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Report of Independent Auditors

The Board of Directors
Western Connecticut Health Network. Inc.

We have audited the accompanying consolidated financial statements of Western Connecticut
Health Network. Inc. and Subsidiaries, which comprise the consolidated balance sheets as of
September 30. 2013 and 2012, and the related consolidated statements of operations and changes
in net assets and cash flows for the vears then ended. and the related notes to the consolidated
financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements
in conformity with U.S. generally accepted accounting principles: this includes the design,
implementation. and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free of material misstatement, whether due to fraud

or error.
Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits. We
did not audit the financial statements of Western Connecticut Health Network Insurance Co.,
Ltd. (the Company), a wholly-owned subsidiary. which statements reflect total assets
constituting 7% in 2013 and 2012. and total revenues constituting 2% in 2013 and 2012, of the
consolidated totals. Those statements were audited by other auditors whose report has been
furnished to us. and our opinion. insofar as it relates to the amounts included for the Company. is
based solely on the report of the other auditors. We conducted our audits in accordance with
auditing standards generally accepted in the United States. Those standards require that we plan
and perform the audit to obtain reasonable assurance about whether the financial statements are
free of material misstatement.

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

8
Judgment, inciuding 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
3 unting policies used and the reasonableness of significant accounting estimates made by
cement. 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. based on our audits and the report of other auditors. the financial statements
referred to above present fairly. in all material respects. the consolidated financial position of
Western Connecticut Health Network. Inc. and Subsidiaries at September 30. 2013 and 2012,

and the consolidated results of their operations and changes in net assets and their cash flows for
the years then ended in conformity with U.S. generally accepted accounting principles.

Srnct ¥ LLP

January 21. 2014



Western Connecticut Health Network, Inc. and Subsidiaries

Consolidated Balance Sheets

Assets
Current assets:

Cash and cash equivalents S

Current portion of assets limited as to use

Current portion of pledges receivable

Accounts receivable, less allowance for uncollectible
accounts of approximately $20,592.000 in 2013 and
$19.119,000 in 2012

Inventories

Prepaid expenses and other

Total current assets
Investiments

Assets limited as to use:
Funds restricted by donor
Board dcsiz’,natad funds
Beneficial interest in trusts held by others
Cot mruu ion funds
Investments held by Western Connecticut Hea
Insurance Co.. Ltd.

Ith Network

Total noncurrent assets limited as to use
Other assets

Property, plant. and equipment:
Land and land improvements
Buildings and building improvements
Equipment and other
Construction in progre

ss (estimated cost to complete at
September 30. 2013: $71

L036,000)

Less accumulated depreciation

Pledges receivable, less current portion
Bond issuance costs, ne

September 30

2013 2012
71,777,507 74.,083.960
6,189,827 2,100,896
13,627,769 3.008.962
76,374,995 79,495,152
11,258,609 11.357,589
15,085,296 17,443,644
194,314,003 187,490,183
210,803,720 185.848.424
47,560,728 48,645.413
9,422,297 8,639.352
7,593,627 7.262,631
45,694,876 100,552,317
58,410,610 59,508,868
168,682,138 224,608,581
16,815,682 14,361.331
11,897,212 11.920.666
352,295,400 347.385.812
283,476,026 304.269.720
116,954,585 39,399 343
758,623,223 702,975,563
408,828,628 417,555,078
349,795,198 283.420,4853
27,663,400 8,803,496
5,099,825 5,436,933

Total assets

$ 973,173,663

911,969,433




Liabilities and net assets
Current liabilities;
Accounts payable
Pavroll-related accruals
Due to third-party pavors
Interest payable
Other accrued expenses
Current portion of long-term debt and capital lease
obligations
Total current Labilities

Self-insurance liabilities

Accrued pension liabilities and other

Long-term debt and capital lease obligations. less current
portion

Total labilities

Net assets:
Unrestricted
Temporarily restricted
Permanently restricted
Total net assets

,,,,,

Total liabilities and net assets

See accompanying noies,

September 30

2013 2012
S 35556,138 $ 28.342.,969
44,842,213 33.802.144
10,798,195 12,492,073
1,706,774 1.624.480
4,131,560 4,582,166
2,880,000 2.050.090
99,914,880 82.893.922
46,380,935 42.317.667
79,978,708 192,289,498
246,700,000 250,593,765
472,974,523 568.094.852
404,480,146 277.089.185
62,336,151 33.826.104
33,382,843 32.959.292
500,199,140 343.874.581

§ 973,173,663

S

911.969.433




Western Connecticut Health Network. Inc. and Subsidiaries

Consolidated Statements of Operations and Changes in Net Assets

Unrestricted revenues:
Net pat'em service revenue
Provision for bad debt
Net patient service revenue less provision
Net assets released from restriction
Other operating revenue

for bad debt

Expenses:
Salaries. benefits and fees
Supplies and other

Insurance
Depreciation and amortization
Interest

Operating income before pension curtailment charge

Pension curtailment charge
Operating income

Income tax credit (expense)

Nonoperating gains (losses):
Contributions
Investment income. net
Change in unrealized gains and losses on investments
Operating expenses of the New Milford Hospital
Foundation, Inc. and Western Connecticut Health Network
Foundation, Inc.

Excess of revenues over expenses

Continued on next page.

Year Ended September 30

2013 2012
$715,654,985  $736.921.369
22,024,123 24.771.952
693,630,862  712.149.417
5,514,055 3.324.588
13,364,145 24,054,372
712,509,062  739.328.377
435,608,640  462.975.344
196,744,859  201.850.484
15,709,626 11.680.311
37,300,840  39,029.252
4,067,031 4,322,562
689,430,996  719.837.953
23,078,066 19.670.424
- (1.306.064)
23,078,066 18.364.360
158,546 (501.000)
653,873 1.936.206
7,054,057 2.445.893
5,596,197 22674214
(2,818,144)  (2.407.222)
10,485,983 24.649.093
33,722,595 42.512.433



Western Connecticut Health Network. Inc. and Subsidiaries

Consolidated Statements of Operations and Changes in Net Assets (continued)

Unrestricted net assets:
Excess of revenues over expenses (continued)

Net assets released from restrictions for property, plant and

equipment
Transfer (t0) from temporarily restricted net assets
Change in pension funding obligations
Acquisition of non-controlling interest in
Other

Increase (decrease) in unrestricted net assets

joint venture

Temporarily restricted net assets:

Contributions

Investment income. net

Change in unrealized gains and losses on investments

Net assets released from restriction

Net dSsCIS eleased from restrictions for
equipment

Transfer from (to) unrestricted and p
net assets

Other

Increase in

property, plant and

ermanently restricted

temporarily restricted net assets

Permanently restricted net assets:

Increase in beneficial interest in trusts hel

Contributions

Transter (10) from temporarily restricted net
Increase in permanently restricted net assets
Increase (decrease) in net assets

d by others

assets

Net assets at beginning of year
Net assets at end of vear

See ace GIHPUnyY e’?”?ff noles.

Year Ended September 30

2013 2012

S 33,722,595 S 42.512.453
6,015,256 4.723.875
(17,619) 2.431.853
87,663,133 (57.585.651)
- (1.176.149)
7,596 (187.027)
127,390,961 (9.280.646)
36,343,043 7.922.288
3,216,913 1.362.975
409,999 5.007,098
(3,514,055)  (3.324.588)
(6,015,256)  (4.723.875)
92,474 2.567.198)
(23.071) -
28,510,047 3.676.700
330,996 823.333
167.410 115,407
C(74.855) 135.345
423,551 1.074.085
156,324,559 (4.320.861)
343,874,581 348.404.442

$500,199,140  $343.874.58]
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Western Connecticut He

Consolidated Statements of

Operating activities
Increase {(decrease) in net assets
Adjustments to reconcile increase (decrease) in
net cash provided by operating activities:
Depreciation and amortization
Change in unrealized gains and losses on investments
Change in pension funding obligations
Other changes in net assets
Restricted contributions and investment income
Change in beneficial interest in trusts held by others
Provision for bad debt
Changes in operating assets and liabilit
Net cash provided by operating activities

net assets (o

es (see Note 12)

Investing activities

Additions to property. plant, and equipment, net
Decrease in investments. net and assets limited as to use
Net cash used in investing activities

Financing activities

Proceeds from issuance of bonds,
Costs

Payments of fong-term debt

Restricted contributions and investment income

Net cash provided by financing activities

Net (decrease) increase in cash and cash equivalents

net of change in issuance

valents at beginning of vear
ilents at end of vear

Cash and cash equiv
Cash and cash equiva

See accompanying notes.

alth Network, Inc. and Subsidiaries

Cash Flows

Year Ended September 30

2013

2012

$ 156,324,559  § (4.529.861)

37,300,840 39.029.252
(6,006,196)  (27.681.312
(87,663,133)  57.585.651
15,475 187.027
(39,727,366)  (9.400.670)
(330,996) (823.333)
22,024,123 24.771.952
(52,773,061)  (27.935.357)
29,164.245  51.203.349
(101,338,142)  (57.733.837)
33,203,933 17.978.713
(68,134,209)  (39.755.124)
— 40222832

(3,063,855)  (43.775.636)
39,727,366 9.400.670
36,663,511 5.847.866
(2,306,453)  17.296.091
74,083,960  36.787.869

S 71,777,507 $ 74.083.960




Western Connecticut Health Network, Inc. and Subsidiaries
Notes to Consolidated Financial Statements

September 30, 2013

1. Summary of Significant Accounting Policies
Organization and Basis of Presentation

Western Connecticut Health Network, Inc. (the Network) was established under the statutes of
the State of Connecticut and is the parent company of the following subsidiaries: The Danbury
Hospital and subsidiary (Danbury Hospital): Western Connecticut Health Network Foundation.
Inc. (WCHNF); Western Connecticut Health Network Affiliates. Inc. (WCHNA): Business
System. Inc. (BSI): Western Connecticut Home Care, Inc. (WCHC): the Foundation for
Community Health Care (Foundation); The New Milford Hospital Inc. and Subsidiary (New
Milford Hospital); Western Connecticut Medical Group, P.C. (WCMG) and Eastern New York
Medical Services. P.C. (ENYMS).

The Network owns 100% of the capital stock of BSI. Western Connecticut Health Network, Inc.
is the sole corporate member of Danbury Hospital, WCHNF. New Milford Hospital. WCHNA,
and WCHC.

The Foundation is a corporation under the Nonstock Corporation Act of the State of Connecticut
and requires contributions by the physician members. The Network is required to make
contributions that match those made by the physician members. Eftective October 1, 2012, the
Foundation was legally dissolved. Prior to this date, no physicians had made contributions and
the Foundation was inactive.

Danbury Hospital is a voluntary. nonprofit association incorporated under the General Statutes of
the State of Connecticut, and is a wholly owned subsidiary of the Network. The Board of
Danbury Hospital is appointed by the Network. The financial statements of Danbury Hospital
include its wholly owned subsidiarv. Western Connecticut Health Network Insurance Co.. [td.
(WCHNIC).

New Miltord Hospital is a voluntary. not-for-profit. non-stock corporation established under the
General Statutes of the State of Connecticut and is the sole corporate member of its subsidiary.
New Milford Hospital Foundation. Inc.




Western Connecticut Health Network. Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

L. Summary of Significant Accounting Policies (continued)

On October 1. 2012 the ibliowim New Milford Hmp'tal Foundation. Inc. assets were transferred
to the Network. which then transferred the assets to WCHNF:

Cash and cash equivalents $ 2.563.268
Land held for investmen 1,200,000
Pledges receivable 3.502,824
Investments 2,706,138
Funds restricted by donor 421.160
Beneficial interest in trusts held by others 4,134,546
Other assets 182,638
$ 14,710,574
The transfer comprised the following:

Unrestricted net assets $ 6.652.044

Temporarily restricted net assets 3,923,984

Permanently restricted net assets 4,134,546

$ 14,710.574

Effective October 28. 2009. New Milford Hospital formed a strategic partnership with Radcorp
of New Milford. LLC. The partnership, New Milford MRI J\/’ LLC. offers MRI services located
at New Milford Hospital. New Milford Hospital owned a 51% share of New Milford MR] JV.
LLC with the remaining 49% owned by Radcorp of New Milford. LLC. In September 2012
New Milford Hospital purchased Radcorp of New Milford. LLC’s ownership share and New
Milford MRTJV. LLC became a department of New Milford Hospital.

WCMG is established under the general statutes of the State of Connecticut and provides
physician services to patients primarily from Western Connecticut and Southeastern New York.
WOMG also provides physician support to various Network affiliates.

Effective April 1. 2013. Eastern New York Medical Services. P.C. a New York professional
corporation established under the ger i,Ed§ statutes of the State of New York was formed. It
provides medical services through physicians and other lic E”%si,f% health care providers to the
general public from one or more offices M;{éiﬁu in Westchester County. New York.,




Western Connecticut Health Network. Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

I. Summary of Significant Accounting Policies (continued)

The consolidated financial statements include the accounts of Western Connecticut Health
Network. Inc.. Danbury Hospital. WCHNF, New Milford Hospital. WCHNA. BSI. WCHC.
WCMG. ENYMS and Foundation. All material intercompany transactions have been eliminated
in consolidation,

Use of Estimates

The preparation of consolidated financial statements in conformity with U.S. generally accepted
accounting principles (GAAP) requires management to make estimates and assumptions that

affect the amounts reported in the financial statements and related footnotes. There is at least a
reasonable possibility that certain estimates will change by material amounts in the near term.
Actual results could differ from those estimates.

Regulatory Matters

The Network is required to file annual operating information with the State of Connecticut
Office of Health Care Access.

Cash and Cash Equivalents

Cash and cash equivalents include highly liquid investments with maturities of three months or
less at date of purchase, other than amounts held in the investment portfolio and assets limited as
to use. Cash an ’% cash equivalents are maintained with domestic financial institutions with
deposits that exceed tedemﬂ insured limits. It is the Network’s policy to monitor the financial
strength of‘th& institution

Investments

¥
designated as trading, with realized and unrealized gains and losses included in the excess of
revenues Over expenses,

Network's investmen gxaf%.fg;érg; reported in the accompanying consolidated balance sheets is
1

Investments in equity securities with readily determinable fair values and all investments in debt
securities are recorded at fair value, baﬁ:e? upon quoted market prices, on the consolidated
balance sheets. Investment income or loss (including ;z&izggé ind unrealized gains and losses on
investments. interest and ;%vzé;f‘gda} s incl ad ed in the excess of revenues over expenses. unless
the income or loss is restricted by donor or by law.



Western Connecticut Health Network, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

1. Summary of Significant Accounting Policies (continued)

Alternative investments (nontraditional. not-readily-marketable assets), some of which are
structured such that the Network holds limited pa;’mersl hip interests. are reported based upon net
asset value and derived from the app! tion of the equity method of accounting. Individual
investment holdings within the alternative investments may. in turn. include investments in both
nonmarketable and market-traded securities. Valuations of these i wcs{memi and, therefore. the
Network’s holdings, may be determined by the investment 1| manager or general partner, and for
“fund of funds™ investments are primarily based on financial data supplied by the underlying
investee funds. Values may be based on historical cost, appraisals, or other estimates that requir
varying degrees of judgment. The Network accounts for these investments us ing the equ;t\
method of accounting. except for investments held by the defined benefit pension plan, and
reports its share of the increase or decrease in the funds value as investment gain or loss.
Alternative investments held by the defined benefit pension plan are reported at fair value as
estimated in an unquoted market. The financial statements of the investees are audited annually

by independent auditors. although the timing for reporting the results of such audits does not
coincide with the Network’s annual consolidated financial statement reporting

Temporarily and Permanently Restricted Net Assets

Temporarily restricted net assets are those whose use by the Network has been limited by donors
to a specific time frame or purpose. Temporarily restricted net assets primari ily consist of
contributions restricted for certain health care services. Permanently restricted net assets. which
are primarily endowment gifts and beneficial interest in trusts held by others, have been
restricted by donors. and are to be maintained in perpetuity

Contributions

For "”nﬁns:%ai statement purposes, the ‘Vemug& distinguishes between contributions of
unrestricted assets. temporarily restricted assets. and permanently restricted assets.

ch donors have not stipulated restrictions, as well as contributions for
zg‘} ulated restrictions. but which are met within the same reporting period.

are re?{'}?z* as unrestricted support. Contributions. for which donors have imposed restrictions
which limit the use of the donated assets, are reported as temporarily f>s§zagfﬁc‘% net assets if the
restrictions are not met in the same reporting g‘iff‘e‘ﬂé When such donor imposed restrictions are
met in subsequent reporting periods. temporarily restricted net assets are reclassified to

H

unrestricted net assets ami reported as net assets released from restrictions. Contributions of

Coniributions {or whi
which donors have




Western Connecticut Health Network, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

1. Summary of Significant Accounting Policies {continued
o el p=3 \

assets which donors have stipulated must be maintained in perpetuity. with only the income
arned thereon available for current use, are classified as permanently restricted net assets.

Patient Accounts Receivable

Patient accounts receivable result from the health care services provided by the Network.
Additions to the allowance for uncollectible accounts result from the provision for bad debt.
Accounts written off as uncollectible are deducted from the allowance for uncollectible accounts.

The Network’s estimation of the allowance for uncollectible accounts is based primarily upon
the type and age of the patient accounts receivable and the effectiveness of the Network's
collection efforts. The Network’s policy is to reserve a portion of all self-pay receivables.
including amounts due from the uninsured and amounts related to co-payments and deductibles,
as these charges are recorded. On a monthly basis, the Network reviews its accounts receivable
balances and various analytics to support the basis for its estimates. These efforts primarily
consist of reviewing the following:
* Historical write-off and collection experience using a hindsight or look-back approach:
*  Revenue and volume trends by payor. particularly the self-pay compone

*+ Changes in the aging and payor mix of accounts receivable. including increased focus on
accounts due from the uninsured and accounts that represent co-payments and
deductibles due from patients;

*+ Cash collections as a percentage of net patient revenue less the provision for bad debt;
and

* Trending of davs revenue in accounts receivable

Network regularly performs hindsight procedures to evaluate historical write-off and
: e};?,ﬁkﬁréer‘g throughout the year to assist in determining the reasonableness of its
' the allowance for uncollectible accounts.




Western Connecticut Health Network, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

1. Summary of Significant Accounting Policies (continued)

The Network's primary concentration of credit risk is patient accounts receivable, which consists
of amounts owed by various governmental agencies. insurance companies and private patients.
The Network manages the receivables by regularly reviewing its patient accounts and contracts.
and by providing appropriate allowances f’br uncokl ctible amounts. Significant concentrations of

0 ;

gross patient accounts receivable include 33% and 12%, and 31% and 13%, for Medicare and
Medicaid. respectively, at September 30. 20 13 and 2012, respectively.

Assets Limited as to Use

Assets limited as to use represent investments with donor restrictions: assets set aside by the
Board of Directors for the purpose of providing for future improvement, expansion and
replacement of plam and equipment; assets held by trustees under indenture agreements related
to financing activities with the State of Connecticut Health and Educational Facilities Authority
(CHEFA); beneficial interest in trusts held by others in accordance with donor restrictions; and
investments held by WCHNIC. Board designated funds represent unrestricted funds set aside for
specific purposes. Assets limited as to use are reported at fair value based upon quoted market
prices. The portion of amounts required for funding current liabilities is included in current
assets.

Property, Plant and Equipment

Property. plant and equipment are recorded at cost. The Network provides for depreciation of
property. plant and equipment using the straight-line method in amounts sufficient to depreciate
the cost of the assets over their estimated useful lives. The remaining useful lives range from -
40 vears.

Conditional asset retirement obligations amounted (o $3??.324§ and $396.262 as of
September 30. 2013 and 2012, respectively. These obligations are recorded in other lor g -term
liabilities in the accompanying consolidated balance sheets. There are no assets that are legally
restricted for purposes of s z tling asset retirement obligations. During 2013 and 2012, Fit%if%”iii?éiim
obligations incurred and settled were minimal.

Lt



Western Connecticut Health Network. Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

1. Summary of Significant Accounting Policies (continued)
Bond Issuance Costs

Discounts and deferred costs related to the issuance of bonds are amortized over the period the
obligation is outstanding. using the bo nds outstanding method. Accumulated amortization of
discounts and deferred costs were $1.019.449 and $713.834 at September 30, 2013 and 2012.
respectively

Inventories

Danbury Hospital uses the first in. first out method. in the valuation of it inventory. Inventories,
used in g eneral operations of New Milford Hospital. are stated at average cost.

Nonoperating Gains (Losses)

Activities, other than in connection with providing health care services, are considered to be
nonoperating. Nonoperating gains (losses) primarily consist of contributions. income on invested
funds, realized and unrealized gains and losses on investments. and the operating expenses of the
WCHNEF and the New Milford Hospital Foundation.

Excess of Revenues Over Expenses

The consolidated statements of operations and changes in net assets include excess of revenues
over expenses as the performance indicator, C hgmscw in unrestricted net assets, which are
excluded from excess of revenues over expenses. include permanent transfers of assets for other
than goods and services. contributions of long-lived assets. changes in pension funding
obligations. and the acquisition of non-controlling interest in joint venture in fiscal year 2012

=] o

Transactions ¢ ezm,d by management to be ongoing. major or central to the provision

care services are reported within income from operations.
Fair Value of Financial Instruments
ing value of financial f!"%i%i”‘iéﬁ%}{'% classified as current assets and current liabilities as of

g;r nber 30, 2013 @iné 2012 approximate fair value based on current market conditions. The
rahues of the Network s financial instruments are disclosed in the res pective notes and/or in
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Western Connecticut Health Network. Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

I. Summary of Significant Accounting Policies (continued)
Investments include certificates of deposit with original maturities in excess of three months.
Income Taxes

The Network comprises not-for-profit miporano ns. with the exception of BSI, WCHNIC and
ENYMS. as described in Section 301{c)(3) of the Internal Revenue Code ( the Code) and is
exempt from federal income taxes on related income pursuant to Section 501 a) of the Code. The
Network is also exempt from state and local taxes. BSI and ENYMS are for-profit corporations
and WCHNIC. a subsidiary of Danbury Hospital, is a foreign corporation exempt from US
taxation and is not subject to taxes under the Cayman Islands tax concessions Jaw.

At September 30, 2013, the Network has losses from unrelated business activities of
appmximate y $45.735.000 which began expiring in 2009. A deferred tax asset for these losses
of approximately $18.294.000 is offset by a corresponding valuation allowance of the same
amount due o the uncertainty of utilizing the deferred tax asset in future periods. The Network
also has a receivable of approximately $153.000 related to BSI for federal and state taxes. For
ENYMS. the tax provision and any subsequent liability is not material to the consolidated
financial statements.

Electronic Health Record Incentive Program

The American Recovery and Rcm\ms{ nent Act of 2009 provides for Medicare and Medicaid
incentive payments beginning in calendar year 2011 for eligible hospitals and professionals that
implement and achieve meaningful use of certified cicumn ic health record (EHR) technology.
The Network utilizes a grant accounting maodel to reco g: e EHR incentive revenues. Under this

accounting policy. EHR incentive payments are recogni d as revenues when attestation that the
EHR mczmmtbni use Ct mru for the required period of time was demonstrated. Accordin EE} the
Network recognized $1.832.059 and $3.630.236 of EHR revenues during its fiscal year ended

s¢
September “*{% 2013 and 2012, comprised of $271.467 and $1. }‘}é 831 of Medicaid r
$1.560.592 and $2.533.425 of Medicare revenues in 2013 and 2012, respectively. E
are incly m,é ,ia other operating revenues in the accompanying consolidated

operations and changes in net assets.
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Western Connecticut Health Network. Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

I. Summary of Significant Accounting Policies (continued)

Reclassifications

Certain reclassifications have been made to the year ended September 30. 2012 balances
previously reported in the consolidated balance sheets and consolidated statements of operations
and changes in net assets in order to conform with the vear ended September 30. 2013
presentation

2. Net Patient Service Revenue and Charity Care

The following table summarizes net patient service revenue:

Year Ended September 30

2013 2012
Gross patient service revenue S 1,675,013,713 % 1,649.794.278
Deductions:
Allowances 943,746,574 895.739,602
Charity care (at charges) 15,612,154 17.133.307
959,358,728 912.872.909
Net pat’cnt service revenue 715,654,985 736.921.369
Provision for bad debt 22,024,123 24.771,952
Net patient service revenue less provision
for bad debt S 693,630,862  $  712.149417
During 2013 and 2012, approximately 39% and 37%. respectively. o “net patient service revenue
was received under the Medicare and Medic {i g}lz}gmms respectively. Laws and regulations
ct o inter ? etation

governing the Medicare and Medicaid programs are complex and subjec

{*m}a iance with such laws and regulations can be subject to future government review and

interpretation as mgi as significant regulatory action including fines. 9*5@55 ies. and exclusion

the \lgd re and E%gdiui id programs. The Network %cxw it is in compliance with all

able laws grsé regulations. Changes in the ‘s?tg%um: and Medicaid programs and the
%

4 ot

s

reduction of funding levels &ié}iigﬁ have an adverse impact on the Network.



Western Connecticut Health Network, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

2. Net Patient Service Revenue and Charity Care (continued)

The Network has agreements with third-party payors that provide for payments at amounts
different from its established rates. The difference is accounted for as allowances. Payment
arrangements include prospectively determined rates per discharge. reimbursed costs, fee-for-
service. discounted charges and per diem payments. Net patient service revenue is affected by
the State of Connecticut Disproportionate Share program and is reported at the estimated net
realizable amounts due from patients, third-party payors and others for services rendered and
includes estimated retroactive revenue adjustments due to ongoing and future audits, reviews and
investigations. Retroactive adjustments are considered in the recognition of revenue on an
estimated basis in the period the related services are rendered and such amounts are adjusted in
future periods as adjustments become known or as years are no longer subject to such audits,
reviews and investigations. During 2013 and 2012, the Network recorded a (decrease) increase in
net patient service revenue of approxii ndte (3490 000) and $8.375.000. respectively. related to
changes in previously estimated third-party pa§ or settlements,

The Network has established estimates based on information presently available. of amounts due
to or from Medicare. Medicaid and third-party payors for adjustments to current and prior year
payment rates, based on industry-wide and Network specific data. Such amounts are included in
the accompanying consolidated balance sheets.

Patient service revenue, net of contractual allowances and before the provision for bad debts and
charity care. recognized in the period from major pavor sources is as follows:

Year Ended September 30

2013 2012
'%’h%ﬂ-parw payors S 688,202,926 § 706.083.388
Self-pay patients 217,452,059 30.837. 98%

S 715,654,985  § 736,921,36

< to provide necessary care to all persons seeking treatment without

of age. race. creed. national origin, or any other g grounds unrelated
“wé the needed servic wz the Network, A
tablished policies of the Network.

discrimination a; the
to an individua ced for the service or the 411*3@{3?
patient is classified as ¢

-ssentially. these gt%@?éi:%f:@ J;i;a chari %} services as J‘z@&zs vices for which no payment is
anticipated. In assessing a patient’s inability to pay. the Network utilizes the generally

et
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Notes to Consolidated Financial Statements (continued)

2. Net Patient Service Revenue and Charity Care (continued)

recognized federal poverty income guidelines, but also includes certain cases where incurred
charges are significant when compared to a responﬂz'ble party’s income. These charges are not
included in net patient service revenues for financial reporting purposes.

The estimated cost of charity care provided was approximately $7.192.000 and $7.962.000 for
the years ended September 30. 2013 and 2012, respectively. The esti naud cost of charity care is
based on the ratio of cost to charges. as dcterm ned by Network specific data.

3. Investments and Assets Limited as to Use

The composition of investments and assets limited as to use is set forth in the following table:

September 30
2013 2012
Cash and cash equivalents S 57,474,645 $ 103.851.929
Common collective funds 123,274,892 104,698,546
Fixed income securities 52,640,414 57.471,300
Mutual funds 110,145,986 109.736.400
Real estate/commodities 693,107 1.076.854
Alternative investments (at equity method) 32,653,014 27.260.241

S 376,882,058 § 404.095.270

Also included within assets limited as to use is $1.200.000 of land held for sale as of
September 30, 2013 and 2012 and beneficial interest in trusts held by others of $7.593,627 and
$7.262,631 as of September 30. 2013 and 2012, respectively.

Investment i wém included in non-operating gains (losses) for the vear ended September 30,
2013 and 2012 consists of®

2413 2812
fnterest and dividend incom S 3,604,933 0§ 2482343
Realized gains and losses. net &né equity
income on alternative investments 3,449,124 {36,448

3 7,054,057 5 2445895
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Notes to Consolidated Financial Statements (continued)

4. Fair Values of Financial Instruments

For assets and liabilities required to be measured at fair value, the Network measures fair value
based on the price that would be received to sell an asset or paid to transfer a liability in an
orderly transaction between market participants at the measurement date. Fair value
measurements are applied based on the unit of account from the Network’s perspective. The unit
of account determines what is being measured by reference to the level at which the asset or
liability is aggregated (or disaggregated) for purposes of applying other accounting
pronouncements.

The Network follows a valuation hierarchy that is based upon the transparency of inputs to the
valuation of an asset or liability as of the measurement date. The three levels are defined as
follows:

Level 1 Quoted prices (unadjusted) in active markets that are accessible at the measurement
date for identical assets or liabilities. The fair value hierarchy gives the highest priority to
Level | inputs.

Level 2: Observable inputs that are based on inputs not quoted in active markets. but
corroborated by market data.

Level 3. Unobservable inputs that are used when little or no market data is available. The fair

.

value hierarchy gives the lowest priority to Level 3 inputs.

A financial instrument’s categorization within the valuation hierarchy is based upon the lowest
level of input that is significant to the fair value measurement. In determining fair value, the
Network uses valuation techniques that maximize the use of observable inputs and minimize the
use of unobservable inputs to the extent possible and considers nonperformance risk in its
assessment of fair value.
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Notes to Consolidated Financial Statements (continued)

4. Fair Values of Financial Instruments (continued)

Financial assets carried at fair value in the accompanying consolidated balance sheets. excluding
assets invested in the Network’s defined benefit pension plans. are classified in the table below

in one of the three categories described above:

September 30, 2013

Level | Level 2 Level 3 Total

o
t

W
i

7]

Cash and cash equivalents S 71777507 71.777,507

Investments and assets limited as to use:

Cash and cash equivalents 57,474,645 - - 87,474,645
Mutual funds:

Fixed income 110,145,986 - - 110,145,986
Common collective funds:

Domestic equity - 96,043,547 — 96,043,547

International equity - 24.286,338 - 24,286,338

Other - 2,945,007 — 2.945,007
Securities:

Fixed income 39,965,010 12,673,404 - 52,640,414
Real estate/commodities - 693,107 - 693,107

Beneficial interest in trusts held by others:

Cash and cash equivalents 350,454 - - 350,454
Mutual funds:
Domestic equity 929,298 - - 929,298
International equity 924,608 - - 924,608
Fixed income 743,256 - - 743,256
Common collective funds:
Domestic equity - 2,033,730 — 2,033,736
Imternational equity - 309,542 - 509,542
Fixed mcome - 472,498 - 472,498
Corporate and foreign bonds - 112,113 - 112,113
Real estate’commodities - 674,598 - 674,598

Other - 843,530 - 843,530

5 282.310,764  $ 141289414 3% — 5 423600,178

20
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Notes to Consolidated Financial Statements (continued)

4. Fair Values of Financial Instruments (continued)

September 30, 2012

Level 1 Level 2 Level 3 Total
Cash and cash equivalents S 74083960 § 3 $§  74.083.960
Investments and assets limited as to use:
Cash and cash equivalents 103,851,929 103,851,929
Mutual funds:
Fixed income 109.736,400 L 109,736,400
Common collective funds:
Domestic equity 71.269,667 71,269,667
International equity 30,705,225 30,705,223
Other 2.723,634 2.723.634
Securities:
Fixed income 40,496,405 16.974.893 57.471.300
Real estate/commodities L 1.076.834 - 1.076.854
Beneficial interest in trusts held by others:
Cash and cash equivalents 337,967 - 337.967
Mutual funds:
Domestic equity 964.503 964,503
International equity 399466 - 399,466
Fixed income 8820911 882,011
Commen collective funds:
Domestic equity 1.824.408 1,824,408
International equity 668,411 668,411
Fixed income 948,416 - 948,416
Corporate and foreign bonds 10,019 - 10,019
Real estate/commodities 626,718 - 626,718
Other 599,812 599,812
$ 330753341 8 127428079 % - S 458,181.620

The amounts reported in the tables above do not include alternative investments totaling
$32.653.014 and $27.260.241 as of September 30. 2013 and 2012. respectively. that are

accounted for under the equity method of accounting.

The above tables do not include $1.200.000 of land he
2012, which is included within assets limited as to use.

Id for sale as of September 30. 2013 and

bt
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Notes to Consolidated Financial Statements (continued)

4. Fair Values of Financial Instruments (continued)

Financial assets carried at fair value included in the defined benefit pension plans (see Note §)

are classit

Cash and cash equivalents
Mutual funds:
Domestic equity
International equity
Fixed income
Other
Common collective funds:
Domestic equity
International equity
Alternative investments

Cash and cash equivalents
Mutual funds:
Domestic equity
imcr ational equity
Fixed Income
Other

Common collective funds:

Domestic equity
International equity
Alernative investments

ied in the table below in one of the three categories described above:

September 30, 2013

Level 1 Level 2 Level 3 Total
$10,515,747 S - 8 - § 10,515,747
23,505,440 - - 23,505,440
3,214,773 - - 3,214,773
116,344,574 - - 116,344,574
2,906,636 - - 2,906,636
- 224,431,869 - 224,431,869
- 48,250,478 — 48,250,478
- - 54,142,557 54,142,557
$156,487,170 $ 272,682,347 $54,142,557 S 483,312,074

September 30, 2012

Level 1 Level 2 Level 3 Total
$1.147.463 S - % - 5 1.147.463
1.149.836 - 21.149.836
é.(?i 69“ - -~ 2.710.892
149,169,153 - - 4926‘3 31
2.713 9‘1}‘7 - — 2.713.995
- 160.036.331 - 160,036,331
- 40.913.821 - 40.913.821
rrrrrr 52,676,206 52.676.206
$176.891 337 £ 2000950.132  $324676206 % 430.517.695
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Notes to Consolidated Financial Statements (continued)

4. Fair Values of Financial Instruments (continued)

Fair value for Level I assets is based upon quoted market prices. Fair value for Level 2 assets is
based upon model-based valuation techniques for which all significant assumptions are
observable in the market or can be corroborated by observable market data for substantially the
tull term of the assets. Inputs are obtained from various sources including market participants,
dealers and brokers. Level 3 assets consist of alternative investments held by the defined benefit
plans. the valuation for which is described in Note 1, Many of the investments classified in
Levels 2 and 3 in the above tables consist of shares or units in investment funds. as opposed to
direct interests in the funds’ underlying holdings. which may be marketable. Fair value for
alternative investments is determined by the Network's management for each investment using
net asset value as a practical expedient, as permitted by generally accepted accounting principles,
rather than using another valuation method to independently estimate fair value. The
classification of the alternative investments in Level 2 or 3 is based on the Network s ability to
redeem its interest at or near the measurement date. If the interest can be redeemed in the near
term. the investment is classified in Level 2. The methods described above may produce a fair
value that may not be indicative of net realizable value or reflective of future fair values,
Furthermore, while the Network believes its valuation methods are appropriate and consistent
with other market participants. the use of different methodologies or assumptions to determine
the fair value of certain financial instruments could result in a different estimate of fair value at
the reporting date.

The changes in the fair value of assets measured using significant unobservable inputs (Level 3)
comprised the following:

September 30
2013 2012
Beginning balance at October | $ 52,676,206 $ 27.947917
Change in unrealized gains and losses 521,653 1.271.312
Purchases 944,698 23,456,977
Ending balance at September 30 5 54,142,587  § 52,676,206

[N
Cak
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Notes to Consolidated Financial Statements (continued)

5. Pledges Receivable

Pledges receivable include the following unconditional promises to give:

o

September 30
2013 2012

Due within one year S 13857802 $§ 3.142.311
Due within one to five years 28,799,196 9,626,636
Due within greater than five vears 8,375 133,375

42,665,373 12,902,342
Allowance and discount for uncollectible pledges (1,374,204) (1,089.884)
Present value of pledges receivable S 41,291,169 $ 11.812.,458

The allowance recognizes the estimated uncollectible portion of pledges and the discount of
pledges to net present value. Pledges are discounted using an average rate of 2% and 3% as of
September 30. 2013 and 2012, respectively.

6. Long-Term Debt and Credit Facility

Long-term debt consisted of the following:

September 30
2013 2012

Danbury Hospital revenue bonds financed with CHEFA

Series H S 39,615,000 §  39.615.000
Network revenue bonds financed with CHEFA:

Series K 28,055,000 29,610.000

Series L 96,000,000 96.000.000

Series M 46,030,000 46,030,000

Series N 39,880,000 39.880,000
New Milford Hospital term loans - 466,426
New Milford Hospital capital lease obligations - 1,042.429

249,580,000 252.6¢
Less current portion 2,880,000 2,050,
S 246,700,000 S 250,
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Notes to Consolidated Financial Statements (continued)

6. Long-Term Debt and Credit Facility (continued)

The following is a summary of the combined aggregate amount of maturities and sinking fund
requirements of the aforementioned obli gations at September 30. 2013 au,md ing to their long-
term amortization schedule:

2014 S 2,880.000
2013 4,925,000
2016 5.485.000
2017 5.700.000
2018 5.930.000
Thereafter 224.660.000

$ 249,580.000

The fair value of the revenue bonds. as determined by the Network’s investment advisor usi ng a
discounted cash flow analysis. was approximately $250.296.000 and $263.780.000 at September
30.2013 and 2012, respectiv ely. The revenue bonds are categorized as Level 2 in the fair value
hruamh\ dcsmbcd in Note 4. The carrying value of all remaining long-term debt apptox;ma&%
fair ahm Thc Network paid interest of $7.744.060 and $8.373.470 in 2013 and 2012
rupcc vely. The Network has capitalized interest of approximately $3.760.000 dnd $3.746. OOO

( JI3 and 2012, res pec ctively. Debt service funds held under bond indenture agreements for
s H Bonds and Series N Bonds were $1.189.827 and $900.896 at September 30. 2013 and
2()12. respectively,

The Series H revenue bonds (Series H Bonds) mature from 2030 through 2036 at an av erage
u}upon rate of 4.425%. The proceeds of the Series H Bonds were used for the construction,
enovation and equipping of an outpatient di lagnostic bui id ing with approximately 28.000 square

fcm of medical office space. a 381-space parking g rdg: 264-space surface par& ing lot and to
fund capitalized interest. The scheduled payment of pr gai and interest on the Series H Bonds

when due is guaranteed by an insurance policy issued b} a commercial insurer.

Under the terms of the Series H Bonds financi ing arrangements between Danbury ?é{}saz al and
the WCHNF (the Obligated Grou ipy and CHEFA, %;hg proceeds of the revenue bonds were loaned
to Danbury Hospital. Danbury Hos iia% x i‘i}&ggad to provide amounts sufficient to pay the
principal and interest due on the ‘m s H Bonds. The Master Indentures and Su 3?20&*@92 1l
Master Indentures provide for the potenti a% establishment and maintenance of a Debt Service

I
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Notes to Consolidated Financial Statements (continued)

6. Long-Term Debt and Credit Facility (continued)

Reserve Fund and a pledge of gross receipts. as defined. The Master Indentures also establish a
debt service coverage ratio requirement and restricts the incurrence of certain indebtedness by
the Obligated Group. No violations of financial covenants existed as of September 30, 2013 and
2012.

The Network holds four series of bonds. In 2011, the Obligated Group was expanded to also
include Western Connecticut Health Network. Inc.. New Milford Hospital, New Milford
Hospital Foundation. Inc. and Western Connecticut Medical Group, P.C. In 2013, New ’\4ih‘brd
Hospital Foundation, Inc. was dissolved. All proceeds from the bonds were used to finance
Danbury Hospital capital projects. All members of the Obligated Group are jointly and severally
liable under the Master Indenture to make all payments required with respect to obligations
under the Master Indenture. The bonds are reflected in the schedule above and include:

I'he Series K 2011 revenue bonds (Series K Bonds) were issued in the amount of $33.035,000.
Fhe Sc ries K Bonds bear interest at the bdnk lethaxz rate (1.410% and 1.446% at September
30. 2013 and 2012, respectively) and mature serially from September 30, 2011 to September 30,
2036.

The Series M 2011 revenue bonds (Series M Bonds) were issued in the aggregate principle of
$46.030.000. with interest pavable initially on January 1. 2012 and semiannually on each
January 1 and July | thereafter. The Series M Bonds bear interest at rates ranging from 5.000%
t0 5.375% and are scheduled to mature tfrom July 1. 2031 to July 1, 2041. The Series M Bonds
are algo subject to annual sinking fund installments commencing in 2024 through scheduled
matur The Series L 2011 Revenue Bonds (Series L Bonds) of $96.000,000 were issued
wnurmmiy with Series M 2011 Bonds and are subject to annual smk ng fund installiments
commencing July 1. 2015 and continuing through final maturity on July 1. 2041, The Series L
Eﬁonds !:xaz* interest at the ban% purchase rate (1.319% and 1.355% at Sw ember 30, 2013 and
2012, respectively). The proceeds of the Series I Bonds and Sez ies M Bonds are being used for
funding the ;i&m 2. di: ign. acquisition, construction, equipping and furnishing of Danbury

=

Hospital's new patient tower, expansion of a parking garage, capital improvements and to fund

capitalized interest.

In 2012, Western Connecticut Health Network, Inc. issued Series N Bonds in the amount of
$39.880.000 and bear interest at rates between 3% and 5%. The Series N Bonds mature serially
from July 1. 2014 to July 1. 2029. The proceeds of the Series N Bonds were used to refund
Danbury Hospital's Series G Bonds.

26
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6. Long-Term Debt and Credit Facility (continued)

On June 11. 2010, New Milford Hospital entered into a leasir ing agreement with First Litchfield
Leasing (orpomtmn to lease a 64-slice CT Scanner in the amount of $1.008.023. Lease
payments of $56.993 are due quarterly beginning July 1. 2010 through Z\pr il 1, 2013, at which
point New Milford Hospital has the option to purchase thc: machine for $1. The equipment lease
agreement bears interest at 1.33%. The outstanding balance of the capital lease obligation was
$379.539 as of September 30, 2012. The lease obli igation was fully repaid in July 2013

On October 7. 2010, New Milford Hoxpltal entered into a leasing agreement with First Litchfield
Leasing Corporatxon to lease a medical linear accelerator in the amount of $722.405. Leasa
payments of $40.845 are due quarterly beginning November 1. 2010 through August 1, 2015

which point New Milford Hospital has the option to purchase the machine for $1. The equ pnent
lease agreement bears interest at 1.33% quarterly }hc outstanding balance of the capital lease
obligation was $450.173 as of September 30. 2012, The lease obligation was fu Iy repaid in July
2013.

o

z:‘
a4a
:

On June 9. 2010. New Milford MRI JV. LLC entered into a loan agreement with Siemens
Financial Services. Inc. in the amount of $700.000 to help finance the construction and legal
costs associated with the joint venture MRI project. Principal and interest are paid monthly in the
amount of $13.092 beginning in October 2010 th[‘@lléh October 2015. The loan agreement bears
interest at 4.63%. The outstanding balance as of “September 30. 2012 was $439,239. The carrying
value of the loan approximates fair value as ol “September 30. 2012. The loan was fully repaid in
June 2013. Substantially. all assets owned by New Milford Hosp a{ were pledged as collateral
for the term loans. as of Sgpkﬂbni 30,2012

7. Commitments and Contingencies

Litigation

Malpractice claims have been asserted against the Network by various claimants. The claims are
in various stages of processing and some may ultimately be brought to trial. In addition. the

Network is a party 10 various lawsuits %%“iéciﬁm to its business. Management believes ié hat the
claims and lawsuits will not have a material adverse effect on the Networks financial position.
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7. Commitments and Contingencies (continued)
Workers” Compensation Insurance

The Network is self-insured for workers™ co npemation benefits. Liabilities of approximately
$6.932.000 and $6.758.000. using a discount rate of 5.6% and 4.3% have been accrued as of
September 30, 2013 and 2012, respectively, based on expected future payments pertaining to
such vears

Operating Leases

The Network has entered into several lease agreements for real estate and equipment. Certain of
these leases have renewal options for periods up to five vears and escalation clauses. Rent is
payable in equal monthly installments. Rent expense was $1 3,882. 198 and $14.614,302 for the
years ended September 30. 2013 and 2012, respectively. Rent is included in supplies and other
expense on the statements of operations and changes in net assets.

The future minimum lease payments for the years ending September 30 are as follows:

2014 $ 15.277.403
2013 0.394 459
2016 9.255,435
2017 8.768.023
2018 8.396,33
Thereafter 23.434, QZV

$ 73,525,683

8. Pension Plans

The Network has two defin 'f*a;% benefi i plan benefits are based on vears
of service al G the employee’s compensation (collectively refe rred to as the Plans). Effective
May *f{;a 2011, the Board of Directors adopted a resolution to freeze the Network's retirement
plan (the K;{\af}?x Plan) for non-union employees effective i}gf:;:f:m%}i} 312011 with certain
s:;é};}i@}" s continuing to accrue benetits based on age and vesting. E ii&t?fx %g{} tember 7, 2012,
e 82*; rd of Directors adopted a second resolution 1o freeze benefits for all of those that had
been continuing to accrue. As a result of these resolutions, the ?% %3bi§iii€5 were re-measured

ot
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8. Pension Plans (continued)

for all employees and non-union employees as of September 30. 2013 and 2012. respectively.
All outstanding prior service cost eiat;d to thcsa employees totaling $1,306.064 for the year
ended September 30. 2012, was expensed as of the date of the re-measurement. The curtailment
charges are included in the consolidated statement of operations and changes in net assets for the
vear ended September 30. 2012,

The New Milford Hospital retirement plan was frozen effective January 31, 2010. The New
filford Hospital plan was amended effective October 31. 2012 to cease the future accrual of
bcnci ts to each highly compensated employees as defined bx the IRS.

Contributions to the Plans are intended 1o provi ide for benetits attributed to services rendered to
date. The Network makes contributions in amounts sufficient to meet the required b nefits to be
paid to the Plans’ pamupans as they become due as required by the Employee Retirement
Income Security Act of 1974,

The Network established defined contribution pension plans for all eligible employees after

freezing the Plans. Pension expense related to the defined contribution plans for the years ended
September 30. 2013 and 2012 was $15.124.977 and $9.346.756. 1 respectively.

The Network also maintains noncontributory. supplemental defined-benefit retirement plan
(Supplemental Plans) for certain executive e >nplm ees. As of September 30. 2013 and 2012, !hu
projected benefit obligati fon for the Supplemental Plans amounted to $3.690,461 and $2.057.976.
respectively. which was included in accrued pension liabilities and other in the accol npanving
consolidated balance sheets. The expenses incurred related to the Supplemental Plans amounted
10 $1.664.854 and $1.154.096 for the vears ended Septel nhar 30. 2013 and 2012, taspum"i

Effective October 1. 2009, the New Mi iiord Hospital Supplemental Plan was frozen. Provisions
have been made to “grandfather” those participants in the p %3 that are sixty years old and have
at least ten years of service.

Included in unrestricted net assets at September 30. 2013 and 2012, are the fo Howing amounts
that have not vet been recognized in net periodic ?i’i?si&%@%} cost: 25?3?3&; :nized actuarial loss of
$115.514.412 and $203.177.545. respecti d in unrestricted net
assets at September 30, 2013 and expected to be recognized in net perio ¢ pension cost during

he vear ending September 30. 2014 is $2.668.374.

s
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8. Pension Plans (continued)

The following table presents a reconciliation of the beginning and ending balances of the Plans’
projected benefit obligation and the fair value of plan a&,cts, as well as the funded status of the
plans and accrued pension cost included in the consolidated balance sheets:

September 30
2013 2012

Change in benefit obligation

Benefit obligation at beginning of vear S (5892,567.972) § (460.132.661)
Service cost (2,167,994) (9.231.340)
Assumption changes 8,434,543 (12.459.379)
Amendment 127,811 ~
Interest cost (24,676,967) (25.752.057)
Benefits paid 14,949,311 12.999.925
Curtailment - 14.244.269
Actuarial gain (loss) 66,417,448 (112,216,729)
Benefit obligation at end of year (529,483,820) (592,567.972)

Change in plan assets

Fair value of plan assets at beginning of vear 430,517,695 353.934,882
Contributions 26,107,867 27,300,905
Expenses (124,244 -
Actual return on plan assets 41,760,067 62.281,833
Benefits paid (14,949.311) {12,999,625)
Fair value of plan assets at end of vear 483,312,074 430,517,695
Underfunded status of the plans S (46,171,746)  $ (162,050,277
Year Ended September 30
2013 2012

C s;mps;watx of net periodic benefit (income) cost
Service cost ) 2,167,994 3%
Interest cost 24,676,967

sected return on ’5‘?%’&%1 assets (34,763,778
Net amortization and deferral 3,678,608
Recognize 2,089,996
Curtailm -
Prior sery 42,682
Benefit (income) cost 5 {20733y %
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8. Pension Plans (continued)

The assumptions used to develop net periodic benefit (i income) cost and the projected bene
obligation for the Plans are as follows:

September 30
2013 2012
Discount rate used for net periodic benefit {income)
cost 4.12-4.23% 5.56-5.58%
Discount rate used for projected benefit obligation 5.23-5.25% 4.12-4.23%
Expected long-term rate of return on plan assets 8.00% 8.00%
Average rate of increase in compensation 3.00% 3.00%

To develop the expected long-term rate of return on plan assets assumption, the Network
considered the historic al return and the future expectations for returns for each asset class. as
well as the target asset allocation of the pension portfolio

The accumulated benefit obligation for the Plans at September 30, 2013 and 2012 was
$529.077.179 and $590.724.718. respectively.

Plan Assets

The Plans™ investment objectives are 1o achieve iensz—{ern growth in excess of long-term
inflation and to provide a rate of return that meets or exceeds the dauar al c\peacd long-term
rate of return on plan assets over a long-term time horzmn In order to minimize the risk. the
Plans aim to minimize the variability in vearly returns. The Plans also aim to divers ify holdings
among sectors, industries. and companies. The ﬁli‘é&i &Houi ions for the Network Plan assets are
40% in equities. 35% in fixed income securities and 23% in alternative investments. The assets
of the New Miltord Hospital's plan are all held in mutual funds.

£k
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8. Pension Plans (continued)

The weighted average asset allocations for the Plans™ assets by category are as follows:

September 30
Asset Category 2013 2012
Equ' / “ecurit'“@ 64% 52%
Debt s ties 24 35
Other investments 12 | 3
100% 1009

As discussed in the Fair Value Measurements note (Note 4), the Network follows a three-level
hierarchy to categorize assets measured at fair value. In accordance with this hierarchy, as of
September 30. 2013, 33%. 56% and 11% of the Plans™ assets which are measured at fair value on
a recurring basis were categorized as Level 1. Level 2 and Level 3 investments. respectively.
Contributions

The Network expects to contribute $24.884.000 to its plans in fiscal vear 2014,

Estimated Future Benefit Pavments

The following benefit payments. which reflect expected future service. as appropriate, are
expected to be paid:

Pension

Fiscal Year Benefits
2014 $ 19941021
2013 Z% 920,158
2016 23.691 484
2017 25535302
2018 27.690.010
Years 2019 - 2023 165242104



Western Connecticut Health Network. Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

9. Professional Liability Insurance

Effective October 1. 70()4 the Network formed a captive insurance company. WCHNIC,
domiciled in the Cayman Islands. to provide alternative professional liability insurance to the
Hospital. New Milford Hospital. as of October 1. 2010. and WCMG, as well as providing
community doctors with a competitive professional liabi lity insurance option.

Coverage for medical malpractice insurance is on a claims-made basis. The coverage limits are
$5.000.000 per claim and $25.000.000 in the aggregate. The excess indemnity coverage is
$25.000.000 per claim and $25.000.000 in the a ggregate. The Network has recorded a liability of
$10.661 668 and $10.488.898 at September 30. 2013 and 2012 . respectively, based on a d'smunt
rate of 3.5% as of Scptembu 30. 2013 and 2012. for incurred-but-not- reported claims, which i

inciuded in accrued pension liabilities and other on the accompanying consolidated bdianw

sheets.

Assets held by WCHNIC approximate $68,030.000 and $65.788.000 as of “September 30, 2013
and 2012, respecti ively. of which a majority is reflected as assets limited as to use in thu
auompam ing consolidated balance sheets. Total liabilities recorded by WCHNIC approximate
$46.411.000 and $42.543.000 as of September 30, 2013 and 2012. respecti ively, of which a
majority is reflected as self-insurance liabilities in the accompanying consolidated balance
sheets.

The reserve for losses and loss adjustment expenses for WCHNIC are included in self-i insurance
liabilities in the accompanying consolidated balance sheets. Activity in the reserve for losses and
loss adjustment expenses for the vears ended September 30, 2013 and 2012 is summarized as
follows:

2013 2012

Balance at the bcg inning of period $39.513,628  $35.675.566
Incurred related 1o

{ urrent period 9,715,410 7.922.650

for period 4,608,067 560,245

%i%&; incurrec 14,323477 8.882.895
Paid related to:

Current period (6,267) (21742

Prior period (7,482,318 {5,023.091)
Total paid (7,542,585 (3.0 »34 833y
Net provision for losses and loss adjustment expenses 546,294,520  $39.513.628




Western Connecticut Health Network, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

9. Professional Liability Insurance (continued)

Accounting Standards Codification 944, Financial Services — Insurance, requires the application
of deposit accounting for any policies or agreements that do not transfer insurance risk. To the
extent that an insurance contract or a reinsurance contract does not. dupm, its form. provide for
indemnification of the insured or the ceding company by the insurer or reinsurer against loss or
hability. the premium paid less the amount of the premium to be retained by the insurer or
reinsurer shall be accounted for as a deposit by the insurer or cedi ng company. Accordingly, a
portion of WCHNIC activity is recorded using deposit accounting on the Network’s consolidated
balance sheets.

Activity in the deposit liability for the years ended September 30. 2013 and 2012, included i
self-insurance liabilities on the consolidated balance sheets. is summarized as f oiiows,

2013 2012
Balance at the beginning of vear S 2,635,432 $ 3.355.509
L osses paid (2,100,972) (1,657.800)
(Loss) gain on deposit liability transferred to statement of
income (534,460) 937,723
Balance at the end of vear S — § 2,635432

Also included in self-insurance liabilities as of September 30, 2013 and 2012 are unearned
premiums of $86.415 and $168.607, respectively.

The actuary estimated the liability for unpaid losses based on industry data. as well as entity-
specific data. Management considers the liability to be adequate as of September 30. 2013 and
2012: however. no assurance can be given that the ultimate settlement of losses 1 may not vary
materially from the liability recorded. Future adjustments to the amounts recorded resulting from
the continual review process. as well as differences between estimates and ultimate payments,
will be reflected in the consolidated statements of operations and changes in net assets of future
vears when such adjustments. if any. become known,



Western Connecticut Health Network. Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

10. Net Assets

Temporarily restricted net assets of $62.336.151 and $33.826,104 as of September 30. 2013 and
2012, respectively. are available to the Network for health care services and capital expenditures.
Pcrmne ntly restricted net assets total $33.382.843 and $32.959.292 as of Scptcmbar 30, 2013
and 2012, respectively. and represent | investments to be held in perpetuity and beneficial interest
in trust held by others. the income from which is expendable to support health care services. The
change in temporarily rest’rict’ed nf:{ assets is mainly due to an unconditional pledge received by
WCHNF of approximately $30 million during fiscal vear 2013

11. Endowments

The Network endowment consists of approximately 32 individual funds established for a variety

of purposes. The endowment includes both donor-restricted endowment funds and funds

designated by the Board of Directors to function as endowments. Net assets associated with

endowment funds. including funds designated by the Board of Directors to function as

endowments. are classified and reported in the accompanying consolidated balance sheets based
on the existence or absence of donor-imposed restrictions.

The Leadership of the Network has interpreted the Uniform Prudent Management of Institutional
Funds Act (UPMIFA) as requiring the preservation of the fair value of the original gift as of the
gift date of the donor-restricted endowment funds absent explicit donor stipulations to the
contrary. As a result of this interpretation. the Network classifies as permanently resmued net
assets (a) the original value of gifts donated to the permanent endowment, (b) the original value
of subsequent gifis to the permanent endowment, and (¢) accumulations to the permanent
endowment made in accordance with the di rcumn of the appiicablc donor g gi ift instrument at the
time of the accumulation is added to the fund. The remaining portion of the donor-restricted
endowment fund that is not classified in permanently restricted net assets is classified as
temporarily restricted net assets until those amounts are appropriated for expenditure by the
organization in a manner consistent with the standard of prudence gﬂrcssizbui by UPMIFA. In
accordance with UPMIFA, the Network considers the following factors in making a
determination to appropriate or accumulate donor-restricted funds:

(1} The duration and preservation of the fund

y The purposes of the \céxmz ind the donor-restricted endowment fund
{3y General economic « éﬁEaiOf’Eﬁ
(47 The possible effect of inflation and deflation
(5)  The expected total return from income and the appreciation of investments
{6y Other resources of the Network
{7y The investment policies of the Network

Cand

LA



Western Connecticut Health Network. Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

11. Endowments (continued)

The Network has adopted investment and spending policies for endowment assets that attempt to
provide a predictable stream of funding to programs supported by its endowment while seeking
to maintain purchasing power of the endowment assets. Endowment assets include those assets
of donor-restricted funds that the Network must hold in perpetuity or for a donor-specific
period(s) as well as board-designated funds. Under this policy. as approved by the Network's
Board of Directors, the endowment assets are invested in a manner that is intended to produce a
real return. net of intlation and investment management costs. of at least 3% over the long term.
Actual returns in any given year may vary from this amount.

To satisty its long-term rate-of-return objectives. the Network 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 Network targets a diversified asset
allocation to achieve its long-term objective within prudent risk constraints. Each vear, the
Network™s Board of Directors will approve an endowment and similar fund spending rate. The
objectives of the portfolio are the enhancement of capital and real purchasing power while
limiting exposure to risk of loss. The endowment spending rate will be calculated on the 13
quarter trailing average market value of each portfolio as of the prior May 31. The computed
value may be adjusted for large contributions, withdrawals or market value swings as necessary.
A default spending cap on appreciation of seven percent in any given vear is currently in effect.
The Network Board abides by these regulations and will adjust this rate accordingly.

Endowment net asset composition by type of fund as of September 30, 2013. consisted of the
following:

Temporarily Permanently
Unrestricted Restricted Restricted Total
Donor-restricted endowment funds &) - 8 158,272,503 S 25789216 S 41,061,719
Board-designated endowment funds 9,114,304 - - 9,114,504
Endowment net assets at end of vear S 9114504 S 157272503 § 23789216 % 846,176,223




Western Connecticut Health Network. Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

I1. Endowments (continued)

Changes in endowment funds for the fiscal year ended September 30, 2013. consisted of the
following:

Temporarily  Permanently

Unrestricted Restricted Restricted Total
Endowment net assets at beginning of
the year S 8357137 $ 13,820,607 $ 25,696,661 $ 47,874,405
Investment retum:
Investment income, net 658,488 2,955,473 - 3,613,961
Change in unrealized gains and losses 98,879 409,999 - 508,878
Total investment return 757,367 3365472 - 4,122,839
Contributions - 299,260 167,410 466,670
Net asset reclassification- net change in
loss on endowments - (2,148,914 (138,777) (2,287.691)
Other changes:
Transfers to permanently restricted
endowment - {63,922) 63,922 -
Endowment net assets at end of year S 9 014,504 $ 15272503 $ 25,789,216  § 50,176,223

Endowment net asset composition by type of fund as of September 30. 2012. consisted of the
following:

Temporarily Permanentiy

Unrestricted Restricted Restricted Total
Donor-restricted endowment funds g S 13.820.607 S 25696661 S 39517268
Board-designated endowment funds 8337137 8,357,137
Endowment net assets at end of vear S 8357037 $ 13820007 § 235,690.661 $ 47874405

o
-



Western Connecticut Health Network. Ine. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

11. Endowments (continued)

Changes in endowment funds for the fiscal year ended September 30. 2012, consisted of the
tollowing:

&

Temporarily  Permanently

Unrestricted Restricted Restricted Total
Endowment net assets at beginning of
the vear 5 7218125 S 14343583 S 25445909 S 47.009.617

Investment return:

Investment income. net 210,135 1,000,507 1,210.642

Change in unrealized gains and losses 928.877 4,578,012 - 5.506.889
Total investment return 1,139,012 s.5785190 L 6,717,531
Contributions 2606.310 115.407 381.717
Net asset reclassification- net change in

loss on endowments - 128,482 (28,487
Appropriation of endowment assets for

expenditures - (6.205,978) (6,205,978
Other changes:

Transfers to permanently restricted

endowment {135,345 135,345

Endowment net assets at end of vear 5 8357137 S 13,820,607 § 25.696,661 $ 47,874,405

From time 1o time. the fair value of assets associated with individual donor-restricted
endowments funds may fall below the level fund of the corpus that UPMIFA requires the
Network to retain as a fund of perpetual duration. These deficiencies result from unfavorable
market fluctuations that occurred shortly after the investment of new permanently restricted
contributions and continued appropriation for certain programs that was deemed prudent by the
Board of Directors. There was no deficiencies of this nature which are reported in unrestricted

and 2012,

net assets for the vears ended September 30. 2

! within permanently restricted net assets are $7.593.627 and $7.262.631 of
tal interests in trusts held by others as of September 30. 2013 and 2012. respectively.



Western Connecticut Health Network. Ine. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

12. Changes in Components of Operating Assets and Liabilities

Year Ended September 30

2013 2012
(Increase) decrease in operating assets:

Pledges receivable S(29478,711)  $ (3.581.524)
Accounts receivable. net (18,903,9806) (29.871.371
Inventories 98,980 855.978
Prepaid expenses and other assets (96,003) (1.888.574)
(48,379,720) (34.485,491)

Increase (decrease) in operating liabilities:
Accounts payable 7,213,169 (3.683.973)
Payroli-related accruals 11,040,069 10.871,108
Due to third-party payors (1,693,878) (2.845.270)
Interest payable 82,294 (179.203)
Other accrued expenses (450,606) (1.468.794)
Self-insurance liabilities 4,063,268 3.119.769
Accrued pension liabilities and other (24,647,657) 736,497
(4,393,341 6.550,134
Decrease in operating assets and liabilities S(52,773,061) $(27.935357)

13. Functional Expenses

The Network provides general health care services to residents within its geographic location.
Expenses related to providing these services. including the operating expenses of the Western
Connecticut Health Network Foundation, Inc. and the New Milford Hospital Foundation. Inc. are
as follows:

Year Ended September 30

2013 2012
Healthcare services $ 564,209,731  $ 393.438.749
General and administrative 125,221,265 127.705,268
Fundraising 2,818,144 2,407,222
S 692,249,146 S 723.571.239




Western Connecticut Health Network., Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

I4. Subsequent Events

The Network evaluates the impact of subsequent events. which are events that accur after the
balance sheet date but before the financial statements are issued. for potential recognition in the
financial statements as of the balance sheet date. For the vear ended September 30. 2013, the
Network evaluated subsequent events through January 21. 2014, which represents the date the
consolidated financial statements were issued.

On January 1. 2014 (the Transaction Date), the Network entered into an affiliation agreement,
whereby, the Network became the sole corporate member of Norwalk Health Services
Corporation (Norwalk), a system of health care affiliates that provides a wide array of services
throughout the area including the Norwalk Hospital Association and its majority interest in the
Norwalk Surgery Center. LLC: Norwalk Physician and Surgeons. Inc.: Norwalk Health Care,
Inc.. and Norwalk Hospital Foundation, Inc.; S.W.C. Corporation and \/Iapk Street Indemnity
Corporation. by means of an inherent contri butmn where no consideration will be transferred by
the Network. The Network will account for this business combination by applying the
acquisition method and. accordingly. the inherent contribution received will be valued as the
excess of assets acquired over liabilities assumed. In determining the inherent contribution
received. all assets acquired and liabilities assumed will be measured at fair value as of the
Transaction Date. As of the date these consolidated financial statements were issued,
management is preparing the initial accounting for the acquisition.

No other events have occurred that require disclosure in or adjustment to the consolidated
financial statements.

40



Report of Independent Auditors on Supplementary Information

The Board of Directors
Western Connecticut Health Network. Ine

We have audited the consolidated financial statements of Western Connecticut Health Network.
Inc. and Subsidiaries (the Network) as of and for the vears udcd September 30. 2013 and 2012.
and have issued our report thereon dated J January EL 2014, which contained an unqualified
opinion on those consolidated financial statements. Our audits were pcrmrmcd for the purpose of
forming an opinion on the consolidated financial statements as a whole. The consoli dating
balance sheets and statements oi operations are presented for the purposes of additional analysis
and are not a required part of the consolidated financial statements. Such information is the
ICsponsnbii ty of management and was derived from and relates directly to the underlying
accounting and other records used o prepare the consolidated financial statements. The
information has been subjected to the auditing procedures applied in the audits of the
consolidated financial statements and certain additional procedures, including comparing and
reconciling such information directly to the underlyi ing accounting and other records used to
prepare the consolidated financial statements or to the consolidated financial statements
themselves, and other additional procedures in accordance with auditi ting standards generally
accepted in the United States. In our opinion. based on our audits and the report of other auditors.
the information is fairly stated in all material r espects in relation to the consolidated financial
statements as a whole.

Gt + LLP

January 21, 2014
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About EY
EY is a global leader in assurance, tax, transaction and advi ervices.
Trne insights and quality services we deliver help build trust and confidence
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