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Crowe Crowe LLP

Independent Member Crowe Global

INDEPENDENT AUDITOR’S REPORT

Board of Directors
Chapters Health System, Inc. and Affiliates
Temple Terrace, Florida

Opinion

We have audited the consolidated financial statements of Chapters Health System, Inc. and Affiliates, which
comprise the consolidated balance sheets as of December 31, 2022 and 2021, and the related consolidated
statements of operations and changes in net assets and cash flows for the years then ended, and the
related notes to the consolidated financial statements.

In our opinion, the accompanying consolidated financial statements present fairly, in all material respects,
the financial position of Chapters Health System, Inc. and Affiliates as of December 31, 2022 and 2021,
and the changes in their net assets and their cash flows for the years then ended in accordance with
accounting principles generally accepted in the United States of America.

Basis for Opinion

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America (GAAS). Our responsibilities under those standards are further described in the Auditor’s
Responsibilities for the Audit of the Financial Statements section of our report. We are required to be
independent of Chapters Health System, Inc. and Affiliates and to meet our other ethical responsibilities, in
accordance with the relevant ethical requirements relating to our audits. We believe that the audit evidence
we have obtained is sufficient and appropriate to provide a basis for our audit opinion.

Emphasis of Matter

As discussed in Note 9 to the consolidated financial statements, on January 1, 2022, Chapters Health
System, Inc. and Affiliates adopted new accounting guidance, ASU 2016-02 - Leases (Topic 842). Our
opinion is not modified with respect to this matter.

Responsibilities of Management for the Financial Statements

Management is responsible for the preparation and fair presentation of the consolidated financial
statements in accordance with accounting principles generally accepted in the United States of America,
and for the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of consolidated financial statements that are free from material misstatement, whether due to
fraud or error.

In preparing the consolidated financial statements, management is required to evaluate whether there are
conditions or events, considered in the aggregate, that raise substantial doubt about Chapters Health
System, Inc. and Affiliates’ ability to continue as a going concern for one year from the date the consolidated
financial statements are available to be issued.

(Continued)
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Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial statements as
a whole are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report
that includes our opinion. Reasonable assurance is a high level of assurance but is not absolute assurance
and therefore is not a guarantee that an audit conducted in accordance with GAAS will always detect a
material misstatement when it exists.

The risk of not detecting a material misstatement resulting from fraud is higher than for one resulting from
error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override of
internal control. Misstatements are considered material if there is a substantial likelihood that, individually
or in the aggregate, they would influence the judgment made by a reasonable user based on the
consolidated financial statements.

In performing an audit in accordance with GAAS, we:

o Exercise professional judgment and maintain professional skepticism throughout the audit.

o |dentify and assess the risks of material misstatement of the consolidated financial statements, whether
due to fraud or error, and design and perform audit procedures responsive to those risks. Such
procedures include examining, on a test basis, evidence regarding the amounts and disclosures in the
consolidated financial statements.

e Obtain an understanding of internal control relevant to the audit in order to design audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of Chapters Health System, Inc. and Affiliates’ internal control. Accordingly, no such
opinion is expressed.

e Evaluate the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluate the overall presentation of the
consolidated financial statements.

e Conclude whether, in our judgment, there are conditions or events, considered in the aggregate, that
raise substantial doubt about Chapters Health System, Inc. and Affiliates’ ability to continue as a going
concern for a reasonable period of time.

We are required to communicate with those charged with governance regarding, among other matters, the
planned scope and timing of the audit, significant audit findings, and certain internal control-related matters
that we identified during the audit.

Other Matters

Our audit was conducted for the purpose of forming an opinion on the 2022 consolidated financial
statements as a whole. The 2022 consolidating balance sheet and consolidating statement of operations
and changes in net assets are presented for purposes of additional analysis of the 2022 consolidated
financial statements rather than to present the financial position and operations and changes in net assets
of the individual affiliates and are not a required part of the 2022 consolidated financial statements. Such
information is the responsibility of management and was derived from and relates directly to the underlying
accounting and other records used to prepare the 2022 consolidated financial statements. The information
has been subjected to the auditing procedures applied in the audit of the 2022 consolidated financial
statements and certain additional procedures, including comparing and reconciling such information directly
to the underlying accounting and other records used to prepare the 2022 consolidated financial statements
or to the 2022 consolidated financial statements themselves, and other additional procedures in accordance
with auditing standards generally accepted in the United States of America. In our opinion, the information
is fairly stated in all material respects in relation to the 2022 consolidated financial statements as a whole.

C_nowe_ LLP

Crowe LLP

Tampa, Florida
April 28, 2023
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CHAPTERS HEALTH SYSTEM, INC. AND AFFILIATES
CONSOLIDATED BALANCE SHEETS

December 31, 2022 and 2021

ASSETS

Current assets
Cash and cash equivalents
Short-term investments
Assets limited as to use, current portion
Patient accounts receivable, net
Capitated accounts receivable
Due from related party
Note receivable
Pledges receivable, current portion
Interest rate swap agreements
Other current assets

Total current assets

Assets limited as to use, net

Pledges receivable, net

Long-term investments

Property and equipment, net

Right-of-use assets

Beneficial interest in net assets of Cornerstone Foundation
Goodwill and intangible assets, net

Other assets

2022 2021
13,957,074 $ 21,065,404
9,291,149 3,161,323
3,452,644 4,475,694
19,119,599 16,791,852
7,099,173 2,703,736
5,729,953 -
5,000,000 -
480,305 489,098
678,387 -
10,073,620 9,445,059
74,881,904 58,132,166
1,788,383 2,173,992
1,116,880 978,279
92,165,502 114,075,109
93,968,878 56,194,007
28,233,549 -
6,993,965 -
19,828,480 19,522,031
2,133,276 1,796,319

Total assets

$ 321,110,817

$ 252,871,903

(Continued)
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CHAPTERS HEALTH SYSTEM, INC. AND AFFILIATES
CONSOLIDATED BALANCE SHEETS

December 31, 2022 and 2021

LIABILITIES AND NET ASSETS
Current liabilities
Accounts payable and accrued expenses $
Accrued employee compensation and related benefits
Estimated patient care expenses payable
Third-party medical claims
Right-of-use liabilities, current
Current portion of long-term debt
Annuity obligations, current portion
Third-party settlements
Interest rate swap agreements
Deferred revenue

Total current liabilities

Long-term debt, net of current portion
Right-of-use liabilities, net

Annuity obligations, net

Other long-term liabilities

Total liabilities

Net assets
Without donor restrictions
Noncontrolling interest in subsidiaries

Total net assets without donor restrictions
With donor restrictions

Total net assets

2022 2021
7,358,511 $ 6,603,414
12,425,829 8,204,266
6,093,588 4,388,624
1,612,982 2,441,504
4,149,085 -
1,552,300 1,956,004
159,457 270,202
1,814,804 2,287,086

- 638,217

29,807 37,750
35,196,363 26,827,067
22,542,808 24,947,140
25,624,707 -
258,825 415,313
2,765,560 2,625,129
86,388,263 54,814,649
219,251,000 189,523,422
1,042,752 90,000
220,293,752 189,613,422
14,428,801 8,443,832
234,722,554 198,057,254

$ 321,110,817 $ 252,871,903

See accompanying notes to consolidated financial statements
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CHAPTERS HEALTH SYSTEM, INC. AND AFFILIATES
CONSOLIDATED STATEMENTS OF OPERATIONS AND CHANGES IN NET ASSETS

Years ended December 31, 2022 and 2021

Net assets without donor restrictions
Revenues and other support
Net patient service revenue

2022

2021

$ 215,191,792 §$ 155,727,539

Capitated non-risk revenue 31,212,715 20,607,599
Contributions 5,725,236 92,071
Net assets released from restrictions used for operations 5,490,085 2,964,861
Other operating revenue 6,317,296 7,103,379
263,937,124 186,495,449
Expenses
Salaries and benefits 164,746,108 118,569,905
Purchased services 23,114,833 14,569,957
Insurance and other 40,908,730 27,352,162
Durable medical equipment, medical supplies, and drugs 15,885,746 6,493,967
Medical claims expense 24,912,802 19,349,666
Depreciation and amortization 9,183,759 6,978,491
Interest 1,063,889 1,059,760
Total expenses 279,815,867 194,373,908
Loss from operations (15,878,743) (7,878,459)
Nonoperating revenues and expenses
Gain on sale of property and equipment 112,817 6,281
Loss on sale of a business (344,993) -
Investment (loss) income (18,009,439) 15,322,459
Change in fair value of interest rate swap agreements 1,316,604 771,355
Total nonoperating (loss) income $ (16,925,011) $§ 16,100,095
(Continued)
5.
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CHAPTERS HEALTH SYSTEM, INC. AND AFFILIATES

CONSOLIDATED STATEMENTS OF OPERATIONS AND CHANGES IN NET ASSETS

Years ended December 31, 2022 and 2021

2022 2021
Other changes in net assets without donor restrictions
Change in non-controlling interest $ (178,503) $ 90,000
Excess of fair value of assets acquired over laibilities
assumed in acquisition of Cornerstone Hospice and
Palliative Care, Inc. (Cornerstone) (See Note 2) 63,662,588 -
Change in net assets without donor restrictions 30,680,331 8,311,636
Change in net assets with donor restrictions
Contributions 4,789,698 6,341,018
Investment loss (308,609) (5,425)
Excess of fair value of assets acquired over laibilities
assumed in acquisition of Cornerstone (See Note 2) 12,119,093 -
Change in beneficial interest in net assets of Cornerstone Foundation (5,125,128) -
Net assets released from restriction (5,490,085) (2,964,861)
Change in net assets with donor restrictions 5,984,969 3,370,732
Change in net assets 36,665,300 11,682,368
Net assets at beginning of year 198,057,254 186,374,886

Net assets at end of year

$ 234,722,554 $ 198,057,254

See accompanying notes to consolidated financial statements
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CHAPTERS HEALTH SYSTEM, INC. AND AFFILIATES

CONSOLIDATED STATEMENTS OF CASH FLOWS
Years ended December 31, 2022 and 2021

2022 2021
Cash flow from operating activities
Change in net assets $ 36,665300 $ 11,682,368
Adjustments to reconcile change in net assets to net cash from operating activities
Excess of fair value of assets over liabilities assumed
acquired less cash acquired (49,951,291) -
Depreciation and amortization 9,183,759 6,978,491
Change in beneficial interest in net assets of Cornerstone Foundation 5,125,128 -
Net realized and unrealized losses (gains) on investments 21,541,502 (11,117,269)
Change in fair value of interest rate swap agreements (1,316,604) (771,355)
Loss on sale of a business 344,993
Gain on sale of property and equipment (112,817) (6,281)
Change in assets and liabilities
Patient accounts receivable 2,798,137 (543,256)
Capitation receivable (4,395,437) (2,703,736)
Due from related party (4,237,650) -
Pledges receivable (129,808) (533,142)
Other current assets 1,961,584 (259,583)
Other assets 349,174 (336,427)
Reduction in carrying amount of right-of-use assets 4,560,494 -
Change in operating lease liabilities (3,825,208) -
Accounts payable and accrued expenses (1,337,900) 1,666,490
Estimated patient care expenses payable 1,704,964 651,576
Third party medical claims (828,522) 2,441,504
Accrued employee compensation and related benefits (2,841,081) 990,796
Third-party settlements (472,282) (861,877)
Deferred revenue (7,943) (206,184)
Other liabilities (126,402) 176,839
Net cash from operating activities 14,652,090 7,248,954
Cash flow from investing activities
Proceeds from sale of property and equipment 710,388 1,470,899
Purchase of property and equipment (9,399,671) (2,933,735)
Proceeds from sales of investments 41,471,483 48,913,043
Purchases of investments (45,824,545) (39,178,673)
Proceeds from sale of a business 1,600,000 -
Note receivable advances (see Note 7) (5,000,000) -
Net cash from investing activities (16,442,345) 8,271,534
Cash flow from financing activities
Repayment of long-term debt (5,318,075) (1,845,006)
Net cash from financing activities (5,318,075) (1,845,006)
Net change in cash and cash equivalents (7,108,330) 13,675,482
Cash and cash equivalents at beginning of year 21,065,404 7,389,922
Cash and cash equivalents at end of year $ 13,957,074 $ 21,065,404
Supplemental disclosure of cash flow information
Cash paid for interest $ 1,063,889 $ 1,059,760
Leased assets obtained in exchange for new operating lease liabilities $ 27,135,558 $ -
See accompanying notes to consolidated financial statements
7.
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CHAPTERS HEALTH SYSTEM, INC. AND AFFILIATES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2022 and 2021

NOTE 1 - ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Organization and Mission: Chapters Health System, Inc. and Affiliates (collectively CHS), is a Florida nonprofit
corporation that provides support and care for people in our community with or affected by advanced
illnesses by offering a wide variety of compassionate healthcare choices. CHS’s service areas include
Florida and Georgia.

CHS is the sole member of each of the following entities:

LifePath Hospice, Inc. (LPH): LPH is a Florida nonprofit corporation whose mission is to provide hospice and
other end of life services for residents living in Hillsborough County, Florida.

Good Shepherd Hospice, Inc. (GSH): GSH is a Florida nonprofit corporation whose mission is to provide
hospice and other end of life services for residents living in Polk, Highlands, Hardee, and Monroe counties,
Florida.

Chapters Health Pharmacy, LLC (Pharmacy): Pharmacy is a Florida single member limited liability company
that provides pharmacy services to the Affiliates.

Chapters Health Palliative Care, LLC (Palliative Care): Palliative Care is a Florida single member limited liability
company that provides palliative care services in the counties served by our Affiliates.

Chapters Health Staffing, LLC (Staffing): Staffing is a Florida single member limited liability company that
primarily provides physician, nursing, and therapy services to the Affiliates.

Chapters Health Home Connect, Inc. (CHC): CHC is a Florida not-for profit corporation whose mission is to help
Hillsborough, Pasco, Pinellas, and Polk residents heal and thrive at home with quality, compassionate home
care services.

Hernando-Pasco Hospice, Inc. (HPH): HPH is a Florida nonprofit corporation whose mission is to provide
hospice and other end-of-life services for residents living in Hernando, Pasco and Citrus counties. HPH also
provides home health services in Pasco, Pinellas, Hardee, Highlands, Hillsborough, and Polk counties.

Cornerstone Hospice & Palliative Care, Inc. (Cornerstone): On April 1, 2022, CHS and Cornerstone closed
their affiliation agreement, making CHS Cornerstone’s sole member. See Note 2 for additional details.
Cornerstone is a Florida nonprofit corporation whose missions is to provide hospice and other end of life
services for residents living in Marion, Sumter, Lake, Orange, Polk Osceola, Hardee and Highlands counties
in Central Florida and Cherokee, Cobb, Gwinnett, and Fulton counties in Northwestern Georgia.

Cornerstone Health Services, LLC (Health Services): Cornerstone Health Services, LLC is a Florida single
member limited liability company that provides palliative care services in the counties served by CHS’
affiliates.

Care Partners, LLC (Care Partners): Care Partners is a company registered in Delaware whose purpose
is to develop and provide consolidated financial and purchasing services to the venture partners as well
as other not-for-profit hospice companies. Services may include general financial consulting, specialized
financial consulting, IT consulting, operations consulting, bookkeeping, analytics for management, and
discounted group purchasing opportunities for clients.

Chapters Health Foundation (Foundation): Foundation is a nonprofit organization that is an affiliate of CHS
(as sole member of the Foundation) and will support all current and future CHS affiliates.

(Continued)
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CHAPTERS HEALTH SYSTEM, INC. AND AFFILIATES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2022 and 2021

NOTE 1 - ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Hospice of Okeechobeeg, Inc. (HOK): HOK is a Florida nonprofit corporation whose mission is to provide hospice
and other end-of-life services for residents living in Okeechobee, Martin, and St. Lucie counties.

Achieve Home Care, LLC (ACH): ACH is a Florida single member limited liability company that provide home
health services in Hillsborough, Pasco, Pinellas and Polk counties. Chapters acquired ACH in 2019. In
January 2022, patients are no longer admitted under Achieve license and transitioned to HPH.

Allcare Medical of Florida (Allcare): Allcare provides a full range of medical equipment to hospice patients and
those with life limiting conditions. At December 31, 2021, CHS owned 90% of Allcare. CHS acquired the
remaining 10% of Allcare in 2022 and subsequently sold the entity to an unrelated party for $1,600,000. CHS
recorded a loss of approximately $345,000.

CareNU, Inc. (CareNU): CareNU is a Florida limited liability company and was established to provide patients
with a collaborative team based approach to chronic illness care. On January 1, 2022, CareNU changed its
articles of incorporation to be come a taxable entity. CareNU is authorized to issue 100,000 shares of common
stock. As of December 31, 2022, there are 22,000 common stock shares issued and outstanding.

Assurity Direct Contracting Entity (ADCE): ADCE, a Florida limited liability company, provides and arranges
for medical care to beneficiaries through managed care capitation agreements in the state of Florida who
have enrolled with various health plans. ADCE’ s capitation agreements with the various health plans are
on a non-risk basis. ADCE commenced operations April 1, 2021. CareNU owns 60% of ADCE and has
been consolidated with CareNU for financial reporting purposes.

Basis of Presentation: The consolidated financial statements have been prepared on the accrual basis of
accounting in accordance with accounting principles generally accepted in the United States of America (U.S.
GAAP).

Basis of Consolidation: The accompanying consolidated financial statements include the accounts of CHS.
All inter-organization accounts and transactions have been eliminated in consolidation.

Financial Statement Presentation: The consolidated financial statements report the changes in and totals
of each net asset class based on the existence of donor restrictions, as applicable. Net assets are classified
as net assets without donor restrictions or net assets with donor restrictions and are detailed as follows:

Net assets without donor restrictions are net assets that are not subject to donor-restrictions and
may be expended for any purpose in performing the primary objectives of CHS.

Net assets with donor restrictions are net assets subject to stipulations imposed by donors and
grantors. Some donor restrictions are temporary in nature and will be met by actions of CHS or by
passage of time. Other donor restrictions are perpetual in nature, where the donor has stipulated
the funds be maintained in perpetuity.

Use of Estimates: The preparation of consolidated financial statements in conformity with U.S. GAAP
requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the consolidated financial
statements and the reported amounts of revenues and expenses during the reporting period. Actual results
could differ from those estimates.

(Continued)
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CHAPTERS HEALTH SYSTEM, INC. AND AFFILIATES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2022 and 2021

NOTE 1 - ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Cash and Cash Equivalents: Cash and cash equivalents consist of bank deposits in accounts that are
federally insured up to $250,000. At times these amounts may exceed federally insured limits. Additionally,
for purposes of the consolidated statements of cash flows, CHS considers all highly liquid investments of
operating cash purchased with an original maturity of three months or less to be cash equivalents.

Patient Accounts Receivable, Net: The patient accounts receivable balance represents the unpaid amounts
billed to patients and third-party payors, which include Medicare, Medicaid, and commercial insurers.
Contractual adjustments, discounts, and implicit price concessions are recorded to report receivables at
net realizable value. Past due receivables are determined based on contractual terms. CHS does not
accrue interest on any of its accounts receivable.

Capitated Accounts Receivable: Capitated accounts receivables consist of amounts due from managed
care capitated contracts. The capitated receivables are carried at contracted amounts and capitated
payments are received in accordance with the risk adjustment model and timeline used by the Centers for
Medicare and Medicaid Services.

Note Receivable: Note receivable represents advances under a line of credit agreement to Capital Hospice
d/b/a Capital Caring (Capital Caring). See Note 7 for additional information.

Investments: All investments are stated at their fair values in the consolidated balance sheets. Unrealized
gains and losses are included in the change in net assets. See Note 6 for additional information on the
nature of CHS’s investments. Investment income or loss (including realized and unrealized gains and losses
on investments, interest, and dividends) is included within nonoperating revenues and expenses, unless
the income or loss is related to assets with donor restrictions.

Assets Limited as to Use: Certain amounts of CHS’s cash and investments are limited as to use by
provisions of donor restrictions. These cash and investments are classified as assets limited to use in the
accompanying consolidated balance sheets. Amounts required to meet current liabilities have been
classified as current assets in the consolidated balance sheets at December 31, 2022 and 2021. The
investment income or loss on investments that are restricted by donor or law is recorded as increases or
decreases to net assets with donor restrictions.

Interest Rate Swap Agreements: CHS entered into interest rate swap agreements as part of their interest
rate risk management strategy, not for speculation. CHS has elected to report the instruments as
freestanding derivatives with gains and losses included within change in net assets without donor
restrictions from operations.

The derivatives are separated into current and non-current assets or liabilities based on their expected cash
flows. Cash inflows expected within one year, including derivative assets that CHS intends to settle, are
reported as current assets. Cash inflows expected beyond one year are reported as non-current assets.

Cash outflows expected within one year, including derivative liabilities in which the counterparty has the
contractual right to settle, are reported as current liabilities. Cash outflows expected beyond one year are
reported as non-current liabilities.

Other Current Assets: Other current assets are comprised of primarily of prepaid expenses, deposits, other
accounts receivable, and other miscellaneous current assets. Prepaid expenses at December 31, 2022 and
2021 were $5,982,422 and $3,840,807, respectively.

(Continued)
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CHAPTERS HEALTH SYSTEM, INC. AND AFFILIATES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2022 and 2021

NOTE 1 - ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Property and Equipment: Property and equipment are stated at cost or, if donated to CHS, at fair value on
the date of acquisition. Property and equipment acquired through a business combination is also stated at
fair value. Additions and improvements over $2,500 are capitalized. Expenditures for routine maintenance
are charged to operations. Depreciation is provided over the estimated useful lives of the various classes
of assets which range from three to thirty years and is computed on the straight-line method. The assets
under capital lease obligations and related improvements are amortized on the straight-line method over
the shorter period of the lease term or the estimated useful life of the asset. Such amortization is included
in depreciation and amortization expense in the consolidated financial statements.

Gifts of long-lived assets such as land, buildings or equipment are reported as unrestricted support unless
explicit donor stipulations specify how the donated assets are to be used. Gifts of long-lived assets with
explicit donor stipulations that specify how the assets are to be used and gifts of cash and other assets that
must be used to acquire long-lived assets are reported as support with donor restrictions. Absent explicit
donor stipulations about how long those long-lived assets must be maintained, expirations of donor
restrictions are reported when the donated or acquired long-lived assets are placed in service.

The cost of property and equipment sold or otherwise disposed of and the accumulated depreciation
applicable thereto are eliminated from the accounts, and any resulting gain or loss is reflected in the
consolidated financial statements in the year of disposition.

Impairment of Long-Lived Assets: On an ongoing basis, CHS reviews long-lived assets for impairment
whenever events or circumstances indicate that the carrying amounts may be overstated. CHS considers
potential impairment losses to exist if the undiscounted cash flow expected to be generated by the assets
are less than carrying value. The impairment loss adjusts the assets to fair value. As of December 31, 2022
and 2021, management believes that no impairments exist.

Goodwill: Goodwill of approximately $16,397,000 and $17,479,000 at December 31, 2022 and 2021,
respectively, represents the excess of the purchase price over the assigned fair value of the identifiable net
assets acquired in association with CHS’s purchase of Good Shepherd Hospice, Inc. (GSH), Achieve Home
Care, (ACH), and Allcare Medical of Florida (Allcare). During the year ended December 31, 2022, CHS sold
Allcare, which resulted in the decrease of goodwill of $1,082,538. Gooduwill is tested for impairment annually
unless events warrant more frequent testing. CHS has evaluated its existing goodwill for impairment as of
December 31, 2022 and 2021 and has determined that goodwill is not impaired.

Patient Care Expenses and Estimated Patient Care Expenses Payable: When a patient receives hospice
benefits under the Medicare or Medicaid programs, the hospice provider becomes the payor for all medical
services related to the patient’s terminal diagnosis. CHS has contracts with various providers of physician,
inpatient, and outpatient services which generally state that the provider has approximately 12 months from
the date of service to invoice CHS for the hospice related charges. CHS estimates and records a liability
for patient care expenses which are incurred but not reported (IBNR). This IBNR estimate is based upon
an analysis of invoices paid and estimated current utilization and other statistics. The difference between
CHS’s estimates of IBNR patient care expense and actual expenses is included in or deducted from patient
care expenses in subsequent periods in which such differences are identified. Patient care expenses were
approximately $23,115,000 and $14,570,000 for the years ended December 31, 2022 and 2021,
respectively, and are included in purchased services in the consolidated statements of operations and
changes in net assets.

(Continued)
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CHAPTERS HEALTH SYSTEM, INC. AND AFFILIATES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2022 and 2021

NOTE 1 - ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Third-Party Medical Claim Expense: Medical claim expenses are costs for providing medical care. The
estimated reserve for incurred but not reported claims is included in the liability for third-party medical claims
expense. Actual claims expense will differ from the estimated liability due to factors in estimated and actual
member utilization of healthcare services, the amount of charges, and other factors. Adjustments to these
estimates are recognized in the periods in which more precise data becomes available.

Net Patient Service Revenues: Patient service revenues are reported at the amount that reflects the
ultimate consideration CHS expects to receive in exchange for providing patient care. These amounts are
due from third-party payors, primarily commercial health insurers and government programs (Medicare and
Medicaid), and includes variable consideration for revenue adjustments due to settlements of audits and
reviews, as well as certain hospice-specific revenue capitations. Approximately 92% and 96% of the CHS’
net patient service revenue was derived from the Medicare and Medicaid programs for the years ended
December 31, 2022 and 2021, respectively. Amounts are generally billed monthly or subsequent to patient
discharge. Subsequent changes in the transaction price initially recognized are not significant.

Hospice services are provided on a daily basis and the type of service provided is determined based on a
physician’s determination of each patient’'s specific needs on that given day. Reimbursement rates for
hospice services are on a per diem basis regardless of the type of service provided or the payor.
Reimbursement rates from government programs are established by the appropriate governmental agency
and are standard across all hospice providers. Reimbursement rates from health insurers are negotiated
with each payor and generally structured to closely mirror the Medicare reimbursement model.

The types of hospice services provided and associated reimbursement model for each are as follows:

Routine Home Care occurs when a patient receives hospice care in their home, including a nursing
home setting. The routine home care rate is paid for each day that a patient is in a hospice program
and is not receiving one of the other categories of hospice care. For Medicare patients, the routine
home care rate reflects a two-tiered rate, with a higher rate for the first 60 days of a hospice patient’s
care and a lower rate for days 61 and after. In addition, there is a Service Intensity Add-on payment
which covers direct home care visits conducted by a registered nurse or social worker in the last seven
days of a hospice patient’s life, reimbursed up to four hours per day in fifteen-minute increments at the
continuous home care rate.

General Inpatient Care occurs when a patient requires services in a controlled setting for a short period
of time for pain control or symptom management which cannot be managed in other settings. General
inpatient care services must be provided in a Medicare or Medicaid certified hospital or long-term care
facility or at a freestanding inpatient hospice facility with the required registered nurse staffing.

Continuous Home Care is provided to patients while at home, including a nursing home setting, during
periods of crisis when intensive monitoring and care, primarily nursing care, is required in order to
achieve palliation or management of acute medical symptoms. Continuous home care requires a
minimum of 8 hours of care within a 24-hour day, which begins at midnight. The care must be
predominantly nursing care provided by either a registered nurse or licensed nurse practitioner. While
the published Medicare and Medicaid continuous home care rates are daily rates, Medicare and
Medicaid pay for continuous home care in fifteen-minute increments. This fifteen-minute rate is
calculated by dividing the daily rate by 96.

Respite Care permits a hospice patient to receive services on an inpatient basis for a short period of
time in order to provide relief for the patient’s family or other caregivers from the demands of caring for
the patient. A hospice can receive payment for respite care for a given patient for up to five consecutive
days at a time, after which respite care is reimbursed at the routine home care rate.

(Continued)

12.

WVHCHAO000393



CHAPTERS HEALTH SYSTEM, INC. AND AFFILIATES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2022 and 2021

NOTE 1 - ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Each level of care represents a separate promise under the contract of care and is provided independently
for each patient, contingent upon the patient’'s specific medical needs as determined by a
physician. However, the clinical criteria used to determine a patient’s level of care is consistent across all
patients, given that, each patient is subject to the same payor rules and regulations. As a result, CHS has
concluded that each level of care is capable of being distinct and is distinct in the context of the
contract. Furthermore, CHS has determined that each level of care represents a stand ready service
provided as a series of either days or hours of patient care. CHS believes that the performance obligations
for each level of care meet criteria to be satisfied over time. CHS recognizes revenue based on the service
output. CHS believes this to be the most faithful depiction of the transfer of control of services as the patient
simultaneously receives and consumes the benefits provided by our performance. Revenue is recognized
on a daily or hourly basis for each patient in accordance with the reimbursement model for each type of
service. CHS’ performance obligations relate to contracts with an expected duration of less than one
year. Therefore, CHS has elected to apply the optional exception provided in FASB accounting standard
“Revenue from Contracts with Customers” (“ASC 606”) and is not required to disclose the aggregate
amount of the transaction price allocated to performance obligations that are unsatisfied or partially
unsatisfied at the end of the reporting period. The unsatisfied or partially satisfied performance obligations
referred to above relate to bereavement services provided to patients’ families for up to 12 months after
discharge.

Generally, patients who are covered by third-party payors are responsible for related deductibles and
coinsurance which vary in amount. CHS also provides service to patients without a reimbursement source
and may offer those patients discounts from standard charges. CHS estimates the transaction price for
patients with deductibles and coinsurance, along with those uninsured patients, based on historical
experience and current conditions. The estimate of any contractual adjustments, discounts or implicit price
concessions reduces the amount of revenue initially recognized. Subsequent changes to the estimate of
the transaction 