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Independent Auditor’'s Report

Board of Managers

Bexar County Hospital District
d/b/a University Health System

San Antonio, Texas

Report on the Financial Statements

We have audited the accompanying financial statements of the business-type activities, the discretely
presented component unit and the aggregate remaining fiduciary fund information of Bexar County
Hospital District d/b/a University Health System (the System), collectively a component unit of Bexar
County, Texas, as of and for the years ended December 31, 2017 and 2016, and the related notes to the
financial statements, which collectively comprise the System’s basic financial statements as listed in the
table of contents.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audits. We did not
audit the financial statements of University Health System Pension Plan (the Pension Plan), a fiduciary
fund of the System. Those statements were audited by other auditors, whose report has been furnished to
us, and our opinion, insofar as it relates to the amounts included for the Pension Plan, is based solely on
the report of the other auditors. We conducted our audits 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 from material misstatement. The financial statements of the Pension Plan
and Community First Health Plans, which are included in the System’s financial statements, were not
audited in accordance with Government Auditing Standards.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or error.
In making those risk assessments, the auditor considers internal control relevant to the entity’ s preparation
and fair presentation of the financial statements 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 the entity’s
internal control. Accordingly, we express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting estimates
made by management, as well as evaluating the overall presentation of the financial statements.
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We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinions.

Opinions

In our opinion, based on our audits and the report of the other auditors, the financial statements referred to
above present fairly, in all material respects, the respective financial position of the business-type
activities, the discretely presented component unit and the aggregate remaining fiduciary fund
information of the System as of December 31, 2017 and 2016, and the respective changes in financial
position and, where applicable, cash flows thereof for the years then ended in accordance with accounting
principles generally accepted in the United States of America.

Emphasis of Matter

As discussed in Note 10 to the financial statements, in 2017, the System adopted GASB Statement No.
74, Financial Reporting for Postemployment Benefit Plans Other Than Pension Plans by applying the
provisions of the Statement retrospectively to 2016. Our opinions are not modified with respect to this
matter.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis, pension information and other postretirement benefits information listed in the
table of contents be presented to supplement the basic financial statements. Such information, although
not part of the basic financial statements, is required by the Governmental Accounting Standards Board,
who considers it to be an essential part of financial reporting for placing the basic financial statementsin
an appropriate operational, economic or historical context. We and the other auditors have applied certain
limited procedures to the required supplementary information in accordance with auditing standards
generally accepted in the United States of America, which consisted of inquiries of management about the
methods of preparing the information and comparing the information for consistency with management’s
responses to our inquiries, the basic financial statements and other knowledge we obtained during our
audits of the basic financial statements. We do not express an opinion or provide any assurance on the
information because the limited procedures do not provide us with sufficient evidence to express an
opinion or provide any assurance.

Other Information

Our audits were conducted for the purpose of forming an opinion on the financial statements that
collectively comprise the System’s basic financia statements. The report of management responsibility
information as listed in the table of contents is presented for purposes of additional analysis and is not a
required part of the basic financial statements. Such information has not been subjected to the auditing
procedures applied in the audits of the basic financial statements, and accordingly, we do not express an
opinion or provide any assurance on it.
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Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated May 23, 2018,
on our consideration of the System’s 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.
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 in considering the System’s internal control over
financia reporting and compliance.

BED L

Dallas, Texas
May 23, 2018



Bexar County Hospital District
d/b/a University Health System

A Component Unit of Bexar County, Texas
Management’s Discussion and Analysis
Years Ended December 31, 2017 and 2016
(In Thousands)

Introduction

This management’s discussion and analysis of the financial performance of Bexar County Hospital
District d/b/a University Health System (the System) provides an overview of the System’s financial
activities for the years ended December 31, 2017 and 2016. It should be read in conjunction with the
financia statements of the System.

The System continues to pursue its strategic vision to be the premier health system in south Texas,
committed to delivering patient-centered, culturally competent and high quality health care, based on a
strong foundation of outcomes-based research and innovative teaching. This vision guides decision-
making and operational execution. The Triple-Aim Plus concept continues to be the guiding principles of
how the System executes its strategy to serve the community. The System continues to be successful in
executing the aims of: improving quality, safety and outcomes; improving the patient experience;
improving efficiencies and improving access to care. These principles are the foundation of health care
transformation and all initiatives pursued are developed in the spirit of transforming care using the Triple-
Aim Plus goals.

2017 Highlights

A host of significant accomplishments in 2017 are already directly and positively impacting the patients
served and positioning the System to effectively meet the challenges and opportunities related to health
care reform and the Texas Transformation and Quality Improvement Program 1115 Waiver (the Waiver).
Highlights of key initiatives and their outcomes relative to Triple-Aim Plus include:

Quality, Safety and Outcomes

e Ranked by U.S. News & World Report as the #1 best hospital in the San Antonio metro area for
the seventh year in arow, the twelfth best hospital in Texas, and among the top 50 nationally in
gynecology.

¢ Received verification by the American College of SurgeonsasalLevel | adult trauma center and
Level | pediatric traumaand burn center. University Hospital serves the 22-county trauma region
of South Texas as the only pediatric trauma center, and one of two Level | adult trauma centers,
thanks to our partnership with Brooke Army Medical Center.

o Designation asalevel 1V neonatal intensive care unit by the Texas Department of State Health
Services. Level 1V signifies the highest level of care available for premature and very sick babies.

o Certified by the by the American Heart Association/American Stroke Association for the Get
With The Guidelines-Stroke Gold Plus and Target: Stroke Elite Plus Award.

e Recognized by the American Heart Association asa 2017 Mission: Lifeline STEMI Receiving
Center — Silver Achievement Award hospital.

o Received full Chest Pain Accreditation, certified by The American College of Cardiology asa
Chest Pain with Percutaneous Coronary Intervention Center.



Received recognition from Hospitals & Health Networks as a “Most Wired” ingtitution in its
annual survey - an industry-standard benchmark for measuring meaningful use adoption of health
care information technology.

The Patient Experience

There is a direct link between the level of an employee's engagement and hig’her performance.
Thisis especialy critical in a high-stakes healthcare organization. In response to staff surveyswe
enhanced internal communications in 2017, including a revamped weekly printed and
online/emailed newsdletter, Weekly InfoHuddles across the organization, Town Hall Meetings,
text messaging capability, leadership education on communicating with employees, and a
reduction in the one-off emails. The result was a 10% improvement in staff survey responses for
the “would definitely recommend as a place to work” question, which is now 27% higher than the
national average. Patient experience survey responses are also above national averages. The
Health System ended 2017 with 81.5% of our hospital patients saying they “would definitely
recommend” University Hospital to friends and family (73 percentile nationally).

In arelated consideration to patient experience, the health system is performing well in consumer
preference surveys conducted by third party research groups. In 2017, University Health System
improved unaided brand awareness among potential patients, as well as its overall brand image
and preference indicators. The System ended the year as the “Most Preferred for all Health
Needs’ in the highly regarded NRC Market Insights Consumer Study, and had the highest “Best
Image/Reputation” score in the market.

Efficiencies

The System either met or was able to carry-forward all DSRIP milestones due in 2017 under the
Waiver. Some carry-forward results were able to be reported as successful in the following
reporting period.

Integrated lean management continues to be expanded through training initiatives to all levels of
staff and incorporated in weekly rounding discussions in operational and financial departments.
The System developed and implemented service line daily benchmark reports for activity and
labor productivity.

Access to Care

Celebrated 100 years of service to our community from when the Robert B. Green Memorid
Hospital opened its doorsto patientsin February 1917.

Received Board of Managers and Bexar County Commissioner Court approva to proceed with the
development of a new Women's and Children’s Tower at University Hospital along with a new
heart, vascular and advanced endoscopy center.

The System opened a new ambulatory location on San Antonio Eastside. The Dr. Robert L.M.
Hilliard Center, named for a well-known community OB/GY N who recently passed away, was met
with an enthusiastic response from the community.

Celebrated the 20" anniversary of Carelink, a financia assistance program for qualified Bexar
County residents.

Supported the region's disaster response during Hurricane Harvey participating in the Southwest
Regional Advisory Council’s Regional Medica Operations Center and accepted medical evacuees
from the affected aress.

The Levd | trauma center at University Hospital activated its mass casualty protocol and cared for
nine of the patients who were injured in the Sutherland Springs church shooting in November 2017.
The team received significant national and internationa recognition for its skilled and compassionate
handling of thistragedy.



Financial Highlights

e The System’s net position increased by $54.4 million or 5.1% in 2017 and increased by $81.8
million or 8.3% in 2016. The increase in net position in both yearsis primarily dueto increasesin
operating revenue and property tax revenue as discussed below.

e During 2017, the System’s total operating revenue increased by $110.7 million or 8.9%, while
total operating expenses increased by $182.3 million or 12.1%. During 2016, the System’s total
operating revenue increased by $140.9 million or 12.9%, while total operating expenses increased
by $165.5 million or 12.4%.

e The System invested $52.7 million in capital assetsin 2017 and $78.5 million in 2016, as part of
the ongoing Capital Improvement Plan.

Financial Analysis of the System

The balance sheets and the statements of revenue, expenses, and changes in net position report
information about the System’s financial activities. These two statements report the net position of the
System and changes in the net position. Increases or decreases in the System’s net position are one
indicator of whether its financia health is improving or deteriorating. However, other nonfinancial
factors such as changes in economic conditions, population growth, growth in the number of uninsured
and working poor, taxable property values and tax rates, and new or changed state and federal
government funding should also be considered.

A summary of the System’ s balance sheetsis presented in Table 1 asfollows:

TABLE 1
Condensed Balance Sheets
2017 2016 2015
Assets
Current and other assets $ 1,446,127 $ 1,330,439 $ 1,186,524
Capital assets, net 1,169,022 1,199,289 1,200,256
Total assets 2,615,149 2,529,728 2,386,780
Deferred Outflows of Resour ces 75,423 52,367 23,149
Total assets and deferred outflows
of resources $ 2,690,572 $ 2,582,095 $ 2,409,929
Liabilities
Long-term debt $ 670,082 $ 703,770 $ 711,941
Net pension liability 166,683 139,998 118,348
Other liabilities 303,311 274,431 230,501
Total liabilities 1,140,076 1,118,199 1,060,790
Deferred I nflows of Resour ces 430,984 398,797 365,798
Net Position
Net investment in capital assets 507,471 502,112 500,834
Restricted - expendable 40,037 22,295 30,787
Unrestricted 572,004 540,692 451,720
Total net position 1,119,512 1,065,099 983,341
Total liabilities, deferred inflows
of resources and net position $ 2,690,572 $ 2,582,095 $ 2,409,929




As seen in Table 1, net position increased by $54.4 million in 2017. The increase in net position results
primarily from an increase in patient service revenue attributable to growth in inpatient and outpatient
services for adults and pediatrics. Additionally, growth in Community First Health Plans, Inc. (CFHP)
covered members and service lines contributed to an increase in premium revenue. Property tax revenue,
which is reflected as a component of honoperating revenues, also increased significantly from prior year
and is attributable to higher property valuesin Bexar County aswell as taxes on new property values. Net

position increased by $81.8 million to $1.1 billion in 2016, up from $983.3 million in 2015.

Summary of Revenues, Expenses and Changes in Net Position

The following table presents a summary of the System'’s historical revenues and expenses for each of the

fiscal years ended December 31, 2017, 2016 and 2015:

TABLE 2
Condensed Statements of Revenues, Expenses and Changes in Net Position

Operating Revenues
Net patient service revenue

Premium revenue
Other revenue
Total operating revenues
Operating Expenses
Salaries and employee benefits
Medical claims expense
Purchased services, supplies and other
Depreciation
Total operating expenses
Operating L oss

Nonoperating Revenues, Net

Increasein Net Position

2017 2016 2015
$ 769459  $ 754,014 693,220
496,472 391,048 328,389
81,498 91,691 74,210
1,347,429 1,236,753 1,095,819
564,395 526,309 474,668
450,462 336,398 282,252
587,409 560,630 498,643
82,526 79,119 81,418
1,684,792 1,502,456 1,336,981
(337,363) (265,703) (241,162)
391,776 347,461 312,161
$ 54413  $ 81,758 70,999




Sources of Revenues

Table 3 presents a summary of the System’ s historical sources of gross revenues.

Operating Revenues
Net patient service revenue
Premium revenue
Other revenue

Total operating revenues

Nonoperating Revenues (Expenses)
Investment return
Interest expense
Debt issuance costs
Gain on sale of equity investment
Property tax revenue, net
Proceeds from tobacco settlement

Build America Bond interest subsidy

Total nonoperating revenues, net

TABLE 3
Sources of Gross Revenue by Percentage
2017 2016 2015
44.3% 48.1% 49.2%
28.5% 24.4% 23.3%
4.7% 5.7% 5.3%
77.5% 78.3% 77.8%
0.5% 0.2% 0.2%
-1.9% -2.2% -2.7%
0.0% -0.1% 0.0%
0.0% 0.0% 0.6%
23.0% 22.9% 23.1%
0.4% 0.3% 0.4%
0.5% 0.5% 0.6%
22.5% 21.6% 22.2%
100% 100% 100%

Total revenues

Operating Revenues

During 2017, the System derived approximately 77.5% of its total revenue from operating revenues,

compared to 78.3% in 2016 and 77.8% in 2015.

generated from premium revenue increased due to increased membership in CFHP.

In 2017, the percentage of total operating revenue

Table 4 presents the relative percentages of gross charges billed for patient services by payer for the fiscal
years ended December 31, 2017, 2016 and 2015:

Medicare
Medicaid
Self-pay
Commercial insurance
Other
Total

TABLE 4

Payer Mix by Percentage

Year Ended December 31,

2017 2016 2015
25% 25% 24%
24 24 23
25 24 26
25 26 26
1 1 1
100% 100% 100%




Nonoperating Revenues

During 2017, the System derived 23.0% of its total revenues from ad valorem taxes (property taxes),
compared to 22.9% in 2016 and 23.1% in 2015. The Bexar County Commissioners Court is authorized to
levy taxes on property within Bexar County to provide for the maintenance and operations of the
System’ sfacilities and for debt service on approved debt issuances.

For the years ended December 31, 2017, 2016 and 2015, investment return comprised 0.5%, 0.2% and
0.2%, respectively, of total revenue and was made up of interest income, net realized gains/losses and net
unrealized market gains/losses.

For the years ended December 31, 2017, 2016 and 2015, tobacco revenue comprised 0.4%, 0.3% and
0.4%, respectively, of total revenues and represented the System’s allocation of earnings on the state's
permanent trust funds from a settlement with tobacco companiesin 1998.

For the years ended December 31, 2017, 2016 and 2015, the Build America Bonds (BABS) interest
subsidy comprised 0.5%, 0.5% and 0.6%, respectively, of total revenues and was made up of funds paid
by the U.S. Treasury to subsidize interest costs on the BABs bond issuances.

Operating and Financial Performance

Overdl activity of the System, as measured by patient discharges adjusted for outpatient activity,
increased 7.5% to 59,007 in 2017 from 54,907 in 2016. In 2017, net patient service revenue increased by
$15.4 million to $769.5 million or 2.0% due primarily to increased volume.

In 2017, premium revenue increased by $105.4 million to $496.5 million or 27.0%. This increase is
attributable to growth in membership due to the STAR Kids line of business, which is the new Medicaid
product for disabled children.

In 2017, other operating revenue decreased by $10.2 million to $81.5 million or 11.1%. This decrease is
primarily attributable to a decrease in capitation payments received by CFHP related to the Network
Access Improvement Program (NAIP). There is a comparable decrease in operating expenses associated
with decreased NAIP incentive payments to participating providers. Overall, total operating revenue of
$1.3 billion increased $110.7 million or 8.9% in 2017 compared to the total of $1.2 hillion in 2016 that
increased by $140.9 million or 12.9%. The increase in both years is attributable to the increase in net
patient service revenue and premium revenue discussed above.

Employee compensation increased by $38.1 million or 7.2% in 2017 and $51.6 million or 10.9% in 2016.
The increases are attributed to increased staffing due to increased activity in the hospital and clinic
expansion initiatives.

Medical claims expense increased by $114.1 million or 33.9% in 2017 and $54.1 million or 19.2% in
2016. Increasesin both years are attributable to increases in membership.

Purchased services, supplies and other expenses had an overall increase of $26.8 million or 4.8% in 2017
and an overall increase of $62.0 million or 12.48% in 2016. Of this amount, purchased services increased
by $13.1 million or 6.1% in 2017. The increases are attributed to maintenance costs for equipment and
increased activity in the hospital and clinic expansion initiatives.

Depreciation expense increased by $3.4 million or 4.3% in 2017 and decreased by $2.3 million or 2.8%in
2016. The 2017 increase in depreciation expense is a result the System brining completed projects into
operations throughout 2016 and 2017. The 2016 decrease in depreciation expense is a result of a number
of short-lived assets (such as equipment and information technology related expenditures) reaching the
end of their useful lives.



Overall, total operating expenses increased by $182.3 million to $1.7 billion or 12.1% in 2017 and by
$165.5 million to $1.5 billion or 12.4% in 2016.

Overall, nonoperating revenues (expenses) of $391.8 million increased by $44.3 million or 12.8% from
2016. Nonoperating revenues (expenses) consists of property tax revenue, investment income, proceeds
from the tobacco settlement (the settlement of litigation between the State Attorney General and various
tobacco companies), BAB subsidy payments, interest expense on bonds and debt issuance costs.

In 2017, property taxes were levied to support maintenance and operations and debt service. Overall
property taxes increased by $32.7 million to $399.7 million compared to the 2016 taxes of $366.9 million.
Of the $399.7 million, $341.8 million was to support maintenance and operations. The remaining
$57.9 million in property tax revenue is a debt service property tax to fund the payment of principal and
interest (debt service) on the Certificates of Obligation issued in 2008, 2009, 2010, and 2015 and the
Limited Tax Refunding Bonds, Series 2016.

Capital Assets and Long-term Debt

During fiscal years 2017 and 2016, the System invested $52.7 million and $78.5 million, respectively, in
a broad range of capital assets. Table 5 presents an analysis of capital asset balances between 2017, 2016
and 2015:

TABLE 5
Capital Assets
2017 2016 2015
Land and land improvements $ 20,906 $ 20,864 $ 19,449
Building and improvements 1,368,375 1,337,686 1,299,977
Equipment 451,613 413,108 390,101
Construction in progress 5,983 29,610 17,237
1,846,877 1,801,268 1,726,764
Less accumulated depreciation 677,855 601,979 526,508
Capital assets, net of
accumul ated depreciation $ 1,169,022 $ 1,199,289 $ 1,200,256

Construction in progress (CIP) decreased by $23.6 million in 2017. Other capital assets increased $69.2
million related to ongoing capital requirements such as clinica equipment, information system and
facility expansion.

ClIPincreased by $12.4 million in 2016. Other capital assetsincreased $62.1 million related to ongoing
capital requirements such as clinical equipment and information systems.

In August 2016, the System advance refunded $215.5 million of the combination tax and revenue
Certificates of Obligation, Series 2008 Certificates with the issuance of the Limited Tax Refunding
Bonds, Series 2016. Long-term debt transactions in 2017 and 2016 are discussed more fully in Note 8.
As discussed in Note 17, the System issued $238,565 in combination tax and revenue Certificates of
Obligation subsequent to year-end to fund new construction projects and facility improvements.
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Economic Factors and Key Challenges

The System continues to serve as the anchor facility under the Waiver for RHP 6 which is comprised of
22 counties. A RHP plan was devel oped to understand and address health care needs throughout the RHP
region and to develop a regional health care model focused on improving the experience of care for
patients and their families, improving the health of the region, and reducing the cost of care without
compromising quality. The RHP plan continues to be implemented and monitored to document improved
access to care for individual and population health at alower cost, delivered more efficiently.

Staff and the Board of Managers continue to monitor and consider many factors that have a direct or
indirect impact on future operations of the System that include the following:

The Waiver was originally effective from December 12, 2011 to September 30, 2016 and
extended through December 2017 as HHSC and the Centers for Medicare and Medicaid Services
(CMYS) negotiated alonger term extension. On December 31, 2017, HHSC received an approved
extension from CM S for the period of January 1, 2018 through September 30, 2022. Among
other changes, the approved plan limits UC Pool funding to the cost of providing charity care and
requires a phase out of the DSRIP program over the five year period.

Growing activity and improving operating efficiencies

Achieving the metrics for the 1115 Waiver projects

Continue executing the Pediatric Transition Plan Mitigating the impact of changes to state and
federal funding sources

Determining the impact of changes to the Affordable Care Act

Strategic Plans to Meet These Challenges

Continuing to maximize the Lean Management System (LMS) aimed at:

0 Incorporating lean continuous process improvement principles and techniques into daily
management processes to deliver value to our patients with minimum wasted time,
supplies and effort

o Facilitating rapid improvements

0 Executing across all operational and support departments as well as across hospital and
ambulatory services

0 Assuring amechanismisin place to develop, sustain and improve processes over time

Design and develop plan to convert existing EMR to the fully integrated Epic platform
Development of a solution for System dialysis and clinic services.
Continued construction activities on the main campus to accommodate our growing pediatric
serviceline.
Implementing strategic tactics to fulfill projected activity by:
o0 Focusing on key service lines
» Trauma
*  Transplant
= Cardiovascular
» Neurosciences
» Pediatrics/ Children’s Health
=  Women'sHealth Servicesincluding perinatal and neonatal care
= Oncology
o Enhancing marketing, outreach and referral development
0 Executing planned clinical integration and physician alignment initiatives with key
service line physicians

11



o Planning, design and construction of anew Women's and Children’s Tower with a
completion date in 2022
e Leveraging current technology, data and tools
e Enhancing human capital through recognition programs and continuous learning
e Produce positive financial resultsin order to prefund our annual capital budget (currently routine
capital expenditures are funded in the year the capital is expended).

Contacting the System’s Financial Manager

This financia report is designed to provide our citizens, customers, bond holders, and creditors with a
general overview of the System’s finances and to demonstrate the System’s accountability for the money
it receives. The report is available at www.universityhealthsystem.com. If you have questions about this
report or need additional financial information, contact the System’s Financia Offices at 4502 Medical

Drive, San Antonio, Texas 78229.

12


http:www.universityhealthsystem.com

13



Bexar County Hospital District
d/b/a University Health System

A Component Unit of Bexar County, Texas

Assets and Deferred Outflows of Resources
Current Assets
Cash and cash equivaents
Short-term investments
Patient accounts receivable, net
Property taxes receivable, net
Estimated amounts due from third-party payers
Prepaid expenses and other current assets

Total current assets

Noncurrent Cash and I nvestments
Noncurrent investments
Internally designated for capital acquisitions
improvements
Internally designated for contingencies
Held by trustee for professional self-insurance
Held by trustee for capital acquisition and debt service

Total noncurrent cash and investments
Capital Assets, Net
Other Assets
Long-term patient accounts receivable, net
Other
Total assets
Deferred Outflows of Resour ces
Loss on bond refunding
Pensions

Total deferred outflows of resources

Total assets and deferred outflows of resources

See Notes to Financial Statements

Balance Sheets

December 31, 2017 and 2016

(In Thousands)

2017 2016
Component Unit Component Unit
System Foundation Total System Foundation Total
86513 $ 4909 % 91,422 $ 200547 % 6,944 207,491
365,119 2,524 367,643 215,543 - 215,543
122,843 - 122,843 95,798 - 95,798
215,777 - 215,777 269,830 - 269,830
76,047 - 76,047 67,633 - 67,633
83,236 387 83.623 49,462 305 49,767
949,535 7.820 957.355 3803.813 7,249 906,062
45,280 - 45,280 27,957 - 27,957
147,905 - 147,905 120,135 - 120,135
255,216 - 255,216 223,048 - 223,048
5,103 - 5,103 5,053 N 5,053
32,726 - 32.726 38.700 - 38,700
486,230 - 486230 414,893 - 414,893
1,169,022 - 1,169,022 1,199,289 - 1,199,289
4,929 - 4,929 10,053 - 10,053
5,433 65 5498 6.680 50 6,730
2,615,149 7.885 2,623,034 2,529,728 7,299 2,537,027
14,374 - 14,374 15,144 - 15,144
61,049 - 61,049 37.223 - 37,223
75,423 - 75.423 52.367 - 52,367
2690572 $ 7.885 $ 2,698,457 $ 2,582,095 $ 7,299 2,589,394
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Bexar County Hospital District

d/b/a University Health System

A Component Unit of Bexar County, Texas
Balance Sheets (Continued)
December 31, 2017 and 2016
(In Thousands)

2017 2016
Liabilities, Deferred Inflows of Component Unit Component Unit
Resources and Net Position System Foundation Total System Foundation Total
Current Liabilities
Current maturities of long-term debt $ 17,975 $ - $ 17,975 $ 30,265 $ - $ 30,265
Accounts payable and accrued expenses 217,233 84 217,317 188,196 63 188,259
Medical claims payable 52,069 - 52,069 46,757 - 46,757
Revenue received in advance 6,027 - 6,027 5,277 - 5,277
Estimated amounts due to third-party payers 22,813 - 22,813 31,299 - 31,299
Total current liabilities 316,117 84 316,201 301,794 63 301,857
Estimated Self-insurance Costs 5,169 - 5,169 2,902 - 2,902
Net Pension Liability 166,683 - 166,683 139,998 - 139,998
Long-term Debt 652,107 - 652,107 673,505 - 673,505
Tota liabilities 1,140,076 84 1,140,160 1,118,199 63 1,118,262
Deferred Inflows of Resources
Property taxes 427,393 - 427,393 398,797 - 398,797
Pensions 3,591 - 3,591 - - -
Total deferred inflows of resources 430,984 - 430,984 398,797 - 398,797
Net Position
Net investment in capital assets 507,471 - 507,471 502,112 - 502,112
Restricted - expendable 40,037 5,640 45,677 22,295 5,439 27,734
Restricted - non-expendable - 330 330 - 323 323
Unrestricted 572,004 1,831 573,835 540,692 1,474 542,166
Total net position 1,119,512 7,801 1,127,313 1,065,099 7,236 1,072,335
Total liabilities, deferred inflows
of resources and net position 2,690,572 $ 7,885 2,698,457 2,582,095 $ 7,299 2,589,394
See Notes to Financial Statements 15



Operating Revenues
Net patient service revenue
Premium revenue
Other revenue

Total operating revenues

Oper ating Expenses
Salaries and employee benefits
Medical claims expense
Purchased services
Medical services
Supplies and other
Depreciation

Total operating expenses

Operating | ncome (L 0ss)
Nonoper ating Revenues (Expenses)

Investment return

Interest expense

Debt issuance costs

Property tax revenue, net

Proceeds from tobacco settlement

Build America Bond interest subsidy

Total nonoperating revenues, net

Changesin Net Position
Net Position, Beginning of Y ear

Net Position, End of Year

See Notes to Financial Statements

Bexar County Hospital District

d/b/a University Health System

A Component Unit of Bexar County, Texas
Statements of Revenues, Expenses and Changes in Net Position
Years Ended December 31, 2017 and 2016
(In Thousands)

2017

2016

Component Unit

Component Unit

System Foundation Total System Foundation Total
$ 769,459 $ - $ 769,459 754,014 $ - $ 754,014
496,472 - 496,472 391,048 - 391,048
81,498 1,735 83,233 91,691 1,658 93,349
1,347,429 1,735 1,349,164 1,236,753 1,658 1,238,411
564,395 - 564,395 526,309 - 526,309
450,462 - 450,462 336,398 - 336,398
226,426 - 226,426 213,315 - 213,315
138,390 - 138,390 124,054 - 124,054
222,593 1,227 223,820 223,261 1,309 224,570
82,526 - 82,526 79,119 - 79,119
1,684,792 1,227 1,686,019 1,502,456 1,309 1,503,765
(337,363) 508 (336,855) (265,703) 349 (265,354)
8,472 57 8,529 4,659 27 4,686
(32,347) - (32,347) (35,987) - (35,987)
- - - (1,949) - (1,949)
399,652 - 399,652 366,930 - 366,930
7,773 - 7,773 5,580 - 5,580
8,226 - 8,226 8,228 - 8,228
391,776 57 391,833 347,461 27 347,488
54,413 565 54,978 81,758 376 82,134
1,065,099 7,236 1,072,335 983,341 6,860 990,201
$ 1,119,512 $ 7,801 $ 1,127,313 1,065,099 $ 7,236 $ 1,072,335
16



Bexar County Hospital District

d/b/a University Health System

A Component Unit of Bexar County, Texas
Statements of Cash Flows
Years Ended December 31, 2017 and 2016
(In Thousands)

2017 2016
Operating Activities
Receipts from and on behalf of patients $ 743,850 $ 793,615
Premiums collected, net of reinsurance 493,842 378,993
Payments to suppliers and contractors (603,818) (554,178)
Benefit and loss payments (439,289) (312,975)
Payments to or on behalf of employees (553,289) (514,274)
Other receipts, net 79,938 91,184
Net cash used in operating activities (278,766) (117,635)
Noncapital Financing Activities
Receipt of property taxes supporting operations 412,367 271,263
Proceeds received from tobacco settlement 7,773 5,580
Net cash provided by noncapital financing activities 420,140 276,843
Capital and Related Financing Activities
Receipt of property taxes for debt service 69,934 44,159
Principal paid on long-term debt (30,265) (24,271)
Interest paid on long-term debt (34,800) (38,321)
Receipt of Build America Bond interest subsidy 8,234 8,271
Purchase of capital assets (55,834) (75,134)
Proceeds from sale of capital assets 100 930
Net cash used in capital and related financing
activities (42,631) (84,366)
Investing Activities
Interest on investments 8,136 4,659
Purchase of investments (801,273) (749,821)
Proceeds from disposition of investments 580,360 584,566
Net cash used in investing activities (212,777) (160,596)
Decrease in Cash and Cash Equivalents (114,034) (85,754)
Cash and Cash Equivalents, Beginning of Y ear 200,547 286,301
Cash and Cash Equivalents, End of Year $ 86,513 $ 200,547

See Notes to Financial Statements




Bexar County Hospital District
d/b/a University Health System

A Component Unit of Bexar County, Texas

Statements of Cash Flows (Continued)
Years Ended December 31, 2017 and 2016

(In Thousands)

Reconciliation of Operating Lossto Net Cash Used in
Operating Activities

Operating loss

Depreciation

Provision for uncollectible accounts

Changesin operating assets and liabilities
Patient accounts receivable, net
Estimated third-party payer settlements
Accounts payable and accrued expenses
Net pension liability
Deferred outflows of resources - pensions
Other assets, deferred outflows of resources, liabilities and

deferred inflows of resources

Net cash used in operating activities

Noncash I nvesting, Capital and Financing Activities
Capital asset acquisitions included in accounts payable
and accrued expenses

In August 2016, the System advance refunded $215,485 of the Series
2008 Certificates with the issuance of the Limited Tax Refunding Bonds
(the 2016 Bonds). Proceeds of $230,077 were deposited immediately for
the defeasance of the outstanding bond principal and related accrued
interest.

See Notes to Financial Statements

2017 2016
$ (337,363) (265,703)
82,526 79,119
151,458 136,751
(175,961) (147,394)
(16,900) 32,768
40,341 39,480
26,685 21,649
(23,826) (14,074)
(25,726) (231)
$ (278,766) (117,635)
$ 5,843 9,018
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Bexar County Hospital District

d/b/a University Health System

A Component Unit of Bexar County, Texas
Pension Plan — Statements of Fiduciary Net Position
December 31, 2017 and 2016
(In Thousands)

2017 2016
Assets
Cash and cash equivalents $ 2,370 3,628
Receivables:
Transfer receivable - 727
Accrued income 20 19
Accrued employer contributions 365 321
Total receivables 385 1,067
Investments:
Marketable securities:
Common stocks 41,773 32,986
Mutual funds - common stocks 77,345 60,363
Mutual funds - fixed income securities 71,719 80,595
Pooled international equity fund 101,066 74,855
Total marketable securities 291,903 248,799
Alternative investments:
Investment in Portfolio Advisors Private Equity Fund VI, VIl and VIII L.P. 20,680 20,124
Investment in Crestline Offshore Fund, Ltd. 228 902
Investment in Private Advisors Stable Value ERISA Fund, LTD 1,604 5,034
Investment in Heitman Real Estate Trust 35,235 33,271
Investment in Standard Life Investments 15,326 -
Investment in Newton Investment Management 15,217 -
Total aternative investments 88,290 59,331
Total investments 380,193 308,130
Total assets 382,948 312,825
Liabilities
Accounts payable and accrued expenses 248 214
Net position restricted for pension benefits $ 382,700 312,611

See Notes to Financial Statements
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Bexar County Hospital District

d/b/a University Health System

A Component Unit of Bexar County, Texas
Pension Plan — Statements of Changes in Fiduciary Net Position
Years Ended December 31, 2017 and 2016
(In Thousands)

2017 2016
Additions:
Contributions:
Plan member $ 7,325 $ 6,589
Employer 25,804 19,289
33,129 25,878
Net investment income:
Interest income 79 48
Dividend income 5,309 5,275
Net appreciation in fair value of investments 50,475 17,885
Investment expenses (866) (670)
54,997 22,538
Total additions 88,126 48,416
Deductions:
Benefit payments 17,799 18,040
Administrative expenses 238 246
Total deductions 18,037 18,286
Change in net position restricted for pension benefits 70,089 30,130
Net position - beginning of year 312,611 282,481
Net position - end of year $ 382,700 $ 312,611

See Notes to Financial Statements 20



Bexar County Hospital District

d/b/a University Health System

A Component Unit of Bexar County, Texas
Retiree Health Trust — Statements of Fiduciary Net Position
December 31, 2017 and 2016
(In Thousands)

2017 2016
Assets
Investments
Wells Fargo Treasury Money Market $ 917 $ 958
Vanguard Institutional Index Fund 35,238 28,933
Dodge & Cox Income Fund 4,592 4,400
Natixis Loomis Sayles Core Plus Bond 4,547 4,318
Total assets 45,294 38,609
Liabilities
Accounts payable and accrued expenses - 5
Net position restricted for other postemployment benefits $ 45,294 $ 38,604

See Notes to Financial Statements
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Bexar County Hospital District

d/b/a University Health System

A Component Unit of Bexar County, Texas
Retiree Health Trust — Statements of Changes in Fiduciary Net Position
Years Ended December 31, 2017 and 2016
(In Thousands)

2017 2016
Additions:
Contributions $ 2,437 $ 4,004
Net investment income:
Interest and dividend income 897 872
Net realized gains and appreciation in fair value of investments 5,837 2,751
Total additions 9,171 7,717
Deductions:
Benefit payments 2,437 3,202
Administrative expenses 44 28
Total deductions 2,481 3,230
Change in net position restricted for other postemployment benefits 6,690 4,487
Net position - beginning of year 38,604 34,117
Net position - end of year $ 45,294 $ 38,604

See Notes to Financial Statements 22



Bexar County Hospital District
d/b/a University Health System

A Component Unit of Bexar County, Texas
Notes to Financial Statements
December 31, 2017 and 2016
(In Thousands)

Note 1. Nature of Operations and Summary of Significant Accounting Policies
Nature of Operations and Reporting Entity

The Bexar County Hospital District d/b/a University Heath System (the System) is a hospita
district established under Article I1X, Section 4 of the Texas Constitution and Chapter 281 of the
Texas Health and Safety Code. It isapolitical subdivision of the state of Texas, created to provide
medical and hospital care to the needy and indigent of Bexar County, and is a discrete component
unit of Bexar County (legally separate from Bexar County, Texas). Its Board of Managers (the
Board) is composed of seven members appointed by the Commissioners Court of Bexar County for
staggered terms of two years (or until a successor is appointed and qualified). Board members are
“public officers’ under the Texas Constitution who, as a body, exercise sovereign functions of
government largely independent of the control of others, and serve without pay.

The System is one of the largest public health system in the state of Texas, with more than 7,000
employees and more than 800 physicians and resident physicians. It includes University Hospital,
which operates an adult level 1 trauma center, the only level 1 pediatric trauma center in south
Texas, the only Joint Commission-certified comprehensive stroke center in south Texas and the
only level 4 comprehensive epilepsy center in south Texas. The System includes more than two
dozen outpatient primary, speciaty and preventive care centers, including the Robert B. Green
Campus downtown; the Texas Diabetes Ingtitute, dedicated to the prevention and treatment of
diabetes; four family health centers, several neighborhood clinics, four dialysis centers; two
outpatient surgery centers, two urgent care centers; two school-based health centers; and a
healthcare program at Bexar County’s correctional facilities. The System is the primary teaching
partner of UT Health Science Center San Antonio d/b/a UT Health San Antonio (UT Health). The
System is exempt from federal income tax under Section 115(a) of the Internal Revenue Code
(IRC).

The System has established various affiliated nonprofit, tax-exempt organizations to facilitate the
funding, delivery and management of its heath care mission. The accompanying financia
statements present the System and its component units, entities for which the System is considered
to be financially accountable. Blended component units are, in substance, part of the primary
government’s operations, even though they are legally separate entities. Thus, blended units are
appropriately presented as funds of the primary government. The System’s discretely presented
component unit is reported in a separate column in the financial statements to emphasize that it is
legally separate from the government.
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Bexar County Hospital District
d/b/a University Health System

A Component Unit of Bexar County, Texas
Notes to Financial Statements
December 31, 2017 and 2016
(In Thousands)

Blended component units. Community First Health Plans (CFHP), a not-for-profit corporation,
was established in 1994 to assist the System with providing and arranging health care services in
accordance with the Texas Health Maintenance Organization Act (Chapter 20A, Vernon's Texas
Insurance Code). CFHP is organized as a health maintenance organization (HMO) licensed in
Texas to provide comprehensive health care services to its members principally through its
contractual relationships with physician groups, ancillary providers and hospitals, including the
System. Because the System is the sole corporate member of CFHP, CFHP is reported as a
blended component unit of the System. Separately issued financial reports are available for CFHP
and may be obtained by contacting Community First Health Plans, 12238 Silicon Drive, Suite 100,
San Antonio, Texas 78249.

University Medicine Associates (UMA) (formerly known as Community Medicine Associates) is a
Texas nonprofit health organization certified by the Texas State Board of Medical Examiners
pursuant to Section 501(a) of the Texas Medical Practice Act, how codified at Section 162.001 of
the Texas Occupations Code. UMA provides primary care physician services at the System’'s
University Family Hedth Centers. UMA is exempt from federal income tax under Section
501(c)(3) of the IRC. Because the System is the sole corporate member of UMA, UMA is
presented as a blended component unit of the System. UMA does not issue separate financial
statements.

Laundry Services of Texas, Inc. (LST) was formed to establish membership in Central Texas
Laundry Linen, LLC (CTL). Owned by three regional health care organizations, CTL was formed
to provide linen services to businesses and institutions in the region. LST holds a 24% interest in
CTL, which is recorded using the equity method of accounting. The System’s governing board is
responsible for all financia decisions related to LST, there exists a financial benefit or burden
relationship between the System and LST and the System’'s management has operational
responsibility for LST. As such, the financial statements of LST are presented as a blended
component unit of the System. LST does not issue separate financia statements. In June 2017, the
legal name of LST was changed to University Health System Services of Texas, Inc.

Discretely presented component unit. University Health System Foundation (the Foundation)
was created in 1984 to raise funds for the System. The Foundation is exempt from federal income
tax under Section 501(c)(3) of the IRC and is a legaly separate entity from the System. The
Foundation is reported as a discretely presented component unit of