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Report of Independent Auditors

To the Board of Trustees of
The Johns Hopkins Health System Corporation and Affiliates:

In our opinion, the accompanying combined balance sheets and the related combined statements of
operations and changes in net assets and cash flows present fairly, in all material respects, the financial
position of The Johns Hopkins Health System Corporation and Affiliates ("JHHS") as of June 30, 2012,
and the June 30, 2011 for the year then ended, in conformity with accounting principles generally
accepted in the United States of America. These financial statements are the responsibility of JHHS’
management. Our responsibility is to express an opinion on these financial statements based on our
audit. We conducted our audit of these statements in accordance with auditing standards generally
accepted in the United States of America and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements, assessing the accounting
principles used and significant estimates made by management, and evaluating the overall financial
statement presentation. We believe that our audit provides a reasonable basis for our opinion.

In accordance with Government Auditing Standards, we have also issued our report dated September
28, 2012 on our consideration of JHHS’ internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts and grant agreements and other
matters for the year ended June 30, 2012. The purpose of that report is to describe the scope of our
testing of internal control over financial reporting and compliance and the results of that testing, and not
to provide an opinion on the internal control over financial reporting or on compliance. That report is an
integral part of an audit performed in accordance with Government Auditing Standards and should be
considered in assessing the results of our audit.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken
as a whole. The accompanying Schedules of Expenditures of Federal Awards and State Financial
Assistance for the year ended June 30, 2012 are presented for purposes of additional analysis as
required by U.S. Office of Management and Budget Circular A-133, Audits of States, Local
Governments, and Non-Profit Organizations, and is not a required part of the financial statements. The
information is the responsibility of management and was derived from and relates directly to the
underlying accounting and other records used to prepare the financial statements. The Schedule of
Expenditures of Federal Awards has been subjected to the auditing procedures applied in the audit of
the financial statements and certain additional procedures, including comparing and reconciling such
information directly to the underlying accounting and other records used to prepare the financial
statements or the financial statements themselves and other additional procedures, in accordance with
auditing standards generally accepted in the United States of America. In our opinion, the Schedule of
Expenditures of Federal Awards is fairly stated, in all material respects, in relation to the financial
statements taken as a whole.

7~

September 28, 2012

PricewaterhouseCoopers LLP, 100 East Pratt Street, Suite 1900, Baltimore, MD 21202-1096
T: (410) 783 7600, F: (410) 783 7680, www.pwc.com/us



The Johns Hopkins Health System Corporation and Affiliates

Combined Balance Sheets
June 30, 2012 and 2011
(in thousands)

ASSETS
Current assets:
Cash and cash equivalents
Short-term investments
Assets whose use is limited - used for current liabilities
Patient accounts receivables, net of estimated
uncollectibles of $171,414 and $208,571
as of June 30, 2012 and 2011, respectively
Due from others - current portion
Due from affiliates - current portion
Inventories of supplies
Prepaid expenses and other current assets

Total current assets

Assets whose use is limited
By long-term debt agreement for:
Debt service reserve funds
Construction fund
By donors or grantors for:
Future campus development
Pledges receivable
Other
By Board of Trustees
Malpractice funding arrangement
Interest in net assets of Howard Hospital Foundation
Other

Total assets whose use is limited
Investments

Property, plant and equipment
Less: allowance for depreciation and amortization

Total property, plant and equipment, net

Due from affiliates, net of current portion
Due from others, net of current portion
Net pension asset
Other assets

Total assets

The accompanying notes are an integral part of these financial statements.
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2012 2011
$ 387,039 $ 406,717
37,471 127,456
20,762 26,933
430,508 379,495
71,116 57,372
28,505 6,112
78,170 68,105
78,642 37,436
1,132,213 1,109,626
4,955 4,953

- 1,713

644 7,516
26,622 33,672
82,935 75,994
696,945 377,493

- 24,161

13,228 14,439
19,965 18,938
845,294 558,879
1,106,793 1,501,464
4,167,276 3,850,892
(1,314,015)  (1,172,782)
2,853,261 2,678,110
10,925 2,082
4,796 5,796

- 2,742

226,747 88,621
$6,180,029  $5,947,320




The Johns Hopkins Health System Corporation and Affiliates

Combined Balance Sheets, continued
June 30, 2012 and 2011
(in thousands)

LIABILITIES AND NET ASSETS
Current liabilities:
Current portion of long-term debt and obligations
under capital leases
Accounts payable and accrued liabilities
Medical claims reserve
Deferred revenue
Due to affiliates
Accrued vacation
Advances from third-party payors
Current portion of estimated malpractice costs

Total current liabilities

Long-term debt and obligations under
capital leases, net of current portion
Estimated malpractice costs, net of current portion
Net pension liability
Other long-term liabilities
Total liabilities
Net assets:
Unrestricted
Temporarily restricted
Permanently restricted
Total net assets

Total liabilities and net assets

The accompanying notes are an integral part of these financial statements.

3

2012 2011
$ 287,181 $ 144,508
462,375 456,720
80,524 75,549
72,199 242
3,445 4,577
62,629 58,198
129,037 109,585
38,580 8,941
1,135,970 858,410
1,165,792 1,337,158
120,656 92,024
545,843 311,445
339,816 190,512
3,308,077 2,789,549
2,667,923 2,513,523
151,692 593,638
52,337 50,610
2,871,952 3,157,771
$6,180,029 _$5,947,320




The Johns Hopkins Health System Corporation and Affiliates
Combined Statements of Operations and Changes in Net Assets

for the years ended June 30, 2012 and 2011
(in thousands)

Operating revenues:
Net patient senice revenue
Other revenue
Investment income
Net assets released from restrictions used for operations

Total operating revenues

Operating expenses:
Salaries, wages and benefits
Purchased senvices
Supplies and other
Interest
Provision for bad debts
Depreciation and amortization
Total operating expenses
Income from operations
Non-operating revenues and expenses:
Interest expense on swap agreements
Change in market value of swap agreements
Change in realized and unrealized gains (losses) on investments
Contribution received in donation of SMH, ACH and ACHS
Other revenue (expense)
Excess of revenues (under) over expenses
Noncontrolling interests
Excess of revenues (under) over expenses after noncontrolling interests

Contributions to affiliates
Changes in unrealized gains on investments
Change in funded status of defined benefit plans
Net assets released from restrictions used for purchases of
property, plant, and equipment
Noncontrolling interests
Other
Increase in unrestricted net assets
Changes in temporarily restricted net assets:
Gifts, grants and bequests
Net change in Howard Hospital Foundation
Net assets released from restrictions used for purchases of
property, plant, and equipment
Net assets released from restrictions used for operations
Contribution received in donation of SMH, ACH and ACHS
Other
Increase (decrease) in temporarily restricted net assets

Changes in permanently restricted net assets:
Gifts, grants and bequests
Net change in HHF and ACF
Contribution received in donation of SMH, ACH and ACHS
Increase in permanently restricted net assets
Change in net assets
Net assets at beginning of year

Net assets at end of year

The accompanying notes are an integral part of these financial statements.
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2012 2011
$4,294,941  $3,719,955
400,616 325,989
56,388 47,109
8,729 4,283
4,760,674 4,097,336
1,884,254 1,561,047
1,621,131 1,458,120
687,182 585,576
28,384 24,461
116,103 92,591
215,152 159,778
4,552,206 3,881,573
208,468 215,763
(27,891) (25,471)
(142,770) 26,002
(26,297) 73,749

- 1,250,152
(17,609) (3,014)
(6,099) 1,537,181
(15,880) (15,826)
(21,979) 1,521,355
(7,954) (10,746)

- 6,556
(284,303) 68,630
453,205 8,560
15,880 15,562
(449) -
154,400 1,609,917
36,366 81,603
(1,261) 542
(453,205) (8,560)
(8,729) (4,283)

- 95,895

(15,117) -
(441,946) 165,197
1,679 269

48 -

- 33,064

1,727 33,333
(285,819) 1,808,447
3,157,771 1,349,324

$2,871,952  $3,157,771




The Johns Hopkins Health System Corporation and Affiliates

Combined Statements of Cash Flows
for the years ended June 30, 2012 and 2011
(in thousands)

Operating activities:
Change in net assets
Adjustments to reconcile change in net assets to net
cash and cash equivalents provided by operating activities:
Depreciation and amortization
Provision for bad debts
Net realized and changes in unrealized (gains) losses on investments
Change in market value of swap agreements
Change in funded status of defined benefit plans
Increase in net assets from SMH, ACH and ACHS acquisitions
Restricted contributions and investment income received
Gains on and returns of equity investments
Other operating activities
Change in assets and liabilities:
Patient accounts receivables
Inventories of supplies, prepaid expenses and other current assets
Due from affiliates, net
Pledges receivable
Other assets
Accounts payable, accrued liabilities and accrued vacation
Medical claims reserve
Deferred revenue
Advances from third-party payors
Accrued pension benefit costs
Estimated malpractice costs
Other long-term liabilities
Net cash and cash equivalents provided by operating activities

Investing activities:
Purchases of property, plant and equipment
Return of equity investments
Purchases of investment securities
Sales of investment securities
Cash acquired as a result of acquisitions of SMH, ACH and ACHS
Other investing activities
Net cash and cash equivalents used in investing activities

Financing activities:
Proceeds from restricted contributions and investment income received
Proceeds from long-term borrowings
Repayment of long-term debt and obligations under capital lease
Proceeds (advances/repayments) on Affiliate notes
Other financing activities
Net cash and cash equivalents (used in) provided by financing activities

Change in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

The accompanying notes are an integral part of these financial statements.
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2012 2011
$ (285,819) $ 1,808,447
217,476 164,056
116,103 92,591
24,083 (87,100)
142,770 (26,002)
284,303 (68,630)
- (1,379,111)
(46,592) (73,183)
(9,142) (15,745)
21,501 15,056
(180,954) (160,665)
(21,257) 4,021
(3,618) (1,445)
7,022 (1,798)
(95,172) 12,982
37,003 16,726
8,586 7,433
65,115 (55,237)
19,452 (5,980)
(47,162) 7,281
(12,447) 6,880
2,153 14,189
243,404 274,766
(405,035) (289,522)
3,188 1,855
(2,353,919)  (2,496,888)
2,533,350 2,359,681
- 119,471

(9,902) (9,714)
(232,318) (315,117)
46,592 73,183
386,987 -
(437,761) (28,101)
(27,558) -
976 789
(30,764) 45,871
(19,678) 5,520
406,717 401,197
$ 387,039 $ 406,717




The Johns Hopkins Health System Corporation and Affiliates
Notes to Combined Financial Statements
for the years ended June 30, 2012 and 2011

1.

Organization and Summary of Significant Accounting Policies

Organization. The Johns Hopkins Health System Corporation (*JHHSC?”) is incorporated in the
State of Maryland to, among other things, formulate policy among and provide centralized
management for JHHSC and Affiliates (“*JHHS”). In addition, it provides certain shared services
including purchasing, legal, advertising, finance and other functions. JHHS is organized and
operated for the purpose of promoting health by functioning as a parent holding company of
affiliates whose combined mission is to provide patient care in the treatment and prevention of
human illness which compares favorably with that rendered by any other institution in this country
or abroad.

JHHSC is the sole member of The Johns Hopkins Hospital (*JHH”), an academic medical center,
Johns Hopkins Bayview Medical Center, Inc. (*JHBMC”), a community based teaching hospital
and long-term care facility, Howard County General Hospital, Inc. (‘HCGH”), a community based
hospital, Suburban Hospital, Inc. (“SHI”), a community based hospital, Sibley Memorial Hospital
(“SMH"), a community based hospital, All Children"s"Hospital, Inc. (“ACH”), an academic
children’s hospital, Suburban Hospital Healthcare System, Inc. (“SHHS”), a diverse healthcare
system, All Children‘s Health System (“ACHS”), a diverse healthcare system, Johns Hopkins
Community Physicians (*JHCP”), a community based physician practice group, The Johns
Hopkins Medical Services Corporation (*JHMSC”), the contracting entity for the Uniformed
Services Family Health Plan contract, and the HCGH OB/GYN Associates Series, LLC (“HCOB”),
a taxable community based obstetrics and gynecology practice. JHHSC is also the sole
shareholder of Howard County Health Services, Inc. (“HSI”), a taxable entity organized to hold
interests in various health care enterprises, Johns Hopkins Medical Management Corp.
(“*JHMMC?”), a taxable entity organized to provide temporary nursing and clerical staffing and to
promote ambulatory care arrangements in support of JHHS, and Johns Hopkins Employer Health
Programs, Inc. (“EHP”), a taxable third-party administrator for employee health benefit plans self-
funded by the constituent employee sponsors. JHHSC owns a 99.7% interest in Ophthalmology
Associates, LLC (“OA”), a taxable professional services organization which operates an
ophthalmology center at Green Spring Station. JHHSC and the Johns Hopkins University (the
“University”) each own a 50% membership interest in Johns Hopkins HealthCare LLC (“JHHC”), a
taxable managed care entity supporting JHHS and the University in cooperative strategies by
which patient care, education, and research may be advanced. JHHSC consolidates JHHC.
These entities are all operating entities and are collectively known as the “Affiliates”.

Use of estimates. The preparation of financial statements in accordance with accounting
principles generally accepted in the United States of America requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements and the
reported amounts of revenues and expenses during the reporting period. Actual results could
differ from those estimates.

Basis of presentation. The accompanying combined financial statements have been prepared on
the accrual basis of accounting in accordance with accounting principles generally accepted in
the United States of America.

Principles of combination. The combined financial statements include the accounts of JHHSC
and all Affiliates after elimination of all significant intercompany accounts and transactions.

Cash and cash equivalents. Cash and cash equivalents include amounts invested in accounts
with depository institutions which are readily convertible to cash, with original maturities of three
months or less. Total deposits maintained at these institutions at times exceed the amount
insured by federal agencies and therefore, bear a risk of loss. JHHS has not experienced such
losses on these funds.



The Johns Hopkins Health System Corporation and Affiliates
Notes to Combined Financial Statements
for the years ended June 30, 2012 and 2011

Through arrangements with banks, excess operating cash is invested daily. This investment is
considered a cash equivalent in the accompanying Combined Balance Sheets. JHHS earns
interest on these funds at a rate that is based upon the bank"s Federal Funds rate. The interest is
recorded in the accompanying combined Statements of Operations as investment income.

Inventories of supplies. Inventories of supplies are composed of medical supplies, drugs, linen,
and parts inventory for repairs. Inventories of supplies are recorded at lower of cost or market
using a first in, first out method.

Assets whose use is limited. Assets whose use is limited or restricted by the donor are recorded
at fair value at the date of donation, which is then considered cost. Investment income or losses
on investments of temporarily or permanently restricted assets is recorded as an increase or
decrease in temporarily or permanently restricted net assets to the extent restricted by the donor
or law. The cost of securities sold is based on the specific identification method.

Assets whose use is limited include assets set aside for future capital improvements, assets held
by trustees under debt agreements, assets restricted by the board of trustees, pledges
receivable, and assets held for malpractice funding. These assets consist primarily of cash and
short term investments, accrued interest and pledges receivable. The carrying amounts reported
in the Combined Balance Sheets approximate fair value.

Investments and investment income. Investments in equity securities with readily determinable
fair values and all investments in debt securities are recorded at fair value in the Combined
Balance Sheets. Debt and equity securities traded on a national securities and international
exchange are valued as of the last reported sales price on the last business day of the fiscal year;
investments traded on the over-the-counter market and listed securities for which no sale was
reported on that date are valued at the average of the last reported bid and ask prices.

Investments include equity method investments in managed funds, which include hedge funds,
private partnerships and other investments which do not have readily ascertainable fair values
and may be subject to withdrawal restrictions. Investments in hedge funds, private partnerships,
and other investments in managed funds (collectively “alternative investments”), are accounted
for under the equity method, which approximates fair value. The equity method income or loss
from these alternative investments is included in the Statements of Operations as an unrealized
gain or loss above excess of revenues over expenses.

Alternative investments are less liquid than JHHS" other investments. These instruments may
contain elements of both credit and market risk. Such risks include, but are not limited to, limited
liquidity, absence of oversight, dependence upon key individuals, emphasis on speculative
investments, and nondisclosure of portfolio composition.

Investment income earned on cash balances (interest and dividends) is reported in the operating
income section of the Combined Statements of Operations and Changes in Net Assets under
Jnvestment income". Realized gains or losses related to the sale of investments, other than
temporary impairments, and realized gains or losses on alternative investments, are included in
the non-operating section of the Combined Statements of Operations and Changes in Net Assets
in excess of revenues over expenses unless the income or loss is restricted by donor or law. Prior
to April 1, 2011, unrealized gains or losses on investments other than alternative investments are
excluded from excess of revenue over expenses.

On April 1, 2011, JHHS changed the classification of certain investments to a trading portfolio
from available for sale. Certain JHHSC affiliates already held a trading portfolio. Accordingly,
cumulative unrealized gains of $29.8 million were reclassified from below excess of revenues
over expenses to non-operating income included in the ,realized and unrealized gains on



The Johns Hopkins Health System Corporation and Affiliates
Notes to Combined Financial Statements
for the years ended June 30, 2012 and 2011

investments® within the Consolidated Statement of Operations and Changes in Net Assets in
2011. This change was made as management's intent with respect to the nature of the
investment portfolios has changed.

Investments in companies in which JHHS does not have control, but has the ability to exercise
significant influence over operating and financial policies, are accounted for using the equity
method of accounting, and operating results flow through investment income on the Combined
Statements of Operations and Changes in Net Assets. Dividends paid are recorded as a
reduction of the carrying amount of the investment.

Investments in companies in which JHHS does not have control, nor has the ability to exercise
significant influence over operating and financial policies, are accounted for using the cost
method of accounting. Investments are originally recorded at cost, with dividends received being
recorded as investment income.

Property, plant and equipment. Property, plant and equipment acquisitions are recorded at cost.
Depreciation is provided over the estimated useful life of each class of depreciable asset and is
computed using the straight-line method. Equipment under capital lease obligations is amortized
on the straight-line method over the shorter period of lease term or estimated useful life of the
equipment. Estimated useful lives assigned by JHHS range from 3 to 25 years for land
improvements, 3 to 40 years for buildings and improvements, 3 to 25 years for fixed and movable
equipment, and 4 to 20 years for leasehold improvements. Interest costs incurred on borrowed
funds, net of income earned, during the period of construction of capital assets is capitalized as a
component of the cost of acquiring those assets. Repair and maintenance costs are expensed as
incurred. When property, plant and equipment are retired, sold or otherwise disposed of, the
asset’s carrying amount and related accumulated depreciation are removed from the accounts
and any gain or loss is included in operations.

The cost of software is capitalized provided the cost of the project is at least $30 thousand ($100
thousand for JHH) and the expected life is at least two years. Costs include payment to vendors
for the purchase of software and assistance in its installation, payroll costs of employees directly
involved in the software installation, and the interest costs of the software project. Preliminary
costs to document system requirements, vendor selection, and any costs incurred before the
software purchase are expensed. Capitalization of costs ends when the project is completed and
is ready to be used. Where implementation of the project is in phases, only those costs incurred
which further the development of the project will be capitalized. Costs incurred to maintain the
system are expensed.

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

Impairment of long-lived assets. Long-lived assets are reviewed for impairment when events and
circumstances indicate that the carrying amount of an asset may not be recoverable. JHHS"
policy is to record an impairment loss when it is determined that the carrying amount of the asset
exceeds the sum of the expected undiscounted future cash flows resulting from use of the asset
and its eventual disposition. Impairment losses are measured as the amount by which the
carrying amount of the asset exceeds its fair value and are reported in the non-operating section
of the Statements of Operations and Changes in Net Assets. Long-lived assets to be disposed of
are reported at the lower of the carrying amount or fair value less cost to sell. No impairment
charges were recorded in 2012 or 2011.



The Johns Hopkins Health System Corporation and Affiliates
Notes to Combined Financial Statements
for the years ended June 30, 2012 and 2011

Financing expenses. Financing expenses incurred in connection with the issuance of the
Maryland Health and Higher Educational Facilities Authority (‘MHHEFA”) series bonds have been
capitalized and are included in other assets. These expenses are being amortized over the terms
of the related bond issues using the effective interest method.

Medical claims reserve. JHHC"s medical claims reserve is an estimate of payments to be made
for reported claims and losses incurred but not reported. The estimate was developed using
actuarial methods based upon historical data for payment patterns, cost trends, and other
relevant factors. The estimate is continually reviewed and adjusted as necessary as experience
develops or new information becomes known; such adjustments are included in current
operations.

Deferred revenue. JHHC"s capitated receipts received in advance for future services to be
provided are recorded as deferred revenue.

Accrued vacation. JHHS records a liability for amounts due to employees for future absences
which are attributable to services performed in the current and prior periods.

Estimated malpractice costs. The provision for estimated medical malpractice claims includes
estimates of the ultimate gross costs for both reported claims and claims incurred but not
reported. Additionally, an insurance recovery has been recorded representing the amount
expected to be recovered from the self insured captive insurance company.

Noncontrolling interests. JHHC is owned by JHHSC and the University, each member having a
50% interest. JHHC"s profits are divided between the members based on product line. JHHSC
consolidates JHHC and records noncontrolling interests for the profits attributable to the
University. Additionally, JHHC owns a 50% interest in Priority Partners Managed Care
Organization, Inc. (“Priority Partners”), a for-profit joint venture. JHHC consolidates Priority
Partners and records noncontrolling interests for 50% of the profits.

Asset retirement obligations. The Financial Accounting Standards Board"s guidance on
accounting for asset retirement obligations provides for the recognition of an estimated liability for
legal obligations associated with the retirement of tangible long-lived assets, including obligations
that are conditional upon a future event. JHHS measures asset retirement obligations at fair
value when incurred and capitalizes a corresponding amount as part of the book value of the
related long-lived assets. The increase in the capitalized cost is included in determining
depreciation expense over the estimated useful life of these assets. Since the fair value of the
asset retirement obligation is determined using a present value approach, accretion of the
obligation due to the passage of time until its settlement is recognized each year as part of
interest expense in JHHS" Combined Statements of Operations and Changes in Net Assets.

Temporarily and permanently restricted net assets. Temporarily restricted net assets are those
whose use has been limited by donors or law to a specific time period or purpose. Permanently
restricted net assets have been restricted by donors to be maintained in perpetuity. Income
generated from these assets is available as restricted by the donor or for general program
support.

Donor restricted gifts. Unconditional promises to give cash and other assets are reported at fair
value at the date the promise is received. Unconditional promises to give cash to JHHS greater
than one year are discounted using a rate of return that a market participant would expect to
receive at the date the pledge is received. Conditional promises to give and indications of
intentions to give are reported at fair value at the date the gift is received. The gifts are reported
as either temporarily or permanently restricted support if they are received with donor stipulations
that limit the use of the donated assets. When a donor restriction expires, that is, when a
stipulated time restriction ends or purpose for the restriction is accomplished, temporarily



The Johns Hopkins Health System Corporation and Affiliates
Notes to Combined Financial Statements
for the years ended June 30, 2012 and 2011

restricted net assets are reclassified as unrestricted net assets and reported in the Combined
Statements of Operations and Changes in Net Assets as net assets released from restrictions.
Donor restricted contributions whose restrictions are met within the same year as received are
reported as unrestricted contributions in the accompanying combined financial statements.

Grants. JHHS receives various grants from individuals and agencies of the Federal and State
Governments for the purpose of furthering its mission of providing patient care. Grants are
recognized as support and the related project costs are recorded as expenses when services
related to grants are incurred. Grant receivables are included in due from others and grant
income is included in other revenue in the accompanying combined financial statements.

Excess of revenues over expenses. The Combined Statements of Operations and Changes in
Net Assets include excess of revenues over expenses. Changes in unrestricted net assets which
are excluded from excess of revenues over expenses, consistent with industry practice, include,
among other items, changes in unrealized gains and losses on investments other than trading
securities, change in funded status of defined benefit plans, cumulative effect of changes in
accounting principle, permanent transfers of assets to and from affiliates for other than goods or
services, and contributions of long-lived assets (including assets acquired using contributions
which by donor restriction were to be used for the purposes of acquiring such assets).

Income taxes. JHHSC and the Affiliates, except JHMMC, EHP, HSI, OA, HCOB, and JHHC are
not-for-profit organizations that qualify under Section 501(c)(3) of the Internal Revenue Code, and
are therefore not subject to tax under current income tax regulations.

JHHC is classified as a partnership for Federal and State income tax purposes and accordingly,
there is no provision for income taxes in the accompanying combined financial statements.
Taxable income or loss passes through to and is reported by the members in their respective tax
returns. Taxable subsidiaries of Affiliates account for income taxes in accordance with Financial
Accounting Standards Board (“FASB”) guidance on accounting for income taxes. Deferred
income taxes are recognized for the tax consequences in future years for differences between the
tax basis of assets and liabilities and their financial reporting amounts at each year end. Affiliate
subsidiaries otherwise exempt from Federal and State taxation are nonetheless subject to
taxation at corporate tax rates at both the Federal and State levels on their unrelated business
income.

FASB's guidance on accounting for uncertainty in income taxes clarifies the accounting for
uncertainty of income tax positions. This guidance defines the threshold for recognizing tax
return positions in the financial statements as “more likely than not” that the position is
sustainable, based on its technical merits. The guidance also provides guidance on the
measurement, classification and disclosure of tax return positions in the financial statements.
There was no impact on JHHS"financial statements during the years ended June 30, 2012 and
2011.

Acquisition of SMH. Effective November 1, 2010, JHHSC became the sole member of SMH.
SMH is a not-for-profit corporation that operates a general acute care community based hospital
located in northwest Washington D.C. SMH also operates an assisted living residence, skilled
nursing care and an Alzheimer“s unit. No consideration was given for this transaction that was
accounted for using the acquisition method of accounting, which requires all the assets and
liabilities of SMH to be revalued at their fair value as of the acquisition date. The acquisition date
fair values have been determined using various fair value techniques including independent
appraisals for property and equipment, quotations from independent market sources for
investments and debt, and independent actuarial projections for pension, workers compensation,
and medical malpractice liabilities. Since the fair value of SMH's assets was larger than its
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The Johns Hopkins Health System Corporation and Affiliates
Notes to Combined Financial Statements
for the years ended June 30, 2012 and 2011

liabilities, inherent contributions received were recorded by JHHSC. The table below discloses
each major class of asset and liability at fair value as of November 1, 2010 and the inherent
contributions received from this transaction (in thousands):

Cash $ 15,913
Accounts receivable 28,213
Assets whose use is limited 180,056
Investments 441,086
Property and equipment 248,745
Other assets 8,058

Total assets 922,071
Accounts payable and other current liabilities 35,386
Estimated malpractice costs 19,319
Net pension liability 15,455
Long-term debt 117,411
Other liabilities 15,973

Total liabilities 203,544
Unrestricted contribution received 692,164
Temporarily restricted contribution received 14,102
Permanently restricted contribution received 12,261

Total contributions received $ 718,527

Acquisition of ACH and ACHS. Effective April 1, 2011, JHHSC became the sole member of ACH
and ACHS. No consideration was given for this transaction that was accounted for using the
acquisition method of accounting, which requires all the assets and liabilities of ACH and ACHS
to be revalued at their fair value as of the acquisition date. The acquisition date fair values have
been determined using various fair value techniques including independent appraisals for
property and equipment, quotations from independent market sources for investments and debt,
and independent actuarial projections for workers compensation and medical malpractice
liabilities. Since the fair value of ACH and ACHS" assets was larger than its liabilities, inherent
contributions received were recorded by JHHSC. The table below discloses each major class of
asset and liability at fair value as of April 1, 2011 and the inherent contributions received from this
transaction (in thousands):

11



The Johns Hopkins Health System Corporation and Affiliates
Notes to Combined Financial Statements
for the years ended June 30, 2012 and 2011

ACH ACHS

Cash $ 81,763 $ 21,795
Accounts receivable 35,005 6,805
Assets whose use is limited 94,924 15,788
Investments 197,190 72,502
Property and equipment 468,104 35,414
Other assets 32,019 4,232

Total assets 909,005 156,536
Accounts payable and other current liabilities 54,261 2,612
Estimated malpractice costs 20,052 -
Long-term debt 225,435 -
Other liabilities 30,053 4,864

Total liabilities 329,801 7,476
Unrestricted contribution received 552,806 60,755
Temporarily restricted contribution received 13,248 69,725
Permanently restricted contribution received 13,150 18,580

Total contributions received $ 579,204 $ 149,060

New Accounting Standards. Effective July 1, 2011, JHHS adopted the provisions of ASU 2010-
06, “Improving Disclosures about Fair Value Measurements”, which affects entities required to
make disclosures about recurring and nonrecurring fair value measurements. This ASU requires
that the Level 3 fair value roll forward activity be displayed gross, breaking out the purchases,
issuances, sales and settlement activity. The adoption of this ASU did not have a significant
impact on JHHS" disclosures.

Effective July 1, 2011, JHHS adopted the provisions of ASU 2010-23, “Measuring Charity Care
for Disclosure”, which states that direct and indirect cost be used as the measurement basis for
charity care disclosure purposes and that the method used to determine such costs also be
disclosed. The adoption of this ASU had no impact on JHHS"financial condition, results of
operations or cash flows.

Effective July 1, 2011, JHHS adopted the provisions of ASU 2010-24, “Presentation of Insurance
Claims and Related Insurance Recoveries”, which clarifies that health care entities should not net
insurance recoveries against the related claims liabilities. In connection with JHHS" adoption of
ASU 2010-24, JHHS recorded an increase in its assets and liabilities in the accompanying
consolidated Balance Sheet as of June 30, 2012 as follows:

Caption on Combined Balance Sheet 2012
Prepaid expenses and other current assets $ 33,885
Other assets 46,390
Total assets $ 80,275
Current portion of estimated malpractice costs $ 33,885
Estimated malpractice costs, net of current portion 46,390
Total liabilities $ 80,275
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The assets and liabilities represent JHHS" estimated self-insured captive insurance recoveries for
claims reserves and certain claims in excess of self-insured retention levels. The insurance
recoveries and liabilities have been allocated between short-term and long-term assets and
liabilities based upon the expected timing of the claims payments. The adoption had no impact
on JHHS" results of operations or cash flows.

2. Net Patient Service Revenue

JHHS has agreements with third-party payors that provide for payments to JHHS at amounts
different from its established rates. Payment arrangements include prospectively determined
rates per discharge, reimbursed costs, discounted charges, and per diem payments. Net patient
service revenue is reported at the estimated net realizable amounts from patients, third-party
payors, and others for services rendered, including estimated retroactive adjustments under
reimbursement agreements with third-party payors. Retroactive adjustments are accrued on an
estimated basis in the period the related services are rendered and adjusted in future periods as
final settlements are determined. Adjustments mandated by the Health Services Cost Review
Commission are also included in contractual adjustments, a portion of which are also included in
established rates.

SMH and ACH operate outside of the State of Maryland, and are paid prospectively based upon
negotiated rates for commercial insurance carriers, and predetermined rates per discharge for
Medicaid and Medicare program beneficiaries.

JHHS' not-for-profit Affiliates provide care to patients who meet certain criteria under its charity
care policy without charge or at amounts less than its established rates. Such patients are
identified based on information obtained from the patient and subsequent analysis. Because the
Affiliates do not pursue collection of amounts determined to qualify as charity care, they are not
reported as revenue. Direct and indirect costs for these services amounted to $83.2 million and
$58.9 million for the years ended June 30, 2012 and 2011, respectively. The costs of providing
charity care services are based on a calculation which applies a ratio of costs to charges to the
gross uncompensated charges associated with providing care to charity patients. The ratio of
cost to charges is calculated based on JHHS" total expenses (less bad debt expense) divided by
gross patient service revenue.

Capitation payments included in net patient service revenue are recognized as premium
revenues during the period in which JHHS Affiliates are obligated to provide services to its
enrollees at contractually determined rates.

Approximately 18% and 15.9% of patient accounts receivable were due from the Medicare
program, 14.2% and 16.9% from the Medicaid program, 14.9% and 15.9% and from Blue Cross
and Blue Shield, 47.5% and 43.5% from self pay and other third-party payers, and 5.4% and
7.8% from Medicaid managed care organizations as of June 30, 2012 and 2011, respectively.

3. Pledges Receivable

As of June 30, 2012 and 2011, the total value of pledges receivable was $26.6 million and $33.7
million, respectively. Pledges receivable have been discounted at rates ranging from 1.4% to
6.0% and consist of the following (in thousands):
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5 Years
or
As of June 30, 2012 1 Year 2 -5 Years Greater Totals
Departmental capital campaigns $ 719 $ 1,762 $ 289 $ 2,770
Future campus development 9,118 13,101 1,633 23,852

$ 9,837 $ 14,863 $ 1,922 $ 26,622

5 Years
or
As of June 30, 2011 1 Year 2 -5Years Greater Totals
Departmental capital campaigns $ 1,038 $ 1,257 $ 338 $ 2,633
Future campus development 17,707 13,134 198 31,039

$18,745 $ 14,391 $ 536 $ 33,672

Pledges are deemed to be fully collectible and therefore, no allowance for uncollectible pledges
has been recorded.

4, Investments and Assets Whose Use is Limited

Investments (short and long-term) as of June 30 consisted of the following (in thousands):

2012 2011

Carrying Carrying

Amount Amount
Investments in affiliates $ 128,886 $ 105,874
U.S. Treasuries 115,606 217,996
Certificates of deposit 2,024 858
Corporate bonds 192,376 319,278
Asset backed securities 71,212 204,080
Fixed income funds 72,208 43,472
Equities and equity funds 362,078 623,028
Alternative investments 199,874 114,334

$ 1,144,264 $ 1,628,920
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Assets whose use is limited as of June 30 consisted of the following (in thousands):

2012 2011

Carrying Carrying

Amount Amount
Cash and cash equivalents $ 42,350 $ 22,074
U.S. Treasuries 125,034 76,428
Corporate bonds 109,918 68,749
Asset backed securities 51,369 52,811
Fixed income funds 13,047 -
Equities and equity funds 403,169 242,304
Alternative investments 65,426 51,740
Pledges receivable 26,622 33,672
Beneficial interest remainder trust 15,658 23,360
Interest in net assets of HHF/ACF 13,228 14,439
Other 235 235

$ 866,056 $ 585,812

Realized and unrealized gains (losses) on investments for the years ended June 30, included in
the non-operating revenues and expenses section of the Statement of Operations consisted of
the following (in thousands):

2012 2011
Realized gains (losses) on investments $ 7,991 $ 11,364
Unrealized gains (losses) on investments (34,288) 62,385
Total $(26,297) $ 73,749

Investments recorded under the cost or equity method as of June 30 consisted of the following (in

thousands):

Affiliate Cost / Equity % 2012 2011
Johns Hopkins International, LLC (“JHI") Equity 50.00% $ 17,958 $ 17,597
Johns Hopkins Home Care Group, Inc. (*JHHCG”) Equity 50.00% 7,038 7,218
FSK Land Corporation Equity 50.00% 4,569 5,425
Broadway Development Corp. Equity 50.00% 2,081 2,215
Mt. Washington Pediatric Hospital and Foundation Equity 50.00% 18,942 15,990
Dome Corporation Equity 50.00% 3,836 2,804
JHMI Utilities, LLC Equity 50.00% 5,666 3,862
Sibley-Suburban Home Health Agency, Inc. Equity 50.00% 2,315 5,440
Suburban/NRH Medical Rehabilitation, Inc. Equity 50.00% 1,459 968
Germantown Wellness and Fitness, LLC Equity 50.00% 233 531
Rockville Imaging, LLC Equity 40.00% 546 372
Chevy Chase Imaging, LLC Equity 27.00% 693 620
Ten Acres Medical Center, LLC Equity 25.00% 1,948 2,074
Sleep Services of America Equity 24.30% 3,330 3,581
Central Maryland Radiation Oncology, LLC Equity 20.00% 1,537 1,469
Suburban Endoscopy, LLC Equity 20.00% 2,911 118
Johns Hopkins Suburban Health Center, L.P. Cost 19.00% 1,439 1,407
MCIC Bermuda Cost 10.00% 45,381 29,635
MCIC Vermont Cost 10.00% 1,000 1,000
Patient First Corporation Cost 3.00% 750 750
Other 5,254 2,798

$ 128,886 $ 105,874

15



The Johns Hopkins Health System Corporation and Affiliates
Notes to Combined Financial Statements
for the years ended June 30, 2012 and 2011

JHHS consolidates certain affiliates that it owns 50% or more, but less than 100%. The net asset
activity attributable to the noncontrolling interests consisted of the following as of June 30 (in

thousands):

2012 2011
Net assets attributable to noncontrollling interests at
beginning of period $ 42,255 $ 36,658
Income attributable to noncontrolling interests 15,880 15,826
Distributions attributable to noncontrolling interests (7,265) (9,833)
Other comprehensive (loss) income attributable to
noncontrolling interests - (396)
Net assets attributable to noncontrolling interests at
end of period $ 50,870 $ 42 255

5. Fair Value Measurements

FASB's guidance on the fair value option for financial assets and financial liabilities permits
companies to choose to measure many financial assets and liabilities, and certain other items at
fair value. This guidance requires a company to record unrealized gains and losses on items for
which the fair value option has been elected in its performance indicator. The fair value option
may be applied on an instrument by instrument basis. Once elected, the fair value option is
irrevocable for that instrument. The fair value option can be applied only to entire instruments
and not to portions thereof. JHHS did not elect fair value accounting for any asset or liability that
were not currently required to be measured at fair value.

JHHS adopted FASB's guidance on fair value measurements, which defines fair value as the
price that would be received to sell an asset or paid to transfer a liability in an orderly transaction
between market participants at the measurement date, establishes a framework for measuring
fair value, and expands disclosures about such fair value measurements. This guidance applies
to other accounting pronouncements that require or permit fair value measurements and,
accordingly, this guidance does not require any new fair value measurements.

The FASB's guidance establishes valuation techniques such as the market approach, cost
approach and income approach. The guidance establishes a three-tier level hierarchy for fair
value measurements based upon the transparency of inputs used to value an asset or liability as
of the measurement date. The three-tier hierarchy prioritizes the inputs used in measuring fair
value as follows:

e Level 1 — Observable inputs such as quoted market prices for identical assets or liabilities in
active markets;

e Level 2 — Observable inputs for similar assets or liabilities in an active market, or other than
quoted prices in an active market that are observable either directly or indirectly; and

e Level 3 — Unobservable inputs in which there is little or no market data that require the
reporting entity to develop its own assumptions.

The financial instruments categorization within the hierarchy is based upon the lowest level of

input that is significant to the fair value measurement. Each of the financial instruments below
has been valued utilizing the market approach.
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The following table presents the financial instruments carried at fair value as of June 30, 2012
grouped by hierarchy level:

Total Fair

Assets Value Level 1 Level 2
Cash equivalents (1) $ 292816 $ 124,750 $ 168,066
Certificates of deposit (1) 2,636 - 2,636
U.S. Treasuries (2) 241,195 - 241,195
Corporate bonds (2) 306,749 - 306,749
Asset backed securities (2) 116,976 - 116,976
Equities and equity funds (3) 745,169 435,319 309,850
Fixed income funds (4) 105,317 34,000 71,317

Totals $ 1,810,858 $§ 594,069 $ 1,216,789
Liabilities
Interest rate swap agreements (5) $ 279519 § - $ 279,519

The following table presents the financial instruments carried at fair value as of June 30, 2011
grouped by hierarchy level:

Total Fair

Assets Value Level 1 Level 2
Cash equivalents (1) $ 233825 % 43,552 $ 190,273
Certificates of deposit (1) 2,260 - 2,260
U.S. Treasuries (2) 291,439 - 291,439
Corporate bonds (2) 374,793 - 374,793
Asset backed securities (2) 285,878 - 285,878
Equities and equity funds (3) 932,334 623,509 308,825
Fixed income funds (4) 40,911 - 40,911

Totals $ 2,161,440 $ 667,061 $ 1,494,379
Liabilities
Interest rate swap agreements (5) $ 136,750 § - $ 136,750

(1) Cash equivalents, commercial paper, and money market funds include investments with
original maturities of three months or less, including certificates of deposit and overnight
investments. Certificates of deposit, overnight investments and commercial paper that are
carried at amortized cost, which approximates fair value, are classified as level 2. Money
market funds are valued based on the NAV and are classified as level 2.

(2) Forinvestments in U.S. Treasuries (notes, bonds, and bills), corporate bonds, and asset
backed securities, fair value is based on the average of the last reported bid or ask prices;
therefore these investments are rendered level 2. These investments fluctuate in value
based upon changes in interest rates. Until April 1, 2011, significant changes in the credit
quality of the underlying entity were analyzed and any other than temporary impairments was
recorded upon that determination, if any.
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(3) Equities include individual equities and investments in mutual funds, commingled trusts and
hedge funds. The individual equities and mutual funds are valued based on the closing price
on the primary market and are rendered level 1. The commingled trusts and hedge funds are
valued regularly within each month utilizing NAV per unit and are rendered level 2.

(4) Fixed income funds are inv