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DISCLAIMER

This document is marked with a dated date and speaks only as of that dated date.
Readers are cautioned not to assume that any information has been updated beyond
the dated date except as to any portion of the document that expressly states that it
constitutes an update concerning specific recent events speaks only as of its date.
UnityPoint Health expressly disclaims any duty to provide an update of any information
contained in this document.
The information contained in this document may include “forward-looking statements”
by using forward-looking words such as “may”, “will”, “should”, “expects”, “believes”,
“anticipates”, “estimates”, or others. You are cautioned that forward-looking statements
are subject to a variety of uncertainties that could cause actual results to differ from the
projected results. Those risks and uncertainties include general economic and business
conditions, receipt of funding grants, and various other factors that are beyond our
control.
Because we cannot predict all factors that may affect future decisions, actions, events,
or financial circumstances, what actually happens may be different from what we
include in forward-looking statements.
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SECTION 1

OVERVIEW OF UNITYPOINT HEALTH
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GENERAL
Initially formed in 1994, Iowa Health System (“IHS”), an Iowa nonprofit corporation,
controls, directly or indirectly, a regional health care delivery system that includes, as of
June 30, 2018, fifteen Hospitals (including Blank Children’s Hospital) in thirteen Iowa
cities, five hospitals in four Illinois cities, one hospital in Madison, Wisconsin, and
approximately 1,900 patient service provider full time equivalents practicing in 104
communities (collectively, the “System”).
IHS publicly operates as UnityPoint Health. The legal name of the parent remains Iowa
Health System, with the UnityPoint Health name reflecting a doing business as (d/b/a).
This “d/b/a” name reflects the transformation of clinical processes underway within the
System and the adaptation to better address the health care needs of communities,
including building a model of delivering health care that coordinates care around the
patient while focusing on improving the quality of care and reducing costs. UnityPoint
Health is a federally registered trademark and is intended to be the predominant name.
UnityPoint Health will be referred to as the System for purposes of this document.
The System entities employ around 28,000 employees (on a full time equivalent basis)
System-wide, including being the largest nonprofit workforce in the combined State of
Iowa and Western Illinois area, and work toward innovative advancements to achieve
the vision of delivering the Best Outcome for Every Patient Every Time. The System
also provides a multitude of community benefit programs and services to improve the
health of people in its communities.
The primary operations of the System are conducted through an array of nonprofit and
for-profit subsidiaries controlled, directly or indirectly, by UnityPoint Health. The
affiliates include Central Iowa Health System d/b/a UnityPoint Health – Des Moines,
Methodist Health Services Corporation (“MHSC”), Trinity Regional Health System,
Meriter Health Services, Inc. (“MHS”), St. Luke’s Healthcare, Allen Health Systems, Inc.,
St. Luke’s Health System, Inc., Trinity Health Systems, Inc., Finley Tri-States Health
Group, Inc., Iowa Physicians Clinic Medical Foundation d/b/a UnityPoint Clinic, and
UnityPoint at Home.
Corporations that own and operate hospitals are referred to as “Hospitals”. The
Hospitals include Central Iowa Hospital Corporation (“CIHC”), which operates Iowa
Methodist Medical Center in Des Moines, Iowa, including Blank Children’s Hospital,
Iowa Lutheran Hospital in Des Moines and Methodist West Hospital in West Des
Moines; Grinnell Regional Medical Center in Grinnell, Iowa; The Methodist Medical
Center of Illinois and Proctor Hospital, both in Peoria, Illinois; Pekin Hospital in Pekin,
Illinois; Trinity Medical Center, which operates Trinity Rock Island in Rock Island,
Illinois, Trinity Moline in Moline, Illinois and Trinity Bettendorf in Bettendorf, Iowa; Unity
HealthCare, which operates as Trinity Muscatine in Muscatine, Iowa; Meriter Hospital in
Madison, Wisconsin; St. Luke’s Methodist Hospital in Cedar Rapids, Iowa; St.
Luke’s/Jones Regional Medical Center in Anamosa, Iowa; Allen Memorial Hospital
Corporation in Waterloo, Iowa; UnityPoint Health - Marshalltown in Marshalltown, Iowa;
Northwest Iowa Hospital Corporation, which operates St. Luke’s Regional Medical
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Center of Sioux City, Iowa; Trinity Regional Medical Center in Fort Dodge, Iowa; The
Finley Hospital in Dubuque, Iowa; and Keokuk Area Hospital in Keokuk, Iowa.
UnityPoint Health is also the sole corporate member of Iowa Physicians Clinic Medical
Foundation, d/b/a UnityPoint Clinic, a group practice which employs approximately 750
patient service provider full time equivalents in several markets in which the System
operates Hospitals. UnityPoint Health has been the sole corporate member of
UnityPoint Clinic since 1993, however, as a part of the consolidation of the System’s
employed physicians into UnityPoint Clinic and as a part of UnityPoint Health becoming
a physician driven organization, UnityPoint Clinic is also recognized as an affiliate.
Other employed physician groups in the System may use the name UnityPoint Clinic if
they follow agreed upon standards and terms of trademark usage.
UnityPoint Health is the sole corporate member of UnityPoint at Home, which provides
adult and pediatric home care services, nursing care, rehabilitation therapy, infusion
therapy, specialty pharmacy, palliative care, hospice, and home medical equipment
services in communities across Iowa, Illinois, and Wisconsin. Its Iowa site locations
include Des Moines, Cedar Rapids, Fort Dodge, Sioux City, Storm Lake, Jefferson,
Osceola, Waterloo, and Muscatine. Its Illinois sites are located in Moline and Quincy.
Its Wisconsin location is in Madison. UnityPoint at Home works together with its
affiliated UnityPoint Health physicians and hospitals to coordinate the services, support,
and education necessary for patients to continue their care at home. Home care
services in the System which are not a part of UnityPoint at Home may use the name
UnityPoint at Home if they follow agreed upon standards and terms of trademark usage.
Currently, the home care services provided in three regions are not part of UnityPoint at
Home, but have agreed to these standards and thus are operating under the UnityPoint
at Home name.
Through the end of the second quarter 2017, UnityPoint Health was the sole corporate
member of PPIC, a Wisconsin based for-profit corporation that contracts with business
organizations and individuals, primarily in the Madison, Wisconsin area, to provide
comprehensive medical care benefits. PPIC is organized as a health maintenance
organization under Wisconsin statutes. The System’s equity interest in PPIC was
contributed to Quartz Holding as of July 1, 2017 as part of an Exchange Agreement.
This transaction is further discussed in the section “Philosophy Regarding Growth”.
PPIC is presented as discontinued operations in the statement of operations for the six
months ended June 30, 2017.
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MISSION AND PHILOSOPHY OF THE SYSTEM
The System’s mission is to improve the health of the people and communities it serves,
and its vision is to provide ‘the best outcome for every patient every time.’ The System
was originally designed by the Board of Directors and management of UnityPoint Health
to become an integrated health care delivery system whose hospital and physician
providers would benefit from services provided jointly by and through the System. By
providing a balance of hospitals, physicians and other providers, the System provides a
health care delivery model for the region that is designed to match the best and most
appropriate level of service to the needs of the patient.
1. PHILOSOPHY REGARDING GROWTH
The Board of Directors and senior management of UnityPoint Health believe that the
System is currently of adequate size to achieve the benefits, efficiencies and quality
improvements associated with the integration of several key, common functions. With
the changing landscape of the healthcare delivery model and reimbursement, the Board
of Directors and senior management of UnityPoint Health believe that there is value in
pursuing opportunities for growth in a strategic fashion. UnityPoint Health’s philosophy
regarding additional acquisitions, affiliations or dispositions is to only pursue such
transactions whenever, in the judgement of the Board of Directors and senior
management of UnityPoint Health, the particular transaction under review would
produce operating efficiencies, permit cost reductions or reductions in the rate of cost
increases, improve delivery and quality of health services, extend its operations into
areas not currently being served by the System, meet strategic or mission objectives of
the System, or improve the overall efficiency or credit strength of the System. As part of
its strategic growth plan, UnityPoint Health has discussed opportunities for affiliation or
alignment with several independent physician groups and health systems.
Effective January 1, 2017, the System’s subsidiary MHSC entered into an Affiliation
agreement with Progressive Health Systems, Inc. (“PHS”), of Pekin, Illinois, under which
PHS became a consolidated subsidiary of MHSC. PHS primarily operates Pekin
Hospital, a 107-bed facility, and Pekin ProHealth, Inc., which offers primary and
specialty care along with home health services. This affiliation allows for enhanced
access to primary care providers and specialists in the Peoria market and expands the
System’s physician and hospital network in central Illinois. The affiliation was
accomplished by MHSC becoming the sole member of PHS.
Effective January 1, 2017, the System entered into an Affiliation agreement with Keokuk
Health Services, Inc. (“KHS”), of Keokuk, Iowa, under which KHS became a
consolidated subsidiary of the System. KHS is comprised primarily of Keokuk Area
Hospital and Tri-State Medical Group, which offers physician clinical services. This
affiliation will help ensure the long-term future of health care services in the Keokuk
area by providing KHS with access to management, operational and infrastructure
support through the System while also increasing access to care and improving care
coordination and patient experience. The affiliation was accomplished by the System
becoming the sole member of KHS.
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Effective January 1, 2017, the System’s subsidiary St. Luke’s Healthcare entered into
an Affiliation agreement with Abbe, Inc., of Hiawatha, Iowa, under which Abbe became
a consolidated subsidiary of St. Luke’s Healthcare. Abbe operates a community mental
health center and several other organizations focused on providing behavioral health
care and aging services. This affiliation allows for the delivery of better integrated care
in a more cost effective manner. The affiliation was accomplished by St. Luke’s
Healthcare becoming the sole member of Abbe, Inc.
On April 6, 2017, the System and its subsidiaries MHS (and MHS’ subsidiary Meriter
Hospital, Inc., hereafter referred to as UPH-M), UnityPoint Clinic and UnityPoint at
Home (collectively, the “System Parties”) entered into a Joint Operating Agreement
(JOA) with University of Wisconsin Hospitals and Clinics Authority and University of
Wisconsin Medical Foundation, Inc. (collectively referred to as “UW Health”). The JOA
is a contractual agreement that aligns the parties’ clinical operations and financial
interests within a geographic region, including Dane County, Wisconsin and certain
surrounding counties (the Collaboration Area). Under the JOA, the System Parties
have delegated certain strategic direction making authority and control to UW Health
within the Collaboration Area, including the right to approve the System Parties’
operating and capital budgets. The System remains the sole corporate member of each
subsidiary and MHS remains the sole corporate member of UPH-M. UPH-M and UW
Health will each appoint one member of their respective Boards of Directors to serve as
a non-voting liaison on the other party’s Board. The System Parties maintain control
over day-to-day operations in the Collaboration Area and ownership over all of their
assets. The JOA grants UW Health the right of first refusal to acquire the UPH-M
assets or operations upon the occurrence of certain events and to replace the System
as the sole member of MHS in the event of termination of the Affiliation Agreement
between the System and MHS. This JOA became effective on July 1, 2017 and allows
for both organizations to better deliver timely access to needed medical care, save on
capital costs that otherwise would be needed to provide such access, achieve a single
standard of clinical care, improve the scope and quality of their services to the
community, enhance their efficiency, and expand their effectiveness in population health
and care management.
On April 6, 2017, the System signed an Exchange Agreement (hereafter referred to as
the Insurance Exchange Agreement) with University Health Care, Inc. (UHC) and
Gundersen Lutheran Health System (GLHS) (collectively, the Owners) under which
each Owner has a direct membership interest in Gundersen Health Plan, Inc., a
Wisconsin non-stock insurance corporation (GHP) and a direct equity interest in Quartz
Holding Company, a newly formed Wisconsin for-profit corporation (Quartz Holding).
Prior to the transaction, UHC and GLHS also each had equity interests in Unity Health
Plans Insurance Corporation, a Wisconsin stock insurance corporation (Unity). As a
part of the transaction, the Owners formed Quartz Holding, a for-profit holding company,
to which UHC and GLHS contributed all of their equity interests in Unity and the System
contributed all of its equity interest in PPIC in exchange for equity interest in Quartz
Holding. Immediately thereafter, Quartz Holding contributed all of its equity interest in
Unity to PPIC. As a result, GLHS, UHC and the System now each directly own equity
interests in Quartz Holding, Quartz Holding directly owns 100% of the equity of PPIC,
and PPIC directly owns 100% of the equity of Unity. This combination formed a more
comprehensive, sustainable, and competitive health insurance organization while
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enhancing services to members by providing a greater choice of providers, products,
and plans. The transaction was effective on July 1, 2017.
Effective May 1, 2017, the System’s subsidiary Allen Health Systems, Inc. purchased
the assets of Central Iowa Healthcare (CIH), a not-for-profit community health care
provider in Marshalltown, Iowa. CIH operated a 49-bed acute care hospital, four
primary care medical clinics and a state-of-the-art outpatient center. The transaction
included payment of $11,900 for substantially all of the hospital assets, $24,000 for
purchase of the outpatient center, along with the assumption of certain liabilities. The
System plans to continue operating all facilitates over the immediate term, while working
to stabilize the financial situation and turn around operations. A new legal organization,
named UnityPoint Health - Marshalltown, was created as a result of this transaction.
Effective January 1, 2018, the System’s subsidiary CIHC entered into an Affiliation
agreement with Grinnell Regional Medical Center (“GRMC”), of Grinnell, Iowa, under
which GRMC became a consolidated subsidiary of CIHC. GRMC is a 56-bed facility
which offers a full spectrum of inpatient and outpatient services. The affiliation was
accomplished by CIHC becoming the sole member of GRMC.
Effective January 1, 2018, the System’s subsidiary CIHC entered into an Affiliation
agreement with Eyerly Ball Community Mental Health Services (“EBCM”), of Des
Moines, Iowa, under which EBCM became a consolidated subsidiary of CIHC. EBCM is
a source for outpatient, residential and outreach mental health services. The affiliation
was accomplished by CIHC becoming the sole member of EBMC.
2. PHILOSOPHY REGARDING PHYSICIAN ALIGNMENT
The Board of Directors and senior management of the System believe that physician
alignment is paramount to the System’s ability to provide quality care in the
communities served. The System has implemented several key initiatives to ensure
alignment with both its employed physician base as well as the independent physicians
that provide care in the System’s facilities.
The Physician Leadership Academy was established to provide education to practicing
physicians as to how to become effective leaders. These physicians develop leadership
skills during the academic program and are then asked to participate in various
initiatives throughout the System to utilize the skills they have learned. Many of these
initiatives have centered around quality or the shift from fee-for-service reimbursement
to the management of the health of a population.
The System has organized the majority of its employed physician base under a single
existing corporate structure (UnityPoint Clinic). This single reporting structure allows for
better coordination and alignment of priorities in the clinical quality area. Talks continue
with several other groups within the System that are not currently organized under this
structure with the intention of more joining the System-wide group in the future.
Physicians employed by the organization who are not a part of UnityPoint Clinic may
use the UnityPoint Clinic name if they follow agreed upon standards and terms of
trademark usage.
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The System owns, through a designated physician licensed in Illinois, a noncontrolling
interest in Quincy Physicians & Surgeons Clinic, S.C. d/b/a Quincy Medical Group
(“QMG”) of Quincy, Illinois. QMG is a multi-specialty physician practice group with
approximately 208 providers practicing 33 specialties. QMG is also part of the System’s
accountable care organization. The physician relationships gained through this
investment enable strong collaboration and clinical innovation between QMG and the
System’s affiliated physicians.
3. VALUE BASED CONTRACTING
The System is a participant in multiple Accountable Care Organizations (ACOs) that
seek to increase quality, value, accountability, and coordination of care across the
health care continuum. The System is one of the largest participants in the country in
the Medicare Next Generation ACO Model Program. This program is for ACOs that are
experienced in coordinating care for populations of patients and allows groups to
assume higher levels of risk and reward than are available under the original Medicare
Pioneer Model and Shared Savings Programs. The goal of the Model is to test whether
strong financial incentives for ACOs, coupled with tools to support better patient
engagement and care management, can improve health outcomes and lower
expenditures for Medicare beneficiaries.
In total, the ACO agreements the System is a participant in cover approximately
270,000 lives and include provisions for incentive dollars to be earned based on
maintaining costs below target levels or achieving certain metrics of quality for the
attributed patient population. Costs above target levels for certain of these contracts,
covering approximately 240,000 lives, carry a risk of loss.
4. INSURANCE DEVELOPMENT
The System is a 50% owner of HealthPartners UnityPoint Health, Inc. (“HPUPH”), a
health insurance corporation equally owned by the System and HealthPartners, Inc., a
Minnesota non-profit corporation based in Minneapolis, Minnesota. HPUPH is a
licensed health insurer in Iowa and Illinois and offers large group commercial plans in
Iowa as well as Medicare Advantage products in Iowa and Illinois. Management of
HPUPH is the responsibility of a joint management committee, having equal members
from both owner organizations.
5. ORGANIZATIONAL STRUCTURE
UnityPoint Health provides a number of centralized support services to other members
of the System, including strategic direction; operating and capital budget coordination
and approval; payor contracting, negotiation and support; compliance; billing and
collecting; executive recruiting; finance and decision support; human resource;
information technology; quality and performance improvement; internal audit; legal
services; physician practice management; public affairs and communications;
government relations; physician services; reimbursement; supply chain contracting and
procurement; system development; tax and treasury services. The design and
operation of the System allows System-wide planning and centralized decision-making
on topics which advantage the System as a whole while preserving adequate local
control in the delivery of health care services to advantage the local markets.
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6. CORPORATE GOVERNANCE
The Board of Directors of UnityPoint Health meets at least five times per year and
provides overall strategy and direction for the System. The Board of Directors can
establish directives relating to:








Strategic planning
Operating budgets
Capital budgets
Incurrence of indebtedness
Managed care strategies of the System
Transfers of assets between affiliates and other affiliates, other affiliates of
UnityPoint Health, or UnityPoint Health (except to for-profit or other entities unrelated
to UnityPoint Health)
Business plans

Each affiliate is required to comply with such directives and to cause the Hospitals it
controls to also comply with such directives if so directed by the Board of Directors of
UnityPoint Health.
In September 2003, the System’s Board adopted a variety of comprehensive
governance and corporate responsibility best practices. The changes include adoption
of governance effectiveness guidelines on Board qualifications and fitness, guidelines
for independence, outside Board service, Board roles and responsibilities, the business
judgment rule, fiduciary duties, including the duties of loyalty, care, confidentiality and
oversight of management, and management’s access to and meetings with the Board.
Board committee charters, supplementing and expanding the bylaws’ descriptions of the
committee’s responsibilities, were adopted. Annual disclosures regarding conflicts of
interest are also required under the policy. The System has continued to monitor
nonprofit reform initiatives.
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7. GEOGRAPHIC LOCATIONS
The following map indicates the location of various facilities of the System.
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SECTION 2

CONSOLIDATED FINANCIAL STATEMENTS
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UNITYPOINT HEALTH
Consolidated Balance Sheets
(in thousands)
-----------------------------------------------------------------------------------------------------------------------------------------June 30,
December 31,
2018
2017
(unaudited)
(audited)
ASSETS
Current Assets
Cash and cash equivalents
$
212,544
$
251,656
Short-term investments
15,497
19,528
Assets limited as to use - required for current liabilities
14,811
14,681
Patient accounts receivable
587,163
584,903
Other receivables
98,891
96,806
Inventories
79,913
77,618
Prepaid expenses
54,151
48,288
Total current assets

1,062,970

1,093,480

1,402
1,272,440

1,162
1,263,275

1,273,842

1,264,437

Property, Plant and Equipment, Net

1,835,779

1,868,779

Other Long-term Investments

1,010,533

1,022,219

152,066

147,638

Contributions Receivable, Net

94,026

94,753

Other

93,240

80,176

5,522,456

$ 5,571,482

Assets Limited As to Use, Noncurrent
Held by trustee under bond indenture agreements
Internally designated
Total assets limited as to use, noncurrent

Investments in Joint Ventures and Other Investments

Total assets

$

See accompanying notes to consolidated financial statements
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UNITYPOINT HEALTH
Consolidated Balance Sheets
(in thousands)
-----------------------------------------------------------------------------------------------------------------------------------------June 30,
December 31,
2018
2017
(unaudited)
(audited)
LIABILITIES AND NET ASSETS
Current Liabilities
Current maturities of long-term debt
$
103,042
$
154,574
Accounts payable
188,409
179,047
Accrued payroll
194,086
218,975
Accrued interest
10,243
10,215
Estimated settlements due to third-party payers
77,129
91,992
Other current liabilities
82,993
71,057
Total current liabilities

655,902

725,860

1,028,886

1,046,036

382,620

420,664

2,067,408

2,192,560

Net Assets
Unrestricted
Attributable to UnityPoint Health
Attributable to noncontrolling interest
Total unrestricted

3,232,211
32,250
3,264,461

3,151,608
36,002
3,187,610

Temporarily restricted
Attributable to UnityPoint Health
Attributable to noncontrolling interest
Total temporarily restricted

114,155
873
115,028

116,267
902
117,169

75,559

74,143

3,455,048

3,378,922

5,522,456

$ 5,571,482

Long-term Debt, Net
Other Long-term Liabilities
Total liabilities

Permanently restricted
Total net assets
Total liabilities and net assets

$

See accompanying notes to consolidated financial statements
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UNITYPOINT HEALTH
Consolidated Statement of Operations
(in thousands)
---------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------

Three Months Ended
June 30,
2018
2017

$ 1,012,128
4,048
7,348
68,844
2,277

$

948,915
3,513
7,657
105,414
2,400

Unrestricted Revenues
Net patient service revenue
Premium revenue
Equity in earnings of joint ventures
Other operating revenue
Net assets released from restrictions used for operations

$ 2,011,147
7,943
13,568
151,029
4,583

$ 1,881,828
6,782
13,981
161,149
5,081

2,188,270

2,068,821

781,189
330,412
205,503
5,202
331,935
21,371
118,924
60,360
70,288
88,946
120,079
19,970
1,278

751,789
302,249
192,664
4,004
307,645
17,204
117,371
56,903
64,746
80,781
115,849
18,745
828

2,155,457

2,030,778

1,094,645

1,067,899

389,876
164,306
99,507
2,340
168,050
10,754
64,378
29,916
34,498
44,169
59,973
9,975
667

379,067
151,052
95,656
2,004
151,097
8,340
62,874
27,988
33,248
42,888
58,334
9,459
358

1,078,409

1,022,365

16,236

45,534

Operating Income (Loss)

32,813

38,043

15,362
3,520

44,970
(1,823)

Nonoperating Gains
Investment income (Loss)
Contribution received in affiliations
Other, net

10,468
20,149
9,695

113,034
40,456
(883)

18,882

43,147

40,312

152,607

73,125

190,650

35,118

88,681

(150)

(19)

34,968

88,662

539

(3,485)

35,507

85,177

1,435
$

Six Months Ended
June 30,
2018
2017

34,072

1,432
$

83,745

Total unrestricted revenue
Expenses
Salaries and wages
Provider compensation and services
Employee benefits
Medical claims and capitation payments
Medical supplies
Non-medical supplies
Purchased services
Building and occupancy
Repairs, service, and maintenance
Other expenses
Depreciation and amortization
Interest
Provision for uncollectible accounts
Total expenses

Total nonoperating gains, net
Revenues Over Expenses Before Loss on Bond Refinancing
Transactions
Loss on bond refinancing transactions

(150)

Gain (loss) on discontinued operations

190,631

539

(5,491)

73,514

Excess of Revenues of Expenses
Less: Net Income attributable to noncontrolling interest
Excess of Revenues Over Expenses Attributable to UnityPoint Health

(19)

72,975

Excess of revenues over expenses from continuing operations

185,140

2,773
$

70,741

3,394
$

181,746

See accompanying notes to consolidated financial statements
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UNITYPOINT HEALTH
Consolidated Statement of Changes in Net Assets
(in thousands)
------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------

Three Months Ended
June 30,
2018
2017

$

Six Months Ended
June 30,
2018
2017

83,746
(319)
734
104
1,737

Unrestricted Net Assets
Excess of revenues over expenses
Change in the fair value of interest rate swaps
Net assets released from restrictions used for capital expenditures
Contributions of or for acquisition of property and equipment
Other, net

34,145

86,002

Increase in unrestricted net assets, UnityPoint Health

1,434
(1,398)
15
-

1,397
(2,036)
15
(2)

Unrestricted net assets, noncontrolling interests:
Excess of revenues over expenses
Distributions of capital
Net assets released from restrictions used for captial expenditures
Other, net

2,773
(6,554)
29
-

3,358
(3,395)
29
(11)

(626)

Increase (decrease) in unrestricted net assets, noncontrolling
interests

(3,752)

(19)

2,241
321
31
(2,277)
(2,708)
44
719
(206)

2,364
722
115
(2,400)
(734)
2,899
1,367
(739)

Temporarily Restricted Net Assets
Contributions received in affiliations
Contributions
Investment income
Government grants
Net assets released from restrictions used for operations
Net assets released from restrictions used for capital expenditures
Change in net unrealized gains (losses) on investments
Change in beneficial interest in net assets of affiliate
Other, net

2,446
4,125
684
50
(4,583)
(5,335)
(331)
1,043
(211)

830
4,830
1,420
102
(5,081)
(2,015)
4,046
2,382
(323)

(1,835)

3,594

(2,112)

6,191

34,070
1,254
2,708
31
(3,918)

$

51

Increase (decrease) in temporarily restricted net assets, UnityPoint
Health

$

70,741
3,969
5,335
72
486
80,603

$

181,746
699
2,015
118
3,582
188,160

(15)

Temporarily restricted net assets, noncontrolling interests:
Net assets released from restrictions used for capital expenditures

(29)

(29)

(15)

(15)

Decrease in temporarily restricted net assets, noncontrolling
interests

(29)

(29)

524
1
(1)
91
33

630
11
(846)
1,819
835

647
1
(9)
345
432

18
1,036
(69)
180
1,942
1,233

648

2,449

32,994

91,404

(15)

3,422,054
$ 3,455,048

$

Permanently Restricted Net Assets
Contributions received in affiliations
Contributions
Investment income (loss)
Change in net unrealized gains (losses) on investments
Change in beneficial interest in net assets of affiliate
Other, net
Increase in permanently restricted net assets
Increase in Net Assets

3,183,245

Net Assets, Beginning of Period

3,274,649

Net Assets, End of Period

1,416

4,340

76,126

198,643

3,378,922

3,076,006

$ 3,455,048

$ 3,274,649

See accompanying notes to consolidated financial statements
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UNITYPOINT HEALTH
Consolidated Statements of Cash Flows
(in thousands)
--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------

Three Months Ended
June 30,
2018
2017

$

32,994

$

91,404

(10,603)
(4,775)

(44,864)
682

(841)
(31)
59,973
(723)
617
(7,353)
(810)

(594)
(104)
58,369
(485)
510
(8,475)
(3,186)

6,241
(6,694)
(9,927)
(16,270)

(33,794)
(802)
(2,049)
(4,709)

41,798

51,903

(46,437)
2,808
(2,851)
3,220
(9,917)
(2,269)
5,178

(51,503)
227
(4,021)
(38,948)
(655)
11,480
(1,308)
7,575

(50,268)

(77,153)

82,622
(38,537)
(82,330)

57,051
(2,562)
(2,694)

841
31

$

Six Months Ended
June 30,
2018
2017

594
104

Operating Activities
Increase in net assets
Items not requiring (providing) operating cash
Net gains on investments
Net unrealized (gains) losses on swaps
Restricted contributions, investment income and government grants
received
Contributions of or for acquisition of property and equipment
Depreciation and amortization
Contribution received in affiliations
Amortization of bond premium and debt issuance costs, net
Loss (gain) on disposition of assets
Equity in earnings of joint ventures
Change in beneficial interest in net assets of affiliates
Change in:
Receivables
Inventories, prepaid expenses, and other assets
Accounts payable, accrued liabilities, and other liabilities
Due to third-party payers

$

76,126

$

198,643

(562)
(14,046)

(114,303)
(2,694)

(924)
(72)
120,079
(22,594)
(1,230)
(8,716)
(14,245)
(1,388)

(2,238)
(118)
115,918
(45,588)
(987)
493
(14,758)
(4,324)

2,526
(16,554)
(27,492)
(14,976)

(71,993)
7,581
(52,022)
(19,924)

Net cash used in operating activities

75,932

(6,314)

Investing Activities
Capital expenditures
Proceeds from sale of assets
(Increase) decrease in assets limited as to use, net
Cash acquired in affiliations
Acquisitions, net of cash received
(Increase) decrease in short-term investments
(Increase) decrease in other long-term investments
Investments in joint ventures
Distributions received from joint ventures

(94,765)
26,705
(9,032)
5,159
4,041
16,087
(2,482)
12,329

(102,317)
274
27,552
13,244
(38,948)
(4,086)
37,840
(1,308)
10,896

(41,958)

(56,853)

82,897
(74,649)
(82,330)

58,551
(24,512)
(2,694)

Net cash provided by investing activities

Financing Activities
Proceeds from issuance of long-term debt and lines of credit
Payments of debt
Payments on early extinguishment of debt
Proceeds from restricted contributions, investment income and government
grants
Proceeds from contributions for acquisition of property and equipment

924
72

2,238
118

(37,373)

52,493

Net cash used in financing activities

(73,086)

33,701

(45,843)

27,243

Increase (Decrease) in Cash and Cash Equivalents

(39,112)

(29,466)

258,387

200,396

Cash and Cash Equivalents, Beginning of Period

251,656

257,105

227,639

Cash and Cash Equivalents, End of Period

212,544

$

$

212,544

$

227,639

See accompanying notes to consolidated financial statements
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Unaudited)

(Dollars in Thousands)
1. ORGANIZATION

The System provides inpatient and outpatient care and physician services from its
hospital facilities and various ambulatory service and clinic locations in Iowa, Illinois,
and Wisconsin. Primary, secondary and tertiary care services are provided to residents
of these states and adjacent states. Through June 30, 2017, the System also operated
a managed care insurance plan in the Madison, Wisconsin market. Members of the
System, as well as designation of those that are part of the Obligated Group, are shown
below:
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2. BASIS OF PRESENTATION
The consolidated financial statements include the accounts of UnityPoint Health and its
subsidiaries listed below:


Central Iowa Health System and subsidiaries (d/b/a UnityPoint Health - Des Moines)
(Des Moines)



Methodist Health Services Corporation and subsidiaries (Peoria)



Trinity Regional Health System and subsidiaries (Rock Island)



Meriter Health Services, Inc. and subsidiaries (Madison)



St. Luke’s Healthcare and subsidiaries (Cedar Rapids)



Allen Health Systems, Inc. and subsidiaries (Waterloo)



St. Luke’s Health System, Inc. (Sioux City)



Trinity Health Systems, Inc. and subsidiaries (Fort Dodge)



Finley Tri-States Health Group, Inc. and subsidiaries (Dubuque)



Keokuk Health Systems, Inc. and subsidiaries (Keokuk)



Iowa Physicians Clinic Medical Foundation (d/b/a UnityPoint Clinic)



UnityPoint at Home

3. NEW ACCOUNTING STANDARD
In May 2014, the Financial Accounting Standards Board (FASB) issued Accounting
Standards Update (ASU) 2014-09, Revenue from Contracts with Customers (Topic
606), which impacts revenue recognition. The System adopted the new standard
effective January 1, 2018, using the full retrospective method. The adoption of the new
standard did not have an impact on the recognition of net revenues for any periods prior
to adoption. The most significant impact of adopting the new standard is to the
presentation of the income statement, with the elimination of the Provision for patient
uncollectible accounts as a separate line item reduction from Patient service revenue to
arrive at Net patient service revenue. Patient service revenue is now presented net of
estimated implicit price concession revenue deductions. The related presentation of
estimated uncollectibles on the consolidated balance sheets has also been removed as
a result of the adoption of the new standard.
In August 2016, the FASB issued ASU No. 2016-14, Presentation of Financial
Statements of Not-for-Profit Entities (Topic 958). This ASU is effective for year-end
December 31, 2018 and will be applied using a retrospective approach in the System’s
year-end financial statements. This ASU changes certain financial statement
requirements for not-for-profit entities in an effort to make the information more
meaningful to users and reduce reporting complexity.
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4. USE OF ESTIMATES
The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements as
well as the reported amounts of revenues and expenses during the reporting period.
Actual results could differ from those estimates.
5. EXCESS OF REVENUES OVER EXPENSES
Excess of revenues over expense transactions affecting unrestricted net assets are
reflected in the consolidated statements of operations. Consistent with industry
practice, the effective portion of derivative instruments carried at fair value and
qualifying for hedge accounting, change in defined benefit plans, as well as
contributions of long-lived assets (including assets acquired with donor-restricted cash
contributions) are excluded from determination of the excess of revenues over
expenses. Transactions related to temporarily or permanently restricted net assets are
recorded as additions or deductions to net assets and reflected in the consolidated
statements of changes in net assets.
6. INVESTMENTS AND INVESTMENT RETURN
The System engages an investment advisor to manage the majority of investments in a
pooled portfolio. The advisor utilizes a manager-of-managers approach through the use
of proprietary registered mutual funds. Investments consist primarily of interests in
registered mutual funds, which in turn invest in marketable securities. Additionally, the
System holds ownership interest in various alternative investment vehicles, which
consist of five alternative funds, one hedge fund, and two private equity fund. There is
no public market for shares in these alternative investment vehicles. The value of the
investments in the funds is determined based on the fair values of the underlying
securities.
All investments are included in either assets limited as to use or other long-term
investments in the consolidated balance sheets. The investment strategy of the
alternative investment vehicles vary, but center around providing low return volatility
through tactical investment strategies while earning a total rate of return in excess of
rates achieved from a standard index.
Assets limited as to use include amounts held by trustees under bond indenture
agreements and related documents, assets internally designated by the Board of
Directors for identified purposes and over which the Board of Directors retains control
and may, at its discretion, subsequently use for other purposes and assets held in
custody by government agencies under statutory reserve. Amounts required to meet
current liabilities are classified as current assets.
Investments in marketable securities with readily determinable fair values and all
investments in fixed income securities are measured at fair value in the consolidated
balance sheets. The fair values are based on quoted market prices or dealer quotes.
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Investments in joint ventures and other affiliates, which are more than 20% but not more
than 50% owned, are recorded using the equity method. Other investments are
reported at cost, as adjusted for permanent impairment in value, if any.
Investment return includes interest and dividend income, realized and unrealized
investment gains and losses, and earnings from investments accounted for under the
equity method. Investment return, except any portion earned as a function of
operations, is reported as non-operating gains (losses) and is included in revenues over
expenses, unless investment return is restricted by donor or law.
7. INVESTMENT ALLOCATION
The System operates a Capital Pool Investment Program (the “Program”) to manage,
on a centralized basis, certain excess operating funds of the System. The Investment
Committee of the System oversees the Program and establishes investment policies
and guidelines that address asset allocation, diversification requirements, credit rating
requirements and prohibited transactions and securities.
The Program is managed by professional investments managers, subject to the
performance standards and asset allocation guidelines established in the Program.
Under these guidelines, funds are invested primarily in registered mutual funds, which in
turn invest in marketable securities, five alternative funds, one hedge fund, and two
private equity funds.
At June 30, 2018 and December 31, 2017, 25% and 23%, of the System’s investments
were invested in alternative investment vehicles. Substantially all of the remainder are
invested in registered mutual funds. Due to the nature of the alternative investments
and the need for the fund managers to execute on long-term strategies, many of the
vehicles contain specific lock-up periods, restricted redemption timing, as well as
advanced notice of redemption requests.
8. NET PATIENT SERVICE REVENUE AND ACCOUNTS RECEIVABLE
Net patient service revenue is reported in the amount that reflects the consideration the
System expects to receive from patients and third-party payers in exchange for services
provided, including retroactive adjustments under reimbursement agreements with thirdparty payers. Retroactive adjustments are accrued on an estimated basis in the period
in which the related services are provided, and adjusted in future periods as final
settlements are determined. The system recognizes patient service revenue in the
period the services are provided on the basis of contractual or standard rates for
services provided. Where implicit price concessions exist, revenue is recognized net of
any concession based on the variable consideration expected to be received.
Patient accounts receivable are stated at net realizable value. The receivables are
netted down for allowances based on contractually due amounts and any other explicit
or implicit price concession provided. The difference between the standard rates (or the
discounted rates if negotiated or provided by policy) and the amounts actually collected
after all reasonable collection efforts have been exhausted is charged off against the
provision for uncollectible accounts. Changes in the estimated amount of implicit price
concessions that are not the result of contract modification or credit events are recorded
as an adjustment to revenue at the point in time determination is made.
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Patient service revenues at established rates less third-party payer contractual
adjustments, recognized for the six months ended June 30, were approximately:
2018
Medicare
Medicaid
Wellmark
Commercial and other
Self-pay

$

$

2017

711,896
278,835
429,610
557,157
33,648
2,011,147

$

626,131
268,273
408,320
547,010
32,094

$ 1,881,828

Patient accounts receivable at established rates, less contractual allowances by payer
class, at June 30, 2018 and December 31, 2017 were as follows:
2018
Medicare
Medicaid
Wellmark
Commercial and other
Self-pay

$

$

2017

183,237
80,667
101,727
199,012
22,520
587,163

$

$

173,567
90,993
108,823
188,178
23,342
584,903

9. PREMIUM REVENUE
Premium revenue is billed in advance of its respective coverage periods. Those billings
are recorded as deferred premium revenue until the month of coverage, at which time
they are recognized as revenue in accordance with the terms of the contracts.
10. MEDICAL CLAIMS AND CAPITATION PAYMENTS
Medical claims and capitation payments consist of fixed contractual payments to
providers (net of coordination of benefits and subrogation recoveries) and premiums
paid for reinsurance (net of reinsurance recoveries).
Claims payable result from both claims reported but not paid and claims that have been
incurred but not yet reported. Such liabilities are based on assumptions and estimates,
and while management believes the amount is adequate, the ultimate liability may be in
excess of or less than the amount provided. The methods for making such estimates
and for establishing the resulting liability are continually reviewed, and any adjustments
are reflected in the period determined.
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11. UNCOMPENSATED CARE
The System provides care to patients who meet certain criteria under its charity care
policy without charge or at amounts less than established rates. The policy provides a
percentage discount to the patient that decreases at gradually higher income levels or
higher levels of household net assets. The benchmark upon which the income level is
compared to is the Federal Poverty Income Guideline and is updated annually. Patients
who are already receiving benefits from certain identified government programs qualify
for presumptive eligibility.
The availability of charity care is widely communicated to all patients and patients are
notified prior to receiving services if their treatment does not fall within the guidelines of
the policy. Amounts charged for care that is provided to individuals eligible for charity
may not be more than the amounts generally billed to individuals who have insurance
covering such care. Amounts billed are based on either the best, or an average of the
three best, negotiated commercial rates, or Medicare rates.
Accounts that are classified by the System as charity care are not reported as net
patient service revenue. For the six months ended June 30, 2018 and 2017, the
System’s charity care provided was $43,327 and $40,239 respectively. In some cases,
the charity care is subsidized by contributions from volunteer organizations or other
donors.
Uncompensated care is also provided through reduced price services and free
programs offered throughout the year.
The System provides an array of
uncompensated activities and services intended to meet community health needs.
These activities include wellness programs, community education programs, and
various health screening programs. The cost of providing these community benefit
services is reported on Schedule H of the System’s IRS Form 990.
12. THIRD-PARTY REIMBURSEMENT
As a provider of health care services, the System generally grants credit to patients
without requiring collateral or other security. The System routinely obtains assignments
of (or is otherwise entitled to receive) patients’ benefits payable under their health
insurance programs, plans or policies. These health insurance programs or providers
are commonly referred to as third-party payers and include the Medicare and Medicaid
programs, Wellmark and various health maintenance and preferred provider
organizations.
A major portion of the System’s revenues are derived from these third-party payers.
Significant changes have been made, and may be made, in certain of these programs,
which could have a material, adverse impact on the financial condition of the System.
These changes include federal and state laws and regulations, particularly those
pertaining to Medicare and Medicaid.
The System has agreements with certain third-party payers that provide for payment of
services at amounts different from established rates. Third-party payer payment rates
vary by payer and include established charges; contracted rates less than established
charges; prospectively determined rates per discharge, per procedure, or per diem; and
retroactively determined cost-based rates.
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13. MEDICAID STATE PLANS
The System has operations within states that have enacted a Medicaid State Plan.
Under each of these plans, a tax assessment is levied on certain hospital providers in
order to provide funding for Medicaid to obtain federal matching funds. A portion of
these additional federal funds are then redistributed to participating hospitals through
increased Medicaid payments in order to help bring Medicaid reimbursement closer to
the cost of providing care. The allocation of these funds to specific health care
providers is based primarily on the amount of care provided to Medicaid recipients.
The System’s aggregate tax assessment during 2018 and 2017 was $27,561 and
$27,363, respectively, and is included in operating expenses in the consolidated
statements of operations. Additional Medicaid reimbursement in the same periods was
approximately $56,551 and $54,966, respectively, and is included in net patient service
revenue in the consolidated statements of operations, resulting in a net increase in
operating income of $28,990 and $27,603 for 2018 and 2017, respectively. This
increase is mainly the result of Medicaid expansion in the states in which the System
operates, leading to a higher level of Medicaid beneficiaries, and thus increases in the
money received from these programs.
14. CONTRIBUTIONS AND INTEREST IN NET ASSETS
Unconditional promises to give cash and other assets are reported at fair value at the
date the promise is received. All contributions are considered to be available for
unrestricted use unless specifically restricted by the donor. Donor-imposed restrictions
are considered fulfilled as soon as the stipulated time has expired or the qualifying
expenditure has been made. Donor-restricted contributions whose restrictions are met
within the same year as received are reported as unrestricted contributions.
Contributions not expected to be collected within a year are recorded at the present
value of expected future cash flows using a risk-free interest rate over the term of the
contribution. Contributions of property are recorded at fair value when received.
Interest in charitable trusts and perpetual trusts is carried at the present value of
expected future cash flows. The System’s interest in the net assets (the “Interest”) of
certain foundations that raise and hold assets on behalf of the System is accounted for
in a manner similar to the equity method. The Interest is stated at fair value, and
changes in the Interest are included in the change in net assets. Transfers of assets
between these foundations and the System are recognized as increases or decreases
in the Interest.
15. ESTIMATED MALPRACTICE COSTS, HEALTH INSURANCE AND WORKERS’
COMPENSATION
An annual estimated provision is accrued for the self-insured portion of medical
malpractice, health insurance and workers’ compensation claims and includes an
estimate of the ultimate costs for both reported claims and claims incurred but not
reported.
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16. RISK MANAGEMENT
The System’s Hospitals are primarily self-insured for professional and general liability
for amounts of $5,000 per claim ($3,000 per claim for MHSC) and $30,000 in the
aggregate annually. Other entities of the System maintain their professional and
general liability coverage on a claims-made basis with no significant deductibles.
The System is primarily self-insured for workers’ compensation and employee health
care claims. Workers’ compensation claims individually and in the aggregate that
exceed certain amounts are covered by insurance.
Property insurance is maintained with at least 90% replacement value coverage and
minimal deductibles. Network security and information privacy insurance as well as
business interruption insurance coverage is also maintained by the System.
The System has accrued as other liabilities $111,320 and $111,253 for self-insured
losses at June 30, 2018 and December 31, 2017, respectively. These liabilities are
presented on a gross basis and any expected offsetting insurance recoveries are
reported as a receivable. The accrued liabilities are based on management’s evaluation
of the merits of various claims, historical experience and consultation with external
insurance consultants and actuaries, and include estimates for incurred but not reported
claims. There can be no assurance that the accrued liabilities will be sufficient for the
ultimate amounts that will be paid for claims and settlements. Also, in the ordinary
course of business, the System is involved in other litigation and claims, none of which
management believes will ultimately result in losses that will adversely affect the
System’s consolidated net assets or results of operations to a material degree.
Cash and investments have been internally designated to be held for payments of
claims, if any, which may result from the self-insured or uninsured portion of liability
insurance and workers’ compensation claims. At June 30, 2018 and December 31,
2017, the cash and investments amounted to $37,003 and $36,194, respectively.
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17. LONG-TERM DEBT
Long-term debt at June 30, 2018 and December 31, 2017 is summarized as follows:

Hospital Facility Revenue Bonds
Series 2018A
Series 2017A
Series 2016A
Series 2016B
Series 2016C
Series 2016D
Series 2016E
Series 2016F
Series 2016G
Series 2014A (WHEFA)
Series 2014A
Series 2014B
Series 2014C
Series 2013A
Series 2013B
Series 2012A
Series 2012C
Series 2011A
Series 2011
Series 2009D
Series 2009E
Series 2005
Series 2005A
Series 1992A
Total hospital facility revenue bonds
Capital lease obligations
Commercial paper
Revolving lines of credit
Other notes and mortgages
Current maturities
Unamortized bond issuance costs
Unamortized bond premium
Long-term portion

Payable
Through

Interest
Rate

June 30,
2018

December 31,
2017

2035
2027
2035
2041
2031
2046
2046
2041
2041
2029
2019
2018
2035
2044
2039
2024
2037
2021
2031
2035
2039
2031
2035
2022

Variable
Variable
Variable
Variable
Variable
Fixed
Fixed
Variable
Variable
Fixed
Variable
Variable
Fixed
Fixed
VRDB
Fixed
Fixed
Fixed
Fixed
Variable
Variable
Fixed
Fixed
Fixed

82,330
19,367
51,220
9,900
42,305
168,690
42,500
42,500
74,245
7,218
1,824
69,145
103,175
74,125
10,850
17,735
25,415
425
43,955
38,100
2,745
80,580
4,720
1,013,069

19,500
86,230
51,220
10,430
44,100
168,690
42,500
42,500
74,245
7,447
1,875
69,145
103,175
75,255
10,850
17,735
25,415
446
46,045
38,100
2,890
87,690
4,720
1,030,203

2026
Ongoing
2017
2022

Fixed
Variable
Variable
Fixed

14,429
44,645
13,500
20,246
1,105,889
(103,042)
(6,524)
32,563

15,432
80,153
29,500
18,419
1,173,707
(154,574)
(6,944)
33,847

1,028,886

1,046,036
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Aggregate remaining maturities of long-term debt are as follows:
July 2018 - June 2019
July 2019 - June 2020
July 2020 - June 2021
July 2021 - June 2022
July 2022 - June 2023
Thereafter

103,042
36,144
50,187
41,113
36,944
838,459
$ 1,105,889

In August 2014, one of the System’s subsidiaries issued tax-exempt Hospital Revenue
Bonds, Series 2014A, with an aggregate principal amount not to exceed $8,250 and
taxable Hospital Revenue Bonds, Series 2014B, with an aggregate principal not to
exceed $2,750 through the City of Anamosa, Iowa, to finance a renovation and
expansion capital project. Amounts are only reflected as a liability as funds are drawn
down. The amounts outstanding for Series 2014A Bonds as of June 30, 2018 and
December 31, 2017 were $7,218 and $7,447, respectively. The amounts outstanding for
Series 2014B Bonds as of June 30, 2018 and December 31, 2017 were $1,824 and
$1,875, respectively.
The Series 2011 Bonds are obligations of one of the System’s subsidiaries that were
issued prior to their affiliation. The proceeds were used to refund a prior outstanding
bond, repay a construction line-of-credit, and fund the remainder of the facility addition.
The bond is secured by a first mortgage lien on the facility and a security interest in
certain personal property, machinery and equipment. The amount outstanding as of
June 30, 2018 and December 31, 2017, was $425 and $446, respectively.
On January 4, 2016, the System issued $93,610 of direct note obligations, Series
2016A, to refund the Series 2009A and Series 2009B Bonds. On January 22, 2016, the
System issued $11,410 of direct note obligations, series 2016C, to refund the series
2006 Bonds. On February 8, 2016, the System issued $51,220 of direct note
obligations, Series 2016B, to refund the Series 2011B Bonds. The Series 2016A,
2016B and 2016C Bonds removed the requirement to maintain letters of credit set to
expire in 2016. On March 20, 2018 the system issued Iowa Finance Authority Revenue
Bonds, Series 2018A to refund the Series 2016A.
On June 7, 2016, the System issued $45,820 of Illinois Finance Authority Revenue
Bonds, Series 2016D, to refund the Series 2006A bonds and finance various capital
projects and $176,770 of Iowa Finance Authority Revenue Bonds, Series 2016E, to
refund the Series 2008A bonds and finance various capital projects.
On June 8, 2016, the System issued $85,000 of direct note obligations, Series 2016F
and Series 2016G, to refund the Series 2014B (WHEFA) bonds, which had a mandatory
tender date in 2016.
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The Series 2016D, 2016E, 2014A, 2014C, 2013A, 2013B, 2012A, 2012C, 2005, 2005A
and 1992A Bonds (collectively “the Bonds”) and the Series 2016A, 2016B, 2016C,
2016F, 2016G, 2011A, 2009D and 2009E direct note obligations (collectively “the
Notes”) are general obligations of the System and its affiliates. The System is required
to meet certain operating and financial ratios contained in the master bond trust
indenture, bond insurance agreements and bank letter of credit agreements (related to
the variable rate demand bonds). The Bonds and Notes are subject to the provisions of
amended and restated master trust indentures, which generally require monthly or
quarterly deposits for principal and interest payments be made, and certain funds be
maintained by the trustee for interest payment and bond retirement purposes. The
Bonds and Notes are secured by the System’s revenues.
On October 20, 2017 the System issued $19,500 of direct note obligations, Series
2017A, to retire existing taxable debt, pay costs for renovations and expansion projects
in Pekin, Illinois, and pay costs of issuance of the bond.
On March 20, 2018 the System issued $82,330 of Iowa Finance Authority Revenue
Bonds, Series 2018A, to refund the Series 2016A bonds. The debt refinance was
executed in order to obtain more favorable interest rate terms for the system.
The variable interest rates on substantially all of the bonds are adjusted daily or weekly
by remarketing agents. The bonds may be tendered by the bond holders each interest
rate period. The System maintains a letter of credit that can be drawn on should the
Series 2013B variable rate demand bonds not be remarketed. This letter of credit
expires in 2020 and is renewable, subject to trustee approval and at the option of the
providers, through the term of the bonds. All other variable rate demand bonds with
letters of credit set to expire in 2016 were refunded and removed the requirement to
maintain letters of credit. Outstanding amounts under the letters of credit are due at the
earlier of expiration of the agreement or over a period of three years, commencing after
an initial outstanding period of 366 days or more.
On December 1, 2014, the System established a $200,000 taxable commercial paper
program, which had $44,645 drawn on it as of June 30, 2018. The System’s
commercial paper program is sold in traunches, with varying maturities of one to 270
days, so that no more than $25,000 will mature in any five business day period.
The System maintains two separate revolving line of credit facilities that provide for
revolving credit in an aggregate principal amount of up to $50,000 each. The interest
rates applicable to loans under the credit agreements are based on LIBOR plus certain
margins, as defined in the agreements. Additionally, the facilities carry a commitment
fee, which is charged on the average daily undrawn portion of the facilities. These
credit facilities mature in 2018 and in 2020. These agreements contain various financial
covenants that mirror those in the System’s master bond trust indenture.
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18. INTEREST RATE SWAP AGREEMENTS
The System has entered into various interest rate Swap Agreements (the “Swaps” or
“Swap Agreements”) to reduce the effect of changes in cash flows primarily related to
interest rate fluctuations on the System’s various variable rate debt.
The System has designated certain Swaps as hedges, while other Swaps have not
been designated as hedging instruments. The effective portion of changes in the fair
value of Swaps designated as hedges is recognized as a component of other changes
in net assets, while the ineffective portion of these Swaps changes in fair value, and all
changes in fair values of Swaps not designated as hedges, is recorded as a component
of nonoperating gains (losses) in excess of revenues over expenses.
The Swaps are recognized in the consolidated balance sheets at fair value. The net
cash payments or receipts under the Swaps designated as hedging instruments are
recorded as an increase or decrease to interest expense. The net cash payments or
receipts under the Swaps not designated as hedges are recorded as an increase or
decrease to other nonoperating income (loss).
The following tables summarize the currently outstanding Swaps:
Swaps Designated as Hedging Instruments
The aggregate fair value of the Swap Agreements at June 30, 2018 and December 31,
2017 is recorded as a long-term liability of ($11,308) and ($15,036), respectively.
Current
Notional
Amount

Maturity
Date
2035

$

99,960

Fair Value
System
Pays

System
Receives

Counterparty

Accounting
Treatment

3.48%

62.4% of 3m LIBOR + 29 bps

JP Morgan

Cash Flow Hedge

6/30/2018

12/31/2017

$

(11,308) $

(15,036)

$

(11,308) $

(15,036)

Other Swap Agreements
The aggregate fair value of the Swap Agreements at June 30, 2018 are recorded as a
long-term investment of $185 and a long-term liability of ($36,963) and at December 31,
2017 as a long-term investment of $529 and a long-term liability of ($47,384).
Maturity
Date
2030
2037
2026
2024
2023
2032
2035

Current
Notional
Amount

Fair Value
System
Pays

60,000 100% of SIFMA
132,000
3.8%
17,875
3.5%
10,850
3.5%
37,800
3.5%
23,000
3.5%
49,980
3.3%

System
Receives

Counterparty

Accounting
Treatment

68.0% of 10Y LIBOR + 14.3 bps
61.9% of 1m LIBOR + 31 bps
63.0% of 1m LIBOR + 30 bps
63.0% of 1m LIBOR + 30 bps
61.9% of 1m LIBOR + 31 bps
67.0% of 1m LIBOR
62.4% of 1m LIBOR + 29 bps

Morgan Stanley
Morgan Stanley/Union
Morgan Stanley/Piper Jaffray
Morgan Stanley/Piper Jaffray
Morgan Stanley/Deutsche Bank
U.S. Bank
Deutsche Bank

Non-Hedge
Non-Hedge
Non-Hedge
Non-Hedge
Non-Hedge
Non-Hedge
Non-Hedge

6/30/2018

$

12/31/2017

185
(24,963)
(1,138)
(527)
(2,225)
(3,210)
(4,900)

529
(31,050)
(1,583)
(761)
(3,140)
(4,161)
(6,689)

(36,778) $

(46,855)
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19. COMMITMENTS AND CONTINGENCIES
The health care industry is subject to numerous laws and regulations of federal, state
and local governments. Compliance with these laws and regulations can be subject to
government review and interpretation, as well as regulatory actions unknown and
unasserted at this time.
Government activity has increased with respect to
investigations and allegations concerning possible violations of regulations by health
care providers, which could result in the imposition of significant fines and penalties as
well as significant repayments of previously billed and collected revenues for patient
services. The System has a corporate compliance plan intended to meet federal
guidelines. As a part of this plan, the System performs periodic internal and external
reviews of its compliance with laws and regulations. As part of the System’s
compliance efforts, the System investigates and attempts to resolve and remedy all
reported or suspected incidents of material noncompliance with applicable laws,
regulations or policies on a timely basis. The System believes that these compliance
programs and procedures lead to substantial compliance with current laws and
regulations.
The System is in various stages of responding to inquiries and investigations. These
various inquiries and investigations could result in fines and/or financial penalties. At
this time, the System is unable to estimate the possible liability, if any, that may be
incurred as a result of these inquiries and investigations, but the System does not
believe it would materially affect the financial position of the System.
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SECTION 3

MANAGEMENT’S DISCUSSION AND ANALYSIS
OF FINANCIAL RESULTS

32

MANAGEMENT’S DISCUSSION
D
N OF FINAN
NCIAL RESU
ULTS
FOR THE
E PERIOD ENDING
E
JUNE
U
30, 2018

(in thou
usands) (un
naudited)
enues
1. Reve

Fiscal
F
Year to Date ‐ O
Operating R
Revenues

Total op
perating rev
venues hav
ve increase
ed by 5.8%
% for the sixx months e
ended June
e 30,
2018 co
ompared to
o the same
e time period in 2017
7. Actual operating revenues w
were
favorable to budge
et by 2.0% for
f the six months
m
end
ded June 3
30. During the first qu
uarter
of 2018, the System
m recognize
ed a gain of
o $10.5 million related
d to the sale
e of certain core
network fiber assetts, which positively im
mpacted ope
erating reve
enue. Exccluding this onetime ope
erating gain
n, revenues
s exceed budget
b
by 1
1.5% and p
prior year b
by 5.3%. W
When
removing the impa
act of new entity grow
wth, revenues increased 3.9% co
ompared to
o the
same pe
eriod in 201
17.
Significa
ant shared savings ha
as already been realizzed during the year fo
or the Systtem’s
risk base
ed ACO contracts. Th
he System shares
s
in th
he savings generated from a reduced
level of medical expense
e
ex
xperienced under the
ese contraccts in addition to earrning
revenue
e based on achieving certain
c
quality metrics . For the ssix months ended June
e 30,
2018, th
he System recognized
d $13.2 million in sharred savingss compared
d to a budg
geted
$3.3 million.
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E
JUNE
U
30, 2018

(in thou
usands) (un
naudited)
2. Expenses

Total op
perating exp
penses hav
ve increase
ed by 6.1%
% for the sixx months e
ended June
e 30,
2018 co
ompared to the same time period
d in 2017. The expen
nse growth
h since the prior
year is due in parrt to affiliations and acquisitions occurring during the first quarter of
2018. Excluding
E
th
hese, opera
ating expen
nses increa
ased 4.6% ccompared tto 2017. A
Actual
operatin
ng expenses
s were unfa
avorable to budget byy 0.6% for th
he six months ended June
30.
Affiliations and acq
quisitions occurring du
uring 2017 and in the first quarte
er of 2018 have
been ma
ade up prim
marily of sm
maller organizations w
with a need for better technologyy and
the favo
orable econ
nomics ava
ailable by joining a la
arge health
h system. The Syste
em is
working diligently to integrate these en
ntities into core techn
nology sysstems and gain
cies through operating
g synergies
s, which in
nclude cost reduction
n and improved
efficienc
care de
elivery throughout the
e markets in which tthey opera
ate. Improvvements will be
realized throughou
ut 2018, witth full integ
gration bein
ng completted in 2019
9. The System
believes
s the full integration of these orga
anizations w
will be succcessful both
h financiallyy and
strategic
cally.
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D
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NCIAL RESU
ULTS
FOR THE
E PERIOD ENDING
E
JUNE
U
30, 2018

(in thou
usands) (un
naudited)
gin
3. Operrating Marg

Prior to the reduction for non
ncontrolling interest, th
he system had an operating pro
ofit of
$32.8 million,
m
reflecting an op
perating ma
argin of 1.5
5%. Management considers Inccome
(Loss) Attributable
A
to UnityPoint Health to
o be a bette
er performa
ance metricc than operating
income due to the former rep
presenting only the po
ortion of inccome or loss belongin
ng to
UnityPoint Health under
u
cons
solidated ow
wnership prrincipals. T
The income
e attributab
ble to
w $30.0 million, rep
presenting a
an operatin
ng margin o
of 1.4%, fo
or the
UnityPoint Health was
2
comp
pared to prrior year off 1.7% and budget of less
six months ended June 30, 2018
than 0.1%.
n the amou
unt of $10. 5 million w
was recognized during
g the
A signifiicant one-time gain in
year rela
ated to the sale of cerrtain networrk fiber asssets. Management exccludes this gain
when as
ssessing performance
p
e due to its non-rec urring natu
ure. Exclu
uding this item,
Income Attributable
e to UnityPoint Health
h would havve been $19.5 million,, representiing a
0.9% op
perating ma
argin.
The Sys
stem achieved its fina
ancial goals
s during th
he first half of the yea
ar, however the
budget increases significantly
y in the se
econd half due to a heavy weig
ghting over the
remaind
der of the year for th
he majority
y of the m ajor operational imprrovement p
plans
expected for 2018
8. These
e efforts arre focused
d on reven
nue cycle improvements,
optimiza
ation of lab
bor expens
se, and su
ustainable reductionss in supplyy costs. T
Total
estimate
ed improve
ement for the
t
year exceeds
e
$2
25 million a
and perforrmance to date
indicates
s this numb
ber should be
b achieved
d.
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On September 1, 2017, Moody’s Investors Service (“Moody’s”) lowered its long-term
and underlying rating to A1 (stable) from Aa3 (negative outlook). Concurrent with this
action, Moody’s affirmed the P-1 assigned to the System’s self-liquidity backed
commercial paper program. This downgrade does not limit the System’s ability to
access the financial markets and with the System’s current Fitch rating of AA-, the
combined A1/AA- still makes the System one of the more highly rated health systems in
the country. The new report by Moody’s highlights some of the System’s strengths,
such as broad diversity of revenue and cash flows across multiple markets and states,
manageable debt, capital spending, and a strong balance sheet. Challenges include
softer operating performance, risk associated with the Madison JOA and the building of
a health plan. The rationale provided by Moody’s for the downgrade is “material
deviation from budget in fiscal 2016 after demonstrating softer than historic performance
in fiscal 2015.” The report also states “continuation of modest cash flow in fiscal 2017”
and the expectation that it will take several years to restore margins to prior levels. The
System is taking the appropriate steps to turnaround operating performance by
continuing to engage in a strategy that management believes will result in the best
outcome for every patient every time while creating long-term strength and profitable
performance.
4. Nonoperating Activity and Other Changes in Net Assets
Nonoperating revenue was a positive $40.7 million for the six months ended June 30,
2018, compared to $147.1 million earned during the same period in 2017. The main
driver of this decrease is more subdued equity market performance during the first six
months of 2018 compared to the very strong performance experienced in the prior. The
prior year also had $40.5 million of contribution revenue resulting from the unrestricted
net asset value of newly affiliated entities during 2017 compared to $20.1 million in
2018.
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(unaudited)
5. Key Ratios and Operational Statistics
KEY FINANCIAL RATIOS
6/30/2018

12/31/2017

Days cash on hand (debt covenant)

215.03

228.66

Debt to capitalization

25.75%

27.29%

214.87%

206.35%

Cash to debt
Net days in accounts receivable

52.79

53.69

KEY OPERATING STATISTICS - HOSPITAL ONLY
6/30/2018
Discharges (excluding newborns)

6/30/2017

68,416

66,899

Adjusted Patient Days (excluding newborns)

305,745

299,768

Adjusted Discharges (excluding newborns)

160,377

149,162

4.69

4.73

Average Length of Stay (excluding newborns

Days cash on hand (calculated per debt covenant definitions under the System’s master
trust indenture) has decreased by 13.63 days from December 31, 2017 to June 30,
2018. The change in revenue reporting created by ASU 2014-09, referenced in
footnote 3, created a change in the calculation of days cash on hand. The December
31, 2017 metric has been restated to adhere to the new methodology.
Inpatient discharges, excluding newborns, increased by 1.4% for the six months ended
June 30, 2018 compared to the same time period in 2017. Adjusted discharges
increased by 4.8% over the same comparable period. Excluding the additional volume
resulting from affiliations and acquisitions during one of the two comparable periods,
total inpatient discharges increased by 0.3% and adjusted discharges increased by
3.2%.
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