Danbury Hospital
15-024AR
Report 1

CONSOLIDATED FINANCIAL STATEMENTS AND
SUPPLEMENTARY INFORMATION

The Danbury Hospital and Subsidiary

Years Ended September 30, 2015 and 2014
With Report of Independent Auditors

Ernst & Young LLP

|”I“H|“Hiln..

Building a better
working world




The Danbury Hospital and Subsidiary

Consolidated Financial Statements
and Supplementary Information

Years Ended September 30, 2015 and 2014

Contents

Report of Independent AUQItOrS.. . it et s an 1
Consolidated Financial Statements

Consolidated Balance SHEELS ... sa s s se s 3
Consolidated Statements of Operations and Changes in Net ASSelS o, b
Consolidated Statements of Cash FIOWS...ccimiiniiir s 7
Notes to Consolidated Financial SEtements.. ..o v 8
Supplementary Information

Consolidating Balance SHEet ... e e e 40

Consolidating Statement of OPEIAtions ... e 42




Ernst & Young LLP Tel +1 860 247 3100
20 Church Street Fax: +1 860 725 6040
= Hartford, CT 06103 ey.com

Building a better
warking warld

Report of Independent Auditors

The Board of Directors
Western Comnecticut Health Network, Inc,

We have audited the accompanying consolidated financial statements of The Danbury Hospital
and Subsidiary, which comprise the consolidated balance sheets as of September 30, 2015 and
2014, and the related consolidated statements of operations and changes in net assets and cash
flows for the years 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 consolidated
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 Netwotk Insurance Co,,
Ltd. (WCHNIC), a wholly-owned subsidiary, which statements reflect total assets constituting
14% and 13% as of September 30, 2015 and 2014, respectively, and total revenues constituting
4% in 2015 and 2014 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 WCHNIC, 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
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error, In making those risk assessments, the auditor considers
internal control relevant to the entity’s preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the circumstances, but not
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for the purpose of expressing an opinion on the effectiveness of the entity’s internal control.
Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness
of accounting policies used and the reasonableness of significant accounting estimates made by
management, as well as evaluating the overall presentation of the financial statements.

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

Opinion

In out 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
The Danbury Hospital and Subsidiary at September 30, 2015 and 2014, and the consolidated
results of their operations and changes in net asscts and their cash flows for the years then ended,
in conformity with U.S. generally accepted accounting principles.

Supplementary Information

Our audits were conducted for the purpose of forming an opinion on the consolidated financial
statements as a whole. The accompanying consolidating balance sheet and statement of
operations are presented for purposes of additional analysis and are not a required part of the
financial statements. Such information is the responsibility of management and was derived from
and relates directly to the underlying accounting and other records used to prepare the financial
statements. The 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 underlying accounting and other records used to
prepare the financial statements or to the financial statements themselves, and other additional
procedures in accordance with auditing standards generally accepted in the United States. In our
opinion, the information is fairly stated, in all material respects, in relation to the consolidated
financial statements as a whole.

Gt o LLP

January 28, 2016

Amemter fiem of Erast & Young Global Liniteg




The Danbury Hospital and Subsidiary

Consolidated Balance Sheets

(In Thousands)
September 30
2015 2014
(4As Adjusted)
Assefs
Current assets:

Cash and cash equivalents b 21,694 § 50,841

Assets limited as to uss, current portion 7,368 9,864

Patient accounts receivable, less allowance for

uncollectible accounts of approximately $13,937 in
2015 and $14,962 in 2014 76,938 70,378

Due from related parties 6,294 4,432

Inventories 10,950 11,616

Prepaid expenses and other 17,238 23,765
Total current assets 140,482 170,896
Assets limited as to use:

Investments held by WCHNIC 115,882 97,160
Total noncurrent asscis limited as fo use 115,882 97,160
Investments 166,957 204,452
Other assets 2,801 2,871
Interest in Western Connecticut Health Network

Foundation, Inc. 92,378 108,473
Property, plant, and equipment:

Land and fand improvements 12,308 12,152

Buildings and building improvements 511,120 477,895

Equipment and other 306,225 297,530

Construction in progress (estimated cost to complete at

September 30, 2015: §9,259%) 16,766 30,551
846,419 818,128

Less accumulated depreciation 452,258 425,814
394,161 362,314

Bond issuance costs, net 3,777 4611
Total assets b 916,438 $ 980,777




Liabilities and net assets
Current liabilities:
Accounts payable
Payroll-related accruals
Due to third-party payors
Current portion due to related parties
Interest payable
Other acerued expenses
Current pottion of long-term debt
Total current liabilitics

Self-insurance liabilities

Accrued pension Habilities and other

Due to related parties, less current portion
Long-term debt, less current portion
Total liabilities

Net assets:
Unrestricted
Temporarily restricted
Permanently restricted
Total net assets

Total liabilities and net assets

See accompanying nofes.

September 30

2615 2014
{As Adfusted)
$ 36,053 % 36,330
36,985 34,030
18,232 17,434
- 1,102
1,842 1,791
2,700 3,498
1,580 4,925
97,392 99,110
78,958 82,107
20,082 34,1385
- 178
243,270 241,775
439,702 457,355
406,110 438,302
36,051 51,323
34,575 33,797
476,736 523,422
$ 916,438 3 980,777




The Danbury Hospital and Subsidiary

Consolidated Statements of Operations and Changes in Net Assets

(In Thousands)

Unrestricted revenues:
Net patient service revente
Provision for uncollectibie accounts
Net patient service revenue, less provision for
uncollectible accounts
Net assets released from resirictions
Other operating revenue

Expenses:
Salaries, benefits, and fees
Supplics and other
Insurance
Depreciation and amortization
Interest
State of Connecticut Hospital Tax

(Loss) income from operations before loss on
extinguishment of long-term debt

Loss on extinguishment of long-term debt

(Loss) income from operations

Nonoperating gains and (losses):
Investment income, net
Change in unrealized gains and losses on investments
Change in equity interest in unrestricted net assets of the

Western Connecticut Health Network Foundation, Inc,

(Deficiency) excess of revenues over expenses

Continued on next pasge.

Year inded September 30

2015 2014
(As Adjusted)
$ 614,030 % 605,824
21,154 19,028
592,876 586,796
6,073 5,685
23,816 24,519
622,765 617,000
357,097 338,890
178,953 175,031
9,682 21,592
45,374 37,160
7,442 4,556
24,402 20,783
622,950 598,012
(185) 18,588
(1,357) —
(1,542) 18,988
4,223 3,418
(6,686) 11,254
(1,601) (47)
(4,064) 14,625
(5,606) 33,613




The Danbury Hospital and Subsidiary

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

Year Ended September 30

2015 2014
(As Adjusted)
Unrestricted net assets:
(Deficiency) excess of revenues over expenses
(continued) b (5,606) $ 33,613
Net assets released from restrictions for property, plant,
and equipment 5,804 16,400
Change in pension obligation (2,037) (7,000)
Transfer from Maple Street Indemnity Company, Ltd. - 15,454
Transfers to Western Connecticut Health Network, Inc. (30,353) (44,422)
(Decrease) increase in unvestricted net assets (32,192) 14,039
Temporarity restricted net assets:
Change in equity interest of the Western Connecticut
Health Network Foundation, Inc. (15,272) (9,406)
Transfers from Western Connecticut Health Network
Foundation, Inc. 11,877 22,085
Net assets released from restrictions (6,073) (5,685)
Net assets released from restrictions for property, plant,
and equipment (5,804) (16,400)
Decrease in temporarily restricted net assets (15,272) (9,406)
Permanently restricted net assets:
Change in equity interest of the Western Connecticut
Health Network Foundation, Inc. 778 414
Increase in permanently restricted net assets 778 414
(Decrease) increase in net assets (46,686) 5,047
Net assets at beginning of year 523,422 518,375
Net assets at end of year $ 476,736 § 523,422

See gecompanying nofes.




The Danbury Hospital and Subsidiary

Consolidated Statements of Cash Flows

(In Thousands)

Operating activities
(Decrease)} increase in net assets
Adjustments to reconcile change in net assets to net cash provided
by operating activities:
Depreciation and amortization
Change in unrealized gains and losses on investments
Decrease in equity interest in net assets of the Western
Conmnecticut Health Network Foundation, Inc.
‘Fransfers from the Western Connecticut Health Network
Foundation, Inc.
Loss on extinguishment of long-term debt
Transfer from Maple Street Indemnity Company, Ltd.
Transfers to Western Connecticut Health Network, Inc,
Change in pension obligation
Provision for uncollectible accounts
Increase (decrease) in acerued pension liabilities and other
(Decrease) increase in self-insurance liabilities
Changes in operating assets and liabilities (see Note 12)
Net cash provided by operating activities

Investing activifies

Additions to property, plant, and equipment, het

Increase in due from related parties and transfers fo Western
Connecticut Health Network, Inc. and affiliates

Prawdown of construction funds

Purchases and sales of investments, net

Net cash used in investing activities

Financing activities

Proceeds from issuance of bonds

Payments of long-term debt

Transfers from the Western Connecticut Health Network
Foundation, Inc.

Net cash provided by financing activities

Net decrease in cash and cash equivalents

Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year

See accompanying nofes.

Year Ended September 30

2015 2014
(As Adjusted)
$ (46686 $ 5,047
45,374 37,160
6,686 (11,254)
16,095 9,040
(11,877) (22,085)
1,357 -
- (15,454)
30,353 44,422
2,037 7,006
21,154 19,028
59 (1,966)
(3,149) 4,296
(16,888) (24,393)
44,515 50,847
47,221) (92,018)
(49,694) (43,803)
- 45,695
14,583 9,162
(82,332) (80,964)
122,120
(125,327) (2,880)
11,877 22,085
8,670 19,205
(29,147) {10,912)
50,841 61,753
3 20,694 3 50,841




The Danbury Hospital and Subsidiary

Notes to Consolidated Financial Statements
(Dollars in Thousands)

September 30, 2013

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

The Danbury Hospital (the Hospital) is a voluntary, nonprofit association incorporated under the
General Statutes of the State of Connecticut, and is a member of Western Connecticut Health
Network, Ine. (the Netwoik). The Board of Danbury Hospital is appointed by the Netwouk,

Western Connecticut Health Network Insurance Co., Ltd (WCHNIC) is a captive insurance
company domiciled in the Cayman Islands that provides alternative general and professional
liability insurance to several subsidiaries of the Network and is a wholly owned subsidiary of the
Hospital. As a result of an affiliation agreement by and between the Network and Norwalk
Health Services Corporation (NHSC), effective January 1, 2014, Maple Street Indemnity
Company, Ltd. (MSIC), NHSC’s former wholly owned captive insurance company, merged with
WCHNIC on March I, 2014, As a result, MSIC transfeired cash of $1,800; $45,013 in
investments; $31,430 in unpaid claims liabilities; and other assets and Habilitics, net of $70, to

WCHNIC,
Merger of The New Milford Hospital Incorporated

On October 1, 2014 (the merger date), the Hospital received a single provider lcense to include
The New Milford Hospital Incorporated (New Milford Hospital). As a result, New Milford
Hospital merged with the Hospital and the operations of New Milford Hospital became a
department of Danbury Hospital effective October 1, 2014, Prior to the merger date, New
Milford Hospital was a voluntary, not-for-profit, non-stock corporation incorporated under the
General Statutes of the State of Connecticut and was a member of the Network under common
control with the Hospital. The Hospital will operate as one licensed facility with two campuses.
In accordance with Accounting Standards Codification Topic 805, Business Combinations, this
transaction was accounted for similar to a pooling of interests with retrospective adjustment in
prior period financial statements for the period in which the entities were under common control.
Therefore, the Hospital's consolidated financial statements and retevant disclosures as of and for
the year ended September 30, 2014 have been adjusted to include New Milford Hospital.




The Danbury Hospital and Subsidiary

Notes to Consolidated Financial Statements (continued)
(Dollars in Thousands}

1. Summary of Significant Accounting Policies (continued)

As of and for the year ended September 30, 2014, there were intercompany transactions which
required eliminations and adjustments from the consolidated balance sheet and results of
operations. There were no adjustments necessaty to conform to accounting practices of the
combining companies, Selected financial information for the combining entities included in the
accompanying consolidated financial statements as of and for the year ended September 30, 2014
is as follows:

Total assets:

Danbury Hospital {as previously reparted) § 920,864
New Milford Hospital 66,789
Intercompany eliminations (6,876)
As adjusted $ 980,777
Total net assets:
Danbury Hospital (as previously reported) § 489,294
New Milford Hospital 34,128
As adjusted § 523422
Total unrestricted revenues and other support:
Danbury Hospital (as previously reported) § 535783
New Milford Hospital 62,814
Reclassification 20,783
Intercompany eliminations (2,380)
As adjusted $ 617,000
Excess (deficiency) of revenues over expenses:
Danbury Hospital (as previously reported) $ 35,632
New Milford Hospital (2,019
As adjusted $ 33,613

Principles of Consclidation

Throughout these notes to the consolidated financial statements, the term Hospital refers to the
consolidated entity, The Danbury Hospital, including the campus of New Milford Hospital, and
WCHNIC. All material intercompany transactions have been eliminated.




The Danbury Hospital and Subsidiary

Notes to Consolidated Financial Statements (continued)
(Dollars in Thousands)

1. Summary of Significant Accounting Policies (continwed)

Use of Estimates

The preparation of 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 consolidated 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. Significant estimates reflected in the
consolidated financial statements include contractual allowances and allowance for uncoliectible
accounts for patient service revenue and the related patient accounts receivable, estimated
revenue settlements due to or from third parties, reserves for malpractice, workers” compensation
and other self-insured liabilities, and benefit plan assumptions,

Regulatory Matters

The Hospital is required to file annual operating information with the State of Connecticut Office
of Health Carc 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. The carrying value of cash ecquivalents approximates its fair value. Cash and cash
cquivalents are maintained with domestic financial institutions with deposits that exceed
federally insured limits. [t is the Hospital’s policy to monitor the financial strength of these
institutions.

Investments

The Hospital’s investment portfolio reported in the accompanying consolidated balance sheets is
designated as trading. Investments in equity securitics with readily determinable fair values and
all investments in debt securities are recorded at fair value, based upon quoted market prices.
Investment income or foss (including realized and unrealized gains and losses on investments,
interest and dividends) is included in the (deficiency) excess of revenues over expenses unless
the income or loss is restricted by donor or law.

10




The Danbury Hospital and Subsidiary

Notes to Consolidated Financial Statements (continued)
(Dollars in Thousands)

1, Summary of Significant Accounting Policies {continued)

Alternative investments (non-traditional, not-readily-marketable assets), some of which are
structured such that the Hospital holds limited partnership interests, are repotted based upon net
asset value and derived from the application of the equity method of accounting. Individual
investment holdings within the alternative investments may, in turn, include investiments in both
non-marketable and market-traded securities. Valuations of these investments and, therefore, the
Hospital’s heldings, may be determined by the investment manager or general partner, and for
“fund of funds” investiments are primarily based on financial data supplied by the underlying
investee funds. Values may be based on historical cost, appraisals, or other estimates that require
varying degrees of judgment. The Hospital accounts for these investments using the equity
method of accounting and reports its share of the increase or decrease in the funds’ value as
investment gain or loss. 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 Hospital’s annual consolidated financial statement reporting.

Fair Value of Financial Instruments

The carrying values of financial instruments classified as current assets and current liabilities as
of September 30, 2015 and 2014, approximate fair value based on current market conditions. The
fair values of other financial instruments are disclosed in the respective notes and/or in Note 4,

Assets Limited as to Use

Assets limited as to use include the investments held by WCHNIC for the purpose of paying
future malpractice losses. Assets limited as to use are reported at fair value based upon quoted
market prices. The portion of amounts required for funding current Habilities is included in
current assets.

Patient Accounts Receivable
Patient accounts receivable result from the health care services provided by the Hospital.
Additions to the allowance for uncollectible accounts result from the provision for uncollectibie

accounis. Accounts written off as uncollectible are deducted from the allowance for uncollectible
accounis,

11




The Danbury Hospital and Subsidiary

Notes to Consolidated Financial Statements (continued)
(Dollars in Thousands)

1. Summary of Significant Accounting Policies (continued)

The Hospital’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 Hospital’s collection
efforts. The Hospital’s policy is to reserve a portion of all seif-pay receivables, including
amounts due from the vninsured and amounts related to co-payments and deductibles, as these
charges are recorded. On a monthly basis, the Hospital 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, particulacly the self-pay components

+ 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 uncollectible
accounts

»  Trending of days revenue in accounts receivable
The Hospital regularly performs hindsight procedures to evaluate historical write-off and
collection experience throughout the year to assist in determining the reasonableness of its

process for estimating the allowance for uncoliectible accounts.

The Hospital’s primary concentration of credit risk is patient accounts receivable, which consists
of amounts owed by various governmental agencies, insurance compaunies, and private patients.

Inventories

The Hospital uses the first-in, first-out method, in the vaiuation of its inventory.

12




The Danbury Hospital and Subsidiary

Notes to Consolidated Financial Statements (continued)
(Dollars in Thousands)

1. Sununary of Significant Accounting Policies (continued)
Property, Plant, and Equipment

Property, plant, and equipment are recorded at cost. The Hospital provides for depreciation of
propetty, plant, and equipment using the straight-line method in amounts sufficient to depreciate
the cost of the assets over theirv estimated useful lives. The useful lives range from | to 55 years.

Interest in the Western Connecticut Health Network Foundation, Inc.

The interest in the Western Connecticut Health Network Foundation, Inc. (WCHNE) represents
the Hospital’s interest in the net assets of the WCHNEF and is accounted for in accordance with
Accounting Standards Codification 958-20, Not-for-Profit Entities — Financially Interrelated
Entities (see Note 10).

Bond Issuance Costs

Premium discounts and deferred costs related to the issuance of bonds are amortized over the
period the obligation is outstanding, using a method that approximates the effective interest
inethod. Accunmulated amortization of discounts and deferred costs was $1,167 and $1,322 at
September 30, 2015 and 2014, respectively. During 2015, the Hospital wrote off §1,357 of bond
issuance costs and paid $797 in additional bond issuance costs in conjunction with a refinancing

(see Note 5),
(Deficiency) Excess of Revenues Over Expenses

The accompanying consolidated statements of operations and changes in net assets include the
(deficiency) excess of revenues over expenses as the performance indicator. Changes in
unrestricted net assets, which are excluded from the (deficiency) excess of revenues over
expenses, include permanent transfers of assets to and from affiliates for other than goods and
services, net assets released from restriction for purchases of property, plant, and equipment, and
changes in the pension obligation. Transactions deemed by management to be ongoing, major, or
central to the provision of health care services are reported within (loss) income from operations.

13




The Danbury Hospital and Subsidiary

Notes to Consolidated Financial Statements (continued)
(Dollars in Thousands)

1. Summary of Significant Aceounting Policies (continued)
Other Operating Revenue

Other operating revenue consists primarily of the net premiums and interest income of
WCHNIC, support services, services provided to other Network affiliates, grant income,
education and research income, and rental income of the Hospital (see Note 14).

Nonoperating Gains (Losses)

Activities other than in connection with providing health carc services are considered to be
nonoperating. Nonoperating gains (losses) primarily consist of investment income, net, change in
unrealized gains and losses on investments, and change in equity interest in unvestricted net
assets of WCHNF.

Temporarily and Permanently Restricted Net Assets

Temporarily restricted net assets are those whose use by the Hospital has been limited by donors
to a specific time frame or purpose. Temporarily restricted net assets primarily consist of the
Hospital’s interest in Western Connecticut Health Network Foundation, Inc. related to
contributions restricted for certain health care services. Permanently restricted net assets consist
of the Hospital’s interest in Western Connecticut Health Network Foundation, Inc., which are
primarily endowment gifts and assets held in trusts by others, which are to be maintained in

perpetuity.
Income Taxes

The Hospital is a not-for-profit corporation as described in Section 501(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 Hospital is also exempt from state and local taxes. WCEHNIC
is a foreign corporation exempt from U.S. taxation and is not subject to taxes under the Cayman

Islands tax concessions law.

14




The Danbury Hospital and Subsidiary

Notes to Consolidated Financial Statements (continued)
(Dollars in Thousands)

1. Summary of Significant Accounting Policies (continued)

WCHNF is a 501(c)(3) organization whose tax-exempt status is based upon its support of the
Network and the health care providers affiliated with it, including the Hospital and other health
care organizations from time to time associated with the Network which qualify as exempt
organizations under Section 501(c)(3) of the Code. The WCHNF was formed to receive and
administer funds for the benefit of the Network’s not-for-profit corporations, which are exempt
from federal income tax.

The Hospital has net operating loss canyforwards from unrelated business activities of
approximately $47,341 and $46,692 at September 30, 2015 and 2014, respectively, which will
begin expiring in 2019. These losses generate a potential deferred tax asset of approximately
$18,936 and $18,677 at September 30, 2015 and 2014, respectively, which is offset by a
corresponding valuation allowance of the same amount due to the uncertainty of utilizing the
deferred tax asset in future periods.

Asset Retirement Obligation
During 2015 and 2014, retivement obligations incurred and settled were minimal.
Tlectronic Health Record Incentive Program

The American Recovery and Reinvestment 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 electronic heaith record (EHR) technology.
The Hospital utilizes a grant accounting model to recognize EHR incentive revenues. Under this
accounting policy, EHR incentive payments are recognized as revenues when attestation that the
EHR meaningful use criteria for the required period of time was demonstrated. Accordingly, the
Hospital recognized $66 and 3753 of EHR revenues during its fiscal years ended September 30,
2015 and 2014, 1espect1ve]y, consisting of $14 of Medicaid revenues in 2015 and 352 and $7S3
of Medicare revenues in 2015 and 2014, respectively. EHR revenues are included in other
operating revenue in the accompanying consolidated statements of operations and changes in net
assets.

The Hospital’s attestation of compliance with the meaningful use criteria is subject to audit by
the federal government or its designee. Additionally, Medicare EHR incentive payments
received are subject fo retrospective adjustment upon final settlement of the applicable cost
report from which payments were calculated.

15




The Danbury Hospital and Subsidiary

Notes to Consolidated Financial Statements (continued)
(Dollars in Thousands)

1. Summary of Significant Accounting Policies (continued)
State of Connecticut Hospital Tax

Pursuant to Connecticut General Statutes, the State of Connecticut Hospital Tax is based on a
percentage of the Hospital’s net patient service revenue. Inpatient and outpatient service revenue
was taxed at 6.0% and 5.5%, and 6.0% and 3.8%, respectively, for the period July 1, 2015
through September 30, 2015 and October 1, 2013 through June 30, 2015, respectively.

Reclassifications

Certain reclassifications have been made to the year ended September 30, 2014 balances
previously reported in the consolidated balance sheets and consolidated statements of operations
and changes in net assets in order to conform with the year ended September 30, 2015
presentation. State of Connecticut Hospital Tax in the amount of $20,783 was reclassified from a
deduction to net patient service revenue to an operating expense.

New Accounting Pronouncement

In May 2014, the Financial Accounting Standacds Board issued Accounting Standards Update
(ASU) 2014-09, Revenue from Contracts with Customers (Topic 6006), which requires an entity
to recognize revenue fo depict the transfer of promised goods or services to customers in an
amount that reflects the consideration to which the entity expects to be entitled in exchange for
those goods or services. The adoption of ASU 2014-09, as amended by ASU 2015-14, is
required on October 1, 2018, and management is currently evaluating the effect of this guidance
on ifs consolidated financial statements.

2. Net Patient Service Revenue and Charity Care

The Hospital has agreements with third-party payors that provide for payments to the Hospital 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

i6




The Danbury Hospital and Subsidiary

Notes to Consolidated Financial Statements (continued)
(Dollars in Thousands)

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

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.

The Hospital 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 Hospital-specific data. Such amounts are included in
the accompanying consolidated balance sheets. Additionally, certain payors’ payment rates for
various years have been appealed by the Hospital. If the appeals are successful, additional
income applicable to those years might be realized.

During 2015 and 2014, approximately 35%, 7% and 58%, and 33%, 6% and 61%, respectively,
of net patient service revenue was received from Medicare, Medicaid and non-governmental
payors, tespectively. Laws and regulations governing the Medicare and Medicaid programs are
complex and subject to interpretation. As a result, there is at least a reasonable possibility that
recorded estimates will change by material amounts in the near term.

The Hospital manages the receivables by regularly reviewing its patient accounts and contracts,
and by providing appropriate allowances for uncollectible amounts. Significant concentrations of
gross patient accounts receivable include 30%, 13% and 57%, and 37%, 13% and 50%, for
Medicare, Medicaid and non-government payors, respectively, at September 30, 2015 and 2014,
respectively.

The Hospital believes it is in compliance with all applicable laws and regulations. Compliance
with such laws and regulations can be subject to future government review and interpretation as
well as significant regulatory action including fines, penalties, and exclusion from the Medicare
and Medicaid programs. Changes in the Medicare and Medicaid programs and the reduction of
funding levels could have an adverse impact on the Hospital. Cost reparts for the Hospital, which
serves as the basis for the final settlement with government payors, have been seitled by final
settlement through 2012 for Medicare and 1996 for Medicaid. Other years remain open for
settlement.

During 2015 and 2014, the Hospital recorded an increase in net patient service revenue of
approximately $6,682 and $1,333, respectively, related to changes in previously estimated third-
party payor settlements.

17




The Danbury Hospital and Subsidiary

Notes to Consolidated Financial Statements {continued)
(Dollars in Thousands)

2. Net Patient Service Revenue and Charity Care (continued)
The following summarizes net patient service revenue:

Year Ended September 30

2015 2014
(As Adjusied)
Gross patient service revenue b 1,544,328 § 1,463,361
Deductions:
Allowances 914,023 844,001
Charity care (at charges) 16,275 13,536
930,298 857,537
Net patient service revenue 614,030 605,824
Provision for uncollectible accounts 21,154 19,028
Net patient service revenue less provision
for uncollectible accounts 3 592,876 $ 586,796

Patient service revenue, net of contractual allowances and charity care and before the provision
for uncolicctible accounts, recognized in the period from major payor sources is as follows:

Year Ended September 30

2015 2014
(4s Adjusted)
Third-party payors $ 587,650 § 582,597
Self-pay patients 26,380 23,227

3 614,030 § 605,324

The Hospital accepts all patients regardiess of their ability to pay. A patient is classified as a
charity care patient by reference to established policies of the Hospital. Essentially, these policies
define charity services as those services for which no payment is anticipated. In assessing a
patient’s inability to pay, the Hospital utilizes the generally recognized federal poverty income
guidelines, but also includes certain cases where incurred charges are significant when compared
to a responsible party’s income. Those charges are not included in net patient service revenue for
financial reporting purposes.
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Notes to Consolidated Financial Statements (continued)

(Dollars in Thousands)

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

The estimated cost of charity care provided was approximately $6,405 and $5,274 for the years
ended September 30, 2015 and 2014, respectively. The estimated cost of chatity cate is based on

the ratio of cost to charges, as determined by hospital-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

2015 2014

Cash and cash equivalents ) 29,487 3§ 50,922
Money market funds 16,880 1,869
Common collective funds 77,272 78,056
Fixed income securities 51 16,123
Mutual funds 141,529 138,541
Alternative investments (at equity method) 24,988 25,965

$ 290207 § 311476

Investment income, net, included in non-operating gains (losses) for the year ended

September 30 consists of:

2015 2614
(As Adjusted)
Interest and dividend income ‘ $ 3,100 % 2,586
Realized gains and losses, net and equity income
on alternative investments 1,123 832
$ 4,223 3 3,418
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4, Faiy Values of Financial Instiruments

For assets and liabilities required to be measured at fair value, the Hospital 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 Hospital’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 Hospital foltows 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 asscts or liabilities. The fair value hierarchy gives the highest priority to
Level 1 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 priotity 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
Hospital 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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4. Fair Values of Finanecial Instruments (continued)

Financial assets carried at fair value in the accompanying consolidated balance sheets are
classified in the tables below in one of the three categories described above:

Cash and cash equivalents
Tnvestments and assets limited as fo use:
Cash and cash equivalents
Mutual funds:
Fixed income
Common collective funds:
Domestic equity
International equity
Securities:
Fixed income

Cash and cash equivalents

Tnvestmetits and assets limited as {o use:

Cash and cash equivalents
Mutual funds:
Fixed income
Conunon collective funds:
Domestic equity
International ¢quity
Securities:
Fixed income

September 30, 2415

Level 1 Leavel 2 Level 3 Total
21,694 § - & - 21,694
46,367 - - 46,367
141,529 - - 141,529

- 60,304 - 60,804

- 16,468 - 16,468

— 51 - 51
209,590 $ 77,323 § - 286,913

September 30, 2014
Level 1 Level 2 Level 3 Total
{As Adjusted)

50,841 3 -8 - 50,841
52,791 - - 52,791
138,541 — - 138,541
- 61,417 - 61,417

- 16,639 - 16,639
8,515 1,608 — 16,123
250,688 3 85,664 3 - 336,352

The amounts reported in the tables above do not include alternative investments totaling $24,988
and $25,965 at September 30, 2015 and 2014, respectively, which are accounted for under the
equity method of accounting. The Hospital has unfunded commitinents to alternative investments
of approximately $3,279 as of September 30, 2015.
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4, Fair Values of Financial Iustruments (continued)

Financial assets carried at fair value included in the defined benefit pension plan of New Milford
Hospital (see Note 6) as of September 30, 2014 are classified in the table below in one of the
three categoties described above. On September 30, 2015 the New Milford Hospital pension plan -
morged into the Network’s plan and all plan assets were transfeired to the Network as of that
date.

September 30, 2014

Level 1 Level 2 Level 3 Total
Mutual funds:
Domestic equity $ 21,673 % —~ % - § 21673
International equity 3,150 - - 3,150
Fixed income 25,159 - - 25,159
Other 3,017 — — 3,017
$ 52,999 % ~ 3 - $ 52,999

Fair value for Level 1 is based upon quoted market prices. Fair value for Level 2 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 full term of the
assets. Inputs are oblained from various sources including market pacticipants, dealers, and
brokers. Many of the investments categorized in Level 2 consist of shares or unils in investment
funds, as opposed to direct interests in the funds’ underlying holdings, which may be marketable.

5. Long-Term Debt and Credit Facility
Long-term debt consisted of the following:

September 30

2015 2014
Intercompany debt with Western Connecticut
Health Network, Inc. S 244,850 3 246,700
244,850 246,700
Less current portion 1,580 4,925

3 243,270 § 241,775
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(Dollars in Thousands)

5. Long-Term Debt and Credit Facility {continwed)

The following is a summary of the combined aggregate amount of maturities and sinking fund
requirements of the aforementioned obligations at September 30, 2015, according to their long-
term amortization schedule:

2016 $ 1,580
2017 1,640
2018 1,710
2019 1,760
2020 1,845
Thereafter 236,315

5 244 850

The fair value of the Hospital’s long-term debt as determined by the Hospital’s investment
advisor using a discounted cash flow analysis was approximately $254,511 and $256,598 at
September 30, 2015 and 2014, respectively. These fair values are categorized as Level 2 in the
fair value hierarchy described in Note 4.

The Hospital paid interest of $7,589 and $7,784 in 2015 and 2014, respectively. The Hospital has
capitalized interest of approximately $198 and $3,311 in 2015 and 2014, respectively. Debt
service funds held under bond indenture agreements for Series I Bonds and Series N Bonds
were $1,868 and $1,869 at September 30, 2015 and 2014, respectively.

The Network holds four series of bonds. In 2011, the Obligated Group was expanded to include
the Network, New Milford Hospital, and Western Connecticut Medical Group, P.C. (WCMG).
During May 2015, the Norwalk Hospital Association (NHA) and Norwalk Hospital Foundation
were added to the Obligated Group. All proceeds from the bonds were used to finance 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 as intercompany debt in the schedule above, and include: The
Series K 2011 revenue bonds (Series K Bonds) were issued in the amount of $33,035. The Series
K Bends were scheduled to mature serially from September 30, 2011 to September 30, 2036 at a
bank purchase interest rate (1.390% at September 30, 2014). In 2015, the Series K Bonds were
refunded in conjunction with the issuance of the Series O revenuc bonds (Series O Bonds).
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5. Long-Term Debt and Credit Facility (continued)

The Series H revenue bonds (Series H Bonds) mature from 2030 through 2036 at an average
coupon rate of 4.425%. The proceeds of the Series H Bonds were used for the construction,
renovation, and equipping of an outpatient diagnostic building with approximately 28,000 square
feet of medical office space, a 381-space parking gavage, a 264-space surface parking lot, and to
fund capitalized interest. The scheduled payment of principal and interest on the Series H Bonds
when due is guaranteed by an insurance policy issued by a commercial insurer.

Under the original terms of the Series H Bonds financing arrangements between the Hospital and
WCHNTF (the Obligated Group) and CHEFA, the proceeds of the revenue bonds were loaned to
the Hospital. The Hospital was obligated to provide amounts sufficient to pay the principal and
interest duc on the Series H Bonds. The Master Indentures and Supplemental Master Indentures
provide for the potential establishment and maintenance of a Debt Service 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, 2015 or 2014.

The Series M 2011 revenue bonds (Series M Bonds) were issued in the aggregate principal of
$46,030, with interest payable initially on January 1, 2012, and semiannually on each January |
and July I thereaftor. The Series M Bonds bear interest at rates ranging from 5.000% to 5.375%
and are scheduled to mature from July 1, 2031 to July 1, 2041. The Series M Bonds are also
subject to annual sinking fund installments commencing in 2024 through scheduled maturity.
The Series I, 2011 revenue bonds (Series L Bonds) of $96,000 were issued concurrently with
Series M Bonds and were subject to annual sinking fund installments commencing July 1, 2015,
and continuing through final maturity on July 1, 2041. The Series L Bonds bore interest at a bank
purchase rate (1.298% at September 30, 2014). In 2015, the Series L Bonds were also refunded
in conjunction with the issuance of the Series O Bonds. The proceeds of the Series L Bonds and
Series M Bonds were used for funding the planning, design, acquisition, construction, equipping
and furnishing of the Hospital’s new patient tower, expansion of a parking garage, capital
improvements, and to fund capitalized interest.

In 2012, the Network issued Series N Bonds in the amount of $39,880 and bearing interesi 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 the Hospital’s Series G Bonds.
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5. Long-Term Debt and Credit TFacility (continued)

In 2015, the Network issued Series O Bonds in the amount of $122,120 which bear interest at a
variable rate tied to LIBOR (.979% at September 30, 2015). The Series O Bonds mature serially
from July 1, 2022 to July 1, 2041. The proceeds of the Series O Bonds were used to refund the
Network’s Series K and Series L. Bonds which were fully redeemed as of September 30, 2015.
The Hospital recorded a loss on the extinguishment of long-term debt of $1,357 in the
consolidated statement of operations in 2015,

6. Pension Plans

The Hospital participates in a non-contributory defined benefit pension plan sponsored by the
Network covering substantially all of its employees. Contributions are made to the plan in
amounts sufficient to meet the Employee Retirement Income Security Act’s minimum funding
requirements. Net periodic pension income allocated to the Hospital was $4,737 and $6,055 for
2015 and 2014, respectively. In 2012, the defined benefit pension plan was frozen. As a result of
the plan being frozen, the Network established a defined contribution plan for all employees.
Pension expense refated to the defined contribution plan was $14,206 and $11,475 for fiscal
years 2015 and 2014, respectively.

The Network’s defined benefit pension plan had an estimated projected benefit obligation of
$659,389 and $556,603 at September 30, 2015 and 2014, respectively, and the fair value of plan
assets was $537,226 and $482,884 at September 30, 2015 and 2014, respectively. The discount
rate used to determine the benefit obligation was 4.43% and 4.62% at September 30, 2015 and

2014, respectively.

New Milford Hospital had a defined benefit pension plan (the Plan) covering employees who
met certain eligibility requirements. The Plan benefits were based on years of service and the
employees’ compensation during the last five years of covered employment. Contributions were
'intended to provide not only for benefits atiributed to service to date, but also for those expected
to be earned in the future. New Milford Hospital made contributions in amounts sufficient to
nieet the Employee Retirement Income Security Act of 1974 minimum funding requirements.

Effective January 31, 2010, New Milford Hospital amended the Plan to close the Plan to new
participants and to freeze accruals for all participants, other than those who were fifty-six years
old and had at least ten years of service. The Plan was amended effective October 31, 2012 to
cease the future accrual of benefits to each highly compensated employee as defined by the IRS.
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6, Pension Plans (continued)

Effective September 30, 2015 the New Milford Hospital pension plan merged into the Network’s
plan, As a result, the benefit obligation and plan assets were transferred to the Network as of this
date.

The following tables set forth the changes in benefit obligations, changes in Plan assets and
components of net periodic benefit cost for the New Milford Hospital Plan:

September 30
2015 2014

Changes in benefit obligations
Benefit obligations at beginning of year $ 67,435 % 58,717
Service cost 132 135
Interest cost ' 3,001 3,021
Assumption changes 941 7,750
Actuarial (gain) loss (1,392) 434
Benefits paid (2,726) (2,622)
Transfer to Network plan {67,391) -
Benefit obligations at end of year - 67,435
Changes in plan assets
Fair value of plan assets at beginning of year 52,999 50,451
Actual return on plan assets (343) 4,151
Employer contributions 1,262 K179
Expenses - (160}
Benefits paid (2,726) (2,622)
Transfer to Network plan (51,192) -
Fair value of plan assets at end of year - 52,999
Unfunded status, included in accrued pension

liabilities and other on accompanying

consolidated balance sheets 3 - % (14,436)
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6. Pension Plans (continued)

Year Ended September 30

2015 2014
Components of net periodic benefit cost
Service cost $ 132 135
[nterest cost 3,001 3,021
Expected return on plan assets (3,920) (3,961)
Amortization of prior service cost (43) (43)
Recognized net loss 1,818 1,191
Net periodic benefit cost ) 988 § 343
Assumptions
2015 2014
Weighted-average assumptions used to
determine benefit obligations
Discount rate N/A 4.56%
Rate of increase in compensation N/A 3.00%
Weighted-average assumptions used to
defermine net periodic benefit cost
Discount rate 4.56% 5.23%
Rate of increase in compensation 3.00% 3.00%
Fxpected long-term refurn on plan assets 7.50% 8.00%

New Milford Hospital’s expected long-term rate of return on assets assumption was derived from
a teview of anticipated future long-term performance of individual asset classes and
consideration of the appropriate asset allocation strategy given the anticipated requirements of
the Plan to determine the average rate of earnings expected on the funds invested to provide for
the pension plan benefits, While the review gives appropriate consideration to recent fund
performance and historical returns, the assumption is primarily a long-term, prospective rate.

Amounts recorded in unrestricted net assets and not yet amortized as components of net periodic
benefit cost totaled $24,167 as of September 30, 2014 and represented unrecognized actuarial

tosses.
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6. Pension Plans (continued)

The accumulated benefit obligation was $67,014 and $66,888 as of September 30, 2015 and
2014, respectively. The Plan’s measurement date was September 30.

Plan Assets

The Plan maintained target allocation percentages among various asset classes based on an
investment policy established for the Plan which was designed to achieve long-term objectives of
return, while mitigating against downside risk and considering expected cash flows. The
weighted-average target asset allocation was 50% equity sccurities and 50% debt securities. The
assets of the Plan were all held in mutual funds and were transferred to the Network’s plan on

September 30, 2015.

As discussed in Note 4, New Milford Hospital follows a three-level hierarchy to categorize
assets measured at fair value. In accordance with the hierarchy, as of September 30, 2014,
100% of the Plan assets were categorized as Level 1 investments. Securities with readily
determinable values are carried at fair value as determined based on independent public
sources,

7. Professional Liability Self-Insurance

Effective October 1, 2004, the Hospital formed a captive insurance company, WCHNIC,
domiciled in the Cayman Islands, to provide alternative general and professional liability
insurance to the Hospital and WCMG, as well as provide coramunity doctors with a competitive
professional liability imsurance option.

Lffective October 1, 2010, New Milford Hospital became insured by WCHNIC. Prior to this date
New Milford Hospital was commercially insured.

Effective March 1, 2014, NHSC and affiliates became insured by WCHNIC. In addition, all
claims prior to March 1, 2014 that were previously insured by MSIC were assutned by WCHNIC
through a loss portfolio transfer, at which time all risk was assumed.
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7. Professional Liability Self-Insurance (confinued)

Coverage for medical malpractice insurance is on a claims-made basis. The coverage limits are
$5,000 per claim and $30,000 in the aggregate. The excess indemnity coverage is $40,000 per
claim and $40,000 in the aggregate. The Hospital has recorded a Hability of $10,246 and $10,490
at September 30, 2015 and 2014, respectively, based on a discount rate of 3.5% for incurred-but-
not-reported claims, which is included in accrued pension liabilities and other on the
accompanying censolidated balance sheets.

Assets held by WCHNIC approximate $132,832 and $123,703 as of September 30, 2015 and
2014, respectively, of which a majority is reflected as assets limited as to use in the
accompanying consolidated balance sheets. Total liabilities recorded by WCHNIC approximate
$79,138 and $82,267 as of September 30, 2015 and 2014, respectively, of which a majority is
reflected as setf-insurance liabilities in the accompanying consolidated balance sheets.

The reserve for losses and loss adjustment expenses for WCHNIC are included in self-insurance
liabilities in the accompanying consolidated balance sheets. Activity in the reserve for losscs and
loss adjustment expenses for the years ended September 30, 2015 and 2014, is summarized as
follows:

2015 2014

Balance at beginning of year $ 81,991 § 46,295
Incurred related to:

Current period 15,364 17,017

Prior period (8,735) 1,916
Total incurred 6,609 18,933
Paid related to:

Current period {335) (160)

Prior period (9,414) (14,507)
Total paid (9,749) (14,667)
Add: Transfer of unpaid losses from MSIC - 31,430
Net provision for losses and loss adjustment expenses 78851 3% 81,991

Also included in self-insurance liabilities as of September 30, 2015 and 2014, are unearned
premiums of $107 and $116, respectively.
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7. Professional Liability Self-Insurance (continued)

WCHNIC uses an actuary to estimate 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, 2015 and 2014; however, no assurance can be given that the ultimale settlement
of losses 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 years when such adjustments, if any, become known.

8. Temporarily and Permanently Restricted Net Assets

Temporarily restricted net assets of $36,051 and $51,323 as of September 30, 2015 and 2014,
respectively, are available to the Hospital for health care services. Permanently restricted net
assets total $34,575 and $33,797 as of September 30, 2015 and 2014, respectively, and are
investments to be held in perpetuity, the income from which is expendable to support health care
services.

9, Endowments

The WCHNF endowment consists of approximately 34 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,

WCHNEF classifies net assets of donor-restricted endowment funds for organizations subject to
an enacted Uniform Prudent Management of Institutional Funds Act (UPMIFA). Connecticut
enacted its UPMIFA statute effective October 1, 2007. This standard requires not-for-profit
organizations subject to an enacted version of UPMIFA to classify the portion of the endowment
fund that is not classified as permanently restricted net assets as temporarily restricted net assets
(time and purpose restricted) until appropriated for expenditure by the organization. The portion
to be classified as temporarily restricted consists of accuulated unspent income and
appreciation.
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9, Endowments (continued)

Leadership of WCHNF has interpreted the Uniform Prudent Management of Institutional Funds
Act (UPMIFA) as requiring the presevvation of the fair value of the original gift as of the gift
date of the donosr-restricted endowment funds absent explicit donor stipulations to the contrary.
As a result of this interpretation, WCHNF classifies as permanently restricted net assets (a) the
otiginal value of gifts donated to the permanent endowment, (b) the original value of subsequent
gifts to the permanent endowment, and (c) accumulations to the permanent endowment made in
accordance with the direction of the applicable donor gift 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 prescribed by UPMIFA. In accordance with
UPMIFA, WCHNF counsiders the following factors in making a determination to appropriate or
accumulate donor-restricted funds:

(1) The duration and preservation of the fund

(2) The purposes of WCHNF and the donor-restricted endowment fund

(3) General economic conditions

{4) The possible effect of inflation and deflation

(5) The expected total return from incomwe and the appreciation of investments
(6) Other resources of WCHNF

(7) The investment policies of WCHNF

WCHNF 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 WCHNT 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 inflation and investment management costs, of at least 5% over the long term.
Actual returns in any given year may vary from this amount,

To satisfy its long-term rate-of-return objectives, WCHNF 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). WCHNF targets a diversified asset
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9. Endowments (continued)

allocation to achieve its long-term objective within prudent risk constraints, Each year, the
WCHNF 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 caleulated 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 year is currently in effect.
The WCHNF Board abides by these regulations and will adjust this rate accordingly.

Endowment net asset composition by type of fund as of September 30, 2015 consisted of the
fotlowing:

Temporarily  Permanently

Unrestricted Restrieted Restrieted Total
Donor-restricted endowment funds 3 - 8 10,857 % 27,569 § 38,426
Board-designated endowment funds 8,116 - - 8,116
Endowment funds at end of year $ 8,116 3 10,857 % 27,569 3§ 46,542

Changes in endowment funds for the fiscal year ended September 30, 2015, consisted of the
following:

Temporarily  Permanently
Unvrestricted Restricted Restricted Total

Endowment funds at beginning of the year  § 9,785 $ 13,428 8 26,039 § 49,252

Investment return:

Investment income, et 193 735 - 928

Change in unrealized gains and losses (362) (1,347 - (1,709)
Total investment return {169 (612) - (781)
Contributions - 183 1,530 1,713
Appropriation of endowment assels for

expenditures {1,500) (2,293) - {3,793)

Other changes:
Met asset reclassification-net loss on
endowments 151 151

Endowment funds at end of year 3 8,116 S 10,857 5 27569 § 46,542
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9. Endowments (continued)
Endowment net asset composition by type of fund as of September 30, 2014, consisted of the following:

Temporarily  Permanenily

Unrestricted Restricted Restricted Taotal
Donor-restricted endowment
funds $ - % 13428 $ 26,039 % 39,467
Board-designated
endowment funds 9,785 - — 9,785
Endowmtent funds at end of
year $ 9,785 3 13,428 § 26,039 3§ 49,252

Changes in endowment funds for the fiscal year ended September 30, 2014, consisted of the following:

Temporarily Permanenily

Unrestricted Restricted Restricted Total
Endowment funds at
beginning of the year $ 9114 § 15273 % 25,789 3 50,176
Investment return:
linvestment income, net 170 704 - 874
Change in unrealized gains
and losses 501 2,175 — 2,676
Total investment return 071 2,879 - 3,550
Contributions - 353 131 484
Appropriation of endowmery
assets for expenditures - (4,958) - (4,958}
Other changes:
Transfers to permanently
restricted endowment - (119) 119 —
Endowment funds at end of
year 5 97385 % 13428 § 26,039 § 49,252
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9. Endowments (continued)

From time to time, the fair value of assets associated with individual donor-restricted
endowments funds may fall below the level fund of the corpus that UPMIFA requites WCHNF
to retain as a fund of perpetual duration. These deficiencies result from unfavorable market
fluctuations that occurred shortly after the investment of new permanently resiricted
contributions and continued appropriation for certain programs that was deemed prudent by the
Board of Directors. There was $151 in deficiencies of this nature which are reported in
unrestricted net assets as of September 30, 2015 (none at September 30, 2014).

Also included within permanently resticted net assets is $7,006 and $7,758 of beneficial
interests in trusts held by others as of September 30, 2015 and 2014, respectively.

10. Related Party Transactions

The Hospital has recorded amounts due from (fo) related patties as follows:

September 30
2015 2014

(As Adjusied)
Western Connecticut Health Network Affiliates, Inc. S 123 § 402
NHA 5,171 558
Norwalk Hospital Foundation 5 18
Norwalk Hospital Physicians & Surgeons 14 —
SWC Corporation )] -
Eastern New York Medical Services, P.C. @) (178)
WCHNF 492 2,988
Western Connecticut Home Care, Inc. 500 322
Western Connecticut Health Network, Ine. 5 144
Western Connecticut Medical Group, Inc. (1,102)

$ 6,294 § 3,152
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10. Related Party Transactions (continued)

The Hospital earned income from related parties as follows:

Year Ended September 30

2015 2014
(As Adfusted)
Western Connecticut Health Network Affiliates, Inc. S 135 § 126
Western Connecticut Medical Group, Inc. 2,326 2,255
NHA 447 -
WCHNF L 81 92

§ 2983 $ 2473

The Hospital paid expenses to related parties as follows:

Year Ended September 30

2015 2014
Western Connecticut Health Network Affiliates, Inc. ) 509 §$ 509
Western Connecticut Medical Group, Inc. 67,706 60,754
WCHNF 56 56

$ 68271 § 61319

In 2015 and 2014, respectively, the Hospital transferred net assets of $30,353 and $44,422 to the
Network primarily relating to funding the Hospital made to the defined benefit pension plan,
transfer of New Milford Hospital pension plan obligation and assets as a result of the merger
with the Network plan, benefits paid on the Network’s behalf and to fund WCMG. In 2015 and
2014, respectively, WCHNF transferved net assets of $11,877 and $22,085 to the Hospital
relating to restricted funds appropriated for spending,
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11. Commitments and Contingencies

Various lawsuits and claims arising in the normal course of operations are pending or are in
progress against the Hospital. While the outcomes of the lawsuits and claims cannot be
determined at this time, management believes that any loss that may arise from these lawsuits
and claims will not have a material adverse effect on the financial position or on the net assets of
the Hospital.

The Hospital has received requests for information from governmental authorities relating to,
among other things, patient billings. These requests relate to compliance with certain laws and
regulations. Management is cooperating with these governmental authorities in their information
requests and ongoing investigations. While management does not believe that any of these
inquiries or investigations will result in a material future loss, the ultimate results of these
inquiries and investigations, including the impact on the Hospital, cannot be determined at this

time.
Workers’ Compensation Insurance

The Hospital is seif-insured for workers’ compensation bencfits. Estimated liabilities of $7,064
and $6,589, using a discount rate of 3.5% and 5.6%, have been accrued as of September 30, 2015
and 2014, respectively, based on expected future payments pertaining to such years and are
“included in accrued pension liabilities and other in the accompanying consolidated balance
sheets.

Operating Leases

The Hospital leases property and equipment under noncancelable operating leases that expire in
various years through 2023. Certain leases may be renewed at the end of their term.

36




The Danbury Hospital and Subsidiary

Notes to Consolidated Financial Statements (continued)
(Dollars in Thousands)

11. Commitments and Contingencies (continued)

Future minimum payments under noncancelable operating leases, with initial terms of one year
or more consisted of the following at September 30, 2015:

Operating Lease

Payments

2016 $ 8,351
2017 7,055
2018 6,671
2019 5,504
2020 4,233
Thereafter 9,146
$ 40,960

Rent expense was $8,499 and $8,749 for the years ended September 30, 2015 and 2014,
respectively, and is included within supplies and other in the accompanying consolidated
statements of operations. Rental revenue for 2015 and 2014 was approximately $3,424 and
$3,351, respectively, and is included within other operating revenue in the accompanying
consolidated statements of operations.
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12. Changes in Components of Working Capital Other Than Cash and Cash Equivalents

Year Ended September 30

2015 2014
(Increase) decrease in operating assets:
Accounts receivable, net $ 27,714) 3 (24,586)
Inventories 666 (573)
Prepaid expenses and other 6,597 (10,057
Bond issuance costs, net 834 489
(19,617) (34,727
Increase (decrease) in operating labilities:
Accounts payable 277) 40
Interest payable , 51 34
Payroll-related accruals 2,955 3,254
Due to third-party payors 798 6,750
Other accrued expenses (798) 206
2,729 10,334
Change in working capital other than cash and
cash equivalents $ (16,888) 3§ (24,393)

13. Functional Expenses

The Hospital provides general health care services to residents within its geographic location,
Expenses related to providing these services are as follows:

Year Ended Septeraber 30

2015 2014
(As Adjusted)
Health care services 3 512,911 % 491,435
General and administrative 110,039 106,577

3 622,950 § 598,012
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14. Other Operating Revenue
Other operating revenue consisted of the following:

Year Ended September 30

2015 2014
Captive malpractice insurance premiums $ 12361 $ 12,429
Captive investment income 938 1,273
Rental income 3,424 3,351
Education 2,401 1,642
Grants 2,939 3,454
Research 641 478
EHR incentive payments 66 753
Other income 1,046 1,139

3 23,816 % 24,519

15. Subsequent Events

The Hospital and its subsidiary have performed an evaluation of subsequent events through
January 28, 2016, the date the consolidated financial statements were issued.

In November 2015, Western Connecticut Health Network Investiments, LLC (WCHN
Investments), a wholly owned subsidiary of WCHN, was formed for the purpose of pooling the
long-term investments of NHA, Norwalk Hospital Foundation, the Hospital, and WCHNE. On
December 31, 2015, the long term investments of the Hospital were contributed to WCHN
Investments. In exchange, the Hospital received pro rata share of the combined investments and
investment returns of WCHN Investments, WCHN Investments became a member of the WCHN
Obligated Group.

No other events have occurred that require disclosure in or adjustment to the accompanying
consolidated financial statements.
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Asseis
Currend asseds:
Cacht and cash equivalents
Assets limited as to use, cwsent poriioa
Patient accounts receivable, less allowance for vncollectible accounts
of approximately 513,937 in 2013
Due from relazed partics
Inyentaries
Prepaid expenices ad olher
Tetal current assets

Assets limited 35 to use:
Investments held by WCHNIC
Fotal nancurrent asseds lintited as to use

Investmenis
Otlser assets

[nvestment in Western Connecticnt 1ealth Nelsvork
Insurance Co., Ltd.

Enterest in Westem Connecticut Health Netwoek
Fourndation, Inc.

Propedy, plant and equipraenl;
Land and land improvements
Buildings aid building improveinents
Fquiptnent and other
Construclion in progeess (estimated cost
to complete at September 30, 2013: $9,259)

Less accurnulated depreciation

Bond jssttance costs, net
Total asseds

‘The Panbury Hospitat and Subsidiary

Consolidating Balance Sheet

(T Thousands)

September 30, 2015
Weslera Cannecticut Adjustments
The Danbury Health Network and
Haspitsl Insurance Co, Ltd, Elhnlnations Tetal
s 21,083 3 611 - 3 21,694
1,368 5,500 - 7,368
76,938 - — 76,938
6402 - (108} 6,294
10,950 - — 19,950
6,359 10,839 - 17,238
123,640 16,950 (103} 148,482
- 115,882 —- 115,882
Z 115,882 - 115,882
166,957 - - 165,957
2,801 - - 2,801
53,604 - (53,654) -
92,378 - - 92,378
12,308 - - 12,308
511,120 - - 311,329
366,225 - - 305,225
16,766 - - 16,766
846,410 - - 246,419
452,253 - 432,258
394,161 - - 394,161
3,777 - - 3,717
3 §37408 S 132,832 (55,802) § 516,438
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Liabilitics and ret asseis
Cument liabitities:
Accounts payable
Payrolt-related accruals
Due to third-party payors
Curreat portion due to relatod parties
Interest payzble
Other 2ccrued expenses
Curent portioa of long-temm debt
Total current liabilitles

Self-insurance liabifities

Accrued pension tiabilities and other
Long-terin debt, less cumrent porion
Total liabilitics

Net assets:
Share capital
Additional paid in capital
Unrestricted
Temposanily restizied
Permanently restricted
Toial net assets
Toial labilities and set assels

The Danbury Hospilal and Subsidiary

Consolidating Balance Shieet {(continued}

{in Thousands)
Seplember 390, 2015
Wesiern Conncctlout Adjustmenis
The Ranhury Health Netwaorl and
Haspitat Insurance Co, Lid, Eliminatians Total
3 35,981 7 8 - 3 36,053
36,985 - - 36,685
18,232 - - 18,232
- 108 {103) -
1,842 - - [,842
2,700 - - 2,700
1,580 — - 1,580
97,320 186 {193) 97,392
- 78,958 - 78,958
20,082 - - 20082
243,270 - - 243,270
360,672 79,128 (108} 439,702
- 12 {12) -
- 12,363 (12,863) -
406,110 40,819 40,319) 406,110
36,051 - - 36,051
34,575 - — 34,573
476,736 53,694 {53,691) 476,736
£ 837,408 132312 § {33,802} § S16,438
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The Danbury Hospital and Subsidiary

Consolidating Statement of Cperations

(T Thousands)
Year Ended September 30, 2015
Wesiern Connecticut Adjustinents
Tho Danbury Health Network and
Haospital fnsurnace Co., Lid. Elninations Totat
Uhresteicted reveaues:
Net patient service revente 5 614,030 S - £ ) 614,030
Provision for uncoilectibla accounts 21,154 - - 21,154
Net patient service reveawe, less provision for
uncotlectible accounts 592,876 E - 592,876
Met assers released from resiriclions 6,073 - - 6,073
Qther aperating revenue 10,518 23,409 (Lo, 111) 23,816
609,467 23409 (101 621,765
Expenses:
Salaries, benefiis and fees 357,097 - — 357,097
Supplies and other 188,666 398 {10,151} 178,953
Insurance - 9,682 - 9,632
Depeeciation and amestization 45,374 - - 45,374
Interest 7442 - - 7,442
State of Connecticut Hospital Tax 24,402 - — 24,402
622,981 10,080 (10,L11) 622,950
(Luss) income frons epesations befoee Toss on
extinguishment of leng-teni debt (13,514} 13,329 - (185)
Loss on extingaishiment of leng-leam debt {1,357 - - (1,357)
(10335} incgime fron operations {14,8171) 13,329 {1,542)
Nonogerating gaing and {Josses)
Tnvestrrent income, et 4,223 - - 4,223
Changg in unrealized gains and losses o1l investmeats {6,686} (0471 1,071 (5,636)
Change in equity interest int unresteicted net assels
of the Western Connecticnl Health Menwork Foundation, Ine, (1,601} - - (1,601)
Change in investmeat in WCHNIC 13,329 - {13,329) -
9,265 (1,071) (12,25%) (4,064)
Deficiency (excess) of revenuss over expenses s {5,606} § 12258 § (12,258) 5 (5,606}
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