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Washington, D.C. 20549

Form 10-K

(Mark One)

☑ ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
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OR

☐ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
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Franklin, Tennessee (Zip Code)
(Address of principal executive offices)

Registrant�s telephone number, including area code:

(615) 465-7000

Securities registered pursuant to Section 12(b) of the Act:

Title of Each Class Name of Each Exchange on Which Registered
Common Stock, $.01 par value New York Stock Exchange

Stock Purchase Rights New York Stock Exchange
Contingent Value Rights The NASDAQ Stock Market LLC

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities
Act. YES ☑    NO ☐

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or 15(d) of the
Act. YES ☐    NO ☑

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. YES ☑    NO ☐

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate web site, if any,
every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§ 232.405 of
this chapter) during the preceding 12 months (or for such shorter period that the registrant was required to submit and
post such files). Yes ☑    No ☐

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (§ 229.405 of this
chapter) is not contained herein, and will not be contained, to the best of the registrant�s knowledge, in definitive proxy
or information statements incorporated by reference in Part III of the Form 10-K or any amendment to the
Form 10-K. ☑

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of �large accelerated filer,� �accelerated filer� and �smaller reporting
company� in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer ☑ Accelerated filer ☐ Non-accelerated filer ☐ Smaller reporting company ☐
                    (Do not check if a smaller reporting company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act). YES ☐    NO ☑

The aggregate market value of the voting stock held by non-affiliates of the Registrant was $1,321,763,644. Market
value is determined by reference to the closing price on June 30, 2016 of the Registrant�s Common Stock as reported
by the New York Stock Exchange. The Registrant does not (and did not at June 30, 2016) have any non-voting
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common stock outstanding. As of February 15, 2017, there were 113,849,339 shares of common stock, par value $.01
per share, outstanding.

DOCUMENTS INCORPORATED BY REFERENCE

Certain information required for Part III of this annual report is incorporated by reference to portions of the
Registrant�s definitive proxy statement for its 2017 annual meeting of stockholders to be filed with the Securities and
Exchange Commission within 120 days after the end of the Registrant�s fiscal year ended December 31, 2016.
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Item 1. Business of Community Health Systems, Inc.

Overview of Our Company

We are one of the largest publicly-traded hospital companies in the United States and a leading operator of general
acute care hospitals and outpatient facilities in communities across the country. We were originally founded in 1986
and were reincorporated in 1996 as a Delaware corporation. We provide healthcare services through the hospitals that
we own and operate and affiliated businesses in non-urban and selected urban markets throughout the United States.
As of December 31, 2016, we owned or leased 155 hospitals included in continuing operations, with an aggregate of
26,222 licensed beds, comprised of 152 general acute care hospitals and three stand-alone rehabilitation or psychiatric
hospitals. These hospitals are geographically diversified across 21 states, with the majority of our hospitals located in
regional networks or in close geographic proximity to one or more of our other hospitals. We also owned or leased
three hospitals included in discontinued operations at December 31, 2016. We generate revenues by providing a broad
range of general and specialized hospital healthcare services and outpatient services to patients in the communities in
which we are located. Services provided through our hospitals and affiliated businesses include general acute care,
emergency room, general and specialty surgery, critical care, internal medicine, obstetrics, diagnostic, psychiatric and
rehabilitation services. We also provide additional outpatient services at urgent care centers, occupational medicine
clinics, imaging centers, cancer centers, ambulatory surgery centers and home health and hospice agencies. An
integral part of providing these services is our network of affiliated physicians at our hospitals and affiliated
businesses. As of December 31, 2016, we employed approximately 3,000 physicians and an additional 1,000 licensed
healthcare practitioners. Through our management and operation of these businesses, we provide standardization and
centralization of operations across key business areas; strategic assistance to expand and improve services and
facilities; implementation of patient safety and quality of care improvement programs and assistance in the
recruitment of additional physicians and licensed healthcare practitioners to the markets in which our hospitals are
located. In a number of our markets, we have partnered with local physicians or not-for-profit providers, or both, in
the ownership of our facilities. The financial information for our reportable operating segments is presented in
Note 15 of the Notes to our Consolidated Financial Statements included under Part II, Item 8 of this Annual Report on
Form 10-K, or Form 10-K.

Our business strategy has historically included growth by acquisition. In this regard, we have generally targeted
hospitals in growing, non-urban and selected urban healthcare markets for acquisition because of their favorable
demographic and economic trends and competitive conditions. Because non-urban and suburban service areas have
smaller populations, there are generally fewer hospitals and other healthcare service providers in these communities
and generally a lower level of managed care presence in these markets. We believe that communities with smaller
populations generally view the local hospital as an integral part of the community and support less direct competition
for hospital-based services. Since 2007, we have substantially increased the size of our business and the number of
hospitals we operate through the acquisitions of hospitals from Triad Hospitals, Inc., or Triad, and Health
Management Associates, Inc., or HMA. Our growth strategy has also included developing or acquiring select
physician practices, physician-owned ancillary service providers and other outpatient capabilities in markets where we
already had a hospital presence. More recently, our efforts have focused on creating regional networks in select urban
markets. We believe opportunities exist for skilled, disciplined operators to create networks between urban and
non-urban hospitals while improving physician alignment in both markets and making the hospitals more attractive to
managed care.

We have been implementing a portfolio rationalization and deleveraging strategy by divesting hospitals and
non-hospital businesses that are attractive to strategic and other buyers. Generally, these businesses are not in one of
our strategically beneficial service areas, are less complementary to our business strategy and/or have lower operating
margins. More recently, in connection with our announced divestiture initiative, strategic buyers have made offers to
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buy certain of our assets. Through consideration of these offers we have divested or may divest hospitals and
non-hospital businesses when we find such offers to be attractive and in line with our operating strategy. In addition,
we expect to return to our acquisition strategy when our portfolio rationalization and deleveraging strategy has been
sufficiently completed.
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On January 27, 2014, we completed the acquisition of HMA for approximately $7.3 billion, including the assumption
of approximately $3.8 billion of indebtedness, which is referred to in this report as the HMA merger. Additional
details regarding the HMA merger are set forth in the Executive Overview section of �Management�s Discussion and
Analysis of Financial Condition and Results of Operations� under Part II, Item 7 of this Annual Report on Form 10-K.

On April 29, 2016, we completed a spin-off of 38 hospitals and Quorum Health Resources, LLC, or QHR (our
subsidiary through which we provided management advisory and consulting services to non-affiliated general acute
care hospitals located throughout the United States), into Quorum Health Corporation, or QHC, and distributed, on a
pro rata basis, all of the shares of QHC common stock to our stockholders of record as of April 22, 2016. These
stockholders received one share of QHC common stock for every four shares of our common stock held as of the
record date plus cash in lieu of any fractional shares. The transaction was structured to be generally tax free to us and
our stockholders. In recognition of the spin-off, we recorded a non-cash dividend of approximately $713 million
during the year ended December 31, 2016, representing the net assets of QHC distributed to our stockholders.
Following the spin-off, QHC became an independent public company with its common stock listed for trading under
the symbol �QHC� on the New York Stock Exchange. Financial and statistical data reported in this Form 10-K include
QHC operating results through the spin-off date. Same-store operating results and statistical data exclude information
for the hospitals divested in the spin-off of QHC in the years ended December 31, 2016, and for the comparable
periods in 2015 and 2014.

In connection with the spin-off, we entered into a separation and distribution agreement as well as certain ancillary
agreements with QHC on April 29, 2016. These agreements allocate between QHC and us the various assets,
employees, liabilities and obligations (including investments, property and employee benefits and tax-related assets
and liabilities) that comprise the separate companies and govern certain relationships between, and activities of, QHC
and us for a period of time after the spin-off.

Throughout this Form 10-K, we refer to Community Health Systems, Inc., or the Parent Company, and its
consolidated subsidiaries in a simplified manner and on a collective basis, using words like �we,� �our,� �us� and the
�Company.� This drafting style is suggested by the Securities and Exchange Commission, or SEC, and is not meant to
indicate that the publicly-traded Parent Company or any particular subsidiary of the Parent Company owns or operates
any asset, business or property. The hospitals, operations and businesses described in this filing are owned and
operated, and management services provided, by distinct and indirect subsidiaries of Community Health Systems, Inc.

As initially disclosed on September 19, 2016, with the assistance of advisors, we are exploring a variety of options
with financial sponsors, as well as other potential alternatives. These discussions are ongoing. There can be no
certainty that the exploration will result in any kind of transaction. We do not expect to make further public comment
regarding these matters while the exploration process takes place unless and until we otherwise deem further public
comment is appropriate or required.

In addition, our Board of Directors adopted a Stockholder Protection Rights Agreement on October 3, 2016. The
Stockholder Protection Rights Agreement will not prevent our takeover, but may cause substantial dilution to a person
or group that acquires 15% or more of our common stock, which may inhibit or render more difficult a merger, tender
offer or other business combination involving us that is not supported by our Board of Directors. The Stockholder
Protection Rights Agreement will expire on April 1, 2017.

Available Information

Our website address is www.chs.net and the investor relations section of our website is located at
www.chs.net/investor-relations. We make available free of charge, through the investor relations section of our

Edgar Filing: COMMUNITY HEALTH SYSTEMS INC - Form 10-K

Table of Contents 7



website, annual reports on Form 10-K, quarterly reports on Form 10-Q and current reports on Form 8-K as well as
amendments to those reports, as soon as reasonably practical after they are filed with, or furnished to, the SEC. Our
filings are also available to the public at the website maintained by the SEC, www.sec.gov.
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We also make available free of charge, through the investor relations section of our website, our By-laws, our
Governance Guidelines, our Code of Conduct and the charters of our Audit and Compliance Committee,
Compensation Committee and Governance and Nominating Committee.

We have included the Chief Executive Officer and the Chief Financial Officer certifications regarding the public
disclosure required by Sections 302 and 906 of the Sarbanes-Oxley Act of 2002 as Exhibits 31.1, 31.2, 32.1 and 32.2
to this Form 10-K.

Our Business Strategy

Our objective is to increase shareholder value by providing high-quality patient care using cost effective and efficient
operations. The key elements of our business strategy to achieve this objective are to:

� expand and strengthen regional networks,

� increase revenue at our facilities,

� increase productivity and operating efficiency,

� improve patient safety and quality of care,

� rationalize our portfolio through divestitures of hospitals and non-hospital businesses, and

� grow through selective acquisitions.
Expand and Strengthen Regional Networks

We believe opportunities exist in select urban markets to create networks between urban hospitals and non-urban
hospitals in order to expand the breadth of services offerings in the non-urban hospitals while improving alignment in
these markets and making them more attractive to managed care.

Currently, 74 of our hospitals operate in 11 unique regional networks, which are comprised of one or more larger
hospitals with smaller hospitals located in nearby communities. Within each regional network, we leverage the
network�s brand and local scale to expand our continuum of care, enhance access to our facilities, provide a more
integrated service offering and reduce costs through increased operating efficiencies. Additionally, 34 of our hospitals
operate in close geographic proximity to one or more of our other hospitals in 13 geographic areas. For these
hospitals, we seek to develop or expand similar specialty services and outpatient services as our regional networks to
yield high patient and physician satisfaction, improve revenue and gain operational efficiencies. As of December 31,
2016, we estimate that approximately 70% of our facilities are located in regional networks or are in close proximity
to another CHS hospital.

Increase Revenue at Our Facilities
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Overview. We are implementing a strategy to expand and rationalize service lines. We believe this focused, service
line strategy facilitates better capital allocation, and drives volume, acuity and rate growth in desirable areas. In
addition, we are expanding the medical services we provide through the recruitment of additional primary care
physicians and specialists. We also work with local hospital boards, management teams and medical staffs to
determine the number and type of additional physician specialties needed. In recent years, we have built through
acquisitions and consolidation several major networks of affiliated hospitals in key states in which we operate. We
believe these hospital networks allow us to provide more integrated services and maximize the usage of our strong
physician base.

3
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Our initiatives to increase revenue include:

� recruiting and/or employing additional primary care physicians and specialists,

� expanding patient access points and the breadth of services offered at our hospitals, our affiliated businesses
and in the communities in which we operate, through targeted capital expenditures and physician alignment to
support the addition of more convenient or complex services, including orthopedics, cardiovascular services,
urology and urgent care,

� providing the capital to invest in technology and the physical plant at our facilities, particularly in our
emergency rooms, surgery departments, critical care departments and in diagnostic services, and

� executing select managed care contracts through a centrally managed review process.
Physician Recruiting. The primary method of adding or expanding medical services is the recruitment of new primary
care physicians and specialists into the community. A core group of primary care physicians is necessary as an initial
contact point for all local healthcare. The addition of specialists who offer services, including general surgery,
obstetrics and gynecology, cardiovascular services, orthopedics and urology, completes the full range of medical and
surgical services required to meet a community�s core healthcare needs. At the time we acquire a hospital, and from
time to time thereafter, we identify the healthcare needs of the community in which such hospital is located by
analyzing demographic data and patient referral trends. As a result of this analysis, we are able to determine what we
believe to be the optimum mix of primary care physicians and specialists. We employ recruiters at the corporate level
to support the local hospital managers in their recruitment efforts. In some markets, we employ physicians, often
acquiring their practice at the onset of the arrangement. We have increased the number of physicians affiliated with us
through our recruiting and employment efforts. The percentage of recruited or employed physicians commencing
practice with us that were specialists was over 70% in 2016. However, most of the physicians in our communities
remain in private practice and are not our employees. We believe we have been successful in recruiting and employing
physicians because of the practice opportunities afforded physicians in our markets, as well as lower managed care
penetration as compared to larger urban areas.

Expansion of Services and Capital Investment. In an effort to better meet the healthcare needs of the communities we
serve and to capture a greater portion of the healthcare spending in our markets, we have added a broad range of
services to our facilities and, in certain markets, acquired physician practices to broaden our service offerings. These
services range from various types of diagnostic equipment capabilities to additional and renovated emergency rooms,
surgical and critical care suites and specialty services. We have concentrated our focus on expanding our service lines
to those service offerings that we believe have the greatest growth potential, including orthopedics, neuroscience,
cardiovascular care, women�s health and cancer care. We have been able to expand these service lines through
providing additional access points separate from the traditional hospital service location, the maximization of
physician practice utilization, creation of free-standing emergency departments, joint venture partnerships with
third-party urgent care, diagnostic, imaging and other retail service locations, expansion of outside diagnostic and
surgery center locations, and advancing tele-health strategies. Focused initiatives in these areas are intended to provide
quicker access to care in a lower cost setting, increase the number of patient transfer centers to better coordinate care,
and implement digital health solutions to improve patient engagement and satisfaction. Some of these initiatives
include:
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� expanding our orthopedic program and creating a more standardized process of orthopedic care;

� expanding and renovating existing emergency rooms to improve service and reduce waiting times;

� increasing the number of patient transfer centers to better coordinate care among our physicians, hospitals and
outpatient centers. Transfer centers enable patients to be transported to facilities that provide the services they
need in our hospitals; and
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� leveraging digital tools to create virtual access points and improve our patient and physician experiences.
These digital solutions use clinical protocols and analytics to drive patient outreach for scheduling
appointments, assist with referral management to keep patients in-network when possible and provide post
care follow-up, including treatment plans, health education, prescription reminders and prevention screening.
We also have introduced a tool that enables patients to compare pricing for select outpatient services among
our facilities and those of competitors in our markets.

In addition to these initiatives, we believe our investment in expanding our footprint through free-standing emergency
departments, ambulatory surgery centers and urgent care centers will generate increased revenues and earnings from
businesses with higher growth and operating margins. We believe that appropriate capital investments in our
outpatient facilities combined with the development of our service capabilities will increase patient retention while
providing an attractive return on investment.

We spent approximately $192 million on 93 major construction projects that were completed in 2016. These projects
included new emergency rooms, cardiac catheterization laboratories, hospital additions and surgical suites as well as
improvements to various diagnostic and other inpatient and outpatient service capabilities. We also employ a small
group of clinical consultants at our corporate headquarters to assist the hospitals in their development of surgery,
emergency, critical care, cardiovascular and hospitalist services. In addition to spending capital on expanding services
at our existing hospitals, we also build replacement facilities in certain markets to better meet the healthcare needs in
those communities. In 2015, we completed Grandview Medical Center, a replacement hospital in Birmingham,
Alabama. Transfer of all operations to this new facility was completed on October 10, 2015. As part of an acquisition
in 2012, we agreed to build a replacement hospital in York, Pennsylvania by July 2017. The total cost of the
replacement hospital in York, Pennsylvania is estimated to be $125 million. In 2016, we spent $12 million on the
construction project related to the York replacement hospital. In 2015, we spent $123 million on construction projects
related to the Birmingham and York replacement hospitals.

Managed Care Strategy. Managed care continues to grow in the United States as health plans expand service areas
and membership in an attempt to control rising medical costs. As we service primarily non-urban markets, we do not
have significant relationships with individual managed care organizations, including Medicare Advantage. We have
responded to the growth in managed care with a proactive and carefully considered strategy developed specifically for
each of our facilities. Our experienced corporate managed care department reviews and approves all managed care
contracts, which are organized and monitored using a central database. The primary mission of this department is to
select and evaluate appropriate managed care opportunities, manage existing reimbursement arrangements and
negotiate increases in reimbursement. Generally, we do not intend to enter into capitated or risk sharing contracts.
However, some purchased hospitals have risk sharing contracts at the time we acquire them. We seek to discontinue
these contracts to eliminate risk retention related to payment for patient care. We do not believe that we have, at the
present time, any risk sharing contracts that would have a material impact on our results of operations.

Increase Productivity and Operating Efficiency

Overview. We focus on improving operating efficiency to enhance our operating margins. We seek to implement cost
containment programs and adhere to operating philosophies that focus on standardizing and centralizing our methods
of operation and management, including:

� monitoring and enhancing productivity of our human resources,
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� capitalizing on purchasing efficiencies through the use of company-wide standardized purchasing contracts
and terminating or renegotiating specified vendor contracts,

� installing standardized management information systems, resulting in more streamlined clinical operations
and more efficient billing and collection procedures, and
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� improving patient safety and optimizing resource allocation through our case and resource management
program, which assists in improving clinical care and containing costs.

In addition, each of our hospital management teams is supported by our centralized operational, reimbursement,
regulatory and compliance expertise, as well as by our senior management team that has substantial industry
knowledge and a proven track record of operations success in the hospital industry. Our chief executive officer and
chief financial officer each have over 30 years of experience in the healthcare industry and have worked together since
1973. Our five division presidents have each worked at the Company for many years and average 21 years of
experience in hospital and division executive roles. Additionally, we have recently made several key external hires to
further strengthen our senior management team.

Standardization and Centralization.  Our standardization and centralization initiatives encompass nearly every aspect
of our business, from developing standard policies and procedures with respect to patient accounting and physician
practice management to implementing standard processes to initiate, evaluate and complete construction projects. Our
standardization and centralization initiatives are a key element in improving our operating results.

� Billing and Collections.  We have adopted standard policies and procedures with respect to billing and
collections. We have also automated and standardized various components of the collection cycle, including
statement and collection letters and the movement of accounts through the collection cycle. Upon completion
of an acquisition, our management information systems team converts the hospital�s existing information
system to our standardized system. This enables us to quickly implement our business controls and cost
containment initiatives. Additionally, we have consolidated local billing and collection functions into six
centralized business offices and have completed the transition of our hospitals to this new system and have
started to benefit from lower patient denials, underpayment recoveries and reduced operating expenses.

� Physician Support.   We support our newly recruited physicians to enhance their transition into our
communities. All newly recruited physicians who enter into contracts with us participate in an online
orientation that covers issues related to starting up or joining a practice. For our employed physicians, we are
leveraging software solutions that monitor physician practice performance. We have also implemented
programs to improve physician workflow, reduce physician turnover, optimize staffing at physician clinics
and standardize onboarding processes.

� Procurement and Materials Management.  We have standardized and centralized our operations with respect
to medical supplies, equipment and pharmaceuticals used in our hospitals. We have a participation agreement
with HealthTrust Purchasing Group, L.P., or HealthTrust, a group purchasing organization, or GPO.
HealthTrust contracts with certain vendors who supply a substantial portion of our medical supplies,
equipment and pharmaceuticals. The current term of our agreement with HealthTrust expires in January 2018,
with automatic renewal terms of one year unless either party terminates by giving notice of non-renewal.

� Facilities Management.  We have standardized interiors, lighting and furniture programs. We have also
implemented a standard process to initiate, evaluate and complete construction projects. Our corporate staff
monitors all construction projects, and reviews and pays all construction project invoices. Our initiatives in
this area have reduced our construction costs and shortened our project completion times while maintaining
the same high level of quality.
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� Other Initiatives.  We have also improved efficiency and productivity by implementing standard programs
with respect to ancillary services in various areas, including emergency rooms, pharmacy, laboratory,
imaging, home care, skilled nursing, centralized outpatient scheduling and health information management.
Moreover, we have implemented initiatives intended to realize employee benefit savings on medical benefits,
prescription services and high medical claims and to reduce
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overtime and use of temporary staffing to align with patient admissions. We work to identify and
communicate best practices and monitor these improvements throughout the Company.

� Internal Controls Over Financial Reporting.  We have centralized many of our significant internal controls
over financial reporting and standardized those other controls that are performed at our hospital locations. We
continuously monitor compliance with and evaluate the effectiveness of our internal controls over financial
reporting.

Case and Resource Management. The primary goal of our case management program is to ensure the delivery of safe,
high quality care in an efficient and cost effective manner. The program focuses on:

� appropriate management of length of stay consistent with national standards and benchmarks,

� reducing unnecessary utilization,

� developing and implementing operational best practices,

� discharge planning, and

� compliance with all regulatory standards.
Our case management program integrates the functions of utilization review, discharge planning, assessment of
medical necessity and resource management. Patients are assessed upon presentation to the hospital and throughout
their course of care with ongoing reviews. Industry standard criteria are utilized in patient assessments, and discharge
plans are adjusted according to patient needs. Cases are monitored to prevent delays in service or unnecessary
utilization of resources. When a patient is ready for discharge, a case manager works with the patient�s attending
physician to evaluate and coordinate the patient�s needs for continued care in the post-acute setting. Each hospital has
the support of a physician advisor to act as a liaison to the medical staff and assist with all the activities of the
program.

Improve Patient Safety and Quality of Care

Each of our hospitals is operated by a corporate board of directors that has established a local board of trustees, which
includes members of the hospital�s medical staff. The board of directors delegates certain matters to the board of
trustees, including establishing policies concerning the hospital�s medical, professional, and ethical practices,
monitoring these practices, and responsibility for ensuring that these practices conform to legally required standards.
We maintain quality assurance programs to support and monitor quality of care standards and to meet Medicare and
Medicaid accreditation and regulatory requirements. Patient care evaluations and other quality of care assessment
activities are reviewed and monitored continuously with comparison to regional and national benchmarks when
available.

We maintain an emphasis on patient safety, the provision of quality care and improving clinical outcomes. We
understand that high levels of quality are only achieved with a company-wide focus that embraces patient, physician

Edgar Filing: COMMUNITY HEALTH SYSTEMS INC - Form 10-K

Table of Contents 17



and employee satisfaction and continual, systematic clinical improvements. We believe that a focus on continuous
improvement yields the best results for patients, reduces risk and improves revenue through achievement of quality
measures. We have developed and implemented programs to support and monitor patient safety and quality of care
that include:

� standardized data and benchmarks to monitor hospital performance and quality improvement efforts;

� recommended policies and procedures based on the best medical and scientific evidence as well
as training on evidence-based tools for improving patient, physician and employee satisfaction;

� leveraging of technology and sharing of evidence-based clinical best practices;

7

Edgar Filing: COMMUNITY HEALTH SYSTEMS INC - Form 10-K

Table of Contents 18



Table of Contents

� training programs for hospital management and clinical staff regarding regulatory and reporting requirements;
and

� implementation of specific leadership methods and error-prevention tools to create safer care environments
for patients and staff.

As a result of these efforts, we have made significant progress in patient safety and clinical quality.

In 2011, we established a component patient safety organization, or PSO, which was listed by the U.S. Department of
Health and Human Services Agency for Healthcare Research and Quality on January 11, 2012. We believe our PSO
has assisted, and will continue to assist, us in improving patient safety at our hospitals. The PSO was recertified in
2014 through 2018.

Divestiture and Acquisition Strategy

Divestiture and Acquisition Criteria. Acquisitions have been a core part of our growth strategy historically. We have
been implementing a portfolio rationalization and deleveraging strategy by divesting hospitals and non-hospital
businesses that are attractive to strategic and other buyers. Generally, these businesses are not in one of our
strategically beneficial service areas, are less complementary to our business strategy and/or have lower operating
margins. In addition to the spin-off of the 38 facilities to QHC which was completed in April 2016 as noted above, in
2016 we divested two facilities and an 80% ownership interest in our home care division, which, as of December 31,
2016, owned and operated 74 licensed home care agencies and 15 licensed hospice agencies. For additional
information regarding potential additional dispositions, see the Executive Overview of �Management�s Discussion and
Analysis of Financial Condition and Results of Operations� under Part II, Item 7 of this Form 10-K.

Although we are not actively pursuing hospital acquisition opportunities at this time, we have continued to invest
capital strategically in selected physician practice and ancillary service locations that will enhance the service lines
and patient access points for our existing hospitals. We intend to focus again on hospital acquisitions once our
portfolio rationalization has been sufficiently completed, and, at that time return to a disciplined and targeted approach
to hospital acquisitions and seek opportunities that are complementary to our existing markets or represent new
markets that fit our operating criteria. At that time, we may pursue acquisition candidates that:

� are located in a market that has a stable or growing population base,

� are the sole or primary provider of acute care services in the community,

� are located in an area with the potential for service expansion,

� are not located in an area that is dependent upon a single employer or industry, and

� have financial performance that we believe will benefit from our management�s operating skills.
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In 2016 we acquired three hospitals located in Fayetteville, Arkansas; La Porte, Indiana and Knox, Indiana. We
believe that our access to capital, reputation for providing quality care and ability to recruit physicians makes us an
attractive partner for these communities. No hospital acquisitions closed during 2015.

On January 27, 2014, we completed the merger with HMA, which at the time of acquisition owned or leased 71
hospitals. In addition to the HMA hospitals, during 2014 we acquired four other hospitals located in Ocala, Florida;
Sharon, Pennsylvania; Natchez, Mississippi; and Gaffney, South Carolina.

Acquisition Efforts. A key part of our strategy has involved establishing a broader presence in our states and markets
of operation and expanding and strengthening our regional networks where appropriate. Apart from our
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acquisition of Triad hospitals in 2007 and HMA in 2014, most of the hospitals that we have acquired have been
municipal or other not-for-profit hospitals. We believe that our access to capital, ability to recruit physicians and
reputation for providing quality care make us an attractive partner for these communities. In addition, we have found
that communities located in states where we already operate a hospital are more receptive to our acquiring their
hospitals, because they are aware of our operating track record with respect to our other hospitals within the state.

At the time we have acquired a hospital, we may commit to an amount of capital expenditures, such as a replacement
facility, renovations, or equipment over a specified period of time.

Pursuant to a hospital purchase agreement in effect as of December 31, 2016, we have committed to build replacement
facilities in both La Porte, Indiana and Knox, Indiana by March 2021. Construction costs, including equipment costs,
for the La Porte and Knox replacement facilities are currently estimated to be approximately $125 million and $15
million, respectively. No costs have been incurred to date on those facilities. Additionally, we are required to build a
replacement facility in York, Pennsylvania by July 2017. Estimated construction costs, including equipment costs, are
approximately $125 million for this replacement facility, of which approximately $17 million has been incurred to
date. Under other purchase agreements in effect as of December 31, 2016, we have committed to spend $464 million,
generally over a five to seven year period after acquisition, for costs such as capital improvements, equipment,
selected leases and physician recruiting. Through December 31, 2016, we have incurred approximately $209 million
related to these commitments.

Industry Overview

According to the Centers for Medicare & Medicaid Services, or CMS, national healthcare expenditures in 2016 are
projected to have grown 4.8% to approximately $3.4 trillion. In addition, these CMS projections, published 2017,
indicate that total U.S. healthcare spending will grow at an average annual rate of 5.9% for 2018 through 2019 and by
an average of 5.8% annually from 2020 through 2025. However, these projections do not take into account initiatives,
programs or other developments that may result from the 2016 federal elections, including any potential significant
modifications to or repeal of the Affordable Care Act. CMS also projected that total U.S. healthcare annual
expenditures will exceed $5.5 trillion by 2025, accounting for approximately 19.9% of the total U.S. gross domestic
product. CMS expects healthcare spending to be largely influenced by changes in economic growth and population
aging, and anticipates faster growth in medical prices.

Hospital services, the market within the healthcare industry in which we primarily operate, is the largest single
category of healthcare expenditures. In 2016, hospital care expenditures are projected to have grown 4.9%, amounting
to over $1 trillion. CMS estimates that the hospital services category will exceed $1.1 trillion in 2017, and projects
growth in this category at an average of 5.5% annually from 2016 through 2025.

U.S. Hospital Industry. The U.S. hospital industry is broadly defined to include acute care, rehabilitation and
psychiatric facilities that are either public (government owned and operated), not-for-profit private (religious or
secular), or for-profit institutions (investor owned). According to the American Hospital Association, there are 4,800
community hospitals in the U.S. which are not-for-profit owned, investor owned, or state or local government owned.
Of these hospitals, nearly 40% are located in non-urban communities. We believe that a majority of these hospitals are
owned by not-for-profit or governmental entities. These facilities offer a broad range of healthcare services, including
internal medicine, general surgery, cardiology, oncology, orthopedics, OB/GYN and emergency services. In addition,
hospitals offer other ancillary services, including psychiatric, diagnostic, rehabilitation, home care and outpatient
surgery services.
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Urban vs. Non-Urban Hospitals. According to the U.S. Census Bureau, 19.3% of the U.S. population lives in
communities designated as non-urban. In these non-urban communities, hospitals are typically the primary source of
healthcare. In many cases a single hospital is the only provider of general healthcare services in these communities.
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Factors Affecting Performance. Among the many factors that can influence a hospital�s financial and operating
performance are:

� facility size and location,

� facility ownership structure (i.e., tax-exempt or investor owned),

� a facility�s ability to participate in GPOs, and

� facility payor mix.
Patients needing the most complex care are more often served by the larger and/or more specialized urban hospitals.
We believe opportunities exist in selected urban markets to create networks between urban hospitals and non-urban
hospitals in order to expand the breadth of services offered in the non-urban hospitals while improving physician
alignment in those markets and making them more attractive to managed care organizations.

Hospital Industry Trends

Demographic Trends. According to the U.S. Census Bureau, in 2015, there were approximately 48 million Americans
aged 65 or older in the U.S. comprising approximately 14.9% of the total U.S. population. By the year 2030, the
number of Americans aged 65 or older is expected to climb to 72 million, or 19.3% of the total population. Due to the
increasing life expectancy of Americans, the number of people aged 85 years and older is also expected to increase
from 6 million in 2015 to 9 million by the year 2030. This increase in life expectancy will increase demand for
healthcare services and, as importantly, the demand for innovative, more sophisticated means of delivering those
services. Hospitals, as the largest category of care in the healthcare market, will be among those impacted most
directly by this increase in demand. Based on data compiled for us, the populations of the service areas where our
hospitals are located grew 4.6% from 2011 to 2016 and are expected to grow by 4.3% from 2016 to 2021. The number
of people aged 65 or older in these service areas grew by 17.7% from 2011 to 2016 and is expected to grow by 17.4%
from 2016 to 2021. People aged 65 or older comprised 17.1% of the total population in our service areas in 2016, yet
they could comprise 19.3% of the total population in our service areas by 2021.

Consolidation. In addition to our own acquisitions in recent years, consolidation activity in the hospital industry,
primarily through mergers and acquisitions involving both for-profit and not-for-profit hospital systems, is continuing.
Reasons for this activity include:

� ample supply of available capital,

� valuation levels,

�
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financial performance issues, including challenges associated with changes in reimbursement and
collectability of self-pay revenue,

� the desire to enhance the local availability of healthcare in the community,

� the need and ability to recruit primary care physicians and specialists,

� the need to achieve general economies of scale and to gain access to standardized and centralized functions,
including favorable supply agreements and access to malpractice coverage,

� changes to healthcare payment models that emphasize cost-effective delivery of service and quality of
outcomes for the entire episode of care, and

� regulatory changes.
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The payor industry is also consolidating and acquiring health services providers in an effort to offer more expansive,
competitive programs.

Trends in Payment for Healthcare Services. As discussed in more detail in the Government Regulation section of this
Form 10-K, the impact of healthcare reform legislation, combined with the growing financial and economic pressures
on the healthcare industry, has resulted in challenges to traditional reimbursement trends. For example, the Patient
Protection and Affordable Care Act, as amended by the Health Care and Education Reconciliation Act of 2010,
collectively, the Affordable Care Act, has encouraged the adoption of new payment models that emphasize cost
effective delivery of care and quality of outcomes. Although health insurance coverage has expanded, patients may
face higher deductibles and increased co-payment requirements, which may result in greater write-offs of
uncollectible amounts from those patients.

Shift to Outpatient Services. Because of the growing availability of stand-alone outpatient healthcare facilities and the
increase in the services that are able to be provided at these locations, many individuals are seeking a broader range of
services at outpatient facilities. This trend has contributed to an increase in outpatient services while inhibiting the
growth of inpatient admissions.

Selected Operating Data

The following table sets forth operating statistics for our hospitals for each of the years presented, which are included
in our continuing operations. Statistics for 2016 include a full year of operations for 152 hospitals and partial periods
for three hospitals acquired during the year reflecting the operations of these hospitals following the completion of the
acquisition. Statistics for 2015 include a full year of operations for 194 hospitals. Statistics for 2014 include a full year
of operations for 127 hospitals and partial periods for 70 hospitals acquired during the year reflecting the operations of
these hospitals following the completion of the acquisition. Statistics for hospitals included in discontinued operations
are excluded from all periods presented.

Year Ended December 31,
         2016                 2015                 2014        

(Dollars in millions)
Consolidated Data
Number of hospitals (at end of period) 155 194 197
Licensed beds (at end of period)(1) 26,222 29,853 30,137
Beds in service (at end of period)(2) 23,229 26,312 27,000
Admissions(3) 857,412 940,292 924,557
Adjusted admissions(4) 1,867,348 2,038,103 1,969,770
Patient days(5)   3,832,104   4,175,214   4,091,183
Average length of stay (days)(6) 4.5 4.4 4.4
Occupancy rate (beds in service)(7) 43.1 % 43.3 % 43.8 % 
Net operating revenues $ 18,438 $ 19,437 $ 18,639
Net inpatient revenues as a % of net
patient revenues before provision for bad
debts 43.2 % 42.8 % 43.9 % 
Net outpatient revenues as a % of net
patient revenues before provision for bad
debts 56.8 % 57.2 % 56.1 % 
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Net (loss) income attributable to
Community Health Systems Inc.
stockholders $ (1,721) $ 158 $ 92
Net (loss) income attributable to
Community Health Systems Inc.
stockholders as a % of net operating
revenues (9.3)% 0.8 % 0.5 % 
Adjusted EBITDA(8) $ 2,225 $ 2,670 $ 2,777
Adjusted EBITDA as a % of net operating
revenues(8) 12.1 % 13.7 % 14.9 % 
Liquidity Data
Net cash flows provided by operating
activities $ 1,137 $ 921 $ 1,615
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Year Ended December 31,
         2016                 2015                 2014        

(Dollars in millions)
Net cash flows provided by operating
activities as a % of net operating revenues 6.2 % 4.7 % 8.7 % 
Net cash flows provided by (used in)
investing activities $ 630 $ (1,051) $ (4,351) 
Net cash flows (used in) provided by
financing activities $ (1,713) $ (195) $ 2,872

Year Ended December 31, (Decrease)
         2016                 2015            Increase    

(Dollars in millions)
Same-Store Data(9)
Admissions(3) 818,559 834,383 (1.9)% 
Adjusted admissions(4) 1,773,093 1,782,134 (0.5)% 
Patient days(5)   3,678,397   3,752,264
Average length of stay (days)(6) 4.5 4.5
Occupancy rate (beds in service)(7) 43.4
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