 2,676,958 -12.0% 4,598,270 34.8%

6,186,736 5,907,279 -4.7% 5,540,376 -11.7% Employee Benefits 53,321,379 52,460,739 -1.6% 51,405,717 -3.7%
9,178,356 8,411,073 -9.1% 8,703,590 -5.5% Fees 79,322,400 77,783,184 -2.0% 72,085,367 -10.0%

13,339,354 14,487,662 7.9% 14,324,434 6.9% Supplies 122,138,050 125,223,190 2.5% 129,004,856 5.3%
1,204,093 1,492,035 19.3% 1,332,168 9.6% Utilities 12,787,934 13,456,899 5.0% 13,080,247 2.2%
6,680,033 7,244,199 7.8% 6,131,777 -8.9% Other Expense 61,605,650 64,327,854 4.2% 58,055,206 -6.1%

162,698 1,642,434 90.1% 0 100.0% Medical Costs 435,777 4,927,303 91.2% 0 100.0%
6,553,224 6,805,026 3.7% 6,527,612 -0.4% Depreciation 56,522,591 58,754,371 3.8% 54,185,314 -4.3%

187,656 195,311 3.9% 191,218 1.9% Amortization 1,687,121 1,753,092 3.8% 1,672,483 -0.9%
3,633,015 3,778,560 3.9% 3,827,652 5.1% Interest & Taxes 32,403,734 33,722,312 3.9% 35,445,537 8.6%

(0) (0) 0.0% (0) 0.0% Consolidation Allocation 0 0 0.0% (0) 0.0%

84,513,529 87,864,533 3.8% 84,051,348 -0.5% Total Operating Expense 742,165,296 756,770,259 1.9% 736,139,686 -0.8%

771,372 4,880,544 -84.2% 3,127,695 -75.3% Net Operating Income 1,213,247 13,596,556 -91.1% (1,552,078) 178.2%

1,326,628 1,174,491 13.0% 1,723,752 -23.0% Net Investment Income 14,659,126 10,563,391 38.8% 16,862,123 -13.1%
48,717 (375,000) 113.0% 3,070,680 -98.4% Realized Gain on Investments 3,643,343 (3,375,000) 208.0% 396,150 819.7%
81,313 49,701 63.6% 87,562 -7.1% Gain / (Loss) from Affiliates 585,187 465,729 25.6% 483,089 21.1%

0 0 0.0% 4,000 -100.0% Gain / (Loss) on Disposal 17,009 0 100.0% 286,246 -94.1%
0 0 0.0% 0 0.0% Loss on Extinguishment of LTD / Derivatives 0 0 0.0% (2,636,011) 100.0%

(206,017) (944,807) 78.2% (322,792) 36.2% Minority Interest (3,985,002) (3,879,434) -2.7% 2,991,994 -233.2%
(4,256) (7,934) 46.4% (8,315) 48.8% Taxes - Non Operating (38,947) (71,410) 45.5% (71,791) 45.7%
(1,510) 231 -755.0% (1,510) -0.1% Incentive Pay (4,639) 2,097 -321.2% (22,433) 79.3%

3,274,141 199,374 1542.2% 438,447 646.8% Other Non Operating Income / (Expense) 3,510,540 1,114,173 215.1% 487,596 620.0%
5,290,387 4,976,599 6.3% 8,119,519 -34.8% Total Revenue Over Expense Before CFV of Derivatives 19,599,865 18,416,102 6.4% 17,224,887 13.8%

(773,755) 0 100.0% (1,189,479) 35.0% Change in Fair Value of Interest Rate Swaps 11,425,980 0 100.0% 2,654,368 330.5%
0 0 0.0% 0 0.0% Gain / (Loss) in Swaption / Call Option 0 0 0.0% (4,676,167) 100.0%

4,516,632 4,976,599 -9.2% 6,930,040 -34.8% Total Excess Revenue Over Expense 31,025,845 18,416,102 68.5% 15,203,088 104.1%

2,722,366 375,000 626.0% 1,518,271 79.3% Net Unrealized Gain / (Loss) on Investments 14,962,030 3,375,000 343.3% 2,756,617 442.8%
7,238,998 5,351,599 35.3% 8,448,311 -14.3% Increase in Unrestricted Net Assets Before Change in Accounting Principle 45,987,874 21,791,102 111.0% 17,959,704 156.1%

0 0 0.0% 0 0.0% Cumulative Effect of Change in Accounting Principle 0 0 0.0% 0 0.0%
7,238,998 5,351,599 35.3% 8,448,311 -14.3% Total Increase in Unrestricted Net Assets 45,987,874 21,791,102 111.0% 17,959,704 156.1%

15,668,537 15,763,430 -0.6% 18,674,316 -16.1% EBITDA 110,252,258 112,717,288 -2.2% 111,236,022 -0.9%
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Consolidated
ASSETS
CURRENT ASSETS
Cash and Cash Equivalents 27,595,930
Current Portion AWUIL 21,735,663
Accounts Receivable (Net) 165,644,754
Other Receivables 35,297,064
Due From Affiliates 394
Due From Third Party Payors (0)
Inventories 25,196,779
Prepaid Expense 7,525,857

282,996,440

ASSETS WHOSE USE IS LIMITED 69,656,659

OTHER INVESTMENTS 577,438,013

PROPERTY, PLANT AND EQUIPMENT
Land, Buildings and Equipment 1,612,871,088
Less Allowances for Depreciation 731,630,943

881,240,144

OTHER ASSETS
Pledges Receivable 3,998,250
Long Term Compensation Investment 21,983,850
Investments in Unconsolidated Subsidiaries 1,663,053
Land / Equipment Held for Resale 7,508,959
Assets Held for Expansion 13,134,006
Investments in Subsidiaries (0)
Goodwill 155,715,265
Deferred Charges and Other 26,755,592

230,758,975

TOTAL ASSETS 2,042,090,231

LIABILITIES AND NET ASSETS
CURRENT LIABILITIES
Accounts Payable and Accrued Expense 89,776,021
Accrued Salaries, Benefits, and PTO 58,443,444
Accrued Interest 18,933,997
Due to Affiliates 0
Due to Third Party Payors 15,672,853
Current Portion of Long Term Debt 23,402,258

206,228,573

OTHER NON CURRENT LIABILITIES
Long Term Compensation Payable 10,801,776
Long Term Debt 1,082,008,813
Estimated Fair Value of Interest Rate Swaps 13,496,134
Deferred Income 13,182,577
Professional Liability Self-Insurance and Other 18,198,587

1,137,687,887

TOTAL LIABILITIES 1,343,916,461

NET ASSETS 528,329,327
NONCONTROLLING INTERESTS IN SUBSIDIARIES 169,844,443

TOTAL LIABILITIES AND NET ASSETS 2,042,090,231



Actual
Revenue, Gains and Support
Patient Service Revenue, Net of Contractual Allowances and Discounts 511,421,253
Provision for Bad Debt (56,453,041)
Net Patient Service Revenue 454,968,212

Premium Revenue 1,158,468
Net Investment Gain 45,085,166
Net Derivative Gain (2,521,780)
Other Revenue, Gains and Support 24,468,138

Total Revenue, Gains and Support 523,158,203

Expense
Salaries and Wages 167,248,755
Provider Salaries 38,818,072
Contract Labor 2,038,407
Employee Benefits 33,033,162
Fees 57,891,142
Supplies 80,832,395
Utilities 8,383,068
Medical Costs 1,140,528
Other Expense 42,842,333
Loss on Extinguishment of LTD / Derivatives 4,622,060
Depreciation 38,331,465
Amortization 953,256
Interest & Taxes 22,284,852
Total  Expenses 498,419,495

Excess of Revenue, Gains and Support over Expenses and Losses 24,738,708

Mountain States Health Alliance
Statement of Revenue and Expense (Consolidated)

For the Period Ended December 31, 2013

SIX MONTHS YEAR TO DATE



Second Quarter ending Twelve Months ending
Calculation: Dec. 31, 2013 Dec. 31, 2013
Income available for debt service

Excess of revenue over expenses (before extraord. items) (961,068)$ 29,252,476$
Plus depreciation expense 19,047,262 78,551,616
Plus amortization expense 400,273 2,085,809
Plus interest expense 11,304,337 43,701,816

Subtotal 29,790,804 153,591,717
Annualized quarterly total income available for debt service x 4 n/a

Total income available for debt service 119,163,216 153,591,717

Maximum annual debt service 70,867,000 70,867,000

Maximum annual debt service coverage 1.7 2.2

MOUNTAIN STATES HEALTH ALLIANCE (Consolidated)
UNAUDITED QUARTERLY DISCLOSURE - FY 2014 - Second Quarter ending December 31, 2013

Historical Maximum Annual Debt Service Coverage







Actual
Revenue, Gains and Support
Patient Service Revenue, Net of Contractual Allowances and Discounts 769,036,410
Provision for Bad Debt (81,094,609)
Net Patient Service Revenue 687,941,801

Premium Revenue 5,760,058
Net Investment Gain 47,825,620
Net Derivative Gain 814,281
Other Revenue, Gains and Support 34,154,686

Total Revenue, Gains and Support 776,496,445

Expense
Salaries and Wages 250,005,814
Provider Salaries 57,586,519
Contract Labor 2,847,148
Employee Benefits 51,613,788
Fees 87,473,663
Supplies 122,064,425
Utilities 12,625,745
Medical Costs 5,405,232
Other Expense 62,382,085
Loss on Extinguishment of LTD / Derivatives 4,622,060
Depreciation 57,604,488
Amortization 1,352,248
Interest & Taxes 33,443,528
Consolidation Allocation 0
Total Expenses 749,026,744

Excess of Revenue, Gains and Support over Expenses and Losses 27,469,701

Mountain States Health Alliance
Statement of Revenue and Expense (Consolidated)

For the Month Ended March 31, 2014

NINE MONTHS YEAR TO DATE



Third Quarter ending Twelve Months ending
Calculation: March 31, 2014 March 31, 2014
Income available for debt service

Excess of revenue over expenses (before extraord. items) (113,320)$ 23,042,931$
Plus depreciation expense 19,273,023 78,514,243
Plus amortization expense 398,992 1,924,664
Plus interest expense 11,169,392 44,287,867

Subtotal 30,728,087 147,769,705
Annualized quarterly total income available for debt service x 4 n/a

Total income available for debt service 122,912,348 147,769,705

Maximum annual debt service 70,827,000 70,827,000

Maximum annual debt service coverage 1.7 2.1

MOUNTAIN STATES HEALTH ALLIANCE (Consolidated)
UNAUDITED QUARTERLY DISCLOSURE - FY 2014 - Third Quarter ending March 31, 2014

Historical Maximum Annual Debt Service Coverage







Mountain States Health Alliance
Statement of Revenue and Expense (Unaudited)

For the Period Ended June 30, 2014

Actual
Revenue, Gains and Support
Patient Service Revenue, Net of Contractual Allowances and Discounts 1,053,379,301
Provision for Bad Debt (120,388,269)
Net Patient Service Revenue 932,991,032

Premium Revenue 10,682,764
Net Investment Gain 65,425,307
Net Derivative Gain 3,218,556
Other Revenue, Gains and Support 52,072,621

Total Revenue, Gains and Support 1,064,390,280

Expense
Salaries and Wages 340,589,134
Provider Salaries 77,636,096
Contract Labor 4,282,340
Employee Benefits 69,298,183
Fees 116,019,476
Supplies 163,764,999
Utilities 17,072,249
Medical Costs 9,973,675
Other Expense 80,190,905
Loss on Extinguishment of LTD / Derivatives 4,622,060
Depreciation 69,436,735
Amortization 1,741,757
Interest & Taxes 44,354,682
Consolidation Allocation 0
Total  Expenses 998,982,291

Excess of Revenue, Gains and Support over Expenses and Losses 65,407,989

TWELVE MONTHS YEAR TO DATE



Fourth Quarter ending Twelve Months ending
Calculation: June 30, 2014 June 30, 2014
Income available for debt service

Excess of revenue over expenses (before extraord. items) 31,607,527$ 34,751,769$
Plus depreciation expense 11,832,248 69,436,737
Plus amortization expense 389,509 1,741,757
Plus interest expense 10,925,089 44,400,981

Subtotal 54,754,373 150,331,244
Annualized quarterly total income available for debt service x 4 n/a

Total income available for debt service 219,017,492 150,331,244

Maximum annual debt service 70,804,000 70,804,000

Maximum annual debt service coverage 3.1 2.1

MOUNTAIN STATES HEALTH ALLIANCE (Consolidated)
UNAUDITED QUARTERLY DISCLOSURE - FY 2014 - Fourth Quarter ending June 30, 2014

Historical Maximum Annual Debt Service Coverage



Fiscal Year 2015
First Quarter ending September 30, 2014

Quarterly Financial Information 
& 

Historical Maximum Annual Debt Service Coverage Ratio

Consolidated & Unaudited



Mountain States Health Alliance 
Consolidated Balance Sheet (Unaudited) 

At September 30, 2014



Actual
Revenue, Gains and Support
Patient Service Revenue, Net of Contractual Allowances and Discounts 271,180,538
Provision for Bad Debt (30,017,572)
Net Patient Service Revenue 241,162,965

Premium Revenue 5,507,322
Net Investment Gain (6,100,738)
Net Derivative Gain 1,752,202
Other Revenue, Gains and Support 6,013,836

Total Revenue, Gains and Support 248,335,587

Expense
Salaries and Wages 84,106,971
Provider Salaries 19,446,678
Contract Labor 1,523,287
Employee Benefits 15,598,994
Fees 28,535,746
Supplies 42,385,574
Utilities 4,697,635
Medical Costs 5,066,012
Other Expense 20,950,211
Loss on Extinguishment of LTD / Derivatives -
Depreciation 16,853,152
Amortization 405,277
Interest & Taxes 11,092,737
Consolidation Allocation -
Total  Expenses 250,662,273

Excess of Revenue, Gains and Support over Expenses and Losses (2,326,686)

THREE MONTHS YEAR TO DATE

Mountain States Health Alliance 
Statement of Revenue and Expense (Unaudited) 

For the Period Ended September 30, 2014 



First Quarter ending Twelve Months ending
Calculation: September 30, 2014 September 30, 2014
Income available for debt service

Excess of revenue over expenses (before extraord. items) 5,265,220$ 35,798,359$
Plus depreciation expense 16,853,152 67,005,685
Plus amortization expense 405,276 1,594,050
Plus interest expense 11,104,959 44,503,777

Subtotal 33,628,607 148,901,871
Annualized quarterly total income available for debt service x 4 n/a

Total income available for debt service 134,514,428 148,901,871

Maximum annual debt service 67,252,000 67,252,000

Maximum annual debt service coverage 2.0 2.2

MOUNTAIN STATES HEALTH ALLIANCE (Consolidated)
UNAUDITED QUARTERLY DISCLOSURE - FY 2015 - First Quarter ending Sept 30, 2014

Historical Maximum Annual Debt Service Coverage



Fiscal Year 2015
Second Quarter ending December 31, 2014

Quarterly Financial Information 
& 

Historical Maximum Annual Debt Service Coverage Ratio

Consolidated & Unaudited



Mountain States Health Alliance 
Consolidated Balance Sheet (Unaudited) 

At December 31, 2014



Mountain States Health Alliance 
Statement of Revenue and Expense (Unaudited) 

For the Period Ended December 31, 2014 

SIX MONTHS YEAR TO DATE 



Second Quarter ending Twelve Months ending
Calculation: December 31, 2014 December 31, 2014
Income available for debt service

Excess of revenue over expenses (before extraord. items) 11,362,660$ 48,122,087$
Plus depreciation expense 16,984,550 64,942,973
Plus amortization expense 407,299 1,601,076
Plus interest expense 11,082,686 44,282,126

Subtotal 39,837,195 158,948,262
Annualized quarterly total income available for debt service x 4 n/a

Total income available for debt service 159,348,780 158,948,262

Maximum annual debt service 67,240,000 67,240,000

Maximum annual debt service coverage 2.4 2.4

MOUNTAIN STATES HEALTH ALLIANCE (Consolidated)
UNAUDITED QUARTERLY DISCLOSURE - FY 2015 - Second Quarter ending Dec. 31, 2014

Historical Maximum Annual Debt Service Coverage



Fiscal Year 2015
Third Quarter ending March 31, 2015

Quarterly Financial Information 
& 

Historical Maximum Annual Debt Service Coverage Ratio

Consolidated & Unaudited



Mountain States Health Alliance 
Consolidated Balance Sheet (Unaudited) 

At March 31, 2015

Consolidated
ASSETS
CURRENT ASSETS
Cash and Cash Equivalents 66,697,783
Current Portion AWUIL 8,766,960
Accounts Receivable (Net) 177,184,581
Other Receivables 29,556,831
Due From Affiliates 3,607
Due From Third Party Payors 0
Inventories 26,595,071
Prepaid Expense 9,056,403

317,861,237

ASSETS WHOSE USE IS LIMITED 53,472,246

OTHER INVESTMENTS 613,990,075

PROPERTY, PLANT AND EQUIPMENT
Land, Buildings and Equipment 1,646,398,411
Less Allowances for Depreciation 799,540,545

846,857,866

OTHER ASSETS
Pledges Receivable 3,293,981
Long Term Compensation Investment 24,779,130
Investments in Unconsolidated Subsidiaries 5,150,938
Land / Equipment Held for Resale 7,508,959
Assets Held for Expansion 14,310,717
Investments in Subsidiaries 0
Goodwill 156,596,125
Deferred Charges and Other 24,677,269

236,317,118

TOTAL ASSETS 2,068,498,542

LIABILITIES AND NET ASSETS
CURRENT LIABILITIES
Accounts Payable and Accrued Expense 86,782,632
Accrued Salaries, Benefits, and PTO 50,937,845
Claims Payable 7,076,164
Accrued Interest 9,380,091
Due to Affiliates (0)
Due to Third Party Payors 13,390,443
Current Portion of Long Term Debt 24,332,448

191,899,622

OTHER NON CURRENT LIABILITIES
Long Term Compensation Payable 12,186,841
Long Term Debt 1,052,651,287
Estimated Fair Value of Interest Rate Swaps 3,594,920
Deferred Income 24,775,531
Professional Liability Self-Insurance and Other 22,078,311

1,115,286,890

TOTAL LIABILITIES 1,307,186,512

NET ASSETS 574,094,938
NONCONTROLLING INTERESTS IN SUBSIDIARIES 187,217,092

TOTAL LIABILITIES AND NET ASSETS 2,068,498,542



NINE MONTHS YEAR TO DATE
Actual

Revenue, Gains and Support
Patient Service Revenue, Net of Contractual Allowances and Discounts 840,390,491
Provision for Bad Debt -100,375,420
Net Patient Service Revenue 740,015,071

Premium Revenue 21,492,711
Net Investment Gain 1,617,630
Net Derivative Gain 11,382,997
Other Revenue, Gains and Support 16,375,449

Total Revenue, Gains and Support 790,883,858

Expense
Salaries and Wages 252,527,296
Provider Salaries 56,840,825
Contract Labor 4,316,492
Employee Benefits 54,797,727
Fees 88,105,565
Supplies 131,862,997
Utilities 12,634,273
Medical Costs 20,005,846
Other Expense 64,250,281
Loss on Extinguishment of LTD / Derivatives 0
Depreciation 50,634,568
Amortization 1,174,794
Interest & Taxes 32,931,495
Consolidation Allocation 1
Total  Expenses 770,082,160

Excess of Revenue, Gains and Support over Expenses and Losses 20,801,698

Mountain States Health Alliance
Statement of Revenue and Expense (Unaudited)

For the Period Ended March 31, 2015



Third Quarter ending Twelve Months ending
Calculation: March 31, 2015 March 31, 2015
Income available for debt service

Excess of revenue over expenses (before extraord. items) 4,894,660$ 53,130,067$
Plus depreciation expense 16,796,866 62,466,816
Plus amortization expense 362,218 1,564,302
Plus interest expense 10,776,560 43,889,294

Subtotal 32,830,304 161,050,479
Annualized quarterly total income available for debt service x 4 n/a

Total income available for debt service 131,321,216 161,050,479

Maximum annual debt service 67,246,000 67,246,000

Maximum annual debt service coverage 2.0 2.4

MOUNTAIN STATES HEALTH ALLIANCE (Consolidated)
UNAUDITED QUARTERLY DISCLOSURE - FY 2015 - Third Quarter ending March 31, 2015

Historical Maximum Annual Debt Service Coverage



Fiscal Year 2015
Fourth Quarter ending June 30, 2015

Quarterly Financial Information 
& 

Historical Maximum Annual Debt Service Coverage Ratio

Consolidated & Unaudited



Mountain States Health Alliance
Comparative Balance Sheet (Unaudited)
As of June 30, 2015 and June 30, 2014

June 30 June 30
2015 2014

ASSETS
CURRENT ASSETS
Cash and Cash Equivalents 79,713,574 59,184,792
Current Portion AWUIL 19,597,595 25,028,568
Accounts Receivable (Net) 162,379,523 161,318,003
Other Receivables 30,350,162 45,502,067
Due From Affiliates -0 124
Due From Third Party Payors -0 -0
Inventories 26,646,561 24,527,319
Prepaid Expense 7,322,824 6,310,892

326,010,238 321,871,765

ASSETS WHOSE USE IS LIMITED 59,208,918 61,200,439

OTHER INVESTMENTS 635,332,874 587,274,223

PROPERTY, PLANT AND EQUIPMENT
Land, Buildings and Equipment 1,662,193,378 1,639,069,493
Less Allowances for Depreciation 815,104,790 757,640,754

847,088,588 881,428,739

OTHER ASSETS
Pledges Receivable 3,260,254 3,656,370
Long Term Compensation Investment 25,284,264 22,536,324
Investments in Unconsolidated Subsidiaries 5,179,805 1,364,290
Land / Equipment Held for Resale 4,631,959 7,508,959
Assets Held for Expansion 14,684,441 13,284,006
Investments in Subsidiaries 0 -0
Goodwill 156,596,125 156,612,617
Deferred Charges and Other 24,754,992 25,841,391

234,391,841 230,803,956

TOTAL ASSETS 2,102,032,459 2,082,579,122

LIABILITIES AND NET ASSETS
CURRENT LIABILITIES
Accounts Payable and Accrued Expense 90,259,474 81,879,383
Accrued Salaries, Benefits, and PTO 70,482,499 72,180,545
Claims Payable 8,167,693 5,247,746
Accrued Interest 18,159,055 18,647,518
Due to Affiliates 22 0
Due to Third Party Payors 5,484,417 10,462,932
Current Portion of Long Term Debt 40,286,349 30,617,770

232,839,509 219,035,895

OTHER NON CURRENT LIABILITIES
Long Term Compensation Payable 12,250,293 11,229,829
Long Term Debt 1,031,660,759 1,075,068,610
Estimated Fair Value of Interest Rate Swaps 7,643,937 10,602,538
Deferred Income 15,259,244 13,080,719
Professional Liability Self-Insurance and Other 19,632,236 20,619,965

1,086,446,470 1,130,601,660

TOTAL LIABILITIES 1,319,285,979 1,349,637,555

NET ASSETS
Restricted Net Assets 13,676,360 12,416,607
Unrestricted Net Assets 576,600,846 541,894,085
Noncontrolling Interests in Subsidiaries 192,469,274 178,630,875

782,746,480 732,941,567

TOTAL LIABILITIES AND NET ASSETS 2,102,032,459 2,082,579,122



Mountain States Health Alliance
Statement of Revenue and Expense (Unaudited)

The quarters and fiscal years to date ended June 30, 2015 and June 30, 2014

FY15 FY14 FY15 FY14
QTR 4 QTR 4 FYTD FYTD

Revenue, Gains and Support
Patient Service Revenue, Net of Contractual Allowances and Discounts 289,795,372 281,389,328 1,130,185,863 1,050,425,737
Provision for Bad Debt -27,144,493 -41,547,073 -127,519,913 -122,641,682
Net Patient Service Revenue 262,650,879 239,842,254 1,002,665,950 927,784,055

Premium Revenue 10,691,293 4,922,706 32,184,004 10,682,764
Net Investment Gain 15,362,124 2,876,463 16,979,754 50,702,083
Net Derivative Gain -2,563,842 2,404,275 8,819,155 3,218,556
Other Revenue, Gains and Support 4,970,810 22,672,266 21,346,260 56,826,952

Total Revenue, Gains and Support 291,111,264 272,717,964 1,081,995,122 1,049,214,410

Expense
Salaries and Wages 92,652,303 90,583,320 345,179,598 340,589,134
Provider Salaries 20,501,384 20,049,577 77,342,209 77,636,096
Contract Labor 1,092,149 1,435,192 5,408,641 4,282,340
Employee Benefits 22,541,095 17,559,713 77,338,822 69,173,502
Fees 32,182,587 28,132,750 120,288,152 115,606,414
Supplies 44,177,145 41,634,341 176,040,142 163,698,766
Utilities 4,162,439 4,426,345 16,796,712 17,052,090
Medical Costs 11,918,777 4,887,012 31,924,623 10,292,244
Other Expense 17,620,554 17,597,906 81,870,835 79,979,992
Loss on Extinguishment of LTD / Derivatives 0 0 0 4,622,060
Depreciation 16,575,758 11,832,247 67,210,326 69,436,735
Amortization 382,197 389,509 1,556,991 1,741,757
Interest & Taxes 10,764,099 10,948,228 43,695,595 44,391,756
Consolidation Allocation -0 0 1 0
Total  Expenses 274,570,488 249,476,141 1,044,652,648 998,502,886

Excess of Revenue, Gains and Support over Expenses and Losses 16,540,776 23,241,823 37,342,474 50,711,524



Fourth Quarter ending Twelve Months ending
Calculation: June 30, 2015 June 30, 2015
Income available for debt service

Excess of revenue over expenses (before extraord. items) 19,342,946$ 40,865,486$
Plus depreciation expense 16,575,758 67,210,326
Plus amortization expense 382,197 1,556,990
Plus interest expense 10,773,032 43,737,237

Subtotal 47,073,933 153,370,039
Annualized quarterly total income available for debt service x 4 n/a

Total income available for debt service 188,295,732 153,370,039

Maximum annual debt service 67,254,000 67,254,000

Maximum annual debt service coverage 2.8 2.3

MOUNTAIN STATES HEALTH ALLIANCE (Consolidated)
UNAUDITED QUARTERLY DISCLOSURE - FY 2015 - Fourth Quarter ending June 30, 2015

Historical Maximum Annual Debt Service Coverage











 

Management Discussion 
For the Quarter Ended March 31, 2015 

and Nine Months Fiscal Year to Date 2015 

VVolumes 
Quarter ended March 31,  2015 versus quarter ended March 31,  2014 
For the third quarter, strong volume growth continued even with higher than normal inclement winter weather:
Inpatient admissions were up 1,215 or 8.4%
Observation patients were down 241 or 4.1%.
Total “patients in a bed” were up 974 or 4.8%
Emergency room visits were up 3,960 or 6.8%
Urgent care visits were up 1,827 or 7.9% 
Surgeries were up 236 or 2.7%  

Fiscal  Year to Date (Three Quarters)  
Compared to the prior year fiscal year to date:
Inpatient admissions were up 3,989 or 9.5%
Observation patients were down 965 or 5.2%
Total “patients in a bed” were up 3,024 or 5.0%
Emergency room visits were up 12,675 or 7.1%
Urgent care visits were up 7,425 or 11.4%
Surgeries were up 1,597 or 6.2% 

Statement of  Revenue and Expenses 
Quarter ended March 31,  2015 versus quarter ended March 31,  2014 
Revenue
Net patient service revenue increased $17.6 million or 7.6% from the same quarter last year due to the volume 
increases listed above. Other revenue declined $7.7 million or 79.7% mainly due to an increase in minority interest 
related to the non-wholly owned hospitals.  Premium revenue increased $5.5 million or 120.9% due to an increase in 
covered lives in the system owned health plan. 

Expenses
Salaries and benefits increased $3.8 million or 3.2% as a result of the volume noted above.  FTEs per AOB for the 
quarter declined from 4.33 to 4.27 due to a continued focus on daily labor management.
Supply cost as a % of net for the quarter increased slightly to 17.8% from 17.7% and is mainly due to the higher 
costs of specialty drugs. 
Fees increased $1.0 million or 3.4% primarily due to an increase in physician fees. 
Medical costs increased $5.1 million or 119% due to an increase in covered lives in the system owned health plan. 
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All other expenses increased $.4 million or 1.8% primarily due to an increase in maintenance contracts. 
Interest expense declined by $.4 million or 3.5%.
Depreciation/Amortization expense declined by $2.5 million of 12.8%. 

Operating EBITDA of $36.4 million was above the same quarter last year by $9.1 million or 33.1%.

FFiscal  Year to Date (Three Quarters)  
Net patient service revenue increased $52.1 million or 7.6% from the same quarter last year due to the volume 
increases listed above. Other revenue declined $17.8 million or 52.1% due mainly due an increase in minority 
interest related to the non-wholly owned hospitals and meaningful use dollars received in the prior year.  Premium 
revenue increased $15.7 million or 273.1% due to an increase in covered lives in the system owned health plan. 

Salaries and benefits (including contract labor) increased $6.4 million or 1.8% as a result of the volume noted 
above.  FTEs per AOB of 4.36 declined from 4.54 for the prior fiscal year to date due to a continued focus on daily 
labor management.
Supply cost as a % of net for the fiscal year to date increase slightly to 17.8% from 17.7% in the prior fiscal year to 
date.  The increase is mainly due to the higher costs of specialty drugs. 
Fees increased $.6 million or 0.7% primarily due to an increase in physician fees. 
Medical costs increased $14.6 million or 270.1% due to an increase in covered lives in the system owned health 
plan. 
All other expenses increased $1.9 million or 2.5% primarily due to an increase in maintenance contracts.
Interest expense declined by $.5 million or 1.5%.    
Depreciation/Amortization expense declined by $7.1 million or 12.1%.

Operating EBITDA of $103.1 million was above the same three quarters last year by $30.2 million or 41.5%.
 

Balance Sheet  
The only significant changes were a result of the normal annual debt service payments.  Other noteworthy items are:  
(1) increase in net accounts receivable of $15.9 million due to the increase in volume and increase in utilization of 
high deductible health plans resulting in an increase in patient liability and a longer collection cycle (2) decrease in 
the fair value of the interest rate swaps of $7.0 million and (3) increase in deferred income of $11.7 million.  The 
deferred income is mainly related to investment earnings and will be included in earnings at the end of the fiscal year. 
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Statistics :   
The following table contains historical utilization statistics and payor mix for the quarters and fiscal years to date 
ended March 31, 2015 and March 31, 2014.

 

Q3 Q3 YTD YTD
FY15 FY14 FY15 FY14

Admissions 15,753 14,538 46,182 42,193
Observation Patients 5,630 5,871 17,469 18,434
Patients in Bed 21,383 20,409 63,651 60,627

Patient Days 74,833 71,613 213,313 204,452
Average Length of Stay 4.75 4.93 4.62 4.85
Average Daily Census (incl. observation patients) 894 861 842 813

Emergency Room Visits 62,282 58,322 190,768 178,093
Urgent Care Visits 24,890 23,063 72,384 64,959

Inpatient Surgeries 2,842 2,660 8,453 8,162
Outpatient Surgeries 5,977 5,923 18,817 17,511
Total Surgical Cases 8,819 8,583 27,270 25,673

FTEs 7,077 6,949 7,012 7,015
FTEs per AOB 4.27 4.33 4.36 4.54

YTD YTD
Payor Mix FY15 FY14
Medicare 29.6% 32.0%
Managed Medicare 21.3% 19.7%
TennCare/Medicaid 14.1% 14.5%
Mangaged Care/Other 27.8% 26.1%
Self-Pay 7.2% 7.7%

100.0% 100.0%



al “patients in a bed” were up 

Total “patients in a bed” were up 





Q4 Q4 YTD YTD
FY15 FY14 FY15 FY14

Admissions 15,867 14,847 62,049 57,040
Observation Patients 5,938 5,784 23,407 24,218
Patients in Bed 21,805 20,631 85,456 81,258

Patient Days 72,893 70,117 286,206 274,569
Average Length of Stay 4.59 4.72 4.61 4.81
Average Daily Census (incl. observation pa 866 834 848 819

Emergency Room Visits 65,089 61,513 255,857 239,606
Urgent Care Visits 21,265 19,570 93,649 84,529

Inpatient Surgeries 2,857 2,849 11,310 11,011
Outpatient Surgeries 6,370 6,593 25,187 24,104
Total Surgical Cases 9,227 9,442 36,497 35,115

FTEs 7,251 7,010 7,071 7,014
FTEs per AOB 4.37 4.34 4.36 4.49

YTD YTD
Payor Mix FY15 FY14
Medicare 29.3% 31.5%
Managed Medicare 21.7% 19.8%
TennCare/Medicaid 14.0% 14.4%
Managed Care/Other 27.9% 26.7%
Self Pay 7.1% 7.5%

100.0% 100.0%





Fitch : Info Center : Press Releases 
     Fitch Affirms Mountain States Health Alliance at 'BBB'; Outlook Stable Ratings
13 Mar 2009 4:01 PM (EDT) 

Fitch Ratings-New York-13 March 2009: Fitch Ratings affirms the 'BBB' underlying rating on approximately $883 million of 
outstanding revenue bonds issued on behalf of Mountain States Health Alliance (MSHA). Additionally, Fitch affirms the 
'BBB' rating on the hospital revenue bonds series 2008C, 2008D, and 2008E which were delayed in 2008 due to market 
conditions and will now be issued as series 2009A, 2009B, and 2009C. The bonds will be issued by the Johnson City 
Health and Educational Facilities Board (VA), Smyth County Industrial Development Authority (VA), and Washington 
County Industrial Development Authority (VA), respectively. The Rating Outlook is Stable. 

The bonds will be issued as fixed-rate, unenhanced tax-exempt bonds, and the proceeds will be used to refund 
approximately $10 million of MSHA's series 2006C bonds and to fund a portion of the costs associated with the pending 
acquisition of Johnson Memorial Hospital (JMH). The bonds are expected to price the week of March 16, 2009.  

The assignment and affirmation of the 'BBB' is supported by MSHA's leading market position, solid liquidity relative to 
expenses, and a history of financial stability. MSHA's acute inpatient market share in its 29 county service area (including 
JMH), encompassing northeast Tennessee, southwest Virginia, and southeast Kentucky, was 36.9% as of 2008. This 
compares favorably to MSHA's only major competitor's (Wellmont Health System; rated 'BBB+' by Fitch) 29.5% market 
share. As of Dec. 31, 2008, MSHA had $400 million of unrestricted cash and investments, equating to 196 days cash on 
hand, which compares favorably to Fitch's 'BBB' category median of 123.5 days. The unrestricted cash and investments 
are down from $466 million as of June 30, 2008 primarily due to $80 million in investment losses ($56 million of which is 
unrealized) and a $61 million collateral posting associated with the negative mark-to-market value of MSHA's swap 
portfolio through the first six months of fiscal 2009. The current investment allocation policy is being reevaluated with a 
likely result of a more conservative investment policy focusing on fixed-income assets (currently MSHA's long-term 
investments are 50% invested equities).  

MSHA has been generating positive income from operations since fiscal 2003, averaging a 1.2% operating margin through 
fiscal 2008, as well as robust operating EBITDA margins during the period, averaging 15.4% annually. Through the six-
month interim period, MSHA's operating margin is at negative 0.3% comparing favorably to the negative 1.8% margin of 
same period last year. Management attributes the improved operating performance to conservative recognition of revenue 
in the interim periods and expects to realize a year end margin of roughly 2%. The year-to-date operating EBITDA margin 
is healthy at 12.1%.  

Credit concerns include MSHA's leveraged financial profile with significant variable rate debt exposure, sizable short-term 
capital commitments associated with JMH, an extensive derivative program, a high proportion of self-pay and Medicaid 
(7.3% and 15.3% of gross revenues, respectively), and high bad debt expense. While debt service coverage remains solid 
at 1.9 times (x) by EBITDA through Dec. 31, 2008, MSHA's Dec. 31, 2008 debt-to-capitalization and proforma MADS as 
percentage of revenue are very high at 83% and 6.7% compared to Fitch's 'BBB' category medians of 47.1% and 3.3%, 
respectively. The total amount committed to JMH is $132 million (see Fitch's Nov. 21, 2008 research report titled 'Mountain 
States Health Alliance, Tennessee - hosp rev bonds ser 2008C, D, & E' available on the Fitch web site at 
'www.fitchratings.com'). Future debt plans are expected to be minimal, but MSHA plans to fund the remainder of its 
commitment to JMH through internal cash flow over the next 1.5 years, however, debt financing is still an option if market 
conditions improve markedly.  

Historically, MSHA has utilized a sizable swap portfolio which, as of Jan. 31, 2009, has a negative mark-to-market value of 
$101.2 million on a notional amount $925.2 million. MSHA has been required to post collateral of $73.5 million as of March 
1, 2009. In response to the recent volatility of the derivative markets, MSHA is reevaluating its derivative policies and 
intends to restructure its derivative portfolio over time as market conditions improve. Also of concern is MSHA's significant 
variable-rate exposure. Approximately two-thirds of the system's total debt is in the form of variable-rate bonds backed by 
a letter of credit from Regions Bank (rated 'A+/F1' with a Negative Outlook by Fitch) and a consortium of other lenders. 
Term-out provisions require that MSHA pay the letter of credit (LOC) bank within 367 days after payment is made on the 
LOC, which could affect MSHA's solid liquidity ratios leading to negative rating pressure.  

The Stable Outlook is based on Fitch's expectation that MSHA's liquidity ratios (relative to expenses) will remain strong 
compared to the 'BBB' medians and that operating performance will remain stable. MSHA expects to generate $128 million 
in operating EBITDA for fiscal 2009 (16.4% operating EBITDA margin). Additionally, MSHA is at the end of its hospital 



Copyright © 2010 by Fitch, Inc., Fitch Ratings Ltd. and its subsidiaries.  

acquisition program (although considerable capital spending is expected to continue) which should allow management to 
concentrate on integrating its newly acquired affiliates and improving its core operations.  

Headquartered in Johnson City, Tennessee, MSHA is a large, integrated health care system with 14 hospitals (1,699 
licensed beds) and other related entities, primarily serving Northeast Tennessee, Southwest Virginia, and two neighboring 
states. In fiscal year 2008, MSHA had total operating income of $756.3 million. MSHA covenants to provide annual and 
quarterly financial and operational disclosure to the nationally recognized municipal information securities repositories 
(NRMSIRSs).  

Contact: Carolyn Tain +1-212-908-0341 or Jonathan Mandel +1-212-908-0230, New York.  

Media Relations: Sandro Scenga, New York, Tel: +1 212-908-0278, Email: sandro.scenga@fitchratings.com.  

Fitch's rating definitions and the terms of use of such ratings are available on the agency's public site, 
'www.fitchratings.com'. Published ratings, criteria and methodologies are available from this site, at all times. Fitch's code 
of conduct, confidentiality, conflicts of interest, affiliate firewall, compliance and other relevant policies and procedures are
also available from the 'Code of Conduct' section of this site. 









     Fitch Upgrades Mountain States Health Alliance bonds to 'BBB+' from 'BBB'; Outlook Stable 
Ratings

15 Dec 2010 11:45 AM (EST) 

Fitch Ratings-New York-15 December 2010: Fitch Ratings has upgraded the rating on Mountain States Health Alliance's (MSHA) outstanding 
debt to 'BBB+' from 'BBB'. The Rating Outlook is Stable. MSHA has approximately $1 billion of total outstanding debt with an underlying debt 
mix of 64% fixed-rate and 36% variable-rate demand bonds (supported by letters of credit). 

SECURITY:
MSHA has granted a security interest in its pledged assets and a mortgage on Johnson City Medical Center and Sycamore Shoals Hospital. In 
addition, there is a debt service reserve fund on certain debt.  

RATING RATIONALE: 
--The rating upgrade is due to MSHA's strong market position, consistent exceptional operating cash flow margins, and solid days cash on 
hand. 
--MSHA's market position has strengthened over the last two years due to MSHA's acquisition activity, with minimal activity expected in the near 
future as MSHA continues to integrate the newer facilities into the system.  
--MSHA has been significantly investing in its plant with three new replacement facilities and an expansion at its flagship facility, Johnson City 
Medical Center (JCMC), and capital needs are expected to moderate in the next three to four years. 
--MSHA has also reduced the risk in its debt and investment portfolio since 2008. 
--The main credit concerns continue to be MSHA's high debt burden, which management has committed to reduce once it reaches their days 
cash on hand target of 250 (231.5 as of Sept. 30, 2010).  

KEY RATING DRIVERS: 
--Maintenance of strong operating cash flow and liquidity. 
--Upward movement of the rating would be dependent on MSHA reducing its debt burden while maintaining its strong operating cash flow and 
liquidity position. 
--Negative rating pressure would occur if MSHA's financial profile deteriorates.  

CREDIT SUMMARY: 
The rating upgrade is due to MSHA's strong market position, consistent exceptional cash flow margins, and solid days cash on hand. MSHA 
was formed in 1998 from the acquisition of five hospitals in Tennessee from Columbia/HCA. Since that time, MSHA has grown to a 14-hospital 
system through several acquisitions from 2005-2009, which has extended MSHA's service area to Virginia. Management indicated that there 
are no future acquisitions planned, especially since there are limited sole providers remaining in the service area. MSHA's acute inpatient 
market share in its 29-county service area was 36.5% in 2009, which compares favorably to MSHA's only major competitor's (Wellmont Health 
System; rated 'BBB+' by Fitch) 29.5% market share.

MSHA has been investing significantly in its plant, which has totaled approximately 2 times (x) depreciation expense in fiscal 2009 and 2010. 
Major capital projects include three new replacement hospitals and an expansion of surgical space at the flagship facility. In July 2010, a new 
80-bed facility opened (Franklin Woods Community Hospital), which replaced two of MSHA's existing facilities, North Side Hospital and Johnson 
City Specialty Hospital. The construction was under budget and the new hospital is expected to improve efficiency as a result of the 
consolidation of services on one campus and better location. The two other replacement facilities are for Johnston Memorial Hospital and Smyth 
County Community Hospital, which are expected to be completed by May 2011 and November 2011, respectively. MSHA's flagship facility,
JCMC, will expand its surgical space with the construction of 16 new surgery suites (by 2013). A portion of this project is expected to be funded 
by $45 million of additional debt in fiscal 2012. The high intensity of capital spending is expected through fiscal 2012 with capital commitments 
of $99 million in fiscal 2011 and $110 million in fiscal 2012, and is then expected to return to more moderate levels of approximately $70 million-
$80 million a year. The main source of funding will be operating cash flow except for $15 million of unspent bond proceeds and $45 million of 
additional debt expected in fiscal 2012. Management's projections include rebuilding the balance sheet to 250 days cash on hand beginning in 
fiscal 2012.  

As of Sept. 30, 2010 MSHA had $554 million of unrestricted cash and investments, equating to a solid 231.5 days cash on hand, which
compares very favorably to Fitch's 'BBB' category median of 122.2 days. Management's target is to maintain approximately 250 days cash on 
hand and any excess cash flow generated will be used to reduce its debt. MSHA's investment policy was revised in June 2010 and is
conservative. The revised policy has allocated at least 110 days cash on hand in highly liquid fixed-income securities, and investments over the 
110-day threshold would be invested in no more than 50% equities. Cash-to-debt of 53.6% at Sept. 30, 2010 compares unfavorably to the 'BBB' 
category median of 75.9% and is reflective of MSHA's sizeable debt load.  

MSHA's operating performance in fiscal 2010 has shown improvement despite approximately $6 million of accelerated depreciation expense. 
The operating margin improved to 1.7% compared to 0.8% in fiscal 2009 and 0.6% in fiscal 2008. Operating cash flow has consistently been 
outstanding and is one of the highest in Fitch's portfolio with a 14.8% annual average operating cash flow margin over the last five years 
compared to the 'BBB' category median of 8.7%. For the interim period (three months ended Sept. 30, 2010), operating performance is ahead of 
the prior year. Management expects further opportunity for improvement as the Virginia facilities become better integrated into the system in 
addition to its initiatives related to health care reform.  

Fitch's main credit concern is MSHA's sizeable debt load and fairly aggressive capital structure. Despite MSHA's strong operating cash flow, 



debt service coverage is adequate at 2.2x by EBITDA for fiscal 2010 compared to 1.8x in fiscal 2009 and Fitch's 'BBB' median of 2.5x. The only 
future new money debt plans include $45 million in fiscal 2012, which has been factored into this rating action. Fitch expects MSHA to grow into 
its debt burden due to limited near-term acquisition activity, moderation of capital spending, and continued strong operating cash flow that 
should allow for liquidity growth and subsequently the paydown of some debt. Management has stated its intent to reduce its debt load and did 
pay off an additional $12 million in capital leases and other debt in fiscal 2010.  

MSHA's total outstanding debt is approximately $1 billion with $667 million underlying fixed-rate and $375 million variable-rate demand 
obligations (VRDOs). The letters of credit (LOC) were successfully replaced in 2010 with three new banks and the agreements contained better 
covenants. The current LOCs expire in 2013 and the term-out provision under the agreements is three years. MSHA's outstanding swap 
portfolio includes a $132 million fixed payor swap, $438 million of basis swaps, and a $224 million swaption. The total mark-to-market value of 
the portfolio was negative $29.895 million as of Nov. 12, 2010 and MSHA was posting $5.1 million of collateral (not including the swaption that 
has a related guaranteed investment contract [GIC] of approximately $89 million). Management intends to terminate some or all of its fixed 
payor swaps when market conditions permit and the swaption is expected to terminate in July 2011 when MSHA has the right to terminate,
which would result in the release of the GIC. Fitch views MSHA's capital structure as fairly aggressive especially for the rating level; however, 
Fitch believes its liquidity position as well as strong management and board oversight mitigates this risk.  

MSHA recently adopted a new strategic plan that includes the development of an accountable care organization (ACO) to improve the delivery 
of care. Fitch views MSHA's progress in the ACO strategy favorably, and believes it should lead to lower costs and improved quality of care. 
MSHA has an integrated network identified and has been participating in various pilot programs (e.g. Premier). Mountain States Medical Group 
is a key part of the strategy and the number of employed physicians currently totals 230 and is expected to increase further.  

The Stable Outlook is based on Fitch's expectation that MSHA will continue to generate strong operating cash flow to service its debt load and 
capital needs. Fitch expects that over time MSHA will continue to grow its liquidity, which should allow MSHA to reduce its leverage.  

Headquartered in Johnson City, Tennessee, MSHA is a large regional health care system with 14 hospitals (1,789 licensed beds) and other 
related entities, primarily serving northeast Tennessee and southwest Virginia. MSHA has a ranging membership interest (50.1%-80%) in three 
of the most recent additions to the system (Smyth County Community Hospital, Norton Community Hospital, Johnston Memorial Hospital). In 
fiscal 2010, MSHA had total operating revenue of $944 million. MSHA covenants to provide annual and quarterly financial and operational 
disclosure to the nationally recognized municipal information securities repositories (NRMSIRS).  

Contact:  

Primary Analyst 
Emily Wong 
Senior Director 
+1-212-908-0651 
Fitch, Inc. 
One State Street Plaza 
New York, NY 10004  

Secondary Analyst 
Gary Sokolow 
Director 
212-908-1186  

Committee Chairperson 
Jeff Schaub 
Managing Director 
+1-212-908-0680  

Media Relations: Cindy Stoller, New York, Tel: +1 212 908 0526, Email: cindy.stoller@fitchratings.com.  

Additional information is available at 'www.fitchratings.com'  

Applicable Criteria and Related Research:  
--'Revenue-Supported Rating Criteria', dated Oct. 8, 2010 
--'Nonprofit Hospitals and Health Systems Rating Criteria', dated Dec. 29, 2009.  

For information on Build America Bonds, visit 'www.fitchratings.com/BABs'. 

Applicable Criteria and Related Research:
Revenue-Supported Rating Criteria 
Nonprofit Hospitals and Health Systems Rating Criteria 

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS. PLEASE READ THESE LIMITATIONS AND 
DISCLAIMERS BY FOLLOWING THIS LINK: HTTP://FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS. IN ADDITION, RATING 
DEFINITIONS AND THE TERMS OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S PUBLIC WEBSITE 
'WWW.FITCHRATINGS.COM'. PUBLISHED RATINGS, CRITERIA AND METHODOLOGIES ARE AVAILABLE FROM THIS SITE AT ALL 
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TIMES. FITCH'S CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF INTEREST, AFFILIATE FIREWALL, COMPLIANCE AND 
OTHER RELEVANT POLICIES AND PROCEDURES ARE ALSO AVAILABLE FROM THE 'CODE OF CONDUCT' SECTION OF THIS SITE.
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US$107.495 mil hosp rev bnds (Mountain States Hlth Alliance) ser 2010A due 07/01/2038

Long Term Rating BBB+/Stable New

US$104.165 mil taxable hosp rev bnds (Mountain States Hlth Alliance) ser 2010B due 07/01/2038

Long Term Rating BBB+/Stable New

US$60.525 mil hosp rev bnds (Mountain States Hlth Alliance) ser 2010D due 07/01/2038

Long Term Rating BBB+/Stable New

US$38.905 mil hosp rev bnds (Mountain States Hlth Alliance) ser 2010C due 07/01/2038

Long Term Rating BBB+/Stable New

Mountain States Health Alliance ICR

Long Term Rating BBB+/Stable Affirmed

Rationale

Standard & Poor's Ratings Services assigned its 'BBB+' long-term rating to the Health and Educational Facilities

Board of the City of Johnson City, Tenn.'s $107.495 million tax-exempt series 2010A and $104.165 million taxable

series 2010B fixed-rate bonds. Standard & Poor's also assigned its 'BBB+' long-term rating to the Industrial

Development Authority of Smyth County, Va..'s $38.905 million series 2010C tax-exempt fixed-rate bonds, and the

Industrial Development Authority of Russell County, Va.'s $60.525 million series 2010D tax-exempt fixed-rate

bonds. All series were issued for Mountain States Health Alliance, Tenn. (MSHA). Standard & Poor's also affirmed

its 'BBB+' issuer credit rating (ICR) on MSHA and its 'BBB+' long-term rating underlying rating (SPUR) on all other

rated bonds issued for MSHA by various issuers. The outlook is stable.

Series 2010A, C, and D bonds will fully refund $184.8 million of combined 2007A, 2007C, and 2008B series

bonds. The series 2010B taxable fixed-rate bonds will refund the next 10 years of principal payments of the series

2007B bonds, an amount equal to $91.7 million. Other than the funding of a debt service reserve and costs of

issuance, no new money is being borrowed.

More specifically the 'BBB+' rating reflects:
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• MSHA's excellent business position, which is characterized by solid demographics, a high market share, and a

broad range of services;

• Strong management and governance, which is reflected in a favorable performance record since the system's

creation in 1998;

• Continued strong financial performance, highlighted by very strong fiscal-year EBIDA margins, a sixth

consecutive year of operating profitability in fiscal 2009, and solid liquidity for the rating level based on days'

cash on hand; and

• The leveling-off of MSHA sizable capital and debt financing needs as there are few remaining independent

hospital acquisition targets in the service area. Future debt increases should be limited as the system can handle

most of its remaining capital needs with cash flow.

MSHA's sizable debt and accompanying high leverage remain the system's most significant credit risk. The system

has a pro forma debt-to-capital ratio of 78% and a debt burden of 6.8% of revenue. Even with typical EBIDA

margins of 14%-18%, maximum annual debt service (MADS) coverage has historically been below median 'BBB+'

levels. On a pro forma basis, MADS coverage is 2.0x based on fiscal year-end 2009 results.

Standard & Poor's Debt Derivative Profile (DDP) overall score on MSHA's swap portfolio is '2.5' on a scale of '1.0'

to '4.0', whereby '1.0' represents the lowest risk. The overall DDP score of '2.5' reflects Standard & Poor's view

that MSHA's swap exposure is a low to moderate credit risk at this time. MSHA has two total return swaps with a

total notional amount of $50 million whose counterparty was Lehman Brothers Special Financing Inc., guaranteed

by Lehman Brothers Inc. The timing for termination of those swaps is uncertain pending resolution of issues related

to Lehman's bankruptcy. MSHA estimates the mark-to-market value of the Lehman swaps to be negative $11

million, against which MSHA has posted $12.6 million of collateral. Standard & Poor's does not count collateral

funds as unrestricted liquidity, so the possibility of paying a termination cost is not likely to have a major credit

impact.

Merrill Lynch is the counterparty for two other swaps, including a $438 million constant maturity swap with a

mark-to-market value in MSHA's favor of $7.1 million, and a $132 million fixed-payer swap with a

mark-to-market value of negative $16.3 million, against which MSHA has no posted collateral (all figures as of Jan.

15, 2010).

MSHA had $532 million of unrestricted liquidity on Sept. 30, 2009, net of $13.1 million of posted swap collateral.

Should the swaps terminate, there will be a modest negative effect since the swaps generate positive cash flow,

including $1.1 million for the first three months of fiscal 2010. However, MSHA will easily be able to absorb the

lost income, given its $37 million of EBIDA for the first quarter (EBIDA was $123 million for the full year ended

June 2009).

Outlook

The outlook is stable. Additional risk related to MSHA's high debt levels is offset by the business position, benefits

of the system's acquisition activity over the past several years, MSHA's favorable record of integrating acquired

facilities, and the natural improvement in debt ratios that will occur as the system's results begin to reflect the

acquired facilities for a full year in fiscal 2010. Also adding to credit stability is MSHA's history of maintaining solid

earnings. However, given that debt service coverage is low for the rating level, the system's high debt burden

remains a credit concern. We do not expect a higher rating until MSHA's debt levels moderate. Although not
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expected, should balance sheet metrics become more constrained, a lower rating or negative outlook would be

likely.

Organizational Profile

Since its formation in 1998, MSHA has nearly tripled its asset base and net patient revenues to roughly $1.9 billion

and $840 million, respectively. Due in large part to its acquisition strategy, the system's pro forma debt has doubled

since 2005 and is now very high at over $1 billion. The system's growth was accomplished through strategic

hospital acquisitions in its core northeastern Tennessee and southwest Virginia service areas. With the 2009

acquisition of a 50.1% stake in Johnston Memorial Hospital (JMH) in Abingdon, Va., MSHA now owns and

operates 11 acute-care facilities and one psychiatric hospital, led by the flagship Johnson City Medical Center, a

623-licensed-bed tertiary regional provider. The system's hospital facilities include 1,780 staffed acute-care beds.

The system also includes a range of outpatient facilities and ancillary services, such as a home health agency, a

hospice, and other facilities including the ownership and management of medical office buildings. The affiliation

with JMH completed MSHA's hospital acquisition strategy, which has included the acquisition of five Virginia

hospitals over the past three years.

MSHA also operates a number of physician practices employing about 172 physicians. MSHA has steadily reduced

losses at the physician practices through a modest attrition in the number of physicians, improvements in

compensation when contracts were renewed, and other efficiency measures. However, MSHA does not intend to

discontinue the employment of physicians, nor does its competitor, Wellmont, which also has staff physicians as

part of its recruiting, retention, and market share strategies.

Since the system's creation in 1998, management and governance have evolved effectively, with a strong central

leadership focused on maximizing the system's potential as a whole, as evidenced by the consolidation efforts in its

core market of Washington County. In addition, management has broadened the access to managed-care contracts

for all of the facilities, while centralizing the negotiations at the system level. It has also centralized other functions

like billing and collections, purchasing, and laboratory services. The board improved its effectiveness by reducing its

size to a very manageable 13 members, and has upheld its values of strong planning, education, and transparency.

Market Position

The system's defined market area has broadened significantly over with its acquisition activity. The core service area

now has 13 counties in Tennessee and Virginia, of which MSHA has approximately 52% market share, including

JMH. Today only about 30% of the system's patients originate from its original home county of Washington

County, Tenn. In the broader 29-county service area, MSHA has a 37% share, and Wellmont, 30%, with no

significant third player.

Wellmont has acquired three hospitals in its secondary service area within the past two to three years and is in the

midst of a sizable renovation of its largest campus, Holston Valley Medical Center. We believe that the spate of

acquisitions by both health systems over the past several years has largely played out as there are very few remaining

independent hospitals in the region. While the service area remains very competitive, its market characteristics

remain favorable in terms of population growth and the market's size will continue to support two sizable

competitors.
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While MSHA's market share is extremely strong in the core Washington County market, Wellmont Health System

dominates in adjacent Sullivan County. The nine-hospital Wellmont has two flagship hospitals in Sullivan County,

with combined admissions of roughly 30,000, while MSHA has a relatively modest-size facility, Indian Path Medical

Center (7,873 admissions in fiscal 2009). Historically, Sullivan County was the only part of MSHA's primary service

area where the two systems competed head to head, whereas in other parts of their service areas, MSHA and

Wellmont generally did not overlap. However, they are increasingly overlapping in their service areas. For example,

MSHA traditionally had no hospitals in Virginia, while Wellmont did. However, recent affiliations with the five

Virginia hospitals have thrust MSHA into a service area that traditionally has fed Wellmont's facilities. The two

systems now compete head-on in Norton, Va., a two-hospital town where in 2007, MSHA acquired a 50.1%

ownership Norton Community Hospital, while Wellmont acquired the other one (Mountain View).

Competition in Sullivan County is likely to heat up soon due to Wellmont's major renovation of its flagship campus,

Holston Valley Medical Center, at an estimated cost of more than $100 million.

Projects Update

Niswonger Children's Hospital

MSHA completed and opened the $34 million Niswonger Children's Hospital on March 2, 2009. The project,

which created the region's first free-standing children's hospital, expanded pediatric services at the Johnson City

Medical Center by seven beds. About $25 million of the project's cost was funded through philanthropy.

Franklin Woods Community Hospital (FWCH)

FWCH is a new $118 million, 80-bed hospital replacement facility that will replace the inpatient acute-care services

at MSHA's North Side Hospital and its Johnson City Specialty Hospital. FWCH is expected to open in May/June

2010. North Side Hospital will remain open and serve outpatients and provide skilled nursing care.

Johnston Memorial Hospital (JMH)

Series 2009E bonds funded MSHA's acquisition of a 50.1% interest in the 135-bed JMH in April 2009. MSHA is

building a 250,000-square-foot replacement hospital next to the JMH cancer center in Abingdon, Va., which

opened in 2007. The new hospital is scheduled to open in March 2011.

Finances

MSHA demonstrated modest operating performance improvement during fiscal 2009. For the year ended June 30,

net operating income climbed to $7 million, or a 0.83% margin on $840 million in total operating revenues,

compared with $6.2 million, or a 0.82% margin, on $756 million in revenues in fiscal 2008. Although inpatient

admissions grew to 57,127 in fiscal 2009 from 54,307 in fiscal 2008, volume growth was largely generated from

acquisitions, and not same-store volumes, which were flat. Fiscal 2010 will be the first full year of operating results

with the acquired facilities, and MSHA is budgeting $16 million in operating revenues (1.6% margin) on $1.0

billion in total operating income. The system is forecasting 9.1% inpatient volume growth to 62,305 from 57,127 in

2009. MSHA estimates that it will be eligible for about $46 million in stimulus payments over the next five years.

However, no stimulus funds are included in the system's 2010 budget or five-year forecast.

In 2009 MSHA implemented revenue and expense initiatives including eliminating 126 staffers, restricting hiring,
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limiting travel, and eliminating pay increases for management. Additionally, the system closed its Indian Path

Pavilion (a behavioral health facility), which will create about $3 million in annual savings. Management has also

identified about $7.5 million of revenue enhancement opportunities for its operations in southwest Virginia. No

TennCare cuts are expected for 2010 and management expects no increase in Virginia Medicaid for 2010. But

TennCare cuts are a possibility for 2011. Other expected major payor increases are 5%-7% for fiscal 2010.

EBIDA margin was 14.4% for fiscal 2009. Pro forma MADS coverage, based on MADS of $71 million, was 1.9x

based on June 30, 2009, fiscal year-end results.

Net excess income for the year was $21.2 million due to $19.1 million of interest, dividend, and derivative related

income that was offset by realized investment losses.

Interim Financial Performance: Sept. 30, 2009 ( Three Months)

Through the first three months of fiscal 2010, MSHA reported an operating loss of $2.4 million on $235 million in

operating revenues. First quarter losses are typical for MSHA since it is their practice is to be very conservative in

realizing income early in the year. Last year the system reported a first quarter operating loss of $546,000 on $204

million of operating revenues.

Balance Sheet

MSHA's aggressive pace of acquisitions has positioned the system to compete effectively in its core service area;

however, those investments have leveraged the system's balance sheet and limited the growth in unrestricted

liquidity despite solid operating cash flow.

Unrestricted cash and investments totaled $515 million at fiscal year-end 2009, equal to 242 days' cash. The

system's target asset allocations include maintaining 165 days' cash in high-quality and highly liquid fixed-income

investments. Above 165 days' cash, the system may invest in equities up to an allocation limit of 50%. MSHA does

not invest in hedge funds or in private equity. Long-term debt to capitalization is high at 79%. Due to high system

leverage, year-end cash to debt was 48%, which is well below the median for the current rating. MSHA remains in

compliance with all bond covenants. We expect that leverage and liquidity metrics will improve over the next several

years now that the system's acquisition program is essentially complete.

Debt Derivative Profile

MSHA's DDP overall score is a '2.5' on a scale of '1' to '4', whereby '1' represents the lowest risk. The score of '2.5'

reflects Standard & Poor's view that MSHA's swap exposure is a low to moderate credit risk at this time.

The key components of the overall DDP score of '2.5' are:

• There are strong management practices, including a written swap policy, frequent communication of swap

performance to the board, good audit disclosure related to swaps, and the use of independent financial advisers to

assist in evaluating swap strategies and performance.

• The termination and collateral-posting risk is offset from a credit standpoint by MSHA's collateral being clearly

segregated from unrestricted liquidity, and none of the collateral is included in any of Standard & Poor's
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unrestricted liquidity calculations.

Related Research

• USPF Criteria: Not-For-Profit Health Care, June 14, 2007

• USPF Criteria: Debt Derivative Profile Scores, March 27, 2006

• Criteria: Methodology And Assumptions: Approach To Evaluating Letter Of Credit-Supported Debt, July 6, 2009

Ratings Detail (As Of January 22, 2010)

Mountain States Health Alliance

Unenhanced Rating BBB+(SPUR)/Stable Affirmed

Johnson City Hlth & Ed Fac Brd, Tennessee

Mountain States Hlth Alliance, Tennessee

Johnson City Hlth & Ed Fac Brd (Mountain States Health Alliance)

Long Term Rating BBB+/Stable Affirmed

Johnson City Hlth & Ed Fac Brd (Mountain States Health Alliance) hosp VRDO ser 2007A

Long Term Rating AA/A-2 Affirmed

Unenhanced Rating BBB+(SPUR)/Stable Affirmed

Johnson City Hlth & Ed Fac Brd (Mountain States Health Alliance) hosp VRDO ser 2007B

Long Term Rating AA/A-2 Affirmed

Unenhanced Rating BBB+(SPUR)/Stable Affirmed

Johnson City Hlth & Ed Fac Brd (Mountain States Health Alliance) hosp VRDO ser 2008A

Long Term Rating AA/A-2 Affirmed

Unenhanced Rating BBB+(SPUR)/Stable Affirmed

Johnson City Hlth & Ed Fac Brd (Mountain States Hlth Alliance) hosp rev bnds (Mountain States Hlth Alliance) ser 2010A due 07/01/2038

Long Term Rating NR

Johnson City Hlth & Ed Fac Brd (Mountain States Hlth Alliance) taxable hosp rev bnds (Mountain States Hlth Alliance) ser 2010B due 07/01/2038

Long Term Rating NR

Johnson City Hlth & Ed Fac Brd (Mountain States Health Alliance)

Unenhanced Rating BBB+(SPUR)/Stable Affirmed

Russell Cnty Indl Dev Auth, Virginia

Mountain States Hlth Alliance, Tennessee

Russell Cnty Indl Dev Auth (Mountain States Health Alliance) hosp VRDO ser 2008B

Long Term Rating AA/A-2 Affirmed

Unenhanced Rating BBB+(SPUR)/Stable Affirmed

Smyth Cnty Indl Dev Auth, Virginia

Mountain States Hlth Alliance, Tennessee

Smyth Cnty Indl Dev Auth (Mountain States Health Alliance)

Long Term Rating BBB+/Stable Affirmed

Smyth Cnty Indl Dev Auth (Mountain States Health Alliance) hosp VRDO ser 2007C

Long Term Rating AA/A-2 Affirmed

Unenhanced Rating BBB+(SPUR)/Stable Affirmed
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Washington Cnty Indl Dev Auth, Virginia

Mountain States Hlth Alliance, Tennessee

Washington Cnty Indl Dev Auth (Mountain States Health Alliance)

Long Term Rating BBB+/Stable Affirmed

Many issues are enhanced by bond insurance.
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Summary:

Mountain States Health Alliance, TN's Series
2008A Bonds Rating Raised To 'AAA/A-1+';
Joint Criteria
Credit Profile

Johnson City Hlth & Ed Fac Brd, Tennessee

Mountain States Hlth Alliance, Tennessee

Johnson City Hlth & Ed Fac Brd (Mountain States Health Alliance) hosp VRDO ser 2008A

Long Term Rating AAA/A-1+ Upgraded

Unenhanced Rating BBB+(SPUR)/Stable Affirmed

Rationale

Standard & Poor's Ratings Services raised its rating on Johnson City Health and Educational Facilities, Tenn.'s

hospital revenue bonds series 2008A, issued on behalf of Mountain States Health Alliance (MSHA), to 'AAA/A-1+'

from 'AA-/A-2' based on the substitution of the letter of credit (LOC) to one provided by U.S. Bank N.A.

(AA-/A-1+) from the LOC provided by Regions Bank (BBB/A-2). The long term component of the rating is based

jointly on the combined rating of MSHA (BBB+) and the LOC provided by U.S. Bank N.A. The short term

component of the rating is based solely on the LOC provided by U.S. Bank N.A.

The LOC provides coverage for the payment of principal of and interest on the bonds, including the payment of

unremarketed tendered bonds. The LOC provides for a maximum of 37 days of interest coverage at the maximum

rate of 12% per annum. If interest is not re-instated following an interest drawing, then the trustee is directed to

declare an acceleration with interest ceasing to accrue on the first business day following declaration of acceleration.

The LOC is scheduled to expire on Sept. 29, 2013, unless earlier extended or terminated pursuant to their terms.

For more information on MSHA's 'BBB+' issuer credit rating, see "Mountain States Health Alliance, Tennessee,"

published Jan. 22, 2010, on RatingsDirect on the Global Credit Portal.

Related Criteria And Research

• Criteria: Methodology And Assumptions: Approach To Evaluating Letter Of Credit-Supported Debt, July 6, 2009

• Criteria: Joint Support Criteria Update, April 22, 2009

• USPF Criteria: Municipal Applications For Joint Support Criteria, June 25, 2007

Complete ratings information is available to RatingsDirect subscribers on the Global Credit Portal at

www.globalcreditportal.com and RatingsDirect subscribers at www.ratingsdirect.com. All ratings affected by this

rating action can be found on Standard & Poor's public Web site at www.standardandpoors.com. Use the Ratings

search box located in the left column.
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Summary:

Mountain States Health Alliance, TN's Series
2008B Bonds Rating Raised To 'AAA/A-1+';
Joint Criteria
Credit Profile

Russell Cnty Indl Dev Auth, Virginia

Mountain States Hlth Alliance, Tennessee

Russell Cnty Indl Dev Auth (Mountain States Health Alliance) hosp VRDO ser 2008B

Long Term Rating AAA/A-1+ Upgraded

Unenhanced Rating BBB+(SPUR)/Stable Affirmed

Rationale

Standard & Poor's Ratings Services raised its rating on Russell County Industrial Development Authority, Va.'s

hospital revenue bonds series 2008B, issued on behalf of Mountain States Health Alliance, Tenn. (MSHA), to

'AAA/A-1+' from 'AA-/A-2', based on the substitution of the letter of credit (LOC) to one provided by U.S. Bank

N.A. (AA-/A-1+) from one provided by Regions Bank (BBB/A-2). The long-term component of the rating is based

jointly (assuming low correlation) on the combined rating of MSHA (BBB+) and the LOC provided by US Bank

N.A. The short-term component of the rating is based solely on the LOC provided by U.S. Bank NA.

The LOC provides coverage for the payment of principal of and interest on the bonds, including the payment of

unremarketed tendered bonds. The LOC provides for a maximum of 37 days of interest coverage at the maximum

rate of 12% per annum. If interest is not re-instated following an interest drawing, then the trustee is directed to

declare an acceleration with interest ceasing to accrue on the first business day following declaration of acceleration.

The LOC is scheduled to expire on Sept. 29, 2013, unless earlier extended or terminated pursuant to their terms.

For more information on MSHA's 'BBB+' issuer credit rating, see "Mountain States Health Alliance, Tennessee,"

published Jan. 22, 2010, on RatingsDirect on the Global Credit Portal.

Related Criteria And Research

• Criteria: Methodology And Assumptions: Approach To Evaluating Letter Of Credit-Supported Debt, July 6, 2009

• Criteria: Joint Support Criteria Update, April 22, 2009

• USPF Criteria: Municipal Applications For Joint Support Criteria, June 25, 2007

Complete ratings information is available to RatingsDirect subscribers on the Global Credit Portal at

www.globalcreditportal.com and RatingsDirect subscribers at www.ratingsdirect.com. All ratings affected by this

rating action can be found on Standard & Poor's public Web site at www.standardandpoors.com. Use the Ratings

search box located in the left column.
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Summary:

Mountain States Health Alliance, TN's Series
2007B Bonds Rating Raised To 'AAA/A-1+’;
Joint Criteria
Credit Profile

Johnson City Hlth & Ed Fac Brd, Tennessee

Mountain States Hlth Alliance, Tennessee

Johnson City Hlth & Ed Fac Brd (Mountain States Health Alliance) hosp VRDO Taxable ser 2007B-1

Long Term Rating AAA/A-1+ Upgraded

Unenhanced Rating BBB+(SPUR)/Stable Affirmed

Rationale

Standard & Poor's Ratings Services raised its rating on Johnson City Health and Educational Facilities Board,

Tenn.'s (Mountain States Health Alliance) hospital revenue bonds series 2007B (taxable) to 'AAA/A-1+' from

'AA-/A-2', following the splitting of the series 2007B bonds into sub-series 2007B-1 (taxable), sub-series 2007B-2

(taxable), and sub-series 2007B-3 (taxable); and the substitution of current letter of credit (LOC) with individual

LOCs. The long-term component of the rating on all three sub-series will be based on joint criteria (assuming low

correlation). The obligor is rated 'BBB+/Stable'. The series 2007B-1 (taxable) bonds will be enhanced with a LOC

provided by U.S. Bank N.A. (AA-/A-1+). The series 2007B-2 (taxable) bonds will be enhanced with a LOC provided

by PNC Bank National Association (A+/A-1). The series 2007B-3 (taxable) bonds will be enhanced with a LOC

provided by Mizuho Corporate Bank (A+/A-1). The short-term component on the individual series will be based

solely on the LOC providers.

The LOCs provide coverage for the payment of principal of and interest on the bonds, including the payment of

unremarketed tendered bonds. The LOCs provide for a maximum of 37 days of interest coverage at the maximum

rate of 12% per annum. If interest is not reinstated following an interest drawing, then the trustee is directed to

declare an acceleration, with interest ceasing to accrue on the first business day following declaration of

acceleration. The LOCs are scheduled to expire on Sept. 29, 2013, unless earlier extended or terminated pursuant to

their terms.

For more information on MSHA's 'BBB+' ICR rating, see "Mountain States Health Alliance, Tennessee," published

Jan. 22, 2010, on RatingsDirect on the Global Credit Portal.

Related Criteria And Research

• Criteria: Methodology And Assumptions: Approach To Evaluating Letter Of Credit-Supported Debt, July 6, 2009

• Criteria: Joint Support Criteria Update, April 22, 2009

• USPF Criteria: Municipal Applications For Joint Support Criteria, June 25, 2007

Complete ratings information is available to RatingsDirect subscribers on the Global Credit Portal at
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www.globalcreditportal.com and RatingsDirect subscribers at www.ratingsdirect.com. All ratings affected by this

rating action can be found on Standard & Poor's public Web site at www.standardandpoors.com. Use the Ratings

search box located in the left column.

www.standardandpoors.com/ratingsdirect 3
THIS WAS PREPARED EXCLUSIVELY FOR USER RYAN  SCHELL.

NOT FOR REDISTRIBUTION UNLESS OTHERWISE PERMITTED.
823481 | 302368598

Summary: Mountain States Health Alliance, TN's Series 2007B Bonds Rating Raised To 'AAA/A-1+’; Joint Criteria



S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P reserves the right to disseminate

its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites, www.standardandpoors.com (free of charge), and www.ratingsdirect.com
and www.globalcreditportal.com (subscription) and www.spcapitaliq.com (subscription) and may be distributed through other means, including via S&P publications and third-

party redistributors. Additional information about our ratings fees is available at www.standardandpoors.com/usratingsfees.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective activities. As a result,
certain business units of S&P may have information that is not available to other S&P business units. S&P has established policies and procedures to maintain the
confidentiality of certain nonpublic information received in connection with each analytical process.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain regulatory purposes, S&P
reserves the right to assign, withdraw, or suspend such acknowledgement at any time and in its sole discretion. S&P Parties disclaim any duty whatsoever arising out of the
assignment, withdrawal, or suspension of an acknowledgment as well as any liability for any damage alleged to have been suffered on account thereof.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and not statements of fact.
S&P's opinions, analyses, and rating acknowledgment decisions (described below) are not recommendations to purchase, hold, or sell any securities or to make any

investment decisions, and do not address the suitability of any security. S&P assumes no obligation to update the Content following publication in any form or format. The

Content should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients when making
investment and other business decisions. S&P does not act as a fiduciary or an investment advisor except where registered as such. While S&P has obtained information from
sources it believes to be reliable, S&P does not perform an audit and undertakes no duty of due diligence or independent verification of any information it receives.

No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any part thereof (Content) may be

modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval system, without the prior written permission of

Standard & Poor's Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be used for any unlawful or unauthorized purposes. S&P and any third-party

providers, as well as their directors, officers, shareholders, employees or agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or

availability of the Content. S&P Parties are not responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results obtained from the use

of the Content, or for the security or maintenance of any data input by the user. The Content is provided on an "as is" basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS

OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM

FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING WILL BE UNINTERRUPTED, OR THAT THE CONTENT WILL OPERATE WITH ANY

SOFTWARE OR HARDWARE CONFIGURATION. In no event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive,

special or consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs or losses caused by

negligence) in connection with any use of the Content even if advised of the possibility of such damages.

Copyright © 2015 Standard & Poor's Financial Services LLC, a part of McGraw Hill Financial. All rights reserved.

www.standardandpoors.com/ratingsdirect 4
THIS WAS PREPARED EXCLUSIVELY FOR USER RYAN  SCHELL.

NOT FOR REDISTRIBUTION UNLESS OTHERWISE PERMITTED.
823481 | 302368598



Johnson City Health and
Educational Facilities Board,
Tennessee
Mountain States Health Alliance;
Joint Criteria; System
Primary Credit Analyst:
Karl Propst, Dallas (1) 214-871-1427; karl_propst@standardandpoors.com

Secondary Contact:
Liz Sweeney, New York (1) 212-438-2102; liz_sweeney@standardandpoors.com

Table Of Contents

Rationale

Outlook

Organizational Profile

Market Position

Projects Update

Finances

Balance Sheet

Debt Derivative Profile

Related Criteria And Research

January 19, 2011

www.standardandpoors.com/ratingsdirect 1
THIS WAS PREPARED EXCLUSIVELY FOR USER RYAN  SCHELL.

NOT FOR REDISTRIBUTION UNLESS OTHERWISE PERMITTED.
843889 | 302368598



Johnson City Health and Educational Facilities
Board, Tennessee
Mountain States Health Alliance; Joint Criteria;
System
Credit Profile

Mountain States Health Alliance ICR

Long Term Rating BBB+/Stable Affirmed

Rationale

Standard & Poor's Ratings Services affirmed its 'BBB+' issuer credit rating (ICR) on Mountain States Health

Alliance (MSHA), Tenn. Standard & Poor's also affirmed its 'BBB+' long-term rating and underlying rating (SPUR)

on rated bonds issued for MSHA by various issuers. The outlook is stable.

The 'BBB+' ratings reflect our view of:

• MSHA's excellent business position, which is characterized by solid demographics, a high market share, and a

broad range of services;

• Strong management and governance, which is reflected in a favorable performance record since the system's

creation in 1998;

• Continued strong financial performance, highlighted by very strong fiscal-year EBIDA margins, a seventh

consecutive year of operating profitability in fiscal 2010, and solid liquidity for the rating level based on days'

cash on hand; and

• The leveling-off of MSHA's sizable capital and debt financing needs as there are few remaining independent

hospital acquisition targets in the service area.

According to management, future debt increases will likely be limited as the system can handle most of its remaining

capital needs with cash flow. MSHA's sizable debt and accompanying high leverage remain the system's most

significant credit risk. The system has a debt-to-capital ratio of 77% and a debt burden of 6.7% of revenue. Even

with typical EBIDA margins of 14%-18%, maximum annual debt service (MADS) coverage has historically been

below median 'BBB+' levels, although MADS coverage improved to 2.5x based on fiscal year-end 2010 results.

Standard & Poor's Debt Derivative Profile (DDP) overall score on MSHA's swap portfolio is '2.5' on a scale of '1.0'

to '4.0', whereby '1.0' represents the lowest risk. The overall DDP score of '2.5' reflects Standard & Poor's view

that MSHA's swap exposure reflects low to moderate credit risk at this time. MSHA has two total return swaps

with a total notional amount of $50 million, whose counterparty was Lehman Brothers Special Financing Inc.,

guaranteed by Lehman Brothers Inc. The timing for the termination of those swaps is uncertain pending the

resolution of issues related to Lehman's bankruptcy. MSHA estimates the mark-to-market value of the Lehman

swaps to be negative $11 million, against which MSHA has posted $12.6 million of collateral. Standard & Poor's

does not count collateral funds as unrestricted liquidity, so the possibility of paying a termination cost is not likely

to have a material credit impact.
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Merrill Lynch is the counterparty for two other swaps, including a $438 million constant maturity swap with a

mark-to-market value in MSHA's favor of $3.9 million and more than $2 million positive annual cash flow, and a

$132 million fixed-payer swap with a mark-to-market value of negative $27 million, against which MSHA had $5.1

million of posted collateral (all figures as of Nov. 30, 2010).

MSHA had $550 million of unrestricted liquidity on Sept. 30, 2010, net of $17.7 million of posted swap collateral.

Should the swaps terminate, MSHA will lose the more than $2 million positive annual cash flow from the swaps;

however, MSHA will also be relieved of more than $4 million of negative carry on its fixed payor swaps if the full

portfolio is terminated.

Outlook

The stable outlook reflects our view of MSHA's business position, the benefits of the system's acquisition activity

over the past several years, MSHA's favorable record of integrating acquired facilities, and the natural improvement

in debt ratios that has started to occur as the system's results have begun to reflect the acquired facilities for a full

year. Also adding to credit stability is MSHA's history of maintaining solid earnings. However, given that debt

service coverage is low for the rating level, the system's high debt burden remains a credit concern. We do not expect

to raise the rating until MSHA's debt levels moderate. Although not expected, should balance sheet metrics weaken,

a lower rating or negative outlook would be likely.

Organizational Profile

Since its formation in 1998, MSHA has roughly tripled its asset base and net patient revenues to more than $1.9

billion and $930 million, respectively. Due in large part to its acquisition strategy, the system's pro forma debt has

doubled since 2005 and is now very high at over $1 billion. The system's growth was accomplished through

strategic hospital acquisitions in its core northeastern Tennessee and southwest Virginia service areas.

MSHA owns and operates 11 acute-care facilities and one psychiatric hospital led by the flagship Johnson City

Medical Center, a 623-licensed-bed tertiary regional provider. The system's hospital facilities include 1,780 licensed

acute-care beds. The system also includes a range of outpatient facilities and ancillary services, such as a home

health agency, a hospice, and other facilities including the ownership and management of medical office buildings.

The affiliation with Johnston Memorial Hospital (JMH) in 2009 completed MSHA's hospital acquisition strategy,

which has included the acquisition of five Virginia hospitals over the past four years.

As part of its physician integration efforts, MSHA has consolidated its employed physician practices into Mountain

States Medical Group, which currently employs about 230 physicians. MSHA has steadily reduced physician

practice losses through attrition of less productive physicians, improvements in compensation when contracts are

renewed, and other efficiency measures.

Since the system's creation in 1998, management and governance have evolved effectively. A strong central

leadership is focused on maximizing the system's potential as a whole, as evidenced by the consolidation efforts in

its core market of Washington County. In addition, management has broadened the access to managed-care

contracts for all of the facilities, while centralizing the negotiations at the system level. It has also centralized other

functions like billing and collections, purchasing, and laboratory services. The board improved its effectiveness by

reducing its size to a very manageable 13 members, and has upheld its values of strong planning, education, and
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transparency.

Market Position

The system's defined market area has broadened significantly due to its acquisition activity. The core service area

encompasses 13 counties in Tennessee and Virginia, of which MSHA has approximately 52% market share. Today

only about 30% of the system's patients originate from its original home county of Washington County, Tenn. In

the broader 29-county service area, MSHA has a 37% share; MSHA's main competitor, Wellmont, holds about a

30% share. There is no significant third player.

Wellmont has acquired three hospitals in its secondary service area within the past few years and completed a

sizable renovation of its largest campus, Holston Valley Medical Center, during the past year. We believe that the

spate of acquisitions by both health systems over the past several years has largely played out as there are very few

remaining independent hospitals in the region. While the service area remains very competitive, its market

characteristics remain favorable in terms of population growth, and the market's size will continue to support two

sizable competitors.

While MSHA's market share is extremely strong in the core Washington County market, Wellmont Health System

dominates in adjacent Sullivan County. Historically, Sullivan County was the only part of MSHA's primary service

area where the two systems competed head to head, whereas in other parts of their service areas, MSHA and

Wellmont generally did not overlap. However, they are increasingly overlapping in their service areas. For example,

MSHA traditionally had no hospitals in Virginia, while Wellmont did. However, recent affiliations with the five

Virginia hospitals have thrust MSHA into a service area that traditionally has fed Wellmont's facilities. The two

systems now compete head-on in Norton, Va., a two-hospital town where in 2007, MSHA acquired a 50.1%

ownership Norton Community Hospital, while Wellmont acquired the other one (Mountain View).

Projects Update

Smyth County Community Hospital is a $60 million, 44-bed replacement hospital for the more than 40-year-old

local community hospital. Funding for the project is coming from operating reserves, a new market tax credit loan,

and vendor financing. The project is expected to be complete by November 2011.

Franklin Woods Community Hospital (FWCH) is a new $114 million, 80-bed (plus 20 shelled beds) hospital

replacement facility that replaced inpatient acute-care services at MSHA's North Side Hospital and its Johnson City

Specialty Hospital. FWCH opened in July 2010. North Side Hospital has remained open and provides

skilled-nursing care.

Series 2009E bonds funded MSHA's acquisition of a 50.1% interest in the 135-bed JMH in April 2009. MSHA is

building a 250,000-square-foot replacement hospital next to the JMH cancer center in Abingdon, Va., which

opened in 2007. The new hospital is scheduled to open in May 2011.

Finances

MSHA demonstrated solid operating performance improvement during fiscal 2010. For the year ended June 30,

2010, net operating income climbed to $13.5 million, or a 1.4% margin, on $945 million in total operating
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revenues, compared with $7.0 million, or a 0.83% margin, on $840 million in revenues in fiscal 2009. Although

inpatient admissions grew to 60,101 in fiscal 2010 from 57,127 in fiscal 2009, volume growth was largely generated

from acquisitions, and not same-store volumes, which were flat. Fiscal 2010 was the first full year of operating

results with the acquired facilities, and MSHA's operating performance was slightly weaker that the $16 million

budgeted (1.6% margin). The system is forecasting flat inpatient volume growth of 0.42% (to 60,355) in fiscal

2011. MSHA estimates that it will be eligible for about $57 million in stimulus payments between 2010 and 2015;

however, no stimulus funds are included in the system's five-year forecast.

EBIDA margin was 16.7% for fiscal 2010. MADS coverage, based on MADS of $65 million, was 2.5x (or 2.3x on

an operating lease-adjusted basis) based on June 30, 2010, fiscal year-end results.

Net excess income for the year was $38.1 million due to $24.6 million of interest-, dividend-, and derivative-related

income.

Interim financial performance

Through the first three months of fiscal 2011 (Sept. 30, 2010), MSHA reported an operating loss of $2.7 million on

$241 million in operating revenues. First-quarter losses are typical for MSHA since it is the system's practice is to be

very conservative in realizing income early in the year. Last year the system reported a first-quarter operating loss of

$2.4 million on $235 million of operating revenues.

Balance Sheet

MSHA's aggressive pace of acquisitions has positioned the system to compete effectively in its core service area;

however, those investments have leveraged the system's balance sheet and limited the growth in unrestricted

liquidity despite solid operating cash flow.

Unrestricted cash and investments totaled $576 million (or $550 million net of cash collateral posted against swaps)

at fiscal year-end 2010, equal to 247 days' cash. Long-term debt to capitalization is high, at 77%. Due to high

system leverage, year-end cash to debt was 53%, which is well below the median for the current rating. MSHA

remains in compliance with all bond covenants. We expect that leverage and liquidity metrics will improve over the

next several since the system's acquisition program has been complete. We understand that other than about $45

million of additional debt that MSHA expects to issue for a surgery center project in 2012, the system's current

capital spending plans can be funded with cash flow.

The system's target asset allocations include maintaining 110 days' cash in high-quality and highly liquid

fixed-income investments. Above 110 days' cash, the system may invest in equities up to an allocation limit of 50%.

MSHA does not invest in hedge funds or in private equity.

Debt Derivative Profile

MSHA's DDP overall score is a '2.5' on a scale of '1' to '4', whereby '1' represents the lowest risk. The score of '2.5'

reflects Standard & Poor's view that MSHA's swap exposure is a low to moderate credit risk at this time.

The key components of the overall DDP score of '2.5' are:

• Management practices are strong, and include a written swap policy, frequent communication of swap
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performance to the board, good audit disclosure related to swaps, and the use of independent financial advisers to

assist in evaluating swap strategies and performance.

• The termination and collateral-posting risk is offset from a credit standpoint by MSHA's collateral being clearly

segregated from unrestricted liquidity, and none of the collateral is included in any of Standard & Poor's

unrestricted liquidity calculations.

Related Criteria And Research

• USPF Criteria: Not-For-Profit Health Care, June 14, 2007

• USPF Criteria: Debt Derivative Profile Scores, March 27, 2006

• Criteria: Methodology And Assumptions: Approach To Evaluating Letter Of Credit-Supported Debt, July 6, 2009

Ratings Detail (As Of January 19, 2011)

Mountain States Health Alliance

Unenhanced Rating BBB+(SPUR)/Stable Affirmed

Johnson City Hlth & Ed Fac Brd, Tennessee

Mountain States Hlth Alliance, Tennessee

Johnson City Hlth & Ed Fac Brd (Mountain States Health Alliance)

Long Term Rating BBB+/Stable Affirmed

Johnson City Hlth & Ed Fac Brd (Mountain States Health Alliance) hosp VRDO ser 2008A

Long Term Rating AAA/A-1+ Affirmed

Unenhanced Rating BBB+(SPUR)/Stable Affirmed

Johnson City Hlth & Ed Fac Brd (Mountain States Health Alliance) hosp VRDO Taxable ser 2007B-1

Long Term Rating AAA/A-1+ Affirmed

Unenhanced Rating BBB+(SPUR)/Stable Affirmed

Johnson City Hlth & Ed Fac Brd (Mountain States Hlth Alliance) hosp rfdg rev bnds ser 2007B-2

Long Term Rating AAA/A-1 Affirmed

Unenhanced Rating BBB+(SPUR)/Stable Affirmed

Johnson City Hlth & Ed Fac Brd (Mountain States Hlth Alliance) hosp rfdg rev bnds ser 2007B-3

Long Term Rating AAA/A-1 Affirmed

Unenhanced Rating BBB+(SPUR)/Stable Affirmed

Johnson City Hlth & Ed Fac Brd (Mountain States Health Alliance)

Unenhanced Rating BBB+(SPUR)/Stable Affirmed

Russell Cnty Indl Dev Auth, Virginia

Mountain States Hlth Alliance, Tennessee

Russell Cnty Indl Dev Auth (Mountain States Health Alliance)

Long Term Rating BBB+/Stable Affirmed

Russell Cnty Indl Dev Auth (Mountain States Health Alliance) hosp VRDO ser 2008B

Long Term Rating AAA/A-1+ Affirmed

Unenhanced Rating BBB+(SPUR)/Stable Affirmed

Smyth Cnty Indl Dev Auth, Virginia

Mountain States Hlth Alliance, Tennessee

Smyth Cnty Indl Dev Auth (Mountain States Health Alliance)

www.standardandpoors.com/ratingsdirect 6
THIS WAS PREPARED EXCLUSIVELY FOR USER RYAN  SCHELL.

NOT FOR REDISTRIBUTION UNLESS OTHERWISE PERMITTED.
843889 | 302368598

Johnson City Health and Educational Facilities Board, Tennessee    Mountain States Health Alliance; Joint Criteria;
System



Ratings Detail (As Of January 19, 2011) (cont.)

Long Term Rating BBB+/Stable Affirmed

Washington Cnty Indl Dev Auth, Virginia

Mountain States Hlth Alliance, Tennessee

Washington Cnty Indl Dev Auth (Mountain States Health Alliance)

Long Term Rating BBB+/Stable Affirmed

Many issues are enhanced by bond insurance.
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Mountain States Health Alliance, Tennessee;
Letter of Credit
Credit Profile

US$15.96 mil hosp rev bnds ser 2011E due 07/01/2026

Long Term Rating A+/A-1 New

Profile

Expected closing date: Oct. 19, 2011

Maturity date: July 1, 2026

Structure type: Direct-pay letter of credit (LOC)

Obligor: Mountain States Health Alliance

LOC providers: Mizuho Corp. Bank Ltd. (rating dependency*)

Trustee: Bank of New York Mellon Trust Co.

*Standard & Poor’s rating on the bonds is linked to its rating on the LOC provider.

Rationale

Standard & Poor's Ratings Services assigned its 'A+/A-1' rating to Mountain States Health Alliance, Tenn.'s taxable

bonds series 2011E. The 'A+' long-term component of the rating is based on the irrevocable direct-pay letter of

credit (LOC) provided by Mizuho Corp. Bank Ltd. (A+/A-1) and reflects our opinion of the likelihood that

bondholders will receive interest and principal payments when due if they do not exercise the put option. The 'A-1+'

short-term component of our rating is based on the short-term component of the issuer credit rating on Mizuho

Corp. Bank Ltd. (A+/A-1) and reflects our opinion of the likelihood that bondholders will receive interest and

principal payments if they exercise the put option.

The LOC fully supports all bond payment obligations when the bonds are in the weekly interest mode. Therefore,

our rating applies only during this covered mode. If the bonds are converted to a non-covered rate mode, we will

likely withdraw our rating (see the Structural Analysis section for more information).

Transaction Highlights

The debt is variable rate with a bondholder option to demand repayment before the bonds mature (the put or tender

option). The bondholders may exercise the put option at any time during the covered mode with appropriate notice

to the trustee. Those bondholders choosing to exercise the put option will receive a price equal to par plus accrued

interest funded with remarketing proceeds that the trustee holds and, in the event of a failed remarketing, with the

amounts available under the LOC.

Structural Analysis

When evaluating the bonds, Standard & Poor's considers various risk factors, as described below.
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LOC coverage for the covered mode

The LOC covers 37 days of interest accruals at a maximum interest rate and the entire bond principal amount. We

believe the LOC's coverage is sufficient to pay interest and principal while the bonds are in the covered rate mode,

even assuming maximum interest rate accruals (see table).

Maximum bond rate: 12%

First interest payment date: Nov. 1, 2011

Covered mode interest payment date: First business day of month

LOC interest reinstatement period: One calendar day

Remedy for non-reinstatement: Trustee will accelerate the bonds’ maturity date, and interest shall cease to accrue one calendar day
after declaration.

Interest accrual for covered mode(s): The accrual period begins on an interest payment date and continues up to, but excluding, the next
interest payment date.

Interest rate mode changes

In addition to covered modes, the transaction documents provide that the bonds may be converted to a

medium-term or fixed interest rate mode (uncovered modes). While the bonds are in the uncovered modes, a put

option is not available. Furthermore, we believe the LOC does not provide enough interest coverage to account for

the additional days of interest that would accrue between interest payment dates during the uncovered modes.

Despite these issues, we do not believe there is any mode conversion-related risk of a put option loss or an interest

shortfall because the bonds are subject to a mandatory tender at par plus accrued interest before the rate mode can

be changed.

The transaction terms do not expressly provide for the bonds to operate in multiple modes concurrently.

LOC termination

The transaction structure is such that the LOC could terminate before the bonds mature. If this happens, the bond

documents call for the trustee to declare a date to repay the bonds in full before the LOC terminates. Therefore, we

believe the LOC termination risk is addressed. The LOC is scheduled to expire on Oct. 19, 2014, unless it is

extended or earlier terminates. The trustee shall declare a mandatory tender on the second business day prior to the

LOC expiration date. In addition, for other events that cause the LOC to terminate, a mandatory tender funded by

the LOC provider is a precondition for LOC cancellation.

LOC provider replacement

The transaction documents provide that the obligor may replace the LOC provider with appropriate notice to

bondholders. The condition for replacing an existing LOC provider is that a mandatory tender must occur on the

fifth business day prior to LOC replacement.

In our view, the conditions for replacing the LOC mitigate any risk that the existing bondholders would see the

rating on their bonds lowered as a consequence of the LOC provider being replaced.

Additional bonds

The transaction terms do not expressly provide for additional bond issuances under the same series.
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Ratings Sensitivity

In view of the bond structure, changes to our rating on the bonds in the covered mode can result from, among other

things, changes to our rating on the LOC provider or amendments to the transaction's terms. We will maintain a

rating on the bonds as long as they are in the covered mode and the LOC has not expired or otherwise terminated. If

either of these conditions changes, we will likely withdraw our rating on the bonds.

Other Call Provisions

During the covered mode, bonds are subject to mandatory and optional redemptions. In all cases, the redemption

price will at least equal par plus accrued interest and the repayments are backed by the LOC provider.

Related Criteria And Research

Criteria: Methodology And Assumptions: Approach To Evaluating Letter Of Credit-Supported Debt, July 6, 2009
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Johnson City Health & Educational Facilities
Board, Tennessee
Mountain States Health Alliance; Letter of
Credit
Credit Profile

US$65.26 mil hosp rev bnds (Mountain States Hlth Alliance) ser 2011A dtd 10/19/2011 due 07/01/2033

Long Term Rating AA-/A-1+ New

US$20.0 mil hosp rev bnds (Mountain States Hlth Alliance) ser 2011B dtd 10/19/2011 due 07/01/2033

Long Term Rating A+/A-1 New

Profile

Expected closing date: Oct. 19, 2011

Maturity date: July 1, 2033

Structure type: Direct-pay letter of credit (LOC)

Obligor: Mountain States Health Alliance

LOC providers: Series 2011A: U.S. Bank N.A. (rating dependency*); series 2011B: PNC Bank N.A. (rating dependency*)

Trustee: Bank of New York Mellon Trust Co.

*Standard & Poor’s rating on the bonds is linked to its rating on the LOC provider.

Rationale

Standard & Poor's Ratings Services assigned its 'AA-/A-1+' and 'A+/A-1'rating to Johnson City Health &

Educational Facilities Board, Tenn.'s (Mountain States Health Alliance) hospital revenue bonds series 2011A and

2011B. The 'AA-' long-term component of the rating on the 2011A bonds is based on the irrevocable direct-pay

letter of credit (LOC) provided by U.S. Bank N.A. (AA-/A-1+). The 'A+' long-term component of the rating on the

2011B bonds is based on the irrevocable direct-pay LOC provided by PNC Bank N.A. (A+/A-1). The long-term

component of each rating reflects our opinion of the likelihood that bondholders will receive interest and principal

payments when due if they do not exercise the put option. The 'A-1+' short-term component of the rating on the

2011A bonds is based on the short-term component of the issuer credit rating on U.S. Bank N.A. The 'A-1'

short-term component of the rating on the 2011B bonds is based on the short-term component of the issuer credit

rating on PNC Bank N.A. The short-term component of the rating reflects our opinion of likelihood that

bondholders will receive interest and principal payments if they exercise the put option.

Each LOC fully supports all bond payment obligations when the bonds are in the weekly interest mode. Therefore,

our rating applies only during this covered mode. If the bonds are converted to a non-covered rate mode, we will

likely withdraw our rating (see the Structural Analysis section for more information).
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Transaction Highlights

The debt is variable rate with a bondholder option to demand repayment before the bonds mature (the put or tender

option). The bondholders may exercise the put option at any time during the covered mode with appropriate notice

to the trustee. Those bondholders choosing to exercise the put option will receive a price equal to par plus accrued

interest funded with remarketing proceeds that the trustee holds and, in the event of a failed remarketing, with the

amounts available under the LOC.

Structural Analysis

When evaluating the bonds, Standard & Poor's considers various risk factors, as described below.

LOC coverage for the covered mode

Each LOC covers 37 days of interest accruals at a maximum interest rate and the entire bond principal amount. We

believe each LOC's coverage is sufficient to pay interest and principal while the bonds are in the covered rate mode,

even assuming maximum interest rate accruals (see table).

Maximum bond rate: 12%

First interest payment date: Nov. 1, 2011

Covered mode interest payment date: First business day of month

LOC interest reinstatement period: One calendar day

Remedy for non-reinstatement: Trustee will accelerate the bonds’ maturity date, and interest shall cease to accrue one calendar day
after declaration.

Interest accrual for covered mode(s): The accrual period begins on an interest payment date and continues up to, but excluding, the next
interest payment date.

Interest rate mode changes

In addition to covered modes, the transaction documents provide that the bonds may be converted to a

medium-term or fixed interest rate mode (uncovered modes). While the bonds are in the uncovered modes, a put

option is not available. Furthermore, we believe the LOC does not provide enough interest coverage to account for

the additional days of interest that would accrue between interest payment dates during the uncovered modes.

Despite these issues, we do not believe there is any mode conversion-related risk of a put option loss or an interest

shortfall because the bonds are subject to a mandatory tender at par plus accrued interest before the rate mode can

be changed.

The transaction terms do not expressly provide for the bonds to operate in multiple modes concurrently.

LOC termination

The transaction structure is such that the LOCs could terminate before the bonds mature. If this happens, the bond

documents call for the trustee to declare a date to repay the bonds in full before the LOCs terminate. Therefore, we

believe LOC termination risk is addressed. Each LOC is scheduled to expire on Oct. 19, 2014, unless it is extended

or earlier terminates. The trustee shall declare a mandatory tender on the second business day prior to the LOC

expiration date. In addition, for other events that cause the LOC to terminate, a mandatory tender funded by the

LOC provider is a precondition for LOC cancellation.
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LOC provider replacement

The transaction documents provide that the obligor may replace each LOC provider with appropriate notice to

bondholders. The condition for replacing an existing LOC provider is that a mandatory tender must occur on the

fifth business day prior to LOC replacement.

In our view, the conditions for replacing the LOC mitigate any risk that the existing bondholders would see the

rating on their bonds lowered as a consequence of the LOC provider being replaced.

Additional bonds

The transaction terms do not expressly provide for additional bond issuances under the same series.

Ratings Sensitivity

In view of the bond structure, changes to our rating on the bonds in the covered mode can result from, among other

things, changes to our rating on each LOC provider or amendments to the transaction's terms. We will maintain a

rating on the bonds as long as they are in the covered mode and each LOC has not expired or otherwise terminated.

If either of these conditions changes, we will likely withdraw our rating on the bonds.

Other Call Provisions

During the covered mode, bonds are subject to mandatory and optional redemptions. In all cases, the redemption

price will at least equal par plus accrued interest and the repayments are backed by the LOC provider.

Related Criteria And Research

Criteria: Methodology And Assumptions: Approach To Evaluating Letter Of Credit-Supported Debt, July 6, 2009
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Smyth County Industrial Development
Authority, Virginia
Mountain States Health Alliance; Letter of
Credit
Credit Profile

US$60.705 mil hosp rev bnds (Mountain States Hlth Alliance) ser 2011D dtd 10/19/2011 due 07/01/2031

Long Term Rating A+/A-1 New

US$49.875 mil hosp rev bnds (Mountain States Hlth Alliance) ser 2011C dtd 10/19/2011 due 07/01/2031

Long Term Rating AA-/A-1+ New

Profile:

Expected closing date: Oct. 19, 2011

Maturity date: July 1, 2031

Structure type: Direct-pay letter of credit (LOC)

Obligor: Mountain States Health Alliance

LOC providers: Series 2011C: U.S. Bank N.A. (rating dependency*), series 2011D: Mizuho Corp. Bank
Ltd. (rating dependency*)

*Standard & Poor’s rating on the bonds is linked to its rating on
the LOC provider.

Rationale

Standard & Poor's Ratings Services assigned its 'AA-/A-1+' and 'A+/A-1' ratings to Smyth County Industrial

Development Authority, Va.'s (Mountain States Health Alliance) hospital revenue bonds series 2011C and 2011D,

respectively. The 'AA-' long-term component of the rating on series 2011C is based on the irrevocable direct-pay

letter of credit (LOC) provided by U.S. Bank N.A. (AA-/A-1+). The 'A+' long-term component of the rating on series

2011D is based on the irrevocable direct-pay LOC provided by Mizuho Corp. Ltd. (A+/A-1). The long-term

component of each rating reflects our opinion of the likelihood that bondholders will receive interest and principal

payments when due if they do not exercise the put option. The 'A-1+' short-term component of the rating on series

2011C is based on the short-term component of the issuer credit rating on U.S. Bank N.A. The 'A-1' short-term

component of the rating on series 2011D is based on the short-term component of the issuer credit rating on

Mizuho Corp. LTD (A-1). The short-term component of the rating reflects our opinion of the likelihood that

bondholders will receive interest and principal payments if they exercise the put option.

Each LOC fully supports all bond payment obligations when the bonds are in the weekly interest mode. Therefore,

our rating applies only during this covered mode. If the bonds are converted to a non-covered rate mode, we will

likely withdraw our rating (see the Structural Analysis section for more information).
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Transaction Highlights

The debt is variable rate with a bondholder option to demand repayment before the bonds mature (the put or tender

option). The bondholders may exercise the put option at any time during the covered mode with appropriate notice

to the trustee. Those bondholders choosing to exercise the put option will receive a price equal to par plus accrued

interest funded with remarketing proceeds that the trustee holds and, in the event of a failed remarketing, with the

amounts available under the LOC.

Structural Analysis

When evaluating the bonds, Standard & Poor's considers various risk factors, as described below.

LOC coverage for the covered mode

Each LOC covers 37 days of interest accruals at a maximum interest rate and the entire bond principal amount. We

believe each LOC's coverage is sufficient to pay interest and principal while the bonds are in the covered rate mode,

even assuming maximum interest rate accruals (see table).

Maximum bond rate: 12%

First interest payment date: Nov. 1, 2011

Covered mode interest payment date: First business day of month

LOC interest reinstatement period: One calendar day

Remedy for non-reinstatement: Trustee will accelerate the bonds’ maturity date, and interest shall cease to accrue one calendar day
after declaration.

Interest accrual for covered mode(s): The accrual period begins on an interest payment date and continues up to, but excluding, the next
interest payment date.

Interest rate mode changes

In addition to covered modes, the transaction documents provide that the bonds may be converted to a

medium-term or fixed interest rate mode (uncovered modes). While the bonds are in the uncovered modes, a put

option is not available. Furthermore, we believe the LOC does not provide enough interest coverage to account for

the additional days of interest that would accrue between interest payment dates during the uncovered modes.

Despite these issues, we do not believe there is any mode conversion-related risk of a put option loss or an interest

shortfall because the bonds are subject to a mandatory tender at par plus accrued interest before the rate mode can

be changed.

The transaction terms do not expressly provide for the bonds to operate in multiple modes concurrently.

LOC termination

The transaction structure is such that the LOCs could terminate before the bonds mature. If this happens, the bond

documents call for the trustee to declare a date to repay the bonds in full before the LOCs terminate. Therefore, we

believe LOC termination risk is addressed. Each LOC is scheduled to expire on Oct. 19, 2014, unless it is extended

or earlier terminates. The trustee shall declare a mandatory tender on the second business day prior to the LOC

expiration date. In addition, for other events that cause the LOC to terminate, a mandatory tender funded by the

LOC provider is a precondition for LOC cancellation.
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LOC provider replacement

The transaction documents provide that the obligor may replace each LOC provider with appropriate notice to

bondholders. The condition for replacing an existing LOC provider is that a mandatory tender must occur on the

fifth business day prior to LOC replacement.

In our view, the conditions for replacing the LOC mitigate any risk that the existing bondholders would see the

rating on their bonds lowered as a consequence of the LOC provider being replaced.

Additional bonds

The transaction terms do not expressly provide for additional bond issuances under the same series.

Ratings Sensitivity

In view of the bond structure, changes to our rating on the bonds in the covered mode can result from, among other

things, changes to our rating on each LOC provider or amendments to the transaction's terms. We will maintain a

rating on the bonds as long as they are in the covered mode and each LOC has not expired or otherwise terminated.

If either of these conditions changes, we will likely withdraw our rating on the bonds.

Other Call Provisions

During the covered mode, bonds are subject to mandatory and optional redemptions. In all cases, the redemption

price will at least equal par plus accrued interest and the repayments are backed by the LOC provider.

Related Criteria And Research

Criteria: Methodology And Assumptions: Approach To Evaluating Letter Of Credit-Supported Debt, July 6, 2009
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Johnson City Hlth & Ed Fac Brd, Tennessee

Mountain States Hlth Alliance, Tennessee

Johnson City Hlth & Ed Fac Brd (Mountain States Health Alliance) hosp VRDO ser 2011A

Long Term Rating AAA/A-1 Upgraded

Unenhanced Rating BBB+(SPUR)/Stable Rating Assigned

Johnson City Hlth & Ed Fac Brd (Mountain States Health Alliance) hosp VRDO ser 2011B

Long Term Rating AA+/A-1 Upgraded

Unenhanced Rating BBB+(SPUR)/Stable Rating Assigned

Smyth Cnty Indl Dev Auth, Virginia

Mountain States Hlth Alliance, Tennessee

Smyth Cnty Indl Dev Auth (Mountain States Health Alliance) hosp VRDO ser 2011D

Long Term Rating AAA/A-1 Upgraded

Unenhanced Rating BBB+(SPUR)/Stable Rating Assigned

Smyth Cnty Indl Dev Auth (Mountain States Health Alliance) hosp VRDO 2011C

Long Term Rating AAA/A-1 Upgraded

Unenhanced Rating BBB+(SPUR)/Stable Rating Assigned

Rationale

Standard & Poor's Ratings Services assigned its 'BBB+' underlying rating (SPUR) to Mountain States Health

Alliance (MSHA), Tenn.'s series 2011A, 2011B, 2011C, 2011D, and 2011E bonds from various issuers. At the same

time, Standard & Poor's affirmed its 'BBB+' issuer credit rating (ICR) on MSHA and its 'BBB+' long-term rating and

SPUR on existing rated bonds from various issuers for MSHA. The outlook is stable.

The 'BBB+' ratings reflect our view of MSHA's:

• Excellent business position, which is characterized by solid demographics, a high market share, and a broad range

of services;

• Strong management and governance, which is reflected in a favorable performance record since the system's

creation in 1998;

• Continued strong financial performance, highlighted by very strong fiscal-year EBITDA margins, an eighth

consecutive year of operating profitability in fiscal 2011, and solid liquidity for the rating level based on days'

cash on hand; and

• More moderate capital spending needs during the next five years and no sizable incremental debt plans, which

will likely support further growth in unrestricted liquidity and a reduction in leverage over time.
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MSHA's $235 million series 2011A, 2011B, 2011C, 2011D, and 2011E bonds were issued for a variety of purposes,

including refunding taxable series 2007B bonds to convert them to tax-exempt obligations, reimbursing MSHA for

projects and equipment funded from cash reserves, funding $14 million of the $66 million Smyth County

replacement hospital construction project, achieving interest rate and letter of credit (LOC) fee savings, and

diversifying the institutions that provide credit enhancements. With the series 2011 debt refinancing, MSHA added

Norton Community Hospital and Smyth County Community Hospital to its obligated group -- although analytically

Standard & Poor's evaluates the consolidated Mountain States Health Alliance, not the obligated group.

On Oct. 19, 2011, MSHA's series 2011A and series 2011C bonds were assigned an 'A+/A-1' rating based on the

irrevocable direct-pay LOCs provided by U.S. Bank N.A. (A+/A-1). Series 2011B was assigned an 'A/A-1' rating

based on the LOC provided by PNC Bank N.A. (A/A-1). Series 2011D and series 2011E were assigned an 'A+/A-1'

rating based on LOCs provided by Mizuho Corp Ltd (A+/A-1).

With the assignment of the SPURs to the series 2011A, 2011B, 2011C, 2011D, and 2011E bonds, MSHA has

requested that Standard & Poor's apply its criteria for rating jointly supported obligations to the bonds, for which

both MSHA as the obligor and the direct-pay LOC provider are fully responsible for repayment. Based on the low

correlation joint support of MSHA and U.S. Bank N.A, Standard & Poor's assigned its 'AAA/A-1' long-term rating

to MSHA's series 2011A and 2011C obligations. Based on low correlation joint support of MSHA and PNC Bank

N.A., Standard & Poor's assigned its 'AA+/A-1' long-term rating to MSHA's series 2011B bonds. And, based on the

low correlation joint support of MSHA and Mizuho Bank Ltd., Standard & Poor's assigned its 'AAA/A-1' rating to

MSHA's 2011D and 2011E series obligations.

As of its June 30, 2011 fiscal year-end, MSHA had $1.04 billion of long-term debt and capital lease obligations

outstanding. We understand MSHA's plans for additional debt during the next few years will likely be limited to a

$50 million issue in fiscal 2013 for the surgery tower project, as the system expects to be able to fund most of its

remaining capital needs with cash flow and reserves. However, currently, MSHA's sizable debt and accompanying

high leverage remain the system's most significant credit risks, in our view. The system has a debt-to-capital ratio of

69.5% and a debt burden of 6.8% of revenue. Even with typical EBITDA margins of 16% to 18%, maximum

annual debt service (MADS) coverage has historically been below median 'BBB+' levels, although MADS coverage

levels have improved during the past two years to be consistent with the 'BBB+' median of 2.7x.

Standard & Poor's Debt Derivative Profile (DDP) overall score on MSHA's swap portfolio is '2.5' on a scale of '1.0'

to '4.0' in which '1.0' represents the lowest risk. The overall DDP score of '2.5' reflects Standard & Poor's view that

MSHA's swap exposure reflects low to moderate credit risk at this time. MSHA has two total return swaps with a

total notional amount of $50 million, whose counterparty was Lehman Brothers Special Financing Inc., guaranteed

by Lehman Brothers Inc. The timing for the termination of those swaps is uncertain pending the resolution of issues

related to Lehman's bankruptcy although a mediation hearing was scheduled in early December to discuss a

settlement related to swap termination. MSHA has posted $13.8 million of collateral against the Lehman swaps.

Standard & Poor's does not count collateral funds as unrestricted liquidity, so the possibility of paying a

termination cost is not likely to have a material credit impact.

Bank of America is the counterparty for two other swaps -- a $438 million constant maturity swap with a negative

mark-to-market (MTM) value of $2.0 million, and $5.6 million positive annual cash flow, and a $132 million basis

swap (converted from fixed payer to reduce the negative carry and MTM volatility) with an MTM value of negative

$22 million, against which MSHA had $5.8 million of posted collateral (all figures as of November 2011).
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MSHA had $514 million of unrestricted liquidity on Sept. 30, 2011. Should the swaps terminate, MSHA will lose

the positive annual cash flow from the swaps, which historically has exceeded $2 million annually; however, MSHA

will also be relieved of the negative carry on its swaps (currently about $800,000 per year) if the full portfolio is

terminated.

Outlook

The stable outlook reflects our view of MSHA's business position, the benefits of the system's acquisition activity

during the past several years, MSHA's favorable record of integrating acquired facilities, and the natural

improvement in debt ratios that has started to occur. Also adding to credit stability, in our view, is MSHA's history

of maintaining solid earnings. However, the system's high debt burden remains a credit risk, in our view. While we

could raise the ratings in the future, we do not expect to do so until MSHA's debt levels moderate, and we would

expect long-term debt to total capitalization to decline to a level below 50% without a diminution of MSHA's

liquidity. We would also expect that the organization's business position would remain strong, as demonstrated by

stable to improving patient volumes and solid cash flow. Although not anticipated, should balance sheet metrics

weaken, we could take a negative rating action.

Enterprise Profile

Since its formation in 1998, MSHA has tripled its asset base and more than tripled net patient revenues to almost

$2.0 billion and $960 million, respectively. Due in large part to the system's acquisition strategy, the system's pro

forma debt has doubled since 2005 and is now very high, in our view, at more than $1 billion. The system's growth

was accomplished through strategic hospital acquisitions in its core northeastern Tennessee and southwest Virginia

service areas.

MSHA owns and operates 11 acute-care facilities and one psychiatric hospital led by the flagship Johnson City

Medical Center, a 514-licensed-bed (including 69 beds associated with Niswonger Children's Hospital) tertiary

regional provider. The system's hospital facilities include 1,749 licensed acute-care beds although MSHA's licensed

beds will decline to 1,623 once the new, smaller 44-bed Smyth county replacement hospital is completed. The

system also includes a range of outpatient facilities and ancillary services, such as a home health agency, a hospice,

and other facilities such as the ownership and management of medical office buildings.

As part of its physician integration efforts, MSHA has consolidated its employed physician practices into Mountain

States Medical Group, which currently employs about 400 physicians. MSHA has steadily reduced physician

practice losses through increased physician leadership including regional Chief Medical Officers, the attrition of less

productive physicians, improvements in compensation when contracts are renewed, and other efficiency measures.

Since the system's creation, management and governance have evolved effectively, in our view. A strong central

leadership is focused on maximizing the system's potential as a whole, as evidenced by the consolidation efforts in

its core market of Washington County. In addition, management has broadened the access to managed-care

contracts for all of the facilities while centralizing the negotiations at the system level. It has also centralized other

functions like billing and collections, purchasing, and laboratory services. The board improved its effectiveness by

reducing its size to a very manageable 13 members, and has upheld its values of strong planning, education, and

transparency.
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Today, as it approaches the changing health care landscape MSHA's leadership remains focused on quality, ongoing

physician integration, smart growth through service line and revenue cycle opportunities, cost reduction initiatives,

and on the development and implementation of new accountable care models, initially for the hospital's own

employee population (15,000 lives), and for its Medicare patient base.

Market position

The system's defined market area has broadened significantly due to its acquisition activity. The core service area

encompasses 13 counties in Tennessee and Virginia, of which MSHA has a 52.3% market share. Currently only

27% of the system's patients originate from its original home county of Washington County, Tenn. In the broader

29-county service area, MSHA has a 37% share; MSHA's main competitor, Wellmont, holds about a 30% share.

There is no significant third player.

We believe that the spate of acquisitions by both MSHA and Wellmont have largely played out as there are very few

remaining independent hospitals in the region. While the service area remains very competitive, its market

characteristics remain favorable in terms of population growth, and the market's size will continue to support two

sizable competitors, in our opinion.

While MSHA's market share is extremely strong in the core Washington County market, Wellmont Health System

dominates in adjacent Sullivan County. Historically, Sullivan County was the only part of MSHA's primary service

area where the two systems competed head to head, whereas in other parts of their service areas, MSHA and

Wellmont generally did not overlap. However, they are increasingly overlapping in their service areas. For example,

MSHA traditionally had no hospitals in Virginia, while Wellmont did. However, recent affiliations with the five

Virginia hospitals have introduced MSHA into a service area that traditionally has fed Wellmont's facilities. The two

systems now compete head-on in Norton, Va., a two-hospital town where in 2007 MSHA acquired a 50.1%

ownership Norton Community Hospital, while Wellmont acquired the other one (Mountain View).

Projects update

Smyth County Community Hospital is a $66 million, 44-bed replacement hospital for the more than 40-year-old

local community hospital. Funding for the project is coming from series 2011 bonds ($14 million) and operating

reserves. Management expects the project to be complete by April 2012.

Series 2009E bonds funded MSHA's acquisition of a 50.1% interest in the 135-bed Johnson Memorial Hospital

(JMH) in April 2009. In July 2011 MSHA completed and opened a 250,000-square-foot Gold LEED certified

replacement hospital next to the JMH cancer center in Abingdon, VA.

In January 2012 MSHA commenced a $69 million surgery tower project at Johnson City Medical Center. The

number of operating room suites will remain at 16; however, the renovation will expand the space in each suite to

accommodate modern equipment. In addition, the project will structurally allow MSHA to build eight additional

floors for a future bed tower when additional capacity is needed (although there are currently no plans to construct

the tower). The surgery project will be funded by a $50 million bond issue in fiscal 2013 and from operations and

reserves and a small amount of philanthropy. The project is estimated for completion in October 2013. We

understand that MSHA has no other major committed capital projects beyond 2013.
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Financial Profile

MSHA again demonstrated solid operating performance improvement during fiscal 2011, in our view. For the fiscal

year ended June 30, 2011, net operating income climbed to $20.5 million, or a 2.1% margin, on $960 million in

total operating revenues, compared with $13.5 million, or a 1.4% margin, on $928 million in revenues in fiscal

2010. MSHA's operating performance in fiscal 2011 was on target with budget. Inpatient admissions grew to

61,035 (or 1.6%) in fiscal 2011 from 60,101 in fiscal 2010. Volume growth was supported by an increase in

medical admissions. Following several years of growth, outpatient volumes declined to 1.59 million (or 0.82%) in

2011 from 1.60 million in 2010 as MSHA's medical screening initiative shifted many patients to clinics and away

from the emergency department, and as payers took a more stringent posture on certain procedures such as imaging.

The system is forecasting modest increases in both inpatient and outpatient volume of 1.1% and 2.6%, respectively,

in fiscal 2012. MSHA is projecting a fiscal 2012 operating margin of 2.5% and an excess margin of 4.0%, which we

consider reasonable, particularly given management's historical ability to meet its targets.

No stimulus funds are included in MSHA's five-year operating income forecast; however, the system estimates that

it will be eligible for about $57 million in stimulus payments between 2012 and 2016 related to its IT investments.

Management believes that within three years all of its hospitals will be on one IT platform

For fiscal 2011 MSHA's EBITDA margin was 17.6%, compared with 16.7% for fiscal 2010. MADS coverage,

based on MADS of $68.2 million, was 2.6x (or 2.4x on an operating lease-adjusted basis) based on June 30, 2011

fiscal year-end results.

Net excess income for fiscal 2011 was $41.1 million due to $23.3 million of interest, dividend, and

derivative-related income.

Interim financial performance

Through the first three months of fiscal 2012 (Sept. 30, 2011), MSHA reported an operating income of $8.8 million

(inclusive of minority interests, as per Standard & Poor's methodology) on $254 million in operating revenues,

which compared favorably with MSHA's first-quarter fiscal 2010 operating loss of $2.7 million on $241 million in

operating revenues. Historically, first-quarter losses have been typical for MSHA since it is the system's practice to

be very conservative in realizing income early in the year. For fiscal 2012 total operating revenues increased by 3.7%

relative to the same period last year while operating expenses climbed a more modest 1.4%, on reduced use of

contract labor, lower supplies expenses, and reductions in bad debt expense, interest, and depreciation.

Balance sheet

During the past several years MSHA's aggressive pace of acquisitions positioned the system to compete effectively in

its core service area. However, those investments leveraged the system's balance sheet and for a while limited the

growth in MSHA's unrestricted liquidity despite robust operating cash flow. Given that major acquisition and

construction activity is completed, and with a low current 6.5-year average age of plant, we believe that MSHA will

likely be able to remain at or near its goal of 250 days' cash and reduce debt outstanding when cash exceeds that

level. However, in fiscal 2012 MSHA projects days' cash will decline to 232 from funding capital spending out of

cash reserves.

Unrestricted cash and investments totaled $597 million at fiscal year-end 2011, equal to 251 days' cash. Long-term

debt to capitalization is high, in our view, at 69.5%, although MSHA continues to pay down its long-term debt, and
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prior to fiscal year-end paid off about $9.3 million of notes. Due to high system leverage, year-end cash to debt was

57%, which was improved over last year but remains well below the median for the current rating. MSHA remains

in compliance with all bond covenants. We anticipate that leverage and liquidity metrics will improve over the next

several years since the system's acquisition program and major capital spending initiatives have been completed. We

understand that other than about $50 million of additional debt that MSHA expects to issue for a surgery center

project during fiscal 2013, the system's current capital spending plans can be funded with cash flow.

The system's target asset allocations include maintaining 110 days' cash in high-quality and highly liquid

fixed-income investments. Above 110 days' cash, the system may invest in equities up to an allocation limit of 50%.

MSHA does not invest in hedge funds or in private equity.

Debt Derivative Profile

MSHA's DDP overall score is a '2.5' on a scale of '1' to '4' in which '1' represents the lowest risk. The score of '2.5'

reflects Standard & Poor's view that MSHA's swap exposure is a low to moderate credit risk at this time.

The key components of the overall DDP score of '2.5' are:

• Management practices are strong and include a written swap policy, frequent communication of swap

performance to the board, good audit disclosure related to swaps, and the use of independent financial advisers to

assist in evaluating swap strategies and performance.

• The termination and collateral posting risk is offset from a credit standpoint by the clear segregation of MSHA's

collateral from unrestricted liquidity, and none of the collateral is included in any of Standard & Poor's

unrestricted liquidity calculations.

In fiscal 2011 MSHA reconfigured its swaps to lock in positive cash flow of $16 million over three years on $435

million of constant maturity swaps, and converted its $132 million of fixed payer swaps to basis swaps, which will

reduce their overall MTM volatility and collateral posting requirements. In addition, in 2011 MSHA terminated its

swaption agreement with JP Morgan at no incremental cost. MSHA plans to terminate the $132 million of basis

swaps when market conditions allow, and to resolve the Lehman swap termination on $106 million of total return

and fixed payer swaps as soon as possible.

Mountain States Health Alliance, Tennessee Financial Statistics

Fiscal Year Ended

Year-to-date as of Sept. 30, 2011 2011 2010 2009

Financial performance

Net patient revenue ($000s) 244,499 960,254 928,270 822,898

Total operating revenue ($000s) 254,344 978,018 945,392 839,944

Total operating expenses ($000s) 245,498 957,518 931,850 832,941

Net nonoperating income ($000s) 5,739 20,600 24,589 14,234

Operating margin (%) 3.48 2.10 1.43 0.83

Excess margin (%) 5.61 4.12 3.93 2.49

Operating EBIDA margin (%) 15.57 15.82 14.53 14.38

EBIDA margin (%) 17.44 17.56 16.7 15.8

Net available for debt service ($000s) 45,351 175,311 161,954 134,985
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Mountain States Health Alliance, Tennessee Financial Statistics (cont.)

Maximum annual debt service ($000s) 68,199 68,199 65,000 65,000

Maximum annual debt service coverage (x) 2.66 2.57 2.49 2.08

Operating lease-adjusted coverage (x) 2.38 2.29 1.94

Liquidity and financial flexibility

Unrestricted cash and investments ($000s) 514,263 597,435 578,452 515,066

Unrestricted days' cash on hand 206.6 251.4 248.3 245.9

Unrestricted cash/total long-term debt (%) 50.0 57.4 54.8 49.5

Cash available within 30 days/contingent liability (%)

Average age of plant (years) 8.2 6.5 7 7.4

Capital expenditures/Depreciation and amortization (%) 191.9 211.2 187.6

Debt and Liability

Total long-term debt ($000) 1,029,138 1,040,923 1,054,842 1,040,944

Long-term debt/capitalization (%) 72.4 69.5 77.2 78.5

Contingent liability ($000)

Contingent liability/total long-term debt (%)

Debt burden (%) 6.55 6.81 6.70 7.61

Related Criteria And Research

• USPF Criteria: Not-For-Profit Health Care, June 14, 2007

• USPF Criteria: Debt Derivative Profile Scores, March 27, 2006

• Criteria: Methodology And Assumptions: Approach To Evaluating Letter Of Credit-Supported Debt, July 6, 2009

Ratings Detail (As Of January 23, 2012)

Mountain States Health Alliance hosp VRDO

Long Term Rating AAA/A-1 Upgraded

Unenhanced Rating BBB+(SPUR)/Stable Rating Assigned

Mountain States Health Alliance

Unenhanced Rating BBB+(SPUR)/Stable Affirmed

Mountain States Health Alliance ICR

Long Term Rating BBB+/Stable Affirmed

Johnson City Hlth & Ed Fac Brd, Tennessee

Mountain States Hlth Alliance, Tennessee

Johnson City Hlth & Ed Fac Brd (Mountain States Health Alliance)

Long Term Rating BBB+/Stable Affirmed

Johnson City Hlth & Ed Fac Brd (Mountain States Health Alliance) hosp VRDO ser 2007B2

Long Term Rating AA+/A-1 Downgraded

Unenhanced Rating BBB+(SPUR)/Stable Affirmed

Johnson City Hlth & Ed Fac Brd (Mountain States Health Alliance) hosp VRDO ser 2007B3

Long Term Rating AAA/A-1 Affirmed

Unenhanced Rating BBB+(SPUR)/Stable Affirmed
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Ratings Detail (As Of January 23, 2012) (cont.)

Johnson City Hlth & Ed Fac Brd (Mountain States Health Alliance)

Unenhanced Rating BBB+(SPUR)/Stable Affirmed

Long Term Rating AAA/A-1 Downgraded

Russell Cnty Indl Dev Auth, Virginia

Mountain States Hlth Alliance, Tennessee

Russell Cnty Indl Dev Auth (Mountain States Health Alliance)

Long Term Rating NR

Russell Cnty Indl Dev Auth (Mountain States Health Alliance) hosp VRDO ser 2008B

Long Term Rating AAA/A-1 Downgraded

Unenhanced Rating BBB+(SPUR)/Stable Affirmed

Smyth Cnty Indl Dev Auth, Virginia

Mountain States Hlth Alliance, Tennessee

Smyth Cnty Indl Dev Auth (Mountain States Health Alliance)

Long Term Rating BBB+/Stable Affirmed

Washington Cnty Indl Dev Auth, Virginia

Mountain States Hlth Alliance, Tennessee

Washington Cnty Indl Dev Auth (Mountain States Health Alliance)

Long Term Rating BBB+/Stable Affirmed

Many issues are enhanced by bond insurance.
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Credit Profile

US$54.90 mil fixed rate bnds ser 2012A

Long Term Rating BBB+/Stable New

US$30.230 mil hosp rev bnds ser 2012B due 07/01/2035

Unenhanced Rating BBB+(SPUR)/Stable New

US$9.785 mil var rate structure bnds ser 2012C

Unenhanced Rating BBB+(SPUR)/Stable New

Mountain States Health Alliance ICR

Long Term Rating BBB+/Stable Affirmed

Rationale

Standard & Poor's Ratings Services assigned its 'BBB+' long-term rating to Mountain States Health Alliance (MSHA),

Tenn.'s $54.9 million series 2012A bonds, and its 'BBB+' underlying rating (SPUR) to MSHA's $30.2 million series

2012B bonds, issued by The Health and Educational Facilities Board of the City of Johnson City, Tenn., and $9.8

million series 2012C variable-rate structure bonds issued by Wise County Industrial Development Authority.

At the same time, Standard &Poor's affirmed its 'BBB+' issuer credit rating (ICR) on MSHA, and its 'BBB+' long-term

rating and SPUR on existing rated bonds from various issuers for MSHA. The outlook on all ratings is stable.

The 'BBB+' ratings reflect our view of MSHA's:

• Excellent business position, which is characterized by solid demographics, a high market share, and a broad range

of services;

• Strong management and governance, which is reflected in a favorable performance record since the system's

creation in 1998;

• Continued strong financial performance, highlighted by solid EBITDA margins, a 10th consecutive year of operating

profitability in fiscal 2012, and solid liquidity for the rating level based on days' cash on hand; and

• More moderate capital spending needs during the next five years, and no sizable incremental debt plans, which will

likely support further growth in unrestricted liquidity and a reduction in leverage over time.

Proceeds from MSHA's series 2012 bonds will be used to construct a surgical tower at Johnson City Medical Center, to

reimburse $26.5 million for previous capital spending, and to refinance debt and leases outstanding to achieve interest

rate and letter of credit (LOC) fee savings. Concurrent with the issuance of the rated bonds, MSHA is issuing $18.4

million of taxable variable-rate direct purchase debt to Bank of America that is not being rated. Combined, new money

associated with the 2012A, 2012B, and 2012C bonds and unrated direct purchase debt is approximately $89 million.

While the assigned SPURs on MSHA's $40 million series 2012B and 2012C obligations are 'BBB+', we expect to assign

long-term and short-term ratings of 'A+/A-1' based on credit enhancement provided by irrevocable direct-pay LOCs
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from Mizuho Corp. Ltd. (A+/A-1). MSHA has also requested that Standard & Poor's apply its criteria for rating jointly

supported obligations, for which both MSHA as the obligor, and Mizuho Bank as LOC provider, are fully responsible

for repayment. Based on the low correlation joint support of MSHA and Mizuho, we expect to assign a 'AAA/A-1' joint

support rating to the series 2012B and 2012C obligations.

As of its fiscal year ended June 30, 2012 (unaudited), MSHA had $1.07 billion of long-term debt and capital lease

obligations outstanding. We understand that MSHA has no plans to issue a significant amount of additional debt

during the next few years as management expects to fund most of its remaining capital needs with cash flow and

reserves. MSHA may convert its remaining $125 million of taxable debt outstanding to tax exempt; however, the

conversion would not represent any additional debt other than costs of issuance and any required reserves. Currently

MSHA's sizable debt and accompanying high leverage remain the system's most significant credit risks, in our opinion.

One of management's goals is to reduce leverage. The system has a pro forma debt to capital ratio of approximately

66% and a debt burden of 7.5% of revenue. Even with typical EBITDA margins of 16% to 18%, maximum annual debt

service (MADS) coverage has historically been below median 'BBB+' levels. However, MADS coverage improved

modestly during the past two years to approximately 2.6x, and will be 2.1x to 2.3x on a pro forma basis, which is in

line with the 'BBB+' median.

MSHA has $106 million total notional amount of total return and fixed payer swaps whose counterparty was Lehman

Brothers Special Financing Inc., guaranteed by Lehman Brothers Inc. The timing for the termination of those swaps is

uncertain pending the resolution of issues related to Lehman's bankruptcy and mediation of settlement terms. MSHA

has posted $13.8 million of collateral against the Lehman swaps. Standard & Poor's does not count collateral funds as

unrestricted liquidity, so the possibility of paying a termination cost is not likely to have a material credit impact.

Bank of America is the counterparty for five other swaps -- $438 million constant maturity swaps with a

mark-to-market (MTM) value of $6.6 million and $5.6 million positive annual cash flow, and $132 million of basis

swaps (converted from fixed payer to reduce the negative carry and MTM volatility) with an MTM value of negative

$17.7 million, against which MSHA has no posted collateral (all figures as of July 20, 2012). MSHA also has a $21.4

million total return swap in place related to the series 2001A bonds outstanding.

Outlook

The stable outlook reflects our view of MSHA's business position, the benefits of the system's acquisition activity

during the past several years, MSHA's favorable record of integrating acquired facilities, and the natural improvement

in debt ratios that will likely occur over time. Also adding to credit stability, in our view, is MSHA's history of

maintaining solid earnings although we believe the system's high debt burden remains a credit risk. While we could

raise the ratings in the future, we do not expect to do so until MSHA's MADS coverage equals or exceeds 3.0x, cash to

long-term debt approaches 1.0x, and debt to capitalization declines to roughly 55%. We would also expect that the

organization's business position would remain strong, as demonstrated by stable to improving patient volumes and

solid cash flow. Although not anticipated, should balance sheet metrics weaken, we could take a negative rating action.
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Enterprise Profile

Since its formation in 1998, MSHA has tripled its asset base and more than tripled net patient revenues to almost $2.0

billion and $978 million, respectively. Due in large part to the system's acquisition strategy, the system's pro forma

debt has approximately doubled since 2005 to more than $1.0 billion, equal to about 66% of capitalization, which we

consider elevated. The system's growth was accomplished through strategic hospital acquisitions in its core

northeastern Tennessee and southwest Virginia service areas.

MSHA owns and operates 11 acute-care facilities and one psychiatric hospital, led by the flagship Johnson City

Medical Center, a 514-licensed-bed (including 69 beds associated with Niswonger Children's Hospital) tertiary regional

provider. The system's hospital facilities include 1,623 licensed acute-care beds. The system also consists of a range of

outpatient facilities and ancillary services, such as a home health agency, a hospice, and other facilities such as the

ownership and management of medical office buildings.

As part of its physician integration efforts, MSHA has consolidated its employed physician practices into Mountain

States Medical Group, which currently employs about 400 physicians. MSHA has steadily reduced physician practice

losses through increased physician leadership including regional chief medical officers, the attrition of less productive

physicians, improvements in compensation when contracts are renewed, and other efficiency measures.

Management

Since the system's creation, management and governance have evolved effectively, in our view. A strong central

leadership team is focused on maximizing the system's potential as a whole, as demonstrated by the consolidation

efforts in its core market of Washington County. In addition, management has broadened the access to managed-care

contracts for all of the facilities while centralizing the negotiations at the system level. It has also centralized other

functions like billing and collections, purchasing, and laboratory services. The board improved its effectiveness by

reducing its size to 13 members and has upheld its values of strong planning, education, and transparency.

Today, as it approaches the changing health care landscape MSHA's leadership remains focused on quality, ongoing

physician integration, smart growth through service line and revenue cycle opportunities, cost reduction initiatives,

and the development and implementation of new accountable care models, initially for the hospital's own employee

population (approximately 15,000 lives), and for its Medicare patient base.

Market position

The system's core service area encompasses 13 counties in Tennessee and Virginia, and MSHA has a 53% market

share. Currently, only 27% of the system's patients originate from its original home county of Washington County,

Tenn. In the broader 29-county service area, MSHA has a 38% share. MSHA's main competitor, Wellmont, holds

about a 30% share. There is no significant third player.

We believe that the spate of acquisitions by both MSHA and Wellmont have largely played out as there are very few

remaining independent hospitals in the region. While the service area remains competitive, market characteristics

remain favorable in terms of population growth, and the market's size will continue to support two sizable competitors,

in our opinion.
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While MSHA's market share is strong in the core Washington County market, Wellmont Health System dominates in

adjacent Sullivan County. Historically, Sullivan County was the only part of MSHA's primary service area where the

two systems competed head to head, whereas in other parts of their service areas, MSHA and Wellmont generally did

not overlap. However, they are increasingly overlapping in their service areas. MSHA traditionally had no hospitals in

Virginia, while Wellmont did. However, affiliations with five Virginia hospitals during the past few years introduced

MSHA into a service area that traditionally fed Wellmont's facilities. The two systems now compete head-on in

Norton, Va., a two-hospital town where in 2007 MSHA acquired a 50.1% ownership in Norton Community Hospital,

while Wellmont acquired the other one (Mountain View).

Recent projects update

In April 2012, MSHA completed a $66 million, 44-bed replacement facility for the more than 40-year-old Smyth

County Community Hospital. Funding for the project came from the series 2011 bonds ($14 million) and operating

reserves.

In January 2012, MSHA commenced a $69 million surgery tower project at Johnson City Medical Center. The project

is being funded with the series 2012A bonds proceeds, operations, reserves, and a small amount of philanthropy. The

number of operating room suites will remain at 16; however, the renovation will expand the space in each suite to

accommodate modern equipment. In addition, the project will structurally allow MSHA to build eight additional floors

for a future bed tower when additional capacity is needed (although there are currently no plans to construct the

tower). The project is estimated for completion in October 2013. We understand that MSHA has no other major

committed capital projects beyond 2013.

Financial Profile

MSHA again demonstrated good but less robust operating performance in fiscal 2012 compared with fiscal 2011. For

the fiscal year ended June 30, net operating income was $10 million, or a 1.0% margin, on $996 million in total

operating revenues, down from $21 million, or a 2.1% margin, on $960 million in total operating revenues in fiscal

2011. According to management, operating performance came in below budget for a variety of reasons, including

timing issues surrounding reimbursement; lower-than-budgeted volumes, particularly in inpatient surgeries; and an

increase in charity care and bad debts.

For the year, inpatient admissions were flat year over year, at 61,154 (or a 0.2% increase), compared with 61,035 in

fiscal 2011, while total surgical cases were down 4% to 36,972 from 38,521. By contrast, outpatient volumes grew to

1.59 million (or 3%) in fiscal 2012 from 1.55 million in fiscal 2011 as more volumes shifted from an inpatient to

outpatient setting consistent with industry trends.

Net excess income for fiscal 2012 was solid, in our view, at $37.9 million (a 3.7% margin) compared with $41.1 million

(or a 4.1% margin) the previous year. MSHA's EBITDA margin was 15.5% in fiscal 2012, compared with 17.6% for

fiscal 2011. MADS coverage, based on pro forma MADS of $68 million to $77 million, depending upon final pricing, is

2.1x to 2.3x.
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Balance sheet

During the past several years, MSHA's aggressive pace of acquisitions positioned the system to compete effectively in

its core service area. However, those investments leveraged the system's balance sheet, and for a while limited the

growth in MSHA's unrestricted liquidity despite robust operating cash flow. Major acquisition and construction activity

is completed, and that the current average age of plant is eight years, which we consider low. As a result, we believe

that MSHA will be able to comfortably maintain more than 200 days' cash and over time build back to its goal of 250

days' cash. We understand that management has targeted to reduce debt outstanding when cash exceeds that level.

Unrestricted cash and investments totaled $534 million at fiscal year-end 2012, equal to 214 days' cash. Pro forma

long-term debt to capitalization remains elevated, in our view, at 66%, although we anticipate that leverage and

liquidity metrics will improve during the next several years since the system's acquisition program and major capital

spending initiatives have been completed. Due to high system leverage, pro forma cash to debt is approximately 48%,

which remains well below the median for the current rating. MSHA remains in compliance with all bond covenants.

We understand that capital spending plans can be funded with cash flow, in addition to the series 2012 bonds.

The system's target asset allocations include maintaining 110 days' cash in high-quality and highly liquid fixed-income

investments. Above 110 days' cash, the system may invest in equities up to an allocation limit of 50%. MSHA does not

invest in hedge funds or in private equity.

Mountain States Health Alliance

Fiscal Year Ended June 30,

Fiscal Year Ended June 30, 2012 (Unaudited) 2011 2010 2009

Financial performance

Net patient revenue ($000s) 958,003 960,254 928,270 822,898

Total operating revenue ($000s) 995,562 978,018 945,392 839,944

Total operating expenses ($000s) 985,523 957,518 931,850 832,941

Operating income ($000s) 10,039 20,500 13,542 7,003

Operating margin (%) 1.01 2.10 1.43 0.83

Net nonoperating income ($000s) 27,884 20,600 24,589 14,234

Excess income ($000s) 43,038 41,100 38,131 21,237

Excess margin (%) 3.71 4.12 3.93 2.49

Operating EBIDA margin (%) 13.16 15.82 14.53 14.38

EBIDA margin (%) 15.52 17.56 16.70 15.80

Net available for debt service ($000s) 166,727 175,311 161,954 134,985

Maximum annual debt service ($000s) 77,236 77,236 77,236 77,236

Maximum annual debt service coverage (x) 2.16 2.27 2.10 1.75

Operating lease-adjusted coverage (x) 1.94 2.13 1.99 1.67

Liquidity and financial flexibility

Unrestricted cash and investments ($000s) 533,713 597,435 578,452 515,066

Unrestricted days' cash on hand 214.0 251.4 248.3 245.9

Unrestricted cash/total long-term debt (%) 50.9 57.4 54.8 49.5

Average age of plant (years) 8.3 6.5 7.0 7.4

Capital expenditures/depreciation and amortization (%) 179.5 191.9 211.2 187.6
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Mountain States Health Alliance (cont.)

Debt and liabilities

Total long-term debt ($000s) 1,049,098 1,040,923 1,054,842 1,040,944

Long-term debt/capitalization (%) 63.6 72.2 76.9 79.3

Debt burden (%) 7.51 7.71 7.96 9.04

Pro forma ratios

Unrestricted days' cash on hand 223.56

Unrestricted cash/total long-term debt (%) 47.84

Long-term debt/capitalization (%) 66.02

Related Criteria And Research

• USPF Criteria: Not-For-Profit Health Care, June 14, 2007

• USPF Criteria: Contingent Liquidity Risks, March 5, 2012

• Criteria: Methodology And Assumptions: Approach To Evaluating Letter Of Credit-Supported Debt, July 6, 2009

Ratings Detail (As Of August 16, 2012)

Mountain States Health Alliance, Series 2000D

Unenhanced Rating BBB+(SPUR)/Stable Affirmed

Russell Cnty Indl Dev Auth, Virginia

Mountain States Hlth Alliance, Tennessee

Ser 2008B

Unenhanced Rating BBB+(SPUR)/Stable Affirmed

Long Term Rating AAA/A-1 Affirmed

Smyth Cnty Indl Dev Auth, Virginia

Mountain States Hlth Alliance, Tennessee

Seies 2010 B and Series 2009B

Long Term Rating BBB+/Stable Affirmed

The Hlth & Educl Facs Brd of the City of Johnson City, Tennessee

Mountain States Hlth Alliance, Tennessee

ser 2007B2

Unenhanced Rating BBB+(SPUR)/Stable Affirmed

Long Term Rating AA+/A-1 Affirmed

Johnson City Hlth & Ed Fac Brd (Mountain States Health Alliance), ser 2008A

Unenhanced Rating BBB+(SPUR)/Stable Affirmed

Long Term Rating AAA/A-1 Affirmed

Johnson City Hlth & Ed Fac Brd (Mountain States Health Alliance), Series 2000C

Unenhanced Rating BBB+(SPUR)/Stable Affirmed

Johnson City Hlth & Ed Fac Brd (Mountain States Health Alliance), Series 2007B-1
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Ratings Detail (As Of August 16, 2012) (cont.)

Unenhanced Rating BBB+(SPUR)/Stable Affirmed

Long Term Rating AAA/A-1 Affirmed

Series 2007B1-3

Unenhanced Rating BBB+(SPUR)/Stable Affirmed

Long Term Rating AAA/A-1 Affirmed

Series 2010 A&B, 2006A and 2009A

Long Term Rating BBB+/Stable Affirmed

Washington Cnty Indl Dev Auth, Virginia

Mountain States Hlth Alliance, Tennessee

Ser 2009 C

Long Term Rating BBB+/Stable Affirmed

Many issues are enhanced by bond insurance.
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A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING

WILL BE UNINTERRUPTED, OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no
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Mountain States Health Alliance, Tennessee; Joint
Criteria

Credit Profile

The Hlth & Educl Facs Brd of the City of Johnson City, Tennessee

Mountain States Hlth Alliance, Tennessee

Johnson City Hlth & Educl Facs Brd (Mountain States Hlth Alliance) ser 2012B

Long Term Rating AAA/A-1 Rating Assigned

Unenhanced Rating BBB+(SPUR)/Stable Rating Assigned

Wise Cnty Indl Dev Auth, Virginia

Mountain States Hlth Alliance, Tennessee

Wise Cnty Indl Dev Auth (Mountain States Hlth Alliance) ser 2012C

Long Term Rating AAA/A-1 Rating Assigned

Unenhanced Rating BBB+(SPUR)/Stable Rating Assigned

Profile:

Expected closing date: Sept. 18, 2012

Maturity date: Aug. 15, 2042

Structure type: Direct-pay letter of credit (LOC)

Obligor: Mountain States Health Alliance

LOC provider: Mizuho Corp. Bank Ltd. (rating dependency*)

Trustee: Bank of New York Mellon Trust Co.

*Standard & Poor’s rating on the bonds is linked to its rating on the letter of credit provider.

Rationale

Standard & Poor's Ratings Services has assigned its 'AAA/A-1' rating to Johnson City Health & Educational Facilities

Board, Tenn.'s (the issuer's) hospital revenue bonds series 2012B and Wise County Industrial Development Authority,

Va.'s series 2012C, both issued on behalf of Mountain States Health Alliance (MSHA). At the same time, Standard &

Poor's assigned its 'BBB+' underlying rating (SPUR) to the bonds. The 'AAA' long-term component of the rating is

based on the application of joint criteria (assuming low correlation) between the irrevocable direct-pay letter of credit

(LOC) and the obligor, and reflects our opinion of the likelihood that bondholders will receive interest and principal

payments when due if they do not exercise the put option. The 'A-1' short-term component of our rating is based on

the short-term component of the rating on Mizuho Corp. Bank Ltd. (A+/A-1), and reflects our opinion of the likelihood

that bondholders will receive interest and principal payments if they exercise the put option.

The LOC fully supports all bond payment obligations when the bonds are in the weekly interest mode. Therefore, our

rating applies only during this covered mode. If the bonds are converted to a non-covered rate mode, we will likely

withdraw our rating (see the Structural Analysis section for more information).

The SPUR reflects our opinion of MSHA's excellent business position, strong management and governance, and
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continued solid operating performance, highlighted by a 10th consecutive year of operating profitability, robust

EBITDA margins, and good liquidity for the rating level. Additionally, MSHA has no sizable capital needs or

incremental debt plans, so it should benefit from growth in its unrestricted liquidity and a reduction in leverage over

time.

For more information, please see the report published Aug. 16, 2012, on RatingsDirect on the Global Credit Portal.

Transaction Highlights

The debt is variable rate with a bondholder option to demand repayment before the bonds mature (the put or tender

option). The bondholders may exercise the put option at any time during the covered mode with appropriate notice to

the trustee. Those bondholders choosing to exercise the put option will receive a price equal to par plus accrued

interest funded with remarketing proceeds that the trustee holds and, in the event of a failed remarketing, with the

amounts available under the LOC.

Structural Analysis

When evaluating the bonds, Standard & Poor's considers various risk factors, as described below.

LOC coverage for the covered mode

The LOC covers 37 days of interest accruals at a maximum interest rate and the entire bond principal amount. We

believe the LOC's coverage is sufficient to pay interest and principal while the bonds are in the covered rate mode,

even assuming maximum interest rate accruals (see table).

Maximum bond rate: 12%

First interest payment date: Oct. 1, 2012

Covered mode interest payment date: First businees day of month

LOC interest reinstatement period: One calendar day

Remedy for non-reinstatement: Trustee will accelerate the bonds’ maturity date and interest shall cease to accrue one calendar day
after declaration.

Interest accrual for covered mode(s): The accrual period begins on an interest payment date and continues up to, but excluding, the next
interest payment date.

In addition to covered modes, the transaction documents provide that the bonds may be converted to a medium-term

or fixed interest rate mode (uncovered modes). While the bonds are in the uncovered modes, a put option is not

available. Furthermore, we believe the LOC does not provide enough interest coverage to account for the additional

days of interest that would accrue between interest payment dates during the uncovered modes. Despite these issues,

we do not believe there is any mode conversion-related risk of a put option loss or an interest shortfall because the

bonds are subject to a mandatory tender at par plus accrued interest before the rate mode can be changed.

The transaction terms do not provide for the bonds to operate in multiple modes concurrently.
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LOC termination

The transaction structure is such that the LOC could terminate before the bonds mature. If this happens, the bond

documents call for the trustee to declare a date to repay the bonds in full before the LOC terminates. Therefore, we

believe LOC termination risk is addressed. The LOC is scheduled to expire on Sept. 17, 2015, unless it is extended or

earlier terminates. The trustee shall declare a mandatory tender on the second business day prior to the LOC

expiration date.

LOC provider replacement

The transaction documents provide that the obligor may replace the LOC provider with appropriate notice to

bondholders. The condition for replacing an existing LOC provider is that a mandatory tender must occur on the fifth

business day prior to LOC replacement.

In our view, the conditions for replacing the LOC mitigate any risk that the existing bondholders would see the rating

on their bonds lowered as a consequence of the LOC provider being replaced.

Additional bonds

The transaction terms do not provide for additional bond issuances under the same series.

Ratings Sensitivity

In view of the bond structure, changes to our rating on the bonds in the covered mode can result from, among other

things, changes to our rating on the LOC provider or amendments to the transaction's terms. We will maintain a rating

on the bonds as long as they are in the covered mode and the LOC has not expired or otherwise terminated. If either

of these conditions changes, we will likely withdraw our rating on the bonds.

Other Call Provisions

During the covered mode, bonds are subject to mandatory and optional redemptions. In all cases, the redemption

price will at least equal par plus accrued interest and the repayments are backed by the LOC provider.

Related Criteria And Research

• Criteria: Methodology And Assumptions: Approach To Evaluating Letter Of Credit-Supported Debt, July 6, 2009

• USPF Criteria: Municipal Applications For Joint Support Criteria, June 25, 2007

• Criteria: Joint Support Criteria Update, April 22, 2009

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT SEPTEMBER 5, 2012   4

THIS WAS PREPARED EXCLUSIVELY FOR USER RYAN  SCHELL.

NOT FOR REDISTRIBUTION UNLESS OTHERWISE PERMITTED.
1006992 | 302368598

Mountain States Health Alliance, Tennessee; Joint Criteria



S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P

reserves the right to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites,

www.standardandpoors.com (free of charge), and www.ratingsdirect.com and www.globalcreditportal.com (subscription) and www.spcapitaliq.com

(subscription) and may be distributed through other means, including via S&P publications and third-party redistributors. Additional information

about our ratings fees is available at www.standardandpoors.com/usratingsfees.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective

activities. As a result, certain business units of S&P may have information that is not available to other S&P business units. S&P has established

policies and procedures to maintain the confidentiality of certain nonpublic information received in connection with each analytical process.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain

regulatory purposes, S&P reserves the right to assign, withdraw, or suspend such acknowledgement at any time and in its sole discretion. S&P

Parties disclaim any duty whatsoever arising out of the assignment, withdrawal, or suspension of an acknowledgment as well as any liability for any

damage alleged to have been suffered on account thereof.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and

not statements of fact. S&P's opinions, analyses, and rating acknowledgment decisions (described below) are not recommendations to purchase,

hold, or sell any securities or to make any investment decisions, and do not address the suitability of any security. S&P assumes no obligation to

update the Content following publication in any form or format. The Content should not be relied on and is not a substitute for the skill, judgment

and experience of the user, its management, employees, advisors and/or clients when making investment and other business decisions. S&P does

not act as a fiduciary or an investment advisor except where registered as such. While S&P has obtained information from sources it believes to be

reliable, S&P does not perform an audit and undertakes no duty of due diligence or independent verification of any information it receives.

No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any part

thereof (Content) may be modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval

system, without the prior written permission of Standard & Poor's Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be

used for any unlawful or unauthorized purposes. S&P and any third-party providers, as well as their directors, officers, shareholders, employees or

agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Parties are not

responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results obtained from the use of the Content, or for

the security or maintenance of any data input by the user. The Content is provided on an "as is" basis. S&P PARTIES DISCLAIM ANY AND ALL

EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR

A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING

WILL BE UNINTERRUPTED, OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no

event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential

damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs or losses caused by

negligence) in connection with any use of the Content even if advised of the possibility of such damages.
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The Health & Educational Facilities Board of the
City of Johnson City, Tennessee

Mountain States Health Alliance; Joint Criteria;
System

Credit Profile

Mountain States Health Alliance ICR

Long Term Rating BBB+/Stable Affirmed

Rationale

Standard & Poor's Ratings Services affirmed its 'BBB+' long-term rating and underlying rating (SPUR) on existing rated

obligations from various issuers for Mountain States Health Alliance (MSHA), Tenn. At the same time, Standard &

Poor's affirmed its 'BBB+' issuer credit rating (ICR) on MSHA. The outlook on all ratings is stable.

The 'BBB+' ratings reflect our view of MSHA's:

• Excellent business position, which is characterized by solid demographics, a high market share, and a broad range

of services;

• Strong management and governance, which is reflected in a favorable performance record since the system's

creation in 1998;

• Continued strong financial performance, highlighted by solid EBITDA margins, a 10th consecutive year of operating

profitability in fiscal 2012, and solid liquidity for the rating level based on days' cash on hand; and

• More moderate capital spending needs during the next five years and lack of sizable incremental debt plans, which

will likely support further growth in unrestricted liquidity and a reduction in leverage over time.

Despite MSHA's strong business position and consistent operating profitability, system leverage is elevated and

remains an offsetting credit factor, in our opinion. MSHA has a debt-to-capital ratio of approximately 65% and a debt

burden of 7.2% of revenue. One of management's goals is to reduce leverage, and we believe that will be key to

achieving a higher rating. Also, even with typical EBITDA margins of 16% to 18%, maximum annual debt service

(MADS) coverage has historically been below median 'BBB+' levels. MADS coverage as of Sept. 30 on annualized

basis was 1.7x.

In 2012 MSHA issued $89 million in new-money debt (in series 2012A, 2012B, and 2012C and including unrated bank

direct purchase debt). Proceeds from MSHA's series 2012 bonds were used to construct a surgical tower at Johnson

City Medical Center, to reimburse $26.5 million for previous capital spending, and to refinance debt and leases

outstanding to achieve interest rate and letter of credit (LOC) fee savings. Concurrent with the issuance of the rated

bonds, MSHA issued $18.4 million of taxable variable-rate direct purchase debt to Bank of America that was not rated.

While the assigned SPURs on MSHA's $40 million series 2012B and 2012C obligations are 'BBB+', the long- and
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short-term ratings on series 2012B and 2012C bonds are 'AAA/A-1' based on the low correlation joint support of

MSHA, and of Mizuho Bank as the LOC provider. Both MSHA and Mizuho are fully responsible for repayment.

As of its fiscal year ended Sept. 30, 2012 (unaudited), MSHA had $1.12 billion of long-term debt and capital lease

obligations outstanding. We understand that MSHA has no plans to issue a significant amount of additional debt

during the next few years as management expects to fund most of its remaining capital needs with cash flow and

reserves. MSHA may convert its remaining $129 million of taxable debt outstanding to tax exempt; however, the

conversion would not represent any additional debt other than costs of issuance and any required reserves. Currently,

MSHA's sizable debt and accompanying high leverage remain the system's most significant credit risks, in our opinion.

In October 2012 MSHA came to a resolution with Lehman Brothers and terminated its $106 million of total return and

fixed payer swaps. The settlement allowed Lehman to retain $7.4 million of the $13.8 million of collateral that had

been posted by MSHA. The remaining $6.4 million was returned to MSHA.

Bank of America is the counterparty for five other active swaps -- $438 million constant maturity swaps with a

mark-to-market (MTM) value of $9.8 million and $5.6 million positive annual cash flow through February 2014, and

$132 million of basis swaps (converted from fixed payer to reduce the negative carry and MTM volatility) with an

MTM value of negative $17.0 million, against which MSHA has no posted collateral (all figures as of November 2012).

Outlook

The stable outlook reflects our view of MSHA's business position, the benefits of the system's acquisition activity

during the past several years, MSHA's favorable record of integrating acquired facilities, and the natural improvement

in debt ratios that will likely occur over time. Also adding to credit stability, in our view, is MSHA's history of

maintaining solid earnings although we believe the system's high debt burden remains a credit risk. While we could

raise the ratings in the future, we do not expect to do so until MSHA's MADS coverage equals or exceeds 3.0x, cash to

long-term debt approaches 1.0x, and debt to capitalization declines to roughly 55%. We would also expect that the

organization's business position would remain strong, as demonstrated by stable to improving patient volumes and

solid cash flow. Although not anticipated, should balance sheet metrics weaken, we could take a negative rating action.

Enterprise Profile

Since its formation in 1998, MSHA has tripled its asset base and more than tripled annual net patient revenues to $2.0

billion and more than $950 million, respectively. Due in large part to the system's acquisition strategy, the system's pro

forma debt has approximately doubled since 2005 to more than $1.0 billion, equal to about 65% of capitalization,

which we consider elevated. The system accomplished this growth through strategic hospital acquisitions in its core

northeastern Tennessee and southwest Virginia service areas.

MSHA owns and operates 11 acute-care facilities and one psychiatric hospital, led by the flagship Johnson City

Medical Center, a 514-licensed-bed (including 69 beds associated with Niswonger Children's Hospital) tertiary regional

provider. The system's hospital facilities include 1,623 licensed acute-care beds. The system also consists of a range of
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outpatient facilities and ancillary services, such as a home health agency, a hospice, and other facilities such as the

ownership and management of medical office buildings.

As part of its physician integration efforts, MSHA has consolidated its employed physician practices into Mountain

States Medical Group, which currently employs about 400 physicians. MSHA has steadily reduced physician practice

losses through increased physician leadership including regional chief medical officers, the attrition of less productive

physicians, improvements in compensation when contracts are renewed, and other efficiency measures.

Management

Since the system's creation, management and governance have evolved effectively, in our view. A strong central

leadership team is focused on maximizing the system's potential as a whole, as demonstrated by the consolidation

efforts in its core market of Washington County. In addition, management has broadened the access to managed-care

contracts for all of the facilities while centralizing the negotiations at the system level. It has also centralized other

functions like billing and collections, purchasing, and laboratory services. The board improved its effectiveness by

reducing its size to 13 members and has upheld its values of strong planning, education, and transparency.

Today, as it approaches the changing health care landscape MSHA's leadership remains focused on quality, ongoing

physician integration, smart growth through service line and revenue cycle opportunities, cost reduction initiatives,

and the development and implementation of new accountable care models, initially for the hospital's own employee

population (approximately 15,000 lives), and for its Medicare patient base.

Market position

The system's core service area encompasses 13 counties in Tennessee and Virginia, and MSHA has a 53% market

share. Currently, only 27% of the system's patients originate from its original home county of Washington County,

Tenn. In the broader 29-county service area, MSHA has a 38% share. MSHA's main competitor, Wellmont, holds

about a 30% share. There is no significant third player.

We believe that the spate of acquisitions by both MSHA and Wellmont have largely played out as there are very few

remaining independent hospitals in the region. While the service area remains competitive, market characteristics

remain favorable in terms of population growth, and the market's size will continue to support two sizable competitors,

in our opinion.

While MSHA's market share is strong in the core Washington County market, Wellmont Health System dominates in

adjacent Sullivan County. Historically, Sullivan County was the only part of MSHA's primary service area where the

two systems competed head to head, whereas in other parts of their service areas, MSHA and Wellmont generally did

not overlap. However, they are increasingly overlapping in their service areas. MSHA traditionally had no hospitals in

Virginia, while Wellmont did. However, affiliations with five Virginia hospitals during the past few years introduced

MSHA into a service area that traditionally fed Wellmont's facilities. The two systems now compete head-on in

Norton, Va., a two-hospital town where in 2007 MSHA acquired a 50.1% ownership in Norton Community Hospital,

while Wellmont acquired the other one (Mountain View).

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT JANUARY 16, 2013   4

THIS WAS PREPARED EXCLUSIVELY FOR USER RYAN  SCHELL.

NOT FOR REDISTRIBUTION UNLESS OTHERWISE PERMITTED.
1062758 | 302368598

The Health & Educational Facilities Board of the City of Johnson City, Tennessee   Mountain States Health
Alliance; Joint Criteria; System



Recent projects update

In April 2012, MSHA completed a $66 million, 44-bed replacement facility for the more than 40-year-old Smyth

County Community Hospital. Funding for the project came from the series 2011 bonds ($14 million) and operating

reserves.

In January 2012, MSHA commenced a $69 million surgery tower project at Johnson City Medical Center. The project

is being funded with the series 2012A bonds proceeds, operations, reserves, and a small amount of philanthropy. The

number of operating room suites will remain at 16; however, the renovation will expand the space in each suite to

accommodate modern equipment. In addition, the project will structurally allow MSHA to build eight additional floors

for a future bed tower when additional capacity is needed (although there are currently no plans to construct the

tower). The project is estimated for completion in October 2013. We understand that MSHA has no other major

committed capital projects beyond 2013.

Financial Profile

MSHA's operating performance was good in fiscal 2012, in our view, but less robust than in fiscal 2011. For the fiscal

year ended June 30, net operating income was $8.3 million, or a 0.9% margin, on $992 million in total operating

revenues, down from $21 million, or a 2.1% margin, on $971 million in total operating revenues in fiscal 2011.

According to management, operating performance came in below budget for a variety of reasons, including timing

issues surrounding reimbursement; lower-than-budgeted volumes, particularly in inpatient surgeries; and an increase in

charity care and bad debts.

For the year, inpatient admissions were flat year over year, at 61,154 (or a 0.2% increase), compared with 61,035 in

fiscal 2011, while total surgical cases declined by 4% to 36,972 from 38,521. By contrast, outpatient volumes grew to

1.59 million (or 3%) in fiscal 2012 from 1.55 million in fiscal 2011 as more volumes shifted from an inpatient to

outpatient setting consistent with industry trends.

Net excess income for fiscal 2012 was solid, in our view, at $39.7 million (a 3.9% margin), compared with $41.1 million

(or a 4.2% margin) the previous year. MSHA's EBITDA margin was 13.1% in fiscal 2012, compared with 15.7% for

fiscal 2011. Coverage, based on new MADS of $71 million, was 2.3x for fiscal 2012.

Balance sheet

During the past several years, MSHA's aggressive pace of acquisitions positioned the system to compete effectively in

its core service area. However, those investments leveraged the system's balance sheet, and for a while limited the

growth in MSHA's unrestricted liquidity despite robust operating cash flow.

Major acquisition and construction activity is completed, and the current average age of plant is eight years, which we

consider low. As a result, we believe that MSHA will be able to comfortably maintain more than 200 days' cash and

over time build back to its goal of 250 days' cash. We understand that management has targeted to reduce debt

outstanding when cash exceeds that level.

Unrestricted cash and investments totaled $578 million at Sept. 30, 2012, equal to 231 days' cash. Long-term debt to

capitalization remains elevated, in our view, at 65%, although we anticipate that leverage and liquidity metrics will
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improve during the next several years since the system's acquisition program and major capital spending initiatives

have been completed. Due to high system leverage, cash to debt is approximately 51%, which remains well below the

median for the current rating. MSHA remains in compliance with all bond covenants.

The system's target asset allocations include maintaining 110 days' cash in high-quality and highly liquid fixed-income

investments. Above 110 days' cash, the system may invest in equities up to an allocation limit of 50%. MSHA does not

invest in hedge funds or in private equity.

Mountain States Health Alliance

Fiscal Year Ended June 30,

Three-Month Interim Ended Sept. 30, 2012 2012 2011 2010

Financial performance

Net patient revenue ($000s) 227,664 952,133 960,254 928,270

Total operating revenue ($000s) 238,587 991,540 978,018 945,392

Total operating expenses ($000s) 245,727 983,215 957,173 931,850

Operating income ($000s) (7,140) 8,325 20,845 13,542

Operating margin (%) (2.99) 0.84 2.13 1.43

Net nonoperating income ($000s) 7,721 31,369 20,600 24,589

Excess income ($000s) 581 39,694 41,445 38,131

Excess margin (%) 0.24 3.88 4.15 3.93

Operating EBIDA margin (%) 9.65 13.06 15.85 14.53

EBIDA margin (%) N.A. 15.73 17.59 16.70

Net available for debt service ($000s) 30,751 160,902 175,656 161,954

Maximum annual debt service ($000s) 71,229 71,229 77,236 77,236

Maximum annual debt service coverage (x) 1.73 2.26 2.27 2.10

Operating lease-adjusted coverage (x) 1.98 2.12 2.14 1.99

Liquidity and financial flexibility

Unrestricted cash and investments ($000s) 572,688 518,624 597,435 578,452

Unrestricted days' cash on hand 230.8 208.5 251.5 248.3

Unrestricted cash/total long-term debt (%) 51.3 49.5 57.4 54.8

Average age of plant (years) 8.3 8.3 6.5 7.0

Capital expenditures/depreciation and amortization (%) N.A. 176.5 191.9 211.2

Debt and liabilities

Total long-term debt ($000s) 1,117,046 1,048,098 1,040,923 1,054,842

Long-term debt/capitalization (%) 64.5 63.6 64.5 76.9

Contingent liabilities ($000s) 499,605 459,605 386,418 N.A.

Contingent liabilities/total long-term debt (%) 44.7 43.9 37.1 N.A.

Debt burden (%) 7.23 6.96 7.71 7.96

N.A.: Not available.
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Related Criteria And Research

• USPF Criteria: Not-For-Profit Health Care, June 14, 2007

• USPF Criteria: Contingent Liquidity Risks, March 5, 2012

• Criteria: Methodology And Assumptions: Approach To Evaluating Letter Of Credit-Supported Debt, July 6, 2009

Ratings Detail (As Of January 16, 2013)

Mountain States Health Alliance, Series 2000D

Unenhanced Rating BBB+(SPUR)/Stable Affirmed

Series 2011E

Unenhanced Rating BBB+(SPUR)/Stable Affirmed

Long Term Rating AAA/A-1 Affirmed

Russell Cnty Indl Dev Auth, Virginia

Mountain States Hlth Alliance, Tennessee

Ser 2008B

Unenhanced Rating BBB+(SPUR)/Stable Affirmed

Long Term Rating AAA/A-1+ Affirmed

Smyth Cnty Indl Dev Auth, Virginia

Mountain States Hlth Alliance, Tennessee

Seies 2010 B and Series 2009B

Long Term Rating BBB+/Stable Affirmed

Series 2011C

Unenhanced Rating BBB+(SPUR)/Stable Affirmed

Long Term Rating AAA/A-1+ Affirmed

Series 2011D

Unenhanced Rating BBB+(SPUR)/Stable Affirmed

Long Term Rating AAA/A-1 Affirmed

The Hlth & Educl Facs Brd of the City of Johnson City, Tennessee

Mountain States Hlth Alliance, Tennessee

ser 2007B2

Unenhanced Rating BBB+(SPUR)/Stable Affirmed

Long Term Rating AA+/A-1 Affirmed

Johnson City Hlth & Ed Fac Brd (Mountain States Health Alliance), ser 2008A

Unenhanced Rating BBB+(SPUR)/Stable Affirmed

Long Term Rating AAA/A-1+ Affirmed

Johnson City Hlth & Ed Fac Brd (Mountain States Health Alliance), Series 2000C

Unenhanced Rating BBB+(SPUR)/Stable Affirmed

Johnson City Hlth & Ed Fac Brd (Mountain States Health Alliance), Series 2007B-1
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Ratings Detail (As Of January 16, 2013) (cont.)

Unenhanced Rating BBB+(SPUR)/Stable Affirmed

Long Term Rating AAA/A-1+ Affirmed

Series 2007B1-3

Unenhanced Rating BBB+(SPUR)/Stable Affirmed

Long Term Rating AAA/A-1 Affirmed

Series 2010 A&B, 2006A and 2009A

Long Term Rating BBB+/Stable Affirmed

Series 2011A

Unenhanced Rating BBB+(SPUR)/Stable Affirmed

Long Term Rating AAA/A-1+ Affirmed

Series 2011B

Unenhanced Rating BBB+(SPUR)/Stable Affirmed

Long Term Rating AA+/A-1 Affirmed

Series 2012A

Long Term Rating BBB+/Stable Affirmed

Series 2012B

Unenhanced Rating BBB+(SPUR)/Stable Affirmed

Long Term Rating AAA/A-1 Affirmed

Washington Cnty Indl Dev Auth, Virginia

Mountain States Hlth Alliance, Tennessee

Ser 2009 C

Long Term Rating BBB+/Stable Affirmed

Wise Cnty Indl Dev Auth, Virginia

Mountain States Hlth Alliance, Tennessee

Series 2012C

Unenhanced Rating BBB+(SPUR)/Stable Affirmed

Long Term Rating AAA/A-1 Affirmed

Many issues are enhanced by bond insurance.
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S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P

reserves the right to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites,

www.standardandpoors.com (free of charge), and www.ratingsdirect.com and www.globalcreditportal.com (subscription) and www.spcapitaliq.com

(subscription) and may be distributed through other means, including via S&P publications and third-party redistributors. Additional information

about our ratings fees is available at www.standardandpoors.com/usratingsfees.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective

activities. As a result, certain business units of S&P may have information that is not available to other S&P business units. S&P has established

policies and procedures to maintain the confidentiality of certain nonpublic information received in connection with each analytical process.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain

regulatory purposes, S&P reserves the right to assign, withdraw, or suspend such acknowledgement at any time and in its sole discretion. S&P

Parties disclaim any duty whatsoever arising out of the assignment, withdrawal, or suspension of an acknowledgment as well as any liability for any

damage alleged to have been suffered on account thereof.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and

not statements of fact. S&P's opinions, analyses, and rating acknowledgment decisions (described below) are not recommendations to purchase,

hold, or sell any securities or to make any investment decisions, and do not address the suitability of any security. S&P assumes no obligation to

update the Content following publication in any form or format. The Content should not be relied on and is not a substitute for the skill, judgment

and experience of the user, its management, employees, advisors and/or clients when making investment and other business decisions. S&P does

not act as a fiduciary or an investment advisor except where registered as such. While S&P has obtained information from sources it believes to be

reliable, S&P does not perform an audit and undertakes no duty of due diligence or independent verification of any information it receives.

No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any part

thereof (Content) may be modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval

system, without the prior written permission of Standard & Poor's Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be

used for any unlawful or unauthorized purposes. S&P and any third-party providers, as well as their directors, officers, shareholders, employees or

agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Parties are not

responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results obtained from the use of the Content, or for

the security or maintenance of any data input by the user. The Content is provided on an "as is" basis. S&P PARTIES DISCLAIM ANY AND ALL

EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR

A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING

WILL BE UNINTERRUPTED, OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no

event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential

damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs or losses caused by

negligence) in connection with any use of the Content even if advised of the possibility of such damages.

Copyright © 2015 Standard & Poor's Financial Services LLC, a part of McGraw Hill Financial. All rights reserved.
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The Health and Educational Facilities Board of the
City of Johnson City, Tennessee

Mountain States Health Alliance; Letter of Credit

Credit Profile

US$99.68 mil taxable hosp rfdg rev bnds (Mountain States Hlth Alliance) ser 2013B

Long Term Rating AA-/A-1+ Affirmed

US$16.235 mil hosp rev bnds (Mountain States Hlth Alliance) ser 2013A

Long Term Rating AA-/A-1+ Affirmed

Rationale

Profile

Expected closing date: July 30, 2013

Maturity date: Aug. 15, 2043

Structure type: Direct-pay letter of credit

Obligor: Mountain States Health Alliance

LOC provider: U.S. Bank National Association

Trustee: The Bank of New York Mellon Trust Company N.A. (AA-/Stable/A-1+)

Standard & Poor's Ratings Services assigned its 'AA-/A-1+' rating to The Health and Educational Facilities Board of

the City of Johnson City, Tenn.'s series 2013A hospital revenue bonds and series 2013B taxable hospital revenue

refunding bonds, both issued on behalf of Mountain States Health Alliance.

The 'AA-' long-term component of the rating is based on the long-term issuer credit rating (ICR) of U.S. Bank National

Association (AA-/Stable/A-1+), which has entered into an irrevocable letter of credit (LOC) with the trustee, and

reflects our opinion of the likelihood that bondholders will receive principal and interest payments when due if they do

not exercise the put option. The 'A-1+' short-term component of the rating is based on the LOC provider's short-term

ICR and reflects our opinion of the likelihood that bondholders will receive principal and interest payments if they do

exercise the put option.

The initial interest rate mode for the bonds, which is fully supported by the LOC, is the weekly mode. The bonds can

also be converted to term and fixed rate modes, which are not supported by the LOC. However, pursuant to the trust

indenture, any rate mode conversion must be preceded by a mandatory tender (See the Structural Analysis section

below for more information).

Transaction Highlights

The debt is variable rate with a bondholder option to demand repayment before the bonds mature (the put or tender

option). The bondholders may exercise the put option at any time during the covered mode with appropriate notice to
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the trustee. Those bondholders choosing to exercise the put option will receive a price equal to par plus accrued

interest funded with remarketing proceeds or amounts available under the LOC.

Structural Analysis

When evaluating the bonds, Standard & Poor's considers various risk factors, as described below.

LOC coverage for the covered mode

The LOC covers the entire bond principal amount, plus interest accruals equal to 37 days. We believe this LOC

coverage is sufficient to pay principal, interest, and, in the event of a tender, the purchase price while the bonds are in

the weekly mode (the covered mode), even assuming maximum interest rate accruals (see table below).

Maximum bond rate: 12%

Next interest payment date: Aug. 1, 2013

Covered mode interest payment date: 1st business day of each month

LOC interest reinstatement period: Automatic reinstatement by close of business on an interest payment date unless prior notice of
non-reinstatement is provided

Remedy for nonreinstatement: Acceleration

Interest accrual for covered mode: Accrual from the preceding interest payment date to, but not including, the next interest payment date

Interest rate mode changes

The current (and covered) mode is the weekly mode; the transaction terms do not provide for the bonds to operate in

multiple modes concurrently. In addition to the covered mode, the transaction documents provide that the bonds may

be converted to term and fixed rate modes. While we offer an opinion of the sufficiency of interest coverage only as to

the covered mode, it should be noted that the bonds are subject to a mandatory tender at par plus accrued interest

before the rate mode can be changed.

LOC termination and expiration

Termination risk is addressed, in our opinion, because by its terms, the LOC cannot terminate prior to expiration while

the bonds are outstanding in the covered mode unless the LOC provider is replaced or, following certain events of

default, the LOC provider has directed the trustee to drawn on the LOC to cover an acceleration.

LOC provider replacement

The transaction documents generally provide that the obligor may replace the LOC provider with appropriate notice to

bondholders. However, a mandatory tender must occur prior to the date proposed for the replacement of the LOC

provider. In our view, this and other requirements related to LOC provider replacement sufficiently mitigate any risk

that the existing bondholders would see the rating on the bonds lowered as a consequence of the LOC provider being

replaced.

Additional bonds

The transaction terms do not provide for additional bond issuances.
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Ratings Sensitivity

In view of the bond structure, changes to our rating on the bonds in the covered mode can result from, among other

things, changes to our rating on the LOC provider or amendments to the transaction's terms. We will maintain a rating

on the bonds as long as they are in the covered mode and the LOC has not expired or otherwise terminated. If either

of these conditions changes, we will likely withdraw our rating on the bonds.

Call And Put Provisions

The bonds are subject to redemption and tender, both mandatory and optional, under various scenarios. In all cases in

the covered mode, the redemption or tender price will at least equal par plus accrued interest and will be fully

supported by the LOC. Premiums for tenders or redemptions are not currently supported by the bond documents.

Related Criteria And Research

Criteria: Methodology And Assumptions: Approach To Evaluating Letter Of Credit-Supported Debt, July 6, 2009
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S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P

reserves the right to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites,

www.standardandpoors.com (free of charge), and www.ratingsdirect.com and www.globalcreditportal.com (subscription) and www.spcapitaliq.com

(subscription) and may be distributed through other means, including via S&P publications and third-party redistributors. Additional information

about our ratings fees is available at www.standardandpoors.com/usratingsfees.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective

activities. As a result, certain business units of S&P may have information that is not available to other S&P business units. S&P has established

policies and procedures to maintain the confidentiality of certain nonpublic information received in connection with each analytical process.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain

regulatory purposes, S&P reserves the right to assign, withdraw, or suspend such acknowledgement at any time and in its sole discretion. S&P

Parties disclaim any duty whatsoever arising out of the assignment, withdrawal, or suspension of an acknowledgment as well as any liability for any

damage alleged to have been suffered on account thereof.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and

not statements of fact. S&P's opinions, analyses, and rating acknowledgment decisions (described below) are not recommendations to purchase,

hold, or sell any securities or to make any investment decisions, and do not address the suitability of any security. S&P assumes no obligation to

update the Content following publication in any form or format. The Content should not be relied on and is not a substitute for the skill, judgment

and experience of the user, its management, employees, advisors and/or clients when making investment and other business decisions. S&P does

not act as a fiduciary or an investment advisor except where registered as such. While S&P has obtained information from sources it believes to be

reliable, S&P does not perform an audit and undertakes no duty of due diligence or independent verification of any information it receives.

No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any part

thereof (Content) may be modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval

system, without the prior written permission of Standard & Poor's Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be

used for any unlawful or unauthorized purposes. S&P and any third-party providers, as well as their directors, officers, shareholders, employees or

agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Parties are not

responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results obtained from the use of the Content, or for

the security or maintenance of any data input by the user. The Content is provided on an "as is" basis. S&P PARTIES DISCLAIM ANY AND ALL

EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR

A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING

WILL BE UNINTERRUPTED, OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no

event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential

damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs or losses caused by

negligence) in connection with any use of the Content even if advised of the possibility of such damages.
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Summary:

Johnson City Health And Education Facilities
Board, Tennessee

Mountain States Health Alliance; Joint Criteria

Credit Profile

Russell Cnty Indl Dev Auth, Virginia

Mountain States Hlth Alliance, Tennessee

Russell Cnty Indl Dev Auth (Mountain States Health Alliance) VRDO ser 2008B

Long Term Rating AAA/A-1+ Current

Unenhanced Rating BBB+(SPUR)/Stable Current

The Hlth & Educl Facs Brd of the City of Johnson City, Tennessee

Mountain States Hlth Alliance, Tennessee

Johnson City Hlth & Ed Fac Brd (Mountain States Health Alliance) VRDO ser 2007 B1 B2 B3

Long Term Rating AAA/A-1+ Current

Unenhanced Rating BBB+(SPUR)/Stable Current

Johnson City Hlth & Ed Fac Brd (Mountain States Health Alliance) VRDO ser 2007 B1 B2 B3

Long Term Rating AA+/A-1 Current

Unenhanced Rating BBB+(SPUR)/Stable Current

Johnson City Hlth & Ed Fac Brd (Mountain States Health Alliance) VRDO ser 2008A

Long Term Rating AAA/A-1+ Current

Unenhanced Rating BBB+(SPUR)/Stable Current

Rationale

Standard & Poor's Ratings Services confirmed its 'AAA/A-1+' and 'AA+/A-1' ratings on Johnson City Health and

Education Facilities Board, Tenn.'s (Mountain States Health Alliance) series 2007-B1, 2007-B2, 2007-B3, and 2008A

hospital revenue bonds. At the same time, Standard & Poor's confirmed its 'AAA/A-1+' rating on Russell County

Industrial Development Authority, Va.'s (Mountain States Health Alliance) series 2008B hospital revenue bonds. The

confirmations reflects extensions of the letters of credit provided by U.S. Bank National Association (for series 2008A

and 2008B) and PNC Bank N.A. (for 2007B-1 and 2007B-2) to July 30, 2018, for 2007-B1 and Oct. 19, 2014, for

2007B-2, 2008A, and 2008B. The long-term components of the ratings are based jointly (assuming low correlation) on

the ratings on the issues' respective obligors and letter of credit (LOC) providers. The short-term components of the

ratings are based solely on the ratings on the respective LOC providers.

Related Criteria And Research

• Criteria: Methodology And Assumptions: Approach To Evaluating Letter Of Credit-Supported Debt, July 6, 2009

• USPF Criteria: Municipal Applications For Joint Support Criteria, June 25, 2007
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• Criteria: Joint Support Criteria Update, April 22, 2009

Complete ratings information is available to subscribers of RatingsDirect at www.globalcreditportal.com. All ratings

affected by this rating action can be found on Standard & Poor's public Web site at www.standardandpoors.com. Use

the Ratings search box located in the left column.
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S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P

reserves the right to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites,

www.standardandpoors.com (free of charge), and www.ratingsdirect.com and www.globalcreditportal.com (subscription) and www.spcapitaliq.com

(subscription) and may be distributed through other means, including via S&P publications and third-party redistributors. Additional information

about our ratings fees is available at www.standardandpoors.com/usratingsfees.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective

activities. As a result, certain business units of S&P may have information that is not available to other S&P business units. S&P has established

policies and procedures to maintain the confidentiality of certain nonpublic information received in connection with each analytical process.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain

regulatory purposes, S&P reserves the right to assign, withdraw, or suspend such acknowledgement at any time and in its sole discretion. S&P

Parties disclaim any duty whatsoever arising out of the assignment, withdrawal, or suspension of an acknowledgment as well as any liability for any

damage alleged to have been suffered on account thereof.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and

not statements of fact. S&P's opinions, analyses, and rating acknowledgment decisions (described below) are not recommendations to purchase,

hold, or sell any securities or to make any investment decisions, and do not address the suitability of any security. S&P assumes no obligation to

update the Content following publication in any form or format. The Content should not be relied on and is not a substitute for the skill, judgment

and experience of the user, its management, employees, advisors and/or clients when making investment and other business decisions. S&P does

not act as a fiduciary or an investment advisor except where registered as such. While S&P has obtained information from sources it believes to be

reliable, S&P does not perform an audit and undertakes no duty of due diligence or independent verification of any information it receives.

No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any part

thereof (Content) may be modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval

system, without the prior written permission of Standard & Poor's Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be

used for any unlawful or unauthorized purposes. S&P and any third-party providers, as well as their directors, officers, shareholders, employees or

agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Parties are not

responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results obtained from the use of the Content, or for

the security or maintenance of any data input by the user. The Content is provided on an "as is" basis. S&P PARTIES DISCLAIM ANY AND ALL

EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR

A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING

WILL BE UNINTERRUPTED, OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no

event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential

damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs or losses caused by

negligence) in connection with any use of the Content even if advised of the possibility of such damages.
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Summary:

Johnson City Health and Educational Facilities
Board, Tennessee

Mountain States Health Alliance; Joint Criteria

Credit Profile

The Hlth & Educl Facs Brd of the City of Johnson City, Tennessee

Mountain States Hlth Alliance, Tennessee

Johnson City Hlth & Ed Fac Brd (Mountain States Health Alliance) VRDO ser 2011A

Long Term Rating AAA/A-1+ Current

Unenhanced Rating BBB+(SPUR)/Stable Current

Johnson City Hlth & Ed Fac Brd (Mountain States Health Alliance) VRDO ser 2011B

Long Term Rating AA+/A-1 Current

Unenhanced Rating BBB+(SPUR)/Stable Current

Rationale

Standard & Poor's Ratings Services confirmed its 'AAA/A-1+' and 'AA+/A-1' ratings on Johnson City Health and

Educational Facilities Board, Tenn.'s (Mountain States Health Alliance) series 2011A and 2011B variable-rate demand

revenue bonds, respectively, due to the issues' bank facilities being extended to July 30, 2016, for series 2011B and

July 30, 2018, for series 2011A. The long-term components of the ratings are based jointly (assuming low correlation)

on the ratings on the obligor, Mountain States Health Alliance (BBB+), and the letter of credit providers: PNC Bank

N.A. (A/A-1) for series 2011B, and U.S. Bank National Assn. (AA-/A-1+) for series 2011A. The short-term components

of the ratings are based solely on the ratings on PNC Bank N.A. (A-1) and U.S. Bank National Assn. (A-1+) for series

2011B and 2011A, respectively.

Related Criteria And Research

Related Criteria

• USPF Criteria: Municipal Applications For Joint Support Criteria, June 25, 2007

• Criteria: Joint Support Criteria Update, April 22, 2009

• Criteria: Methodology And Assumptions: Approach To Evaluating Letter Of Credit-Supported Debt, July 6, 2009

Complete ratings information is available to subscribers of RatingsDirect at www.globalcreditportal.com. All ratings

affected by this rating action can be found on Standard & Poor's public Web site at www.standardandpoors.com. Use

the Ratings search box located in the left column.
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S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P

reserves the right to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites,

www.standardandpoors.com (free of charge), and www.ratingsdirect.com and www.globalcreditportal.com (subscription) and www.spcapitaliq.com

(subscription) and may be distributed through other means, including via S&P publications and third-party redistributors. Additional information

about our ratings fees is available at www.standardandpoors.com/usratingsfees.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective

activities. As a result, certain business units of S&P may have information that is not available to other S&P business units. S&P has established

policies and procedures to maintain the confidentiality of certain nonpublic information received in connection with each analytical process.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain
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The Health & Educational Facilities Board of the
City of Johnson City, Tennessee

Mountain States Health Alliance; Joint Criteria;
System

Credit Profile

Mountain States Health Alliance ICR

Long Term Rating BBB+/Stable Affirmed

Rationale

Standard & Poor's Ratings Services affirmed its 'BBB+' long-term rating and underlying rating (SPUR) on existing rated

obligations from various issuers for Mountain States Health Alliance (MSHA), Tenn. At the same time, Standard &

Poor's affirmed its 'BBB+' issuer credit rating (ICR) on MSHA. The outlook on all ratings is stable.

The 'BBB+' ratings reflect our view of MSHA's strong business position and solid level of unrestricted reserves and

corresponding days' cash on hand. These factors are partially offset by the system's light maximum annual debt service

(MADS) coverage for the rating level, and high leverage remaining from the aggressive acquisition activity that ended a

few years ago.

More specifically, the 'BBB+' ratings reflect our view of MSHA's:

• Excellent business position, which is characterized by solid demographics, a high market share relative to its

competition, and a broad range of services;

• Strong management and governance, which is reflected in the system's favorable performance record since its

creation in 1998, and our expectation that the system's solid leadership will continue under Alan Levine, who joined

MSHA as CEO in January;

• Continued strong financial performance, highlighted by solid EBITDA margins, and an 11th consecutive year of

operating profitability in fiscal 2013 -- although results softened compared to previous years -- and solid liquidity for

the rating level based on days' cash on hand; and

• Declining capital spending, which will likely support further growth in unrestricted liquidity and a reduction in

leverage over time.

Despite MSHA's strong business position and consistent operating profitability, system leverage is elevated and

remains an offsetting credit factor, in our opinion. MSHA has a debt-to-capital ratio of approximately 61% (down from

64% at fiscal year-end 2012) and a debt burden of roughly 7% of revenue. One of management's goals is to reduce

leverage; we believe that will be key to achieving a higher rating. Also, even with typical EBITDA margins of 15% to

18%, MADS coverage has historically been below median 'BBB+' levels. MADS coverage as of Sept. 30 on an

annualized basis was 2.0x.

The 'BBB+' ratings also incorporate our view of MSHA's group credit profile and the obligated group's core status.
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Accordingly, the bonds are rated at the same level as the group credit profile. Our determination of the group status of

MSHA's obligated group is "core" as the obligated group contains the majority of system assets and accounts for most

of its revenues and income.

Bonds that are not otherwise secured by letters of credit (LOCs) are secured by MSHA's gross revenues, or are jointly

secured by gross revenues and an irrevocable direct-pay LOC. Various debt issues supported by irrevocable direct pay

LOCs for which there is no SPUR (including series 2013A and 2013B) are based solely on the long-term and short-term

ratings of the LOC provider. While we are not affirming those ratings herein, we have factored the debt amounts into

our analysis of MSHA's overall leverage and debt service capacity.

We are affirming the ratings on several series of bonds, including series 2007B1, 2007B2, 2007B3, 2008A, 2011A, and

2011B, whose ratings are based on the low correlation joint support of both MSHA and the LOC provider. For those

bonds, MSHA and the LOC provider are each individually fully responsible for their repayment.

As of its interim period ended Sept. 30, 2013 (unaudited), MSHA had $1.1 billion of long-term debt and capital lease

obligations outstanding. Outstanding debt is split between 58% fixed- and 42% variable-rate obligations. We

understand that MSHA has no plans to issue a significant amount of additional debt during the next few years, as

management expects to fund its modest capital needs with cash flow and reserves. MSHA may continue to convert its

remaining $117 million of taxable debt to tax-exempt obligations; however, conversion would not result in any

additional debt other than for costs of issuance and any required reserves. In our opinion, MSHA's sizable debt and

accompanying high leverage remain the system's most significant credit risks.

In addition to its outstanding debt obligations, MSHA has $570 million of active swaps with Bank of America as the

counterparty. The swaps include $438 million of constant maturity swaps with a mark-to-market (MTM) value of

positive $5.7 million. These swaps generate $4.9 million of positive annual cash flow. MSHA also has $132 million of

basis swaps with a MTM value of negative $20 million, against which MSHA has no posted collateral. All amounts are

as of November 2013.

Outlook

The stable outlook reflects our view of MSHA's business position supported by the system's past acquisition activity,

MSHA's favorable record of integrating acquired facilities, and the natural improvement in debt ratios that is occurring,

and that we expect to continue over time. Also adding to credit stability is MSHA's history of maintaining solid

earnings, although we believe the system's high debt burden remains a credit risk. While we may raise the ratings in

the future, we do not expect to do so until MSHA's MADS coverage equals or exceeds 3.0x, cash to long-term debt

reaches 70% to 75%, and debt to capitalization declines to roughly 55%. We will also expect the system's business

position to remain strong --demonstrated by stable to improving patient volumes and by sustained robust cash flow.

Although not anticipated, if balance sheet metrics weaken, coverage declines to less than 1.7x, or operating margins

decline and be sustained at or below 1.0%, we could take a negative rating action.
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Enterprise Profile

Since its formation in 1998, MSHA has tripled its asset base and more than tripled annual net patient revenues to just

over $2 billion and more than $1 billion, respectively. Today, MSHA owns and operates 14 acute-care facilities led by

the flagship Johnson City Medical Center, a 514-licensed-bed tertiary regional provider.

The system's hospital facilities include 1,717 licensed acute-care beds, including 94 beds acquired in the October 2013

acquisition of Unicoi County Memorial Hospital. MSHA also consists of a range of outpatient facilities and ancillary

services, such as a home health agency and a hospice, and other activities such as the ownership and management of

medical office buildings.

MSHA acquired the Unicoi hospital for $2.5 million plus $4 million of outstanding Unicoi debt, which was retired at

closing. The agreement included a commitment from MSHA to build a 20-bed replacement hospital by 2018. MSHA

expects the acquisition will be accretive within 15 months as Unicoi transitions to MSHA's rates, which are current at

about 50% of MSHA system levels.

As part of its physician integration efforts, MSHA has consolidated its employed physician practices into Mountain

States Medical Group, which employs about 400 physicians. MSHA has steadily reduced physician practice losses

through increased physician leadership, including regional chief medical officers, the attrition of less productive

physicians, improvements in compensation when contracts are renewed, and other efficiency measures.

Management

Effective Jan. 1, Alan Levine became President and CEO of MSHA, replacing the retiring Dennis Vonderfect. Mr.

Levine joined MSHA from Health Management Associates where he served as Group President. Before that he served

as Secretary of the Louisiana Department of Health and Hospitals, and Senior Health Policy advisor to Governor

Jindal.

Since the system's creation, MSHA's management and governance have evolved effectively, in our view. A strong

central leadership team is focused on maximizing the system's potential as a whole and broadening access to

managed-care contracts for all of the facilities while centralizing the negotiations at the system level. It has also

centralized other functions like billing and collections, purchasing, and laboratory services. The 13-member board has

upheld its values of strong planning, education, and transparency.

Today, as it approaches the changing health care landscape, MSHA's leadership, in our view, remains focused on

quality, ongoing physician integration, smart growth through service line and revenue cycle opportunities, cost

reduction initiatives, and the development and implementation of new accountable care models, for the system's own

employed population, and for its Medicare patient base.

Market position

The system's core service area encompasses 13 counties in Tennessee and Virginia where MSHA has about a 53%

market share. Currently, fewer than 30% of the system's patients originate from its original home county of

Washington County, Tenn. In the broader 29-county service area, MSHA has a 38% share, while Wellmont Health

System, MSHA's main competitor, holds about a 30% share. There is no significant third player. While MSHA's market
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share is strong in the core Washington County market, Wellmont Health System dominates in adjacent Sullivan

County. But, over the past several years the two health systems service areas have increasingly overlapped. Although

the service area remains competitive, market characteristics remain favorable in terms of population growth, and the

market's size will continue to support two sizable competitors, in our opinion.

Recent projects update

In October 2013 MSHA completed its $69 million surgery tower project at Johnson City Medical Center. The project

was funded with series 2012A bond proceeds, and through operations, reserves, and a small amount of philanthropy.

The project left the number of operating room suites at 16, but expanded the space in each suite to accommodate

modern equipment. MSHA also renovated and expanded the radiation oncology suite. The project structurally allows

MSHA to add eight floors for a future bed tower if the capacity is needed, although there are currently no plans to build

those additional floors.

Other than a $20 million replacement hospital project for the recently acquired Unicoi County Memorial Hospital, we

understand that MSHA has no other major committed capital projects beyond 2014.

Financial Profile

Change in accounting for bad debt

In accordance with the publication of our article, "New Bad Debt Accounting Rules Will Alter Some U.S. Not-for-Profit

Health Care Ratios But Won't Affect Ratings," published Jan. 19, 2012 on RatingsDirect, we recorded MSHA's fiscal

2012 audit and all subsequent financial statements incorporating the adoption of Financial Accounting Standards

Board 2011-07, but not in prior periods. The new accounting treatment means that MSHA's fiscal 2012 and subsequent

financial statistics are not directly comparable to the results for fiscal 2011 and prior years. For an explanation of how

each financial measure is affected by the change in accounting for bad debt, including the direction and size of the

change, please see the above article.

In our view, MSHA's operating performance remained good in fiscal 2013 but it was less robust than it had been in

fiscal 2012, primarily due to lower inpatient volumes and the ongoing shift to observations, and to more patient care

occurring in an outpatient setting. Reimbursement from both governmental and commercial sources remains under

pressure and MSHA, like almost all other acute care providers, continues to incur sizable costs to transform its

processes to succeed in the changing health care landscape and under the Affordable Care Act.

For the fiscal year ended June 30, net operating income was $11.5 million (as per Standard & Poor's methodology), or

a 1.1% margin, on $1.01 billion in total operating revenues. Results were down from $19.6 million, or a 2% margin, on

$1.00 billion in total operating revenues in fiscal 2012. For the year, inpatient admissions were lower year over year, at

58,103 (or a 5.0% decrease) compared with 61,154 in fiscal 2012 and 61,035 in fiscal 2011. Inpatient volume declines

in fiscal 2013 reflect marketwide conditions, as MSHA's system market share remains stable to slightly improved.

Management is expecting a same-store reduction in inpatient volumes of about 3% in fiscal 2014 although total

admissions will likely be down only about 2% (at 57,809) due to approximately 800 admissions from Unicoi Memorial,

which joined MSHA in October (the 800 admissions from Unicoi represent about eight months of inpatient volume

from the hospital). Observation volumes continue to grow, increasing by 6% in 2013 to 23,554. Management projects
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another 3% growth in observations for fiscal 2014. Management sees an opportunity to reduce the number of

observations as a percentage of total admissions through appropriate physician documentation and is working toward

that goal. Every 1% shift in observations has a financial impact of approximately $1.4 million to the system. Outpatient

volumes continued their strong growth to 1.67 million (a 4.7% increase) in fiscal 2013 from 1.59 million in fiscal 2012

as more volumes shifted from an inpatient to outpatient setting consistent with industry trends.

Net excess income for fiscal 2013 was solid, in our view although less robust, at $35.1 million (a 3.4% margin),

compared with $39.7 million (a 3.9% margin) the previous year. MSHA's EBIDA margin was 15.4% in fiscal 2013,

compared with 15.7% for fiscal 2012. Coverage, based on MADS of $71 million, was 2.3x for fiscal 2013.

Interim

On an interim basis for the three months ended Sept. 30, 2013, MSHA had an operating loss of $3.6 million (as per

Standard & Poor's calculations) and excess income of $4.2 million (1.7% margin), generating cash flow of $35 million,

producing annualized MADS coverage of just under 2.0x. Results year to date reflected continued weak inpatient

volume trends.

Five-year financial plan

MSHA's five-year forecast assumes modest 0.5% to 2.7% decreases in inpatient admissions out to 2018. The forecast

further assumes no Medicaid expansion in Tennessee or Virginia, and factors in additional declines in Medicare

reimbursement. However, supported by reduced length of stay and other operating and cost containment initiatives,

management expects to sustain $150 million to $160 million of annual EBIDA, which is adequate to comfortably

support debt service and further reduce debt, once cash exceeds 250 days.

Balance sheet

MSHA's aggressive acquisition spending ended a few years ago, and while we believe the spending put the system in a

better competitive position, it nevertheless resulted in very high leverage, which remains elevated and an impediment

to a higher rating. As of Sept. 30, 2013, MSHA's long-term debt to capitalization was 61%, which, due to robust

operating cash flow, has continued to improve after being having been as high as 79% in fiscal 2009.

Unrestricted cash and investments totaled $606 million at Sept. 30, 2013, equal to 245 days' cash, which we view as

robust for the rating level; due to high system leverage, however, cash to debt is approximately 56%, which remains

well below the median for the current rating. MSHA remains in compliance with all bond covenants.

MSHA's current average age of plant is just under nine years, which we consider low, and the system has only modest

capital plans, in our opinion, during the next several years. As a result, we believe that MSHA will be able to

comfortably maintain more than 200 days' cash, and over time build back to its goal of 250 days' cash. We understand

that management has targeted to reduce debt outstanding when cash exceeds 250 days.

Management plans to spend about $91 million on capital expenditures in fiscal 2014, primarily on small projects not

exceeding $20 million on an individual basis. Spending for fiscal 2014 represents about 114% of fiscal 2013

depreciation. Between fiscal 2015 and fiscal 2018 capital spending is expected to be moderate, at less than 100% of

depreciation. Spending in fiscal years 2015 and 2016 is expected to include the construction of the new 20-bed

replacement hospital for Unicoi County, as part of MSHA's hospital affiliation agreement that was effective in

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT JANUARY 22, 2014   6

THIS WAS PREPARED EXCLUSIVELY FOR USER RYAN  SCHELL.

NOT FOR REDISTRIBUTION UNLESS OTHERWISE PERMITTED.
1247095 | 302368598

The Health & Educational Facilities Board of the City of Johnson City, Tennessee   Mountain States Health
Alliance; Joint Criteria; System



November 2013. Management has no future financing plans as Unicoi and other projects will be funded from

operations.

Mountain States Health Alliance

Fiscal Year Ended June 30,

Three-Month Interim Ended Sept. 30, 2013 2013 2012 2011

Financial performance

Net patient revenue ($000s) 227,934 932,748 952,133 960,254

Total operating revenue ($000s) 242,424 1,011,206 1,002,776 978,018

Total operating expenses ($000s) 246,020 999,737 983,215 957,173

Operating income ($000s) (3,596) 11,469 19,561 20,845

Operating margin (%) (1.48) 1.13 1.95 2.13

Net nonoperating income ($000s) 7,822 23,616 20,133 20,600

Excess income ($000s) 4,226 35,085 39,694 41,445

Excess margin (%) 1.69 3.39 3.88 4.15

Operating EBIDA margin (%) 11.23 13.44 14.04 15.85

EBIDA margin (%) 14.01 15.41 15.73 17.59

Net available for debt service ($000s) 35,053 159,489 160,902 175,656

Maximum annual debt service ($000s) 70,909 70,909 70,909 70,909

Maximum annual debt service coverage (x) 1.98 2.25 2.27 2.48

Operating lease-adjusted coverage (x) 2.2 2.11 2.13 2.3

Liquidity and financial flexibility

Unrestricted cash and investments ($000s) 606,340 588,478 531,151 597,435

Unrestricted days' cash on hand 244.6 233.8 213.5 251.5

Unrestricted cash/total long-term debt (%) 56.1 54 50.7 57.4

Average age of plant (years) 9.1 8.7 8.3 6.5

Capital expenditures/depreciation and amortization (%) N.A. 130.2 176.5 191.9

Debt and liabilities

Total long-term debt ($000s) 1,081,596 1,090,348 1,048,098 1,040,923

Long-term debt/capitalization (%) 61.4 62.3 63.6 64.5

Contingent liabilities ($000s) N.A. 478,189 459,605 386,418

Contingent liabilities/total long-term debt (%) N.A. 43.9 43.9 37.1

Debt burden (%) 7.08 6.85 6.93 7.08

N.A.: Not available.

Related Criteria And Research

Related Criteria

• USPF Criteria: Not-For-Profit Health Care, June 14, 2007

• General Criteria: Group Rating Methodology, Nov. 19, 2013

• USPF Criteria: Municipal Swaps, June 27, 2007

• USPF Criteria: Municipal Applications For Joint Support Criteria, June 25, 2007
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• Criteria: Joint Support Criteria Update, April 22, 2009

Related Research

• Glossary: Not-For-Profit Health Care Ratios, Oct. 26, 2011

• The Outlook For U.S. Not-For-Profit Health Care Providers Is Negative From Increasing Pressures, Dec. 10,

2013U.S. Not-For-Profit Health Care System Ratios: Metrics Remain Steady As Providers Navigate An Evolving

Environment, Aug. 8, 2013

• Health Care Providers And Insurers Pursue Value Initiatives Despite Reform Uncertainties, May 9, 2013

• U.S. Not-For-Profit Health Care Providers Hone Their Strategies To Manage Transition Risk, May 16, 2012

• U.S. Not-For-Profit Health Care Providers Hone Their Strategies For Reform, May 16, 2011

Ratings Detail (As Of January 22, 2014)

Mountain States Health Alliance, Series 2000D

Unenhanced Rating BBB+(SPUR)/Stable Affirmed

Series 2011E

Unenhanced Rating BBB+(SPUR)/Stable Affirmed

Long Term Rating AAA/A-1 Affirmed

Russell Cnty Indl Dev Auth, Virginia

Mountain States Hlth Alliance, Tennessee

Ser 2008B

Unenhanced Rating BBB+(SPUR)/Stable Affirmed

Long Term Rating AAA/A-1+ Affirmed

Smyth Cnty Indl Dev Auth, Virginia

Mountain States Hlth Alliance, Tennessee

Seies 2010 B and Series 2009B

Long Term Rating BBB+/Stable Affirmed

The Hlth & Educl Facs Brd of the City of Johnson City, Tennessee

Mountain States Hlth Alliance, Tennessee

Johnson City Hlth & Ed Fac Brd (Mountain States Health Alliance), Series 2000C

Unenhanced Rating BBB+(SPUR)/Stable Affirmed

Johnson City Hlth & Ed Fac Brd (Mountain States Health Alliance), Series 2007B-1

Unenhanced Rating BBB+(SPUR)/Stable Affirmed

Long Term Rating AAA/A-1+ Affirmed

Series 2010 A&B, 2006A and 2009A

Long Term Rating BBB+/Stable Affirmed

Series 2011A

Unenhanced Rating BBB+(SPUR)/Stable Affirmed

Long Term Rating AAA/A-1+ Affirmed

Series 2011B

Unenhanced Rating BBB+(SPUR)/Stable Affirmed
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Ratings Detail (As Of January 22, 2014) (cont.)

Long Term Rating AA+/A-1 Affirmed

Series 2012A

Long Term Rating BBB+/Stable Affirmed

Series 2012B

Unenhanced Rating BBB+(SPUR)/Stable Affirmed

Long Term Rating AAA/A-1 Affirmed

Washington Cnty Indl Dev Auth, Virginia

Mountain States Hlth Alliance, Tennessee

Ser 2009 C

Long Term Rating BBB+/Stable Affirmed

Wise Cnty Indl Dev Auth, Virginia

Mountain States Hlth Alliance, Tennessee

Series 2012C

Unenhanced Rating BBB+(SPUR)/Stable Affirmed

Long Term Rating AAA/A-1 Affirmed

Many issues are enhanced by bond insurance.
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Mountain States Health Alliance, Tennessee; Joint
Criteria; System

Credit Profile

Mountain States Health Alliance ICR

Long Term Rating BBB+/Stable Affirmed

Rationale

Standard & Poor's Ratings Services affirmed its 'BBB+' long-term rating and underlying rating (SPUR) on existing rated

obligations from various issuers for Mountain States Health Alliance (MSHA), Tenn. At the same time, Standard &

Poor's affirmed its 'BBB+' issuer credit rating (ICR) on MSHA. The outlook on all ratings is stable.

The 'BBB+' ratings reflect our view of MSHA's strong business position and solid level of unrestricted reserves and

corresponding days' cash on hand. These factors are partly offset by the system's just adequate maximum annual debt

service (MADS) coverage for the rating level, and improving, but still high, leverage remaining from the past capital

spending and acquisition activity. While our ratings and outlook remain unchanged for now, we believe that MSHA's

overall operational and financial trends are positive and, if sustained, will support favorable rating action over the near

to intermediate term.

More specifically, the 'BBB+' ratings reflect our view of MSHA's:

• Excellent business position, which is characterized by solid demographics, a robust market share relative to its

competition, and a broad range of services;

• Strong management and governance, which is reflected in the system's favorable performance record since its

creation in 1998;

• Continued strong financial performance, highlighted by solid EBITDA margins, a 12th consecutive year of operating

profitability in fiscal 2014 (although results continued to soften compared to previous years), and solid liquidity for

the rating level based on days' cash on hand; and

• Reduced capital spending, which will likely support further growth in unrestricted liquidity and a reduction in

leverage over time.

Despite MSHA's strong business position and consistent operating profitability, system leverage is elevated and

remains an offsetting credit factor, in our opinion. MSHA has a debt-to-capital ratio of approximately 59% and a debt

burden of roughly 7% of revenue. One of management's goals is to reduce leverage, and we believe that is key to

achieving a higher rating. Also, even with EBITDA margins of 14% to 16%, MADS coverage has historically been

below median 'BBB+' levels. MADS coverage was 2.2x at fiscal year end and about 1.4x as of Sept. 30 on an

annualized basis, lower than 2.5x for the 'BBB+' rating median.

The 'BBB+' ratings also incorporate our view of MSHA's group credit profile and the obligated group's core status.

Accordingly, the bonds are rated at the same level as the group credit profile. Our determination of the group status of

MSHA's obligated group is "core," as the obligated group contains the majority of system assets and accounts for most
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of its revenues and income.

Bonds that are not otherwise secured by letters of credit (LOCs) are secured by MSHA's gross revenues or are jointly

secured by gross revenues and an irrevocable direct-pay LOC. Various debt issues supported by irrevocable direct pay

LOCs for which there is no SPUR (including series 2013A and 2013B) are based solely on the long-term and short-term

ratings of the LOC provider. While we are not affirming those ratings herein, we have factored the debt amounts into

our analysis of MSHA's overall leverage and debt service capacity.

We are affirming the ratings on bonds, including series 2007B1, 2011A, and 2011B, whose ratings are based on the low

correlation joint support of both MSHA and the LOC provider. For those bonds, MSHA and the LOC provider are each

individually fully responsible for their repayment.

As of its interim period ended Sept. 30, 2014 (unaudited), MSHA had $590 million of long-term debt and capital lease

obligations outstanding. Outstanding debt is split between approximately 58% fixed- and 42% variable-rate obligations.

We understand that MSHA has no plans to issue a significant amount of additional debt during the next few years, as

management expects to fund its modest capital needs with cash flow and reserves. Also, management plans for an

additional $30.5 million of debt retirement in fiscal 2015, which we view favorably since, as noted, MSHA's sizable debt

and accompanying high leverage remain the system's most significant credit risk, in our opinion.

In addition to its outstanding debt obligations, MSHA has $590 million swaps with Bank of America as the

counterparty. The swaps include $438 million of constant maturity swaps with a mark-to-market (MTM) value of

positive $3.5 million, a $132 million basis swap with a MTM of negative $15.7 million, and a $20 million total return

swap with a positive MTM value of $320,000. Combined, these swaps generate $5.4 million of positive annual cash

flow. All amounts are as of November 2014.

Outlook

The stable outlook reflects our view of MSHA's sound business position, favorable record of integrating acquired

facilities, and improvement in debt ratios, which we expect will continue given modest capital spending needs,

although we continue to believe the system's high debt burden remains a rating constraint. While we view MSHA's

trends favorably, and, if sustained, we may raise the ratings in the future, we would expect to do so once MSHA's

MADS coverage and leverage metrics reach levels more consistent with 'A' category medians. We will also expect the

system's business position to remain strong -- demonstrated by stable to improving patient volumes and by sustained

robust cash flow. Although not anticipated, if balance sheet metrics weaken, coverage declines, or operating margins

decline and are sustained at or below 1.0%, we could consider a negative rating action.

Enterprise Profile

Since its formation in 1998, MSHA has tripled its asset base and more than tripled annual net patient revenues to just

over $2 billion and more than $1 billion, respectively. Today, MSHA owns and operates 13 acute-care facilities led by

the flagship Johnson City Medical Center, a 548-licensed-bed tertiary regional provider. The system's hospital facilities
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include 1,669 licensed beds (1,305 acute care beds). MSHA also consists of a range of outpatient facilities and ancillary

services, such as a home health agency and a hospice, its own provider sponsored health plan, and other activities

such as the ownership and management of medical office buildings. In fiscal 2014, MSHA had combined inpatient

admissions of just over 57,000, 1.7 million outpatient visits, and 240,000 emergency department visits. As part of its

physician integration efforts, MSHA employs 400 physicians through various physician entities, including Mountain

States Medical Group.

Management

In January 2014, Alan Levine became President and CEO of MSHA, replacing the retiring Dennis Vonderfecht. Mr.

Levine joined MSHA from Health Management Associates, where he served as Group President; before that, he served

as Secretary of the Louisiana Department of Health and Hospitals, and Senior Health Policy advisor to Governor

Jindal. Also in 2014, Marvin Eichorn became MSHA's COO after having served as the system's CFO for 16 years. Lynn

Krutak, who for over 10 years served as Corporate CFO and CFO for MSHA's Blue Ridge Medical Management

Corporation, replaced Mr. Eichorn as CFO.

Since the system's creation, MSHA's management and governance have evolved effectively, in our view. A strong

central leadership team is focused on maximizing the system's potential as a whole and broadening access to

managed-care contracts for all of the facilities while centralizing the negotiations at the system level. It has also

centralized other functions like billing and collections, purchasing, and laboratory services. We believe that the above,

as well as other recent organizational changes, will be favorable for the organization. In addition, we believe that

MSHA's capable 13-member board provides sound governance to the organization.

Market position

The system's core service area encompasses 13 counties in Tennessee and Virginia, where MSHA continues to have a

dominant market share. Currently, fewer than 30% of the system's patients originate from its original home county of

Washington County, Tenn. In the broader 29-county service area, MSHA has a 38% share, while Wellmont Health

System, MSHA's main competitor, holds about a 27% share. There is no significant third player. While MSHA's market

share is strong in the core Washington County market, Wellmont Health System dominates in adjacent Sullivan

County. However, over the past several years, the two health systems service areas have increasingly overlapped.

Although the service area remains competitive, market characteristics remain favorable in terms of population growth,

and, in our opinion, the market's size will continue to support two sizable competitors.

Financial Profile

In our view, MSHA's operating performance remained adequate in fiscal 2014, supported by stabilizing inpatient

volumes, reduced labor and benefits expense from staff reductions, and improved personnel and productivity

management. Net patient revenues, however, continued to be offset by a sizable and growing provision for bad debts

despite the commercial exchanges going live in January 2014. Like almost all other acute care providers, MSHA

continues to incur sizable costs to transform its processes to succeed in the changing health care landscape and under

the Affordable Care Act. In addition, reimbursement from both governmental and commercial sources remains under

pressure.
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For the fiscal year ended June 30, net operating income was $7.0 million (as per Standard & Poor's methodology), or a

0.7% margin, on $1.0 billion in total operating revenues. Results were down from $11.5 million, or a 1.1% margin, on

$1.01 billion in total operating revenues in fiscal 2013. For the year, inpatient admissions were modestly lower year

over year, at 57,040 (or a 1.8% decrease), compared with 58,103 in fiscal 2013. Like the previous year, the inpatient

volume decline in fiscal 2014 reflected market and industry conditions. However, since the fiscal year end, MSHA's

inpatient volume trends have improved. For fiscal 2015, patient volumes are expected to increase, with inpatient

admissions budgeted to increase to 57,904 and outpatient volumes by about 3.5%, to 1.75 million visits.

Net excess income for fiscal 2014 was solid and improved over fiscal 2013, at $37.6 million (a 3.7% margin), compared

with $35.1 million (a 3.4% margin) the previous year. MSHA's EBIDA margin was 14.9% in fiscal 2014. Coverage,

based on MADS of $67 million, was 2.3x for fiscal 2014.

Interim

On an interim basis for the three months ended Sept. 30, 2014, MSHA had operating income of $2.0 million (as per

Standard & Poor's calculations) and a net excess before extraordinary items of $5.3 million, generating cash flow

adequate to support annualized MADS coverage of 2.0x.

Five-year financial plan

MSHA's five-year forecast calls for inpatient admissions to increase in fiscal 2015 and then decrease by 4.3% to 4.7%

per year until fiscal 2019. The forecast further assumes no Medicaid expansion in Tennessee or Virginia, and factors in

additional declines in Medicare reimbursement. However, supported by reduced length of stay and other operating

and cost containment initiatives, management expects to sustain $150 million to $160 million of annual EBIDA, which

is adequate to comfortably support debt service and further reduce debt. For fiscal 2015, MSHA is budgeting operating

income of $29.2 million and EBIDA of $153 million, which would produce 2.3x MADS.

Balance sheet

MSHA's aggressive acquisition spending ended several years ago, and, while we believe that made the system a

stronger competitor, it resulted in high leverage, which has been an impediment to MSHA achieving a higher rating. As

of Sept. 30, 2014, MSHA's long-term debt to capitalization was 59%, which, due to robust operating cash flow, has

continued to improve from as high as 79% in fiscal 2009.

Unrestricted cash and investments totaled $642 million at Sept. 30, 2014, equal to 251 days' cash, which we view as

robust for the rating level. Due to high system leverage, cash to debt is approximately 61%, which remains well below

the median for the current rating. MSHA remains in compliance with all bond covenants.

MSHA's current average age of plant is just under 11 years, which we consider in line with the median, and the system

has only modest (in our opinion) capital plans during the next several years. As a result, we believe that MSHA will be

able to comfortably maintain robust days' cash and be able to accelerate the reduction of outstanding debt.

Management plans $31 million of additional debt reductions beyond the required amortization in fiscal 2015.

Management plans to spend about $53 million on capital expenditures in fiscal 2015, primarily on IT and other small

projects. Spending for fiscal 2015 represents about 75% of fiscal 2014 depreciation. Between fiscal 2016 and fiscal

2019, capital spending is expected to be moderate, at well less than 100% of depreciation. Spending in fiscal years
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2017 and 2018 is expected to include the construction of the new 20-bed replacement hospital for Unicoi County, as

part of MSHA's hospital affiliation agreement that was effective in November 2013. Management has no future

financing plans as Unicoi and other projects will be funded from operations.

Mountain States Health Alliance

Fiscal year ended June 30, Medians

Selected financial statistics

Three-month interim

ended Sept. 30, 2014 2014 2013

Health care

system BBB+

2013

Health care

system A- 2013

Financial performance

Net patient revenue ($000s) 241,163 927,784 932,748 1,049,981 1,567,503

Total operating revenue ($000s) 252,684 1,000,924 1,011,206 MNR MNR

Total operating expenses ($000s) 250,663 993,880 999,737 MNR MNR

Operating income ($000s) 2,021 7,044 11,469 MNR MNR

Operating margin (%) 0.80 0.70 1.13 0.90 1.50

Net non-operating income ($000s) (6,101) 30,604 23,616 MNR MNR

Excess income ($000s) (4,080) 37,648 35,085 MNR MNR

Excess margin (%) (1.65) 3.65 3.39 3.00 3.60

Operating EBIDA margin (%) 12.02 12.25 13.44 8.90 8.40

EBIDA margin (%) 9.84 14.85 15.41 10.20 9.50

Net available for debt service ($000s) 24,271 153,219 159,489 115,667 166,108

Maximum annual debt service ($000s) 67,252 67,252 67,252 MNR MNR

Maximum annual debt service coverage
(x)

1.44 2.28 2.37 2.50 3.40

Operating lease-adjusted coverage (x) 1.44 2.14 2.21 2.10 2.60

Liquidity and financial flexibility

Unrestricted reserves ($000s) 641,902 646,460 588,478 574,523 761,463

Unrestricted days' cash on hand 251.0 255.7 233.8 144.60 163.90

Unrestricted reserves/total long-term
debt (%)

61.0 60.1 54.0 106.70 119.60

Average age of plant (years) 11.2 10.6 8.7 11.50 11.40

Capital expenditures/depreciation and
amortization (%)

89.7 130.2 114.10 124.60

Debt and liabilities

Total long-term debt ($000s) 1,052,372 1,075,069 1,090,348 MNR MNR

Long-term debt/capitalization (%) 59.0 59.9 62.3 46.20 42.50

Debt burden (%) 6.82 6.52 6.50 3.00 2.70

MNR: Median not reported.

Related Criteria And Research

Related Criteria

• USPF Criteria: Not-For-Profit Health Care, June 14, 2007

• Criteria: Joint Support Criteria Update, April 22, 2009
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• General Criteria: Methodology: Industry Risk, Nov. 20, 2013

• General Criteria: Group Rating Methodology, Nov. 19, 2013

Related Research

• Glossary: Not-For-Profit Health Care Ratios, Oct. 26, 2011

• U.S. Not-For-Profit Health Care Outlook Remains Negative Despite A Glimmer Of Relief , Dec. 17, 2014

• Health Care Providers And Insurers Pursue Value Initiatives Despite Reform Uncertainties, May 9, 2013

• Standard & Poor's Assigns Industry Risk Assessments To 38 Nonfinancial Corporate Industries, Nov. 20, 2013

• Health Care Organizations See Integration And Greater Transparency As Prescriptions For Success, May 19, 2014

Ratings Detail (As Of January 9, 2015)

Mountain States Health Alliance, Series 2000D

Unenhanced Rating BBB+(SPUR)/Stable Affirmed

Smyth Cnty Indl Dev Auth, Virginia

Mountain States Hlth Alliance, Tennessee

Seies 2010 B and Series 2009B

Long Term Rating BBB+/Stable Affirmed

The Hlth & Educl Facs Brd of the City of Johnson City, Tennessee

Mountain States Hlth Alliance, Tennessee

Johnson City Hlth & Ed Fac Brd (Mountain States Health Alliance), Series 2000C

Unenhanced Rating BBB+(SPUR)/Stable Affirmed

Johnson City Hlth & Ed Fac Brd (Mountain States Health Alliance), Series 2007B-1

Unenhanced Rating BBB+(SPUR)/Stable Affirmed

Long Term Rating AAA/A-1+ Affirmed

Series 2010 A&B, 2006A and 2009A

Long Term Rating BBB+/Stable Affirmed

Series 2011A

Unenhanced Rating BBB+(SPUR)/Stable Affirmed

Long Term Rating AAA/A-1+ Affirmed

Series 2011B

Unenhanced Rating BBB+(SPUR)/Stable Affirmed

Long Term Rating AA+/A-1 Affirmed

Series 2012A

Long Term Rating BBB+/Stable Affirmed

Series 2012B

Unenhanced Rating NR(SPUR) Current

Long Term Rating NR/NR Current

Washington Cnty Indl Dev Auth, Virginia

Mountain States Hlth Alliance, Tennessee

Ser 2009 C
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Ratings Detail (As Of January 9, 2015) (cont.)

Long Term Rating BBB+/Stable Affirmed

Wise Cnty Indl Dev Auth, Virginia

Mountain States Hlth Alliance, Tennessee

Series 2012C

Unenhanced Rating NR(SPUR) Current

Long Term Rating NR/NR Current

Many issues are enhanced by bond insurance.
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S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P

reserves the right to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites,

www.standardandpoors.com (free of charge), and www.ratingsdirect.com and www.globalcreditportal.com (subscription) and www.spcapitaliq.com

(subscription) and may be distributed through other means, including via S&P publications and third-party redistributors. Additional information

about our ratings fees is available at www.standardandpoors.com/usratingsfees.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective

activities. As a result, certain business units of S&P may have information that is not available to other S&P business units. S&P has established

policies and procedures to maintain the confidentiality of certain nonpublic information received in connection with each analytical process.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain

regulatory purposes, S&P reserves the right to assign, withdraw, or suspend such acknowledgement at any time and in its sole discretion. S&P

Parties disclaim any duty whatsoever arising out of the assignment, withdrawal, or suspension of an acknowledgment as well as any liability for any

damage alleged to have been suffered on account thereof.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and

not statements of fact. S&P's opinions, analyses, and rating acknowledgment decisions (described below) are not recommendations to purchase,

hold, or sell any securities or to make any investment decisions, and do not address the suitability of any security. S&P assumes no obligation to

update the Content following publication in any form or format. The Content should not be relied on and is not a substitute for the skill, judgment

and experience of the user, its management, employees, advisors and/or clients when making investment and other business decisions. S&P does

not act as a fiduciary or an investment advisor except where registered as such. While S&P has obtained information from sources it believes to be

reliable, S&P does not perform an audit and undertakes no duty of due diligence or independent verification of any information it receives.

No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any part

thereof (Content) may be modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval

system, without the prior written permission of Standard & Poor's Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be

used for any unlawful or unauthorized purposes. S&P and any third-party providers, as well as their directors, officers, shareholders, employees or

agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Parties are not

responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results obtained from the use of the Content, or for

the security or maintenance of any data input by the user. The Content is provided on an "as is" basis. S&P PARTIES DISCLAIM ANY AND ALL

EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR

A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING

WILL BE UNINTERRUPTED, OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no

event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential

damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs or losses caused by

negligence) in connection with any use of the Content even if advised of the possibility of such damages.

Copyright © 2015 Standard & Poor's Financial Services LLC, a part of McGraw Hill Financial. All rights reserved.
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NEW ISSUE – BOOK ENTRY ONLY RATINGS:  See “RATINGS” herein

$76,165,000

THE HEALTH, EDUCATIONAL AND HOUSING FACILITIES

BOARD OF THE COUNTY OF SULLIVAN, TENNESSEE
Hospital Revenue Refunding Bonds

(Wellmont Health System Project),

Series 2011

Bond Issuer.  The Bonds are being issued by The Health, Educational and Housing Facilities Board of the County of 

Sullivan, Tennessee (the “Issuer”).

Beneficiary of Financing.  The Bonds are being issued to provide financing for the benefit of Wellmont Health System 

(the “Corporation”).

Wellmont Health System

Purpose of Financing.  The Bonds will be issued for the purpose of refunding bonds previously issued to provide 

financing for the benefit of the Corporation.  See “THE FINANCING PLAN”.

Financing Documents.  The Bonds are being issued pursuant to a Bond Trust Indenture dated as of May 1, 2011 

(the “Indenture”) between the Issuer and The Bank of New York Mellon Trust Company, N.A., as trustee (the “Trustee”).  

Proceeds of the Bonds will be loaned to the Corporation pursuant to a Loan Agreement dated as of May 1, 2011 (the “Loan 

Agreement”) between the Issuer and the Corporation.  The loan repayment obligation of the Corporation will be evidenced 

and secured by a promissory note (the “Series 2011 Obligation”) issued by the Corporation as an obligation under the Master 

Indenture described herein.

Source of Payment and Security.  The Bonds will be limited obligations of the Issuer payable solely out of payments 

by the Corporation pursuant to the Loan Agreement and payments by the Obligated Group pursuant to the Series 2011 

Obligation.  Payment of the Bonds is secured by the trust estate established under the Indenture, which includes (i) rights of 

the Issuer under the Loan Agreement and the Series 2011 Obligation, and (ii) money in the funds and accounts established 

under the Indenture.  The Series 2011 Obligation and all other obligations issued under the Master Indenture will be secured 

by a pledge and assignment of gross receipts of the Obligated Group and a mortgage on certain operating assets of the 

Obligated Group.  See “SOURCE OF PAYMENT AND SECURITY”.

The Bonds will not be general or full faith and credit obligations of the Issuer.  The Bonds will be limited obligations 

of the Issuer payable solely out of the sources identified in the Indenture.  Neither the State of Tennessee nor any of 

its political subdivisions, agencies or instrumentalities (including without limitation Sullivan County, Tennessee) is 

liable in any way for payment of the Bonds.

Pricing Terms and Payment Dates.  Pricing information for the Bonds, including principal maturities, interest rates, 

payment dates and authorized denominations, is shown on the inside cover of this Official Statement. 

Form and Date of Delivery.  The Bonds are being issued under the book entry system maintained by The Depository 

Trust Company (“DTC”).  The Bonds are expected to be delivered on May 5, 2011.

Redemption.  The Bonds are subject to redemption prior to maturity as herein described.

Legal Opinions.  McGuireWoods LLP, Richmond, Virginia, has served as bond counsel and will deliver its opinion with 

respect to the Bonds in substantially the form attached as APPENDIX D.  In connection with the issuance of the Bonds, Penn, 

Stuart & Eskridge, A Professional Corporation, Bristol, Tennessee, has served as counsel to the Issuer, Hunter, Smith & 

Davis, LLP, Kingsport, Tennessee, has served as counsel to the Corporation and the Obligated Group, and Presley Burton & 

Collier, LLC, Birmingham, Alabama, has served as counsel to the Underwriter.

Tax Status.  In the opinion of Bond Counsel, under existing law and subject to conditions described in the sections 

herein entitled “TAX STATUS” (1)  interest on the Bonds is excludable from gross income for federal income tax purposes 

under Section 103 of the Internal Revenue Code of 1986, as amended (the “Code”), (2) interest on the Bonds is not treated 

as a preference item in calculating the alternative minimum tax imposed under the Code with respect to individuals and 

corporations, and (3) interest on the Bonds will be included in the adjusted current earnings of certain corporations for 

purposes of computing the alternative minimum tax imposed thereon.  In the opinion of Bond Counsel, under the existing 

laws of the State of Tennessee, the Bonds and the interest thereon are exempt from all State of Tennessee state, county and 

municipal taxation except for inheritance, transfer and estate taxes and except to the extent that the Bonds and the interest 

thereon are included within the measure of certain privilege and excise taxes imposed under Tennessee law.  See the section 

herein entitled “TAX STATUS.”

Risk Factors.  For a description of certain risk factors involved in an investment in the Bonds, see “RISK FACTORS”.

Underwriter.  The Bonds are being purchased from the Issuer by the following underwriter:

BofA Merrill Lynch

The date of this Official Statement is May 2, 2011.
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KPMG LLP is a Delaware limited liability partnership, 
the U.S. member firm of KPMG International Cooperative 
(“KPMG International”), a Swiss entity. 

Independent Auditors’ Report

The Board of Directors 
Wellmont Health System:

We have audited the accompanying consolidated balance sheets of Wellmont Health System and affiliates
(Wellmont) as of June 30, 2010 and 2009, and the related consolidated statements of operations and 
changes in net assets, and cash flows for the years then ended. These consolidated financial statements are 
the responsibility of Wellmont’s management. Our responsibility is to express an opinion on these 
consolidated financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of 
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about 
whether the financial statements are free of material misstatement. An audit includes consideration of 
internal control over financial reporting as a basis for designing audit procedures that are appropriate in the 
circumstances, but not for the purpose of expressing an opinion on the effectiveness of Wellmont’s internal 
control over financial reporting. Accordingly, we express no such opinion. An audit also includes 
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements, 
assessing the accounting principles used and significant estimates made by management, as well as 
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable 
basis for our opinion.  

In our opinion, the consolidated financial statements referred to above present fairly, in all material 
respects, the consolidated financial position of Wellmont Health System and affiliates as of June 30, 2010 
and 2009, and the consolidated results of their operations and changes in net assets, and cash flows for the 
years then ended in conformity with U.S. generally accepted accounting principles.

October 28, 2010 
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WELLMONT HEALTH SYSTEM AND AFFILIATES

Consolidated Balance Sheets

June 30, 2010 and 2009

(Dollars in thousands)

Assets 2010 2009

Current assets:
Cash and cash equivalents $ 35,711 60,889
Assets limited as to use, required for current liabilities 1,815 2,201
Patient accounts receivable, less allowance for uncollectible accounts of 

approximately $25,113 and $27,890 in 2010 and 2009, respectively 94,057 98,071
Other receivables 10,919 11,173
Inventories 18,294 17,169
Prepaid expenses and other current assets 7,003 6,040

Total current assets 167,799 195,543

Assets limited as to use, net of current portion 301,807 245,600

Land, buildings, and equipment, net 450,205 442,610

Other assets:
Long-term investments 32,391 31,974
Investments in affiliates 32,019 31,976
Deferred debt expense, net 4,644 4,824
Goodwill, net 9,501 9,509
Other 730 798

79,285 79,081

Total assets $ 999,096 962,834

Liabilities and Net Assets

Current liabilities:
Current portion of long-term debt $ 11,958 13,197
Lines of credit/short-term note payable 14,000 15,811
Accounts payable and accrued expenses 74,679 77,139
Estimated third-party payor settlements 11,672 12,441
Current portion of other long-term liabilities 7,251 6,352

Total current liabilities 119,560 124,940

Long-term debt, less current portion 467,833 474,608
Other long-term liabilities, less current portion 47,364 38,422

Total liabilities 634,757 637,970

Net assets:
Unrestricted 358,620 320,030
Temporarily restricted 4,551 3,589
Permanently restricted 1,168 1,245

Total net assets 364,339 324,864

Commitments and contingencies

Total liabilities and net assets $ 999,096 962,834

See accompanying notes to consolidated financial statements.
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WELLMONT HEALTH SYSTEM AND AFFILIATES

Consolidated Statements of Operations and Changes in Net Assets

Years ended June 30, 2010 and 2009

(Dollars in thousands)

2010 2009

Revenue:
Net patient service revenue $ 692,920 680,056
Other revenues 31,472 27,842

Total revenue 724,392 707,898

Expenses:
Salaries and benefits 310,667 323,801
Medical supplies and drugs 150,143 141,044
Purchased services 74,922 81,031
Interest 20,110 16,013
Provision for bad debts 35,293 33,402
Depreciation and amortization 43,711 42,957
Other 66,734 62,604

Total expenses 701,580 700,852

Income from operations 22,812 7,046

Nonoperating gains (losses):
Investment income 1,012 4,181
Derivative valuation adjustments (2,693) (5,747)
Other, net (1,870) (625)

Nonoperating losses, net (3,551) (2,191)

Revenue and gains in excess of expenses and losses 
before discontinued operations 19,261 4,855

Discontinued operations (1,109) (4,455)

Revenue and gains in excess of expenses and losses 18,152 400

Other changes in unrestricted net assets:
Change in net unrealized gains (losses) on investments 22,312 (60,663)
Net assets released from restrictions for additions to land, buildings,

and equipment 1,555 2,758
Change in the funded status of benefit plans and other (3,429) (13,568)

Increase (decrease) in unrestricted net assets 38,590 (71,073)

Changes in temporarily restricted net assets:
Contributions 2,934 1,944
Net assets released from temporary restrictions (1,972) (3,154)

Increase (decrease) in temporarily restricted net assets 962 (1,210)

Changes in permanently restricted net assets – investment (loss) income (77) 645

Change in net assets 39,475 (71,638)

Net assets, beginning of year 324,864 396,502

Net assets, end of year $ 364,339 324,864

See accompanying notes to consolidated financial statements.
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WELLMONT HEALTH SYSTEM AND AFFILIATES

Consolidated Statements of Cash Flows

Years ended June 30, 2010 and 2009

(Dollars in thousands)

2010 2009

Cash flows from operating activities:
Change in net assets $ 39,475 (71,638)
Adjustments to reconcile change in net assets to net cash provided by 

operating activities:
Depreciation and amortization 43,755 43,393
Loss on disposal of land, buildings, and equipment 1,282 659
Equity in gain of affiliated organizations (6,773) (5,549)
Amortization of deferred financing costs 180 238
Net realized and unrealized (gains) losses on investments,

other than trading (17,994) 66,199
Provision for bad debts 35,950 33,821
Change in fair value of derivative instruments 2,693 5,747
Changes in assets and liabilities:

Patient accounts receivable (31,936) (22,378)
Other current assets (2,088) (385)
Other assets 322 3,735
Accounts payable and accrued expenses 2,722 (5,796)
Estimated third-party payor settlements (769) 10,355
Other current liabilities 899 1,437
Other liabilities 7,933 11,101

Net cash provided by operating activities 75,651 70,939

Cash flows from investing activities:
Proceeds from sales and maturities of investments 88,887 67,580
Purchase of investments (127,131) (25,207)
Purchase of land, buildings, and equipment (55,684) (86,623)
Proceeds from the sale of buildings and equipment 4,357 31,251
Cash paid for acquisitions (2,421) —
Investment in affiliated organizations — (4,453)
Distributions from affiliated organizations 6,730 7,181
Distributions to affiliated organizations (1,684) (924)

Net cash used in investing activities (86,946) (11,195)

Cash flows from financing activities:
Proceeds from issuance of long-term debt 14,000 484
Payments on long-term debt (12,083) (11,005)
Payments on line of credit (15,800) (2,121)

Net cash used in financing activities (13,883) (12,642)

Net (decrease) increase in cash and cash equivalents (25,178) 47,102

Cash and cash equivalents, beginning of year 60,889 13,787

Cash and cash equivalents, end of year $ 35,711 60,889

Supplemental disclosures of noncash items:
Wellmont entered into capital lease obligations for buildings and equipment

in the amount of $1,290 and $18,050 in 2010 and 2009, respectively.

Additions to property and equipment financed through current liabilities of 
$5,182 and $5,977 in 2010 and 2009, respectively.

See accompanying notes to consolidated financial statements.
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Notes to Consolidated Financial Statements

June 30, 2010 and 2009

(Dollars in thousands)

5 (Continued)

(1) Operations and Basis of Presentation

Wellmont Health System (Wellmont) was formed to assume operations of Bristol Regional Medical Center 
(BRMC) and Holston Valley Health Care, Inc. (HVHC), including Holston Valley Medical Center, Inc. 
(HVMC), and to act as sole corporate member of its consolidated foundations. Effective July 1, 1996, 
under terms of an agreement and plan of consolidation and merger, BRMC and HVHC, including HVMC, 
were merged and consolidated into Wellmont. Effective January 1, 1997, Lonesome Pine Hospital (LPH), 
a Virginia corporation, was merged into Wellmont under terms of a plan of merger and merger agreement. 
Effective July 1, 2000, Hawkins County Memorial Hospital (HCMH) transferred its operations and 
operating assets to Wellmont Hawkins County Memorial Hospital (WHCMH), a tax-exempt organization 
that is wholly owned and controlled by Wellmont. Hancock County Hospital (HCH), a critical access 
hospital, was opened in March 2005 to help provide for the immediate healthcare needs of the residents of 
Sneedville and the surrounding counties. As of July 16, 2007, Wellmont acquired Jenkins Community 
Hospital (Jenkins) in Kentucky. As of August 1, 2007, Wellmont acquired two hospitals in Virginia, Lee 
Regional Medical Center in Pennington Gap and Mountain View Regional Medical Center in Norton. On 
May 30, 2008, Wellmont acquired the Holston Valley Cath Lab, an outpatient lab. On May 1, 2010, 
Wellmont acquired Cardiovascular Associates.

As of April 30, 2009, Wellmont closed Jenkins, sold the majority of the facility’s property and equipment 
to Appalachian Regional Healthcare, Inc for $1,000 and recorded a loss on sale of approximately $256.
The consolidated financial statements for the years ended June 30, 2010 and 2009 present Jenkins as a 
discontinued operation. The operating losses of $474 and $3,659 for the years ended June 30, 2010 and
2009, respectively, and the impairment are included in the classification of discontinued operations.

As of June 30, 2010, it was announced that Wellmont will sell the majority of Medical Mall Pharmacy’s 
assets to a national pharmacy company for $1,300 plus inventory value. The consolidated financial 
statements for the years ended June 30, 2010 and 2009 present Medical Mall Pharmacy as a discontinued 
operation. The operating losses of $635 and $540 for the years ended June 30, 2010 and 2009, respectively, 
are included in the classification of discontinued operations. The sale was completed on September 23, 
2010.

All acute care operations remain separately licensed and are treated as operating divisions within 
Wellmont. Wellmont’s operations consist primarily of the delivery of healthcare services in northeast 
Tennessee and southwest Virginia.

The consolidated financial statements include the acute care operations of the above entities along with:

� Wellmont Foundation (the Foundation), which was created from the merger of Bristol Regional 
Medical Center Foundation and Holston Valley Health Care Foundation, Inc. The Foundation 
conducts fund-raising activities for the benefit of Wellmont.

� Wellmont, Inc., a wholly owned taxable subsidiary of Wellmont, formed as the holding company of 
various other taxable subsidiaries that provide medical collection and medical laundry services, 
operate a pharmacy and physician practices, provide other healthcare-related services, and invest in 
affiliates and other activities.
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Notes to Consolidated Financial Statements

June 30, 2010 and 2009

(Dollars in thousands)
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� The Alzheimer’s Center of East Tennessee was merged into Wellmont and changed its name to 
Wellmont Madison House effective September 1, 1997. Wellmont is the sole corporate member and 
the consolidated financial statements include the operations of this entity.

All significant intercompany accounts and transactions have been eliminated in the accompanying 
consolidated financial statements.

(2) Significant Accounting Policies

A summary of significant accounting policies follows:

(a) Use of Estimates

The preparation of consolidated financial statements in conformity with accounting principles
generally accepted in the United States of America (GAAP) requires management to make estimates 
and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent 
assets and liabilities as of the date of the consolidated financial statements. Estimates also affect the 
reported amounts of revenue and expenses during the reporting period. Significant estimates 
include: allowances for contractual adjustments and bad debts; third-party payor settlements;
valuation of investments, land, buildings, equipment, and goodwill; and self-insurance and other 
liabilities. Actual results could differ from these estimates.

(b) Cash and Cash Equivalents

Wellmont considers all highly liquid investments with a maturity of three months or less when 
purchased, excluding amounts whose use is limited by board of director’s designation or other 
arrangements under trust agreements, to be cash equivalents.

(c) Investments

Marketable equity securities and debt securities are recorded at fair value and classified as other than 
trading. Fair value is determined primarily using quoted prices (unadjusted) in active markets for 
identical assets or liabilities that Wellmont has the ability to access at the measurement date. 
However, Wellmont also uses observable and unobservable inputs for investments without quoted 
market prices to determine the fair value of certain investments at the measurement date. Investments 
in limited partnerships are recorded at fair value as determined by the partnership using net asset 
value. Wellmont elected to early adopt the measurement provisions of Accounting Standards Update 
No. 2009-12, Investments in Certain Entities That Calculate Net Asset Value per Share (or Its 

Equivalent), to certain investments in funds that do not have readily determinable fair values 
including private investments, hedge funds, real estate, and other funds. Investments in affiliates in 
which Wellmont has significant influence but does not control are reported on the equity method of 
accounting, which represents Wellmont’s equity in the underlying net book value. Long-term 
investments include those investments that have not been designated by the board of directors for 
specific purposes and are also not intended to be used for the liquidation of current liabilities. 
Investment income is recognized when earned.
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Realized gains and losses are determined on the specific-identification method and included in 
investment income with interest and dividends. Investment income is reported net of related 
investment fees. Unrealized gains and losses are included in other changes in unrestricted net assets 
except for losses determined to be other than temporary, which are considered realized losses and 
included in investment income.

On July 1, 2008, Wellmont adopted new guidance issued by the Financial Accounting Standards 
Board (FASB), which defines fair value, establishes a framework for the measurement of fair value, 
and enhances disclosures about fair value measurements now codified into Accounting Standards 
Codification (ASC) 850. ASC 850 statement does not require any new fair value measures and did 
not have a material impact on Wellmont’s consolidated financial statements for the year ended 
June 30, 2009, however, expanded fair value disclosures have been provided in note 19.

(d) Assets Limited as to Use

Assets limited as to use primarily include assets held by trustees under bond indenture and 
self-insurance agreements, as well as designated assets set aside by the board of directors for future 
capital improvements, over which the board of directors retains control and may, at its discretion, 
subsequently use for other purposes. Amounts required to meet current liabilities of Wellmont have 
been reclassified to current assets in the accompanying consolidated balance sheets.

(e) Inventories

Inventories are stated at the lower of cost or market value and are valued principally by the first-in, 
first-out, and average-cost methods.

(f) Land, Buildings, and Equipment

Land, buildings, and equipment are stated at cost, if purchased, or fair value at date of donation.
Depreciation is computed using the straight-line method based on the estimated useful life of the 
asset, ranging from 3 to 40 years. Buildings and equipment held under capital leases are recorded at 
net present value of future lease payments and are amortized on a straight-line basis over the shorter 
of the lease term or estimated useful life of the asset. Costs of maintenance and repairs are expensed 
as incurred. Upon sale or retirement of land, buildings, or equipment, the cost and related 
accumulated depreciation are eliminated from the respective accounts and the resulting gain or loss, 
if any, is included in other revenues on the consolidated statements of operations and changes in net 
assets. Interest costs incurred on borrowed funds during the period of construction of capital assets is 
capitalized as a component of the cost of acquiring those assets. The amount capitalized is net of 
investment earnings on assets limited as to use derived from borrowings designated for capital assets.
Renewals and betterments are capitalized and depreciated over their useful life, whereas costs of 
maintenance and repairs are expensed as incurred.

Wellmont evaluates long-lived assets for impairment on annual basis. Long-lived assets are 
considered to be impaired whenever events or changes in circumstances indicate the carrying amount 
of an asset may not be recoverable from future cash flows. Recoverability of long-lived assets to be 
held and used is measured by a comparison of the carrying amount of an asset to future cash flows 
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expected to be generated by the asset. When such assets are considered to be impaired, the 
impairment loss recognized is measured by the amount by which the carrying value of the asset 
exceeds the fair value of the asset.

(g) Goodwill

Goodwill represents the difference between the cost of net assets acquired and estimated fair value at 
purchase date, and is being amortized using the straight-line method over periods of 5 to 15 years. 
For goodwill acquired by its taxable entities, the FASB has implemented a nonamortization approach 
to goodwill. However, the effective date for not-for-profit entities is not effective until fiscal year 
2011 for Wellmont and, as such, Wellmont continues to amortize the goodwill associated with its 
tax-exempt entities. Wellmont assesses the recoverability and the amortization period of goodwill for 
not-for-profit entities by determining whether the amount can be recovered through undiscounted 
cash flows of the business acquired, excluding interest and amortization, over the remaining 
amortization period. If impairment is indicated by this analysis, measurement of the impairment 
recognized is based on the difference between the fair value and the carrying amount of the asset. 
Management considers external factors relating to each acquired business, including local market 
developments, regional and national trends, regulatory developments, and other pertinent factors in 
making its assessment. Goodwill for Wellmont’s for-profit/taxable entities is reviewed for 
impairment at least annually in accordance with the provisions of FASB ASC 350, Intangibles –

Goodwill and Other (Statement No. 142, Goodwill and Other Intangible Assets). The goodwill 
impairment test is a two-step test. Under the first step, the fair value of the reporting unit is compared 
with its carrying value (including goodwill). If the fair value of the reporting unit is less than its 
carrying value, an indication of goodwill impairment exists for the reporting unit and the enterprise 
must perform step two of the impairment test. Under step two, an impairment loss is recognized for 
any excess of the carrying amount of the reporting unit’s goodwill over the implied fair value of that 
goodwill. The implied fair value of goodwill is determined by allocating the fair value of the 
reporting unit in a manner similar to a purchase price allocation and the residual fair value after this 
allocation is the implied fair value of the reporting unit goodwill. Fair value of the reporting unit is 
determined using a discounted cash flow analysis. If the fair value of the reporting unit exceeds its 
carrying value, step two does not need to be performed. A summary of goodwill and related 
amortization for the years ended June 30 follows:

2009 Additions Decreases 2010

Goodwill $ 12,604 — — 12,604
Amortization (3,095) (8) — (3,103) 

$ 9,509 (8) — 9,501
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2008 Additions Decreases 2009

Goodwill $ 12,771 — (167) 12,604
Amortization (3,130) (30) 65 (3,095) 

$ 9,641 (30) (102) 9,509

(h) Deferred Debt Expense

Deferred debt expense is amortized over the life of the related bond issues using the effective-interest
method.

(i) Derivative Financial Instruments

As further described in note 12, Wellmont is a party to interest rate swap and other derivative 
agreements. These financial instruments are not designated as hedges and are presented at estimated 
fair market value in the accompanying consolidated balance sheets. These fair values are based on 
the estimated amount Wellmont would receive, or be required to pay, to enter into equivalent 
agreements with a third party at the valuation date. Due to the nature of these financial instruments, 
such estimates are subject to significant change in the near term. Wellmont recognizes changes in the 
fair values of derivatives as nonoperating gains or losses in the consolidated statements of operations 
and changes in net assets. The cash settlements resulting from these interest rate swaps are reported 
as interest expense in the consolidated statements of operations and changes in net assets.

(j) Asset Retirement Obligations

Asset retirement obligations (AROs) are legal obligations associated with the retirement of 
long-lived assets. These liabilities are initially recorded at fair value, and the related asset retirement 
costs are capitalized by increasing the carrying amount of the related assets by the same amount as 
the liability. Asset retirement costs are subsequently depreciated over the useful lives of the related 
assets. Subsequent to initial recognition, Wellmont records period-to-period changes in the ARO 
liability resulting from the passage of time and revisions to either the timing or the amount of the 
original estimate of undiscounted cash flows. Wellmont derecognizes ARO liabilities when the 
related obligations are settled.

(k) Temporarily and Permanently Restricted Net Assets

Temporarily restricted net assets are those whose use by Wellmont has been limited by donors to a 
specific time period or purpose. Permanently restricted net assets have been restricted by donors to 
be maintained by Wellmont in perpetuity. Generally, donors of permanently restricted assets permit 
use of all or part of the income earned on related investments for general or specific purposes.

Temporarily restricted net assets relate primarily to amounts held by the Foundation and include 
amounts restricted for future capital expenditures and for operations of such areas as children’s
healthcare services, hospice, and cancer research.
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Net assets are released from restrictions by Wellmont incurring expenses that satisfy the restricted 
purposes. Such net assets released during 2010 and 2009 primarily included amounts related to the 
purchase of buildings and equipment for pediatrics, cancer, and other healthcare operations.

(l) Net Patient Service Revenue and Accounts Receivable

Net patient service revenue is reported on the accrual basis in the period in which services are 
provided at the estimated net realizable amounts expected to be collected. Net patient service 
revenue includes amounts estimated by management to be reimbursable by patients and various 
third-party payors under provisions of reimbursement formulas in effect, including retroactive 
adjustments under reimbursement agreements. Estimated retroactive adjustments are accrued in the 
period related services are rendered and adjusted in future periods as final and other settlements are 
determined. Wellmont provides care to patients who meet criteria under its charity care policy 
without charge or at amounts less than its established rates. Because Wellmont does not pursue 
collection of amounts determined to qualify as charity care, they are not included in net patient 
service revenue.

Patient accounts receivable are reported net of both an allowance for uncollectible accounts and an 
allowance for contractual adjustments. The contractual allowance represents the difference between 
established billing rates and estimated reimbursement from Medicare, TennCare, Medicaid, and 
other third-party payment programs. Wellmont’s policy does not require collateral or other security 
for patient accounts receivable. Wellmont routinely obtains assignment of, or is otherwise entitled to 
receive, patient benefits payable under health insurance programs, plans, or policies.

(m) Revenue and Gains in Excess of Expenses and Losses

The consolidated statements of operations and changes in net assets include revenue and gains in 
excess of expenses and losses. Changes in unrestricted net assets that are excluded from revenue and
gains in excess of expenses and losses, consistent with industry practice, include changes in net 
unrealized gains (losses) on investments other-than-trading securities, changes in the funded status of 
Wellmont’s defined benefit plans, contributions of long-lived assets, including assets acquired using 
contributions that, by donor restriction, were to be used for the purpose of acquiring such assets, and 
cumulative effects of changes in accounting principles.

For purposes of financial statement display, those activities directly associated with Wellmont’s 
mission of providing healthcare services are considered to be operating activities. Nonoperating 
activities primarily include investment and related activities. Other operating revenues primarily 
include cafeteria, rental, and income from affiliates.

(n) Contributed Resources

Gifts of long-lived assets, such as land, buildings, or equipment, are reported as unrestricted 
contributions, and are excluded from revenue and gains in excess of expenses and losses, unless 
explicit donor stipulations specify how the donated assets must be used. Gifts of long-lived assets 
with explicit restrictions that specify how the assets are to be used and gifts of cash or other assets 
that must be used to acquire long-lived assets are reported as restricted contributions. Absent explicit 
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donor stipulations about how long those long-lived assets must be maintained, expiration of donor 
restrictions is reported when the donated or acquired long-lived assets are placed in service.

Unconditional promises to give cash or other assets are reported at fair value at the date the promise 
is received. Gifts are reported as either a temporarily or permanently restricted contribution if they 
are received with donor stipulations that limit the use of the donated assets. When a donor restriction 
expires, that is, when a stipulated time restriction ends or a purpose restriction is accomplished, 
temporarily restricted net assets are reclassified as unrestricted net assets and reported in the 
consolidated statements of operations and changes in net assets as net assets released from 
restrictions. Donor-restricted contributions whose restrictions are met within the same year as 
received are recorded as unrestricted contributions. Unrestricted contributions are included in other 
revenues.

(o) Federal Income Taxes

The Wellmont entities are primarily classified as organizations exempt from federal income taxes 
under Section 501(a) as entities described in Section 501(c)(3) of the Internal Revenue Code. 
Accordingly, no provision for income taxes has been included for these entities in the consolidated 
financial statements. The operations of Wellmont, Inc. and its subsidiaries are subject to state and 
federal income taxes, which are accounted for in accordance with ASC 740, Income Taxes; however,
such amounts are not material.

On July 1, 2007, Wellmont adopted new guidance issued by on the accounting for uncertainty in 
income tax positions now codified into ASC 740. It also provides guidance on when tax positions are 
recognized in an entity’s financial statements and how the values of these positions are determined.
There was no impact on Wellmont’s consolidated financial statements as a result of the adoption of 
the new guidance.

(p) New Accounting Pronouncements

Effective July 1, 2008, Wellmont adopted new guidance issued by FASB, which provides guidance 
on the net asset classification of donor-restricted endowment funds for a tax-exempt organization 
that is subject to an enacted version of the Uniform Prudent Management of Institutional Funds Act 
of 2006 (UPMIFA) now codified into ASC 958, Not-for-Profit Entities. Effective July 1, 2007, the 
State of Tennessee adopted legislation that incorporates the provisions outlined in UPMIFA.
Wellmont’s endowments consist solely of donor-restricted endowment funds. Wellmont’s 
endowments consist of four individual funds established for a variety of purposes.

Wellmont has interpreted UPMIFA as requiring the preservation of the fair value of the original gift 
as of the gift date of the donor-restricted endowment funds absent explicit donor stipulations to the 
contrary. As a result of this interpretation, Wellmont classifies as permanently restricted net assets 
(a) the original value of gifts donated to the permanent endowment, (b) the original value of 
subsequent gifts to the permanent endowment, and (c) accumulations to the donor gift instrument at 
the time the accumulation is added to the fund. The remaining portion of the donor-restricted
endowment fund that is not classified in permanently restricted net assets is classified as temporarily 
restricted net assets until those amounts are approved for expenditure by the organization in a 
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manner consistent with the standard of prudence prescribed by UPMIFA. In accordance with 
UPMIFA, Wellmont considers the following factors in making a determination to appropriate or 
accumulate donor-restricted endowment funds: (1) the duration and preservation of the fund; (2)  the 
purposes of the organization and the donor-restricted endowment fund; (3) general economic 
conditions; (4) the possible effect of inflation and deflation; (5) the expected total return from 
income and the appreciation of investments; (6) other resources of the organization; and (7) the 
investment policies of the organization.

On June 30, 2009, Wellmont adopted guidance issued by the FASB for subsequent events, now 
codified into ASC 855, Subsequent Events. ASC 855 defines the period after the balance sheet date 
during which management shall evaluate events or transactions that may occur for potential 
recognition or disclosure, the circumstances under which an organization shall recognize events 
occurring after the balance sheet date and the disclosures that an organization shall make about those 
events or transactions. ASC 855 defines two types of subsequent events. The first type consists of 
events or transactions that provide additional evidence about conditions that existed at the date of the 
balance sheet, including the estimates inherent to the process of preparing financial statements (i.e.,
recognized subsequent events). The second type consists of events that provide evidence about 
conditions that did not exist at the date of the balance sheet but arose after the date (i.e.,
nonrecognized event).

Management evaluated all events and transactions that occurred through October 28, 2010. Other 
than described in note 11, Wellmont did not have any material subsequent events during this period.

On July 1, 2009, the FASB issued Statement No. 168, The FASB Accounting Standards 
Codification™ and the Hierarchy of Generally Accepted Accounting Principles (Statement 168). 
Statement 168 is the single source of authoritative nongovernmental GAAP, superseding existing 
FASB, American Institute of Certified Public Accountants, Emerging Issues Task Force, and related 
accounting literature. Statement 168 reorganizes the thousands of pages of GAAP pronouncements 
into roughly 90 accounting topics and displays them using a consistent structure. Also included is 
relevant Securities and Exchange Commission guidance organized using the same topical structure 
in separate sections. Statement 168 is effective for interim and annual periods ending after 
September 15, 2009. The adoption of Statement 168 had no significant effect on the Wellmont’s 
consolidated financial statements.

(q) Reclassifications

Certain 2009 amounts have been reclassified to conform to the 2010 consolidated financial statement 
presentation.
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(3) Net Patient Service Revenue

A reconciliation of the amount of services provided to patients at established rates to net patient service 
revenue as presented in the consolidated statements of operations and changes in net assets is as follows for 
the years ended June 30:

2010 2009

Gross patient service charges $ 2,158,847 2,178,018

Less:
Contractual adjustments and other discounts (1,411,435) (1,440,519)
Charity care (54,492) (57,443)

(1,465,927) (1,497,962)

Net patient service revenue $ 692,920 680,056

(4) Third-Party Reimbursement Arrangements

Wellmont renders services to patients under contractual arrangements with the Medicare and Medicaid 
programs. The Medicaid program in Tennessee was replaced with a managed care program known as
TennCare, which was designed to cover previous Medicaid eligible enrollees. Amounts earned under these 
contractual arrangements are subject to review and final determination by fiscal intermediaries and other 
appropriate governmental authorities or their agents. Management believes that adequate provision has 
been made for any adjustments that may result from such reviews. Participation in these programs subjects 
Wellmont to significant rules and regulations; failure to adhere to such could result in fines, penalties, or 
expulsion from the programs.

Wellmont contracts with various managed care organizations under the TennCare program. TennCare 
reimbursement for both inpatient and outpatient services is based upon prospectively determined rates, 
including diagnostic-related group assignments, fee schedules, and per diem amounts. Reimbursement 
under the Virginia Medicaid program is also based upon prospectively determined amounts.

The Medicare program pays for the costs of inpatient services on a prospective basis. Payments are based 
upon diagnostic-related group assignments, which are determined by the patient’s clinical diagnosis and 
medical procedures utilized. Wellmont receives additional payments from Medicare based on the provision 
of services to a disproportionate share of Medicaid-eligible and other low income patients. Outpatient 
services are also reimbursed primarily on a prospectively determined basis. 
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Net patient service revenue in 2010 and 2009 related to Medicare, TennCare, and Virginia Medicaid and 
net patient accounts receivable at June 30, 2010 and 2009 from Medicare, TennCare, and Virginia 
Medicaid were as follows:

2010 2009

Net patient service revenue:
Medicare $ 277,372 272,259
TennCare 22,918 22,509
Virginia Medicaid 23,536 19,036

Net patient accounts receivable:
Medicare $ 41,125 39,852
TennCare 2,206 4,072
Virginia Medicaid 3,739 3,172

Wellmont has filed cost reports with Medicare and Virginia Medicaid. The cost reports are subject to final 
settlement after audits by the fiscal intermediary. The Medicare and Virginia Medicaid cost reports have 
been audited by the intermediary through June 30, 2006.

Wellmont has also entered into reimbursement agreements with certain commercial insurance companies, 
health maintenance organizations, and preferred provider organizations. The basis for reimbursement 
under these agreements includes prospectively determined rates per discharge, per diem rates, and 
discounts from established charges.

Net patient service revenue is reported at the net amounts billed to patients, third-party payors, and others 
for services rendered, including estimated retroactive adjustments under reimbursement agreements with 
third-party payors. Estimated retroactive adjustments are accrued in the period the related services are 
rendered and adjusted in future periods as changes in estimated provisions and final settlements are 
determined. Net patient service revenue increased (decreased) approximately $863 and $(2,600) in 2010 
and 2009, respectively, due to final settlements and revised estimates in excess of amounts previously 
recorded, removal of allowances previously estimated that are no longer necessary as a result of final 
settlements, and years that are not longer subject to audits, reviews, and investigations.

Estimated settlements recorded at June 30, 2010 could differ materially from actual settlements based on 
the results of third-party audits.

(5) Charity Care and Community Services

Wellmont accepts all patients within its primary service area regardless of their ability to pay. A patient is 
classified as a charity patient by reference to certain established policies that consider, among other factors, 
generally recognized poverty income levels.

Wellmont maintains records to identify and monitor the level of charity care it provides. Charges foregone 
for services and supplies furnished under its charity care policy, the estimated cost of those services, and 
the equivalent percentage of charity care patients to all patients serviced were $54,492, $15,567, and 
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2.52%, respectively, for the year ended June 30, 2010 and $57,443, $16,203, and 2.63%, respectively, for 
the year ended June 30, 2009.

In addition to the charity care services described above, Wellmont provides a number of other services to 
benefit the indigent for which little or no payment is received. Medicare, Medicaid, and State indigent 
programs do not cover the full cost of those services. The shortfall between actual receipts from those 
programs and Wellmont’s cost of providing care to those patients totaled $55,461 and $57,212 for the 
years ended June 30, 2010 and 2009, respectively.

Wellmont also provides services to the community at large for which it receives little or no payment. 
Health evaluations, screening programs, and specific services for the elderly and homebound are other 
services supplied. Wellmont also provides public health education, trains new health professionals, and 
conducts health research.

(6) Investment in Affiliates

Wellmont has investments with other healthcare providers, which include hospital, home care, regional 
laboratories, and other healthcare-related organizations. Wellmont records its share of equity in the 
operations of the respective organizations. Equity in net income of affiliates was approximately $6,773 and
$5,549 for the years ended June 30, 2010 and 2009, respectively, and is included in other operating 
revenue in the consolidated financial statements. Wellmont made additional contributions of $0 and $4,453
during 2010 and 2009, respectively, to affiliates, which increased Wellmont’s overall investment in 
affiliates. Wellmont received distributions of $6,730 and $7,181 during 2010 and 2009, respectively, which 
reduced Wellmont’s overall investment in the affiliates.

The following table summarizes the unaudited aggregate financial information of Wellmont’s investments 
in affiliates:

2010 2009

Total assets $ 129,720 137,737
Total liabilities 13,943 39,913

Total net assets $ 115,777 97,824

Net revenues $ 166,815 178,253
Expenses 142,534 159,004

Revenues in excess of expenses $ 24,281 19,249
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Wellmont’s equity investment in these affiliates and its ownership percentage as of June 30, 2010 and 2009
are as follows:

Amount Percentage
2010 2009 2010 2009

Takoma Regional Hospital $ 12,645 12,302 60% 60%
Holston Valley Imaging

Center (HVIC) 8,048 9,047 75 75
Advanced Home Care (AHC) 6,092 6,092 6 6
Spectrum Tennessee Network 3,850 3,462 20 20
Others 1,384 1,073 4% – 50% 4% – 50%  

$ 32,019 31,976

Wellmont provided billing and management services to the affiliates. Income recognized by Wellmont for 
the services was $1,766 in 2010 and $1,501 in 2009 and is included in other revenues.

Included in other receivables are $124 and $135 as of June 30, 2010 and 2009, respectively, of amounts 
due to Wellmont from these entities.

Although Wellmont’s ownership percentage in Takoma Regional Hospital and HVIC is greater than 50%,
Wellmont does not consolidate these entities because Wellmont only has a 50% representation on each 
respective board and does not have control over these entities.
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(7) Investments

Long-term investments, including assets limited as to use, at June 30 are reported at fair value and consist 
of the following:

2010 2009

Assets limited as to use by Board for capital improvements:
Stock mutual funds $ 109,629 108,036
Bond mutual funds 71,698 5,910
Cash and money market funds 1,474 2,517
Real estate funds 7,468 5,419
Alternative investments (private equity, hedge funds, 

commingled funds, and real estate funds):
Liquid 33,915 12,415
Illiquid 23,490 23,171

247,674 157,468

Assets limited as to use under self-insurance agreements:
Corporate bonds 6,867 7,464
Cash and money market funds 558 643

7,425 8,107

Assets limited as to use under bond indenture agreements:
Cash and money market funds 48,523 82,226

Less assets limited as to use that are required for current
liabilities 1,815 2,201

Assets limited as to use, net of current portion $ 301,807 245,600

Long-term investments:
Stock mutual funds $ 9,279 8,631
Bond mutual funds 7,599 3,648
Preferred equity investment and related options 11,512 11,512
Cash, money market funds, and certificates of deposit 287 5,202
Real estate funds 1,722 1,255
Alternative investments (private equity, hedge funds,

commingled funds, and real estate funds):
Liquid 1,992 1,726

Total long-term investments $ 32,391 31,974

Investments in certain alternative limited partnership investments contain agreements whereby Wellmont is 
committed to contribute approximately $12,112 as of June 30, 2010 of additional funds to the limited
partnerships in the form of capital calls at the discretion of the general partner, of which $417 was paid 
subsequent to June 30, 2010.
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Wellmont has invested $10,000 in the preferred equity of a regional managed services organization and 
$1,512 on a right of first refusal related to any future sale of this organization. This equity has a guaranteed 
annual return of at least 6.5% of the outstanding preferred equity balance.

Wellmont’s investments are concentrated in stock and bond mutual funds. In the event of a downward 
trend in the stock and bond markets, Wellmont’s overall market value of net assets could be adversely 
affected by a material amount. Investments in alternative investments are generally illiquid investments 
whose value is determined by the general partner such as hedge funds, private equity, commingled funds,
and real estate funds. Distributions are only at the discretion of a voting majority of the general partners.

Wellmont evaluates whether unrealized losses on investment securities indicate other-than-temporary 
impairment. Based on this evaluation, the Company recognized other-than-temporary impairment losses of 
$8,233 and $4,654 on investments as of June 30, 2010 and 2009, respectively. The unrealized losses on 
these mutual funds were primarily caused by the overall decline in the world’s economy in 2009 and 2010.
Other-than-temporary impairment losses are considered as realized losses and are reported within 
“investment income” in the consolidated statements of operations and changes in net assets.

Gross unrealized losses on investments for which other-than-temporary impairments have not been 
recognized and the fair values of those investments, aggregated by the length of time that individual 
investments have been in a continuous unrealized loss position, at June 30, 2010 and 2009, were as 
follows:

Less than 12 months 12 months or more Total
Unrealized Unrealized Unrealized

losses Fair value losses Fair value losses Fair value

Alternative investments $ — — 910 4,219 910 4,219
Stock mutual funds 2,184 29,658 24,817 83,713 27,001 113,371

$ 2,184 29,658 25,727 87,932 27,911 117,590

June 30, 2010

Less than 12 months 12 months or more Total
Unrealized Unrealized Unrealized

losses Fair value losses Fair value losses Fair value

Bond mutual funds $ 191 4,112 — — 191 4,112
Alternative investments 5,525 16,227 4,144 7,120 9,669 23,347
Stock mutual funds 22,243 74,147 17,460 35,983 39,703 110,130

$ 27,959 94,486 21,604 43,103 49,563 137,589

June 30, 2009
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Investment income is comprised of the following for the years ended June 30:

2010 2009

Interest and dividends, net of amounts capitalized $ 5,330 9,717
Realized losses on investments, including $8,233 and

$4,654 recognized losses related to other-than-temporary
impairments in 2010 and 2009, respectively. (4,318) (5,536) 

Investment income, net $ 1,012 4,181

Change in net unrealized gains (losses) on investments $ 22,312 (60,663) 

(8) Land, Buildings, and Equipment

Land, buildings, and equipment at June 30 consist of the following:

2010 2009

Land $ 41,210 44,149
Buildings and improvements 488,285 392,593
Equipment 327,896 303,805
Buildings and equipment under capital lease obligations 39,591 38,734

896,982 779,281

Less accumulated depreciation (459,935) (418,399) 

437,047 360,882

Construction in progress 13,158 81,728

Land, buildings, and equipment $ 450,205 442,610

Depreciation expense for the years ended June 30, 2010 and 2009 was $43,755 and $43,393, respectively. 
Included in depreciation expense is amortization related to capitalized software and equipment under 
capital leases. Accumulated amortization for equipment under capitalized software and lease obligations 
was $13,266 and $9,109 as of June 30, 2010 and 2009, respectively.
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(9) Other Long-Term Liabilities

Other long-term liabilities at June 30 consist of the following:

2010 2009

Workers’ compensation liability $ 6,606 5,706
Professional and general liability 11,183 9,494
Postretirement benefit obligation 5,861 5,653
Asset retirement obligation 3,710 3,621
Deferred gain on sale of assets 1,382 2,136
Derivative liability 12,943 10,250
Pension benefit liability 10,018 6,709
Other 2,912 1,205

54,615 44,774
Less current portion (7,251) (6,352)

Total other long-term liabilities $ 47,364 38,422

(10) Lines of Credit/Notes Payable

During 2008, Wellmont entered into three lines of credit for $15,000, $1,800, and $10,000. The $15,000 
line of credit had a variable interest rate based upon LIBOR plus 1% and a termination date of August 
2009; at June 30, 2009, $14,000 was outstanding on this line. During 2010, the $15,000 line of credit was 
paid in full with a $14,000 note payable, which was initiated with one bank to pay off the line of credit.
The $14,000 note payable has a variable interest rate based upon LIBOR plus 2% and a termination date of 
December 2010. At June 30, 2010, $14,000 was outstanding on this note. During 2008, a $1,800 line of 
credit was initiated with one bank and was paid in full with the funds from the $10,000 line of credit from 
another bank, which had variable interest rate based upon LIBOR plus 0.95% and a termination date of 
August 31, 2009; at June 30, 2010 and 2009, $0 and $1,811, respectively, was outstanding on this line. The 
$10,000 line of credit was paid in full in 2010.
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(11) Debt

(a) Long-Term Debt

Long-term debt consists of the following at June 30:

(b) Series 2007 Bonds

On July 24, 2007, The Virginia Small Business Financing Authority issued, on behalf of Wellmont, 
$55,000 of Hospital Revenue Bonds, Series 2007A. The Series 2007A Bonds, with other methods of 
financing, were used to purchase the assets of Mountain View Regional Medical Center and Lee 
Regional Medical Center.

Principal on outstanding Series 2007A Bonds is payable through maturity or mandatory sinking fund 
redemption in annual amounts ranging from $360 to $2,460 commencing on September 1, 2017
through September 1, 2036, with a balloon payment of $29,245 due on September 1, 2037. The 
outstanding bonds accrue interest at rates ranging from 5.125% to 5.25%.

(c) Series 2006C

On October 26, 2006, The Health, Educational and Housing Facilities Board of the County of 
Sullivan Tennessee issued, on behalf of Wellmont, $200,000 of Hospital Revenue Bonds, 
Series 2006C. The Series 2006C Bonds were used to: finance the costs of acquisition of land for 
expansion, construction, expansion, equipping, and renovation of HVMC, including the construction 
of a new patient tower (collectively known as Project Platinum); finance the costs of the 

2010 2009

Hospital Revenue Bonds, Series 2007A $ 55,000 55,000
Hospital Revenue Refunding Bonds, Series 2006C 200,000 200,000
Hospital Revenue Refunding Bonds, Series 2006A

and 2006B 93,405 95,205
Hospital Revenue Refunding Bonds, Series 2005 61,810 63,940
Hospital Revenue Bonds, Series 2003 36,666 40,145
Notes payable 6,429 4,399
Capital lease obligations 19,698 22,388
Other 358 71

473,366 481,148

Unamortized premium 7,538 7,800
Unamortized discount (1,113)  (1,143)  

479,791 487,805

Less current maturities (11,958)  (13,197)  

$ 467,833 474,608
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construction, expansion, equipping, and renovation of the emergency department at BRMC
(the Bristol Emergency Department Project); and finance the costs of construction, expansion, 
renovation, and equipping of an operating room and related facilities at HCMH.

Principal on outstanding Series 2006C Bonds is payable through maturity or mandatory sinking fund 
redemption in annual amounts ranging from $1,605 to $25,330 commencing on September 1, 2017
through September 1, 2036. The outstanding bonds accrue interest at rates ranging from 5.00% to 
5.25%.

(d) Series 2006 A and B

On June 23, 2006, The Health, Educational and Housing Facilities Board of the County of Sullivan, 
Tennessee issued, on behalf of Wellmont, $98,475 of Hospital Revenue Refunding Bonds, 
Series 2006. This bond issuance consists of Series A tax-exempt and Series B taxable bonds of 
$76,595 and $21,880, respectively. The Series 2006 Bonds together with other available funds were 
used to advance refund all the previously issued Hospital Revenue Bonds, Series 1993, to reimburse 
Wellmont for payments made on other taxable borrowings and to pay certain expenses incurred in 
connection with the issuance of the Series 2006 Bonds. Upon this refunding, a trust was established 
to pay all future bond payments related to the Series 1993 Bonds. Wellmont was deemed to have 
paid the Series 1993 Bonds and these Bonds are no longer deemed to be outstanding for purposes of 
the Series 1993 Trust Indenture.

Principal on outstanding Series 2006A Bonds is payable through maturity or mandatory sinking fund 
redemption in annual amounts ranging from $875 to $6,400 commencing on September 1, 2013 
through September 1, 2032; and the outstanding bonds accrue interest on a variable rate, which is 
reset monthly based upon the AAA-insured Municipal Market Data Index, plus 85 basis points. 
Principal on outstanding Series 2006B Bonds is payable through maturity in annual amounts ranging 
from $1,600 to $2,930 commencing on September 1, 2007 through September 1, 2016, and the 
outstanding bonds accrue interest at a fixed rate of 6.95%.

Outstanding Series 2006A Bonds are subject to redemption prior to maturity at the option of The 
Health, Educational and Housing Facilities Board of the County of Sullivan, Tennessee upon 
direction by Wellmont in whole at any time, or in part on any certain specified days at redemption 
prices of 100%–102% of the principal amount of the Series 2006A Bonds being redeemed, plus 
accrued interest thereon to the redemption date.

On October 1, 2010, the Series 2006B Bonds were called and paid in full at par value of $14,880.

(e) Series 2005

On December 8, 2005, The Health, Educational and Housing Facilities Board of the County of 
Sullivan, Tennessee, issued, on behalf of Wellmont, $70,620 of Hospital Revenue Refunding Bonds, 
Series 2005. The Series 2005 Bonds together with other available funds were used to advance refund 
the previously issued Hospital Revenue Bonds, Series 2002, and to pay certain expenses incurred in 
connection with the issuance of the Series 2005 Bonds.
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Principal on outstanding Series 2005 Bonds is payable through maturity or scheduled mandatory 
sinking fund redemption in annual amounts ranging from $1,945 to $3,390 commencing on 
September 1, 2007 through September 1, 2032. The terms of the bonds provide that bondholders 
may redeem or put the bonds to the remarketing agent on dates that approximate a weekly basis. The 
remarketing agent is obligated to remarket the redeemed bonds on a “best efforts” basis. Redeemed 
bonds are repaid to bondholders from the proceeds of the remarketing effort or, in the event of an 
inability to remarket the bonds, from a letter of credit. Subsequent to year-end, Wellmont amended 
its letter of credit to cover an amount equal to the principal and up to 40 days’ interest on the bonds 
at a maximum interest rate of 12% per annum, and is effective through July 1, 2011. This letter 
secures the bonds in the event of a failed remarketing or liquidity issue. In the event of a liquidity 
drawing under the letter of credit, Wellmont shall pay the Base Rate for the first 90 days equal to the 
greater of (i) the Prime Rate plus 1.50% per annum, ii) the Federal Funds Rate plus 3.00% per 
annum, or iii) 7.50% per annum. ; the Base Rate plus 0.50% for days 91 through 366 and the Base 
Rate plus 1.00% thereafter until the amount is paid in full.

Outstanding Series 2005 Bonds are subject to redemption prior to maturity at the option of The 
Health, Educational and Housing Facilities Board of the County of Sullivan, Tennessee upon 
direction by Wellmont in whole at any time, or in part on any certain specified days at redemption 
prices of 100%–102% of the principal amount of the Series 2005 Bonds being redeemed, plus 
accrued interest thereon to the redemption date.

(f) Series 2003

On June 1, 2003, The Health, Educational and Housing Facilities Board of the County of Sullivan, 
Tennessee issued, on behalf of Wellmont, $59,100 of Hospital Revenue Bonds, Series 2003. The 
bonds were issued to provide funds necessary to refund Wellmont’s Hospital Revenue Bonds, 
Series 1993 (HVHC), to fund a debt service reserve fund and to pay certain expenses incurred in 
connection with the issuance of the Series 2003 Bonds.

The Wellmont Series 2003 Bonds consist of $27,460 in fixed rate serial bonds and $19,280 in 
fixed rate term bonds payable through maturity or mandatory sinking fund redemption maturing in 
annual amounts ranging from $3,230 on September 1, 2007 to $4,140 on September 1, 2019, and 
carrying interest rates ranging from 2.5% to 5.00%.

(g) Master Trust Indenture

The master trust indenture and loan agreements for the 2007, 2006, 2005, and 2003 bonds contain 
certain requirements regarding deposits to trustee funds, maintenance of rates, maintenance of debt 
service coverage and liquidity, permitted indebtedness, and permitted disposition of assets. Gross 
receipts of Wellmont collateralize the bonds. The purpose of the master trust indenture is to provide 
a mechanism for the efficient and economical issuance of notes by individual members of Wellmont 
using the collective borrowing capacity and credit rating of Wellmont. The master trust indenture 
requires individual members of Wellmont to make principal and interest payments on notes issued 
for their benefit. The master trust indenture also requires Wellmont members to make payments on 
notes issued by other members of Wellmont if such other members are unable to satisfy their 
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obligations under the master trust indenture. Payments of principal and interest on certain bonds are 
also insured by bond insurance policies.

Funds held by the trustee related to the various revenue bonds are available for specific purposes. 
The bond interest and revenue funds may be used only to pay interest and principal on the bonds; the 
debt service reserve fund may be used to pay interest and principal if sufficient funds are not 
available in the bond interest and revenue funds. The original issue discount and premium on all 
Bond Series outstanding are being amortized over the life of the bond issue using the 
effective-interest method.

(h) Notes Payable

During 2007, Wellmont entered into a five-year $3,000 note payable, which has a fixed interest rate 
of 7.25% and a termination date of July 2011; at June 30, 2010 and 2009, $2,062 and $2,319,
respectively, was outstanding on this note.

During 2008, Wellmont entered into a five-year $2,400 term note payable, which has a fixed interest 
rate of 7.25% and a termination date of August 2012; at June 30, 2010 and 2009, $1,600 and $2,080,
respectively, was outstanding on this note.

During 2010, Wellmont entered into a $2,767 note payable to finance the purchase of Cardiovascular 
Associates. The note payable has a fixed interest rate of 5.5% and a termination date of May 2013.
At June 30, 2010, $2,767 was outstanding on this note.

(i) Capital Lease Obligations

Wellmont has entered into leases for certain equipment under agreements classified as capital leases 
that expire over periods through 2011. Assets under capital leases are included in property and 
equipment and have a net carrying value of $26,325 and $29,625 as of June 30, 2010 and 2009,
respectively. Amortization of capital assets is included in depreciation expense. The lease obligations 
are recorded at the net present value of the minimum lease payments with interest rates from 4.3% to 
6.0%.
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(j) Long-term Debt Maturities Schedule

Bond maturities in accordance with the original terms of the Master Trust Indenture and other 
long-term debt maturities for each of the next five years and in the aggregate at June 30, 2010 are as 
follows:

2011 $ 11,958
2012 13,329
2013 12,935
2014 12,193
2015 12,415
Thereafter 410,536

$ 473,366

The following table reflects the required repayment terms for the years ended June 30 of Wellmont’s 
debt obligations in the event that the put options associated with the 2005 bonds were exercised, but 
not successfully remarketed. 

2011 $ 11,958
2012 30,859
2013 30,365
2014 29,508
2015 9,755
Thereafter 360,921

$ 473,366

Interest paid for the years ended June 30, 2010 and 2009 was $20,792 and $21,564, respectively, net 
of amounts capitalized. Interest costs of $2,776 and $3,421, net of interest income of $683 and 
$3,293 in 2010 and 2009, respectively, were capitalized.

(12) Derivative Transactions

Interest Rate Swaps:  Wellmont is a party to a number of interest rate swap agreements. Such swaps have 
not been designated as hedges and are valued at estimated fair value in the accompanying consolidated 
balance sheets. By using derivative financial instruments to hedge exposures to changes in interest rates, 
Wellmont exposes itself to credit risk and market risk. Credit risk is the failure of the counterparty to 
perform under the terms of the derivative contract. When the fair value of a derivative contract is positive, 
the counterparty owes Wellmont, which creates credit risk for Wellmont. When the fair value of a 
derivative contract is negative, Wellmont owes the counterparty, and therefore, Wellmont is not exposed to 
the counterparty’s credit risk in those circumstances. Pursuant to the terms of its interest rate swap 
agreements, Wellmont is required to postcollateral with its counterparties under certain specified 
conditions. Collateral posting requirements are based on the amount of Wellmont’s derivative liability and 
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Wellmont’s bond rating. As of June 30, 2010 and 2009, Wellmont was not required to postcollateral 
related to its swaps.

Market risk is the adverse effect on the value of a derivative instrument that results from a change in 
interest rates. The market risk associated with interest-rate contracts is managed by establishing and 
monitoring parameters that limit the types and degree of market risk that may be undertaken.

In September and October 2008, the counterparty and credit support provider to the swaps filed 
bankruptcy. Subsequent to the bankruptcy filings, no payments have been made by Wellmont or the 
counterparty to each other. As of June 30, 2010, the net amounts due to Wellmont for this period are less 
than $100 and have been fully reserved. The bankruptcy process is underway and the outcome cannot be 
determined at this time.

Management’s primary objective in holding such derivatives is to introduce a fixed or variable rate 
component into its debt structure using LIBOR. The fair value as of June 30, 2010 and 2009 of 
approximately $(12,943) and $(10,250), respectively, is included in other liabilities in the consolidated 
balance sheets. The change in the fair value of the derivative instruments was approximately $(2,693) and 
$(5,747), respectively, in 2010 and 2009 and is included in nonoperating losses, net in the consolidated 
statements of operations. The terms of the swap agreements allow netting of all amounts due from/to the 
counterparty. The net amounts have been recorded pending the outcome of any bankruptcy proceedings. 
The following is a summary of the interest rate swap information as of June 30, 2010:

Swap fair

Type of Debt Notional Rate value asset

interest swap hedging amount Effective date Maturity date Rate paid received (liability)

Total return swap Series 2006A $ 76,595 June 29, 2006 September 1, 2011 1.103% 5.440% $ 1,101
Pay fixed interest

rate swap Series 2005 65,975 December 13, 2005 September 1, 2016 3.548 0.217 (6,810) 
Basis swap Series 2002 67,965 September 1, 2002 September 1, 2032 0.253 0.198 (2,710) 
Pay fixed interest

rate swap Series 2006A 35,342 October 24, 2003 September 1, 2021 3.613 0.162 (4,524) 

$ (12,943) 

The following is a summary of the interest rate swap information as of June 30, 2009:

Swap fair

Type of Debt Notional Rate value asset

interest swap hedging amount Effective date Maturity date Rate paid received (liability)

Total return swap Series 2006A $ 76,595 June 29, 2006 September 1, 2011 2.744% 5.884% $ 1,075
Pay fixed interest

rate swap Series 2005 65,975 December 13, 2005 September 1, 2016 3.548 0.309 (5,197) 
Basis swap Series 2002 67,965 September 1, 2002 September 1, 2032 1.894 1.728 (2,708) 
Pay fixed interest

rate swap Series 2006A 35,342 October 24, 2003 September 1, 2021 3.613 1.184 (3,420) 

$ (10,250) 
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(13) Pension and Other Postretirement Benefits

Wellmont sponsors a retirement program and defined contribution retirement plan (Retirement Plan) that 
covers substantially all employees. This program and the related Retirement Plan were created from 
amendments, restatements, and mergers of existing defined contribution plans at BRMC and HVMC.
Wellmont makes annual contributions to the Retirement Plan in an amount equal to 3% of each 
participant’s base wages and contributes an additional amount, based on each participant’s voluntary
contributions, which cannot exceed certain limits established in the Internal Revenue Code, up to 3% of 
each participant’s wages. The total pension expense related to the Retirement Plan was $9,990 and $9,937
for the years ended June 30, 2010 and 2009, respectively.

HVMC sponsored a noncontributory, defined benefit pension plan covering substantially all its employees.
However, effective June 30, 1996, this plan was frozen and no further benefits accrue. LPH also sponsors a 
defined benefit pension plan covering substantially all its employees.

HVMC’s defined pension benefits are actuarially determined based on a formula taking into consideration 
an employee’s compensation and years of service. HVMC’s funding policy is to make annual contributions 
to the plan based upon the funding standard developed by the plan actuary. This standard uses the 
projected unit credit actuarial cost method, including the amortization of prior service costs, over a 20-year 
period. Contributions are intended to provide not only for benefits attributed to service to date but also for 
those expected to be earned in the future. The LPH plan contains similar funding and actuarial policies.

On June 30, 2007, the HVMC plan merged into LPH plan and the plan name changed to Wellmont Health 
System Defined Benefit Plan. At the end of 2008, only a single defined pension plan exists. Collectively, 
the two defined benefit plans are referred to as the “Plans.”

Wellmont recognizes the funded status (i.e., difference between the fair value of plan assets and projected 
benefit obligations) of its defined benefit pension plans as an asset or liability in its consolidated balance 
sheets and recognizes changes in that funded status in the year in which the changes occur as a change in 
unrestricted net assets. All defined benefit pension plans use a June 30 measurement date.
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The following table sets forth the funded status of the combined Plans, amounts recognized in the 
accompanying consolidated financial statements, and assumptions at June 30:

2010 2009

Change in benefit obligation:
Benefit obligation at beginning of year $ 40,035 37,212
Service cost 230 234
Interest cost 2,432 2,441
Actuarial losses 4,008 2,132
Benefits paid (2,140) (1,984)

Benefit obligation at end of year $ 44,565 40,035

Change in plan assets:
Fair value of plan assets at beginning of year 33,326 43,420
Actual return on plan assets 3,361 (8,110)
Benefits paid (2,140) (1,984)

Fair value of plan assets at end of year 34,547 33,326

Funded status $ (10,018) (6,709)

Amounts recognized in the accompanying consolidated
balance sheets:

Pension liability – other long-term liability $ (10,018) (6,709)
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2010 2009

Amounts not yet reflected in net periodic benefit cost and
included as an accumulated charge to unrestricted
net assets:

Unrecognized actuarial loss $ 13,158 10,851
Unrecognized prior service cost 2 2

Net amounts included as an accumulated   
charge to unrestricted net assets $ 13,160 10,853

Calculation of change in unrestricted net assets:
Accumulated charge to unrestricted net assets, end 

of year $ 13,160 10,853
Reversal of accumulated credit to unrestricted net assets,

prior year (10,853) 2,357

Change in unrestricted net assets $ 2,307 13,210

Other changes in plan assets and benefit obligations 
recognized in unrestricted net assets:

Actuarial loss arising during the year $ 2,907 13,210
Amortization of actuarial gain or loss (600) —
Amortization of prior service cost — —

Net amounts recognized as a charge to 
unrestricted net assets $ 2,307 13,210
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2010 2009

Estimate of amounts that will be amortized from unrestricted
net assets to net pension cost in 2011:

Amortization of net loss $ 791 —
Amortization of prior service cost — 2

Estimated future benefit payments:
Fiscal 2011 2,211 2,150
Fiscal 2012 2,220 2,189
Fiscal 2013 2,337 2,314
Fiscal 2014 2,472 2,456
Fiscal 2015 (FY09 fiscal 2015 – 2019) 2,578 13,769
Fiscal 2016 – 2020 14,278

Weighted average assumptions used to determine benefit
obligations:

Settlement (discount) rate 5.50% 6.25%
Weighted average rate of increase in future 

compensation levels  3.00 3.00

Components of net periodic benefit cost (benefit):
Service cost $ 230 234
Interest cost 2,432 2,441
Expected return on plan assets (2,259) (2,968)
Amortization of unrecognized net loss 600 —
Amortization of unrecognized prior service cost — 0

Net periodic benefit cost (benefit) $ 1,003 (293)

Weighted average assumptions used to determine net 
periodic benefit cost:

Settlement (discount) rate 6.25% 6.75%
Expected long-term return on plan assets (HVMC) 7.00 7.00
Expected long-term return on plan assets (LPH) 7.00 7.00
Weighted average rate of increase in future compensation

levels 3.00 3.00

Wellmont’s overall expected long-term rate of return on assets is 7.00%. The expected long-term rate of 
return is based on the portfolio as a whole and not on the sum of the returns on individual asset categories. 
The return is based exclusively on historical returns, without adjustments.

Wellmont does not expect to make any contributions to the Plans during 2011.

Wellmont has developed a plan investment policy, which is reviewed and approved by the board of 
directors. The policy established goals and objectives of the fund, asset allocations, asset classifications, 
and manager guidelines. The policy dictates a target asset allocation and an allowable range for such 
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categories based on quarterly investment fluctuations. Investments are managed by independent advisers 
who are monitored by management and the board of directors.

The table below shows the target allocation and actual asset allocations as of June 30, 2010 and 2009:

Target June 30,
Asset allocation 2010 2009

Equity securities 65% 56% 53%
Fixed income 28 27 29
Cash 5% – 15% 1 3
Other 5 – 15 16 15

Wellmont monitors the asset allocation and executes required recalibrations of the portfolio allocation on a 
regular basis in response to fluctuations in market conditions and the overall portfolio composition.

HVMC also participates in a health and welfare plan for its retirees. The plan provides postretirement 
medical and life insurance benefits to certain employees who meet minimum age and service requirements.
Effective January 1, 1995, the death benefit was changed to provide a flat $5 benefit to all future retirees.
During 1995, the medical program for retirees was amended to terminate medical benefits for any active 
employees who would not meet the full eligibility requirements of the program by January 1, 1996. The 
plan is contributory and contains other cost-sharing features such as deductibles and coinsurance.
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The following table sets forth the postretirement plan’s funded status, amounts recognized in the 
accompanying consolidated financial statements, and assumptions at June 30:

2010 2009

Change in benefit obligation:
Benefit obligation at beginning of year $ 5,653 5,637
Interest cost 320 355
Plan participants contributions 73 36
Actuarial losses 197 23
Benefits paid (382) (398)

Benefit obligation at end of year 5,861 5,653

Change in plan assets:
Fair value of plan assets at beginning of year — —
Employer contribution 309 362
Plan participants contributions 73 36
Benefits paid (382) (398)

Fair value of plan assets at end of year — —

Funded status $ (5,861) (5,653)

Amounts recognized in the consolidated balance sheets
consist of:

Noncurrent liaibilities $ (5,861) (5,653)
Accumulated credit to unrestricted net assets 3,560 4,076

$ (2,301) (1,577)

Amounts recognized as an accumulated credit to unrestricted net assets consist of:

Postretirement benefits
2010 2009

Net actuarial gain $ 3,560 4,076
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Net periodic benefic cost recognized and other changes in plan assets and benefit obligations recognized in 
unrestricted net assets in 2010 and 2009 were:

Postretirement benefits
2010 2009

Net periodic benefit cost:
Interest cost $ 320 355
Amortization of net gain (319) (335)

Net periodic benefit cost recognized 1 20

Other changes in plan assets and benefit obligations
recognized in unrestricted net assets:

Net actuarial loss 197 23
Amortization of net gain 319 335

Total recognized as a charge to unrestricted
net assets 516 358

Total recognized in net periodic benefit cost
and unrestricted net assets $ 517 378

The net gain and prior service credit for the defined benefit postretirement plan that will be amortized from 
unrestricted net assets into net periodic benefit cost over the next fiscal year are $(261) and $0,
respectively. Weighted average assumptions used to determine benefit obligations for 2010 and 2009 were 
as follows:

Postretirement benefits
2010 2009

Discount rate 5.00% 6.00%
Rate of compensation increase — —
Healthcare cost trend rate 5.00 5.00

Weighted average assumptions used to determine net benefit cost for 2010 and 2009 were as follows:

Postretirement benefits
2010 2009

Discount rate 6.00% 6.75%
Expected long-term rate of return on plan assets N/A N/A
Rate of compensation increase N/A N/A
Healthcare cost trend rate 5.00% 5.00%

Wellmont’s overall expected long-term rate of return on assets is 7%. The expected long-term rate of 
return is based on the portfolio as a whole and not on the sum of the returns on individual asset categories. 
The return is based exclusively on historical returns, without adjustments.
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For measurement purposes, a 5% annual rate of increase in the per capita cost of covered healthcare
benefits was assumed for 2010.

The following table summarizes the effect of one-percentage-point increase/decrease in healthcare costs 
trends:

2010 2009

Effect of one-percentage-point increase in healthcare
cost trend on:

Service and interest cost $ 20 22
Accumulated pension benefit obligation 330 326

Effect of one-percentage-point decrease in healthcare
cost trend on:

Service and interest cost (18) (20) 
Accumulated pension benefit obligation (294) (291) 

The asset allocations of Wellmont’s pension and postretirement benefits as of June 30, 2010 and 2009, 
respectively, were as follows:

Fair value measurement at June 30, 2010
pension benefits – plan assets

Quoted prices
in active Significant

markets for other Significant
identical observable unobservable

assets inputs inputs
Asset category Total (Level 1) (Level 2) (Level 3)

Stock mutual funds $ 28,803 19,412 9,391 —
Cash and money market funds 244 244 — —
Alternative investments 5,500 — — 5,500

Total $ 34,547 19,656 9,391 5,500
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Fair value measurement at June 30, 2009
pension benefits – plan assets

Quoted prices
in active Significant

markets for other Significant
identical observable unobservable

assets inputs inputs
Asset category Total (Level 1) (Level 2) (Level 3)

Stock mutual funds $ 27,444 17,710 9,734 —
Cash and money market funds 749 749 — —
Alternative investments 5,133 — — 5,133

Total $ 33,326 18,459 9,734 5,133

The following tables presents Wellmont’s activity for assets measured at fair value on a recurring basis 
using significant unobservable inputs (Level 3) as defined in ASC 820 for the years ended June 30, 2010 
and 2009:

Alternative
investments

Balance at June 30, 2008 $ 7,960

Net change in value (4,464)  
Purchases, issuances, and settlements 1,637
Tranfers in and/or out of Level 3 (net) —

Balance at June 30, 2009 5,133

Net change in value 254
Purchases, issuances, and settlements 113
Tranfers in and/or out of Level 3 (net) —

Balance at June 30, 2010 $ 5,500

(14) Self-Insurance Programs

Wellmont is self-insured for professional and general liability and workers’ compensation liability. 
Consulting actuaries have been retained to determine funding requirements and estimate claim liability 
exposures. Wellmont has established revocable self-insurance trust funds to provide for professional and 
general liability claims and workers’ compensation claims and related expenses. Wellmont’s contributions 
to the self-insurance trusts are based upon actuarial determinations by an independent service company. 
The professional and general liability self-insurance program is supplemented by umbrella excess liability 
policies consisting of various layers of coverage with commercial carriers based on policy year. The 
workers’ compensation program is supplemented for Tennessee and Virginia by excess workers’ 
compensation policies, with a commercial carrier for statutory limits per occurrence. Wellmont does not 
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qualify as a self-insurer in Kentucky and hence purchases a separate policy for its operation in Kentucky.
Provisions based on actuarial estimates are made for the ultimate cost of claims asserted, as well as 
estimates of claims incurred but not reported as of the respective consolidated balance sheet dates.
Insurance expense under these programs amounted to approximately $3,414 and $5,658 for the years 
ended June 30, 2010 and 2009, respectively, and are included in other expense in the accompanying 
consolidated statements of operations and changes in net assets.

At June 30, 2010 and 2009, Wellmont was involved in litigation relating to medical malpractice and 
workers’ compensation claims arising in the ordinary course of business. There are also known incidents 
that occurred through June 30, 2010 that may result in the assertion of additional claims, and other claims 
may be asserted arising from services provided to patients in the past. Claims have been filed requesting 
damages in excess of the amount accrued for estimated malpractice costs. Management of Wellmont is of 
the opinion that estimated professional and general liability amounts accrued at June 30, 2010 are adequate 
to provide for potential losses resulting from pending or potential litigation. Amounts of claim settlements 
may be more or less than what has been provided for by management. The ultimate settlement of claims 
could be different from recorded accruals, with such differences being potentially significant.

Wellmont is also self-insured for medical and other healthcare benefits provided to its employees and their 
families. A provision for estimated incurred but not reported claims has been provided in the consolidated 
financial statements.

(15) Commitments and Contingencies

Construction in progress at June 30, 2010 and 2009 relates primarily to the completion of certain buildings 
and renovations. Total costs to complete these and other projects were approximately $11,920 at June 30, 
2010. Wellmont has entered into contracts of approximately $11,920 related to these projects.

Wellmont leases certain equipment and office space under operating lease agreements. Total rental 
expense under cancelable and noncancelable agreements was $16,857 and 16,441 for the years ended 
June 30, 2010 and 2009, respectively. Minimum future lease payments under noncancelable operating 
leases with initial or remaining lease terms in excess of one year as of June 30, 2010 are as follows:

2011 $ 14,227
2012 12,318
2013 8,149
2014 3,763
2015 3,383
Thereafter 20,699

$ 62,539

The HCHM lease to WHCMH is for 20 years and can be automatically extended for two additional terms 
of 10 years each. Should WHCMH generate annual net excess revenue over expenses, 50% shall be 
transferred to a designated fund in the Foundation for the purpose of healthcare projects. No transfers were 
required for the years ended June 30, 2010 and 2009.
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Wellmont has entered into contractual employment relationships with physicians to provide services to 
Wellmont physician practices that are intended to qualify under the employee safe harbor of the 
Anti-Kickback Statute and the employee exception of the Physician Self-Referral Law. These contracts 
have terms of varying lengths, guarantee certain base payments, and may provide for additional incentives 
based upon productivity.

The healthcare industry is subject to numerous laws and regulations of federal, state, and local 
governments. These laws and regulations include, but are not necessarily limited to, such matters as 
licensure, accreditation, government healthcare program participation requirements, reimbursement for 
patient services, and Medicare fraud and abuse. Recently, government activity has increased with respect 
to investigations and allegations concerning possible violations of fraud and abuse statutes and regulations 
by healthcare providers. Violations of these laws and regulations could result in expulsion from 
government healthcare programs together with the imposition of significant fines and penalties, as well as 
significant repayments for patient services previously billed. Management believes Wellmont is in 
compliance with fraud and abuse statutes and other applicable government laws and regulations. 
Compliance with such laws and regulations can be subject to future government review and interpretation, 
as well as regulatory actions unknown or unasserted at this time.

(16) Functional Expense Disclosure

Wellmont provides healthcare services to residents within its geographic location. Expenses based upon 
functional classification related to providing these services during the years ended June 30 are as follows:

2010 2009

Professional care of patients $ 583,222 597,951
Administrative and general 117,123 101,641
Fund-raising 1,235 1,260

$ 701,580 700,852

(17) Income Taxes

Wellmont, Inc. and its subsidiaries file consolidated federal and separate company state income tax returns. 
These companies have combined net operating loss carryforwards for federal income tax purposes of 
approximately $52,000 at June 30, 2010, which begin expiring in fiscal 2016 and expire through 2030.
These net operating losses can be used to offset future consolidated taxable income of Wellmont, Inc. and 
subsidiaries. Wellmont participates in certain activities that generate unrelated business taxable income. 
These activities have generated net operating losses in prior years, and Wellmont files a Form 990-T with 
the Internal Revenue Service to report such activity. Wellmont has net operating loss carryforwards for
federal income tax purposes of approximately $975 for unrelated business activities. Management believes 
that it is not more likely than not that deferred tax assets arising from net operating loss carryforwards will
be realizable. Accordingly, these are fully reserved at June 30, 2010 and 2009.
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(18) Concentration of Credit Risk

Wellmont grants credit without collateral to its patients, most of who are local residents and are insured 
under third-party payor agreements. The mix of receivables from patients and third-party payors at 
June 30, 2010 and 2009 was as follows:

2010 2009

Medicare 46% 45%
TennCare 4 4
Medicaid 8 8
Other third-party payors 31 31
Patients 11 12

100% 100%

(19) Disclosures about Fair Value of Financial Instruments

(a) Fair Value of Financial Instruments

The following methods and assumptions were used to estimate fair value of each class of 
instruments:

Cash and Cash Equivalents

The carrying amount approximates fair value due to the short maturities of these instruments.

Patient Accounts and Other Receivables

The net recorded carrying value approximates fair value due to the short maturities of these 
instruments.

Investments and Assets Limited as to Use

The fair values of investments and assets limited as to use are based on quoted market prices and 
quotes obtained from security brokers or, in the case of the limited partnerships, by the general 
partner.

Accounts Payable and Accrued Expenses

The carrying amount approximates fair value due to the short maturities of these liabilities.

Estimated Third-Party Payor Settlements, Other Long-Term Liabilities

The carrying amount approximates fair market value due to the nature of these liabilities.

Long-Term Debt

The fair value of revenue bonds, using current market rates, was estimated at $422,290 and $344,863
for the years ended June 30, 2010 and 2009, respectively.
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(b) Fair Value Hierarchy

On July 1, 2008, Wellmont adopted new guidance issued by FASB for fair value measurement of 
financial assets and financial liabilities and for fair value measurement of nonfinancial items that are 
recognized or disclosed at fair value in the consolidated financial statements on a recurring basis
now codified into ASC 820, Fair Value Measurements and Disclosures. ASC 820 establishes a fair 
value hierarchy that prioritizes the inputs to valuation techniques used to measure fair value. The 
hierarchy gives the highest priority to unadjusted quoted market prices in active markets for identical 
assets or liabilities (Level 1 measurement) and the lowest priority to measurements involving 
significant unobservable inputs (Level 3 measurements). The three levels of the fair value hierarchy 
are as follows:

� Level 1 inputs are quoted market prices (unadjusted) in active markets for identical assets or 
liabilities that Wellmont has the ability to access at the measurement date.

� Level 2 inputs are inputs other than quoted market prices including within Level 1 that are 
observable for the asset or liability, either directly or indirectly. If the asset or liability has a 
specified (contractual) term, a Level 2 input must be observable for substantially the full term of 
the asset or liability.

� Level 3 inputs are unobservable inputs for the asset or liability.

The level in the fair value hierarchy within which a fair value measurement in its entirety falls is 
based on the lowest level input that is significant to the fair value measurement in its entirety.

In conjunction with the adoption of the new guidance, Wellmont elected to early adopt the 
measurement provisions of Accounting Standards Update No. 2009-12 to certain investments in 
funds that do not have readily determinable fair values including private investments, hedge funds, 
real estate, and other funds. This guidance amends the previous guidance and allows for the 
estimation of the fair value of investments in investment companies for which the investment does 
not have a readily determinable fair value using net asset value per share or its equivalent. Net asset 
value, in many instances may not equal fair value that would be calculated pursuant to ASC 820. The 
fair value of these investments was $56,972 and $37,312 at June 30, 2010 and 2009, respectively.
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The following table presents assets and liabilities that are measured at fair value on recurring basis at 
June 30, 2010:

Level 1 Level 2 Level 3 Total

Assets:
Cash and cash 

equivalents $ 35,711 — — 35,711
Assets limited as to use:

Stock mutual funds 109,629 — — 109,629
Bond mutual funds 71,698 — — 71,698
Cash and money  

market funds 50,555 — — 50,555
Real estate funds 7,468 — — 7,468
Alternative investments 18,043 39,362 57,405
Corporate bonds 6,867 — — 6,867

246,217 18,043 39,362 303,622

Long-term investments:
Stock mutual funds 9,279 — — 9,279
Bond mutual funds 7,599 — — 7,599
Cash and money  

market funds 287 — — 287
Real estate funds 1,722 — — 1,722
Alternative investments — 1,992 — 1,992

18,887 1,992 — 20,879

Total assets $ 300,815 20,035 39,362 360,212

Liabilities:
Interest rate derivatives 

liability $ — 12,943 — 12,943

Total liability $ — 12,943 — 12,943
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The following table presents assets and liabilities that are measured at fair value on recurring basis at 
June 30, 2009:

Level 1 Level 2 Level 3 Total

Assets:
Cash and cash 

equivalents $ 60,889 — — 60,889
Assets limited as to use:

Stock mutual funds 108,036 — — 108,036
Bond mutual funds 5,910 — — 5,910
Cash and money  

market funds 85,386 — — 85,386
Real estate funds 5,419 — — 5,419
Alternative investments 2,295 33,291 35,586
Corporate bonds 7,464 — — 7,464

212,215 2,295 33,291 247,801

Long-term investments:
Stock mutual funds 8,631 — — 8,631
Bond mutual funds 3,648 — — 3,648
Cash and money  

market funds 5,202 — — 5,202
Real estate funds 1,255 — — 1,255
Alternative investments — 1,726 — 1,726

18,736 1,726 — 20,462

Total assets $ 291,840 4,021 33,291 329,152

Liabilities:
Interest rate derivatives 

liability $ — 10,250 — 10,250

Total liability $ — 10,250 — 10,250
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The following table presents Wellmont’s activity for assets measured at fair value on a recurring 
basis using significant unobservable inputs (Level 3) as defined in ASC 820 for the years ended 
June 30, 2010 and 2009:

Alternative
investments

Balance at June 30, 2008: $ 51,661
Total realized and unrealized gains (losses):

Included in revenues and gains in excess of expenses and losses —
Included in changes in net assets (3,574) 

Purchases, issuances, and settlements (14,796) 
Transfers in and/or out of Level 3 (net) —

Balance at June 30, 2009: $ 33,291
Total realized and unrealized gains (losses):

Included in revenues and gains in excess of expenses and losses —
Included in changes in net assets 469

Purchases, issuances, and settlements 5,602
Transfers in and/or out of Level 3 (net) —

Balance at June 30, 2010 $ 39,362
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