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INDEPENDENT AUDITORS' REPORT

The Board of Directors of
Alive Hospice, Inc.:

We have audited the accompanying financial statements of Alive Hospice, Inc. (the "Organization"), which
comprise the statements of financial position as of December 31, 2017 and 2016, and the related statements of
operations and changes in net assets, and cash flows for the years then ended, and the related notes to the
financial statements.

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. 

Auditors' Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits. We conducted our
audits in accordance with auditing standards generally accepted in the United States of America. Those
standards require that we plan and perform the audits to obtain reasonable assurance about whether the
financial statements are free of material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditors' 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.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of Alive Hospice, Inc. as of December 31, 2017 and 2016, and the changes in its net assets and its cash
flows for the years then ended in accordance with accounting principles generally accepted in the United States
of America.

Brentwood, Tennessee
June 5, 2018



ALIVE HOSPICE, INC.

Statements of Financial Position

December 31, 2017 and 2016

Assets

2017 2016

Current assets:
Cash and cash equivalents $ 5,757,640 $ 8,430,508
Restricted cash 323,665 490,953
Patient accounts receivable, net 2,986,773 2,279,920
Pledges receivable, net 830,376 1,048,862
Prepaid expenses 287,004 251,630
Other current assets 180,097 70,949

Total current assets 10,365,555 12,572,822

Pledges receivable, net, excluding current portion 2,050,283 2,891,935
Investments 2,123,707 1,946,915
Property and equipment, net 22,417,490 14,433,385
Goodwill 554,293 554,293
Investment in joint venture 1,000 1,000

$ 37,512,328 $ 32,400,350

Liabilities and Net Assets

Current liabilities:
Current portion of long-term debt $ 53,960 $ -
Accounts payable 638,971 1,317,842
Accrued expenses and other liabilities 1,615,297 1,357,579

Total current liabilities 2,308,228 2,675,421

Long-term debt, excluding current portion 4,616,893 -
Other long-term liabilities 146,284 -

Total liabilities 7,071,405 2,675,421

Net assets:
Unrestricted

Undesignated 21,350,582 20,778,683
Board designated 520,481 462,023

Total unrestricted net assets 21,871,063 21,240,706

Temporarily restricted 7,384,671 7,304,034
Permanently restricted 1,185,189 1,180,189

Total net assets 30,440,923 29,724,929

$ 37,512,328 $ 32,400,350

See accompanying notes to the financial statements.
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ALIVE HOSPICE, INC.

Statements of Operations and Changes in Net Assets

Years ended December 31, 2017 and 2016

2017 2016
Unrestricted net assets:

Revenue:
Net patient service revenue $ 29,151,634 $ 27,740,756
Contributions and fundraising 1,910,872 1,947,405
Investment income 63,516 60,699
Net realized gain (loss) on investments 2,981 (2,394)
Other revenue 89,341 57,385
Net assets released from restriction used for operations 528,633 455,853

 Total operating revenue 31,746,977 30,259,704

Operating expenses:
Salaries and wages 17,887,364 16,150,126
Employee benefits 3,589,558 3,075,891
Contract labor 536,771 618,161
Purchased services 1,442,307 1,319,607
Pharmacy and medical supplies 2,658,046 2,702,768
Occupancy and equipment 1,808,552 1,731,543
Other 2,131,211 2,160,461
Depreciation 801,010 551,986
Provision for uncollectible accounts 111,559 94,145
Interest 84,660 24,342

Total operating expenses 31,051,038 28,429,030

Excess of revenues over expenses 695,939 1,830,674

Non-operating revenue (expenses):
Net unrealized gain on investments 71,467 24,047
Interest expense (15,101) -
Depreciation expense (10,284) -
Net assets released from restriction used for Alive Institute 85,587 62,630
Other expenses, net (197,251) (86,047)

Total non-operating expenses (65,582) 630

Change in unrestricted net assets 630,357 1,831,304

Temporarily restricted net assets:
Contributions, net 539,674 5,737,742
Investment income 18,255 20,656
Net realized and unrealized gains on investments 136,928 39,891
Net assets released from restriction used for operations (528,633) (455,853)
Net assets released from restriction used for Alive Institute (85,587) (62,630)

Change in temporarily restricted net assets 80,637 5,279,806

Permanently restricted net assets:
Contributions 5,000 5,066

Change in permanently restricted net assets 5,000 5,066

Change in net assets 715,994 7,116,176

Net assets at beginning of year 29,724,929 22,608,753

Net assets at end of year $ 30,440,923 $ 29,724,929

See accompanying notes to the financial statements.
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ALIVE HOSPICE, INC.

Statements of Cash Flows

Years ended December 31, 2017 and 2016

2017 2016

Cash flows from operating activities:
Change in net assets $ 715,994 $ 7,116,176
Adjustments to reconcile change in net assets to net cash provided

by operating activities:
Depreciation 811,294 551,986
Loss on disposal of equipment (38) (10,469)
Net realized and unrealized gains on investments (211,376) (61,544)
Provision for uncollectible accounts 111,559 94,145
Restricted contributions received (5,000) (5,066)

Changes in assets and liabilities:
Accounts receivable (818,412) 222,488
Pledges receivable 1,060,138 (3,241,485)
Prepaid expenses (35,374) (12,825)
Other current assets (109,148) 1,475
Accounts payable (678,871) 808,734
Accrued expenses and other liabilities 216,118 (56,349)

Net cash provided by operating activities 1,056,884 5,407,266

Cash flows from investing activities:
Proceeds from sale of investments 632,383 465,989
Purchases of investments (597,799) (506,687)
Proceeds from sale of property and equipment - 13,100
Purchases of property and equipment (8,607,477) (4,223,845)
(Deposits to) withdrawals from restricted cash 167,288 (468,591)

Net cash used by investing activities (8,405,605) (4,720,034)

Cash flows from financing activities:
Proceeds from long-term debt 5,175,000 -
Payments of long-term debt (504,147) -
Proceeds from restricted contributions 5,000 5,066

Net cash provided by financing activities 4,675,853 5,066

Increase (decrease) in cash and cash equivalents (2,672,868) 692,298

Cash and cash equivalents at beginning of year 8,430,508 7,738,210

Cash and cash equivalents at end of year $ 5,757,640 $ 8,430,508

Supplemental disclosure of cash flow information -
cash paid for interest $ 119,208 $ 24,342

Supplemental disclosure of non-cash investing
activity - tenant improvements $ 187,884 $ -

See accompanying notes to the financial statements.
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ALIVE HOSPICE, INC.

Notes to the Financial Statements

December 31, 2017 and 2016

(1) Nature of activities

Alive Hospice, Inc. (the "Organization"), provides medical, psychological, and spiritual care to
terminally ill patients and their families, located primarily in Middle Tennessee.

In June 2017, the Organization opened The Residence at Alive Hospice - Murfreesboro, a 10 bed
inpatient facility in Murfreesboro, Tennessee.

(2) Summary of significant accounting policies

The financial statements of the Organization are presented on the accrual basis.  The significant
accounting policies followed are described below.

(a) Basis of presentation

Net assets and revenues, expenses, gains and losses are classified based on the existence or
absence of donor-imposed restrictions.  Accordingly, net assets of the Organization and
changes therein are classified and reported as follows:

Unrestricted net assets - Net assets that are not permanently restricted nor temporarily
restricted by donor-imposed restrictions.  The unrestricted net assets are comprised of
Board designated and unrestricted amounts.  Board designated net assets are
designated for various purposes based on the direction of the Organization's Board of
Directors, and are not specified as an endowment.

Temporarily restricted net assets - Net assets resulting from contributions and other
inflows of net assets whose use by the Organization is limited by donor-imposed
restrictions that either expire by the passage of time or by actions of the Organization.
Temporarily restricted net assets at December 31, 2017 and 2016 represent pledges
receivable, accumulated earnings on endowment funds, and donor-restricted funds
designated for various programs offered by the Organization.

Permanently restricted net assets - Net assets resulting from contributions and other
inflows of assets whose use by the Organization is limited by donor-imposed
restrictions that neither expire by passage of time nor can be fulfilled or otherwise
removed by actions of the Organization.  Permanently restricted net assets at
December 31, 2017 and 2016 represent donor-restricted gifts that have been invested
and are to be maintained in perpetuity, the earnings from which are temporarily
restricted to support various programs offered by the Organization.

(b) Cash and cash equivalents

Cash and cash equivalents consist of bank deposits in accounts that are federally insured up
to $250,000.  The Organization considers all highly liquid investments with original
maturities of less than three months to be cash equivalents.
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ALIVE HOSPICE, INC.

Notes to the Financial Statements

December 31, 2017 and 2016

At December 31, 2017 and 2016, and at times during the year, deposits exceeded the
federally insured limits.  However, management monitors the soundness of the financial
institutions and feels the Organization's risk is negligible.

(c) Accounts receivable

The accounts receivable balance represents the unpaid amounts billed to patients and third-
party payors.  Contractual adjustments, discounts, and an allowance for uncollectible
accounts are recorded to report receivables for patient care services at net realizable value.
Past due receivables are determined based on contractual terms.  The Organization does not
accrue interest on any of its accounts receivable.  As of December 31, 2017 and 2016,
approximately 83% and 87%, respectively, of the Organization's accounts receivable are
from Medicare and Medicaid.

(d) Allowance for uncollectible accounts

The allowance for uncollectible accounts is determined by management based upon the
Organization's historical losses, specific patient circumstances, and general economic
conditions.  Periodically, management reviews patient accounts receivable and records an
allowance based on current circumstances, and charges off the receivable against the
allowance when all attempts to collect the receivable are deemed to have failed in
accordance with the internal collection policy.  Management believes the allowance of
$424,853 and $349,863 as of December 31, 2017 and 2016, respectively, is adequate to
cover potential losses from uncollectible accounts.

(e) Pledges receivable

Pledges receivable represent the remaining balance of unconditional promises to give that
have not yet been paid.  Pledges that are expected to be collected within one year or less
are recorded at net realizable value.  For pledges that are expected to be collected beyond
one year, management has determined the difference between net realizable value and the
present value of their estimated future cash flows and recorded a discount on pledges
receivable for this amount.  Conditional promises to give are recognized only when the
conditions on which they depend are substantially met and the promises become
unconditional.

(f) Investments

All investments are valued at their fair values in the statements of financial position.
Unrealized gains and losses are included in the change in net assets.  
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ALIVE HOSPICE, INC.

Notes to the Financial Statements

December 31, 2017 and 2016

(g) Property and equipment

Property and equipment are stated at cost or, if donated to the Organization, at their fair
value at the date of gift.  Depreciation is provided over the assets' estimated useful lives
using the straight-line method.  Additions and improvements over $500 are capitalized;
expenditures for routine maintenance are charged to operations.  Depreciation is provided
over the estimated useful lives of the various classes of assets on the straight-line method
(buildings and improvements, 32-40 years; office furniture and equipment, 3-15 years).  

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

(h) Goodwill

Goodwill represents the excess of the purchase price over the fair value of net assets of
businesses acquired.  The carrying amount of goodwill is reviewed annually to determine if
facts and circumstances suggest that assets may be impaired.  As of December 31, 2017 and
2016, management believes that no impairment existed.

(i) Investment in joint venture

The Organization accounts for its investment in a joint venture using the cost method.
Under the cost method, the investment is recorded at cost and subsequent distributions
from the joint venture are treated as a reduction of the investment.

(j) Net patient service revenue

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.
Approximately 96% and 94% of the Organization's net patient service revenue was derived
from the Medicare and Medicaid programs for the years ended December 31, 2017 and
2016, respectively.

Provisions for estimated third-party payor settlements have been made in the financial
statements for estimated contractual adjustments, representing the difference between the
standard charges for services and estimated total payments to be received from third-party
payors.  These estimates are adjusted in future periods as final settlements are determined.
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ALIVE HOSPICE, INC.

Notes to the Financial Statements

December 31, 2017 and 2016

The Organization, like other healthcare providers, may be subject to investigations,
regulatory action, lawsuits, and claims arising out of the conduct of its business, including
the interpretation of laws and regulations governing the Medicare and Medicaid programs
and other third-party payor agreements.  At this time, no specific alleged violations, claims,
or assessments have been made.  Management intends to fully cooperate with any
governmental agencies in requests for information.  Noncompliance with laws and
regulations can make the Organization subject to regulatory action, including fines,
penalties, and exclusion from the Medicare and Medicaid programs.

Hospice organizations are subject to two specific payment limit caps under the Medicare
program.  One limit relates to inpatient care days that exceed 20% of the total days of
hospice care provided for the year.  The Organization did not exceed the 20% cap related to
inpatient days in 2017 and 2016.  The second limit relates to an aggregate Medicare
reimbursement cap calculated by the Medicare fiscal intermediary.  The Organization did
not exceed the Medicare cap for the years ended December 31, 2017 and 2016.

(k) Nursing home costs

Patients may reside in their own home or in a facility.  The Organization contracts with
nursing homes to provide room and board services to its Medicaid patients. The
Organization is obligated to bill Medicaid and to pay the nursing home for their room and
board services for those Medicaid eligible patients.  Medicaid pays the Organization 95% of
the facility daily rate less the patient's liability amount.  The Organization pays the nursing
home 100% of the Medicaid daily rate less the patient's liability amount.  Medicaid nursing
home costs are offset by Medicaid nursing home reimbursements, and the net amount is
included in purchased services in the accompanying statements of operations and changes
in net assets.  In 2017, the Medicaid nursing home costs totaled $1,574,396 while nursing
home reimbursement totaled $1,521,642.  In 2016, the Medicaid nursing home costs totaled
$1,622,591 while nursing home reimbursement totaled $1,618,092.

(l) Charity care

The Organization has a policy of providing charity care to patients who are unable to pay.
Such patients are identified based on financial information obtained from the patient and
subsequent analysis.  The estimated cost of charity care was approximately $938,000 and
$818,000 for the years ended December 31, 2017 and 2016, respectively.  The cost estimate
was based on the organization-wide cost to charge ratio. 

(m) Contributions

Contributions received and unconditional promises to give are recorded as unrestricted,
temporarily restricted, or permanently restricted revenue depending on the existence of
donor restrictions and the nature of such restrictions, if they exist.
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ALIVE HOSPICE, INC.

Notes to the Financial Statements

December 31, 2017 and 2016

When a donor restriction expires, that is, when a stipulated time restriction ends or purpose
restriction is accomplished, temporarily restricted net assets are reclassified to unrestricted
net assets and reported in the statements of operations and changes in net assets as net
assets released from restriction.

If a restriction is fulfilled in the same accounting period in which the contribution is
received, the contribution is reported as unrestricted.

In-kind contributions are recorded based on their estimated fair value at the date of
donation.  During 2017 and 2016, the Organization received approximately $42,000 and
$33,000 in in-kind contributions, respectively.

(n) Income taxes

The Organization is exempt from income taxes under the provisions of Internal Revenue
Code Section 501(c)(3), and, accordingly, no provision for income taxes is included in the
financial statements.

As of December 31, 2017 and 2016, the Organization has accrued no interest and no
penalties related to uncertain tax positions.  It is the Organization’s policy to recognize
interest and/or penalties related to income tax matters in income tax expense. The
Organization files a U.S. Federal information tax return. 

(o) Long-lived assets

Management evaluates the recoverability of the investment in long-lived assets on an
ongoing basis and recognizes any impairment in the year of determination.  It is reasonably
possible that relevant conditions could change in the near term and necessitate a change in
management's estimate of the recoverability of these assets.

(p) Performance indicator

Excess of revenue over expenses reflected in the accompanying statements of operations
and changes in net assets is a performance indicator.

(q) Use of estimates

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

9



ALIVE HOSPICE, INC.

Notes to the Financial Statements

December 31, 2017 and 2016

(r) Reclassifications

Certain reclassifications have been made to the 2016 financial statements in order for them
to conform to the 2017 presentation.  These reclassifications have no effect on net assets or
changes in net assets as previously reported.

(s) Events occurring after reporting date

The Organization has evaluated events and transactions that occurred between December
31, 2017 and June 5, 2018, which is the date that the financial statements were available to
be issued, for possible recognition or disclosure in the financial statements.  

(3) Restricted cash

At December 31, 2017 and 2016, restricted cash represents donor contributions collected that
are restricted for use on the Murfreesboro, Tennessee inpatient facility.  The 2017 balance
represents contributions collected that will be applied to the related construction note (see Note
11).  The 2016 balance represents contributions collected and used to fund the construction.

(4) Accounts receivable

At December 31, 2017 and 2016, accounts receivable consists of the following by payor type:

2017 2016

Medicare $ 2,688,850 $ 2,483,986
Medicaid 846,973 923,371
Commercial and other 836,133 612,500

4,371,956 4,019,857

Allowance for doubtful accounts (424,853) (349,863)
Medicare periodic interim payment program (960,330) (1,390,074)

$ 2,986,773 $ 2,279,920
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ALIVE HOSPICE, INC.

Notes to the Financial Statements

December 31, 2017 and 2016

(5) Pledges receivable

The Organization recognizes unconditional promises to give at fair value in the period the
promise is made.  Pledges receivable are scheduled to be received over the following periods at
December 31, 2017 and 2016:

2017 2016

Less than one year $ 892,877 $ 1,104,043
One to five years 2,334,100 3,270,478

Total pledges receivable 3,226,977 4,374,521

Allowance for uncollectible pledges (146,343) (194,269)

Discount on pledges (199,975) (239,455)

$ 2,880,659 $ 3,940,797

For 2017 and 2016, a rate of 1.60% was used to determine the estimated discount on the pledges
receivable.  An allowance for uncollectible pledges receivable has also been established based
upon management's judgment including such factors as prior collection history, type of
contribution, credit standing of applicable donors and nature of the fundraising activity.

(6) Investments

Investments are recorded at fair value and consisted of the following at December 31, 2017 and
2016:

2017 2016

Money market funds $ 60,145 $ 93,887
Bond funds 447,386 453,711
Equity mutual funds 1,355,029 887,024
Other mutual funds 261,147 512,293

$ 2,123,707 $ 1,946,915

The following schedule summarizes the investment income for 2017 and 2016:

2017 2016

Interest and dividend income $ 100,998 $ 99,148
Investment expenses (19,227) (17,793)
Realized losses on investments (73) (12,127)
Unrealized gains (losses) on investments 211,449 73,671

$ 293,147 $ 142,899
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ALIVE HOSPICE, INC.

Notes to the Financial Statements

December 31, 2017 and 2016

Investment securities are exposed to various risks, such as interest rate, market, and credit.  Due
to the level of risk associated with certain investment securities and the level of uncertainty
related to changes in the value of investment securities, it is at least reasonably possible that
changes in risks in the near term would result in material changes in the fair value of investments
and net assets of the Organization.

(7) Fair value measurements

U.S. GAAP defines fair value as the price that would be received for an asset or paid to transfer a
liability (an exit price) in the Organization's principal or most advantageous market for the asset
or liability in an orderly transaction between market participants on the measurement date.

A fair value hierarchy requires an entity to maximize the use of observable inputs and minimize
the use of unobservable inputs when measuring fair value.  The guidance describes three levels
of inputs that may be used to measure fair value:

Level 1:  Quoted prices (unadjusted) for identical assets or liabilities in active markets that
the entity has the ability to access as of the measurement date.  The fair values of money
market funds, bond funds and mutual funds that are readily marketable are determined by
obtaining quoted prices on nationally recognized securities exchanges.

Level 2:  Significant other observable inputs other than Level 1 prices such as quoted prices
for similar assets or liabilities; quoted prices in markets that are not active; or other inputs
that are observable or can be corroborated by observable market data.  The Organization
has no assets or liabilities measured at fair value using Level 2 inputs.

Level 3:  Significant unobservable inputs that reflect a reporting entity's own assumptions
about the assumptions that market participants would use in pricing an asset or liability.
The Organization has no assets or liabilities measured at fair value using Level 3 inputs.

In many cases, a valuation technique used to measure fair value includes inputs from multiple
levels of the fair value hierarchy.  The lowest level of significant input determines the placement
of the entire fair value measurement in the hierarchy.

The methods described above may produce a fair value calculation that may not be indicative of
net realizable value or reflective of future fair values. Furthermore, while the Organization's
management believes its valuation methods are appropriate and consistent with other market
participants, the use of different methodologies or assumptions to determine fair value of
certain financial instruments could result in a different fair value measurement at the reporting
date.

The only assets of the Organization reported at fair value are investments, which are all
considered Level 1 within the fair value hierarchy.
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ALIVE HOSPICE, INC.

Notes to the Financial Statements

December 31, 2017 and 2016

(8) Investment in joint venture

During 2015, the Organization entered into a participation agreement with Music City Kidney
Care Alliance, LLC and paid $1,000 in cash for a 1% ownership interest.  No distributions were
made from the joint venture during 2017 or 2016.

(9) Funds with Community Foundation of Middle Tennessee

The Organization has an agency endowment fund with the Community Foundation of Middle
Tennessee (the "Community Foundation").  Earnings on this fund are designated for general
operations and programs of the Organization.  Total funds held by the Community Foundation,
which are excluded from the assets of the Organization, amounted to $109,292 and $99,840 at
December 31, 2017 and 2016, respectively.  The Organization receives a 5% distribution annually
from the fund. 

The Organization also has an endowment fund with the Community Foundation.  Total funds
held by the Community Foundation, which are excluded from the assets of the Organization,
amounted to $381,019 and $353,842 at December 31, 2017 and 2016, respectively.  The
Organization receives a 4% to 6% distribution annually from the fund.

During 2017, the Organization established an employee assistance fund with the Community
Foundation in 2017.  Earnings on this fund are designated for emergency financial support to
employees of the Organization.  Total funds held by the Community Foundation, which are
excluded from the assets of the Organization, amounted to $11,504 at December 31, 2017.

(10) Property and equipment

Property and equipment at December 31, 2017 and 2016 consisted of the following:

2017 2016

Land and improvements $ 7,020,255 $ 4,871,345
Buildings and improvements 19,897,967 11,654,906
Office furniture and equipment 5,043,512 3,871,742
Construction in progress 49,357 2,917,843

Total 32,011,091 23,315,836
Accumulated depreciation (9,593,601) (8,882,451)

Property and equipment, net $ 22,417,490 $ 14,433,385
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ALIVE HOSPICE, INC.

Notes to the Financial Statements

December 31, 2017 and 2016

Depreciation expense for the years ended December 31, 2017 and 2016 was $801,010 and
$551,986, respectively.

Construction in progress at December 31, 2017 relates to landscaping for the inpatient facility in
Murfreesboro, Tennessee, county expansion costs, and various other minor projects.  All projects
are expected to be complete in 2018, with an estimated cost to complete of approximately
$17,000.  Construction in progress at December 31, 2016 related to construction of the inpatient
facility in Murfreesboro, Tennessee, the buildout of two satellite offices and various other minor
projects, which were all completed in 2017.

(11) Line of credit and long-term debt

The Organization maintains a $2,500,000 line of credit with a financial institution which matures
in July 2018.  Interest only monthly payments are required and any outstanding principal
amounts drawn against the line would be due at maturity.  The line of credit is secured by
property of the Organization and carries an interest rate of 0.75% above the financial
institution's prime rate resulting in a rate of 5.00% at December 31, 2017.  The Organization had
no borrowings outstanding on the line of credit at December 31, 2017 or 2016. 

In July 2016, the Organization obtained a construction note with a financial institution.  The note
allowed the Organization to borrow up to $6,000,000 to help fund the construction of The
Residence at Alive Hospice - Murfreesboro.  The construction was completed in May 2017 and
the first patient was admitted in June 2017.  Interest only payments are required through July
2019.  Beginning in August 2019, fixed monthly principal and interest payments are required
based on a 15 year amortization.  Through July 2019, the note is secured by the Organization's
pledges.  If the note as not been repaid by July 2019, the Organization will execute a deed of
trust in favor of the financial institution as collateral so that the ratio of the outstanding principal
balance of the note to the current appraised value of the property is less than or equal to 0.80 to
1.00.  The note matures in July 2021 and bears interest at an amount equal to the LIBOR rate plus
1.85% (3.55% at December 31, 2017).  The Organization owed $3,079,465 at December 31, 2017.

In October 2017, the Organization obtained a $1,600,000 promissory note with a financial
institution to help fund a real estate purchase. The promissory note accrues interest at a fixed
rate of 3.95%, payable in monthly payments of principal and interest in the amount of $9,654
until maturity on October 6, 2022.  The Company owed $1,591,388 under this note at December
31, 2017.  The promissory note is secured by the real estate.

The provisions of the promissory note require the maintenance of certain financial ratios on a
quarterly basis.

14



ALIVE HOSPICE, INC.

Notes to the Financial Statements

December 31, 2017 and 2016

A summary of future maturities of long-term debt as of December 31, 2017 is as follows:

Year Amount

2018 $ 53,960
2019 141,671
2020 263,686
2021 2,849,364
2022 1,362,172

$ 4,670,853

(12) Temporarily restricted net assets

Temporarily restricted net assets are either donor-restricted for specific purposes or for use in a
specified period of time.  At December 31, 2017 and 2016, the restricted purposes are as follows:

2017 2016

Endowment $ 627,304 $ 534,722
Pledges 6,154,028 5,592,637
Other 603,339 1,176,675

$ 7,384,671 $ 7,304,034

Temporarily restricted net assets were released from restriction for the years ended December
31, 2017 and 2016 for the following purposes:

2017 2016

Endowment $ 62,601 $ -
Pledges 14,409 38,575
Other 537,210 479,908

$ 614,220 $ 518,483
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ALIVE HOSPICE, INC.

Notes to the Financial Statements

December 31, 2017 and 2016

(13) Lease commitments

The Organization leases various office space, vehicles, and equipment under operating leases.
Rent expense under these leases amounted to $704,457 and $719,200 in 2017 and 2016,
respectively.  A summary of approximate future minimum payments under these operating
leases as of December 31, 2017 is as follows:

Year Amount

2018 $ 550,000
2019 399,000
2020 94,000
2021 92,000
2022 38,000

$ 1,173,000

During 2017, the Organization entered into two lease agreements in which the landlord provided
funds to the Organization to complete certain improvements to the leased premises.  The
Organization has recorded a liability for these funds and is amortizing the balance over the
shorter of the life of the lease or the life of the asset.  Total obligations amounted to
approximately $188,000 at December 31, 2017, of which approximately $42,000 is included in
accrued expenses and other liabilities and $146,000 in other long-term liabilities in the
accompanying statement of financial position.

(14) Retirement plan

The Organization sponsors a defined contribution 403(b) retirement plan.  Employees meeting
certain eligibility requirements can participate in the plan to the extent allowed under ERISA. The
plan also provides for discretionary contributions by the Organization.  Participants are
immediately vested in their voluntary contributions plus related earnings; whereas, participants
are fully vested in the Organization contributions plus related earnings after four years of
service.  The Organization made contributions of $186,220 and $134,313 to the plan in 2017 and
2016, respectively.

(15) Functional expenses

Expenses by functional classification for the years ended December 31, 2017 and 2016 are as
follows:

2017 2016

Program services $ 24,111,897 $ 21,761,180
General and administrative 6,289,382 6,014,358
Fundraising 649,759 653,492

$ 31,051,038 $ 28,429,030
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(16) Alive Institute

The Alive Institute is an initiative launched by the Organization to promote excellence and
advance the field of hospice and palliative care.  Through the Institute, the Organization shares
its considerable gifts with the healthcare community and the community-at-large through
education, research and advocacy with an initial focus on education and training.  The
Organization received contributions of approximately $76,000 and $163,000 for the years ended
December 31, 2017 and 2016 to help fund this initiative.

(17) Endowment

Overview:  The Organization's endowments consist of one fund that holds investments in
securities traded on the public market.  The endowments are made up of temporarily restricted
and permanently restricted assets.  As required by GAAP, net assets associated with these
endowment funds are classified and reported based on the existence or absence of donor-
imposed restrictions.

Interpretation of Relevant Law:  The Organization's Board of Directors has determined the
requirements of Tennessee's version of the Uniform Prudent Management of Institutional Funds
Act ("UPMIFA") to center around the preservation of the fair value of the original investment as
of the date of the asset transfers.  Investments resulting from donations directing that they be
invested in perpetuity are classified as permanently restricted.  The earnings generated by these
investments are classified as unrestricted or temporarily restricted depending on the donors'
stipulations.  The temporarily restricted net assets are reclassified as unrestricted upon their
appropriation for expenditure by the Organization in a manner consistent with the standard of
prudence prescribed by Tennessee's version of UPMIFA.  The Organization considers the
following factors in making a determination to appropriate or accumulate its endowment funds:

(1) The duration and preservation of the fund
(2) The purposes of the Organization and the donor-restricted endowment fund
(3) General economic conditions
(4) The possible effect of inflation and deflation
(5) The expected total return from income and the appreciation of investments
(6) Other resources of the Organization
(7) The investment policies of the Organization

Return Objectives and Risk Parameters:  The Organization has adopted investment and spending
policies for endowment assets that attempt to provide a predictable stream of funding to
programs supported by its endowments while seeking to maintain the purchasing power of the
endowment assets.  Endowment assets include assets of donor-restricted funds that the
Organization must hold in perpetuity.  Under this policy, the endowment assets are invested in a
manner that is intended to produce a moderate return while assuming a moderate level of
investment risk.
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Strategies Employed for Achieving Objectives:  To satisfy its long-term rate-of-return objectives,
the Organization relies on a total return strategy in which investment returns are achieved
through both capital appreciation (realized and unrealized) and current yield (interest and
dividends).  The Organization targets a diversified asset allocation that places a greater emphasis
on equity-based investments to achieve its long-term return objectives within prudent risk
constraints.

Spending Policy and How the Investment Objectives Relate to Spending Policy:  The Organization
disburses funds as needed within the guidelines of the endowments.  Disbursements to the
Organization are used to assist with its programs and services according to donor restrictions.

Fund with Deficiencies:  From time to time, the fair value of assets associated with the individual
donor-restricted endowment funds may fall below the level that the donor or UPMIFA requires
the Organization to retain as a fund of perpetual duration.  Cumulative deficiencies of this nature
that are in excess of related temporarily restricted amounts are reported in unrestricted net
assets.  There were no such deficiencies as of December 31, 2017 and 2016.

Endowment Net Asset Composition by Type of Fund:  The Organization's composition of
endowment assets for the years ended December 31, 2017 and 2016 is as follows:

Temporarily Permanently
2017 Unrestricted Restricted Restricted Total

Donor-restricted  $ - $ 627,304 $ 1,185,189 $ 1,812,493

Temporarily Permanently
2016 Unrestricted Restricted Restricted Total

Donor-restricted $ - $ 534,722 $ 1,180,189 $ 1,714,911

Changes in endowment net assets for the years ended December 31, 2017 and 2016 are as
follows:

Temporarily Permanently
Unrestricted Restricted Restricted Total

Balance at December 31, 2015 $ - $ 474,175 $ 1,175,123 $ 1,649,298
Interest and dividends        - 20,656 - 20,656
Net gains - 39,891 - 39,891
Contributions - - 5,066 5,066

Balance at December 31, 2016 - 534,722 1,180,189 1,714,911
Interest and dividends  - 18,255 - 18,255
Net gains - 136,928 - 136,928
Contributions - - 5,000 5,000
Withdrawals - (62,601) - (62,601)

Balance at December 31, 2017 $ - $ 627,304 $ 1,185,189 $ 1,812,493
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(18) Related party transactions

At December 31, 2017 and 2016, the Organization had pledges receivable of $220,000 and
$296,000, respectively, due from related parties.  

(19) Contingencies

Healthcare industry

The delivery of personal and healthcare services entails an inherent risk of liability. Participants
in the healthcare services industry have become subject to an increasing number of lawsuits
alleging negligence or related legal theories, many of which involve large claims and result in the
incurrence of significant exposure and defense costs. The Organization is insured with respect to
medical malpractice risk on a claims-made basis. The policy includes an individual medical
incident limit of $1,000,000 and an aggregate limit of $3,000,000 annually.  The Organization also
maintains insurance for general liability, director and officer liability and property. Certain
policies are subject to deductibles. Management is not aware of any claims against the
Organization which would have a material financial impact.

The healthcare industry is subject to numerous laws and regulations of federal, state and local
governments. These laws and regulations include, but are not necessarily limited to, matters
such as licensure, accreditation, government healthcare program participation requirements,
reimbursement for patient services, and Medicare fraud and abuse. Recently, government
activity has increased with respect to investigations and/or allegations concerning possible
violations of fraud and abuse statutes and/or regulations by healthcare providers.  Violations of
these laws and regulations could result in expulsion from government healthcare programs
together with the imposition of significant fines and penalties, as well as repayments for patient
services previously billed. Management continues to implement policies, procedures, and
compliance overview organizational structure to enforce and monitor compliance with the
Health Insurance Portability and Accountability Act of 1996 and other government statues and
regulations.  The Organization's compliance with such laws and regulations is subject to future
government review and interpretations, as well as regulatory actions which are unknown or
unasserted at this time. Management believes that the Organization is in compliance with fraud
and abuse statutes, as well as other applicable government laws and regulations.
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Healthcare reform

The healthcare industry in the United States is subject to fundamental changes due to ongoing
healthcare reform efforts and related political, economic and regulatory influences. Notably, the
Patient Protection and Affordable Care Act and the Health Care and Education Reconciliation Act
of 2010 (collectively, the "Affordable Care Act") resulted in expanded healthcare coverage to
millions of previously uninsured people beginning in 2014 and has resulted in significant changes
to the U.S. healthcare system. To help fund this expansion, the Affordable Care Act outlines
certain reductions in Medicare reimbursements for various healthcare providers as well as
certain other changes to Medicare payment methodologies. This comprehensive healthcare
legislation has resulted and will continue to result in extensive rulemaking by regulatory
authorities, and also may be altered, amended, repealed, or replaced. 

It is difficult to predict the full impact of the Affordable Care Act due to the complexity of the law
and implementing regulations, as well the Organization's inability to foresee how CMS and other
participants in the healthcare industry will respond to the choices available to them under the
law. The Organization also cannot accurately predict whether any new or pending legislative
proposals will be adopted or, if adopted, what effect, if any, these proposals would have on the
Organization’s business. Similarly, while the Organization can anticipate that some of the
rulemaking that will be promulgated by regulatory authorities will affect the Organization’s
business and the manner in which the Organization is reimbursed by the federal healthcare
programs, the Organization cannot accurately predict today the impact of those regulations on
the Organization’s business. The provisions of the legislation and other regulations implementing
the provisions of the Affordable Care Act or any amended or replacement legislation may
increase costs, decrease revenues, expose the Organization to expanded liability or require the
Organization to revise the ways in which it conducts business.

Litigation

There is an ongoing legal proceeding against the Organization related to a former employee.  In
the opinion of management, the financial impact of this claim is not reasonably estimable at this
time.

The Organization is subject to legal proceedings and claims that arise in the ordinary course of
business.  However, management believes the amount of potential liability with respect to these
actions will not have a material impact on the Organization's financial position, results of
operations or cash flows. 
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