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INDEPENDENT AULITORS' REPORT

The Board of Trustees
Rex Hesithcare, Inc. and Subsidiaies
Raleigh, North Camcline

We have audited the accompanying combined balance sheets of Rex Healthcare, Inc. and Subaidiaries
("Rex’} for tha years snded June 30, 2011 and 2010 and fhe related combined statements of rovenues,
expenses and changes in net assets and cash fiows for the yeara then ended. Theae combined
finencisl stalements are the responsibiiity of Rex's management. Our responsibility is to express an
opinion on these combined finmncial sislements based on our sudits.

We conducted owr sudits in accordance with U.S. genemilly sccepted audiing standards. Those
mmmumnmmummdmmmmummwmm-mm
tha combined insncial siatements are frea of metesial misstatement An audi indudes examining, on a
tast basis, evidence supporting the amounts and disdiosures in the combined financial statements. An
audif aiso indudes assessing the accounting principles used and significant eslimates made by
m.umlswuuwngmmmsmmmmm,mm
that our audits provide a reasonable basis for our opinion.

In owr opinion, the combined tnarcial sistements referred o above present fairly, in af matedsl
raspacis the combined financial posifion of Rex Healthcare, inc. and Subsidaries as of June 30, 2011
and 2010, and the combined results of their oparations and their cash flows for the years then ended in
conformity with U.S. generally accepted accounting principles.

The Management's Discussion and Analysis on pages 2 through 7 and the Schedue of Funding
Pmmmmmumwmmwmmmmwwm
Standards Board, We have appiied cartain imited procadures, which consisted pincipally of inquites of
management Tegamding the methods of measurement and presentation of the supplementary
informaton. However, we did not audit the information and express no opinicn oniit.

Ow audit was conducied for the purpose of fomiing an opinion on the basic combined financial
statements of Rex, taken as a witle. The schedues on pages 32 through
aammnhdbrmapmdmmdﬂdﬂiomﬂmdﬁamddMMMm
1o present the financiel positon, results of cpersiions and changes in net assets of the individust
entities. Accordngly, we do not express an opinion on the fnancial position, results of operations or
changes in net assets of the individusi enlibes. However, such information has been subjecied to the
sudifing procedures applied in our sudis of the basic comtined financisl stalements and, in owr
mm,ummmdmﬂdmmmmmmmmmum
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LarsonAllen LLP

Chariotte, North Carolina
September 19, 2014
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REX HEALTHCARE, INC. AND SUBSIDIARIES
MANAGEMENT'S DISCUSSION AND ANALYSIS
JUNE 30, 2011 AND 2010

Overview

The Management's Discussion and Anadysis secion of the Rex Healthcam, Inc. and Subeidiaries
{Rex"} annusl financial report is designed to provide a genersl overview of the Rnancial posifon and
operatng resuis as of and for the flscal years ended June 30, 2011 and 2010. This discussion and
mdyabshuﬂdmwiﬂmﬁndonmﬂnmﬁndﬁmmmmammdmwm
follow this discussion and anslysis.

fiax Healthcare, Inc. is a private, notfor-profit health cam omganization located in Raleigh, North
Cardling, and a member of the University of North Carchina Health Care System. The fagship faciity is
Rex Hospitel, Inc.. w 433-bed commurity hospitel. Rex has » 117-ysar history of providing exceftent
heaith services. Rex Hospital, Inc. provikdes comprehensive care, including emegency, generd
sirgery, orthopedics, oncology, vascular, candiac, gynecoiogy, and obstewic senices on ils main
campus. &xw.sm.mmmmwﬂmwmmmmmandw
acute rehablitation in two aidied nursing cenlers - a 120-bed center in Raleigh and a f07-bed facillty in
Apex, in Cary, Rex ofiers weliness and diagnosiic services. Rex Surgery Center of Cary provides
outpationt surgery services. At its Wakefield campus, Rex provides cutpafient surgery, a full cancer
oeniet with medical and rackation oncology services, ungant care, disgnosiics, family medicine and a
weliness center. At its Knightdale campus, Rex provides umgent care, diagnostics, family medicne,
wound cate and a sieep disorders center. In addiion, Rex hes a fourth medically supervised weliness
conterin Gamer. Rex opersies & home hesith servics, outpatient rehab in three locations, and a senior
health centsr In an underssrved market In downtown Raleigh. Rex siso provides radiation ancology
senices in Johnsion County. During 2011, Rex broke ground on Rex Healthcare of Holly Springs which
ﬁamuwmmm.wmmummmmmm.m
expacted to open in 2012.

Curmynt Your Events

Rex Healthcans had & successful fiscel yeer 2011, Signiicant ime was spent on planning for the Rilure.
Cerificate of nead {CON) applications were fled for a 50-bed hoapital at Rex Heslthcare of Holly
Springs and a 40-bed hospital st Rex Hedlthoare of Wakefield. A CON appiicaton also was fled for 11
beds to begin construction of Rex Vision 2030 on the main Rex Hospital campus. Rex joint-ventuped e
Cary Surgery Center with 23 surgeons from Cary. Rex also won certificale of needs for a heart center
and cancer hospital.

Physician alignment conlinuad to be & prorty st Rex Heslthcare during the pest facal year. A néw group
jained Rex Physicians, LLC ~ Wake Heart & Vasculsr Speciaiisis, while exising practices Rex Surgicd
Speciaksts and Rex Hearl & Vascular Specisiists expanded their presencs in Wake County.

Rex confinued i be mcogrized with significant acoclades, Modem Healthcare magezine named Rex
one of the fop 100 places to work in heatth care for 2011, Professionsl Ressarch Consultants (PRC)
nationally recognized Rex Hesithcare for its shining achievements in palient service. Rex won aight
mmmmmmmnwmnmdngmmmmmus. In
addition, Rex schieved its highest HCAHPS scores since reporing began. Rex achieved its gosl of 67
memmtnmmmmmwmmusapm.mxmm
a Top 50 Best Hospital in the nation by Becker's Hoapital Review for 2011,
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REX HEALTHCARE, INC. AND SUBSIIARIES
MANAGEMENT'S DISCUSSION AND ANALYSIS
JUNE 30, 2011 AND 2010

Current Year Events [Continuad)

Addiionsl accomplishements during fscal year 2011 included Magnet re-designation. Rex also achieved
Cyde 3 Chest Pain Cenler accreditation with PC1, and Blue Cross Blue Shiskd Canter of Distinction for
Joint Care and Bariaric Surgery.

COthar awards included: Award of Excallence from The Carclinas Center for Medica Exceltence by Rex
Rehatilitation & Nursing Care Cenler, maccredietion by CARF — Rex Rehabiliteion & Nursing Care
Center, named to the OCS/DecisionHealth Home Care Eiite list — Rex Home Services; racognized as a
Best Place In Work by Triangle Business Journal and & Family-Friencly Place to Work by Carciina
Parent, and the Rex culinary chefs won a gold medsl with UNC st NC Prevention Partners and & silver
madal #t a nelionat compedition.

The Netional Research Carporstion (NRC) namad Rax Healthcare a Consumer Cholos Award winner
in 2010. Rex was siso recognized nafonally by HealthGrades in 2011 with numenous awards induding
recipient of the HealthGradea 2011 'America’s 50 Besl Award™, recipiant of the HeslthGrades 2011
Disdinguished Hospital Award - Clinical Excellence™, reciphent of e HealthGrades 2019 Patient Safety
Awerd™, redpient of the HealthGrades Cardiac Cara Excellencs Award™, redpient of the
HedthGrades Coronary Intervention Excellence Award™, ranked among the op 5% in the netion for
Overallt Cardiac Services, ranked among the top 5% in the nelion for Cardiology Services, ranked
among the top 5% in the nation for Coronary Interventionsl Procedures, ranked #1 in North Carolina
for Ovesall Cardiac Sanicas (2011), ranked #1 in North Carolina for Candiclogy Senvices (2011),
ranked #1 in North Carolina for Coronary Interventional Procedures, ranked #1 in North Candlina for Gl
Susgery (2011), and Rarkad #1 in North Carclina for Qveralt Barialric Surgery (2011).

Rex's overall crecit rafing was aiso resffirmed by Flich, Standard and Poors, and Moody's st A+A1.

Using this Financlal Report

Rex's financial statements report informesion of Rex using accounting methods simitar 10 those used by
private-sector health organizations These sistements offer short and long-term financial information
sbout s ackvities.

Balance Sheet

The balance sheet includes sl Of Rexr's assets and Ksbilities and provides information about the nature
and amounts of investments in resources {(assels) and the obligations 10 Rexcs creditors (lablifes).
The balance shest aiso providea the besis for eveluating the capital atruckure of Rex and assessing the
liquidity and finandial flextbility of Rex.

Staiement of Revenues, Expenses and Chenges in Net Assels

Revanues and expenses ars accountad for in he sistement of revenues, expenses and changes in net
aseots. This sistement meaaures the success of Rex’s operations ovar the past year and can be used
to determine whether Rex has auccessfulty recoverad all of its costs through its fess and other sources
of reverue, profitability snd credit worthiness.

REX HEALTHCARE, INC. AND SUBSIDIARIES
MANAGEMENT'S DISCUSSION AND ANALYSIS
JUNE 30, 2011 AND 2010

Statement of Cash Flows

The final required sistemert is the statement of cash fows. The statement reports cash receipts, cesh
payments and net changes in cash suing from opersiing, investing and capital snd relsied fnancing
activities. It slso provides answers 10 such questions as whete cash comes kom, what cash was used
for and what e change in the cash balance was dusing the reporting period.

Notes fo the Combined Finencial Siaternents

Notes to the combined financial statements are designed o give the reader addiional information
concarning Rex and further supparts the statements noted sbove.

Financisl Analysis
mmdmmmammmmmmmmmummm

Mbmﬁcﬂmmﬂmﬁdhﬁusmdnudmmslummﬂcmm popticlongruwth
and new or changed govemnmental legisiztion,

Condensed Combined Balance Sheets

The following condensed combined balance sheets show the combined financial position at June 30,
2011, 2010, and 2008 {in $000°s).

2011 2010 2000
ASSETS
Current Asssis S 184576 8 143826 112477
Copial Assets, Net 268,128 261418 240 388
Noncument Assots 17,212 1 20
e i 8 BB
LIABAITIES
Long-Term Debt. including Cusrent Portion $ 158570 3 11146 5 9oTes
Other Liablifes 108678 % 78
Toral Lisbiies A48 196,803 1
NET ASSETS
invested in Capital Asvets, Net of Releted Debt 103,728 150270 140,500
Reskicied 3950 4123 4525
Unrestricted 308778 190,013 152
Total Net Assels 413485 4408 ﬁ
Totsl Liabilites and Net Assets $ 679913 3 S41208  § 473740
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REX HEALTHCARE, INC. AND SUBSIDIARIES
MANAGEMENT'S DISCUSSION AND ANALYSIS
JUNE 30, 2011 AND 2010

Financial Analysis {Continued)

Cumenl sssets increased $5+,050 (35.6%) and $31,049 (27.6%) in 2011 and 2010, respectively. The
incresses result from growth in outpatient volumes, discipined expense control, and improved
contracts.

Noncurant assets increased $80.947 (58.45%) in 2011 and $15,300 {12.7%) in 2010, the result of
investment samings consistent with overall market performance.

Dudng 2011 and 2010, long-tenm debt increasad $48,423 {43.6%) and §11,360 (11.4%), respectively.
fn 2011, we issued Seres 2010A Revenue Bonds, the proceeds of which refundad the Series 1996
Revenus Bonds and provided approximately $47,800 in funding for certain capital projects, resuting in
& net increase in long-term debt.  The increase in 2010 is the net result of scheduled debt repayments
on e Series 1996 Revenue Bonds and the Tax Exempt Lesse Finandng and the assumption of an
additionsl $24,218 of indebtadnass in conjunction with our acquisition of Al ownership of our suburban
campus in the Wakefiald community.

Net assats incrensed 360,058 (20.1%) in 2011 and $46.941 (15.8%) during 2070, primanily the resull of
strong operating performance and investment samings. Investment income contributed 327 437 and
$15.242 in 2011 and 2010, respectively, to the incesase in net assets. For futher information on this
change, see the following siastement of revenues, expenses and changes in net sssets.

Capital Assets

Rexs invesiment in capital assots consisiad of the following at June 30, 2011, 2010 and 2008 {n
$000°s):

2011 2010 2000

Land and Land improvements $ 4vsTe 3 49LTe & 42818

Builings and Imgrovements 283,502 204,540 235,763

Equipment 285341 273734 280828
Total Caplial Assets 08,922 587,963 539205

ActuTuietsd Deprecistion {360,785) {334,130} (304200}
Total Capital Assets, Net 238,157 253814 225,008

Consiructon in Progress 958 7 5383
Total Capitol Aswets 3 ﬁ‘ar N 3 F‘%‘n ® ¥ 340388

The increass in Rex's invesiment in capitel asseis in 2011 and 2010 represents purchases of capital
assels, net of disposals and depreciation expsnss, combinad with the capitsl sssels of Rex CDP
Ventures, LLC and subsidiaries which were acquired by Rex during fiscal year 2014,

Capitel investments in 2011 consisted primaily of costs incurmed in conjunclion with the construction of
a replace Central Energy Plant for the main campus, new inpetient bads, and technclogy assets.

Duiing 2010, Rex's make routine capitsl investments included two repiacement knoar accelerators,
naw inpatient beds and & replacermsnt cardiac cathetedzafon lab. Rex confinued to invest in
informafion technology with enhencemsnts to the dectronic medical record aystem.

REX HEALYHCARE, INC. AND SUBSIDIARIES
MANAGEMENT'S DISCUSSION AND ANALYSIS
JUNE 30, 2011 AND 2010

Financlal Analysls (Continued)
Condensed Combined Statements of Revenues, Expenses and Changes in Net Assals
While the combined balance sheeis show the change in financial position of net assets, the following

combined statements of revenues, expenses and changeain net assels provides answers io the nature
and source of these changes for the years ended June 30, 2011, 2010 and 2008 (in $000's):

2011 2010 2008

Oparzing Reverues -] 628,617 $ 571,001 $ §13,128
Cperaing Expenses 579,761 536,228 492 580

Opersting Incoms 48858 365,773 20,588
Nonopemiing Income (Loss) 268232 12,187 {31.008)
Contributions and Other g%) E'I 019 -

Chnge in Net Assets X X: 1] (10,@)
Net Assets, Beginning of Period 244 408 207 485 07 990
Net Avsets, Enc of Period ! 415|m 3 TR ) 3 iﬁlﬁ
Operaing Income

The increase in operating revenuss in 2011 and 2010 is pimanity the result of volume growih,
incrensed reimbursement resulng from renegofiated payor contracts, and effective cost contral. In
addiion, Rex recognized $2.198 in operating revenues related 1o tha Noth Carclina Medicaid
Reimbursement Ivitiafive Program in 2011 compared to 32,880 in 2010. The increases in operaling
expenses in sach yoar ane the resylt of changes in patient vlumes, infiafion and expansion of seyvices
offered, mitigated by coowdinated cost control measures. The increase in operating income is the net
result of all these factors.

Nonoperaing Income
Nonoperatng income consisted of the fotowing for the years ended June 30, 2011, 2010 and 2009 (in
$000's):

2011 2010 2008

Intereat ncome 3 w83 3 a7 s 1,326
Dividend Income 1,048 1,885 2,051
Roalized Gaing (Losses), Net 3430 12,425 (12,589}
Nat Change in Unresiized Gaina (Lossss)

on Investmants 21,000 75 (18,828}
Brokerage Foss {745) (567) {&15)
Income from Ifvesiments in Afiliates 283, 308 273

Tolal Investment income (Loss) 27 857 15,243 (28.084)
Other 1 058! 01

Toral Nonaparating Income (Loas) 3 ﬁg 3 E"ﬂ"ii $ 5%2

8)



REX HEALTHCARE, INC. AND SUBSIDIARES
MANAGEMENT'S DISCUSSION AND ANALYSIS
JUNE 30, 2011 AND 2010

Finance Contact
Rex's financisl statements ame designad to

present
1o demonsirste Rex's accountability. If you have any quesions about this report or need additionsé

financial information, inquiries may ba sent to

Chief Financial Officer

Rex Healthcare, Inc.

4420 Lake Boone Traill
Raleigh, North Carclina 27607

uders with a genersl overview of Rex's finances and

REX HEALTHCARE, INC. AND SUBSICSARIES

COMBWNED BALANCE SHEETS
JUNE 30, 2011 AND 2010
N $000's)
211 2010
ASSETS
CURRENT ASSETS
Cash and Cash Equivelants $ 98,427 $ 64,571
Patient Accounts Receivatie, Net of Alowancs for Uncolisctible
Accounts of Approximately $8,722 in 2011 and $7,912 in 2010 75,243 57 448
Other Receivables 5,900 5637
nveniories 10,102 9.063
Prepaid Expenses ard Other Cument Assels 8815 E
Total Cument Axsets Y S —T %
ASSETS LIMITED AS TO USE 208 120 120692
CAPITAL ASSETS, NET 268,125 261418
OTHER ASSETS
Investments in Affllaies 5,582 531
Deforred Debt lssuance Coste, Net 1,405 1,58
Othar Assats 4105 2721
Total Othar Asssts 1082 9573
Tolal Aseots $ &79.M3 $ 541&
LIABH ITIES AND NET ASSETS
CURRENT LIABIUITIES
Current Mairities of Long-Tenm Dabt $ 38,851 $ 11,844
Vendar Accourts Payeble 30,706 20498
Acciued Expenses ind Other Lisbilkties % 418 w528
Estimaied Third-Party Payor Setfements 24 840 15758
Total Curent Lisblites 141,818 98,628
LONG-TERM DEBT, Net of Cument Maksites mne 99,304
NON-CONTROLLING INTEREST 1.170 -
OTHER NONCURRENT UABILITIES [- Y]
Total Lnbifties 208, 196,803
NET ABSETS
invested in Capital Assats, Net of Relatad Dabt 103,728 150270
Reswicted 3,050 4123
Unresiriciad
Total Net Assels £13 85 244400
Totel Linbilties and Nel Assels $ 579,13 $ 541
See panying Noles f2 Comblned Finendal Sia "

)



REX HEALTHCARE, INC. AND SUBSIDIARIES REX HEALTHCARE, INC. AND SUBSIDIARIES

COMBINED STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS COMBINED STATEMENTS OF CASH FLOWS
YEARS ENDED JUNE 30, 2011 AND 2010 YEARS ENDED JUNE 30, 2011 AND 2010
(0N 3000°3) N 30003 )
2011 2010 2011 2010
- - OPERATING ACTMTIES
OPERATING REVENUES Raceipts from Third-Party Payors and Patients $ 50010 0§ 554717
Net Paent Service Ravenue (Net of Provision for Uncollsctble Payments to and on Behalf of Employees (309, 514) {270.058)
Accounts of Approximalely $21,416 in 2011 and $23,304 in 2010) $ 808277 § 562835 Payments 1o Supplers {236.718) (226,543
Other Operating Revenues 20,340 18,368 Other Recaipts 16,208 15282
Total Gperatng Revernues 628,617 £71,00% Net Cash Providad by Qperating Acivives 73,044 85378
OPERATING EXPENSES INVESTING ACTIVITIES
Salaies 247,084 226,208 Purchases and Sales of Ivestmarts, Net (21,500 {13,808)
Empicyes Banefits ea.788 59,098 Cash from Acquisition of Remaining Interest in Veniures - 452
Madical Suppiies and Other Expenses 233,228 218,681 Cortributions 1o Related Party {5,60%) {1,200)
Depreciation and Amortization 25713 26,726 fvesiment income 5,087 14,492
Inerest 4,970 4,426 Other Nonoperating Incoms, Net (1,828) {3,058}
Totel Operating Expenses 579,761 535,228 Net Cash Used in Investing Activities (X2,876) (3118}
OPERATING INCOME 43,858 8,773 CAPITAL AND RELATED FINANGING ACTIVITIES
Purchases of Cagital Assets (28,208} {18,322
NONOPERATING INCOME (LOSS) Procssds fom |ssuance of Long-Term Debt, Net of Pramium 130,041 -
Investnent icome, Net 27,857 15,243 Principaé Repayments of Long-Term Debt {80,006) (13,089)
Other, Net 1,828 Cash Paid for Financng Costs on Long-Tarm Debt (1,81) (125)
Nonoperaing Income, Net 26332 _—E%'u 3 Cash Paid for Interest on Long-Term Debt {2 641) (4,451}
Net Cash Provided by (Lsed in) Capital and
EXCESS OF REVENUES AND GAINS OVER Reluted Financing Actvites 17,847 (33,967)
EXPENSES AND LOSSES 75,088 47,960
INCREASE IN CASH AND CASH EGUIVALENTS 57,785 28272
CONTRIBUTIONS TO RELATED PARTY {5,609} {1.200)
Cash and Cash Equivalents - Begining of Year 88284 38,041
INCOME APPLICABLE TO NON-CONTROLLING INTEREST {420} - ——
CASH AND CASH EQUIVALENTS - END OF YEAR $ 24089 % ge.284
QTHER - 81
CHANGE M NET ASSETS 69.059 48,941 RECONCILIATION OF CASH AND CASH EQUIVALENTS
TO COMBINED BALANCE SHEETS:
Net Asgets - Baginning of Yaar 344,406 297,485 Cash and Cash Equivalents in Cument Assals s 08,427 $ 84,571
Cash and Cash Equivalents it Assets Limited as to Use 77 642 1713
NET ASSETS - END OF YEAR $ 413485 $ 44406 Total Cash and Cash Equivalerts m
sammmmnmmma-mum 590 accompanying Noles io Gombined Bnenciel Siate *(10)



REX HEALTHCARE, INC, AND SUBSIDIAREES
COMBINED STATEMENTS OF CASH FLOWS {CONTINUED)
YEARS ENDED .;‘.INE 30, 2011 AND 2010

21

RECONCILIATION OF OPERATING INCOME TO NET CASH
PROVIDED BY OPERATING ACTIVITIES
QOperaling Income $ 48856
Iniavast Expanse Considensd Capital Financing Activity 4870

8282
Cther Assets and Liabilties, Net % D48)
Net Cash Provided by Opersiing Ackvites 73,044

SUPPLEMENTAL DISCLOSURE OF NON-CABH INFORMATION
Net Chenge in Unresiized Galrs (Losses) o invesiments 3 21

L%,
AdGi0nS (0 Captal Assets inchided in Curront Lisdiiliss $  ase

Capital Asseis Acquirad though Caplial Lesse Otligations 3

o

NOTE 1

REX HEALTHCARE, INC. AND SUBSIDIARIES
NOTES TO COMBINED FINANCIAL STATEMENTS
JUNE 30, 2011 AND 2010

ORGANIZATION AND DESCRIPTION OF THE COMPANY

Rex Healthcare, inc. (Rex") is a North Camlina not-for-profit corporaion organized fo
prwvide a broad range of heeith care services © residents of the Triangle area of North
Camline, Acling through its network of oparating alfillaies, Rex provides hesith care to
palients from seweral locations through continued development of acute care and non-
hospital programs.

Rex's acle mambar is the University of North Cardlina Hesith Care System [UNCHCS™).
UNCHCS appoints sight of the thirtleen seats on Rex's Board of Trusiess. Addiionally,

perent entity and its blendad component units which are described balow.

Rew Hospital, inc. — Rex Hospital, lnc(ﬂu'Hoan') located in Raleigh, North
Caroline, is a 43%bed hospital. The Hospita provides inpationt, outpaent and
ememgency services primmily to the residents of Wake County, North Carclina.  The
Hospital operates on Hs main campus Rex Cancer Canler, Rex Women's Center and
Rax Rehabilitaion and Nuraing Care Center of Releigh, a 120-bed nursing faciiity. The
wmuwmmmmumaq.mmm campus, and

and

Rex Holdings, LLC - Rex formed snd became the scle mamber of Rex Holdings, LLC
{"Haidings"), a single member kmited Bability company. Hadings was formed to hold
membership interest in varous mited Kabiity companies. Duing fiscal year 2010,
there was no activity related to this enity.

Rex Physiciens, LLC - mmmmmmmmdﬂn
Physicians LLC ("Physidans”), a single member kmited liebiity company which has
elocted i be trowted as & twanble corponmtion, Physicians was formed (o operate
specially physician praciices serving the residents of Wake County and sumounding
arsas. Physicians curmntly cperates physician praciices in he areas of genersl surgery,
heart and vascular services, and thorsdc surgery.

Rex Entwpiises Company, inc. — Rex Enlerprises Company, Inc. {Enterprises’) is a

North Carciina for-profit corpomtion organized to hold investments in varous affiistes
and 0 promote e development of resl property in support of the mission of Res.

2)



NOTE ¢

REX HEALTHCARE, INC. AND SUBSIDIARIES
NOTES YO COMBINED FINANCIAL STATEMENTS
JUNE 30, 2011 AND 2010

ORGAMZATION AND DESCRIPTION OF THE COMPANY {CONTINUED)

Fex COP Veniures, LLC — Rex CDP Ventures, LLC ("Ventures’), is a Nmited lability
company arganized to own and develop real estate in the Wakefied community of
noithern Wake County. Prior to June 15, 2010, Enterpiises owned a 50% interest in
Ventwes and accounted for this invesiment using the equity method of
accounting. On June 15, 2010, Enterprises purchased the remairing 50% interest in
Ventures from Wakedeld Rex Invesiors, LLC and accondingly began combining the
financial posifon and results of Veantures in the combined financial stalements. At
June 30, 2011, Venlurss was the sole member of the folowing Kmiled Hability

companies

Rex Wakefield Weliness, LLC - Enterprises formed and became the scle
member of Rex Wakefiekd Weliness, LLC ("Weliness”), a single member limited
lability company. Weliness was created 1o develop » weliness centar building on
the Wakefield campus of the Hospital. The Hospial leases the building fom
Weliness. On June 15, 2010, Enterprises contributed its membarship interest in
Weliness 10 Verturos.

Rex CDF Veniures ~ HT, LLC - Venlurea formed and became the sole membaer
of Rex CDP Ventues — HT, LLC ("HT"), a single member imited lability
compiny. HT was formad 1o develop a retall unit of the Wakefield campus of the
Hoapitdl,

Wakafieid Rex invesiors MOB, LL.C ~ Wakefield Rex investors, LLC, formed and
became the sole member of Rex Wakeheld Investors MOB, LLC ("MOB) a
single member imiled labiky company. MOB was formed o develop a medical
ofice builing on the Wakehield campus of the Hospitl. On June 15, 2010,
Wakeflald Rex Investons, LLC contribited s cwnesship interest in MOB to
VYeniures,

Rex CDP Ventures — Retsil, 1LC — Ventures formed and became the sole
member of Rex CDP Vantures — Retall, LLC (‘Retail”), a single mamber kmited
Nablky company. Retell was formed i develop a retall unit of the Wakefield
campus of the Hospitel.

Rex Heslthcam Foundation, inc — Rex Heslthcare Foundafion, Inc. {the *Foundation”) is
& North Carolina not-for-profit comoration organized to promole the heslith and welfare of
the people of the Triangle anea by promating phitanthropic contributions and public
support of Resc.

Rex Home Sarvices hc. — The Hospitl owns Rex Home Services, Inc. ("Home
Sarvices™}, & North Camlina nol-for-pro#t corporation, organized fo provide hame haalth
aervices primaily to the residents of Wale County, North Carclina.

Smithfeid Radkation Oncology, LLC ~ Smithield Radiation Oncology, LLC ('SROM) is »

limitad lability company ofganized to own and operate a knear accelerator. The
is the scle member of SRO.

[

REX HEALTHCARE, INC. AND SUBSIDIARIES
NOTES TO COMBINED FINANCIAL STATEMENTS
JUNE 30, 2011 AND 2010

ORGAMNIZATION AND DESCRIPTION OF THE COMPANY {CONTINUED)

Rax Surgery Center of Cary, LLC — Rex Surgery Center of Cary, LLC ("Surgery Center’)
is & mited Kability company organized to own and operale an ambuleiory surgery
canter. Surgety Cantar was formed and began operations on Februsty 28, 2011. The
Hoapitd owne 79.5% of the membership interests, with the remaining 20.5% owned by
an unrelated third parly. Since the Hospital controls the Surgery Center, it is combined
in the accompanying financial statements. with & non-controlling interest,

The fnancial statements inciude the accounts of Rex, the Hospital, Enterprises, Physicians,
the Foundation, Home Servicas and SRO. AR significant intercompany transacions and
balances have besn sliminated in combination.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation

As & result of the transfer of the membership interest to UNCHCS, sn agency of the State
of North Carclina, Rex is subject to the appiication of accounting pronouncements issued
by the Governmental Accounting Slandards Board (GASB). In 1993, GASE issued

afer November 30, 1869,

Use of Estimates

The preparation of finandal siatements in conformity with accounting principles generally
acospied in the United States requines managemant t0 make sstimates and assumplions
that affact the reporied amounis of assets and kebliities and disciosure of contingent assets
and lisbilities at the date of the financial stastements and the reported amounts of revenues
and expenses during the reporiing perod. Actusl results could differ from those estimaies.

Cash and Cash Equivajents

For purposes of the statement of cash fows. sl hghly liquid investments with an originel
malurity of thee months or jess, and which am not \
considered 1o be cash equivalents and are recorded at cost which approdmakes merket
value,

liventories
Imentodes s stsded at the lowes of cost (firskin, frst-out method) or market,

()




REX HEALTHCARE, INC. AND SUBSIDIARIES
NOTES TO COMBINED FINANCIAL STATEMENTS
JUNE 20, 2011 AND 2010

SUMMARY OF SIGNIRCANT ACCOUNTING POLICIES {CONTINUED)

Inves¥nents

Invesiments in marketable debt and equity securiies with readily determinabie fair values,

including asests whose use is Emilnd, are measured al faic value in the

balance sheets. Investment income or joss {ncluding realized and unrealized gaine and

mwmmwmmmmmmmm)m
he accompanying combinad financial stedements. The calculation of msalized gains and

losses is independert of a calculation of the net change in tha fair value of invesiments,

investnents in Afflliates

Enteprises own a 50% interest in Quality Textile Services, inc. ("QTS"), a Raleigh, North
mmmmmwm»mmmm
significant influence over QTS; however, Itdo- omudummmanwm
interest. mmum using the eoquity method of sccounting;
accordingly, Enterprises’ investment hes been adjusted for s share of QTS's operstions,
Enlompises’ aquily in the net income of this affiste tolaiad spproimataly 312,000 and
$27.000 for the yoars ended June 30, 2011 and 2010, respactively, and is included in net
nonoperating income. Emerprises moesived no cash distributions from QTS during 2011 or
2010. Endeprises’ investiment in QTS toleled approdmately $2,313,000 and $2,280,000 a8
ummm1mmum.mmmmqmmm
pul swailable,

Enlamiises owns a 32.5% intarest in Rex Cary MOB, LLC, a company that In July 2003,
bt and began lessing a medcal office tuilding in Cary, Norh Carclina. Enferprises
exocises signifcant influence over Rex Cary MOB, LLC; however, it does not control it
nmmamwmm This invesiment is accounted for using he equity method
of sccounting; Whmmmmwtumwmum
Cary MOB, LLqu)-iom ' equity in the net income of thys affiiate tolaled
approvimately $241,000 and $281,000 for the years ended June 30, 2011 and 2010,
. ard in included in net nonopersting income. Additionally, Enterjrises received
mhdlnlh.llonsﬁunRquyMOB LLC totaling approximately $241,000 and $131,000
duiing 2011 and 2010, mapacively. Entenprises’ invesiment in Rex Cary MOB, LLC toteled
approximately $614,000 and $599.000 as of June 30, 2011 and 2010, respeciively.
Separats financial siatements for Rexx Cary MOB, LLC are not publidy avaiiable.

Entempidsos owne lees than & 5% interest in Rew MOB Pariners, LLC, & compsny that

Enterprises’
June 30, 2011 and 2010. Separsie financial siatements for Rex MOR Partners, LLC am
not publicly available.
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NOTE 2

REX HEALTHCARE, INC. AND SUBSIDIARIES
NOTES TO COMBINED FINANCIAL STATEMENTS
JUNE 30, 2011 AND 2010

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Capital Aoty

Capital asset acquisiions are recorded at cost and indude interest on funds used to finance
the scquisiion or consiruction of major capital projects. Assels under capital jease are
siabed at the present value of the minimum leass payments at the inception of the lease.
Depreciation is providad cn both sisight-ine and accslersted methods over the esimated
usaful ives of the dapraciable asseis which ia generalty 5 o 15 yaars for aquipment, 510 15
years for bullding improvements, and 30 to 40 yaars for bulldings.

Assels under capiiel leanea and leasshad improvements am depreciaied over the
esimated usedul kfe or the related lsase tem, whichever is shorter, generally pefiods
ranging from 5 o 7 years. Deprecistion of assets under capitel leases and jeasehold
improvements is included in depraciation and amordizetion sxpenss in the accompanying
sishements of revanues, axpenses and changes in net assals.

Daferred Debtissusnce Costa

Delarred delt issuance costs ane amorized over the term of the related bond issuance
under s method which spproxXimetes e effective interest method over the e of the bonds.
Amortization of deferned deit issusice costs totaled approdmedely $431,000 and $108,000
for yoars ended June 30, 2011 and 2010, Cumulative amortizalion of deferred debt
issumnce costs totaled approximetely 34,203,000 and $1,312,000 as of June 30, 2011 and
20190, reapectively.

Other Agsots
Other asests consisted of the fllowing at June 30, 2011 and 2010 (in $00C"s):
2011 2010
Goodwi $ 1,812 $ 1,862
Ohar Assais 2.253 850
Towl 3 4105 T 2,021

{16}



NOTE 2

REX HEALTHCARE, INC. AND SUBSIDIARIES
NOTES YO COMBINED AINANCIAL STATEMENTS
JUNE 30, 2011 AND 2010

SUNMARY OF SIGNIFHCANT ACCOUNTING POLICIES {CONTINUEDY

n sccordence with GASS Statement No. 34, Basic Financial Siatements - and
's Discussion and Anadysis — for State and Local Govermments, net assels ars
categotized a8 investad in capitel aseets, net of related debt, resiricied and unrestricied.
Invested in capitst assets, net of retated debt is intanded to neflect the portion of net assets
that are associsted with nondiquid capital assels less outstanding debt relsted to capital
assels. Resticted net assels sre assels generaled from revenues that have third-party
limitafon on their use. Unrestricted net assets have no third-party resinicions on uss.

Rastricted net assets induded the following at Juna 30, 2011 and 2010 (in $000's):

2011 2010

Resticied Net Assets:
Expendabis:
Varous Scholarships, Lachureships and Bulldings $ 481 $ 118
Various Supplies, Equipmentand Patient Charity Care 314 3,407
Total Experdatie; 3825 3,823
Nonsxpandaible Restricted Net Assets:
Endowments 34 300
Total Restricled Net Assets $ 3 956 3 4123

NetPatiert Service Ravaius

Net petient senvice rovenue is acorded at esteblished rates when sarvices ane provided
with contractual adjustments, esimated bad debl expenses, and services cqualifying as
chadty care deducted to amive at net pafient serdce revenue. Confactual adjustments
Muqummwuhmdemmmm

m

NOTE 2

REX HEALTHCARE, INC, AND SUBSIDIARIES
NOTES TO COMBINED FINANCIAL STATEMENTS
JUNE 30, 201 AND 2010

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {CONTINUED)

Mudicare and Modicald Programs (Continued]

Accounts mceivabie and patient service revenue relaiing to these progmms are siated at
esimated net realizable amounia in the accompanying combined financial stalements. The
Hospital's Medicare cost reports have been acwdited theough June 30, 2007, During 2011,
the Hospital filed the 2010 Medicans cost report, resulting in a tentafwe cash setfement of
appoximately $279,000. During 2010, the Hoepiisl fied the 2000 Madcans cost report,
reaulting in a tentative cash ssttiement of approximately $171,000. For the years ended
June 30, 2011 and 2010, net pefent senvice reverue increased by aporaximabely
$5,100,000 and decreasad $2486,000, respectively, as 8 result of changes in eslimales
related to various third-parly accruals and reserves.

The Hospital paricipates in & voluntary Medicaid disproportionste share program (the
‘Progrant). The Program aflows the Hospital to receive addtional annusl Medicaid
tunding. Pilor to fiscal 2001, funding was received prior to find approval of the Program
yewr by the Centers for Medicans and Medicaid Services (“CMS”) and was subjedt fo final
seilement by the Siate of North Carolina once spproved by CMS. Pror to 2010, the
Hoapital's policy was to defer 100% of tha amounts received uni! the fiscal year after CMS
approved the Program year, at which time the Hospital recognized a porfion of the amounts
recelvad. During 2010, the State of North Caroline provided additional information nelated
to the operalion of the Program. With this new information, the Hospital updaisd its revenue
recognition policy nelated to the Progrem and now recognizes ali funds from the Program as
net patient senvice revenue when received. For the years ended June 30, 2011 and 2010,
the Hospiial recognized net palient revenue of approximately $2,198,000 and $2,660,000,
respectively, related to the Progrem,

QhetPavors

Rex has also entesed into payment sgreemeants with cerlain commercial insuranoe camiers,
hesith meintenance oganizaions, and preferred provider organizetions. The basis for
puayment t0 Rex undel thase agresments includes prospacively defermined rates per
discharge, discounts from established charges, and prospectvely determinad daily rates.

18)



NOTE 2

REX HEALTHCARE, INC. AND SUBSIDIARIES
NOTES TO COMBINED AINANCIAL STATEMENTS
JUNE 30, 2011 AND 2010

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {CONTINUED)

Conconirptjons of Credit Risk

Rux provides setvices primarily to residents of Wake and surrcunding courries without
collateral or other proct of ability i pay. Conceniraions of credit fisk with respect fo patient
accounts receivabie sre imited due 1 large numbers of patierts served and formalized
agreemments with third-parly payors. Rex has significant saccounts receiveble whoss
xlleciabiifly is depandant upon the pedormance of cartaein governmenisl programs,
primadly Medicars. Managament does not believe theme sre sigrificant credit risks
mscciated wih these govemmantal programs.

The aggregate mix of accounts receivable from petients and third-patty payors was as
follows at June 30, 2011 and 2010:

2011 2010
Madcare 25 % 8%
Medcaid 3 3
Maneged Care 2 48
Self Pay 20 21

Toll 100 % 100 %

— —

Shaxity Care

Rax provides care without chamge or at amounts lesa than iis established rmates to paliants
who mest certsin criteria under its charity care policy. Because Rex does not pursue
oollecion of amounts deteminad 1o quelify as chaity care, they are not reponiad as
revenus of accoints receivable in the accompanying finandal staisments. Rex maintsins
records o iden#y and monitor the level of charity care it provides. These records include
e amount of charnges forgone for services and supplies furnished under its charity care
policy. The amount of chaity care provided, besed on chames foregons, wes
wmmm 364,000 and $44,271,000 for the years ended June 30, 2011 and 2010,

Rax ciassifies all revenues and expenses eamed or incured in the course of providing
health care o patients s operaling activities.

9

REX HEALTHCARE, INC, AND SUBSIIARIES
NOTES TO COMBINED FINANCIAL STATEMENTS
JUNE 30, 2011 AND 2010

NGTEZ SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Nonopersting Income {Loss)

Nonoperaling income (ass) consists primadly of invesiment income and other
miscollaneocus income and expense iHems. Acthifes relaled to Ventures and iis afiialea
are included in ather nonoperating income (loss). Nonoperating income (loss) consisted of
the fcllowing for the yéars endad June 30, 2011 and 2010 (in 3000's);

2011 200

Irterest ncoma $ 953 ] 47
Dividand Income 1,946 1,885
Roalzed Gains (Losses), Net 3,430 12425
Nat Chunge in Unrealized Gains (Losyes) on investments 21,%0 761
Brokecags Fees {745} [ 1))
Income from Investments in Afliates 253 308

Total invesimant income (L oss) 27,067 15243

1
Total Nonopersiing Incom«, Net $ ’LTE_ $ 12,18

Capitalized Interest

interest incurred on bormowed funds during the period of construciion of capital assats is
capitelized a8 & companent of the cost of acquiring those sssets. Interest of

$171.000 and $0 was capalized during the years ended June 30, 201t and 2010,
respectively.

Risk Management

Rex is exposed b various risks of loss from torts; theft of, demage o and destruction of
asests; business interuplion; efrors and omissions; smployes ijuries and linesses; netursl
disasters; employee hedlth, dental, and acddent benefis; and medical malpractice (see
Note 10). Commercial insumnce and stop loss covemge is purchased for daims arising
from such matiers, subject to various deductibles.

Tax-Cxemet Status

Rex, the Hospital, the Foundation, and Home Services am exempt from federal income tax
under Section S501(a) as oiganizetions described in Seclon 501(c){3) of the Intemal
Revenue Code. Enferprises is a taxable corporalion that has net operaling loss
caryforwards. Physicians is & single member imibed Rability company that has elected to
be taxed as a forprofit corporation.  Physiclans currently has a net cpenating loss in 2011
and 2010. Accordngly, no proviasion for income taxes has been mflacted in these
combined financial sistements,

Rexis the aole member of SRO and Enterprises is the sole member of Ventures, Weliness,

HT, MOB and Retsd. As such, SRO, Ventures Welness, HT, MOB and Retail we
considerad disregarded entifes for tax purposes.
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NOTE 2

REX HEALTHCARE, INC. AND SUBSIDIARES
NOTES TO COMBINED FINANCIAL STATEMENTS
JUNE 30, 2011 AND 2010

SUMMARY GF SIGNIRCANT ACCOUNTING POLICIES {CONTINUED)

Reclessifications

Cartain amounts in the 2010 combined financial statements have been reclsssified ©
condorm 1o the 2011 presentation. These naclassifications had no effect on previously
reporad changes in net aseets.

CASH, CASH EQUIVALENTS AND INVESTMENTS

E

At June 30, 2011 and 2010, Rex had the following invesiments, all of which were held by
custodians hat sre agents of Rex (in $000's):

2011 2040
Cash and Cash Equivalents $ 27,042 $ 1,713
Certificates of Deposit 200 300
Mulual Funds 125212 80,246
Equities 12,800 7019
Allemaiive Invesiments 402686 28254
Common Trust Funds - 2,008

As of June 30, 2611, all of these irveatments had maturities of one year o less.

Wterest cate risk — Rex has & format investiment policy that imits investmernt matuiities a8 &
maans of managing s exposure 10 fair value losses sidsing from increasing intereet rates.
The policy requires thet the duration of the porfolio shall not excesd six years and its
average maturity shall range between two and six years.

NOTE 3

REX HEALTHCARE, INC. AND SUBSIDIARIES
NOTES TO COMBINED FINANCIAL STATEMENTS
JUNE 30, 2011 AND 2010

CASH, CASH EQUIVALENTS AND INVESTMENTS (CONTINUED)

Assots Limited 39 to Use (Continued)

Concentration of credit risk — Rax limits the amaount it may invest in any single issuer. Fixed
income holdings in a single iasuer {exciuding chiigations of the United States Govemment,
its agencies and ontiies) shall be limited to 5 percent of the porifolic
measwred ot rmavket value at the ime of purchase. Troaswies, agencies and government-
_.pcmacdommhmnobuarlm Securitios rated under "A-" are mitad 10 3% per
issuer.

Custodial credH risk — At year end, Rex’s invesiments were nol exposed to custodial cradit
risk.

The canying amount of deposits and investments included in the combined belance sheets
are as folows at June 30, 2011 and 2010 §n $000's):

2011 2010
Canying Amount: o
Deposits $ 124089 $ 86284
Invesimants 178,478 12497

I_wET B

Included in the Following Salmnce Sheet Cagtions:

Cash and Cash Equivalents $ 98,427 $ 64,571
Assets Limlied 48 to Use:
Rearicied by Conwibutors and Grantors 3959 4,123
Bond Funds Held by Trusies 22,001 -
Funds Held in Escrow or Trust 30 €70
Designated for Long-Term investment 180, 130 122,000

$ 302.34_, 3 151@

Al invesiments in securiies are on deposit with Rex's fiducisry agent, which holds these
securifes by book enkry in its fiducisry Faderal Reserve accounts. Rex’s ownarship of these
securifes is identifled through the inemnel recomds of the fiduciary agent. Certain of thess
securifes are oplionalty callable af par by the issuer on apedified dates.

@2}



REX HEALTHCARE, INC. AND SUBSIDIARIES
NOTES TO COMBINED ANANQIAL STATEMENTS
JUNE 30, 2011 AND 2010

NOTE4 CAPITAL ASSETS AND ACCUMULATED DEPRECIATION

A summeary of changes in the histoscal cost of capital assets and accumuiated depreciation
and amotizaion relaled to capitel assots are as follows (in $000'a):

Forthe yearended June 30, 2011
Junw 30, Trarafers! Trarnlors! June 30,
2010 Addiions  Refiements A1
PROPERTY AND ECUNPSENT
Land 3 UIS ] . ] . $ 34375
Land improverments 15304 - - 15,304
Bulidings and Hwprovarnents m.ﬂo - {e38) 283,002
Equripment 18,405 {1.508) 285 M1
Conatruction in Progress.
Torm —é%— 5 40 A%
ACCUMULATED DEPRECIATION
Land improvemaents 8.0 734 - 8785
Buiidings 113,97 412 {638) 127,001
Equipraent FalNzal 12,75¢ {836) %g
Tots 34,19 27,900 {1.74) 785
Propenty and Equipmant, Nat ! 281 418 i 12 952 ] g&l 35268 125
Forthe vear snded June 30, 2010
Juns 30, Transien/ Tranalern! June 30,
2000 Addtiors  Rafiremants 201D
PROPERTY AND EQUIFMENT
Land $6M 3 st $ - $ M
Lanvd Smprovemants 135,982 == . 15,304
Buiidings ard Improvemants 235 m 22,07 ZM 540
13,50 (471)

Equipmant
Construciion in Progress

Towl _Q%—&%_ﬂ%%%l—ﬁ%

ACCUMULATED DEPRECIATION
Land improvernenis 5432 L] . 6,081
Bubidings 90,402 13,905 37

ﬁ;‘.;i:lml 196 5 15 765 gﬁi 214 11'1

Pmoperty and Equipmaent, het $240,308 g $ s13EI Gméﬂ

The capital acquisiions’ figures above are presented net of transfers flom construction in
progreas 1o operaling asset categories and seles and other dispositions. Depreciation
mmnmmmmmmwwnmmmm

and amortization expenss iotaled approximately $28,115,000 and
S28.2440001uh0ymm June 30, 2011 and 2010, respactively. The expense
shown in he tahie sbow I3 net of decreasss In accumulaled deprecisfon for sales and
other dispositions of capital assets. Al June 30, 2011 and 2010, aquipment under capital
obiigations had a 0ot of appradmately $4,214,000 and $4,214,000 and sccumulated
amortization of approximetely $2,134 000 and §1,414,000, respadively.

@

REX HEALTHCARE, INC. AND SUBSIDIARIES
NOTES TO-COMBINED FINANCIAL STATEMENTS
JUNE 30, 2011 AND 2010

NOTES ACCOUNTS RECEIVABLE AND ACCRUED EXPENSES

NOTE &

Accounts receivable, accried expenses and cther Sabilities conaisied of the folowing at
June 30, 2010 snd 2009 {in $000°s):

2011 2010
Gross Reosivables;
Medcare 3 38810 $ 34278
Madcaid 4,708 3z
Managed Care 78.650 50,232
Solf Pay 30,030 20 024
152,208 123,258
Less:
Contrachusl Alowances 87,2y {57,900}
Allovesrca for Doubtful Accounis g%} !;,912!
Accued Salaries, Wages and Withholdings 3 2658 $ 21280
Accrued Paid Time Off 13,126 12076
Restrve for Workers' Compensaiion Ciaims 1,541 1,743
Reserve for Emplayee Hesdth Banedt Claims 1,840 2,138
Raserve for Madical Malpracios Claims 2,366 1247
Qther 4098 1038
$ 49 48§ f?&
LONG-TERM DEBT
A sumimaly of debt and changes in long-tenmn debt for the years ended Juns 30,

2011 and 2010 i= as follows (in $000's):

wdDmcont  Juw 3, L A
_IL_M Amorkation, _2010__ _Dowowngs  Amedicefon Q011

Benes Payabie:

Seies 18§ TROI2 § - 5 (A6 3 706§ - 3 Ry s -
Series 20104 - - - - 25808 L] 15414
Tan-Exempt

Finaning K634 - axn an - pany

Constryction

Loses L% Hne - N M8 {1308 =em
Line of Crect . . . - e . 10

Otiigwions Under
CapheiLosss 205 0y (1000 287 [ARES 38

LRI, DN 3 (820 3 i 3 men 3 NATR 3 INSN

Bonds Payable

In March 1698, Rex issued $124,215,000 Hospital Revenus Bonds (1898 Bonds) through
the Noith Carclina Medical Care Commission {the “Commission™) under a Master indenture
and other mlaied agreamants. The proceads were used o refund a portion of the Series
1893 Bonds and fo fnance certain capitel projects.

4



NOTE &

REX HEALTHCARE, INC. AND SUBSIDIARES
NOTES TO COMBINED FINANCIAL STATEMENTS
JUNE 20, 2011 AND 2010

LONG-TERM DEBT (CONTINUVED)

Bonds Payabie (Continued)

In October 2010, Rex issued $122,985,000 Series 2010A Hedith Care Faciifes Revenue
snd Reverus Relunding Bonds (2010A Bonds) through the Commission. The procesds
were used to refund the ouistanding 1998 Bonds, fund costs of consirction and equipment
related to the relocation of Rex's power plant, pay construction period interest, and pay for
issuance casts for the 2010A Bonds.

Thve 2010A Bonds mature annuelly in smounts ranging from $1,000,000 to $8,130,000 and
besr interest at raies between 2.00% and 5.00% for amounts maduring between 2011 and
2030. Under the agreaments, the Obligsted Group must also maintain a defined lovel of
income available for debt service. As of June 30, 2011, Rex believed that the Qbligated
Group was in compiiances with all debt covenants.

The 2010A Bonds are secured by a pledge of and a lien on the accounts receivable and the
procesds thesmol deiived from the ownership and operation of the Obligaind Group. in the
Master Inderture agreements for the 2010A Bonds, the Obligaied Group indudes Rex and
the Hospital. Under the terms of the Masier indenture agresment for the 2010A Bonds, the
QObligated Group is subject 10 cerain financial covenants including but not Emited o
limitations on the tmnsfer or ssle of the Obligated Group's assels, kmitations on the
incurence of additonal indebledness, maintenance of adequate insurance coverage on
property, and maintenance of is fax-sxempt staius, Under the agresments, the Obligated
Group must aiso maintain a defined level of income avallable for debi sefvice. Rex befieves
the Obligated Groupisin compliance with ail debt covenants at June 30, 2011,

As a resiit of the esdy exinguishment of the 1998 Bonds, Rex incured a loss of
spprosimataty $1.847,000 duing 2011, The loss has been deferred mnd is being amortized
ovar the remaining ife of the 1998 Bonds. At.June 30, 2011, accumuiated amorization of
the deferned ioas was approximately $168,000.

Tax-Exempt Equipment Financing

n December 2005, Rex entemd into a imc-exempt equipment fnancing amangement
through the Commission for $30,000,000. The proceeds were used in comnedion with &
lesse-purchase financing of various capitel equipment. The remaining oulstanding balanos
was repmid in full during 2011,

Construction Loan

Ventires enterad lito a construction loan agraement with Weliness, HT, Redall and MOB as
‘Co-Bomowers” 10 fund the construction of the Wakaflsid campus. The joan bears interest
al the BBA LIBOR daily floating rate plus 1.45% (1.64% and 1.78% at June 30, 2011 and
2010, respactively) and required interest only payments through Apiil 2011, Beginning May
2011, ol net cash fiow from the Rex COP properies will be appiled to the outstanding
principal balance of the construction loan through December 2011, Beginning in January
2012, 50% of the net cash flow from properies will be applied to the outstanding principat
Mammmﬁm loan until the note matures and all outstanding belances are
duain 2012,

REX HEALTHCARE, INC. AND SUBSIDIARIES
NOTES TO COMBINED FINANCIAL STATEMENTS
JUNE 34, 2011 AND 2010

NOTE¢ LONG-TERM DEBT (CONTINUED)

Construction Loan (Continued)

Procsads from the loan are deawn for spacific projacts in the Wakefield developmant and
ane alocated to the appropiate Co-Barrower for sach project. Repayments of the loan wil
be made primarily using procesds from lease rental payments from various lessees (See
Note 9). The tolsl maimum amount allowable under the joan is approximetely
$38,380,000. of which, approximaitely 532,683,000 and $31,544,000 is outstanding at june
30, 2011 and 2010, respacively (in 3000'a)

2011 20%0

Rex Walkefiskl Walinass, LLC H 7282 3 7547
Rex CDP Veniures, LLC 2296 5342
Rex CDP Ventures-HT, LLC 201 2,388
Rex COP Ventues- Retail, LLC 3372 -
Wakefleld Rex nvestors MOB, LLC 17,542 16%
32_ —

The loan is coitateralized by the resl propedy. Each of the four individual Co-Bomowers are
jointly and severally kable for repayment of the losn and is guaranteed by Enterprises.

Lines of Credit

During the year ended June 30, 2009, the Hospitsl enlered into & nole agresment for a
shortterm revohdng Sne of credit with a financial insftution for an amount up to
$50,000,000 1o support short-term nomal operating expenses and to anhance liquidity.
The fine of credit is collsterslized by the Hospital's accounts receivable. Inerest is due and
payatis monthly at the monthly London inter-Bank Offered Rate (LIBOR) plus 1.25
percent. The cutstanding principal amount along with any accrued interest will be due upon
the matuiity daie of March 31, 2012, The Hospital has not drawn any proceeds on this iine
of cradit, thus, at June 30, 2011 and 2010, there was no cutstandng balance.

Duting 2011, the Surgery Center entered into a note for & shofl-term revolving
Kne of credit with a financial inatiution for an smount up to $1,250,000 o support shorkterm
noringl operating expenss and 10 enhance kquidity. The lne of cradit is collaleralized by
certsin assels of the Surgery Center. iriferest is due and payable monthly st 3.0%. The
ouistanding principal amount dong with any accrued interest will be upon maturity date of
March 8, 2012 At June 30, 2011, the Surgery Center has drawn appradmataly 140,000,

Equipment Loan

Duiing the year endad June 30, 2011, the Surgery Canter entered into & nole agresment
with a financial instifution for an amount up 1o $1,000,000 to support purchases of
euipment. Cender had not made any draws on the note at June 30, 2011 and has
until September 8, 2011 to draw advances. The nole bears intevest at one morth-UBOR
{.187% o Juna 30, 2011) + 1.75%, with a minimum fieor of 3.0%. Monthly peyments are
interast only through September 8, 2011, with monthly pencipal and interest payrments from
October 8, 2011 through September 8, 2018. The note is collaieralized by certain assets of
the Surgery Confer.
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REX HEALTHCARE, INC. AND SUBSIDIARIES
NOTES TC COMBINED FINANCIAL STATEMENTS
JUNE 30,2011 AND 2010

LONG-TERM DEBT {CONTINUED)

Obligations Under Capital Lesse
Rex has enisred info non-cancellable capitsl lease obligaions for several pleces of
equipment as of Juna 30, 2011 which expire at various dates through 2015,

Tolal fulure debl service requirements subsequent to June 30, 2011 ere as follows (n
$000°s).

Comtraction  Lnsier Coplinl Line of
iy __lean  _ Lesss _ Ceel _ wlepwt & Tomi

Your Endog Jene 3

$ VN & U [ MO OF &SN § R4
xy 4848 - 204 Q4400 .42
k) 4538 - 20 am 490
6 4900 . 1 4046 A0
ann 6178 - . 4718 #8501
W17 20478 - W 6,440
Aok 3085 - 12,080 -,35
20 200 % - 5,094
1 m Iﬁ! a0 11 mt’

Unamorkzed Bond Premivee, Net

m“““““ﬂmmmmﬂ

RELATED PARTY TRANSACTIONS

UNCHCS provides certsin servioss to Rex. Rex paid UNCHCS approdmately $4,785,000
and $4087,000 for such sspvices during the years ended June 30, 2011 and 2010,
respecively. UNCHCS paid Rex approdmately $587.000 and $238,000 for such sarvices
during the years ended June 30, 2011 and 2010, reapectively.

Under a management agreement effective January 1, 2000, UNCHCS msssumed
responsibility for the management and day-to-day opsmtions of Rex Home Sendoes, Inc.
During the years ended June 30, 2011 and 2010, this agreemant resulted in approximately
$648,000 and $1,008,000, respectively, peid to UNCHCS,

Curing 2011, Rex contributed appraximately $4,200,000 1o UNCHCS to help fund working
onpital neads at Triangle Physicians Network, LLC ("TPN'), of which UNCHCS is the scle
member. TPN provides health care to patierits throughout the Triangle and surrounding
counties in North Carolina. Rex siso contributed $1,400,000 snd $1,200,000 duting the
years ended June 30, 2011 and 2010, respecively, 1o the UNCHCS Enterpriss Fund o
upport the angoing heatth care mission of UNCHCS.

Net payables due to LUINCHCS were approximaiely $83,000 snd $240,000 aa of June X0,
2011 and 2010, respacively, and am induded in acaued expenses and cother lisbilities in
the sccompanying combined balance shoets.

NOTE7

NOTE 8

REX HEALTHCARE, INC. AND SUBSIDIARIES
NOTES TO COMBINED FINANCIAL STATEMENTS
JUNE 30, 2011 AND 2010

RELATED PARTY TRANSACTIONS {CONTINUED)

The Hospitl paid QTS {(an equily invesiment, discusesd in Note 2) approsdmatety
$1,395,000 andd $1,343.000 for iaundry services duting the yean snded June 30, 2011 and
2010, respactively.

The Hospitsl paid Rex Cary MOB, LLC {an equity invesiment discussed in Note 2)
spproximetely $764 000 and $820,000 in rent expenditures for the use of surgical and
office suites during the yaars ended June 30, 2011 and 2010, respeciively,

Rex MOB Partners, LLC (a cost basad invesiment discussaxr] in Note 2) paid the Hospitel
approdimatey $293,000 snd §134,000 for rent during the years anded June 20, 2011 and
2010, respactively.

EMPLOYEE BENEFATS

Rex Employses’ Retirement Plan

The Hospital sponsors the Rex Employees’ Retirement Plan (the *Plar’), a single-smployer
defined benefit miirsment plan aveilable o diigible employees. The benedt formula is based
on the highest live consecutive years of an employse’s compensaion during the 10 plan
years preceding relirement.

Dusing the year ended June 30, 2009, the Hospital amended the Plan 10 (1) reduce early
refitement benefits by increasing the reirement age from 62 b 85, and (2) access to
the Plan for sligitle employees hired sfter February 1, 2009. In addiion, the Hospital
mwm-mmmwmmmm geins and
losaes from 10 1o 30 yvears and (2) change the asset valualion medod from 20% b 30%
above and below market value.

Funding amounts for the Plan sre based upon actuarial calculations. The Plan ulitzed th
projecied unit-credit method 1o determine the annual contributions. The Hoapital contidbuied
approximetaly $7 475,000 and $8,141,000 to the Plan in 2011 and 2010, respectvely.
Them are no smployes contributions 1o the Plan.

Plan asseis heid in trust on behaif of the Plan panicipants consisted primadly of equity
socurities, U.S. Treasiry securitios and comorate bonds af June 30, 2011 and 2010. The
acluatal value of Pign assats was detarmined ty using a Tve-year moving sverage method.

The folowing table shows the trend in Rex’s amual pension cost (APC), psrcentage of
APC contdbisiad, and net penaion asset (in $000's):

HHE

Trend Information
Annusl Pansion Percantage Net
Cost of APC Peansion
{APC) Contiributed Asset
Fiscal Year Ending:
Jure 30, 2011 3 (7,475) 100.00 % 3 -
June 30, 2010 {8,141} 100.00 -
Jurw 30, 2009 (6,283) 100.00 -

o)



REX HEALTHCARE, INC. AND SUBSIDIARIES
NOTES TO COMBINED FINANCIAL STATEMENTS
JUNE 30, 201t AND 2010

EMPLOYEE BENEFITS (CONTINUED)

As of January 1, 2011, the most mecent actusrisé veluglion date, the Plan was 84.1%
funded. The aciuanal accrued kability for benefits was spprodimately $188.633,000 and
the acuaral value of sssels was approximaiely $158,603,000 resufting In an unfunded
actuarisl sccrued Sabilly of approXmately 329,940,000 The coversd payrol was
spprovimately $190,434,000 andl the ra80 of the unfunded sctuarial accrued Sability 1o the
covared payroll was 15.7%.

The schadue of funding progress, pnmhd a3 Required Supplementary Information
following the Notes to the Combined Finencial Stebements, presents muli-year trend
information about whether the actuarial vaiue of Plan assets are increasing or decreasing
over lime relative o the actuarial accrued kability for benefits.

The folowing assumplons ware usad in the January 1, 2011 and 2010 actuaria vardations:

infiation Rate 3.00%
Investment Rete of Relum 8.00%
Projected Salery Increases 3.75%
Tax Defarred Annuity Relirement Pian

The Hoapitsl sporors @ defined contribution retirement plan covering aubstantislly all
empicyees. The Hospital matches one-half of each participanta voluntary contributions on
a gradusted scale basad on langth of service not to exceed 5% of the perlicipants annual
salary. Employer contributions totaled approxinmiely $5.705.000 and $5,402,000 for the
yaars endad June 30, 2011 and 2010, reapactively.

COMMITMENTS AND CONTINGENCIES

Commitmenis

The Hospital has entered into cartain agresments, in connection with ongoing development
and suppeit of its sleckonic medcal records system.  Future minimum payments
subsequent to June 30, 2011 are approximately $468,000 in 2012

The Hospitel hes entered into a lease with Weliness 1o lease the weliness osnier. In
addition, the Hospital entered into a lease with MOB for part of the medical office building.
Rex has certain other noncancelsble opersfing leases for the rental of office space and
aquipmant. Future rent payments under thess leases subsequent 10 .June 30, 2011 are 2
follows (in $000°s):

Walness Medion Otfion Ofiios Space
—e,, Dy, equomen | Tow
Yo Ending June 0.

2 $ e $ 2157 L] 5540 $ 443
2013 e 2180 960 8047
o4 0ne ra 2400 5457
s 82 2253 2108 24
e 2 2208 11 4028
2017202+ 447 4812 7.8 2213

4,548 9,208 4,008 18,080
20272029 ﬁ s
L) - _& L] ]
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NOTE 9

REX HEALTHCARE, INC. AND SUBSIDIARIES
NOTES TO COMBINED FINANCIAL STATEMENTS
JUNE 30, 2011 AND 2010

COMMITMENTS AND CONTINGENCIES {CONTINUED)

Totd rentll expense, including renta under roncancefable leases, was
approximately $10,559,000 and $8,825,000 for the ysars ended June 30, 2011 and 2010,

Contingencies

The Hospitsl self-insires a porfion of iHs workers' compensation exposure up to $350,000
per claim. An accrua for the seif-insurance program is established to provide for estmated
claims and losses and applicatle legel expenses ot daims incurred through June 30, 2011
but not reporiad. This accrual was determined by an actuary and tolsled approdmatety
$1,541,000 and $1,743,000 at June 30, 2011 and 2010, respectvely. The accrual |s
inclixled in accrusd expenses and other liabilities in the accompanying combined balance
sheets. Commercial insurance has been obiained for coverage in excass of the seif-insured
amounts.

The Hoapitel seifinsures a porfion of its employee heaith benefiis exposure up to $200,000
per incident An acorual for the self-insurance program is estabiished © provide for
esimaiod claims and lcesas and applicabie legal axpenses for claima incurred through
June 30, 2011 but not reported. This accrual was determined by an aciuary and totaled
approximately $1,840,000 and $2,135000 & June 30, 2011 and 2010, respectively. The
accrudl is Included in accnied expenses and other Sabiiities in the accompanying balence
sheets. Commercial insurance has been chiainad for coverage in axcess of the self-insured
amounts.

Rex is invotved in #tigafion ansing in the normal course of business. Afier consultafion with
legal counsel, management esimates these matters will be resolved without a material
adverse effect on Rex's firmncial posiion or nesults of oparatons.

Ouring 2004, tha Hospiial entered inio an agresment whersby without insurance
that meet contractusity specifed criteria can apply for medical loans from a third-party
lendet. Under this medical loan program. spproved pallents owe the third-pasty lender and
tha Hoapltal receives payment and recognizes revenue al the time madcal senices we
provided. The Hospital is then confingently cbligated to repurchase acoounts receivable
belances once the borrower doss not make three scheduled monthly payments. Total
accounts which the Hosplal could possibly be required 1o repurchase wers apprcdimately
$283.000 and $409,000 at June 30, 2011 and 2010, respectively. The Hospital estabiishes
a resarve for acoounts i believes it will have to repurchase based on historical experience
with this program. The Hospital reserved approximeiely 528,000 and $49,000 for potential
m“manMlnﬂnmmmmmme:ﬂ. 2011 and 2010,
respectively.

The health care industy is subject to numerous iaws and regulations of Federal, stade and
local govemments. These laws and reguistions include, but are not necessarily imited to,
malters such as icensure, accredtation, govemment health care progmm participation
requirements, mimbursement for patient services, and Medicare and Medicaid frvud and
abuse. Recently, govemment activity has increased with respect to investigations and
allegations concerning possible vidations of freud and abuse statules and reguiaions by
hasith care providers.

(80
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NOTE 10

REX HEALTHCARE, INC. AND SUBSIDIARIES
NOTES TO COMBINED FINANCIAL STATEMENTS
JUNE 30, 2011 AND 2010

COMMITMENTS AND CONTINGENCIES (CONTINUED)

Manegement believes Rex is in compliance with fraud and abuse as well as other
applicable govemment laws and reguistions. Compliance with such laws and reguations
can be subjact to fulure govemmant review and interpretaion as well as reguiatory actions

. governmen
fines and pensities, as woll as significant repayment for pafient servicas previously billed.
COMMUMTY BENEATS

accompanying statements of revenues, expanses and changes in net sssels,

an
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REX HEALTHCARE, INC. AND SUBSIDIARIES
COMBINING BALANCE SHEET

NET ASSETS
Invosted in Capital Assats, Nat of Relsted Debl
Resricted

Urmeadriciad
Total Net Asmats

Total Liabiities and Nat Assets

JUNE 30, 20%1
(N $000's)

Combined

nc. and

Subsidaries

] 89903 3 8824 3 96,427
63,497 11,746 . T5.243
30878 hl (24,888 5309

9,584 518 - 10102
5,995 - 415
199,858 19804 (24.806) 14,578
20,71 4409 208,120
2833 %772 263,128
5485 5,004 2.907) 5,582
1,405 - - 1,405
93 4418 {1 4
108 i —& 1 77

3 B35 551 ] 73 407 ) aﬁlﬁi M

3 4,028 3 283 3 - 481
2211 8002 {4.154) 30,708
8781 23,07 20,002 Pyt
24455 208 - 24,440

104,435 82087 {24,508) 141816

122718 - - 12Z21e

. . 1,170 1,170

i - 43
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REX HEALTHCARE, INC. AND SUBSIDIARIES

COMBINING STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS

OPERATING INCOME (LOSS)
NONOPERATING INCOME (L.0S8)
Invesiment incoms {Loss), Net
Othar, Net
Nonopersting Income (Loss), Net

EXCESS OF REVENUES AND GAINS
OVER EXPENSES AND LOSSES

CONTRIBUTIONS TO RELATED PARTY

INCOME APPLICABLE TO
NON-CONTROLLING INTEREST

OTHER
CHANGE IN NET ASSETS
Nat Assets- Beginning of Year

NET ASSETS - END OF YEAR

YEAR ENDED JUNE 30, 2011
{IN $000°s)}
Rex
Haalihcara,
CObligated Nonobligeied inc. and
gﬁ m Elﬂh&m Saihaidinries
3 M50 3 A2 41 - 8 808,277
18407 1,933 - 20,340
304,273 A3 - 828817
220,502 28,562 - 047084
64,200 4583 - o3.788
224,204 11,644 2822) 320
28180 563 - 23713
4969 1 - 70
I Y R 11 ¥ 1B
45248 - ) 282 48,858
26,780 1077 . ITAsT
1,482 uns) el (1,625}
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REX HEALTHCARE, INC. AND SUBSIDIARIEES
REQUIRED SUPPLEMENTARY INFORMATION
SCHEDULE OF FUNDING PROGRESS FOR REX EMPLOYEES® RETIREMENT PLAN

{UNAUDITED)
JUNE 3, 2011
{W 50008}
Actuanal UML as 2
Actuarisl Accruad Unfunded Percentage
Actuarial Vahie of Liabilty ML Funded Covered of Covered
Valustion Date Asosts |&Lz !UAII.I Ratlo MI P‘!M
Jonuary 1, 2011 $ 159,002 $ 188A33 § 20040 8413 % 5 1804 1672 %
Jarwary 1, 2010 149,019 171,627 22,808 8.83 190 427 1134
January 1, 2008 140,582 156,914 15,3852 80.15 173,000 aar
January 1, 2008 139,24 181,747 12423 o.M 182,828 8.14
Jarwady 1, 2007 123,71 138 052 12,331 90.94 140,917 a7s

The surptus actuarial accruad liabilty is being amoitized over a ten-year period on an open basis using
the level-dollar method.
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INDEPENDENT AUDITORS' REPORT

The Board of Truslees
Rex Healthcare Inc. and Subsidiaries
Raleigh, North Carclina

We have audited the accompanying combined balance sheets of Rex Healtheare, Inc. and Subsidiaries
("Rex”} for the years ended June 30 2010 and 2008 and the related combined statements of revenues.
expenses and changes in net assets and cash flows for the years then ended. These combined
financial statements are the responsibitity of Rex's management. Our responsibiity is 10 express an
opinion on these combined financial statements based on our audits.

We conducted our audits in accordance with U.S. generally accepted auditing standards. Those
standards require that we plan and perform the audits to obtain reasonable assurance about whether
the cambined financial statements are free of material misstatement. An audit includes examining, cn a
test basis, evidence supporting the amounts and disclosures in the combined financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall combined financial statement presentation. We believe
that our audits provide a reasonabie basis for our apinian.

In our opinion, the combined financial statements referred to above present fairly, n all material
respects the combined financial position of Rex Healthcare, Inc. and Subsidiaries as of June 30, 2010
and 2009, and the combined results of their operations and their cash flows for the years then ended in
conformity with U. 5. generally accepted accounting principles.

The Management's Discussion and Analysis on pages 2 through 7 and the Schedule of Funding
Progress on page 36 are both supplementary information required by the Governmental Accounting
Standards Board. We have applied certain limited procedures, which consisted principally of inquiries of
management regarding the methods of measurement and presentation of the supplementary
information. However, we did not audit the information and express no opinion on it

Our audit was conducted for the purpose of forming an opinion on the basic combined financial
statements of Rex, taken as a whole. The accompanying combining schedules on pages 32 thraugh
35 are presented for the purpose of additional analysis of the combinad financial statements rather than
to present the financial position, results of operations and changes in net assets of the individual
entities. Accordingly, we do not express an opinion on the financial position, results of operations or
changes in net assets of the individual entities. However, such information has been subjected to the
auditing procedures applied in our audits of the basic combined financial statements and, in our
opinian, is fairly stated in all material respects when considered in refation to the hasic combined
financial statements taken as a whole.
LLF

LarsonAlien LLP

Charlotte, North Carolina
September 13, 2010

(1
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REX HEALTHCARE, INC. AND SUBSIDIARIES
MANAGEMENT'S DISCUSSION AND ANALYSIS
JUNE 30, 2010 AND 2009

Qverview

The Management's Discussion and Analysis section of the Rex Heallhcare, Inc. and Subsidianes
("Rex") annuat financial report is designed to provide a general overview of the financial position and
operating results as of and for the fiscal years ended June 30, 2010 and 200%. This discussion and
analysis should be read in conjunction with the coambined financial statements and related notes which
follow this discussion and analysis.

Rex Healthcare, Inc. is a private, not-for-profit health care organization located in Raleigh, Morth
Carulina, and a member of the University of North Caralina Health Care Systermn. The flagship facility is
Rex Hospital, Inc., @ 433-bed community hospital. Rex has a 115-ysar history of providing excellent
health services. Rex Hospital, inc. provides comprehensive care, including emergency, general
surgery, orthopedics, oncology, vascular, cardiac, gynecology, and obstetnc services on its main
campus. Rex Hospital, Inc. reaches beyond the hospital setting to provide long-term care and sub-
acute rehabilitation in two skilled nursing centers — a 120-bed center in Raleigh and a 107-bed facility in
Apex. In Cary, Rex offers outpatient surgery, urgent care, diagnostics and a wellness center. At its
Wakefield campus, Rex provides outpatient surgery, a full cancer center with medical and radiation
oncology services, urgent care, diagnostics, family medicine and & welness center. At its Kriginidale
campus, Rex provides urgent care, diagnostics, family medicine, wound care and a sleep disorders
center. In addition, Rex has a fourth medically supervised wellness center in Garner. Rex operates a
home heaith service, outpatient rehab in three locations, and a senier health center in an underserved
market in downtown Raleigh. Rex also provides radiation oncology services in Johnston County.

Currant Year Events

Rex Healthcare had a successful fiscal year 2010. Significant time was spent on pianning for the future.
Certificate of need applications were filed for major additions/renovations io Rex's main campus in
Raleigh, including a cancer hospital, heart and vascular center and surgical services. Rex Healthcare of
Wakefield and Rex Healthcare of Knightdale celebrated one-year anniversaries by exceeding
expectations at both campuses.

Physician alignment was a priority at Rex Healthcare during the past fiscal year. Three new groups were
created under Rex Physicians, LLC — Rex Susgical Specialists, Rex Heart & Vascular Specialists and
Rex Thoracic Specialists.

Rex continued to be recognized with significant accotades. Moedem Heaithcare magazine named Rex
one of the fop 100 places 1o work in health care (91h top hospital). Professicnal Research Consultants
(PRC) nationally racognized Rex Healthcare for its shining achievements in patient service and
awarded Three East the Five Star Performer Award for Best Overall Quality of Care, scaring in the top
10% of hospitals, Rex was also awarded the Four Star Award in two areas, Patient Satisfaction and
Executive Leadership in co-worker satisfaction. The 2010 Fatient Satisfaction Award, specific to
outpatient services and outpatient surgery, was the third consecutive year of achievement. This year's
Executive Leadership Award recognized Rex’s team in the top 25% of PRC leadership teams in the
country. Additionally, leaders in Rex Hematelogy Oncology presented best practice strategies to
consistently mest patients’ needs at the annual national PRC meeting.

@



REX HEALTHCARE, INC. AND SUBSIDIARIES
MANAGEMENT"S DISCUSSION AND ANALYSIS
JUNE 30, 2010 AND 2009

Current Year Events (Continued)

The Nationa! Research Corporation (NRC) named Rex Healthcare a Consumer Cheice Award winner
in 2008. Rex was designated a Bariatric Center of Excellence in 2010 by the American Saciety for
Metabotic and Bariatric Surgery (ASMBS). Rex Hospital was the onfy Wake County hospital tha
ranked above the national average for heart aitack patient survival rates, according to Hospital
Compare.

Rex was also recognized nationally by HealthGrades in 2010 with numerous awards including the
Distinguished Hospital Award for Clinical Excellence, the Patient Safety Excellence Award and the
Qutstanding Patient Experience Award. Rex was also one of the top hospitals to receive Excellence
Awards for bariatric surgery and emergency medicine.

Finalty, Rex's A+ bond rating was affirmed with a stable outlook by Standard & Poor's. This occurred
while the outlook for the not-for-profit health care industry was negative.

Using this Financial Report

Rex's financial statements report information of Rex using accounting methods similar to those used by
private-sector health organizations. These staterents offer short and long-term financial information
about its activities.

Balance Sheet

The batance sheet includes all of Rex's assets and liabilities and provides information about the nature
and amounts of investments in resources (assels) and the obligations to Rex's creditors (liabilities).
The balance sheet also provides the basis for evaluating the capital structure of Rex and assessing the
liquidity and financial flexibility of Rex. ’

Statement of Revenues, Expenses and Changes in Nat Assels

Revenues and expenses are accounted for in the statement of revenues, expenses and changes in net
assets. This statement measures the success of Rex's operations over the past year and can be used
to determine whether Rex has successfully recovered all of its costs through its fees and other sources
of revenue, profitability and credit worthiness.

Statarment of Cash Flows

The final required statement is the statement of cash flows. The statement reports cash receipis, cash
payments and net changes in cash resulting from operating, investing and capital and related financing
activities. It also provides answers to such questions as where cash comes from, what cash was used
for and what the change in the cash balance was during the reporting period.

Notas o the Combinad Financial Statements

Notes to the combined financial statements are designed to give the reader additional information
coneeming Rex and further supports the statements noted above.
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REX HEALTHCARE, INC. AND SUBSIDIARIES
MANAGEMENT'S DISCUSSION AND ANALYSIS
JUNE 30, 2010 AND 2009

Financia! Analysis

The statement of revenues, expenses and changes in net assets reports the net assets of Rex and the
changes affecting them. Rex's net assets, the difference between assets and liabilities, are a way to
measure financial health or financial position. Over time, increases or decreases in Rex's net assets
are one indicator of whether its financial healfh is impraving or deteriorating. However, one will also
need to consider other non-financial Factors such as changes in economic conditions, population growth
and new or changed governrmenlai legislation.

Condensed Combined Balance Sheets

The following condensed combined batance” sheets show the combined financial position at June 30,
2010, 2008, and 2008 (in $000's):

2010 2008 2008
ASSETS
Current Assets $ 143,526 3 112,477 3 102,376
Capilal Assets, Net 261,418 240,388 220,788
MNoncurrent Assets 136,265 120,875 149,675
Total Assets $ 541,209 3 473,740 3 472,639
LIABILITIES
Long-Term Debt, including Current Portion s 111,148 3 99,788 $ 101,923
Other Liabilities 85,655 76,487 62,718
Total Liabilties 196,803 178,275 164 641
NET ASSETS
Invested in Capital Assats, Net of Related Debt 150,270 140,600 118,865
Restricted 4,123 4,525 4,513
Unrestricted 190,013 152,340 184,620
Total Net Assets 344,406 297 465 307,998
Total Liabilites and Net Assets $ 541,209 3 473,740 $ 472,639
—r—

Current assets increased $31,049 (27.6%) and $10,301 {10.1%) in 2010 and 2009, respectively. The
increases result from improved reimbursement associated with renegotiated payor contracts and
disciplined expense controt.

Noncurrent assets increased $15,390 (12.7%) in 2010, as investment eamings resulted in the recovery

of a portion of portfalio value lost during the bear market of 2008 and 2009. Fiscal year 2009 saw a
decrease in noncurrent assets of $28,800 (19.2%).

)




REX HEALTHCARE, INC. AND SUBSIDIARIES
MANAGEMENT'S DISCUSSION AND ANALYSIS
JUNE 30, 2010 AND 2009

Financial Analysis (Continued)

During 2010 and 2009, long-term debt increased $11,360 (11.4%) and decreased $2 135 (2.1%),
respectively. In each year regularly scheduled payments on the Series 1998 Revenue Bonds and the
Tax-Exempt Lease Financing resulted in decreases lo long-term debt. The increase in 2010 is the net
result of such debt repayments and the assumption of an additionat $24 216 of indebtedness in
conjunction with our acquisition of full ownership of our suburban campus in the Wakefield community.

. The decrease in fiscal year 2009 is the net result of such debt repayments and the incurrence of an
additional $7,328 of indebtedness in conjunction with the development of our suburban campus in the
Wakefield development.

Net assels increased $46,941 {15.8%) as a result of strong operating performance and investment
earnings. Net assets decreassd $10,533 (3.4%) during 2009, primarily the result of invesiment iosses.
Invastment income contributed $15,243 and ($28,084) in 2010 and 2008, respectively, to the increase
{decrease) in net assets. For further information on this change, see the following statement of
revenues, expenses and changes in nef assets

Capital Assets

Rex's investment in capilal assets consisted of the following at June 30, 2010, 2009 and 2008 (in
$000's):

2010 2009 2008
Land and Land Improvements $ 49679 s 42,816 $ 39,733
Buildings and Improvements 264,540 235,763 212,329
Equipment 273,734 260,626 238,322
Total Capital Assets 587,953 539,205 490,384
Accumutated Depreciation (334,139 (304,200) (280.704)
Total Capital Assets, Net 253,814 235,005 209630
Construction in Progress 7.604 5,383 11,108
Total Capitat Assets $ 261,418 $ 240,388 3 220,788

The increase in Rex's investment in capital assets in 2010 and 2009 represents purchases of capital
assels, net of disposals and depreciation expense, combined with the capital assets of Rex CDP
Ventures, LLC and subsidiaries which were acquired by Rex during fiscal year 2010. During 2010,
Rex's major routing capital investments included two replacement linear accelerators, new inpatient
beds and a replacement cardiac catheterization lab. Rex continued to invest in information technology
with enhancements to the electronic medical record system.

During 2008, Rex invested in the development of suburban campuses in the Wakefield community and
in Knightdale. Tne Wakefield campus offers a wide range of diagnostic and treatment services
including primary care, laboratory, radiology, oncology and outpatient surgery services. The Knightdale
campus offers a selection of prirary care, laboratory and radiology services. Rex also ¢ontinued to
invest in enhancements to the elactronic medical record system and purchased a sacond davinci
Robotic Surgery System, a linsar accelerator, a 64-slice CT scanner. Rex also upgraded its video
surgical equipment to digital technology.
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REX HEALTHCARE, INC. AND SUBSIDIARIES
MANAGEMENT'S DISCUSSION AND ANALYSIS
JUNE 30, 2010 AND 2009

Financial Analysis {Continued)
Condensed Combined Staterments of Revenues, Expenses and Changes in Net Assets
While the combined balance sheets show the change in financial position of net asseis, the following

combined statements of revenues, expenses and changes in net assets provides answers {o the nature
and source of these changes for the years ended June 30, 2010, 2008 and 2008 {in $000's):

2010 2008 2008

' Operating Revenues $ 571,001 5 513,126 5 469,461
Qperating Expenses 535,228 452,560 455,403
Qperating Income 35,773 20,566 14,058
Nencperating Income {Loss) 10,987 (31,099} 17,141}
Distributions and Other 181 - -
Increase (Decrease} in Net Assets 45,941 {10,533) 6.917
Net Assets, Beginning of Period 297 465 307,998 301,081
Net Assels, End of Period E 344,406 5 297,485 ] 307,958

Operating Income

The increase in operating revenues in 2010 and 2009 is primarily the result of increased reimbursement
resulting from renegotiated payor contracts. In adddion, Rex recognized $2,860 in operating revenues
related to the North Carclina Medicaid Reimbursement Initiative Program in 2010 compared to $2,380
in 2008. The increases in operating expenses in each year are the result of changes in patient
volumes, inflation and expansion of services offered, mitigated by coordinated cost control measures.
The increase in operating income is the net resutt of all these factors.

Nonaperating Income

Nonoperating income consisted of the following for the years ended June 30, 2010, 2009 and 2008 (in
$000's):

2010 2009 2008

Interest Income 3 a7 $ 1,326 $ 2,098
Dividend ncome 1,885 2,054 2,608
Realized Gains (Losses), Net 12,425 (12.591) 1,706
Net Change in Unrealized Gains (Losses}

on Invesiments 751 {18,628} {11,742)
Brokerage Fees (597) (515) {500)
Income from Investments in Affliates 308 273 306

Total Investment income (Loss) 15,243 (28,084) {5,525)
Other (4,256) (3,015) {1.616)

Total Nonaperating Income (Loss) $ 10,987 3 {31,099) $ (7,141}

€




REX HEALTHCARE, INC. AND SUBSIDIARIES
MANAGEMENT'S DISCUSSION AND ANALYSIS
JUNE 34, 2010 AND 2009

Financial Analysis (Continued)

In 2010, investment income increased significantly as the overall financial markets rebounded. The
gains occurred across all investment classes and markets. fnvestment income decreased precipitously
in 2009, the direct result of the overall global investment climate and economic recession. The
investment losses Rex experienced are not unique. Substantial losses were experienced across all
asset classes and markets.

Finance Contact

Rex’s financial statements are designed to present users with 2 general overview of Rex’s finances and
to demonsirate Rex's accountability. if you have any questions about this report or need additional
financial information, inquiries may be sent to:

Chief Financial Officer

Rex Healthcare, Inc.

4420 Lake Boone Trail
Rateigh, North Carolina 27607
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REX HEALTHCARE, INC. AND SUBSIDIARIES

COMBINED BALANCE SHEETS

JUNE 30, 2010 AND 2009
[IN $000's}

ASSETS

CURRENT ASSETS
Cash and Cash Eguivalents
Patient Accounts Receivable, Net of Allowance for Uncoltectible
Accounts of Approximately $7,557 in 2010 and $7.459 in 2009
Other Receivatles
Inventories
Prepaid Expenses and Other Current Assets
Total Current Assets

ASSETS LIMITED AS TO USE
CAPITAL ASSETS, NET

OTHER ASSETS
Investments in Affiliates
Deferred Debt Isswance Costs, Nel
Cther Assets
Total Other Assets

Total Assels
LIABILITIES AND: NET ASSETS

CURRENT LIABILITIES
Current Maturities of Long-Team Debt
Vendor Accounts Payable
Accrued Expenses and Other Liabilities
Estimated Third-Party Payor Settlements
Total Current Liabilities

LONG-TERM DEBT, Net of Current Maturities
OTHER NONCURRENT LIABILITIES
Total Liabilities

NET ASSETS
Invested in Capital Assets, Net of Related Debt
Restricted
Unrestrictad
Total Net Assets

Totai Liabiiities and Net Asseis

See accompanying Netes to Combined Financial

®

2010 2008
$ 64,571 $ 36,475
57,446 53,642
5,637 5,565
9,983 10,027
5,689 6,778
143,526 112,477
126,692 111,958
261,418 240,388
5,321 4,254
1,531 1.515
2,721 3,148
9,573 2917
3 541208 $ 473,740
3 1,844 $ 13077
29,498 33.522
39,528 32,929
15,758 9,490
96,628 89,018
99,304 86,711
871 546
196,803 176275
150,270 140,600
4,123 4,825
180,813 152,340
344,406 297,485
$ 541,209 $ 473,740




REX HEALTHCARE, INC. AND SUBSIDIARIES

COMBINED STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS

YEARS ENDED JUNE 30, 2010 AND 2009

(1IN $000's)
2010 2009
OPERATING REVENUES
Net Patient Service Revenue (Net of Provision for Uncollectiole
Accounts of Approximately $22 B67 in 2010 and $27,392 in 2009) 3 552,635 196,857
Other Operaling Revenues 18,366 16,269
Total Operaling Revenues 571.001 513128
OPERATING EXPENSES
Salaries 226,298 209,037
Employee Benefits £9.098 50,450
Medical Supplies and Other Expenses 218,681 203,932
Depreciation and Amortization 28,725 24268
Interest 4,428 4873
Total Operating Expenses 535,228 492,560
OPERATING INCOME 35,773 20,566
NONOPERATING INCOME {LOSS)
Investment income {Loss), Net 15,243 (28 064}
Other, Net (4,258) (3.015)
Nonoperating Income {Loss), Net 10,987 {31,099}
EXCESS OF REVENUES AND GAINS OVER (UNDER}
EXPENSES AND LOSSES 46,760 (10,533}
DISTRIBUTIONS AND OTHER 181 -
Net Assets - Beginning of Year 297 465 307,598
NET ASSETS - END OF YEAR $ 344,406 207,465

e

See accompanying Notes to C d Financial Stalements,
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REX HEALTHCARE, INC. AND SUBSIDIARIES
COMBINED STATEMENTS OF CASH FLOWS

YEARS ENDED JUNE 30, 2010 AND 2003
{IN $000's)

OPERATING ACTIVITIES
Receipts from Third-Party Payors ano Patients
Payments to and on Behalf of Employees
Paytnents to Suppliers
Other Receipts
Nel Cash Provided by Cperating Aclivities

INVESTING ACTIVITIES .
Purchases and Sales of Investments, Net
Cash from Acquisition of Remaining Interest in Ventures
investment Income (Loss)
Other Nonoperating Loss
Net Cash Used in Investing Actwities

CAPITAL AND RELATED FINANCING ACTIVITIES
Purchases of Capital Assets
Cash Received from Disposat of Capilal Assels
Cash Paid for Financing Costs
Proceeds from Issuance of Capital Debt
Principal Paid on Capital Debl
Interest Paid on Capital Debt
Net Cash Used in Financing Activilies

INGREASE IN CASH AND CASH EQUIVALENTS
Cash and Cash Equivalents - Beginning of Year
CASH AND CASH EQUIVALENTS - END OF YEAR

RECONCILIATION OF CASH AND CASH EQUIVALENTS
TO COMBINED BALANCE SHEETS:
Cash and Cash Equivaients in Current Assels
Cash and Gash Equivaients in Assets Limited as 1o Use
Total Cash and Cash Equivalents

See agcompanying Nofes fo Combined Financial Statements.

2010 2009
§ 554717 500,687
(279,058) (258 215)
(225,543 (205,596)
16,654 20,194
86,770 65,970
{13 806) 9692
452 .
14,492 {9,456)
{4,075) {2.918)
12,837} 12,682
(17.895) {36,868)
. 1,337
(1285) -
- 7.328
(12,089} (12,127}
(4,451} (4,895}
135,560) [45.225)
28,273 18,063
38,011 19.848
$ 66,284 38011
$ B4 571 36.475
1713 1,536
3 86,284 38,011




REX HEALTHCARE, INC. AND SUBSIDIARIES
COMBINED STATEMENTS OF CASH FLOWS {CONTINUED}

YEARS ENDED JUNE 30, 2010 AND 2009

{tN $000's)

RECONCILIATION OF OPERATING INCOME TO NET CASH
PROVIDED BY OPERATING ACTIVITIES
Operating income
Interest Expense Considered Capital Financing Activity
Adjustments to Recancile Operating Income o Net Cash
Provided by Cperaling Activities
Provision for Uncollectible Accounts
Depreciation and Amertization
Loss on Disposal of Assets
Changes in Assets and Liabilities
Patient and Other Receivables, Net
Accounts Payable and Accrued Expenses
Estimated Third-Party Payor Seitlements
Other Assets and Liabilities, Net
Net Cash Provided by Operating Activities

SUPPLEMENTAL DISCLOSURE OF NON-CASH INFORMATION
Net Change in Unrealized Gains (Losses) on Investments.

Additions ta Capital Assets Included in Gurrent Liabilities

Capital Assets Acquired through Capital Lease Obligations

d Financial St

See accompanying Noles fo Ci
1)

2010 200%

$ 35,773 3 20469
4426 4873

22 867 27.392
28,298 24,344

85 739

{27.053) (19.031}

(524} 959

6,268 6,566

(3.370) 141

3 B6770 & 63,970
$ 751 3 {18,628)
$ 2“'.i92= 3 6,100
3 113 8 2,625

NOTE1

REX HEALTHCARE, INC. AND SUBSIDIARIES
NOTES TO COMBINED FINANCIAL STATEMENTS
JUNE 30, 2010 AND 2009

ORGANIZATION AND DESCRIFTION OF THE COMPANY

Rex Healthcare, Inc. {*Rex"} is a North Carolina not-for-profit corporation organized to
provide a broad range of healith care services to residents of the Triangle area of North
Carolina. Acting through its network of operating affiftates, Rex provides heaith care to
patients from several locaticns through continued development of acute care and non-
hospital programs.

Rex's sole member is the University of North Carolina Health Care System ("UNCHCS).
UNCHCS appoints eight of the thirteen seats on Rex's Board of Truslees. Additionally,
UNCHCS reviews and approves Rex’s annual operating and capital budgets. As required
by accounting principles generally accepted in the United States of America, the combined
financial statements of Rex present the financial position and results of operations of the
parent entity and its blended companent units which are described below:

Rex Hospital, Inc. — Rex Hospital, inc. (the “Hospital’), located in Raleigh, North
Carolina, is 8 433-bed hospilal. The Hospital provides inpatient, outpatient and
emergency services primarily to the residents of Wake County, North Carglina.  The
Hospital operates on its main campus Rex Cancer Center, Rex Women's Center and
Rex Rehabilitaticn and Nursing Care Center of Raleigh, a 120-bed nursing facifity. The
Hospitat provides outpatient surgery, urgent care and diagnostics at its Cary, North
Carclina campus. At its Wakefield campus, Rex provides urgent care, family medicine
and diagnostics. During 2008, Rex expanded the services offered at its Wakefield
campus to include outpatient surgery, oncology and weilness services. Also during
2009, Rex developed its Knightdale campus which provides urgent care, diagnostics,
family mediicine, wound care and a sleep disorders center. Rex also operates Rex
Rehabilitation and Nursing Care Center of Apex, a 107-bed nursing facifity located in
Apex, North Caralina.

Rex Holdings, LLC - Rex formed and became the sole member of Rex Holdings, LLC
{"Holdings"}, a single member limited liabilily company. Holdings was formed to hold
membership interest in various limited liability companies. During fiscal year 2010,
there was no aclivily related to this entity.

Rex Physicians, LL.C - Holdings formed and became the sole member of Rex Physicians
LLC ("Physicians"), a single member limited liability company which has elected to be
treated as a taxable corporation. Physicians was formed lo operate specialty physician
praclices serving the residents of Wake County and surrounding areas. Physicians
currently operates physician practices in the areas of general surgery, heart and
vascular services, and thoracic surgery.

Rex Enterprises Company, Inc. — Rex Enterprises Company, Inc. (*Enterprises’) is a

North Carelina for-profit corporation organized te hold investments in various affiliates
and to promote the development of real property in support of the mission of Rex.

[8F3]



NOTE 1

REX HEALTHCARE, INC. AND SUBSIDIARIES
NOTES TO COMBINED FINANCIAL STATEMENTS
JUNE 34, 2010 AND 2009

ORGANIZATION AND DESCRIPTION OF THE COMPANY {CONTINUED)

Rex CDP Ventures, LLC (“Ventures”), is a limited tabiity company organized to own
and develop real estate in the Wakefield community of northern Wake County. Prior
to June 15, 2010, Enterprises owned a 50% interest in Ventures and accounted for
this investment using the equity method of accounting. Enterprises’ investment in
Ventures totaled approximately $1,232,000 at June 30, 2009 On June 15, 2010,
Enterprises purchased the remaining 50% nterest in Ventures from Wakefieid Rex
Investors, LLC and accordingly began combining the financial position and rasults of
Ventures in the combined firancial statements. At June 30, 2010, Ventures was the
sole member of the following limited liabitity companies:

Rex Wakefield Weliness, LLG - Enterprises formed and became the sole
member of Rex Wakefield Wellness, LLC ("Wellness"), a singie member limited
liability company. Wellness was created to develop a wellness cenler building on
the Wakefield campus of the Hospital. The Hospital leases the building from
Weliness. On June 15, 2010, Enterprises contributed its membership interest in
Wellness to Ventures.

Rex COP Ventures - HT, LLC - Ventures formed and became the sole member of
Rex CDP Ventures - HT, LLC ("HT"}, a single member limited liability company.
HT was formed to develop a retail unit of the wakefield campus of the Hospital.

Wakefiaid Rex investors MOB, LLC - Wakefield Rex Investors, LLC, formed and
pecame the sole member of Rex Wakefield Investors MOB, LLC {"MOB") a
single member limited liability company. MOB was formed to develop a medical
office building on the Wakefield campus of the Hespital. On June 15, 2010,
Wakefield Rex lavestors, LLC contributed its ownership interest in MOB to
Ventures.

Rex Heafthcare Foundation, inc. — Rex Healthcare Foundation. Inc. (the “Foundation”) is
a North Caralina not-for-profit corporation organized te promote the health and welfare of
the people of the Triangle area by promating philanthrepic contributions and public
support of Rex.

Rex Home Services, Inc. ~ The Hosgpital owns Rex Home Services, tnc. ("Home
Services"), a North Carolina not-for-profit corporation, organized to provide home health
services primarily to the residents of Wake County, North Carolina.

Smithfield Radiation Oncology, LLC — Smithfieid Radiation Oncology, LLC {("SRO" is a
limited Fability company erganized to own and operate a linear accelerator. The Hospital
is the sole member of SRO.

The financial statements include the accounts of Rex, the Hospital, Enterprises, Physicians,

the Foundation, Home Services ang SRO. All significant intercompany transactions and
batances have been eliminated in combination.
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NOTE 2

REX HEALTHCARE, INC. AND SUBSIDIARIES
NOTES TO COMBINED FINANCIAL STATEMENTS
JUNE 30, 2010 AND 2009

SUMMARY OF SIGNIFIGANT ACCOUNTING POLICIES

Basis of Presentation

As a resull of the transfer of the membership interest to UNCHCS, an agency of the State
of North Carolina, Rex is subject to the application of accounting proncuncements issued
by the Governmental Accounting Standards Board (GASB}. in 1993, GASB issued
Statement No. 20, Accounting and Financial Reporting for Proprietary Funds and Other
Government Enlities that use Proprietary Fund Accounting {the Statement), which provides
guidance on how GASB pronouncements affect government entities that use business-type
accounting and financial reporiing. The provisions of the Statement were effective for
periods beginning after December 15, 1993. As is allowable under the Statement, Rex has
elected to follow the GASB hierarchy exclusively regarding authoritative fterature issued
after November 30, 1989.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States reguires management to make estimates and assumptions
tha$ affect the reported amounts of assets and liabilities and disclosure of contingent assets
and liabilities at the date of the financial statements and the reported amounts of revenues
and expenses during the reporiing period. Actual results could differ from those estimates.

Cash and Cash Equivalents

For purposes of the statement of cash flows, all highly Tliquid investments with an original
maturity of three months or less, and which are not desighated as invesiments, are
considered to be cash eguivatents and are recorded at cost which approximates market
value.

Inventories
Inventories are stated at the lower of cost (first-in, first-out method) or market.

Investmen

Investments in marketable debt and equity securities with readily determinable fair values,
including assets whose use is limited, are measured at fair value in the accompanying
balance sheets. Investment income or loss (including realized and unrealized gains and
losses on investments, interest and dividends} is included in nonoperating income {loss} in
the accompanying combined financial statements. The calculation of realized gains and
losses is independent of a calculation of the net change in the fair value of investments.

(14)




NOTE 2

REX HEALTHCARE, INC. AND SUBSIDIARIES
NOTES TO COMBINED FINANCIAL STATEMENTS
JUNE 30, 2010 AND 2009

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {CONTINUED)

Investments in Affillates

Enterprises own a 50% interest in Quiality Texiile Services, Inc. {“QTS"), a Raleigh, North
Carolina company that provides laundry services to local hospitals. Enterprises exersises
significant influence over QTS; however, it does not control it through a majority voting
inferest. This investment is accounted for using the equity methed of accounting:
accordingly, Erterprises' investment has been adjusted for its share of QTS's operations.
Enterprises’ equity in the net income of this affiliate totaled approxmately $27,000 and
$42,000 for the years ended June 30, 2010 and 2009, respectively, and is intluded in net
nonoperating income. Enterprises received no cash distributions from QTS during 2010 or
2009, Enterprises’ invesiment in QTS totaled approximately $2,299,000 and $2,272,000 as
of June 30, 2010 and 2009, respectivety. Separate financial statements for QTS are not
publicly avaitable.

Enterprises owns a 32.5% interest in Rex Cary MOB, LLC, a company that wn July 2003,
built and began leasing a medical office building in Cary, Nerh Carolina. Enterprises
exercises significant influence over Rex Cary MOB, LLC; however, it does not control it
througt a majority voting interest, This investment is accourted for using the equity method
of accounting, accordingly, Enterprises’ investment has been adjusted for its share of Rex
Cary MOB, LLC's operations. Enterprises’ equity in the net income of this affiliate totaled
approximately $281,000 and $231,000 for the years ended June 30, 2010 and 2009,
respectively, and is included in net nonoperating income. Additionally, Enterprises received
cash distributions from Rex Cary MOB, LLC totating approximately $131,000 and $121,000
during 2010 and 2009, respeclively. Enterprises’ investment in Rex Cary MOB, LLC totaled
approximately $599,000 and $450,000 as of June 30, 2010 and 2009, respectively
Separate financial statements for Rex Cary MOB, LLC are not publicly available.

Enterprises owns less than a 5% interest in Rex MOB Partners, LLC, a company that
operates a multi-tenant medical office building in Raleigh, North Caralina on land leased
from the Hospital. This investment is accounted for using the cost method of accounting.
Enterprises’ investment in Rex MOB Partners, LLC totaled approximately $300,000 as of
June 30, 2010 and 2009. Separate financial statements for Rex MOB Partners, LLC are
not publicly avaikable.

Capital Assets

Capital asset acquisitions are recorded at cost and include interest on funds used to finance
the acquisition or construction of major capital projects. Assets under capital lease are
stated at the present value of the minimum lease payments at the incepticn of the lease
Depreciation is provided on both straight-ine and accelerated methods over the estimated
useful lives of the depreciable assets which is generally 5 to 15 years for equipment, 5 fo 15
years for building improvements, and 30 to 40 years for buildings.

Assets under capital leases and leasehold improvements are depreciated over the
estimated useful life or the relaled lease term, whichever is shorter; generally periods
ranging from 5 to 7 years. Depreciation of assets under capital leases and leasehold
improvements is included in depreciation and amortization expense in the accompanying
statements of revenues, expenses and changes in net assets.

(15}

NOTE 2

REX HEALTHCARE, INC. AND SUBSIDIARIES
NOTES TO COMBINED FINANCIAL STATEMENTS
JUNE 30, 2010 AND 2008

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Deferred Debt Issuance Costs

Deferred debt issuance costs are amortized over the term of the related bond issuance
under a meihod which approximates the effective interest method over the Iife of the bonds.
Amortization of deferred debt issuance costs totaled approximately $109,000 for both years
ended June 30, 2010 and 2009. Cumulative amortization of deferred debt issuance costs
tolaled approximately $1,312,000 and $1,203,000 as of June 30, 2010 and 2009,

respectively.

Other Assets
Other assets consisted of the foliowing at June 30, 2010 and 2009 (in $000's):

2010 2008
Goodwili % 1,862 $ 1.993
Other Assets 859 1,155
Total ] 2. 3 3148

The excess of purchase price over the fair values of identifiable net assets acquired has
been atocated to goodwill. Management periodically evaiuates the carrying value and
remaining amortization periods of unamortized amounts based on an analysis of estimated
undiscounted operating eamings from the operations of each specific business. Any events
or circumstances cccutring during the year or future years that might have an impact on
such carrying value or remaining amortization periods are considered. Other than
amortization, no adjustments have been made fo the carrying value of the goodwill as of
Jume 30, 2010

Proprietary Fund Accounting

Rex utilizes the proprietary fund methed of accounting whereby revenue and expenses are
recognized on the accrual basis. Substantially all revenues and expenses are subject to
accrual.

Net Assets

In accordance with GASB Statement No. 34, Basic Financial Stafements - and
Management's Discussion and Analysis - for Stale and Local Gavernments, net assels are
categorized as invested in capital assets, net of related debt, rastricted and unrestricted.
Invested in capital assets, net of related debt is intended to reflect the portion ol net assets
that are associated with non-liquid capital assets less outstanding debt related to capital
assels. Restricled net assets are assets generated from revenues that have third-party
fimitation on their use. Unrestricted net assets have no third-party restrictions on use.
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NOTE 2

REX HEALTHCARE, INC. AND SUBSIDIARIES
NOTES TO COMBINED FINANCIAL STATEMENTS
JUNE 30, 2010 AND 2009

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Net Assets (Continued)
Restricted net assets inciuded the following at June 30, 2010 and 2008 {in 3000's).

2010 2009
Restricted Net Assels:
Expendable:
Donations to Foundation for Various Scholarships,
Lectureships and Buildings 5 386 $ 499
Donations to Rex for Various Supplies, Equipment and
Patient Charity Care 3,306 2932
Certificate of Deposit Maintained with Norih
Carolina Insurance Department for Workers'
Compensation Self-Insurance Program - 818
Total Expendable: 3.692 4,249
Nonexpendable Restricted Nat Assets:
Donations to Foundation for Endowments 431 276
Total Restricted Net Assets 3 4,123 $ 4,525

Net Patient Service Revenue

Net patient service revenue is recorded at established rates when services are provided
with contraciual adjustments, estimated bad debt expenses, and services qualifying as
charity care daducted to arrive at net patient service revenue. Contractual adjustments
arise under reimbursement agreements with certain insurance carriers, health maintenance
organizations and preferred provider organizations, which provide for payments that are
generally fess than established billing rates. Contractual adjustments are accrued on an
estimated basis in the period the related services are rendered and adjusted in the future as
final settlements are determined.

Medicare and Mgdicaid Programs

The Hospital renders care to patients covered by the Medicare and Medicaid programs.
Services rendered to Medicare program beneficiaries and inpatient services rendered to
Medicaid program beneficiaries are paid primarily at prospectively determined rates per
discharge. These rates vary according to a patient classification system that is based on
clinical, diagnostic, and other factors and cover both operating and capital costs. Outpatient
services rendered to Medicaid beneficiaries are reimbursed based on a percentage of
actual costs incured. The Hospital is reimbursed for cost reimbursable items at a tentative
rate with final settlement determined after submission of annual cost reports and audits
thereof by fiscal intermediaries. Final seftlements under the Medicare and Medicaid
programs are based on regulations established by the respective programs and as
interpreted by fiscal intermediaries. The Hospital's classification of patients under the
Medicare and Medicaid programs and the appropriateness of their admission are subject to
review by an independent peer review organization.

an

REX HEALTHCARE, INC. AND SUBSIDIARIES
NOTES TO COMBINED FINANCIAL STATEMENTS
JUNE 30, 2010 AND 2009

SUMMARY OF SIGNIFIGANT ACCOUNTING POLICIES (CONTINUED)
Medicare and Medicaid Programs (Continued}

Accounts receivable and patient service revenue relating 1o these programs are stated at
estimated nef realizable amounis in the accompanying combined financial statements. The
Haspital's Medicare cost reports have been audited through June 30, 2007. During 2010,
the Hospital filed the 2009 Medicare cost report, resulting in a tentative cash settlement of
approximately $171,000. During 2009, the Hospital tied the 2008 Medicare cost report,
resulting in a tentative cash settlement of approximately $169,000. For the years ended
June 30, 2010 and 2009, net patient service revenue decreased by approximately
$2,486,000 and $1,901,000, respectively, as a resuk of changes in estimates related to
various third-party accruals and reserves.

The Hospital receives disproportionate shate funds from Medicaid under the North Carolina
Medicaid Reimbursement Initiative Program (the "Program”). The Hospital recognized
approximately $2,860,000 and $2,390,000 of disproportionate share funds as net patient
service revenue during the years ended June 30, 2010 and 2009, respectively. Amounts
reported as estimated third-parly reserves at Jume 30, 2010 and 2009 included
approximately $1,318,000 and $780,000, respectively, related to funds received from the
Program during years 2004 to 2010 Management continues o evaluate the settlernent
process related to the Program and records amounts in estimated third-party reserves in
accordance with this evaluation.

In addition, proposed regulations by the Centers for Medicare and Medicaid Services
published in the Federai Register could have resulted in the elimination of the Program
effective September 1, 2007; however, Congress approved fn 2007 and 2008, moratoriums
that postponed any regulations which could have resulted in the elimination of the Program,
the latest of which had an expiration date of April 1, 2009. The American Recovery and
Reinvesiment Tax Act of 2008, passed by Congress in February 2009, states that it is the
sense of Congress that the Secrefary of Health and Human Services should not promulgate
as final, regulations published in the Federal Register as described above. Management is
uncertain how this directive will affect the future of the Program. Accordingly, any future
paymenis bayond June 30, 2010 are uncertain

Dther Payors

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

(18)



NOTE 2

REX HEALTHCARE, INC, AND SUBSIDIARIES
NOTES TO COMBINED FINANCIAL STATEMENTS
JUNE 30, 2010 AND 2009

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES [CONTINUED)

Concentrations of Credit Risk

Rex provides services primarily to residents of Wake and surrounding counties without
collateral or other proof of ability to pay. Concentrations of credit risk with respect to patient
accounts receivable are limited due to large numbers of patients served and formalized
agreements with third-party payors. Rex has significant accounts receivable whose
collectibility is dependent upon the performance of certain governmental programs,
primarily Medicare. Management does not believe there are significant credit risks
associated with these governmental programs. The aggregate mix of accounts receivable
from patients and third-party payors was as follows at June 30, 2010 andg 2008

2010 ) 2009
Medicare 28 % 25 %
Medicaid 3 4
Managed Care 48 52
Seff Pay 23 19
Total 100 % 100 %

Charity Care

Rex provides care without charge or at amounts less than its established rates to patients
who meet certain criteria under its charity care policy. Because Rex does not pursue
collection of amounts determined to qualify as charity care, they are not reported as
revenue or accounts receivable in the accompanying financial statements. Rex maintains
records to identify and monitor the level of charity care it provides. These records include
the amount ¢! charges forgone for services and supplies furnished under its charity care
poiicy. The amount of charity care provided, based on charges foregone, was
approximately $44,000,000 and $45,000,000 for the years ended Jyne 30, 2010 and 2009,
respectively.

Eunctional Expenses

Rex does not present expense information by functional classification because its
resources and activities are primarily related to providing health care services. Further,
since Rex receives substantially all of its resources from providing health care services in a
manner similar to & business enterprise, other indicators contained in these financial
statements are considered important in evaluating how well management has discharged
its stewardship responsibilities.
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NCOTE 2

REX HEALTHCARE, INC. AND SUBSIDIARIES
NOTES TO COMBINED FINANCIAL STATEMENTS
JUNE 30, 2010 AND 2009

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED}

Operating Income
Rex classifies all revenues and expenses earnad or incurred in the course of providing
health care to patients as operating activities.

cnoperating Income {Loss)
Nonoperating income  (loss) congists primarily of investment ncome and ofher
miscelaneous income and expense items. Activities related to Ventures and its affiliates
are included in other nonoperating income (loss). Nonoperating income (foss) consisted of
the following for the years ended June 30, 2010 and 2009 (in $000's):

2010 2008

Interest Income : 3 471 1 1,326
Dividend Income 1.885 2,051
Realized Gains (Losses), Net 42,425 {12,591)
Met Change in Unrealized Gains (Losses) on Invesiments 751 (18,628}
Brokerage Fees (597} 515)
Income from investments in Affillates 308 273

Total Investment income {Loss} 15,243 {28,084)
Other (4,256} (3.015)

Total Nonoperating Income {Loss} § 10,987 3 {31.098)

Capitalized nterest

Interest incurred on borrowed funds during the period of construction of capital assets is
capitalized as a component of the cast of acquidng those assels. There was no interest
capitalized during the years ended June 30, 2010 or 2009.

Risk Management

Rex is exposed to various risks of loss from toris; theft of, damage to and destruction of
assels; business interruption, errors and omissions; employee injuries and illnesses, natural
disasters; employee health, dental, and accident benefits; and medical malpractice (see
Note 10). Commercial insurance and stop loss coverage is purchased for claims arising
from such matters, subject to various deductibles

Tax-Exempt Status

Rax, the Hospital, the Foundation, and Home Services are exempt from federal income tax
under Section 501(a) as organizations described in Section 501(c)(3) of the Internal
Revenue Code. Enterprises a taxable corporation that has net operating loss
carmyforwards. Physicians is a single member limited liability company that has elected to
be taxed as a for-profit corporation. Physicians cumently has a net operating loss.
Accordingty, no provision for income taxes has been reflected in these combined financiai
statements.

Rex is the sole member of SRO, a single member limited tability corporation. Enterprises
is the sole member of Ventures, a single member limiled liability corporation. As such,
SRO and Ventures are considered disregarded entities for tax purposes.
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NOTE 2

NOTE 3

REX HEALTHCARE, INC. AND SUBSIDIARIES
NOTES TO COMBINED FINANCIAL STATEMENTS
JUNE 30, 2010 AND 2003

SUMMARY OF SIGNIFICANT ACCQUNTING POLICIES {CONTINUED)

Reclagsifications

Certain amounts in the 2009 combined financial statements have been reclassified to
conform to the 2010 presentation with no effect an previously reported excess of revenues
and gains over expenses and losses or net assels.

CASH, CASH EQUIVALENTS AND INVESTMENTS

Agsets Limited as to Use
At June 30, 2010 and 2009, Rex had the following investments, all of which were heid by
custodians that are agents of Rex (in $000's):

2010 2009
Cash and Cash Equivalents 3 1,713 $ 1,536
Cerlificates of Deposit 300 868
Mutual Funds 80,348 23,466
Equities 7.010 33,034
Alternative Investments 28,254 22,674
Commeon Trust Funds . 9,069 30,380

3 126,692 ] 111,958

As of June 30, 2010, all of these invesiments had maturilies of one year or less.

Interest rate risk — Rex has a formal investment policy that limits investment maturities as a
means of managing iis exposure to fair value losses arising from increasing interest rates.
The policy requires that the duration of the portfolio shall nat exceed six years and its
average maturity shall range between two and six years.

Credii risk — Rex's investment policy allows it to invest in (i) direct obfigations or obligations
on which the principal and interest are unconditionally guaranieed by the United States
government; (i) obligations issuad by an approved agency or corporation wholly-owned by
the United Siates government; (iii) interest-bearing time deposits, certificates of deposit or
other approved forms of deposits in any bank of trust company in North Carolina which
satisfies insurance and, if necessary, collateral requirements for holding Company money;
and {iv) corporate notes and bonds.

Altemnative investments are investments in the common stock of limited investment
companies that offer a pattern of returns different from that of the overall market and
occasionally have lesser levels of liquigity. Examples of alternative investments include
non-publicly traded companies, real estate and hedge funds.
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NOTE 3

REX HEALTHCARE, iNC. AND SUBSIDIARIES
NOTES TO COMBINED FINANCIAL STATEMENTS
JUNE 30, 2010 AND 2009

CASH, CASH EQUIVALENTS AND INVESTMENTS {CONTINUED)
Assets Limited as to Use {Continued]

Cencantration of credit risk — Rex limits the amount it may invest in any single issuer, Fixed
income holdings in a single issuer {excluding obligations of the United States Government,
its agencies and government sponsored entities) shall be imited to 5 percent of the portfolio
measured at market value at the time of purchase. Treasuries, agencies and government-
sponsored enlities have no issuer limits. Securities rated under "A-" are limited to 3% per
issuer.

Custodial credit risk — At year end, Rex's investments were not exposed to custodial credit
risk.

The carrying amount of deposits and investments included in the combined balance sheets
are as follows at June 30, 2010 and 2008 {in $000's):

2010 2009
Carrying Amount:
Deposits 3 66,284 3 38,011
Investments 124,979 110,422

§ 191,263 $ 148,433

Included in the Folowing Balance Sheet Captions:

Cash and Cash Eguivalents $ 64,571 ] 36,475
Assets Limited as fo Use:
Restricted by Cantributors and Grantors 4,123 3,707
North Carolina Department of Insurance - 818
Funds Hekl In Escrow 470 -
Designated for Long-Term Investment 122,099 107,433

S 191,283 § 148433

All investments in securities are on deposit with Rex's fiduciary agent, which holds these
securities by book entry in s fiduciary Federal Reserve accounts. Rex's ownership of these
securities is identified through the internal records of the fiduciary agent Gertain of these
securities are optionally callable at par by the issuer on specified dates.
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NOTE 4

REX HEALTHCARE, INC. AND SUBSIDIARIES
NGTES TO COMBINED FINANCIAL STATEMENTS
JUNE 30, 2010 AND 2009

CAPITAL ASSETS AND ACCUMULATED DEPRECIATION

A summary of changes in the historical cost of capitat assets and accumutated depreciation
and amortization retated to capitat assets are as follows (in 300Q's):

For the year ended June 30, 2010;

June 30, Transfers! Translers/ June 30,
2009 Addillons. Retiremenis 2010
PROPERTY AND EQUIPMENT
Land $ 27,634 5 670 $ - § 34375
Land improvements 15,182 122 - 15,304
Buiklings and Improvements 235,763 28,777 - 264 540
Equipment 260,626 13.579 {471) 273,734
Construction in Pragress 5,383 15,326 {13.108) 7,604
Totat 544,588 84 545 {13.576) 595,557
ACCUMULATED DEPRECIATION
Land Improvements 5432 619 - 5,051
Buildings 99,402 13,905 10 13,7
Equipment 199,366 15,765 (360) 214,771
Total 304,200 30,289 {350} 334,339
Property and Equipment, Net $240,383 5 34266  $(13226) 3261418
For the year ended June 30, 2008:
June 30, Transfers/ Transiersi June 30,
2008 Additions Ratiraments 2009
PROPERTY AND EQUIPMENT
Land $ 28,189 $ 453 $ {(1.008) § 27634
Land Improvements 11,544 3.638 - 15,182
Buildings and Improvements 212329 24,700 (1.266) 235763
Equipment 238,322 22,435 {131 260,626
Consiruction in Progress 11,108 27.318 (33,043) 5383
Total 501,492 78,544 {35,448} 544 588
ACCUMULATED DEPRECIATION
Land Improvementa 5038 394 . 5432
Buildings 90,581 9142 {321} 899,402
Equipment 185,085 14,381 {100) 199,366
Total 280.704 23917 (#21) 304,200
Property and Fauipment. Net $220,788 $ 54627 3 !36.027} $ 240,388

The capital acquisitions’ figures above are presented net of transfers from construction in
progress to operating asset categories and sales and other dispositions. Depreciation and
amortization expanse totaled approximately $27,678,000 and $24,344,000 for the years
ended June 30, 2010 and 2009, respectively. Depreciation expense related to Ventures
and related entities is included in other nonoperating income. net. The expanse shown in
the table above is net of decreases in accumutated depreciation for sales and other
dispositions of capital assets. At June 30, 2010 and 2009, equipmeni under capital
obligations had a cost of approximately $4,214,000 and $4,198,000, respectively, and
accumulated amortization of approximately $1,414,000 and $1,174,000, respectively.
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NOTE6

REX HEALTHCARE, INC. AND SUBSIDIARIES
NOQTES TO COMBINED FINANCIAL STATEMENTS
JUNE 30, 2010 AND 2009

ACCRUED EXPENSES AND OTHER LIABILITIES

Accrued expenses and other liabilities consisted of the following at June 30, 2010 and 2009
(in $000's}.

2010 2008

Accrued Salaries, Wages and Payroll-Related

Withholdings k] 21,290 3 15,961
Accrued Paid Time Off 12,075 11,066
Reserve for Workers' Compensation Claims 1,743 1.418
Reserve for Employee Health Benefit Claims 2,135 1,955
Reserve for Medical Malpractice Claims 1.247 1,085
Other 1038 4,444

$ 39,528 $ 32,929

LONG-TERM DEBT

A summary of long-term debt and changes in long-term debt for the years ended June 30,
2010 and 2008 is as follows (in $000's):

Payments Payments
Juree 30, ang Digcount June 30, and Distount June 30,
2008 Bomewings Amortizaion 2009 Bomowings. Asmorization 2010

Bonds Payable:

Series 1998 $ 85573 3 -8 (sTO; 5 T9ETZ 8 - §  (5866) § 7396
Tax-Exampt

Financing 15,629 - (6.09%5) 9.534 [6,303) 323
Construction

Loan - 7328 - 1328 24 216 - 31,544
Obigations Under

Capial Least 721 2625 292) 3,054 A13 {1.000) 2457

$ 101923  § 9953 3 (12083) § 09788 3§ 24629 § (13.268) § 111148
A I AL BER ALV

Series 1998 Bonds Payable

In March 1998, Rex issued $124,215,000 Hospital Revenue Bonds {(Series 1968 Bonds)
through the North Carolina Medical Care Commission (the “Commission™} under a Master
Indenture and other related agreements. The proceeds were used to refund a portion of the
Series 1993 Bonds and to finance certain capital projects. The Series 1998 Bonds mature
annually in amounts ranging from $3,425,000 to $8.415,000 and bear interest a! rates
between 4.63% and 5.00% for amounts maiuring between 2008 and 2023.

The Series 1998 Bonds are secured by a pledge of and a lien on the accounts receivable
and the proceeds thereof derived from the ownership and operation of the Obligated Group.
In the Master Indenture agreements for the Seres 1998 Bonds, the Obligated Group
includes Rex and the Hospital.

Under the terms of the Master indenture agreement for the series 1968 Bonds. the
Obligated Group is subject to certain financial covenants including but not limited to
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NOTE &

REX HEALTHCARE, INC. AND SUBSIDIARIES
NOTES TO COMBINED FINANCIAL STATEMENTS
JUNE 30, 2010 AND 2009

LONG-TERM DEBT (CONTINUED)

Series 1998 Bonds Payable (Continued)

limitations on the transfer or sale of the Obligated Group's assets, limitations on the
incurrence of additional indebtedness, maintenance of adequate insurance coverage on
property, and maintenance of s tax-exempt status Under the agreements, the Obligated
Group must also maintain a defined level of income available for debt service. As of June
30, 2009 and 2008, Rex believed that the Obligated Group was in compliance with all detbt
covenants.

Series 2010A and 2011 Bonds
Subsequent to June 30, 2010, Rex expecls o issue Series 2010A and Series 2011 tax-
exempt bonds as follows:

Series 2010A Bonds

$122,000,000 Series 2010A fixed rate health care facilities revenue and revenue refunding
bonds. The proceeds will be used to refund the outstanding balance of the Series 1898
Bonds, fund the relocation and replacement of its central energy plant, and to
reimbursement itseff for routing capital expenditures. The Series 2010A Bonds are subject
to mandatory redemption beginning in 2011 through 2040.

Series 2011 Bonds

Series 7011 health care facilities revenue bonds. The proceeds will be used to fund the
renovation and expansion of Rex's existing cancer hospital. The Series 2011 Bonds are
subject to mandatory redemption beginning in 2011 through 2030. The amount has not yet
been determined.

Rex expects to incur a loss on early extinguishment of debt of approximately $3,487,000 in
conneclion with the refunding transaction described above. This amount will be deferred
and amortized over the remaining life of the Series 1998 Bends.

Tax-Exempt Equipment Firancing

In December 2005, Rex entered inlo a tax-exempt eguipment financing arrangement
through the Commission for $30,000,000. The proceeds were used in connection with a
lease-purchase financing of various capital equipment. This amount matures quarterly in
amounts ranging from approximately §1455,000 to $1,623,000 for amounts maturing
between 2008 and 2011 and bears interest at a fixed rate of 3.37%.

Construction Loan

Ventures entered into a construction loan agreement with Wellness, HT and MOB as “Co-
Borrowers™ to fund the construction of the Wakefield campus The loan bears interest ai
the BBA LIBOR daily floating rate plus 1.45% (1.78% at June 30, 2010) and requires
interest only payments through April 2011, Al that poini, under the terms of a loan
modification, all nat cash flow from the Rex COP properties will be applied 1o the
outstanding principal baiance of the construction loan through December 2010, Beginning
in January 2011, 50% of the net cash flow from properties will be applied to the outstanding
principal balance of the construction loan until the note becomes due in March 2012. In
addition to these payments, monthly principal and interest payments begin in May 2011,
with a final balloon payment due and payable on March 31, 2012,
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NOTE 6

NOTE 7

REX HEALTHGARE, INC. AND SUBSIDIARIES
NOTES TO COMBINED FINANCIAL STATEMENTS
JUNE 30, 2010 AND 2008

LONG-TERM DEBT (CONTINUED)

Construction Loan (Continued)

Proceeds from the loan are drawn for specific projects in the Wakefield development and
are allocated 1o the appropriate Co-Borrower for each project. Repayments of the loan will
be made primarily using proceeds from lease rental payments from various lessees [See
Note 10). The total maximum amount allowable under the loan is $38,360,707, of which,
approximately $31,544,000 was outstanding at June 30, 2010 (in $000's).

Rex Wakefield Wellness, LLC $ 7,547
Rex CDP Ventures, LLC 5,342
Rex COF ventures-HT LLC 2,369
Wakefield Rex Investors MOB, LLC 16,288

£ 31,544

The loan is collateralized by the real property. Each of the four individuat Co-Borrowers are
jointiy and severally liable for repayment of the loan. The loan is guaranteed by
Enterprises

Obligations Under Capital Lease
Rex has entered into non-cancellable capital lease obligations for several pieces of
equipment as of June 30, 2009 which expire at various gdates through 2015,

Total future debt service requirements subsequent to June 30, 2010 are as follows (in
$000's):

Qbugatons
Tex-Exampl  Construction  Under Capital
Bonga Fnancing Loan Lease Intarest Toma

Yaar Eading June 30.
a0 3 6,305 3 kleayl 3 1175 3 1133 § 4395 $ 1623
2012 8,550 - 30.269 908 4,555 ap432
2013 6,515 - a4 1076 10.385
2014 1.265 20 273 10,015
2015 1,625 - - 2 2367 9,994
2(16-2020 27,220 - - - 6.542 33,762
2021-2023 12.49% - - - 1,270 13,765
Tedal Payments. 74,415 [ 3N 5§ 31544 3 2,467 § 24835 § 136592
Unamortized Bond Discaunt (508) + 509)

Telat Dabt Service T 73,006 3 3231 § 31544 § 7467 % 24935 8§ 136083
= ———

LINE OF CREDIT

During the year ended June 30, 2009, the Hospital entered into a note agreement for a
short-term revolving line of credit with a financial institution for an amount up to
$50,000.000 to support shori-term normat operating expenses and 1o enhance liquidity.
The line of credit is collateralized by the Hospital's accounts receivable. Interest is due and
payable monthly at the monthly London inter-Bank Offered Rate ("LIBOR") plus 1.25
percent. The outstanding principal amount along with any accrued interest will be due upon
the maturity date of March 31, 2011. The Hospital has not drawn any proceeds on this line
of credit, thus, at June 30, 2010, there was no outstanding balance.
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NOTE 8

NOTE %

REX HEALTHCARE, INC. AND SUBSIDIARIES
NOTES TO COMBINED FINANCIAL STATEMENTS
JUNE 30, 2010 AND 2009

RELATED PARTY TRANSACTIONS

UNCHCS provides certain administrative, management, legal and centracting services to
Rex. Rex paid UNCHCS approximatety $4,087,000 and $2,439,000 for such services
during the years ended Jume 30, 2010 and 2009, respectively. UNCHCS paid Rex
approximatety $238,000 and $413,000 for such services during the years ended June 30,
2010 and 2009, respectively.

Under a management agreement effective January 1, 2000, UNCHCS assumed
responsibility for the management and day-to-day operations of Rex Home Services, Inc.
1n return, UNCHCS receives the full amount of any net profit fram Rex Home Services, Inc.
or reimburses Rex Home Services, Inc. for the full amount of any net joss from such
operations. During the years ended June 30, 2010 and 2008, this agreement resultad in
approximately $1,098,000 and $2,027,000, respectively, paid to UNCHCS.

The preceding and ofher trangactions resulfed in net payables due to UNCHCS of
approximately $240,000 and $840,000 as of June 30, 2010 and 2009, respectively, which i3
inciuded in accrued expenses and other liabilities in the accompanying combined balance
sheets.

The Hospitat paid QTS (an equity investment, discussed in Note 2} approximately
$1,343,000 and $1,310,000 for laundry services during the years ended June 30. 2010 and
2009, respectively.

The Hospital paid Rex Cary MOB, LLC (an equity investment discussed in Note 2}
approximately $820,000 and $790,00C in rent expenditures for the use of surgical and
office suites during the years ended June 30, 2010 and 2009, respectively.

Rex MOB Partaers, LLC (a cost based investment discussed in Note 2) paid the Hospita!
approximately $134,000 and $260,000 for rent during the years ended June 30, 2010 and
2009, respectively.

EMPLOYEE BENEFITS

Rex Employees’ Retirement Plan

The Hospital sponsors the Rex Employees’ Retiremant Plan {the *Plan"), a single-employer
defined benefit retirement plan available to eligible employees. The benefit formula is based
on the highest five consecutive years of an employee's compensation during the 10 pian
years preceding retirement.

During the year ended June 30, 2009, the Hospital amended the Plan ta {1) reduce early
retirement benefits by increasing the retirement age from 62 to 65, and (2) freeze access to
the Plan for eligible employees hired after February %, 2009. In addition, the Hospital
revised certain 2ctuarial assumptions to (1) change the amortization period for gains and
losses from 10 to 30 years and (2) change the asset valuation method from 20% to 30%
above and below market value. The impact of the Plan amendments and the changes in
actuarial assumptions reduced the annual pension cost by approximatety $4,850,000 for
the year ended June 30, 2008.
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NOTE 9

REX HEALTHCARE, INC. AND SUBSIDIARIES
NOTES TC COMBINED FINANCIAL STATEMENTS
JUNE 30, 2010 AND 2009

EMPLOYEE BENEFITS (CONTINUED}

Funding amounts for the Plan are based upon actuarial calculations. The Plan utilized the
projected unit-credit method to determine the annual contributions. The Hospital contributed
approximately $6,141,000 and $6,283,00C to the Plan in 2010 and 2009, respectively
There are no employee contributions to the Plan.

Plan assels held in trust on behalf of the Plan paricipants consisted primarily of equity
securities, U.8. Treasury securities and corporate bonds at June 30, 20110 and 2009. The
actuarial value of Plan assels was determined by using a five-year moving average method.

The following table shows the trend in Rex's annual pension cest {APC), percentage of
APC contributed, and net pension asset (in $000's):

Trend Information

Annual Pension Percentage Net
Cost of APC Pension
(APC) Coniributed Asset
Fiscal Year Ending:
June 30, 2018 $ (6.141) 10000 % $
June 3¢, 2009 (6,283) 100.00
June 30, 2008 (5,950) 100.00

As of January 1, 2010, the mest recent actuarial valuation date, the Plan was B86.8%
fundad. The actuarial accrued liability for benefits was approvimately $171,627,000 and
the actuarial value of assets was approximately $149,019,000 resulting in an unfunded
acluarial accrued liability of approximately $22,608,000. The covered payroll was
approximately $192,666,000 and the ratio of the unfunded actuarial accrued Rability to the
covered payroll was 8.87%.

The schedule of funding progress, presented as Required Supplementary Information
following the Notes to the Combined Financial Statements, presents musti-year trend
information about whether the actuarial value of Plan assets are increasing or decreasing
over time relative to the actuarial accrued liability for benefits.

The following assumptions were used in the January 1, 2010 and 2009 actuarial variations:

Inflation Rate 3.00%
Investment Rate of Return 8.00%
Projected Salary Increases 3.75%

Tax Deferred Annuity Retirement Plan

The Hospital sponsors a defined contribution retirement plan covering substantially all
employees. The Hospital matches one-half of each participant’s veluntary contributions on
a graduated scale based on length of service not to exceed 5% of the participant's annual
salary. Employer contributions tofaled approximately $5,402,000 and $5,215,000 for the
years ended June 30, 2010 and 2009, respectively, Participant contributions totaled
approximately $13,648,000 and $13,191,000 for the years ended June 30, 2010 and 2009,
respectively,
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REX HEALTHCARE, INC. AND SUBSIDIARIES
NOTES TO COMBINED FINANCIAL, STATEMENTS
JUNE 30, 2010 AND 2009

NOTE10 COMMITMENTS AND CONTINGENCIES

Commitments

The Hospital has entered into certain agreements, in connection with ongoing development
and suppart of its electronic medical records syslem. Future minimum payments are as
follows at June 30, 2010 (in $000's}.

Year Ending June 30:

2011 $ 10
2012 468
$ 578

in connection with the Wakefield development (se¢ Note €), the Hospital has entered info a
lease with Wellness to loase the wellness center. In addition, the Hospital entered into a
lease with MOB for part of the medical office building. Rex has certain other noncancelable
operating leases for the rental of office space and equipment. Future rent payments under
these leases subsequent to June 30, 2010 are as follows {in $000"s):

Weliness Medical Offica Oftice Space
Year Ending June 30: Center Building and Equipment Total

2011 $ 798 3 1518 $ 5,182 3 7478
2012 798 1.545 4400 6,743
203 798 1573 3,285 5,656
2014 835 1602 2.100 4537
2015 862 1,630 1,808 4,300
2016-202¢ 4,418 8605 7,882 20,905
2029-2025 4771 9.249 5,580 19,600
2026-2029 3434 7,162 - 10.596

[ 16,714 3 32,884 $ 30,217 $ 79,815

r——

Total rental expense, including rental expense under noncancelable leases, was
approximately $8,626,000 and $5,627,000 for the years ended June 30, 2010 and 2009,
respectively.

Contingencies

The Hospital self-insures a portion of its workers’ compensation exposure up to $350,000
per claim. An accrual for the self-insurance program is established to provide for estirmated
claims and losses and applicable legal sxpenses for claims incurred through June 30, 2009
but not reporled. This accrual was determined by an actuary and totaled approximately
$1.743,000 and $1,418,000 at June 30, 2010 and 2009, respectively. The accrual is
included in accrued expenses and other liabilities in the accompanying combined halance
sheets. Commercial insurance has been obtained for coverage in excess of the self-insured
amounts.
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REX HEALTHCARE, INC. AND SUBSIDIARIES
NOTES TO COMBINED FINANCIAL STATEMENTS
JUNE 30, 2010 AND 2009

NOTE 10 COMMITMENTS AND CONTINGENCIES (CONTINUED)

The Haospital self-insures a portion of its employee health benefits exposure up {o $200,000
per incident. An accrual for the selfWinsurance program is established to provide for
estimated ciaims and losses and applicable legal expenses for claims incurred through
June 30, 2010 but not reported. This accrual was determined by an actuary and totaled
approximately $2,135,000 ang¢ $1,855,000 at June 30, 2010 and 2009, respectively. The
accrual is ncluded in accrued expenses and other liabilities in the accompanying balance
sheets. Commercial insurance has been obtained for coverage in excess of the self-insured
amounts.

Rex is invalved in litigation arising in the normai course of business. After consultation with
legal counsel, management estimates these matters will be resolved without a material
adverse effect on Rex's financial position or results of operations.

During 2004, the Hospital entered into an agreement whereby patients without insurance
that meet contractually specified criteria can apply for medical loans from a third-party
lender. Under this medical loan program, approved patients owe the third-party lender and
the Hospital receives payment and recognizes revenue at the time medical services are
provided. The Hospital is then contingently obligated to repurchase accounts receivable
patances once the borrower does not make three scheduled monihly payments. Tatal
accounts which the Hospital could possibly be required to repurchase were approximately
$409,000 and $557,000 at June 30, 2010 and 2008, respectively. The Hospital establishes
a reserve for accounts it believes it will have to fepurchase basec on historical expenence
with this program. The Hospital reserved approximately $49,000 and $59,000 for potential
recourse that was inciuded in the net accounts receivable, at June 30, 2010 and 2009,
respectively,

The health care indusiry is subject 10 numerous laws and regulations of federal, state and
local gavernments. These taws and regulations include, but ars not necessarily limited Yo,
matters such as licensure, accreditation, government health care program participation
requirements, reimbursement for patient services, and Medicare and Medicaid fraud and
abuse. Recently, government activity has increased with respect to investigations and
allegations concerning possibie violations of fraud and abuse statutes and regulations by
health care providers.

Managemeri believes Rex is in compliance with fraud and abuse as well as 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. Violations of these laws and regulations could result in
expulsion from government health care programs together with the imposition of significant
fines and penalties, as well as significant repayment for patient services previousty billed.
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REX HEALTHCARE, INC. AND SUBSIDIARIES
NOTES TO COMBINED FINANCIAL STATEMENTS
JUNE 30, 2010 AND 2008

COMMUNITY BENEFITS

In addition to providing care without charge, or at amounts less than established rafes to
cerlain patients identified as quakfying for charity care, Rex also recognizes its
responsibility to provide health care services and programs for the beneft of the
community, at no cost or at reduced rates. Rex sponsors many communily heaith
initiatives, including breast and prostale cancer screenings, cardiovascular and pulmonary
awareness and diabetes education programs that ultimately result in the overall improved
health of our community. The Rex Healthcare Emergency Response Team provides
emergency aid and medical treatment at special events in the Wake County area. Rex also
provides contributions, cash and in-kind, to various charitable and community
organizations. The costs of these programs are included in operating expenses in the
accompanying statements of revenues, expenses and changes in net assets,
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