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AMENDED AND RESTATED
BYLAWS

of
CARE NEW ENGLAND HEALTH SYSTEM

Article 1

Purposes, Powers and Offices

Section 1.1 Purposes. Care New England Health System (the "Corporation") is

organized, and at all times shall be operated, for the exclusive purpose of engaging in charitable,

educational and scientific activities within the meaning of Section 501(c)(3) of the Internal

Revenue Code of 1986, as the same may be amended from time to time (or the provisions of any

succeeding law), and to the extent applicable, the regulations promulgated thereunder by the u.S.

Department of Treasury (the "Code"), including, without limitation (a) to plan and coordinate a

system for the delivery of high quality health services; (b) to operate for the benefit of and to

support Women & Infants Hospital of Rhode Island ("WID"), Kent County Memorial Hospital

("KCMH"), Butler Hospital ("Butler"), Kent County Visiting Nurse Association d/b/a VNA of

Care New England ("VNA"), The Memorial Hospital d/b/a M.emorial Hospital of Rhode I.sland

r"M.HRI"), and such other charitable, scientific or educational, public charities, described in

Section 501(c)(3) and·509(a) of the Code, as may be affiliated with the Corporation from time to

time; (c) to carry out the purposes set forth in the Articles of Incorporation of the Corporation

(the "Articles of Incorporation"); and (d) to do whatever is deemed necessary, useful, advisable

or conducive, directly or indirectly, to carry out the purposesof the Corporation described in this

Section 1.1, including to carry on any other activity that may be lawfully carried on by a

corporation formed under the Rhode Island Nonprofit Corporation Act, as the same may be

amended from time to time (or the provisions of any succeeding law) (the "Nonprofit

Corporation Act"). For purposes of these Amended and Restated Bylaws of Care New England

Health System (the "Bylaws"), an "Affiliate" means WIH, KCMH, Butler, VNA, Women &

Infants Corporation ("WIC"), Southeastern Healthcare System, Inc. r~SHS"), .MHRI, and any

other entity in which the Corporation directly controls (through power to elect through

membership, ownership, contract or otherwise fifty percent (50%) or more of the governing body

of such entity).
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Section 1.2 Powers. The Corporation shall have all the powers enumerated in the

Nonprofit Corporation Act; provided, however, that the Corporation shall exercise its powers

only in the furtherance of the purposes set forth in the Articles of Incorporation and these

Bylaws. Without limiting the foregoing, the Corporation shall undertake the following:

(a) Planning, directing and establishing policies to assure the development

and delivery of quality health and behavioral health services, professional education and

biomedical research on an integrated cost-effective basis;

(b) Establishing and maintaining uniform accounting policies;

(c) Negotiating, developing and approving all third party reimbursement,

indemnity and managed care agreements and the like;

(d) Negotiating, developing and approving affiliation agreements for

education and research between the Corporation and any appropriate school of medicine Oi other

academic institution;

(e) Approving human resource policies;

(f) Amending or amending and restating the Articles of Incorporation, these

Bylaws and other organizational and/or governing instruments and approving amendments to the

charter, articles of. incorporation or other organizational and/or governing instruments of any

Affiliate;

(g) Approving a strategic plan and changes to any mission statement of the

\ Corporation and any Affiliate;

(h) Approving capital budgets, operating budgets, and non-budgeted

expenditures for the Corporation and any Affiliate in excess of $500,000 or such other amount as

may be determined by the Board of Directors of the Corporation (the "Board" or "Board of

Directors") from time to time;

(i) Approving the establishment, termination, or relocation (other than to a

different location on the same campus) of any major clinical services of any Affiliate;

(j) Authorizing participation in joint ventures, consolidations, network

associations and the like;

(k) Authorizing the formation of any new subsidiary or joint venture

involving any Affiliate;

(1) Considering and authorizing incurrence of material indebtedness;
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(m) Monitoring investment policy, including consideration of placing

investments under common management to achieve economic efficiencies; and

(n) Planning, developing and implementing an integrated information system.

Section 1.3 Offices. The Corporation shall have its principal office and other offices

at such places within and outside the State of Rhode Island as may from time to time be

determined by the Board.

Article 2

Members

Section 2.1 Members. The members of the Corporation shall be those individuals

then-serving as members of the Board of Directors. Any action required by law to be taken by

the members of the Corporation shall be taken by the Board, acting as the members of the

Corporation, pursuant to the procedures set forth in Section 3.8 through Section 3.15.

Article 3

Board of Directors

Section 3.1 Authority of the Board. Except as otherwise expressly required by law,

the Articles ofIncorporation or these Bylaws, the affairs of the Corporation shall be managed by

the Board of Directors and the Board of Directors shall have, and may exercise, all of the powers

of the Corporation.

Section 3.2 Number of Directors.

(a) Unless the Board otherwise determines, the Board of Directors shall

consist of (a) between ten (10) and fourteen (1./1) direct:on,seventeen (17) elected directors (the

"Elected Directors"); and (b) the President and Chief Executive Officer of the Corporation (the

"President and Chief Executive Officer"), and the President of the Medical Staff of each of

WIH, KCMH--a±1fi-.L-Butlerand l\JlHRI, each of whom shall serve as ex officio directors ofthe

Board with vote (the "Ex Officio Directors," and collectively with the Elected Directors, the

"Directors"). Each Director shall have one (1) vote.

f'H-)(b) In accordance with the Affiliation Agreement dated January 2, "013,

anlong the Corporation" SHS and .MHRI (the "Affili.atiol1 Agreement") three Elected Directors
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were nominated bv IMHRI and appointed bv CNE effective on the closing date (the ~'Closing

Date") of the transactions contemplated by the Aftiliation Agreement (the io_·f\,lHRI-Nominated

Directors").

tb·1(£LUnless the Board otherwise determines, a majority of the Elected

Directors shall be "independent" under standards established from time to time by resolution

adopted by the Board. Additionally, the Board of Directors shall include individuals with such

skill and experience as are necessary or helpful in the governance of the Corporation.

Knowledge of and experience in medical education and research shall be a required competency,

and if at any time such competency is lacking, an individual with such competency shall be

identified and elected as soon as practicable. Knowledge of and experience in the quality of

health care shall be considered a desirable competency but not a required competency.

Notwithstanding the foregoing, the absence of any particular competency, skill or experience at

any given time shall not affect whether the Board of Directors is legally constituted.

Section 3.3 Directors Emeritus. The Board of Directors may, at any time, elect to

the position of "Director Emeritus," a former director of the Board who, in the judgment of the

Board, has served with special distinction on the Board. A Director Emeritus may be appointed

for life or such other .term as the Board may designate and shall be invited to attend public

functions from time to time, as appropriate. A Director Emeritus shall not have any duties or

authority of any then-current Director.

Section 3.4 Election and Term of Directors.

(a) Those individuals elected as Elected Directors in 2011 shall serve until the

2014 annual meeting of the Board of the Corporation. The .MHRI-Nonlinated Directors shall

serve on. the Board from the Closing Date until the first annual meeting of the Board of Directors

occurring after the third anniversary of the Closin.g Date.

(b) At the 2014 annual meeting of the Board, tltethose individuals elected as

Elected Directorsin 2011 shall be classified into three (3) classes; Class I, Class II and Class III

of approximately the same size for the purpose of the terms for which they severally hold office.

~rhe·then current Elected Directon:(fhose classified as Class I shall serve for a one (1) year term

(until the 2015 annual meeting of the Board); -the then current Elected Directors classified as
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Class II shall serve for a two (2) year term (until the 2016 annual meeting of the Board); and-the

then current Elected Directors clasBified as Class III shall serve 'for a three (3) year term (until

the 2017 annual meeting of the Board).

(c) Commencing at the 2015 annual meeting of the Board and each annual

meeting of the Board thereafter, the Board shall elect, from those nominees recommended by the

Governance and Nominating Committee of the Corporation, that number of nominees to fill the

Class I, Class II or Class III, as 'applicable, Elected Director positions and such elected directors

shall serve for a three (3.) year term.

Cd) Following the expiration of the initial terms of the MHRI-Nominated

Directors, any Directors elected to fill such vacancies· shall have their terms staggered in the

same manner as provided in Section 3.4(b) and (c).

fe)(e) Elected Directors may serve for up to three (3) consecutive three (3) year

terms; provided, ho~ever that the Board may waive this limit for Elected Directors who are then-

serving as a chairperson of a Board committee. Terms served prior to being elected in 2011 and

terms of less than three (3) years shall not be counted .for purposes of determining the number of

terms served.

ffAill_ The Ex Officio Directors shall serve on the Board by virtue of his or her

position as the President and Chief Executive Officer or President of the Medical Staff ofWIH,

KCMH-er-.2.-Butler or MHRI, as applicable, and as such, shall be deemed to have resigned as an

Ex Officio Director at any time ·that he or she ceases to serve in his or her respective position

with his or her replacement as the President and Chief Executive Officer or President of the

Medical Staff of WIH, KCMH-ef-,!1_Butler or MHRI filling his or her vacancy as an Ex Officio

Director.

Section 3.5 Resignation of Elected Directors. Any Elected Director may resign at

any time by giving written notice to the Board, the Chairperson of the Board (the

"Chairperson"), a Vice Chairperson, the President and Chief Executive Officer, or the

Secretary. The resignation of an Elected Director shall take effect upon the receipt of written

notice or at such time as specified in the written notice. Unless otherwise .specified in the written

notice, acceptance of the resignation shall not be necessary to make it effective.
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Section 3.6 Removal of Elected Directors. Any Elected Director may be removed

with or without cause by a majority vote of the Board. An Elected Director shall receive ten (10)

days prior written notice by registered or certified mail of a meeting concerning the removal of

such Elected Director and shall be entitled to appear and be heard, but not vote, at such meeting.

Section 3.7 Vacancy - Elected Directors. Subject to the term limits set forth in

Section 3.4; and subject to the limitations in this Section 3.7 any vacancy in an Elected Director

position shall be filled by the Board at the next annual meeting or any special meeting of the

Board called for that purpose. In the event that a Iv'lHRI-Nominated Director dies, resigns or is

removed (in accordance with Section 3.5 or Section 3.6, respectively) during. their initial tenll,

such vacancy shall be fined by an individual. who served on the MHRI Board of Trustees prior to

the Closing Date. An individual elected to fill a vacancy will serve for the unexpired term of his

or her predecessor.

Section 3.8 Meetings of the Board. An annual meeting of the Board of Directors

shall be held during December in each year on such date and at such time and place as may be

determined by the Board of Directors; which annual meeting may occur simultaneous with, or

directly prior to or directly following, the regular meeting of the Board held during December.

Unless the Board otherwise determines, there shall be regular monthly meetings of the Board;

which regular meetings shall be held at such time and such place as may be determined by the

Board of Directors. A special meeting of the Board of Directors shall be called by the Secretary

(or other person as directed by the Board of Directors) upon the request of any two (2) Directors,

the Chairperson, a Vice-Chairperson or the President and Chief Executive Officer.

Section 3.9 Place of Meetings - Board. All annual, regular and special meetings of

the Board shall be held at such place, either within or outside the State of Rhode Island as shall

be determined by the Board of Directors and stated" in the notice for such meeting.

Section 3.10 Notice for Meetings - Board. The schedule (including dates, place and

hour) of the regular monthly meetings of the Board for a year shall be delivered to each Director

in advance of the first regular meeting for such year. Except as otherwise expressly required by

law, the Articles of Incorporation or these Bylaws, the Secretary (or other person as directed by

the Board of Directors) shall deliver written notice of any annual or special meeting to each
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Director, which written notice shall state the place, day and hour of the meeting and shall be

delivered in person or by mailing, overnight delivery, electronically mailing or telephoning the

same to each Director's last address, electronic mail, address or telephone number appearing on

the records of the Corporation not less than seven (7) days prior to the date of the special

meeting; provided, however, that a special meeting may be called upon forty-eight (48) hours

notice if such notice is given personally or by telephone to each Director. Notice of any meeting

of the Board does not need to state the business .to be transacted at, nor the purpose' of, such

meeting. Notice will be deemed delivered at the time when same is deposited in the United

States mail, delivered to the delivery service, electronic mail sent or message left by telephone.

Section 3.11 Waiver of Notice - Board. A Director may waive notice of any meeting

either before or after a meeting by providing to the Secretary a written waiver which shall be

placed in the Corporation's records. Attendance by a Director at a meeting shall constitute

waiver of notice of that meeting, except where such attending Director objects at the beginning

of such meeting to the transaction of business because the meeting is not lawfully called or

convened.

Section 3.12 ouorum - Board. A quorum shall exist at a meeting of the Board of

Directors if a majority of the then-current Directors are present in .person. In the absence of a

quorum at any meeting of the Board of Directors, the Directors present in person at such

meeting, shall have the power to adjourn the meeting to another place, day and hour with notice

given to the Directors in the same manner as a special meeting.

Section 3.13 Action at Meetings - Board. Except as' otherwise expressly required by

law, the Articles of Incorporation or these Bylaws, the affirmative vote of a majority of the

Directors present in person at a meeting at which a quorum is present shall be required to take

action on any question brought at such meeting. Notwithstanding the foregoing or anything to

the contrary herein, the following actions shall require the affirmative vote of three-quarters (3/4)

of the total number of then-current Directors:

(a) sale, mortgage or discontinuation of use of all or substantially all of the

real property or assets of the Corporation or any Affiliate;
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(b) merger with or acquisition of the Corporation by another entity, or

material acquisition by the Corporation or any Affiliate of another provider or system of

providers;

(c) any material change in the mission 'of the Corporation or any Affiliate; or

(d) any change in the provisions of this Section 3.13 or similar provision in

the bylaws of any Affiliate.

Section 3.14 Participation by Telephone - Board. To the extent a Director is unable

to attend an annual, regular <?rspecial meeting in person and such Director has provided notice to

the office of the President and Chief Executive Officer of his or her circumstances, then such

Director may participate in such annual, regular or special meeting by means of a conference

telephone or other similar communications equipment pursuant to which all Directors

participating in such meeting may simultaneously hear each other and such participation shall be

deemed participation "in person."

Section 3.15 Written Consents - Board. Except as otherwise expressly required by

law, the Articles of Incorporation or these Bylaws, the Board may take action without a meeting

if written consents .setting forth the .action are requested from and signed by all the Directors,

which written consents may be signed in one or more counterparts, each of which shall be an

original, .but all of which together shall comprise ?ne and the same written consent and which

written consent(s) shall be placed in the records of the Corporation.

Section 3.16 Reimbursement of Expenses - Board. The Board of Directors may

resolve to pay the reasonable out-of-pocket expenses incurred bya Director in the performance

of his or her duties as a Director. This Section 3.16 shall not preclude any Director from serving

the Corporation in any other capacity and receiving compensation therefor.

Article 4

Committees

Section 4.1 Committees. The Board of Directors shall have the following standing

committees: an Executive Committee, a Finance Committee, a Planning Committee, a

Governance and Nominating Committee, an Audit & Compliance Committee, a Compensation
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Committee, an Investment Committee, and a Quality Committee. The chairperson of each

standing committee of the Board shall be a member of the Board. The Board of Directors may

designate such other committees by resolution to serve at its pleasure and to have such powers

and perform such functions as the Board of Directors may assign to them. All committee

members (along with the Directors and officers of the Corporation and the Affiliates), shall be

subject to the Corporation'sConflicts of Interest and Confidentiality Policy, as may be amended

from time to time by the Board of Directors. Unless otherwise determined by the Board, all

committees shall adopt a committee charter which shall include the purposes, duties and

responsibilities and membership of such committee; provided, that such committee charter (and

any amendments thereto). shall be subject to review by the Governance and Nominating

Committee and approval by the Board.

Section 4.2 Term and Election - Committee Members.

(a) Except for those individuals serving as a committee member by virtue of

his or her position with the Corporation or an Affiliate and unless otherwise provided herein, the

committee members shall be elected to serve on a committee by the Board from those nominees

recommended by the Governance and Nominating Committee.

(b) Except for those individuals serving as a committee member by virtue of

his or her position with the Corporation or an Affiliate (the term of which shall be concurrent

with such individual's service in his or her position with the Corporation or Affiliate, as

applicable, and expire at any time he or she ceases to serve in his or her respective position with

his or her replacement filling his or her vacancy on the applicable committee), and unless

otherwise determined by the Board, the term of each committee member will be one (1) year and

there shall be no limit on the number of terms a committee member may serve.

Section 4.3 Resignation, Removal and Vacancy - Committee Members. Except

fur those individuals serving as a committee member by virtue of his or her position with the

Corporation or anAffiliate, a committee member may resign at any time by giving writtennotice

to the Board, the Chairperson, a Vice-Chairperson, the President and Chief Executive Officer, or

the Secretary or may be removed with or without cause by the Board. The resignation of a

committee member shall take effect upon the receipt of written notice or at such time as specified

in the written notice. Unless otherwise specified in the written notice, acceptance of the
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resignation shall not be necessary to make it effective. Subject to any term limit determined by

the Board for such committee member position, any vacancy in a committee member position

shall be filled by the Board. An individual elected to fill a vacancy will serve for the unexpired

term of his or her predecessor

Section 4.4 Meetings - Committees. Committees may hold meetings (regular and/or

special) either within or outside the State of Rhode Island as shall be determined by such

committee or the Board of Directors and stated in the notice for such meeting. A special meeting

of a committee shall be called by the applicable chairperson upon the request of two (2) members

of the applicable committee or the Board of Directors. Regular meetings of a committee shall be

held at such intervals as set forth in the applicable committee's charter. The applicable

chairperson (or other person as directed by the applicable chairperson) shall deliver ·written

notice of any special meeting to each member of such committee, which written notice shall state

the place, day and "hour of the meeting and shall be delivered in person or by mailing, overnight

delivery, electronically mailing or telephoning the same to the committee member's last address,

electronic mail address or telephone number appearing on the records of the Corporation not less

than seven (7) days prior to the date of the special meeting; provided, however, that in the event

of an emergency, a special meeting may be called upon forty-eight (48) hours notice if such

notice is given personally or by telephone to each member of such committee. Notice of any

committee meeting does not need to state the business to be transacted at, nor the purpose of,

such committee meeting. Notice will be deemed delivered at the time when same is deposited in

the United States mail, delivered to the delivery service, electronic mail sent or message left by

telephone. If a committee charter addresses some or all of the provisions in this Section 4.4, the

provisions in the committee charter shall prevail.

Section 4.5 Waiver of Notice - Committees. A committee member may waive

notice of any meeting either before Of after a meeting by providing to the Secretary a written

waiver which shall be placed in the Corporation's records. Attendance by a committee member

at a meeting shall constitute waiver of notice of that meeting, except where such attending

committee member objects at the beginning of such meeting to the transaction of business

because the meeting is not lawfully called or convened.
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Section 4.6 ouorum - Committees. A quorum shall exist at a meeting of a

committee if at least one-third (1/3) of the then-current members of such committee are present

in person. Notwithstanding the foregoing, a quorum shall exist at a meeting of the Executive

Committee, the Governance and Nominating Committee or the Compensation Committee if one-

half (112) of the then-current members of such committee are present in person.

Section 4.7 Action at Meetings; Written Consents - Committees. The affirmative

vote of a majority of the members of a committee present in person at a meeting at which a

quorum is present shall be required to take action on any question brought at such meeting. Any

action which may be taken at a meeting of a committee may be taken without a meeting if

written consents setting forth the action are requested from and signed by all the members of

such committee, which written consents may be signed in one or more counterparts, each of

which shall be an original, but all ofwhich together shall comprise one and the same written

consent and which written consent(s) shall be placed in the records of the Corporation. If a

committee charter addresses some or all of the provisions in this Section 4.7, the provisions in

the committee charter shall prevail.

Section 4.8 Participation by Telephone - Committees. To the extent a committee

member is unable to attend a regular or special meeting in person and such committee member

has provided notice to the applicable chairperson of his or her circumstances, then such

committee member may participate in such regular or special meeting by means of a conference

telephone or other similar communications equipment pursuant to which all committee members

participating in such meeting may simultaneously hear each other and such participation shall be

deemed participation "in person."

Section 4.9 Executive Committee. Unless otherwise determined by the Board, the.

Executive Committee shall consist of the .Chairperson, each Vice-Chairperson of the

Corporation, the President and Chief Executive Officer and the chairperson of the Finance

Committee. Except as otherwise expressly required by law, the Articles of Incorporation or

these Bylaws; during the intervals between meetings of the Board, the Executive Committee

shall have and may exercise all the authority of the Board which is not inconsistent with any

prior action of the Board.
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Section 4.10 Finance Committee. The Board of Directors shall have a Finance

Committee which shall consist of (unless otherwise determined by the Board) theTreasurer of

the Corporation (who shall serve as the chairperson of the Finance Committee), "the President and

Chief Executive Officer, the Chief Financial Officer of the Corporation, at least three (3)

members of the Board, and such other members as the Chairperson shall nominate and the Board

of Directors shall elect. The specific duties and responsibilities of the Finance Committee shall

be set forth in the Finance Committee charter.

Section 4.11 Planning Committee. The Board of Directors shall have a Planning

Committee which shall consist of (unless otherwise determined by the Board) not fewer than six

(6) members, 'at least three of whom shall be members of the Board and at least one (1) of whom

shall be an individual having, detailed familiarity with the operations of each of WICIWIH,

KCMH, Butler, VNA and l,LNASHSlMHRI and such committee members shall be nominated by

the Chairperson and elected by the Board of Directors. The specific duties and responsibilities of

the Planning Committee shall be set forth in the Planning Committee charter.

Section 4.12 Governance and Nominating Committee. The Board of Directors shall

have a Governance and Nominating Committee which shall consist of (unless otherwise

determined by the Board) not fewer than three (3) members of the Board and such other

members as the Chairperson shall nominate and the Board of Directors shall elect. Each member

of the Governance and Nominating Committee shall be "independent" under standards

established from time to time by resolution adopted by the Board. The specific duties and

responsibilities of the Governance and Nominating Committee shall be set forth in the

Governance and Nominating Committee charter.

Section 4.13 Audit & Compliance Committee. The Board of Directors shall have an

Audit & Compliance Committee which shall consist of (unless .otherwise determined by the

Board) not fewer than three (3) members of the Board and such other members as the

Chairperson shall nominate and the Board of Directors shall elect. Each member of the Audit &

Compliance Committee shall be "independent" under standards established from time to time

by resolution adopted by the Board. The specific duties and responsibilities of the Audit &

Compliance Committee shall be set forth in the Audit & Compliance Committee charter.
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Section 4.14 Compensation .Committee. The Board of Directors shall have a

Compensation Committee which shall consist of (unless otherwise determined by the Board) not

fewer five (5) members, three (3) of whom shall be members of the Board and such other

members as the Chairperson shall nominate and the Board of Directors shall elect Each member

of the Compensation Committee shall be "independent" under standards established from time

to time by resolution adopted by the Board. The specific duties and responsibilities of the

Compensation Committee shall be set forth in the Compensation Committee charter.

Section 4.15 Investment Committee. The Board of Directors shall have an Investment

Committee which shall consist of (unless otherwise determined by the Board) not fewer than

three (3) members of the Board and such other members as the Chairperson shall nominate and

the Board of Directors shall elect and of which shall include individuals whose knowledge of

investments are of value to the Investment Committee. The specific duties and responsibilities

ofthe Investment Committee shall be set forth in the Investment Committee charter.

Section 4.16, ouality Committee. The Board of Directors shall have a Quality

Committee which shall consist of (unless otherwise determined by the Board) not fewer than

three (3) members of the Board and such other members as the Chairperson shall nominate and

the Board of Directors shall elect and of which shall include physician and nursing leaders who

have demonstrated knowledge regarding quality of hospital and health services. The specific

duties and responsibilities of the Quality Committee shall be set forth in the Quality Committee

charter.

Section 4.17 Reimbursement of Expenses - Committee Members. The Board of

Directors may resolve to pay the reasonable out-of-pocket expenses incurred by a committee

member in theperformance of his or her duties as a committee member. This Section 4.17 shall

not preclude any committee member from serving the Corporation in any other capacity and

receiving compensation therefor.
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Article 5

Section 5.1

Officers

Officers. The officers of the Corporation shall be a Chairperson, one (1)

or more Vice-Chairpersons, a President and Chief Executive Officer, one (1) or more Vice

Presidents, a Secretary, a Treasurer, an Assistant Treasurer, and such other officers or assistant

officers as may be appointed from time to time by the Board. Any two (2) or more offices may

be held by the same person, with the exception of the offices of President and Chief Executive

Officer and Secretary.

Section 5.2 Election and Term - Officers. The officers of the Corporation shall be

elected by the Board at the annual meeting and shall, unless otherwise determined by the Board

serve for a term of one (1) year. Except with respect to the Chairperson, there is no limit on the

number of terms an officer may serve. The Chairperson may not serve in that position for more

than three (3) consecutive one (1) year terms; provided that the Board may waive such limitation

in circumstances in which continuity in leadership would. serve the best interests of the

Corporation.

Section 5.3 Resignation - Officers. Any officer may resign at. any time by giving

written notice to the Board, the Chairperson, a Vice-Chairperson, the President and Chief

Executive Officer, or the Secretary. The resignation of an officer shall take effect upon the

receipt of written notice or at such time as specified in the written notice. Unless otherwise

specified in the written notice, acceptance of the resignation shall not be necessary to make it

effective.

Section 5.4 Removal- Officers. Any officer may be removed with or without cause

by the Board. Any such removal will be without prejudice to the contract rights, if any, of the

officer removed. Election or appointment as an officer win not of itself create contract rights.

Section 5.5 Vacancy - Officers. Subject to any term limit set forth in Section 5.2,

any vacancy in an officer position shall be filled by the Board. An individual elected to fill a

vacancy will serve for the unexpired term of his or her predecessor.

Section 5.6 Authority and Duties - Officers.
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(a) The Chairperson shall preside at all meetings of the Board and shall have

such other authorities and duties as are delegated from time to time by the Board.

(b) The President and Chief Executive Officer shall be the chief executive

officer of the Corporation and, subject to the direction and judgment of the Board, shall have

general supervision and control of all officers, agents, and employees of the Corporation and the

management of its business interests, including the appointment of the senior management group

of the Corporation.

(c) The Assistant Treasurer shall be the Chief Financial Officer of the

Corporation and shall have such authorities andduties as are delegated from time to time by the

Board.

(d) Each officer (other than the Chairperson, the President and Chief

Executive Officer and the Assistant Treasurer) shall have the authority and shall perform the

duties customarily appurtenant to their respective offices, and shall have such other authorities

and duties as are delegated from time to time by the Board.

Article 6

Seal

Section 6.1 Seal. The corporate seal shall consist of a flat-faced circular die, with the

name of the Corporation, the year and state of its incorporation and such additional material as

may be prescribed from time to time by the Board, cut or engraved thereon.

Article 7

Fiscal Year; Annual Reports.

Section 7.1 Fiscal Year. The fiscal year of the Corporation will be determined by the

Board and in the absence of such determination will commence on October 1 and end on

September 30 of each year.

Section 7.2 A~nual Reports. Annually, at the close of the fiscal year, the Treasurer

of the Corporation shall cause to be prepared a report showing the status of all operating

revenues and expenses, and of all endowment funds, the income received therefrom during the

preceding fiscal year, and the purposes for which said income was used. The annual report and
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the endowment report shall, at all times, be kept available for inspection by any person during

ordinary business hours at the office of thePresident and Chief Executive Officer.

Article 8

Execution of Documents

Section 8.1 Execution of Documents. All checks, drafts, bills of exchange .or other

orders for the payment of money, obligations, notes, or other evidences of indebtedness, bills of

lading, warehouse receipts, insurance certificates, contracts and other instruments of the

Corporation, shall be signed or endorsed by such officer or officers, employee or employees, of '

the Corporationas shall from time to time be determined by resolution of the Board.

Article 9

Limitation of Liability

Section 9.1 Limitation of Liability. Pursuant to Section 7-6-9 of the Nonprofit

Corporation Act, no individual serving without compensation as a Director, officer or committee

member shall be personally liable to the Corporation or its members based solely on his or her

conduct in the execution of the office or duties; provided, however that this Section 9.1 shall not

eliminate the liability of a Director, officer or committee member to the extent such liability is

imposed by applicable law for (a) malicious, willful or wanton misconduct; (b) breach of such

Director's, officer's or committee, member's duty of loyalty to the Corporation; and (c) any

transaction from which there is an improper personal benefit. This Section 9.1 shall not

eliminate the liability of a Director, officer or committee member for any act or omission

occurring prior to the date upon which this provision becomes effective. No amendment to or

repeal of this Section 9.1 shall apply to or have any effect on the liability or alleged liability, or

any acts or omissions, of any Director, officer or committee member occurring prior to such

amendment or repeal.

Article 10

Indemnification

Section 10.1 Agreement of the Corporation. In order to induce the individual

members (if any), Directors, officers and committee members of the Corporation to serve as such
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(each an "Indemnifled Person"), the Corporation agrees, subject to the exclusions hereinafter

set forth, to indemnify an Indemnified Person against, and hold the Indemnified Person harmless

from, any Loss or Expense (each as defined in Section 10.2).

Section 10.2 Definitions. Capitalized terms used in this Article 10, shall have the

meanings set forth below:

(a) "Covered Act" means any act or omission by an Indemnified Person in

the Indemnified Person's official capacity with the Corporation and while serving as such or

while serving at the request of the Corporation as a member of the governing body, officer,

employee or agent of another corporation, limited liability company, partnership, joint venture,

trust or other enterprise.

(b) "Excluded Claim" has the meaning set forth in Section 10.4.

(c) "Expenses" means any reasonable expense~ incurred by an Indemnified

Person in connection with the defense of any claim made against the Indemnified Person for

.Covered Acts including, without limitation, legal, accounting or investigative fees and expenses

(including the expense of bonds necessary to pursue an appeal of an adverse judgment).

(d) "Loss" means any amount which an Indemnified Person is legally

obligated to pay as a result of any claim made against such Indemnified Person for Covered ACts

including, without limitation, judgments for, and awards of, damages, amounts paid in 'settlement

of any claim, any fine or penalty or, with respect to an employee benefit plan, any excise tax or

penalty.

. (e) "Proceeding" means any threatened, pending or completed action, suit or

proceeding, whether civil, criminal, administrative or investigative.

Section 10.3 Advance Payment of Expenses. The Corporation will pay the Expenses

of an Indemnified Person in advance of the final disposition of any Proceeding except to the

extent that the defense of a claim against such Indemnified Party is undertaken pursuant to any

directors' and officers' liability insurance (or equivalent insurance or other protection known by

another term) maintained by the Corporation. The advance payment of Expenses will be subject

to such Indemnified Person's first agreeing in writing with the Corporation to repay the sums

paid by it hereunder if it is thereafter determined that the Proceeding involved an Excluded
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Claim or that such Indemnified Person was otherwise not entitled to indemnification under these

Bylaws.

Section 10.4 Exclusions. The following shall be considered "Excluded Claims" and

the Corporation will not be liable to pay any Loss or Expense related to any' Excluded Claim:

(a) With respect to a Proceeding in which a final non-appealable judgment or

other adjudication by a court of competent jurisdiction determines that the Indemnified Person is

liable to the Corporation (as distinguished from being liable to a third party) for:

(i) any breach of the Indemnified Person's duty of loyalty to the

Corporation;

(ii) acts or omissions not in good faith or which involve any malicious,

willful or wanton misconduct or knowing violation of law; or

(iii) any transaction from which the Indemnified Person derived an

improper personal benefit; or

(b) If a final, non-appealable judgment or other adjudication by a court of

competent jurisdiction determines that such payment is unlawful.

Section 10.5 Notice to the Corporation; Insurance. Promptly after receipt by an

Indemnified Person of notice of the commencement of or the treat of commencement of any

Proceeding, such Indemnified Person will, if indemnification with respect thereto may be sought

from the Corporation under these Bylaws, notify the Corporation of the commencement thereof.

If, at the time of the receipt of such notice, the Corporation has any directors' and officers'

liability insurance (or equivalent insurance or other protection known by another term) in effect,

the Corporation will give prompt notice of the commencement of such Proceeding to the insurer

in accordance with the procedures set forth in the policy or policies in favor of such Indemnified

Person. The Corporation will thereafter take all the necessary or desirable action to cause such

insurer to pay, on behalf of such Indemnified Person, all Loss and EXPenSes p~yable as a result

of such Proceeding in accordance with the terms of such policies. Failure to promptly notify the

Corporation will not adversely affect the Indemnified Person's right to indemnification

hereunder unless and only to the extent that (a) the Corporation is materially prejudiced in its

ability to defend against the Proceeding by reason of such failure; or (b) failure to promptly
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notify the Corporation causes a delay in notifying any applicable insurer (as described in this

Section 10.5) resulting in a denial of coverage.

Section 10.6 Indemnification.

(a) Payments on account of the Corporation's indemnity against Loss will be

made by the Treasurer of the Corporation except if, in the specific case, a determination is made

that the indemnification of the Indemnified Person is not proper in the circumstances because

such Loss results from an Excluded Claim. If the Corporation so determines that the Loss results

from an Excluded Claim (although no such determination is required by the Corporation prior to

payment of a Loss by the Treasurer of the Corporation), the determination shall be made:

(i) by the Board by a majority vote of a quorum consisting of

Directors not at the time parties to the Proceeding; or

(ii) if a quorum cannot be obtained for purposes of Section 1O.6(a)(i),

then by a majority vote of a committee of the Board duly designated to act in the matter by a

majority vote of the full Board (in which designated Directors who are parties to the Proceeding

may participate) consisting solely of three (3) or more Directors not at the time parties to the

Proceeding; or

(iii) by independent legal counsel designated (A) by the Board in a

manner described in Section 10.6(a)(i) or by a committee of the Board established in a manner

described in Section 10.6(a)(ii), or (B) if the requisite quorum of the full Board cannot be

obtained therefor and a committee cannot be so established, by a majority vote of the full Board

(in which vote Directors who are parties to the Proceeding may participate). Ifmade, any such

determination permitted to be made by this Section lO.6(a) will be made within sixty (60) days

of an Indemnified Person's written request for payment of a Loss.

(b) Payment of an Indemnified Person's Expenses in advance of the final

disposition of any Proceeding will be made by the Treasurer of the Corporation except if, in the

specific case, a determination is made pursuant to Section 10.6(a) that indemnification of such

Indemnified Person is not proper in the circumstances because the Proceeding involved an

Excluded Claim.

(c) The Corporation will have the power to purchase and maintain insurance

on behalf of any Indemnified Person against liability asserted against him or her with respect to

any Covered Act, whether or not the Corporation would have the power to indemnify such
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Indemnified Person against such liability under the provisions of these Bylaws. The Corporation

will be subrogated to the rights of such Indemnified Person to the extent that the Corporation has

made any payments to such Indemnified Person in request to any insured Loss or Expense as

provided herein.

Section 10.7 Settlement. The Corporation will have no obligation to indemnify any

Indemnified Person for any amounts paid in settlement of any Proceeding affected without the

Corporation's prior written consent. The Corporation will not unreasonably withhold or delay its

consent to any proposed .settlement. If the Corporation so consents to the settlement of any

Proceeding, or unreasonably withholds or delays such consent, it will be conclusively and

irrefutably presumed for all purposes that the Loss or Expense does not constitute an Excluded

Claim. If the Corporation reasonably withholds its consent solely on the grounds that the

Proceeding constitutes an Excluded Claim, the Indemnified Person may accept the settlement

without the consent of the Corporation, without prejudice to such Indemnified Person's rights to

indemnification in the event the Corporation does not ultimately prevail on the issue of whether

the Proceeding constitutes an Excluded Claim.

Section 10.8 Rights Not Exclusive. The rights provided in this Article 10 will not be

deemed exclusive of any other rights to which an Indemnified Person may be entitled under any

agreement, vote of disinterested Directors or otherwise, both as to action in the Indemnified

Person's official capacity and as to action in any other capacity while serving in such position,

and will continue after such Indemnified Person ceases to serve the. Corporation as an

Indemnified Person.

Section 10.9 Enforcement.

(a) An Indemnified Person's right to indemnification hereunder will be

enforceable by such Indemnified Person in any court of competent jurisdiction and will be

enforceable notwithstanding that an adverse determination has been made as provided in

Section 10.6.

(b) In the event that any action is institute by an Indemnified Person under

these Bylaws, such Indemnified Person will be entitled to be paid all court costs and expenses,

including reasonable attorneys' fees, incurred by such Indemnified Person with respect to such
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action, unless the court determines that each of the material assertions made by such Indemnified

Person as a basis for such action was not made in good faith or was frivolous.

Section 10.10 Severability. If any provision in this Article lOis determined by a court

to require the Corporation to perform or fail to perform an act which is in violation of any

'applicable law, this Article 10 shall be limited or modified in its applicable to the minimum

extent necessary to avoid a violation of law, and; as so limited and modified, this Article 10 shall

be enforceable in accordance with its terms.

Section 10.11 Successors and Assigns. The provisions of this Article 10 will be

(a) binding upon all successors and assigns of the, Corporation (including any transferee of all or

substantially all of its assets); and (b) binding on and inure to the benefit of the heirs, executors,

administrators and other personal representatives of an Indemnified Person.

Section 10.12 Amendment of this Article 10 No amendment or termination of this

Article 10 will be effective as to an Indemnified Person without prior written consent of that

Indemnified Person ·and, in any event, will not be effective as to any Covered Act of an

Indemnified Person occurring prior, to the amendment or termination.

Article 11

Amendments

Section 11.1 Amendments. These Bylaws may be amended or amended and restated

by written consent or approval by the Board in accordance with Section 3.13 or Section 3.15, as

applicable; provided, hO\vever that prior to the third anniversary of the Closing Date, the

affinllative vote of two-thirds (2/3rds) of the !vfHRI-Nominated Dire.ctors shall be required to

.approve any proposed am.enchnent to Section 3.2" Sect.ion 3.4, Section 3.7 and/or Section 4.1.1

that relate t~L..th~ an~eI1.4~}1.~nts made to these Bvlaws in aceordanee with the Affiliation

.Agreement.

I Adopted on .lune 28, 2012 ,__2......0.....1_3
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Filing Fee: $10.00 10 Number: 00028357

STATE OF RHODE ISLAND AND PROVIDENCE PLANTATIONS
Office of the Secretary of State

Corporations Division
148 W. River Street

Providence, Rhode Island 02904-2615

NON-PROFIT CORPORATION

ARTICLES OF AMENDMENT TO
ARTICLES OF INCORPORATION

Pursuant to the provisions of Section 7-6-40 of the General Laws of Rhode Island, 1956, as amended, the undersigned
corporation adopts the following Articles of Amendment to its Articles of Incorporation:

1 Th f th .. t' , The Memorial Hospital. e name 0 e.corpora Ion IS _

2. The following amendment to the Articles of Incorporation was adopted by the corporation:

[Insert Amendment)

Article FOURTH: Item 2: Intentionally deleted.

Article SIXTH: Southeastern Healthcare System, Inc. (or any successor to Southeastern Healthcare
System, Inc. by reason of merger, consolidation, sale of all or substantially all of the assets of
Southeastern Healtheare System, Inc. or otherwise) is the sale member of the Hospital (the
"Member"),

Form No. 201
Revised: 12/05



3. The amendment was adopted in the following manner:
DRAFT-

(check one box only)

o The amendment was adopted at a meeting of the members held on , at which
meeting a-quorum was present, and the amendment received at least a majority of the votes which members

present or represented by proxy at such meeting were entitled to cast.

o The amendment was adopted by a consent in writing on I signed by all--------------------------members entitled to vote with respect thereto.

o The amendment was adopted at a meeting of the Board of Directors held on ---------------------and received the vote of a majority of the directors in office, there being no members entitled to vote with
respect thereto.

4. Date when amendment is to become effective ...." _
(not prior to. nor more than 30 days after, the filing of these Articles of Amendment)

Under penalty of perjury, we declare and affirm that we have
examined these Articles of Amendment to the Articles of
Incorporation, including any accompanying attachments, and
that all statements contained herein are true and COiiect.

Date:
Print Corporate Name

By ..._..._..._..._..._..._..._._..._.. __

n President or 0Vice President (check one)

By __

D Secretary or 0Assistant Secretary (check one)
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Adopted November 28, 2007
Revised November 11,2009

Revised [Insert Closing Date]

THE MEMORIAL HOSPITAL

BYLAWS

ARTICLE I

BYLAWS AND PURPOSE OF THE HOSPITAL

Section 1.01. Incorporation. The name of the corporation shall be The Memorial
Hospital with its main facilities located in the City of Pawtucket, County of Providence and State
of Rhode Island (the "Hospital"). PUfsuantThe Hospital shall have all the povvers enumerated in
the Rhode Island Nonprofit Corporation Act, as same maybe amended fi'om time to time (or the
provisions of any succeeding law) (the '~Act")~ provided" hmvever, that the Hospital shall
exercise its powers only in fU.rtherance of its legislative charter and these Bylaws, and subjeet to

• ~ :. < • ~. -. 2. As further described in these
Bvlaws, all authority and governing force of the Hospital is vested in the Board of
fl'rtlsteesDirectors (the "Board-) "vvho in tum are appointed by the sole member" or '~Board.of the
Ilospita.l (hereinafter refened. to as the "1\JemberDirectors").

Section 1.02. Purpose. The overall purpose of the Hospital is to be a university
medical school affiliated institution and to serve as the community health center for the
Blackstone Valley community and other communities. The Hospital shall have programs of
community outreach and shall develop training programs with primary care as its focal point. In
addition, the Hospital shall continue to provide the highest quality care in its traditional in-
patient activities and develop tertiary care capabilities in various areas of medical and surgical
specialties. The Hospital shall in all respects undertake management decisions and activities
regardless of race, color, gender, creed, age, national origin, or availability of insurance.

ARTICLE II

MEMBERSHIP OF THE HOSPITAL

'0

State of Rhode Island ..Suutheastern .Healthcare Svstem" Inc. (or any successor to Southeastem
.Healthcare System<lTnc. bv reason of merger<lconsolidation<l sale of all or substantially all o'
assets of Southeastern lIeaHheare System, Inc. or otherwise) is the sole member of the IIospita.1
(the 'iOTV!.ember~').
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( 1) +'h.e sole 130\ver to am.erH.d these gylawG~ (2) +'he sole POWe.f to elect Trustees; (3) 1=he Gole
po\ver tH elect offiee'fG of the .HosJ3ital; (/1) +'he sole 13Hwerto approy/e the llospital'[, buaget an.a
any n.on budgeted, material e:xpenditures; (5) The Dolepower to appnVie the iuvestnlents by the
Hospital in. any GubGidiary or affiliate of the Hospital; (6) The Dolepower to vote the capital
Block in any Gubnidiary or affiliate offhe Hosp.ltal; an.d (7) The Dole J)9\\'er to audie'rize th.8
ineHfTen€e ef indebtedness or guarantee indebtedness and. any' Hwrtgage, pledge er grant of
security interest, provided hm;vever that the Ivlember may delegate its authority to the Board. of

ARTICLE III

MEETINGS OF THE .HG8P.lTA:l.i.MEM.BER

....;;;...;;;;~~~....;",;.;;...~~~ ~_ -F-~~~'t#~f+ ;..:.;...:.;t+~i-H---+..f+H·,.l\'1"ember.An annual
meeting of the H.ospital ClotheAnnu.al·Nleeting of the IIospital") .Member shall be held \l/ithin the
State of Rhode Inland. at a place determined by the 1\4ember,during December in each year on +he
Tant Wednesd.ay in the month of ·_N·ovemner for the rmrpose of elee.ting Trustees for a ter.rn
cOH1.mencing at the close of hunineJs of t.he l11eeting and for th:€tra.nnaGtiHH of such Htl1ef businetm

may provide by ·res(~lut.ionthe date and at such. time and place f{n~·the holding of· additi{Hwl
regtH-ar rneetin.gs v{ithotlt. u.otice other than. such resolutierlas Inay be detern.1.ined bv the Board:
which annual meeting .may occur simultaneous \vith.~or fo] wing the annual n.1eeti.ng of th.e
board of directors of the .Men.1.berh.eld in December.

Section 3.02. Special Meetings. Special meetingsA special meeting of the
l1.oopitaJ l1iay.1\tember shall be called at any tiHle by tIie Chuinnan, .PresiEient, any three .(3) or
more +llJnteesby the Secretary of the Corporation ("Secreta.ry") (or other person as directed bv
the . u .on the rec uest of the ChaiT erson or the Member. The call of a special meeting
shall state the time and place of the meeting and the specific business to be considered at said
meeting. No other business may be transacted other than that specified in the call of the meeting.

delivered to the delivery service, sent via electronic mail or a message is left bv telephone.

-2-
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Section 3.04. Action Without a Meeting. f\.n.y actiell that rna)' be take.tlExc.ept as
otherwise ex)resslv 'reeuired by la\v" the Hospital's legislative chatter Ol~ th.ese Bylaws, the
Member at111<lY take ac.tiol1.with a special meeting -.~ . . 9' •

n.leetin.g if a con.sent or connentG in \v.riting, a written c.onsent setting forth the action JO to be
w~;;-&ha1~~ill;J&Lsigned before or after such a€tion by the Member. Such: which written
consent 9r consents(§} shall be filed v{ith placed in the rninutesrecords of the
proceeaingsHospitaL

Section 3.05. Action at .fVleetim!. Except as othe.nvise expressly required by law ..
the Hospital's legislative c.harter or these Bvlaws, the affirmative vote of the Member (throuf!h
its authorized designee) shall be required to take action. on. any question brought at a .meeting of
the Member.

Section. 3.06. Place of Nleetingsx AU annual and. special meetings of the Iv1ember
shall be held at such place, 'either within or outside the State of Rhode "Island as shall be
determined by the Board of irectors and stated in the \vritten notice for such annual or special
meeting.

ARTICLE IV

CORPORA TORS

Section 4.01. Composition. The Corporators shall be a diverse group of
individuals who have evidenced their interest in the purposes and programs of the Hospital and
the communities served by the Hospital. The number of Corporators shall be established and
may be 'changed from time to time by resolution of the Member. At the 2003 Annual
.1\1·eetingannual meeting of the H.oGpital.Memher, the Corporators were divided into two (2)
classes of approximately equal size. The term of office of the Corporators in the first class ~
~expired at the 2004 Annual Meeting of the Corporators, and the term of office of the
second class of Corporators shaH e*pireexpired at the 2005 Annual Meeting of the Corporators.
The Member may elect a Corporator at any time. Each Corporator elected shall serve until the
expiration of such Corporator's term or until his or her successor shall have been duly elected
and qualified or until such Corporator's death or resignation or removal in the manner provided
herein. A Corporator elected during the Annual Meetlnganllual meeting of the HespitaHvIember
shall serve for a term of two (2) years commencing at the next Annual Meeting of the
Corporators. A Corporator elected at any other time shall serve for a term ending at the second
Annual Meeting of the Corporators occurring after that Corporator's election. All members of
the Board shall be Corporators. The Member shall have the authority to remove any Corporator
with or without cause. In the event of the death" resignation or removal of a Corporator during
the Corporator's term, the Member may fill the vacancy for the duration of the unexpired term.
Any Corporator (i) attaining age seventy-two (72) as of December 2, 2003, or after the Annual
Meeting of the Corporators of any year or (ii) whose principal residence has changed from the
service area of the Hospital and who, in either case, no longer desires to serve as an active
Corporator shall, upon the designation of the Member, be eligible to be elected as a Corporator
Emeritus following expiration of such Corporator's term of office. A Corporator Emeritus shall
be a person who served as a Corporator in good standing and, in the sole discretion of the

-3-
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Member, is worthy of being appointed a Corporator Emeritus. A Corporator Emeritus shall have
all of the rights and privileges of a Corporator.

Section 4.02. Purpose, Powers and Authority. The Corporators shall receive
reports from the officers and committees of the Hospital, shall be asked to provide advice and
counsel to the Hospital on matters of importance to the Hospital, and shall be eligible to serve the
Hospital in various capacities. Notwithstanding the foregoing, the Corporators shall not have
any vote on any matter.

Section 4.03. Meetings of the Corporators. The annual meeting of the
Corporators ("the Annual Meeting of the Corporators") shall be held within the State of Rhode
Island at a place determined by the Member, on the first Tuesday in the month of December in
each year. In addition, there may be such other meetings of the Corporators as may be called
-byupon the Chainua.nrequ.cst of the Chaitverson, for the purpose of receiving. the reports of the
Cha..irmanChaimerson, President, and Chief Executive Officer, the Treasurer, the President of the
Medical Staff, the President of the Auxiliary; (if any), and the President of the Nurses' Alumni
Organization, (if any), and to receive such other committee reports and transact such other
business as is appropriate. The Chainnan of the BC)Hrd of I;>ireetors of the .tvlsmherThe
ChairperSOll. shall chair such meetings.

Section 4.04. Notice of Meetings of Corporators. Notice of the Annual Meeting
of the Corporators or other meeting of the Corporators shall be given by the Secretary by
publication thereof at least three (3) times in a newspaper of general circulation in the city of
Pawtucket or by written notice to each Corporator and Corporator Emeritus.

ARTICLEV

BOARD OF TRlJfHgggDIRECTORS

/\dditional or replacement Trustsea may be elected by the

Section 5.01. Selection. The directors of the Board (each a HDirector") shall be
those individuals then-serving as directors of the board of directors of Care New England Health
S lstem" the sole member of the .ivlember "Care New' .,

Section 5.02. Powers. Subject to the pOVlers of the .Mmnber Get forth in .A.rtiole
II, Section. 2.0.2, the Board ahaH have the control and mal1agenlent of the affa.i..rG, property, and
interestsExce t as othe.nvise ex: resslv re uired b r law 1... gislat.ive charter of the Hospital or
these Bvlavvs'l the affairs of the Hospital shall be manag bv the Board of Directors and the
Board. of Directors shall have"! and may exercise, all 13eWefSsf the Hospital The t~hafrfnan of
~~~~~~~~~~~Gruffiffi~~~~~~~~,ofthe~~~~~~~
Chairman and the PresiEientpowers of the Hospital, feSI3e€tively.
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.,'

:;hal1 11emelllbe'rs of the Board.

Seetioll 5.05 .. Refnol/'aL The ivlember shall have the authority to remove any
frrtlstee \vith or 'iyli'.i theut cause.

regular meetings of the Board.

~Hl 5.07. 8peeial .M.eetiH.gs. Special meetings sf th.e .Board shall13e t;aUetl by
the Secretary at the request of the Chainnan, Preo.ident, any th.ree (3) Truatees, 0.1." the .1\4ember.

., . . 1 . I' e i } B fi '·1 1 ' ., If 'I 1bUSIH.eSG addrenH, to leH at t.1:e.H' reGiE OlleeG: or ~y nHSSrnH: e Of e .eetro.mc tnU:l:Sm-WSH:1n. 0.:: m.a.l:e~ ,
Gu.eh notice shall be deemed delivered v¥hen dep(wited in the United. Stutes lHail, no addrooned,
·\Vitl.i J30stage :pre:i?aid the.Fenn. If n.ot.ioe is given. pemo.HuHy, by faoG.i.mile o.r h:{ deetronie
transmissioH<? 110tiee shall be deei:ned delivered '\vh.el1.feceived by the TmGtee.

Section 5J)9.Section 5.03. !1.eetings. An annual .meet.in2 of the Board of
Directors shaH 'be held during December in each year on such date and. at such time and nlace as
may be determined bv {h.e Boa.rd of . icb. a.nnual meetin'r 111av occur simultaneou.s
with" or foHowin'r the annuallneeti d of directors of are New md held in
December. Unless the Board otherwise determines, there sha

ited in the notice for such meeting.
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nonli.nated by th.e Hospital, and reviewed a11dapproved bv Car~ New England and that individual
se.rving as an ex-o :? lei(_) votin.o· 'member of the boa.rd directors of Care New En. land b 1 virtue
of his or her 'Qosition as the Presitknt of the Hospital's ledical Staff shaH be provided a
schedule (including dates~ place and hour) of the regular nl011thly .meetings in advance of the first
regular nl011thly .meeting after the closing date as defined in th.e .Affiliation .A.green.1ental1l0n.g
Care New England .. the Member and the Hospital dated as of January 2, 2013. Except as
otherwise expressly required bv law, the Hospital'ls legislative charter or these Bylaws" the
Secretary (or other person as directed bv the Board· of Directors) shall de.liver written notice of
any annual or special meeting to each Director, which written notice shall state the place .. day
and hour of the meeting a.nd. shall be delivered in person or bv mailing, overnight d.elivery,
electronically mailing or telephoning the same to each Director's last address, electronic· mail
ad,dress or 11mber a caring ·on the records of os Jital n( n seven 7
days rior of the s oecial meetin ided however .. that a s
called U jon fort (-eight 48' hours notice if such notice is '
each Director. Notice of any meeting of t oard does no
transacted at nor the ouroose of such rneetin z. Notice
when same is deposited in the United states mail, delivered to
e1ectron.ic mail or a message is left bv telephon.e.

Section 5.05. Joint Meetings. Any meeting of the Board or anycommittee
thereof shall be deemed to be a joint meeting of the Board or such committee and the
~board of directors of the Member or its comparable committee, unless otherwise specified
in the notice.

Section 5A~06. Presence Through Communications Equipment. ~
otl'ief\\'ise To the extent a Director is unable to attend an mmua.l resular or s )ccial meetin? in
person and such Director has provided by lavl, Tmsteesnotiee to the office of the Pre lIt and
Chief Executive Officer of Care New England of his or her circumstances" then such Director
may participate in Hsu.ch .annual., regular or special meeting of the Board, by means of a
conference telephone or other similar communications equipment, inclutiing video conferenoing,
by means of pursuant to which all persons' 'rectors participating in iliesuch meeting €afl

communioate \vithmay simultaneOllslv ·hear each other at the salne tim.e and such. participation by
SllCh HleanB shall cO.tintitute presence be deemed participation "in person at the rneeting .."

Section 5.+h07. Action Without a Meeting. AeyExcept as otherwise expresslY
required by law" the Hospital's legislative charter or these Byla\vs" any action that may be taken
by the Board at a meeting may be taken without a meeting if a consent or consents in writing,
setting forth the action so to be taken, B'haH be signed before or after GH,ch aotion by aU of the
~rruuteeG.are recuested. from and si·rned I aU of the Directors~ which vvTitten consents may be
S1 .rued in one or more counte arts en of \. ch aU be an :rinaL hut all of \vhich too:ether
shall comprise one and the same written consent Such written consent or consents shall be filed
with the minutes of the proceedings of the Board.

Section 5.08. .Q.!.~9..n~!!.!..~........... A quorum shall exist at a. meeting of the Board of
Directors if a majority of the then-current Directors are present in person. In the absence of a
quorum at any .meeting of the Board of Directors, the Directors present in Derson at such
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meeting, shaH have the power to adjourn. the lneetin£ to another place" day and h.our with notice
given. to the Directors in the same manner as a special meeting.

Section 5.09. ·Manner of Acting. Excent as othenvise expressly reguired bv law,
the Hospital's legislative charter or these ByitlWS.. the af:fl11native vote of a majority of the
Directors present in nerson at a meeting at which a quo.rum is present shall be required to take
action on any question broug:ht at such meetim!. Notwithstanding the fbregoing or anything to
the contrarv herein ..the following: actions shall ire the affirmative vote of three-( uarters 3/4
of the total number of then-current

(a) sale ..·mortgage or discontinuation of use of an or substantially all of the
real propertv or assets of the Hospital or any controlled affiliate of the IIospital;

acquisition. by the Hospital or any controlled affiliate of the Hospital of an.other p·rovider (Jf

.svstem of providers;

fc) any ·material change 111the lnissio-n of th.c Hospital or any controlled
affiliate of the Hospital: or

(d) any change in the .provisions of this· Section 5.09 or similar provision in
the bylaws of any controlled afIiIiate of the IIospita1.

".rheactions set fbrth above that involve the IIospital are also subject to the approval of the board.
of directors of Care New England.

ARTICLE VI

COMMITTEES

Seetion 5.12. Section 6.tH. COll1Jl1ittees. The Board of Directors shaH have a
Qualitv Committee. The Board of Directors may designate such other cm.nmittees to serve at its
pleasure and to have such powers and perform such functions as the Board of Directors may
• I Th.e resolution desiO'· .. committees shall set the COllDositiO'n.

mmittee and the func .
with the Directors and officers of the Ho

committees shall ado t a committee charter which sha ses d.uties and
responsibilities and .membership of su.ch committee: pro' d.. that such committee charter (and
any amendments thereto> shaH be subject to revie\v lTV the Govemance and Nominating
Cornmittee of Care New England {the ~ioGovemance and Nominating Committee"} and approval
by the Board.

w

than sH.€ha majority is present at a lueeting, a majority Elf the 'Tmstees then present fnay adjourn
the .meeting from time to time "t\i'ithout further notie-e. A majority of the .members of any

-7 ...



DRAFT

-8-



DRAFT

. "'b~ '-'

dincretlHH. of the Chairman., result in reuitH/al frmn the Board.

'0' . w

be a person, \'/h.o se.fvea as a Trustee in. good standiag and \ivltO regardleK1 of age, in. the HpinioH
.. vHrth.y ofbeiH.g a:t.3pointedan .HoHo.rary:frustee. Honorary Tru:stees are .oot

f)bligated to 1).1eetthe attendan.ce .requirement] offhe Board and are inelig.ible to '/oto.

or at tIle pleasHre of thJ.~Bmlrd. Th.e Pxecutill6 C:cnnlllittee of the Board·sb.all··e*·e:pe±se aU the
jJHWerSa.Hd-atlthority of the Board \vnen the goard is not .meeting. A ~.H:orUl.H.fur th.e 11.l.eetin.gsof
th.e g*.eeutive bHnlB.i.ittee of the Board shall be at l.east :fi:v'e(5) lllemhe.fs of th.e Ctnn.H1:ittee.

,.I

standing 6o.mn1.iHees O.r G:t3ecial CeJlllnittees, shaH be subjeet at an times to the sHl.3ervisieH.HH.d
control of the Board. All cO.m.mirteefJ, '0lhether stallding COIlJ.luitteeG Of GpeciaJ cO.mmittees, GhaB
report at periodic intervals to the Board and .in addition., to th:e EX.ecutive C(Hnn.littee of the Board
llJJOl1. re~tuest.

Section 5.20 .,ARIlGL.E .....YII

APPOINTMENTS~ CONTRl\CTS~ LOANS~ CHECKS AND DEPOSITS

.s..e..c..t.iQJJ, 7.~.'O.l.!. Appointments. The Board shall make all appointments and
reappointments to any category of membership on the Medical Staff on the recommendation of
the Executive Committee of the Board a.Btl the Executive COH.lHlitteeof the Medical Staff. All
appointments shall be initially for a provisional period of one (1) year and thereafter
reappointments shall be conferred as specified in the Bylaws Governing the Medical Staff as the
same may be amended from time to time. The procedures for processing and evaluating Medical
Staff applications and all clinical privileges shall be developed by the Executive Committee of
the Medical Staff in accordance with the Bylaws Governing the Medical Staff as the same may
be amended from time to time. All members of the Medical Staff shall be required to maintain
and carry professional liability insurance as shall be determined by the Board from time to time.
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Section Hh7.029 Contracts. The Board may authorize any officer or officers-en
any agent H.T age.nts, to enter into contracts and agreements in the name of and on behalf of the
Hospital, and such authority may be general or confmed to specific instances.

Section ~7.03. Checks, Drafts. or Other Similar Orders. All checks, drafts or
other orders for the payment of money, notes or other evidences of indebtedness issued in the
name of the Hospital, shall be signed by such officer or officers, or. :mch. agent or agenttJ, of the
Hospital and in such manner as shall from.time to time be determined by resolution of the Board.

Secti~n ~ 7 J)4. Deposits. All funds of the Hospital not otherwise employed
shall be deposited .from time to time to the credit of the Hospital in such banks, trust companies
or other depositories or fmancial institutions as the Board may select.

ARTICLE ¥IVIII

OFFICERS OF THE HOSPITAL

Section 68.01. The Officers. =The officers of the Hospital(the "omeen~n shall
be the f~hainnaH, not less than a ChaiI orson ..one (1) or more Vice Chairman, the Chairpersons,
a President, the Treasurer, dle t\:sslstant +rea.sUfer, the and Chief Executive oflic er .. one ('1) or
more Vice Presidents .. a Secretary, the Assistant Seeretariesa rfreasnfer ..and such other 011ieers
officers or assistant officers as may be deemed. d.esirahleappointed from time to time by the
Board. Anv two (2) or more offices may be held by the same person ..with the exception of the

esident and Chic ecutive eel' and. Secretar·'. The officers : .......~ __f
hall be elected annually by the Board at fffi-the annual meeting upon nomination

....-

·reaigllation ·or H~11.1.e\lal ill tl::re lna.Hnef h.ereinafterfrom those 110111.ineesreconl1nended bv the
Governance and Nominating Committee al1d shall, unless otherwise deter.mined bvthe Board
serve fbr a term of o.ne (1) year6 Exc.ept "'lith resuect to the Ch.ail~perso.n~there is J10limit on the
number of terms an. offic.er Inay serve .. The Chairperson. Inay not serve in that position. for more
than three (11 con.secutive one (1) year terms; provided that the Board Inay waive such lin.1itation
in circumstances in which continuity in leadershi,g would serve the best interests of the Hospital.

Section 6.02. (~.hairman.. The ChaiHllan, \¥.ho nhal1be the Chainna.a of tl*~.Board
of the ·M.ernae.r,nha..!lpreside at an m.ee·Ein.gsfrf th'€ Hospital, dle BoafEt, an.d of the ExecHtive
Cm.H.lnittee of the Board. The (]1a.i.r.man shaH appoint the ella-if an.a m.ernbers of aU eO.J.n.mittees
Hlt.d suBrn..itHppointHleHtG to the BfHlrd iiH~H13f.lfoval, unless otl1envise srteeified by th.ese .Byhnvf:L
+he Chairmall shaH be a .member ex offioio of aU oomm ..i.tteeELIn the absenoe of the President or

resfrlctiens upon the President

Section 6JH. Vice (]lairman. ITl the ahseTlce ofH.1€ Chainnan, the Viee
Chairn.lan shaH have the p()~vers and duties of the Chairman and Sect.ion 8.02. Authority and
Duties.
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fa) The Chailperson shall. preside at all 111eetings of the '.M.'emberand of the
Board and shall have such other J30\ve.rsauthorities and duties as the 'BoHni IHay p.feseribe are
delegated from time to time bv the Board.

Section 6J)4~ President {h)_The President-wee and Chief Executive Officer
shall be the . .chief executive officer of the Hospital

of the Board, shall have general
rvision and control HVeW itL1 of all

its bu,siness interests
. The President ,Slt.aH

'.., '''' b '

President shall do and l)erform an duties incident to the onice of President 9111:1 such other duties
as may be assigned te the President by these Byhr\vs· or by the Board. The President shall
execute written c.onsents of the Hospital in lieu of taking H€tiens required or desirable at ammal,
regular or special Ineetings of sneh subsidiary entities as the President rna)" deem necessary or
desirableChie xecutive Officer sharl have the necessary authority and shall be held responsible
f{n~the administration () he ospita.l in all of its activities and. departments, subject to the
direction of the Board. r-rhePreGidel1fG perfonnance shall be C'\i'uluated.by the Execm.i\i'e
Committee, ''If'h.ichshall report to the Board ammallyo ~rhe President shaH direct an in
department orientation for the Trustees as to the goaln and objccti'Y"csof the Hospital and the role
()fthe Tnwtces in the tiievelopluent of nueli goalnHospital~s legislative charter, these Bylaws and.
such, policies as l.nav be adopted and objeetiven.

c'
pleasure of the President and ~C]1hw.ie~·:iU:E~·~X£iY e~'(.;~·"llllt£j.\~le~(~)!1fufi£ce~·..r~, Q!_ms~illj~~~!}g!ill:~1!!!ru!!ll~~m
with SUch GUferyOf Guretics as the +Hl.Gtees JhaH d,etermine.

Section 6,06. Assistant l"I'reasu..re.r.1'he Assistant '".·[reasurershaH assume aU the
duties of the '".'Freanurer\vhene\/er the latter is not readily kl1>/Uilab.le,The Assistant '"rretwurer shuH,
.ifrequired. by the BOtlrd, bive bond for the fhithJul perfonmmee of the l\asi3tant '"rreH]UfSr'S
~
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dut.ies i.Heidell1to the e:ffiee of 8ecretary and stIch other dut.ies at, ifom tit.ne to tifne l:HUY be
assigH.ed to the See.retary try th.e l~reside.nt or by the Boardboard of directors of Care New
England.

Section 6J)K j\ssistant Seoretaries. Inv3-(c_~) ~ _
Chairperson and the *~.~~~+r-i~H++l!+H-\Y-+-'H-+

gen.iHrity,President , shall have the powemauthority and shall
perform the duties .'. ...-'"'''.''.~..~y ~ •••• : customarily appurtenant to their respective o:tlices, and
shaH have such other pEH~{ersauthorities and duties as tb:e Board may p.res6.ribeare delegated from
time to time bv th.e Boa'ret

Section ~8403. Removal. The- .lVlembel~Board shall have the authority to
remove any officer, with or without cause. Nothing herein, however, shall affect or interfere
with any existing contractual rights of an officer who is a full-time or part-time employee of the
Hospital.

Section ~8.04. Resignations. Any officer or agent may resign at any time by
giving written notice to the Board of Directors-as-sa, -the Chairperson" a Vice-Chairperson,! the
President and Chief Executive- Officer or Secretary. The resignation shall take effect at the time
specified in the notice and, unless otherwise specified in such notice, the acceptance of the
resignation shall not be necessary to make it effective.

Section ~8.05. Vacancies. ASuhiect to any ierIn 1i111.1.tset t(Hth in
Section 8.01, any vacancy in any oftl.ce because of death, reoignatioll, rem.o\lat disqualificat.ion
Of otherwise may~n oflicer ,)osition shall be filled ffihy the iuanuer Ijrese.rihed in these
Byla'\;vsBoard. An individual elected to a vacancy will serve for election Of appointment to
SUchonieethe unexpired term of his or her predecessor.

l\RIICl:~E...IX

ARTI.GLEVH

S@0t10l1 +.0 I. Standing C(H1H11ittees.The Joint Conference COmtIl..ittee, Fin.anee
Co.mmiHee, Cafporate (.iovernance Committee, Communit:y R.elations & Fund l)eveloiJH1:ent
O:nnmiHee, DepartH1:enta.1 VLriting COB.1mittee, and ./\udit. CmlHll.ittee shaH be the ~,.tanding
COm1.111tteen of the Board. '\There indicated, in.dividmlls who are .11ot THl:Gtees.may nerve on: such
co.mmittees.
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Section 7.03. Finance Committee. The Finance Conu.nittee ohaH he charged with
tIle SUl}erv.is.ionof the investments of the emlo\\'me.at funds of the 14HSllitHI, ~mbjecl, however, to
'llie auth.B.fityof O.1:e.Board and the Jv1ember. The Finance COID.11liHeeshaH have the power ·to
autliorize the purehaHe or Gale of particular securities; invent and reiH:vest 'floSllital funds; co.atract
'\vith i.l:1<iepe.Rde.Rt investm.eH.tativ.iBH"fS, investment €.(1unsel or .B.la.nagefG, e-l" t.rust eeH1J3anies fll"

otl1.er flfofeGsionals te act; and audl:erir.;e th.e :pay111ent of COIH[le.RL1Htio.flf()r inveL1tlne.nt
, -~ "

t»

rna)' select a.nd to e*.eeufe with the depositorieo such CHfltfft€tD ·respeeti.ng the ferll18 of the
depeslfs and the duties af the depository as it fHay tieern preper. 1=heFinance (:~8nHH:itteeshall 1

keep recards of an its proceedings and it shaH present its rei38rf to the n€*t meeting of the Beard
fer approval. +he Finance COHHuiUeeshall meet 1110nthly{Hld consist af at feast five (5)
Trustees, including tltSu+feasurer ex offieio 8,1*1the President ex ef1iefo. Tlle Finance {;~OinHlittee
shall he a joint committee of the IIospital andthe 1\4ember .. A majority in number of the

')j,)I ~ ...

~ ~
questiOi1:l1:airesand i3elicies, requests for waivers of such policies, and revie\v the effectiveness of
the H.oGpital's conflict of interest policy. 'rIle COl1JOrate Gcrvemance Committee shall be a joint
committee of the .Hospital and. the IVlemher.

'"
be charged. "\viththe duty of recomnteH:d·~f{)r nomination HeW COl]Joratom to the lvlember.
Cnmmittee shaH be a joint committee of the Hospital and. the TVlember.

~
effectivenens, efficiency, and. patient safety of snch departments and shall report its findings to
the Board.
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THE MEDICAL STAFF

Section .&9.01. Organization. For the purpose of these Bylaws, the designation
"Medical Staff' shall mean the organization of physicians, dentists, and podiatrists who are or
may be privileged to attend patients in the Hospital. The members of the Medical Staff shall
adopt bylaws and rules and regulations, from time to time, for the conduct of its affairs, but such
bylaws, rules and regulations shall not become effective until first approved by the Board after
due notice of proposed action thereon, at a meeting of the Board.

Section &9.02. Responsibilities. The Medical Staff shall be responsible for,
among other things, establishing policies, subject to Board approval and consistent with its
bylaws and rules and regulations, as well as the Bylaws of the Hospital and applicable law,
relating to: (a) participation in the Hospital's quality review and utilization management
program, which includes assessing, maintaining, and improving the quality and efficiency of
medical care; evaluating practitioner and institutional performance; monitoring critical patient
care practices; evaluating practitioner's credentials for appointments and reappointments to the
Medical Staff; delineating clinical privileges; and promoting appropriate use of medical and
health care resources; (b) recommendation of appointments and reappointments to the Medical
Staff; (c) development and monitoring of medical education and training programs; (d)
development and maintenance of bylaws and related 'manuals and policies; (e) participation in
the Hospital's long range planning activities; and (fjthe exercise of all required responsibilities
in a timely and proper manner.

The Medical Staff shall also evaluate the professional competence of the Medical
Staff. Notwithstanding the foregoing, the TmsteesDirectors shall have ultimate authority as to
staff appointments, reappointments, assignment and curtailment of privileges which authority
shall be exercised in accordance with the Bylaws Governing the Medical Staff, as the same may
be amended from time to time in conformity herewith. The Medical Staff shall establish a
system of controls that is designed to ensure the achievement and maintenance of high standards
of professional ethical practices. The Medical Staff shall have the responsibility of reporting to
the Board, throH.gh the Joint Conference Committee, as to its evaluation of the achievement and
maintenance of such standards.

ARTICLE X

.ARTICLE IX

THE AUXILIARY
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Section 910.01. There shall be an Auxiliary which shall adopt bylaws from time
to time for the conduct of its own affairs. ~The .l\uxiliary bylaws shall not become effective
until first approved by the Board after due notice of proposed action thereon, at a meeting of the
Board at which a quorum is present.

.l~RIIC.LE. ..XI

ARTICLE X

CONFLICT OF INTEREST

.,. ~
majority of dininteretrted TruS'fees or the .1v1.eluber;ana (6j a aeterminatitHl by the Board or tbe
JvlelHber that the tra.HsHetiou is fair to th.e .~Iospital at the thne it iL, authHriT.ied,HJlproved Of

ratified. .No Trustee so involved may vote on. sueh authori2;(}tion, apFlreval or ratifieation. hy the
Board or th.e ·.r.vlember.

~ ~
to a pOJsible E~m1:n.i6t of il1ferest, eith.er pecuniary or other:vvise.

Section 11.01. Statement of General Policy on Conflict of Interest. All Directors
and officers of the .Hospital and an committee members shall be subject to Care New E11$!.land.'s
C Hict.s of Interest and Confidentialit I' licv .. as ma'J be amended from t.ime to time bv the

of directors of Care NC'\vEnuland.

ARTIC.LE XII.

INDEMNIFICATION

Section #,12.0 1. J~aeh person \\/ho -vya~"is, or it:) threater}.edAgreement of th.e
Hospital. In. order to be-induce the ( ).rators any' ~ Directors'1 ot1icers alld cOlumittee
.members of the Hos ')ita} to serve as ... 1den:1nified Person"" '1 H ;,ital (lorees'1
subject to the exclusions h.ereinafter set t(_)rth.~to in.delnn.ify an. In.dell1nified Person again.st, and
hoI .demnified Person. ha.rmless frm.n" allY .I~oss (Jr Expense (each as defined in
Section 12.0:2').

Section 12.02. Definitions. Capitalized terms used in this A.rt..icleXII shall ha\le
th.e lneanings set fortI. ow:
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servinO"at the fec uest of the H tal as a menlber ( erl ()
agent of another c{)rpo~rati(Jn.,liJ.nited liability ccnnpany, partnership~ joint venture'l trust or other
enterprise.

(b) "Excluded CJa:irn',)has the meaning set forth in Section 12.04.

c "E enses''i means an ! reasonable eXJenses incurred b -,an Indemnified
Person in connection with the defense of any claim made a narned defendant or respondent
magainst the Indemni Person for Covered Acts including, without limitation, legal,
accounting or investhultive fces and expenses (including the expense of bonds necessary to
pUfs-u.ean appeal of an adv'erse judgment.).

fd} ;".Loss" lneans" any amount which an In.de-rn.n.ified Person is legally
obligated to pay as a result of any cl~im tnade against s 1Indemnified Person for Covered Acts
including~without limitation~judgments for~and awards ot: damages~amounts paid in settlement
of anv claim, any fine or penalty or~with respect to an employee benefit plan~any excise tax or
penalty.

(e) "'Proceeding" Jl1eanSany threatened, pending or completed action, suit or
proceeding.whether civil, criminal, administrative or investigative-,

that such Indemnified Person \vas otherwise not entitled to indemnification u

Section 12J)4. Exclu.sions. I'he f().llowing shaH be considered '~Excluded Claims"
and the Hospital will not be liable to pay any Loss or Expense related. to any Excluded Claim:

.(a) With respect to a Proceeding in which a final non-appealable judgment or
other adjudication bv a court of competent jurisdiction detennines that the Indemnified Person is
liable to the Hospital (as distinguished frmn being liable to a third party) for:

fi) any breach of the Indemnified Person's duty of loyalty to the
Hospital:

(ii) acts or omissions not in good faith or which involve any malicious ..
wil1ftll or wanton. rniscon.duct or knowing violation ofla\v: or

any transaction from which the Indemnified Person derived an
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(b) .If a final, n.on-appealable 'judglnent or other adludicatiol1 by a COUlt of
COlnpetent 'jurisdiction determines that such. paynlent is unlawfuL

Section 12.05. Notice to the Hospital: InsuTance. Promptlv after receivt hy an
Tnd.emnified Person of notice of the commencement of or the threat of commencement of anv
Proceeding, such Indemnified Person will.. if indemnification with respect thereto may be sought
from the Hospital un' . these Bylaws, notify the Hospital of the commencetnent or threat
the.reof. It: at the time of the receipt of such notice, the Hospital has any directors?! and officers'
liability insu.rance . lent insurance or other rotection known bY'anoth.er term" in effect
the Hos . ital \v

insurer in accord
emnified Person9 the B.ecessar r or desirable action to

cause such. insurer to pay:! 0 rson ..all ·.Lossand Ex.penses payable
as a result of such Proceeding in accordance with. the ten:ns of such policies. Failure to promptly
notify the Hospital will not adversely aflect the Indemnified Person's right to indemnification
hereunder unless and only to the extent that fa) the Hospital is materially prejudiced. in its ability
to defend against the Proceeding by reason of tbe ffWt that sueh persen is, or }tVa.s,a Tnlstee or an
eHieef of the Hospital, or \vho, vlhife a Trust.ee or an offieer et~the Hospital, is Of '\vas serving at
the requ.est of the .H.ospital as a (rrustee, officef~ employee or agent of another foreign or
domestic cOl]Joration, joint '{{enture"trust, other enterprise or employee benefit plan, shaH be

)0 .. 0 .·C 6

covera2:e.

Section 12.06. Indemnification.

.ecific case a determination. is luade that
the circumstal1ces because such

1.<OS8 results frOB], .es that the .Loss results from an
_Excluded Claim f ough no such determination is requir .le Hospital prior to payment of
a Loss by the 'Treasurer of the Hospital)~ the determination shall be made:

(1') bv the Board by a majoritY' vote of a quormn consisting of
Directors 110tat the time parties to the Proceeding; or

,(ii) if a qU.orum cannot be obtained fbI' pU.1]Josesof Section 12.06(a)(it
then bv a ma'oritv vote of a committee of the Board du desi{~nated. to act in the matter b 1 a
majoritv vote of the full' extent Board 'in which de . . ectors who are )arties t.o the
Proceeding may participate) consistin? solelv of three (3) or more Directors not at the time
parties to the Proceedin2:: or

(iii) by independent legal counsel designated (A) bv the Board in a
manner described in Section 12.06(a)(i) or by a committee orthe Board established in a manner
described in Section 12.06(a)(iO, or (B) if the requisite quorum of the full Board cannot be
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(b) Payment of an Indemnified Person's Expenses in advance of the final
dis osition of any Proceeding wiH be made bv the Treasurer of the Hos Jita..1exee t if.. in
specific casel a determination is made pursuant to Section 12.06(a) that indemnification of such
Indemnified Person is 11.otproper in the circumstances because the Proceeding invo an
Excluded Clain.L

(c) The H.ospital will have the power to :nurchase and maintain insurance on
behalf of any Indemnified Person against liability asserted against him or her \vith respect to any
Covered Act whether or not the Hospital would have the flowerto indemnify such Indemnified
Person· against such liability "tInder the' provisions of these Bylaw'S~ The Hospital will be
subrogated to the rights of such Indemnified Person to the extent that the Hospital has made any
'pavments to such Indemnified Person in requ.est to any insu.red. Loss or Expense as provided
byhel·ein.

Section 12J)7. Settlement ~rhe IIospital \viH have no obligation to indemnify
any Indemnified. Person for any amounts paid in settlement of any Proceed.ing affected. without
the hal's, rior written consent l"'he HOB hal will not unrcasonabl withhold or delay its
consent to an

Proceeding COllstitutes an. Exclud n.1av accept the settlement
\vithout the consent of tb.e Hospital, without pre-judice to such. Indemnified Person'Js rights to
indemnificatioll in the event the Hospital does H.Otultimatelv prevail on. the issue of whether the
Proceeding constitutes all Excluded Clainl.

Section 12.08. Rights Not Exclusive. The ri~hts provided in this Article ~
~xn will not be deemed exclusive of any other rights to which thtJoe pefsonn seeking

> < • an Indemni:fied Person may be entitled under any bylaw, agreement, vote of
Directors or otherwise, a.nd Gh.aH cHHtoinue both as to action in the Indenlnified

l1. ca'Jacit . and as to actiO-D.in any pefBOll wl100ther capacity while serving in such
Tin continue after such Indemnified Person ceases to serve the Hos ital as an

Section 12J)9. Enforcement.

right to indemnification hereunder will. be
Person in any court of competent jurisdiction and will be

-18-
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(b) In. the event that any action is instituted by an Indemnified Person under
these Bvlaws" such Indemnified Person. win be entitled to be paid aU court costs and expenses"
includino· reasonable attorne is' fe" 1 such Indemnified Person with res ect to such
action, unless the court det aterial asseltions Inade bv such. Indenlnified
Person as a basis f()r such. action was not made in good faith or an. Ht1ieer and was frivolous~

Section 12.10. Severability. If any provision in this .A.rt.ic1eXII is detennined hv
a C01.ui to require the Hospital to perform or fail to perf(}rm an act ,\ihid1 is in violation of any
applicable law, this Article XII shall be limited or Inodified in its applicable to the minimum
extent necessary to avoid a violation of law, and, as so linlited and modified, this Altic1e XII
shaH be enforceable in. accordance with its ternls~

Section 12.11. Successors and Assigns. !rhe pruvisions of this Article XII win be
((1) binding upon all successors and assigns of the 110spital fincl g any t.ransferee of all or
substantia.ll1 $. • f it b bindin:r on. and inure to the benefit of the heirs, executors
ffi1ti-i_administrators ..::

.. ~ -
Of under the Act and other ,Personal re12fesentatives of an Indemnified Person.

Section 12.12. Amendtnent of Article XIL No amendment or termination of this
Aliic1e XII. \\lill be effective as to an Indemnified .Person without prior written consent of that
lnden:ulified Person. an.d, in. any event, win not be effect.ive as to any Covered Act of an
Indemnified Person occurring prior to the amendment nf tC.n.nination..

AKTTCLEXIH

GENERAL PROVISIONS

Section £13.01. Fiscal Year. The fiscal year of the Hospital shall be determined
by the Board and in the absence of such determination '~lillbegin on October Iof each year and
end on September 30 of the succeeding year.

Section H13.02. Registered Office and Registered Agent. The registered office
of the Hospital shall be located within the State of Rhode Island and need not be identical with
the principal office of the Hospital. The registered agent and registered office may be changed
from time to time by the Board in accordance with the provisions of the Act.

Section H13.03. Waiver of Notice. Whenever any notice is required to be given
to any person under the provisions of these Bylaws or under the provisions of the arti.ele8 of
ifl00.ft-1orationHospi tal ~s 1egi slativ e ch.al.ter or under the provisions 0f the Act, awaiver thereo f in
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r writing signed by the person orpersons entitled to such notice and provided to. the Secretary,
whether before or after the time stated therein, shall be deemed equivalent to the giving of such
notice. The attendance of a person at a meeting shall constitute a waiver of notice of such
meeting, except when a person attends a meeting for the express purpose of objecting to the
transaction of any business because the meeting is not lawfully called or convened. Neither the
business to be transacted at, nor the purpose of, any regular or special meeting of the Board need
be specified in any written waiver of notice of such meeting .

. ious ',viUful or wanton misconduct" l) breach of such Director's ..
officer's or committee member's duty of loyalty to the Hospital: and (c) .any transaction from
which there is an im r ersona.l benefit . 13.04 shall not eliminate the liability
of a Director .. officer or committee member for anv act or omission occurring prior to the date
upon which this provision becomes effective. No amendment to or repeal of this Section 13.<)4

11a ))l\/.to or have anv effect on the l.iabilit 1 or aBe· . liabilitv ..or an 1 acts or ornissiol1S of
anv Director ..officer or committee .member occurring prior to su.ch amendment or repeal

ARTICLE ~XIV

AMENDMENTS

Section H14.01. These Bylaws may be amended tfeffi: {hue ta timeor amended
and restated by vote. of the,1vlern:ber. Netioe ef any fflilendment 13repeseawritten consent or
approval by the Board shaH be given to the ±vfemher in sHeh !fmnaccordance '\ . . 15.07
or Section 5.09, as the Board shall d.eem appropriateapplieable, and the approval of Care New
England.

185270_111158-1
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Filing Fee: $10.00 10 Number: 00009157

STATE OF RHODE ISLAND AND PROVIDENCE PLANTATIONS
Office of the Secretary of State

Corporations Division
148 W. River Street

Providence, Rhode Island 02904-2615

NON·PROFIT CORPORATION

ARTICLES OF AMENDMENT TO
ARTICLES OF INCORPORATION

Pursuant to the provisions of Section 7-6-40 of the General Laws of Rhode Island, 1956, as amended, the undersigned
corporation adopts the following Articles of Amendment to its Articles of Incorporation:

1. The name of the corporation is Southeastern Healthcare System, Inc.

2. The following amendment to the Articles of Incorporation was adopted by the corporation:

[Insert Amendment]

Article FOURTH: Item 2: Intentionally deleted.

Form No. 201
Revised: 12/05



3. The amendment was adopted in the following manner: DRAFT

(check one box only)

o The amendment was adopted at a meeting of the members held on ., at which
meeting a quorum was present, and the amendment received at least a majority of the votes which members

present or represented by proxy at such meeting were entitled to cast.

·0 The amendment was adopted by a consent in writing on , signed by all----------~-------------members entitled to vote with respect thereto.

o The amendment was adopted at a meeting of the Board of Directors held on ---------------------and received the vote of a majority of the directors in office, there being no members entit1ed to vote with
respect thereto.

4. Date when amendment is to become effective ~~~~ ~~~_-=---.-~_~_~~~_~_-.-
(not prior to, nor more than 30 days after, the filing of these Articles of Amendment)

Under penalty of perjury, we declare. and affirm that we have
examined these Articles of Amendment to the Articles of
Incorporation, including any accompanying attachments, and
that all statements contained herein are true and correct.

Dale:
Print Corporate Name

By ___

DPresident or 0 Vice President (check one)

By -- __

o Secretary or 0Assistant Secretary (check one)
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Adopted November 28, 2007
Revised November 11, 2009

Revised l"Insert Closing .Datc)

BYLAWS

FOR

SOUTHEASTERN HEALTHCARE SYSTEM, INC..

Article I

OFFICES

Section 1.01. The name of the corporation shall be Southeastern Healthcare
System, Inc. (the "Corporation").

Section 1.02. The Corporation is organized exclusively for the purposes stated in
its articles of incorporation- {"the"Articles of In.corporatiml"}.

Section 1.03. Principal Office. The principal office of the Corporation shall be
located at 111 Brewster Street, Pawtucket, Rhode Island, 02860. The Corporation may have
such other offices or places of business, within the State of Rhode Island, as the Board of
Directors of the Corporatioll (the 'ioBoard."or the ~'.Board of Directors'~) may from time to time
establish or the business of the Corporation may require.

Section 1.04. Registered Office and Registered Agent. The registered office of
the Corporation need not be identical with the principal office of the Corporation and shall
initially be located in Providence, Rhode Island. The registered agent and registered office may
be changed from time to time by the Board of Directors in accordance with the provisions of the
Rhode Island Non-Profit Corporation Act, as amended (the "Act").

Article II

Section 2.01. Members. The <':-:erpora.tienshall net have members.

M.E.MBER

Section 2.01. T\kmber. Care New England Ilealtb System (or any su.ccessor to
Care Ne\v England lIealth System bY' reason of merger" consohdatio.11q sale of all or stantiaBv
all of the assets of Care New England Health Svstem or otherwise) is the sole member of the
Corporation (the "Tv.1.ember").

(the 'ioChairpersol1~') or the .f.vlenlberand the business transacted at any special meeting of the
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.Melubers sh.al1be limited to the purpose or purposes stated in. the written. notice of such. special
111eeting.

Section 2.03, Place of .iv1.eetings- Ol\kmber, AU annu.al and special meetings of
the IVlember shall be held. at su.ch place, either within or outside the State of Rhode Island as shall
be. deterrnined by the Board of Directors and. stated in the \vritten notice for such annual or
special meet.inQ.

Section 2.04. Notice for Meetings Member. Except as otherwise. expresslY
reg·uired by law .. the Articles of Incorporation or these Bvlaws .. the SecretalY (or other person as
directed 1)"1 the Board of Directors·· shall deliver vvTitten notice annual rneetin·r and. [UP

.e, da and. hOUT of the
delivered bv mailin(j

at the tilne when same is deposited in the United States 11'.1.(1.11, delivered to the deliverv service,
sent via electronic mail or a message is left by telephone.

Section 2.05. Action at I\ketings - .rvi"ember. Except as otherwise expressly
reqllired. by law ~ the Articles of InCOl])Orat.ion or these By-laws.. the aflinnative votc of the
1\11e1 through its authorized designee) s 1.1 he required to take action on any qu.cstion
brought at a meetinQ of J\Je ber .

.Section 2.06. Written Consents Member.

Article III

BOARD OF DIRECTORS
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e.fHknvmel.1.t::fun.a and to .receive frorn the .A.:ffl1iated .Hospitals H1.1d M.edical Service .Providers
fUHd3 te establisb such endO\Vlnent; iInd to ge-n.8-raUyl:lwl4;Tideleadership and coordinatioB. in th:e
dehverry ofhaalth oer-viceo to the eomnmnities vlhich the COJ.porat.i.O".n,its Affiliated Hospitals and
M r J g . p , l .. . I .. h r 131 ILauca. derVlCa .<rOVl( En.l' Gerv€ .m an lntegrata( manner oonm.Jtent '\lllL app<wa>eRvl.

Section 3.01. General .Powers. Except as otherwise expressly required. by law ..
the Articles of Incorporation or these Bvlaws, the affairs of the Corporation. shaH managed by
tIle Board of Directors and the Board of Directors shall have ..and may ex.ercise ..all of the powers
of the COJ~po.rati.on.

Section 3.020 Number.· l~he directors of the Board. (each a 'ioDirector") shall be
those individu.als then-serving as direct.ors 0 f the board 0 f directors of tl 1\;1embero

'", - '''_.

feHl0\le an.y director '\:vithor \vith.out caUGeby 'vote of a m(~jor.ity of the directorJ.

t

~~andatm~timea ~~~~~~~~~~b~.~~~~~~~~~~

determined by "...' the Board of Directors rnay provide by renolution : Wl1ich
annual meeting mav occur simultaneous vvith..or :lx)Uo\\ring,the annual meeting of the hoard of
directors of the time atld place for.1\1'emberh.eld in ecember. Unless the .holding ofadditimlal
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. Board othclwise detern1.1nes"there shall be regular Inonthlv meetings \vithotlt .flotit;Cothe.r than
such resolution.

rson a Vice-Chair oerson
cer. All annual, regular and special meetings of the

Board of Directors may fix the manner and the shaH be held at such place for holding any speda·l
.. either within or outside the State hode Island as shan be d.etenllined hv the Board of
Directors and stated. in the notice for su.ch meeting of the Board of Directors called. hy the.m.

Section- 3.0.&04. Joint Meetings. Except for the an.lluHlBleetillg, aUAU meetings
of the Board of Directors of the Corporation or any committee thereof are deemed to be joint
meetings of the Corporation .Board or such committee and the Be-afdboard of Tnlstees.directors
of =fhe Memorial Hospitalthe Member or its comparable committeecommittees, unless otherwise
specified in the notice.

reside.B:ce), by ·fassituile or by e1estrouic traHsH.l.iss.ion. If Inailed, sush .90tice shaH be dee.med
deliveree \vhen deposited in the lJnitee States mail~ so adaressed, with postage pre.paid thereon.
If notice is given personally, by ffwsimlle or by electrenic tramnnissien, notice shall be deemed.
delivered Jllhen received by a director.

Seotion. 3 ~1 O. QUo.rg.rn. .$.'\. Inf~jority of the fll.f.mbef of direotors of the COl]30ratinfl
fro.ffi tirne to tinle GhaHoonstitute a qUOftHll tf.lf the tnlH.sact.ion of BusiHeSGat any l:neeting of th.e
goard of Direotors, but if lest] than :mch.a In{~jorityis preoent at a lueeting, a n:lqjority of the
director:; thell preGent Ina} a(~journ.the .meeting froTn time to time \~~ithout further notice .. /\
luajority of the Ine.mbe.m of allY cmnn.llttee frmn ti11:1eto tllne shaH constitute a tjuom.m for the
transaction of business at any lneetiHg of such cOHnuiHee, but if less than such a majority is
present at a meeting, a luajority of the rnelnbers then present fna:! aE~jeUrB:the meeting from time
to time without further notice.

~ei+H+t-++r~. ~Notice. The schedule (including dates, :place and hour) of the
. Board for each year shall be delivered to each Director in

monthly meeting aHer the closing date as defin· .~Affiliation Agreement among the
Iv[ember~ the CO!]1oration and .MIIRI dated as of January 2~2013. Exce,Dt as othervvise expressly
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notice if such notice is given personally or by telephone to each Director. Notice of any rneeting
of the Board does not need to state the busincss to he transacted at.. nor the pUl1)ose ot: such
meeting. Notice will be deemed delivered. at the time when same is deposited in the United
states mait delivered to the delivery service, sent via electronic mail or a message is len bv
telephone.

Sectiol13'()6. Quorum .. A.quomm shaH exist at a meetimr of the Board of
Directors if a majority of the then-current Directors are present in person. In the absence of a

.... '"

and connection to such cireuit shaH con.stitute prese.nce at. such meeting.

8ectiQ!} 3 .14- .Prgs.p.~.~Q ±hr!2~gh ~~@n)mtlnieatio.fl8 E€j~f!!:!J§2n'!9 "{Jules] oth.eI'\'tvioe
prmrided by l<%\v, directon.1 .may partieipate in. a meeting of the Board of Directors" the Directors
present in person at such mecting~ shall have the pmver to adjou11l the meeting to another place~
day and hour with notice givcn to the Directors in the sarne manner as a special meeting .

.s..~~:timl....3...~.().1.!..........M.a.nn.e.r.....Q.f.. ..l\:~Jiru~.!..........or any eHll1.miUee by lueam; of a eHl1.ferelit~e
telephon.e Exc t as otherwise ex ressl r ree uit' 7 law~ the .l\.rticl.es of I oration· or these
Bvlaws the

shall require (3/4) of the total number of then-current
Directors:

fa) sale~ mortgage or discontinuation of use of a.ll or substantially all of the
real propertv or assets of the C011joration or any control 1 affiliate of l.e Corporation.;

(b) merger 'with or acquisition of the COl}Jomtion lJY' another entitY'.. or
material acquisition by the COllJOIation or any controlled. affiliate of the Comoration of another
provider or system of providers:

(c) any material change in the mission of the Co.rpm.Tltion or any controlled
affiliate of the COlporation: or

(d) any change in th.e provisions of this Section 3J)7 or similar provision in
th.ebylaws of any COl1trol1edaffi te of th.e Corporation.
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The actions set t()rth above that involve the Corporation. are also subject to the approval of the
board of directors of the .M.elnbeL

Section 3.080 Presence Throuzh Comrnunieations Equipment. ".ro the extent. a
Director is unable to attend an annual re r or s ecial meetinz in Jerson and such Director has
provided notice to t1 0 e of the President and Chief Executive Officer of the Iv1.ember0:[ his
or her circumstances., then such Director may participate in such annual, regular or special
meeting bv means of a conference· telephone or other similar communications equipment,
including video conference, hy 111eannof pursuant to which all perso.HnDirectors participating in
#tesuch meeting caH. €011lffinuieate \vimmav sin.1ultaneouslv hear each other at th.e SfH11etime and
such participation by tmch mean.s shall ennstitute p.rese.ooe be deelned pa.rticipation "in person-at
the meeting~9 9."

Section 3.130 Section 3.09. Action by Written Consent. A:eyExcept as otherwise
expressly required bv law', the Artic. Incornoration or these Bylaws., any' action that may be
taken by the Board of Directors at a meeting may be taken without a meeting if a consent or
consents in writing, setting forth the action so to be taken, ~1 • ~. •

~H-H-++-+~*H~r--H--HoolH'\...&H- ..lH-'I.. i'"!'V~"Ii.H-·<H-·.~>.\arerequested frorn and signed. by aU of the
consents 111aybe sign.eel in Olle or n10re counterpmis., each. of which shall be an. original., but all of
vvhich. together shall cmnprise Oll.e a.nd the saIne written COllsent Such written consent or
consents shall be filed with the minutes of the proceedings of the Board of Directors.

~ b

:~o(1 director \\'"ho y/oted in favor of ~mGh. actiollThe Board of Directors .may resolve to pay th.e
reasonable out-of-pocket expenses incllfl·ed by a Director in. the perf{lrman.ce of his or her duties
as a -rector. This sectio·n. shaH not preclude anv Director from serving the Corporation. in any
other capacity and receiving compensation therefor.

Section ~.15, C01l11?0.Hnatiofl. The .Board HfIJirectHHj shaH not receive any
cBmptH.1.sationfor attendance at lneetings. This GeeEi.on8ha11110tpreohlde any director ffom
·Jervi.ng th.e Corpo.mtien. in any other capacity and reeei'vin.g €.oHlpe.B.satioH: tf1eret().L

See-lion 3.16~ Exeeuti've Committeeo ~fhere shall be'an ExeoutiY/e COlml1ittee
whioh shall oonsigt of the ChuinnH.n, the Vioe Chairman, the Prenident, the ffreasurer, the
Secretary and not leGS than 11v'e(5) other Directors of the C011'orotion~ ~rhe Exeoutive
C01.nmittee nha.l1meet .monthly and nhaH exercbe all the rJov~'ernand authority of the Board of
Directors v~rhenthe .Board of Direetom .is1.1.otlneeti.Hg. A tluorurn fhr the .m.eetingGof tIle
Executive Co-rnmittee nl1.aUbe at lea~"Efive (5) members of the cOlnmittee.

866tion ;1.1+. Nominating Committee. There shall be a Nominating C:omrniUee
composed of the members of the Govemance Committee and not less than two (2) nor .more than
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HospitaL.

Section 3.18. A1Hlit CmnmiUee. Th.tn~eshaH he aB ./\.udit (,~Hn.uniHee\\·h.it~bshaH
make Feco:n.unendations on the aPl30intmel11of independent auditorn for {"h.eCorporatiol1 and itS
Affiliated HOGpitals and Medical Service .Providers, GhaU review the scope and 0061 fm~t11:8
,ooHual audit, shaH revie\v tIle reGlllt of such. audit, and shaH H.ioliitorthe response of mHl}.agelneHt
as to sHch audit and the il.npleme-n.tatitHl of internal atltlit procedu.res. The .l1.uait-GelH.1.nittee uhaH
be a joint eOH.1mittee of the Co.rpm."ation and The lVI.e.mo.r.ial·H.(upitaL

w .,.

members of eaell e01mnittee e*cept the Nominating Committee.

Article IV
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committees shaH adopt a committee charter which shaH include the purposes, duties and
respo.nsibilities and melnbership of such cOlnmittee; provided .. that such C01111nitteecharter (and
any amendments thereto) shall be subject to review bv the Governance and Non.1.inati.ng
Comnlittee of the .Mell1ber (the 'ioGovern.an.ceand N01.ninating Co.mmittee"··} and approval by the

~lrd~

l~.r.tiG.l~ ....Y..

OFFICERS

officer position fbI' ..and. shall have
officer'n death") renignation or re.mn\·'al in the manner hereinafter provided.

'" .....
any oiTicer the po\ver to appoint any such officers and agents and to prescr.ibe their respecti"fle
pnvvem, d.uties and [mJa.ries.

.,,; . .,,;

des.ignated iH Section 4J} 1 of this .A.rticle IV, JUdl VaCtfH:CY shall be filled; for the lllie*.pired
·pertion of the term of Glwh ~

-8-



DRAFT

shaH have sHch other po\vers and pefienn sUch ether duties en the Beard of Dirocters Hlay
prescribe nooHl tiute to time.

,Section 4.98. Vice f~hainnan. In fhe absenee eftl1e Ghairman, the :\/ioe
ChainIlan shall ha've the WVt~vers and duties of the Chainnun and. ouch other povv"ers and dutie8 as

~ , <

.......

desiral~le at fHIH:ual, regular or spe{~.ialHl€ctil1gS of sueh. entities as the llresideHt tfH1Y d.eem.
necemmry or desirable., nubjeet to th.e tiireet-ion of th.e .RO:tfd e f IJi.rectHfs of the CorpOfatiolh
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8ecti.{H14.12. Salctries. E*ee13t as :I?Hwided in.Section 4J)3 ofth.is ./\rtiele IV, tile
salaries of the On1.eerl1 shaH he ii*.ed frolH time to time by the Board of Direefofs and n.o offieer
]h.aH be pre;v'ented from receiving· ~mch.salary by reason of the fllCt that Juch otlicer .1.J aIno a
director of the COIl!oration.

.Article V

Alticle VI

CONTRACTS, LOANS, CHECKS AND DEPOSITS

Section -56.01. Contracts. The Board of Directors may authorize any officer or
officers, Of ally! age.nt e-r age.nts, to enter into contracts and agreements in the name of and on

. behalf of the Corporation, and such authority may be general or confined to specific instances.

Section '§'6.02. Loans. No loans shall be contracted on behalf of the Corporation
and no evidences of indebtedness shall be issued in its name unless authorized by a general or
specific resolution of the Board of Directors.

Section 56.03. Checks, Drafts or Other Similar Orders. All checks, drafts or other
orders for the payment of money, notes or other evidences of indebtedness issued in the name of
the Corporation, shall be signed by such officer or officers, or 8u.ch agent or agents, of the
Corporation and in such manner as shall from time to time be determined by resolution of the
Board of Directors.

Section '§-6.04. Deposits. All funds of the Corporation not otherwise employed
shall be deposited from time to time to the credit of the Corporation in such banks, trust
companies or other depositories as the Board of Directors may select.

Article lItVII

INDEMNIFICATION

Corporation. In. order to . .'.: .. .v

COlllpleted acti.o·.n,suit 0.1." proceeding, \vhether ci\t'il, criminal, admin.iGtrati-ve or inye~1tigatiye, hy
reaso·H. of the fact that Guch l1eraon. iG, o.r '~vaG, a director or an office'rinduce the individual
members· fif anv)'l Directors., oflicers and committee members of the Corporation- Sf \vho, Jv·/hile
a director Sf an offie·er of the Csrporation, is or Jllas . to serve as such (each an ~~Indemnified.
Person"), the Corporation agrees, subject to the exclusions hereinafter set forth, to indemnify an
Indemnified Person against, and hold. the Indemnified Person harrnless from, any Loss or
Expense (each as defined. in Section 7,(2).

Section 7'()2. Definitions~ Capitalized te.rms used in this Article VII shall have
th.e D1eanings set forth below:

the
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\vhile serving at the request of the Corporation as a d.i.reetormen:1ber of the gove.mim.!· bodY,
officer, employee or agent of another :f~1feign. or dtJH1.€stie corporation, joint :ve.H.ttH.l~,trust, ot.he.f
€nterprise or employee benefit pla.n, shan be indemnified against judgmernts, pe.nalties, fines,
('etdemeBtc €tBd fea(~eB€ta~e e~q3eH'~e" fiBe.h.idieg aHel"ii€PP' :f~e€'''~€tettnn~Y i~~··~Hrf.eEia'p ?'i:Xsh 1:16f"snto) : rrre .. d t .:.! .d .?i !\.. :.?JI...'l0~i .•. '!. :'h~' !_ .• .: j d ? d *' (7. .!y ..!.e .~0 !j ...5 '.:. ,!' ,5 >

in conneet.ion \vith any Huch. action., suit or proceedil1g to the fuB extent 13errnitted uH.def the Act
." " l> "'0

~ ~-
agreen1ent, or etherwise, and sha.H eontl11ue as to any person who has ceased to 'be a difector Of

an officer and shaH Inure to the benefit of the heirs, executors and adniinistrators of such 13erS011.
1'he Corporation may pl:lrehase and maintain .imurance on hehalfof any person \vho in or \,l·/asa
director, oftic er, employee or agent of the CO.ll)Oration, or \,vho, 'while a direct.or, officer,
employee or agent of the Corporation, is or \'v'as serving at the request of the Corporation as a
director, officer, partner, em.p.loyee or agent" of another foreign or domestic corporationlimited
liability cmnpany, partnership, joint venture, trust, ..QLotherenterprise or employee benefit :plun, ~

(b) ;;i.Exduded Claim~' has the meaning set forth in Section 7.04.

Person in. connecti011 \vith the defense of any clainl made against flftYthe Indellll1ifi .fWD.for
Covered Acts incl ing, without limitatiO-D.,legal, accounting or investigative fees and ex.penses
(including the expense of bonds necessary to pursue an. am?eal of all adverse ·iudgment').

(dl '~Loss" .means" any amount '\vhich an Indemnified Person is· legally
obligated to pay as a result of any claim mad.e against such. Indenlnified. Person for Covered Ads
in.eludim!, \vithout limitation., -judgments f{}f.. and a\vards of damages, al110ul1tspaid in settlement
of any clainl~ any :fine or penalty or~ with respect t9 (m.....~.!Ilt11Qy~e"ben.e:fitpla.n..any excise tax or
penalty.

fe) ~'.Proceeding'" means any threatened ..pending or completed action ..suit or
nroceeding, whether civil.. criminal.. administrative or investigative.

sub-teet to such Indemnified Person's first agreeing in writing W l])oration to repay the
sums paid bv it hereunder if it is thereafter determined. that the Proceeding involved an Exclltded
Claim or that SllCh Indemnified Person waB otherwise not. entitled to indemniHcation under these
By'hnvs.

Section.7J)4. Exclusions. The t{)llo\ving sh.al1be COl1sidered 'i.Exduded Claims"
and the Corporation ,vill not be liable to pay any Loss or Expense related to any Excluded Claim:

With res. cct ·to a Proceedinz
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(oi) anv hreach of the Indel11noified Person's duty of loyalty to the
CorporatiOJ1;

(in acts or omissions not in good faith or \vhich involve any maliciou.s,
willful or wanton. misconduct or knowing violation of \\1"; or

fiii) any transaction from which the Indemnified Person. derived an
improQer personal benefit

(b) If a fin.aL non-appealable judg:ment or other adjudicat.ion bv a court of
co.mpetent jU.risdoictiolldetermines that such payment is unlawful.

Section 7.05. Notice to the C(11)Oration~ Insurance. Promptly after receipt by an
Indemnified Person of notice of the commencement of or the threat of commencement of any

ceeding ..SllCh Indemnified Person will, if indemnification vvith respect thereto may- be sought
frmn the Corporation under these Bylaws ..notify the Corporation of the C0l111nencement or threat
th.ereof If at the time of the . of such notice .. the Cn .. oration has any- directors' and
officers' liability insurance (or equivalent insurance or other p.rotection kno\:\/n by another tenn)
in etfect the Corporation wiH give prompt notice of the commencenlent or· threat of such
Proceedin. to the insurer in accordance with the ')rocedures set f(Hih in..
t~lVor of such Il1de111nifiedPerson. The .Cor oration. win thereafter t n.ecessar ! o.t

'. ss and
Ex- en.ses '. a .Table as a result of such Proceedino in accordance with the terms of S ol.icies.
Failure to promptlv notify th.e Corporation ,\fill not adversely atIect the lnde.mnified Person's
right to indemnification hereunder· unless and only to the extent that (a'~ the Corporation is
materiallv Jre'udiced in its ability to inst the Proceedins b r reason of SllChfailure· or
(b) failure to promptly notify the C01J)oration causes a delay in notifying any applicable insurer
(as described in this Section 7.05) resulting in a denial of coverage.

Section 7.06. lndelnn.ification.

(a) Payments on aecm:mt of the C01])oration's indemnity against Loss will be
made bv the ~rreasu.rer of the Comoration except if in the specific ease., a detennination is mad.e
that the indemnification of the Inden.1nii1ed Person is not proper in the circumstances because
such Loss results frOln an Excluded Claim. If the Corporation so determines that the' ss results
from. an Excluded Claim althou 'rh no S11Ch determination is ro .uired . .riot to
.avment of a Loss b .r

Directors not at the time parties to the Proceeding: or

(ii) if a quomm cannot be obtain.ed for purposes of Section. 7.06(a){i),
then bv a Inajoritv vote of a cOlnn.littee of the Board duly design.ated to act in. the matter by a
majority vote of the oard (in which designated Directors who are parties to the Proceeding
may participate) consisting solely of thTce (3) or more Directors not ·at the time Qa.rties to the
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(iii) bv independent legal counsel designated (A.) by th.e Board in. a
Ulan:n.erdescribed in Section 7.0 a' -1." or bv u COlll1uitteeof t oard established in a .manner
described in Section 7.06 a ii ~or B rmn of the fun Board can:n.ot be
obtained th.erefbr and a committee cannot be so establish.ec ~ JV U luajority vote' full Board
in which vote Directors who are arti . Proceedin . ..)ute·. If made .. anv such

determination pennitted to be rnad.e by tion 7'()6(a) ,,\"'i11be made within sixty (60,) days
of an Indemnified Person') s written request for :payment of a Loss.

(b) PaY'ment of an Indemnified Person;s Expenses in advance of the final
disposition of any Proceeding wiH be nlade by the Treasurer of the Corpo.ratioll except it: in the
specific case~ a deterlnination. is Inade pursuant to Section 7.06(a) that indemnificatinn. of such
Inden:mified Pe.rson is 110t groper in the circumstallces because the Proceeding involved an
Excluded Claiul.

~~~~~~~~~~~~~m~Ufilllg~~yri]n~~li~il~~~rt~~~n~oo~~ruooood~rurr~
by nueh.person in any su.ch eapaeity Of nrining Hut of BUeh person'~J statun an suehhim or her with
respect to anv Covered Act, whether or not the Corporation would have the power or obligation
to indemnify such ~)flIndemnified Person against such liability under the provisions of these
Bvlaws. The Corporation. will be subrogated to the rights of such Indemnified Person. to the
extent that the Corporation has made any paYments to such In.den.ulit1ed Person. in request to a.ny
in.sured 1.'(ossor Expense as provided herein.

any ProceedinQ" or unreason.ablv ,vi oMs or delays such c011sent, it \viU be conclusively and
irrefutabl ·JreSUll1.edfor an '. ur. oses that the 1...0SS or -foes not constitute an Excluded
ClaitJl. If th.e Corporatioll reasonably \vithholds its con.sent solely on. the grounds that th.e
Proceedin(}' constitutes an Excluded Clain.1" the Indemnit e settlelnent
w-ithout the consent of the Corporation, with.out prejudice .1ifie( .n.~s rights to
indemnification in the event the COl1)Oration.does not ultimately prevail on the issue of whether
.the Proceeding constitutes an Excluded Claim.

Section 7.08. Rights Not Exclusive. The rights provided in this Article ¥f.-e.fVII
win not be deemed exclusive of any other rights to which an Indemn.ified Person .mav be entitled
under the .Act. ftn.Va.green-lent vote of disinterested Directors or otherwise" both. as to action. in
the IndeuJllified Pe.rson~s official capacity and as to action. in any other capacitY' while serving in
such position~ and win continue after such Indemnified Person. ceases to serve the Corporation as
an lndenmified Person.

Section 7.09. Enforcen.1ent
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enforceable n.otwithstallding that an. adverse determin.ation has been. made as provided in.
Section. 7.06.

(b) In the event that any action is .instituted. bv an Indemnified Person under
these B "laws SllCh Indemnified Person will be entitled. to he aid. all court costs and. ex Jenses ..
including reasonable attorneys' fees incurred bv such Indemnified Pers(
action, unless the court determines that each of the material assertions made bv

. Person as a basis for suell action ,vas not made in good faith or was frivolous.

Section 7.11. Successors and Assigns. The provisions of this Article VII will be
(a) binding upon aU successors and assigns of the Corporation (including any transferee of all ?r
substantially all of its assets): and (b) binding on and inure to the benefit of the heirs~ executors,
administrators and other personal representatives of an Indemnified Person.

Section 7.1.2. Amendment of .A.Iticle VII.. No amendment or ternlinatioD. of this
Article VII \\lin be effective as to all Indell1Jlified' rSOll without prior written. consent of that
Indemnified Person and" in any event') W ot be effective as to any i Covered Act of an
In.demnified PerSOl1occurrin.g prior to th.e alnendment or tennination.

Alticle VIII

Article VII

GENERAL PROVISIONS

Section 18.01. Fiscal Year. The fiscal year of the Corporation shall be
dete.rmined by the Board an.d in the absence of such determination win begin on the first day of
October and end on the last day of September each year.

,Section +8.02. Corporate Seal. The Corporation shall have a corporate seal which
shall be circular in form and shall have inscribed thereon the name of the Corporation, the state
of incorporation and the year of incorporation.

Section 18.03. Waiver of Notice. Whenever any notice is required to be given to
any person under the provisions of these Bylaws or under the provisions of the of
tRt~fml~Bfi;.!!1S~QQ]3!llQI! or under the provisions of the Act, a waiver thereof in writing signed
by the person or persons entitled to such notice and provided to the Secretary, whether before or
after the time stated therein, shall be deemed equivalent to the giving of such notice. The
attendance of a person at a meeting shall constitute a waiver of notice of such meeting, except
when a person attends a meeting for the express purpose of objecting to the transaction of any
business because the meeting is not lawfully called or convened. Neither the business to be
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transacted at, nor the purpose of, any regular or special meeting .of the Board of Directors need
be specified in any written waiver of notice of such meeting.

officer's or committe
which there i
a Director, office.!."or comn1.ittee meIllber for anv act or mnission occurring prior to the date upon.
which this provision beconles etIective~ No an.1endment to or repeal of this Section 8.04 shall
apply to or have anv effect on the liability or alleged liabilitv" or any acts or omissions" of any
Director, onicer or committee member occurring prior to such amendment or repeal.

.Arti.c..l,e...lX

CONFLICT OF INTEREST

Section 8J) 1~ Statement of General Policy on Connict of Interest No tranGaction
invo.h/ing remuneration or benefit. to a direct.or or officer, or to an organization in \>vhichsuch
director or oflicer has a material financia:..linterest or ofvihich the d.irector or oUicer is a member,

• W' 01'

appro:priate, pro:viding for the periodic discltH;ltfe to the Corl30ration of any and. an i.nterests
\vliic.h .may give rise to a poGtJibleconflict of in.terest, either pecuniary or othenvise~.

Section 9.01. Statement of General Policy on Conflict 0:[ Interest. AU Directors
and o:iTicers of the Corporation and aU committee members .an be subject to the Me er's
Conflicts of Interest and Confidentiality Policy .. as n1(l~ be amend from time to time bv the
board. of directors of the .Member.

Article X
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Care New England Health System

Consolidated Balance Sheet

r ·1:al~1;[~Q,l~:.J I:·, .•:iI.3Qla91a 1-·- ·il:a1i,11~QI-~_.::.:
ASSETS

Current assets:
Cash and Cash equivalents 60,789,683 62,834,427 26,313,749 -2,044,744- -3.25% 34,475,934 131.02%
Investments 25,951,365 25,919,112 25,463,485 32,253 0.12% 487,880 1.92%

Receivables
Patient 135,808,165 131,918,853 130,173,580 3,889,312 2.95% 5,634,585 4.33%
Other 25,127,688 21,659,231 26,619,647 3,468,457 16.01% -1,491,959 -5.60%

160,935,853 153,578,084 156,793,227 7,~~57,769 4.79%. 4,142,626 2.64%
Less estimated uncollectibles 35,620,980 35,233,907 33,880,632 ~187,073 1.10%- 1,740,348 5.14%

Net receivables 125,314,873 118,344,177 122,912,595 6,9170,696 5.89% 2,402,278 1.95%

Assets limited as to use 2,948,588 2,519,851 4,323,103 428,737 17.01% -1,374,515 -31.79%
Inventories 4,982,244 4,860,022 4,018,167 122,222 2.51% 964,077 23.99%
Prepaid expenses 7,395,856 6,539,505 6,850,575 856,351 13.10% 545,281 7.96%
Notes Receivable, net 33,040 32,793 31,586 247 0.75% 1,454 4.60%
Pledges, net 1,556,751 1,877,826 1,418,382 -3:21,075 -17.10% 138,369 9.76%

Total current assets 228,972,400 222,927,713 191,331,642 6,0144,687 2.71% 37,640,759 19.67%

Assets limited as to use
Board deSignated 93,760,361 91,001,215 84,251,972 2,759,146 3.03% 9,508,389 11.29%
Self insurance trust funds 151,630,829 147,754,305 138,972,342 3,876,524 2.62% 12,658,487 9.11%
Deferred compensation fund 4,129,516 4,208,411 4,108,348 -78,895 -1.87% 21,168 0.52%
Trustee held funds 20,649,616 22,453,515 24,425,338 -1,803,899 -8.03% -3,775,722 -15.46%

Total assets limited as to use 270,170,322 265,417,446 251,758,000 4,752,876 1.79% 18.412,322 7.31%

Less amount required to meet current obli! 2,948,588 2,519,851 4,323,103 428,737 17.01% -1,374,515 -31.79%
Noncurrent assets limited as to use 267,221,734 262,897,595 247,434,897 4,324,139 1.64% 19,786,837 8.00%

Property. plant and equipment, net 248,706,985 249,787,289 248,604,698 -1,080,304 -0.43% 102,287 0.04%

Other Assets:
Endowment funds 39,782,887 39,510,908 35,596,516 271,979 0.69% 4,186,371 11.76%
Investments 4,175,157 4,175,157 6,591,690 0 0.00% -2,416,533 -36.66%
Deferred financing costs, net 753,209 764,597 755,163 -11,388 -1.49% -1,954 -0.26%
Notes and advances receivable, net 28,693 36,970 61,714 -8,277 -22.39% -33,021 -53.51%
Pledges receivable, net 2,676,242 2,654,887 2,580,048 21,355 0.80% 96,194 3.73%
Prepaid expenses and other 1,021,493 1,053,585 1,138,903 -32,092 -3.05% -117,410 -10.31%

Total other assets 48,437,681 48,196,104 46,724,034 241,577 0.50% 1,713,647 3.67%

Total assets 793,338,800 783,808,701 734.095,271 9,5,30,099 1.22% 59,243,529 8.07%



LIABILITIES AND-NETASSETS

[ 12131/2012 9/30/2012 II 12131/2011 I
Current liabilities:

Current pension payable 16,019,059 12,138,551 8,037,797 3,B80,508 31.97% 7,981,262 99.30%
Current installments of long-term debt 6,446,218 6,393,013 5,676,157 53,205 0.83% 770,061 13.57%
Accounts payable and accrued expenses 92,073,819 91,880,970 85,809,388 '192,849 0.21% 6,264,431 7.30%
Deferred revenue 11,098,880 9,682,603 11,856,150 1,416,277 14.63% -757,270 -6.39%
Estimated third party payor settlements 13,269,872 10,809,417 14,293,545 2,460,455 22.76% -1,023,673 -7.16%
Deferred compensation 0 0 330,345 0 #N/A -330,345 -100.00%

Total current liabilities 138,907,848 130,904,554 126,003,382 8,003,294 6.11% 12,904,466 10.24%

Estimated third party payor settlements 24,531,529 25,531,529 20,567,405 -1,000,000 -3.92% 3,964,124 19.27%
Net pension liability 56,657,785 57,191,703 57,329,330 -533,918 -0.93% -671,545 -1.17%
Net post retirement liability 1,788,923 1,788,923 1,973,659 0 0.00% -184,736 -9.36%
Asset retirement obligation 1,728,333 1,680,800 1,697,524 47,533 2.83% 30,809 1.81%
Self-insurance reserves 130,249,351 125,931,253 114,316,945 4,~l18,098 3.43% 15,932,406 13.94%
Interest rate swaps 13,356,799 13,629,389 12,670,450 -~!72,590 -2.00% 686,349 5.42%
Long-term debt, net of current portion 107,806,435 108,377,894 104,228,090 -571,459 -0.53% 3,578,345 3.43%
Deferred compensation 5,641,415 6,199,797 4,302,481 -Ei58,382 -9.01% 1,338,934 31.12%

Total liabilities 480,668,418 471,235,842 443,089,266 9,432,576 2.00% 37,579,152 8.48%

Net assets:

Unrestricted 258,299,765 259,188,721 246,601,013 -888,956 -0.34% 11,698,752 4.74%

Temporarily restricted 34,947,911 34,041,338 26,139,020 906,573 2.66% 8,808,891 33.70%

Permanently restricted 19,422,706 19,342,800 18,265,972 79,906 0.41% 1,156,734 6.33%

Total net assets 312,670,382 312,572,859 291,006,005 97,523 0.03% 21,664,377 7.44%

Total liabilities and net assets 793,338,800 783,808,701 734,095,271 9,5,30,099 1.22% 59,243,529 8.07%



Adjustments/Eliminations
Balance Sheet

[ 12131/2012 I 9/30/2012 I 12131/2011
ASSETS

Current assets:
Cash and Cash equivalents 0 0 0 0 #NJA 0 #N/A
Investments 0 0 0 0 #NJA 0 #N/A

Receivables
Patient 0 0 0 0 #NJA 0 #N/A
Other 0 -113,000 0 113,000 100.00% 0 #N/A

0 -113,000 0 113,000 100.00% 0 #NlA
Less estimated uncollectibles 0 0 0 0 #NJA 0 #N/A

Net receivables 0 -113,000 0 113,000 100.00% 0 #NIA

Assets limited as to use 0 0 0 0 #N/A 0 #NlA
Inventories 0 0 0 0 #N/A 0 #NlA
Prepaid expenses 0 0 0 0 #NlA 0 #NIA
Notes Receivable, net 0 0 0 0 #NlA 0 #NlA
Pledges, net 0 0 0 0 #N/A 0 #NlA
Due from Affiliates -109,730,769 -130,775,615 -129,760,151 21,044,846 16.09% 20,029,382 15.44%

Total current assets -109,730,769 -130,888,615 -129,760,151 21,157,846 16.16% 20,029,382 15.44%

Assets limited as to use
Board designated 0 0 0 0 #N/A 0 #N/A
Self insurance trust funds 0 0 0 0 #N/A 0 #N/A
Deferred compensation fund 0 0 0 0 #NlA 0 #NlA
Depreciation funding trust 0 0 0 0 #NlA 0 #N/A
Interest Rate Swap 0 0 0 0 #NlA 0 #N/A
Trustee held funds 0 0 0 0 #NlA 0 #N/A

Total assets limited as to use 0 0 0 0 #NJA 0 #NlA

Less amount required to meet current obli! 0 0 0 0 #N/A 0 #N/A
.Noncurrent assets limited as to use 0 0 0 0 #NJA 0 #NlA

Property, plant and equipment, net 0 0 0 0 #NIA 0 #NlA

Other Assets:
Endowment funds 0 0 0 0 #N/A 0 #N/A
Net pension asset 0 0 0 0 #NJA 0 #NJA
Prepaid pension 0 0 0 0 #N/A 0 #N/A
Deferred financing costs, net 0 0 0 0 #NJA 0 #N/A
Notes and advances receivable, net 0 0 0 0 #NlA 0 #NlA
Pledges receivable, net 0 0 0 0 #NJA 0 #NlA
Prepaid expenses and other 0 0 0 0 #N/A 0 #N/A

Total other assets 0 0 0 0 #NlA 0 #NlA

Total assets -109,730,769 -130,888,615 -129,760,151 21,1157,846 16.16% 20,029,382 15.44%



LIABILITIES AND NET ASSETS

[12131/2012 I 9/30/2012 12131/2011
Current liabilities:

Notes payable 0 0 0 0 #N/A 0 #NlA
Advances from third party payors 0 0 0 0 #NIA 0 #N/A
Current pension payable 0 0 -4,000,000 0 #NIA 4,000,000 100.00%
Current installments of long-term debt -3,560,532 -3,560,532 -3,824.473 0 0.00% 263,941 6.90%
Accounts payable and accrued expenses -641.472 -113,000 -317,841 --528,472 -467.67% -323;631 -101.82%
Deferred revenue 0 0 0 0 #N/A 0 #N/A
Estimated third party payor settlements 0 0 0 0 #NlA 0 #NlA
Due to Affiliates -13,226,596 -34,687,069 -29,719,188 21,460,473 61.87% 16.492,592 55.49%
Deferred compensation 0 0 0 0 #N/A 0 #N/A

Total current liabilities -17,428,600 -38,360,601 -37,861,502 20,932,001 54.57% 20,432,902 53.97%

Estimated third party payor settlements 0 0 0 0 #N/A 0 #N/A
Long term pension payable 0 0 0 0 #N/A 0 #N/A
Net pension liability 0 0 0 0 #NlA 0 #N/A
Net post retirement liability 0 0 0 0 #N/A 0 #N/A
Additional pension liability 0 0 0 0 #N/A 0 #NlA
Asset Retirement obligation 0 0 0 0 #NlA 0 #NlA
Deferred reimbursement 0 0 0 0 #NlA 0 #NlA
Self-insurance reserves 0 0 0 0 #NlA 0 #NlA
Interest rate swap 0 0 0 0 #NIA 0 #N/A
Due to CNE, LTD, net of current -92,302,169 -92,528,014 -91,898,649 225,845 0.24% -403,520 -0.44%
Long-term debt, net of current portion 0 0 0 0 #NlA 0 #N/A
Deferred compensation 0 0 0 0 #NlA 0 #N/A

Total liabilities ··109,730,769 -130,888,615 -129,760,151 21,'157,846 16.16% 20,029,382 15.44%

Net assets:

Unrestricted 0 0 0 0 #NlA 0 #N/A

Temporarily restricted 0 0 0 0 #N/A 0 #NlA

Permanently restricted 0 0 0 0 #N/A 0 #N/A

Total net assets 0 0 0 0 #N/A 0 #N/A

Total liabilities a'nd net assets ··109,730,769 -130,888,615 -129,760,151 21,157,846 16.16% 20,029,382 15.44%

0 0 0



Care New England
Combined Statement of Unrestrictled Activities

For the three months ending December 31, 2012

Current Current Prior Variance
YTD YTD YTD Actual to

Actual Actual Actual Actual %
Unrestricted revenues and gains:

Patient service revenue (net of contractual allowances and discounts) $216,742,011 $220,350,466 ($3,608,455) -1.€.4% $216,742,011 $207,941,881 $8,800,130 4.23%
Less: Charity care (9,210,155) (9,767,174) 557,019 5.10% (9,210,155) (8,355,167) (854,988) -10.23%

Provision for bad debts {1115061405} (1O,954l98} (5511607} -5.04% {1115061405} (9I0131951) (214921454) -27.65%
Net patient service revenue less provision for bad debts 196,025,451 199,628,494 (3,603,043) -1.80% 196,025,451 190,572,763 5,452,688 2.86%
Net assets released from restrictions 596,898 610,905 (14,007) -2.2~9% 596,898 619,441 (22,543) -3.64%
Research revenue 7,066,034 6,625,907 440,127 6.64% 7,066,034 6,824,832 241,202 3.53%
Other revenue 61473138 6A68l91 41947 0.08% 6A73l38 61238.]36 2351002 3.77%

Total revenues and gains 210,162,121 213,334,097 (3,171,976) -1.4~9% 210,162,121 204,255,772 5,906,349 2.89%

Operating expenses:
Salaries and Wages 107,747,856 109,487,084 1,739,228 1.519% 107,747,8p6 104,290,854 (3,457,002) -3.31%
Fringe Benefits 30,768,874 31,529,142 760,268 2.41% 30,768,874 32,723,983 1,955,109 5.97%
Insurances 6,591,424 6,674,695 83,271 1.25% 6,591,424 6,367,936 (223,488) -3.51%
Medical Supplies and Drugs 18,652,362 19,045,980 393,618 2.07% 18,652,362 16,838,591 (1,813,771) -10.77%
Other Expenses 26,402,589 27,387,673 985,084 3.60% 26,402,589 23,101,108 (3,301,481 ) -14.29%
Research expenses 6,999,918 6,625,903 (374,015) -5.64% 6,999,918 6,711,155 (288,763) -4.30%
Licensure Fee 8,076,428 8,076,428 0 0.00% 8,076,428 7,958,816 (117,612) -1.48%
Interest 855,665 890,928 35,263 3.96% 855,665 975,515 119,850 12.29%
Depreciation and amortization 713741665 713941379 19714 0.27% 713741665 713951478 201813 0.28%

Total operating expenses 213,469,781 217,112,212 3,642,431 1.680/. 213,469,781 206,363,436 (7,106,345) -3.44%

Net Income (loss) from operations (3,307,660) (3,778,115) 470,455 12.4.5% (3,307,660) (2,107,664) (1,199,996) -56.93%

Nonoperating gains and (losses):
Unrestricted gifts & bequests 189,591 130,848 58,743 44.8!9% 189,591 180,456 9,135 5.06%
Income on investments whose use is limited 779,613 396,568 383,045 96.5l9% 779,613 561,828 217,785 38.76%
Gains on investments whose use is limited 274,235 281,249 (7,014) -2.49% 274,235 304,057 (29,822) -9.81%
Change in net unrealized gains and losses 1,267,058 628,440 638,618 101.6:2% 1,267,058 5,067,311 (3,800,253) -75.00%
Change in market value of Interest rate swap 272,590 0 272.590 #DIV/O! 272,590 (1,313 ..916) 1,586.506 120.75%
Receipts (payment) on interest rate swap 0 0 0 #DIV/O! ° 0 0 #DIV/O!
Fund raising expenditures {489,243) (6151886) 126,643 20.5~3% (4891243) {4791319} {9,924) -2.07%

Net nonoperating gains 2,293,844 821,219 1,472,625 179.3~~% 2,293,844 4,320,417 (2,026,573) -46.91%

Excess of expenses over revenues and gains (1,013,816) (2,956,896) 1,943,080 65.7~1% (1,013,816) 2,212,753 (3,226,569) -145.82%

Net assets released from restrictions 1241863 4211752 {2961889} -70.3H% 1241863 4451928 (321I065} -72.00%

Increase (Decrease) in unrestricted net assets ($888,953) ($2,535,144) $1,646,191 . 64.9~S% ($888,953) $2.658,681 ($3,547,634) -133.44%
net assets



Elliminations
Statement of unrestrtcted Activities

For the three months ending December 31,20'12

Current
YTD

Actual

Prior
YTD

Actual
%

Variance
Actual to

Actual
%

Unrestricted revenues and gains:
Patient service revenue (net of contractual allowances and discounts)
Less: Charity care

Provision for bad debts
Net patient service revenue less provision for bad debts
Net assets released from restrictions
Research revenue
Other revenue

Total revenues and gains

0 0 01 0 #DIVlO! 0 #DIV/O!
0 0 01 0 #DIVlO! 0 #DIV/O!
0 0 01 0 #DIV/O! 0 #DIV/O!
0 0 0 0 #DIVlO! 0 #DIVlO!
a a 0 a #DIVlO! a #0 IV/O!
a a #DIV/O! a #DIV/O!

-2,999,283 -2,849,139 -22,552,560 -150,144 -5.27% 19553277 86.70%

I -2,999,2831 -2,849,1391 -22,552,560 -150,144 -5.27% 19,553,277 86.70%

Operating expenses:
Salaries and Wages
Fringe Benefits
Insurances
Medical Supplies and Drugs
Other Expenses
Research expenses
Licensure Fee
Interest
Depreciation and amortization

Total operating expenses

0 0 ~693,911 0 #DIV/Ol -693,911 -100.00%
a a a 0 #DIVlO! a #DIV/O!
a 0 0 0 #DIVlO! a #DIV/O!
0 a a a #DIV/O! 0 #DIV/O!

-2,999,283 -2,849,139 -21 858649 150 144 5.27% -18859366 -86.28%
0 a 0 0 #DIV/O! a #DIV/O!
a a 0 a #DIV/O! a #DIVlO!
0 0 a a #DIV/O! a #DIV/O!
0 a a a #DIVlO! a #DIV/O!

I -2,999,2831 -2,849,1391 . -22,552,560 i 150,144 5.27% -19,553,277 -86.70%

I 01 a 0 a #DIV/O! 0 #DIV/O!Net Income After Brown

Nonoperating gains and (losses):

Unrestricted Gifts & Bequests
Income on investments whose use is limited
Gains on investments whose use is I;mited
Transfer to Parent
Change in net unrealized gains and losses
Change in Market Value of Interest f'~te Swaps
Receipts (payment) on Interest Rate Swap
Fund Raising Expenditures

a a a 0 #DIV/O! 0 #DIV/O!
a a a a #DIVIO! 0 #DIV/O!
a a a 0 #DIV/O! 0 #DIV/O!
a 0 0 a #DIV/O! 0 #DIV/O!
0 0 0 0 #DIV/O! 0 #DIV/O!
a a 0 a #DIV/O! a #DIVlO!
0 0 0 0 #DIV/O! 0 #DIV/O!
0 0 0 0 #DIV/O! 0 #DIVlO!

01 01 01 0 #DIVlO! 0 #DIV/O!

01 01 01 0 #DIV/O! a #DIVlO!

gl gl gl 0 #DIV/O! 0 #DIV/O!
a #DIV/O! a #DIVlO!

01 01 01 0 #DIV/O! a #DIV/O!

Net nonoperating gains

Excess of revenues and gains over expenses

Change in Net Unrealized Gains and Losses
Net assets released from restrictions

Increase in unrestricted net assets
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Report of Independent Auditors

To the Board of Directors
Care New England Health System

In our opinion, the accompanying consolidated balance sheets and the related consolidated statements of
operations, changes in net assets and cash flows present fairly, in all material respects, the financial
position of Care New England Health System and Affiliates ("Care New England") at September 30, 2012
and 2011, and the consolidated results of their operations, changes in their net assets and their cash
flows for the years then ended in conformity with accounting principles generally accepted in the United
States of America. These financial statements are the responsibility of the Care New England's
management; our responsibility is to express an opinion on these financial statements based on our audit.
We conducted our audit of these statements in accordance with auditing standards generally accepted in
the United States of America. 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
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements, assessing the accounting principles used and significant estimates made by management,
and evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

Our audit was conducted for the purpose of forming an opinion on the consolidated financial statements
taken as a whole. The consolidating information is the responsibility of management and was derived
from and relates directly to the underlying accounting and other records used to prepare the consolidated
financial statements. The consolidating information has been subjected to the auditing procedures
applied in the audit of the 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 of America. In our opinion,
the consolidating information is fairly stated, in all material respects, in relation to the consolidated
financial statements taken as a whole. The consolidating information is presented for purposes of
additional analysis of the consolidated financial statements rather than to present the financial position,
results of operations and cash flows of the individual affiliates and is not a required part of the
consolidated financial statements. Accordingly, we do not express an opinion on the financial position,
results of operations and cash flows of the individual affiliates.

December 21,2012

PricewaterhouseCoopers LLP, 125 High Street, Boston, MA 02110
T: (617) 5305000, F: (617) 530 5001, www.pwc.com/us

http://www.pwc.com/us


Care New England Health System and Affiliates
Consolidated Balance Sheets
September 30, 2012 and 2011

2012 2011

Assets
Current

Cash and cash equivalents $ 62,834,427 $ 42,228,189
Inves trrents 25,919,112 30,538,218
Patient accounts receivable, net of
allowance for doubtful accounts of
$35,233,907 in 2012 and $32,567,214 in 2011 96,684,946 95,824,246

Other receivables 21,659,231 19,185,236
Aedges receivable, net 1,877,826 1,660,823
Other current assets 11,432,320 9,490,236
Current portion of assets w hose use is linited 2,519,851 4,080,531

Total current assets 222,927,713 203,007,4 79

Assets w hose use is linited or restricted as to use
Endow rrent funds 39,510,908 34,993,047
Board-designated funds 91,001,215 80,223,173
Trustee-held funds 170,207,820 160,618,076
Deferred compensation funds 4,208,411 4,351,646

Totai assets iinited as to use 304,928,354 280,185,942

Less: Arrounts required to rreet current obligations (2,519,851 ) (4,080,531~

Noncurrent assets linited as to use 302,408,503 276,105,411

A"operty, plant and equipment, net 249,787,289 250,795,543
Aedges receivable, net 2,654,887 2,963,287
Investments 4,175,157 6,595,191
Other assets 1,855,152 1,979,554

Total assets $ 783,808,701 $ 741 ,446,465

Liabilities and NetAssets
Current liabilities

Accounts. payable and accrued expenses $ 91,880,970 $ 93,895,217
Current portion of estimated third-party
payor settlerrents and advances 10,809,417 14,509,100

Current portion of long-term debt and capital leases 6,393,013 5,913,883
Pens ion liability 12,138,551 11,378,200
Other current liabilities 9,682,603 8,319,173

Total current liabilities 130,904,554 134,015,573

Long-term liabilities
Self-insurance reserves 125,931,253 117,916,536
Long-term portion of estimated third-party payor settlements and advances 24,620,668 19,656,544
Long-term debt and capital leases 108,377,894 105,966,325
Pension liability 57,191,703 54,526,947
Postretirement liability 1,788,923 1,973,659
Interest rate swaps 13,629,389 11,356,534
Other liabilities 8,791,458 7,456,846

Total long-term liabilities 340,331,288 318,853,391

Net assets
Unres tricted 259,188,721 244,071,577
Temporarily restricted 34,041,338 26,369,596
Permanently restricted 19,342,800 18,136,328

Total net assets 312,572,859 288,577 ,501

Total liabilities and net assets $ 783,808,701 $ 741,446,465

The accompanying notes are an integral part of these financial statements.
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Care New England Health System and Affiliates
Consolidated Statements of Operations
Years Ended September 30,2012 and 2011

Revenues and gains
Patient senAce re\enue (net of contractual allowances and discounts)
Provsion for bad debts

Net patient seNce revenue less provsion for bad debts

Net assets released from restrictions and used for operations
Research revenue
Other revenue

Total revenues and gains

Operating expenses
Salaries and benefits
Supplies and other expenses
Research expenses
Depreciation and amortization
Insurance
Licensure fee
Interest

Total operating, expenses

Income from operations

Nonoperating gains (losses)
In\lestment income on assets limited as to use
Unrestricted gifts and bequests
Change in fair value of interest rate swaps
Change in net unrealized gains (losses) on Investrnents
Nonoperating expenditures

Net nonoperating gains (losses)

Excess of revenues and gains over expenses and losses

Other changes in unrestricted net assets
Pension and postretirement adjustment
Net assets released from restrictions used for purchase of
property, plant and equipment

Transfer from (to) deferred revenue

Increase in unrestricted net assets

2012 2011

$ 804,558,084 $ 755,046,092
{42,706,347} {31 ,931 ,088}

761,851,737 723,115,004

2,579,956 2,995,386
26,695,762 28,456,839
55,025,887 54,588,515

846,153,342 809,155,744

551,985,701 526,523,654
163,501,746 150,237,859

26,516,062 28,599,517
27,463,883 27,521,712
30,434,400 29,603,122
31,835,264 30,712,398

3,604,940 3,741,400

835,341,996 796,939,662

10,811,346 12,216,082

3,973,173 3,246,158,
544,936 645,990

(2,272,855) (1,539,686)
...~ ')~o ')n,::: , ...') t::70 ~n'l\
1v,"-Vv,"-vv \ I"-,VI v,vvv/

{2,106,586} {1,886,229}

13,377,873 {12,213,070}

24,189,219 3,012

(11,125,426) (19,355,459)

2,033,732 3,419,281
19,619 {2,641,640}

$ 15,117,144 $ ~18,574,806~

3

The accompanying notes are an integral part of these financial statements.



Care New England Health System and Affiliates
Consolidated Statements of Changes in Net Assets
Years Ended September 30,2012 and 2011

Unrestricted net assets
Excess of revenues and gains over expenses and losses
Other changes in unrestricted net assets

Pension and postretirement adjustment
Net assets released from restrictions used for purchase of
property, plant and equipment

Transfer to deferred revenue

Increase in unrestricted net assets

Temporarily restricted net assets
Contributions
Income from lnvsstrnents
Net realized and unrealized gains (losses) from ih\estments
Net assets released from restrictions

Increase (decrease) in temporarily restricted net assets

Permanently restricted net assets
Net realizedand unrealized gains (losses) from lnvestrnents
Contributions

Increase (decrease) in permanently restricted net assets

Increase (decrease) in net assets

Net assets
Beginning of year

End of year

2012 2011

$ 24, 189,219 $ 3,012

(11,125,426) (19,355,459)

2,033,732 3,419,281
19,619 ~2,641,640l

15,117,144 (18,574,806l

8,110,785 7,114,804
1,026,932 908,944
3,147,713 (1,344,487)

~4,613,688l ~6,414,667l

7,671,742 264,594

1,142,497 (499,422)
63,975 104,080

1,206,472 ~395,342l

23,995,358 (18,705,554)

288,577,501 307,283,055

$312,572,859 $288,577,501

The accompanying notes are an integral part of these financial statements.
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Care New England Health System and Affiliates
Consolidated Statements of Cash Flows
Years Ended September 30,2012 and 2011

Operating activities
Change in net assets
Adjustments to reconcile change in net assets to net cash provded
by (used in) operating actlvtles

Pension and postretirement adjustment
Depreciation and amortization
Gain on early extinguishment of debt
Provslon for bad debt
Change in fair value of interest rate swaps
Income and gains on assets limited as to use
Net unrealized (gains) losses on investments
Restricted contributions and investment income
Changes in

Patient accounts receivable
lnvestrnents
Other current and iong-term assets
Accounts payable and accrued expenses
Estimated third-party payor settlements
Deferred revenue and other liabilities
Net pension liability
Self-insurance reserves

Net cash presided by (used in) operating activtles

Investing activities
Purchase of property and equipment
Purchase of lnvsstments
Proceeds from the sale of lnvestments

Net cash used in lnvestinq activities

Financing activities
Proceeds from long-term debt and capital leases
Payments on long-term debt and capital leases
Restricted contributions to be used for long-term
investments and investment income

Net cash provded by financing actlvtles
Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents
Beginning of year

End of year

Supplemental disclosures of cash flow information
Cash paid for-interest

2012 2011

$ 23,995,358 $ (18,705,554)

\

11,125,426 19,355,459
27,463,883 27,521,712

(202,223)
42,706,347 31,931,088

2,272,855 1,539,686
(3,973,173) (3,246,158)

(13,239,205) 12,679,303
(898,987) 395,342

(43,567,047) (46,723,599)
13,197,771 (42,982,013)
(4,200,280) (9,216,025)
(2,014,247) (6,072,292)
1,264,441 (1,737,164)
2,698,042 1,325,516

(7,885,055) (3,740,625)
8,014,717 13,778,976

56,758,623 (23,896,348)

(26,455,629) (25,089,952)
(114,702,347) (115,355,519)
101,013,682 108,193,744
(40,144,294) (32,251,727)

10,000,000 28,000,000
(6,907,078) (8,136,099)

898,987 {395,342}
3,991,909 19,468,559

20,606,238 (36,679,516)

42,228,189 78,907,705

$ 62,834,427 $ 42,228,189

$ 4,047,720 $ 3,866,428

5

The accompanying notes are an integral part of these financial statements.



Care New England Health System and Affiliates
Notes to Consolidated Financial.Statements .
September 30, 2012 and 2011

1. Description of Organization

Corporate Structure
Care New England Health System ("CNE", "Care New England", or the "Health System"), a
not-for-profit corporation, was established in February 1996 as the holding company for the
development of an integrated delivery network which consists of Butler Hospital, Kent County
Memorial Hospital, and Women & Infants Hospital of Rhode Island (collectively, the "Hospitals"),
and the Kent County Visiting Nurse Association, d/b/a VNA of Care New England (the "Agency").

The accompanying consolidated financial statements include the accounts of Care New England
and its affiliates, over which Care New England has corporate governance:

• Butler Hospital ("Butler") and its affiliates, Carriage House, LLC ("Carriage"), and Butler
Hospital Allied Medical Services, LLC.

• Kent County Memorial Hospital ("Kent") and its affiliates, Kent Hospital Foundation, Kent
Ancillary Services, LLC, Affinity Physicians, LLC, and Toll Gate Indemnity, Ltd. ("Toll Gate").

• Women & Infants Corporation ("WIC") and its affiliates, Women & Infants Development
Foundation, Palomar Group, Inc. ("Palomar"), Women & Infants Hospital of Rhode Island
("WIH"), WIH Faculty Physicians, Inc., Women & Infants Ancillary Services, LLC, Women &
Infants Health Care Alliance, LLC, and W&llndemnity, Ltd. ("W&llndemnity").

• Kent County Visiting Nurse Association and its affiliate, Healthtouch, Inc. (together, the
"Agency").

• Care New England Wellness Centers, LLC.

Intercompany accounts have been eliminated in consolidation.

Mission and Nature of Business
Care New England is dedicated to building an exemplary health care system. Care New England
supports the three Hospitals, the Agency, and other affiliated organizations.

The mission of Butler Hospital is to provide treatmentof psychiatric illness in an atmosphere of
dignity and respect, and to contribute to knowledge through education and research, while
continuously improving the ways Butler serves its patients and the community. Butler is a 117-bed,
not-for-profit psychiatric teaching hospital, affiliated with The Warren Alpert Medical School of
Brown University, providing services for the care of patients from Rhode Island and nearby
Massachusetts. As a complement to its role inservice and education, Butler actively supports
research by members of its staff. Butler is accredited by The Joint Commission ("TJC").

6



Care New England Health System and Affiliates
Notes to Consolidated Financial Statements
September 30, 2012 and 2011

The mission of Kent County Memorial Hospital is to continually improve the health and well-being
of the people and communities it serves, offering its essential services without regard for the ability
to pay. Kent is a 359-bed, not-for-profit general hospital providing a full range of services for the
acute care of patients principally from Kent County, Rhode Island. Kent is affiliated with, and
provides clinical training to, the students of the University of New England College of Osteopathic
Medicine, and currently operates American Osteopathic Association approved residency programs
in emergency medicine, family practice, internal medicine, and afellowship program in hyperbaric
medicine. Kent is accredited by TJC and the Commission on Accreditation of Rehabilitation
Facilities. Toll Gate, a wholly owned subsidiary of Kent insures primary and excess hospital
professional and general liability risks for the Hospital and its employees on an occurrence basis.
Toll Gate insures the Hospital's contractual liability (pursuant to certain Indemnification
Agreements) arising from employed physicians' professional liability on both a claims-made and
occurrence basis. Toll Gate also insures the Hospital's contractual liability (pursuant to certain
Indemnification Agreements) arising from community physicians' professional liability on both a
claims-made and occurrence basis.

The mission of Women & Infants Corporation is to support Women & Infants Hospital of Rhode
Island and all other affiliated organizations. The mission of Women & Infants Hospital of Rhode
Island is to improve the health and well-being of women and infants, and to provide essential
services regardless of ability to pay. WIH is a 247 -bed, not-for-profit regional center for women and
infants' care in Rhode Island and southern New England. Among other university affiliations,
Women & Infants is the primary teaching affiliate of the Warren Alpert Medical School of Brown
University in obstetrics, gynecology and newborn pediatrics along with related sub-specialty and
internal medicine services. As a complement to its role in service and education, WIH actively
supports research by members of its staff. WIH is accredited by TJC. W&llndemnity is a wholly
owned subsidiary of WIH. W&I Indemnity insures excess hospital professional liability risks for the
Hospital and its employees on an occurrence basis, and excess hospital professional liability risks
for the Care Ne'N England Health. System solely to the extent not covered by commercial insurance
purchased by Care New England, Butler, or Kent. W&I Indemnity insures the Hospital's contractual
liability (pursuant to certain Indemnification Agreements) arising from employed physicians' and
residents' medical malpractice liability on an occurrence basis. W&llndemnity also insures the
Hospital's contractual liability (pursuant to certain Indemnification Agreements) arising from
community physicians' medical malpractice liability on both a claims-made and occurrence basis.

The mission of Kent County Visiting Nurse Association is to provide and administer a
comprehensive, multidisciplinary, therapeutic, hospice, and public health nursing program. The
Agency is a not-for-profit corporation, providing home care services to the residents of Rhode
Island and nearby Massachusetts. Healthtouch, Inc. is a not-for-profit corporation providing private
duty nursing and personal care services, primarily to residents of Rhode Island.

2. Significant Accounting Policies

Basis of Presentation
The accompanying consolidated financial statements have been prepared on the accrual basis and
in accordance with accounting principles generally accepted in the United States of America
("GAAP") and in accordance with the reporting principles of not-for-profit accounting as defined by
Not-for-Profit Entities and the American Institute of Certified Public Accountants ("AICPA") Audit
and Accounting Guide for Health Care Organizations.
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Care New England Health System and Affiliates
Notes to Consolidated Financial Statements
September 30, 2012 and 2011

Use of Estimates
The preparation of consolidated financial statements in conformity with accounting principles
generally accepted in the United States requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities, and disclosure of contingent assets and
liabilities at the date of the consolidated financial statements, and the reported amounts of
revenues and expenses during the reporting period. Significant estimates are made in the areas of
patient accounts receivable, accruals for settlements with third-party payors, incurred but not
reported liabilities for medical, workers' compensation, and medical malpractice insurance, and
other accrued expenses. Actual results could differ from those estimates.

Cash and Cash Equivalents
Care New England considers all highly liquid investments with a maturity of three months or less
when purchased to be cash equivalents, excluding amounts whose use is limited by the Boards of
Trustees (the "Boards") designation or other arrangements under trust agreements.

Investments
Investments in equity securities with readily determinable fair values and all investments in debt
securities are measured at fair value in the consolidated balance sheets. Investment income or
loss (including realized and unrealized gains and losses on investments, other-than-temporary
impairments in the value of securities, interest, and dividends) is included in the excess of
revenues and gains over expenses unless the income or loss is restricted by donor or law.

Kent, WIH, Butler and the Agency follow the practice of pooling resources of unrestricted and
restricted assets for long-term investment purposes. The investment pool is operated on the
market value method whereby each participating fund is assigned a number of units based on the
percentage of the pool it owns at the time of entry. Income, gains, and losses of the pool are
allocated to the funds based on their respective participation in the pool,

Alternative investments (nontraditional, not readily marketable holdings) include hedge funds.
Alternative investment interests generally are structured such that the Health System holds a
limited partnership interest. The Health System's ownership structure does not provide for control
over the related investees, and the Health System's financial risk is limited to the carrying amount
reported for each investee, in addition to any unfunded capital commitment. There are no future
funding commitments for alternative investments at September 30, 2012.

Individual investment holdings within the alternative investments include nonmarketable and
market-traded debt and equity securities, and interests in other alternative investments. The
Health System may be exposed indirectly to securities lending, short sales of securities, and
trading in futures and forward contracts, options, and other derivative products. Alternative
investments often have liquidity restrictions underwhich the Health System's capital may be
divested only at specified times. The Health System's liquidity restrictions may be up to 90.days
for certain investments. Liquidity restrictions may apply to all or portions of a particular invested
amount. The Health System's policy is to record its ownership interest in certain alternative
investments of less than 5% at cost.

8



Care New England Health System and Affiliates
Notes to Consolidated Financial Statements
September 30, 2012 and 2011

Financial information used by the Health System to evaluate its alternative investments is provided
by the investment manager or general partner, and includes fair value valuations (quoted market
prices and values determined through other means) of underlying securities and other financial
instruments held by the investee, and estimates that require varying degrees of judgment. The
financial statements of the investee companies are audited annually by independent auditors,
although the timing for reporting the results of such audits does not always coincide with the Health
System's annual financial statement reporting.

There is uncertainty in the valuation for alternative investments arising from factors such as lack of
active markets (primary and secondary), lack of transparency into underlying holdings, and time
lags associated with reporting by investee companies. As a result, there is at least a reasonable
possibility that estimates will change in the near term.

Income and realized net gains (losses) on investments of endowments and specific purpose funds
are reported as follows:

• Increases (decreases) in permanently restricted net assets if the terms of the gift require that
they be added to the principal of permanently restricted net assets;

• Increases (decreases) in temporarily restricted net assets if the terms of the gift impose
restrictions on the use of the income or the income has not yet been appropriated; or

• Increases (decreases) in the unrestricted net assets in all other cases.

Assets Limited as to Use
Assets limited as to use primarily include endowment funds, assets held by trustees under
indenture agreements and insurance programs, deferred compensation arrangements, and
designated assets set aside by one or more of the Boards, over which the Boards retain control
and may, at their discretion, subsequently use for other purposes. Amounts required to meet
current obligations of the Hospitals have been reclassified to current assets.

Inventories
Inventories of drugs and supplies are stated at the lower of cost (first-in, first-out) or market.
Inventories of $4,860,022 and $4,180,758 at September 30, 2012 and 2011, respectively are
included in other current assets in the consolidated balance sheets.

Property and Equipment
Property and equipment acquisitions are recorded at cost. Donated property and equipment is
recorded at fair value at the date of receipt. Interest cost incurred on borrowed funds during the
period of construction of capital assets is capitalized as a component of the cost of acquiring those
assets. Depreciation is recorded using the straight-line method based on the estimated useful life
of each class of depreciable asset, as recommended by the American Hospital Association as
follows:

Buildings and improvements
Fixed and moveable equipment

5 - 40 Years
3 - 20 Years

9



Care New England Health System and Affiliates
Notes to Consolidated Financial Statements
September 30, 2012 and 2011

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

Assets recorded under capital leases are amortized on the straight-line method over the shorter
period of the lease term or the estimated useful life of the asset. Such amortization is included with
depreciation and amortization expense in the consolidated statements of operations.

Upon retirement or sale of assets, the cost of assets disposed of and the related accumulated
depreciation are eliminated and the related gains or losses are recognized in other revenue in the
consolidated statements of operations.

Care New England evaluates the potential impairment of property, plant and equipment whenever
events or changes in circumstances indicate that the carrying value of a group of assets may not
be recoverable.

Pledges
Pledges, less an allowance for uncollectible amounts, are recorded as receivables in the year
made. Pledges receivable over a period greater than one year are stated at net present value.
Pledges are recorded as additions to the appropriate" net asset classification.

Deferred Financing Costs
Expenses related to issuance of bonds are deferred and amortized on a straight-line basis over the
period during which the bonds are expected to be outstanding.

Self-Insurance Reserves
The reserves for self-insured programs are estimated based on actuarial studies and the Hospitals'
and industry experience. The reserves include estimates: of the ultimate cost for both reported
claims and claims incurred but not yet reported. The Hospitals have established separate
indemnification companies and trust funds for payment of certain self-insured claims including
medical malpractice.

Care New England is self-insured for losses arising from workers' compensation claims. Loss
reserves are estimated based on actuarial studies, and the Health System's and industry
experience.

For the employees of the Hospitals and the Agency, Care New England is self-insured for losses
arising from health insurance claims. Self-insured losses for both reported claims and claims
incurred but not yet reported are estimated based on actuarial studies and the Health System's
actual experience.

Temporarily and Permanently Restricted Net Assets
Temporarily restricted net assets are those whose use has been limited by donors to a specific
time period or purpose. Permanently restricted net assets have been restricted by donors to be
maintained in perpetuity.
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Care New England Health System and Affiliates
Notes to Consolidated Financial Statements
September 30, 2012 and 2011

Excess of Revenues Over Expenses
The consolidated statements of operations and changes in net assets include excess of revenues
and gains over expenses. Changes in unrestricted net assets, which are excluded from excess of .
revenues and gains over expenses, consistent with industry practice, include permanent transfers
of assets to and from affiliates for other than goods and services, contributions of long-lived assets
(including assets acquired using contributions which by donor restriction were to be used for the
purposes of acquiring such assets), and changes in the pension and postretirement liability.

Net Patient Service Revenue
The Hospitals and the Agency have individual agreements with many third-party payors that
provide payments at amounts different from their established rates. Payment arrangements
include prospectively determined rates per discharge, reimbursed costs, discounted charges, and
per-diem payments.

Net patient service revenue is reported at estimated net realizable amounts from patients,
third-party payors, and others for services rendered, and includes estimated retroactive revenue
adjustments due to such things as future audits and reviews. 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 adjustments.

Research Revenue
Research revenue includes revenue from federal, state, institutional and other sources for the
purposes of funding research activities.

Other Revenue
Other revenue includes underwriting income, rental income, cafeteria sales, laboratory services
provided to nonpatients, sales of home medical equipment, vendor rebates and discounts, varlous
services provided to physicians and other organizations and gains or losses upon the retirement or
sale of assets.

Charity Care
The Health System provides care to patients who meet certain criteria under their charity care
policies without charge or at amounts less than established rates. Because the Health System
does not pursue collection of amounts determined to qualify as charity care, they are not reported
as net patient revenue.

Contributions and Donor-Restricted Gifts
Unconditional promises to give cash and other assets are reported at fair value at the date the
promise ls'recelved. Conditional promises to give and indications of intentions to give are reported
at fair value at the date when the condition is satisfied. Gifts are reported as either temporarily or
permanently restricted support if they are received with donor stipulations that limit the use of the
donated assets. When a donor restriction expires, that is, when a stipulated time restriction ends
or purpose restriction is accomplished, temporarily restricted net assets are reclassified as
unrestricted net assets and reported in the consolidated statements of operations and changes in
net assets as net assets released from restrictions.

Unrestricted contributions are reported net of direct fundraising expenses in the consolidated
statements of operations.
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Care New England Health System and Affiliates
Notes to Consolidated Financial Statements
September 30, 2012 and 2011

Income Tax Status
Care New England, the Hospitals, the Agency, Healthtouch, Women & Infants Faculty Physicians,
Inc., Women & Infants Corporation, Women & Infants Development Foundation, Palomar, and Kent
Hospital Foundation are not-for-profit corporations, and have been recognized as tax exempt on
related income pursuant to Section 501(c)(3) of the Internal Revenue Code. W&llndemnity, Ltd.
and Toll Gate Indemnity, Ltd. are foreign corporations with no material tax liability. Other affiliates
are single-member limited liability companies which are treated as part of their sole member for tax
purposes.

New Accounting Pronouncements
Measuring Charity Care for Disclosure
In August 2010, the Financial Accounting Standards Board (FASB) issued Accounting Standards
Update 2010-23 (ASU 2010-23), Measuring Charity Care for Disclosure that requires health care
'entities to use cost as the measurement basis for charity care disclosures and defines cost as the
direct and indirect costs of providing charity care. The Health System adopted the guidance on
October 1, 2011, and the accompanying notes to the consolidated financial statements reflect the
amended disclosure requirements. The cost of caring for charity care patients is disclosed in
Note 4. This guidance amends disclosure requirements only; therefore, there was no impact to the
Health System's consolidated financial statements upon adoption.

Presentation of Insurance Claims and Related Insurance Recoveries
In August 2010, the FASB issued ASU 2010-24, Presentation of Insurance Claims and Related
Insurance Recoveries, which prohibits the offsetting of conditional or unconditional liabilities with
anticipated insurance recoveries from third parties. The Health System adopted the new guidance
on October 1, 2011. The adoption of the guidance did not have a significant impact on the
consolidated financial statements.

Presentation and Disclosure of Patient Service Revenue, Provision for Bad Debts, and the
Allowance for Doubtful Accounts
In July 2011, the FASB issued ASU 2011-7, Presentation and Disclosure of Patient Service
Revenue, the Provision for Bad Debts, and Allowance for Doubtful Accounts. This guidance
requires the Health System to modify the presentation of its consolidated statements of operations
and changes in net assets by reclassifying the provision for bad debts associated with patient
revenue from an operating expense to a deduction 'from patient service revenue. Additionally, the
guidance requires enhanced disclosure about the Health System's policies for recognizing revenue
and assessing bad debts, patient service revenue (net of contractual allowances and discounts),
and qualitative and quantitative information about changes in the allowance for doubtful accounts.
The Health System adopted the guidance on October 1, 2011.

Reclassifications
Certain items in the 2011 financial statements have been reclassified to conform to the current year
presentation.
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Care New England Health System and Affiliates
Notes to Consolidated Financial Statements
September 30, 2012 and 2011

3. Revision to the 2011 Consolidated Financial Statements

The Health System has revised the September 30,2011 consolidated financial statements to
reflect the .correctlon of an error related to the misapplication of accounting principles related to
temporarily restricted net assets. As a result of this correction, the following adjustments have
been made to the previously reported September 30, 2011 temporarily restricted net asset.

As Reported As RevisedAdjustment

Unrestricted net assets
Temporarily restricted net assets

$223,493,967
46,947,206

$244,071,577
26,369,596

$ 20,577,610
(20,577,610)

4. Uncompensated Care and Community Services

The Health System maintains records to identify and monitor the level of charity care and
community services it provides, including the amount of charges forgone for services and the
estimated cost incurred to provide those services. The revenues forgone and estimated costs and
expenses incurred to provide charity care for the years ended September 30 are as foiiows:

2012 2011

Revenues forgone, based on established rates
Expenses and costs incurred

$ 36,846,051
14,376,362

$ 35,271, 183
14,554,470

Of the Health System's total expenses reported ($835,341,996 and $796,939,662 in 2012 and
2011, respectively), an estimated $14,376,362 and $14,554,470 arose during 2012 and 2011
respectively, from providing services to charity patients. The estimated costs of piOviding charity
services are based on a calculation which applies a ratio of costs to charges to the gross
uncompensated charges associated with providing care to patients who qualify for charity care,
The ratio of cost to charges is calculated based on total expenses (less bad debt expense) divided
by gross patient service revenue. The Health System did not receive significant contributions that
were restricted for the care of indigent patients during 2012 and 2011.

In addition to the above-mentioned medical care rendered, the Health System provides numerous
other services free of charge to the community. These services include such things as transporting
patients to the healthcare facilities, interpretation of medical lnformatlonto various languages,
volunteer services to other not-for-profit agencies, emergency and disaster relief services, various
health, educational, research and teaching programs, healthcare screening services, therapeutic
patient services, and provision of direct services to patients with multiple psychosocial needs.

2012 2011

Approximated revenues forgone, or cost of the
servces presided to the community $ 7,131,790 $ 7,397,062

The Health System also provides services to other indigent patients under the Medicaid/Rite Care
Program, which reimburses healthcare providers at amounts which are less than the cost of
services provided to the recipients.
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Notes to Consolidated Financial Statements
September 30, 2012 and 2011

In addition to the cost of charity care and other community service programs, the Health System
provided $42,706,347 and $31,931,088 for uncollectible patient accounts during the years ended
September 30,2012 and 2011, respectively.

5. Allowance for Doubtful Accounts

Accounts receivable are reduced by an allowance for doubtful accounts. In evaluating the
collectability of accounts receivable, the Health System analyzes its past history and identifies
trends for each of its major payor sources of revenue to estimate the appropriate allowance for
doubtful accounts and provision for bad debts. Management regularly reviews data about these
major payor sources of revenue in evaluating the sufficiency of the allowance for doubtful accounts.
For receivables associated with services provided to patients who have third-party coveraqe, the
Health System analyzes contractually due amounts and provides an allowance for doubtful
accounts and a provision for bad debts, if necessary (for example, for expected uncollectible
deductibles and copayments on accounts for which the third-party payor has not yet paid, or for
payors who are known to be having financial difficulties that make the realization of amounts due
unlikely). For receivables associated with self-pay patients (which includes both patients without
insurance and patients with deductible and copayment balances due for which third-party coverage
exists for part of the bill), the Health System records a Significant provision for bad debts in the
period of service on the basis of its past experience, which indicates that many patients are unable
or unwilling to pay a portion of their bill for which they are financially responsible. The ditference
between the standard rates (or the discounted rates if negotiated) and the amounts actually
collected after all reasonable collection efforts have been exhausted is charged off against the'
allowance for doubtful accounts.

The Health System's allowance for doubtful accounts for self-pay patients increased from 25.4% of
net accounts receivable at September 30, 2011, to 26.7% of net accounts receivable at
September 30,2012. In addition, the Health System's self-pay charity and bad debt wrlte-offs
increased $7,154,000 from $63,285,000 for fiscal year 2011 to $70,439,000 for fiscal year 2012.
Both increases were the result of increases in patients served who had no insurance coverage or
who had higher co pays and/or deductibles than in the past. The largest increases were
experienced at Kent where a significant increase in the number of patients treated in its emergency
department also contributed to the increase in self-pay activity. The Health System has not
changed its charity care or uninsured discount policies during fiscal years 2011 or 2012.

6. Pledges Receivable

Unconditional promises to give are recorded at present value as current and long-term assets
based on expected time of collection. Future expected collections of these pledges as of
September 30 are as follows:

2012 2011

Within one year $ 2,065,207 $ 2,195,890
One to fi\e years 2,804,623 3,650,520
Beyond fi\e years 19,324 6,305

4,889,154 5,852,715

Less: Allowance for uncollectibles {356,441l {1,228,605l

Pledges receivable, net $ 4,532,713 $ 4,624,110
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Care New England Health System and Affiliates
Notes to Consolidated Financial Statements
September 30,2012 and 2011

7. Summary of Investments

Investments at September 30 are summarized as follows:

Securities, at market
Cash and cash equivalents
Fixed income securities
Equity securities
Mutual funds
Auction rate securities
Alternative Investments
Assets held under split - interest agreements

Cash surrender value of life insurance

2012 2011

$ 30,726,952 $ 29,229,814
17,989,608 74,757,990
43,582,040 52,244,843
80,484,437 76,231,228

4,175,157 10,598,691
57,514,333 35,591,407
11,216,513 10,074,539
29,333,583 28,590,839

$ 335,022,623 $317,319,351

The cash surrender value of life insurance is included in Board-designated funds.

Investment return for the years ended September 30 consisted of the following:

2012 2011

Interest and di\Adend income $ 2,493,051 $ 2,862,928
Net realized gains on sales of lnvestments 8,754,299 9,885,312
Net change in unrealized (losses) gains 13,239,205 {12,679,303}

$ 24,486,555 $ 68,937

Included in operating revenue $ 7,274,177 $ 9,502,082
Included in nonoperating revsnue 17,212,378 {9,433, 145}

$ 24,486,555 $ 68,937

Care New England, the Hospitals, and the Agency routinely invest their surplus operating funds in
various overnight repurchase agreements, money market funds, and fixed income U.S. agency
bonds, which are classified as cash and cash equivalents.

Through its consolidated treasury management system, Care New England, on behalf of the Health
System, has invested surplus operating cash in auction rate securities with varying maturity dates,
which are backed by student loans. These loans are guaranteed for repayment by the federal
government. During 2008,_ the auctions at which these securities were sold began to fail, requiring
CNE to hold these securities indefinitely. However, payments of interest from the underlying loan
pool remain current. As of September 30,2012, these securities are recorded as long-term
investments and as of September 30 2011, these securities are recorded as short-term and long-
term investments in the consolidated balance sheets and Care New England has recorded an
other-than-temporary impairment loss of $824,844 and $651,310, respectively, based on an
independent valuation of the securities. During 2012, $6,250,000 of the auction rate securities
were liquidated at face value, resulting in a nonoperating gain of $361 ,466. During 2011,
$9,750,000 of ,he auction rate securities were liquidated at face value, resulting in a nonoperating
gain of $548,825.
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The summary of the current and long-term fair value of the auction rate securities is as follows:

2012 2011

Current investments $ $ 4,003,500
Long term investments 4,175,157 6,595,191

$ .4,175,157 $ 10,598,691

8. Property, Plant and Equipment

A summary of property, plant and equipment at September 30 follows:

2012

Land and land improvements
Buildings and improvements
Moveable equipment

Total property, plant and equipment

Less: Accumulated depreciation and amortization

$ 10,534, 754
349,992,370
260,585,416
621,112,540

(381,298,883)
239,813,657

9,973,632Construction and projects in progress

Property, plant and equipment, net $ 249,787,289

2011

$ 10,409,078
345,142,240
275,240,463

630,791,781-

(382,282,204)
248,509,571

2,285,966

$ 250,795,543

Depreciation expense of property, plant and equipment amounted to $27,298,979 and $27,364,023
for the years ended September 30,2012 and 2011, respectively.

Care New England had property, plant and equipment disposals of $608,919 and $3,119,556 with
accumulated depreciation of $529,266 and $2,922,517 for the years ended September 30, 2012
and 2011, respectively. In addition, the Health System wrote off $27,153,034 of fully depreciated
assets that were being tracked on the fixed asset register and determined to no longer be in
service. The net book value was written off and reflected in the consolidated statements of
operations.

During'May 2010, Kent received a Certificate of Need approval from the Rhode Island Department
of Health to construct and relocate its outpatient surgical suites on one floor of a two-story medical
building being built on its campus by a private developer. The Certificate of Need also includes
lobby renovations, the construction of a connector to the main hospital building, and the
construction of a 10-bed short stay nursing unit in the vacated outpatient surgery space. The
project will be funded through tax-exempt debt and philanthropic donations. Total estimated cost of
the project is $15,000,000 and it is expected to be completed during fiscal 2013.

During November 2010, Butler received a Certificate of Need approval from the Rhode Island
Department of Health to build a building that will house an updated Patient Assessment Service,
and accommodate an increase in Butler's licensed bed complement of inpatient psychiatry beds by
twenty-six. The building will be funded through tax-exempt debt, use of equity, and philanthropic
donations. Total estimated cost of the new building is $19,126,000 and it is expected to be
completed during calendar 2013.
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As of September 30,2012, the Health System estimated the total cost of completion of construction
and projects in progress to be approximately $30,991,000. The funding to complete these projects
will come from Board-designated funds, trustee-held funds, philanthropic donations and operating
cash.

WIH leases land for its facility from Rhode Island Hospital ("RIH"), for a nominal annual payment,
under a 99-year lease agreement which expires December 31,2085.

Butler owns approximately 110 acres of land, which was purchased with donated funds in the mid-
19th century. This land has a book value of one dollar.

In the late 1940s, Kent acquired 57 acres of land, which is recorded at the acquisition price of
$90,165.

Conditional asset retirement obligations are recorded at $1,680,800 and $1,650,159 as of
September 30,2012 and 2011, respectively. These obligations are recorded in other noncurrent
liabilities in the consolidated balance sheets. There are no assets that are legally restricted for
purposes of settling asset retirement obligations. During 2012 and 2011, there were no significant
retirement obligations incurred or settled. Accretion expense of $30,641 and $66,284 was
recorded during the years ended September 30,2012 and 2011, respectively.

9. Long-Term Debt and Capital Leases

A summary of long-term debt at September 30 is as follows:

Variable rate $46,730,000 RIHEBC 2008 Series A bonds, final
maturity in 2032

Variable rate $38,210,000 RIHEBC 2008 Series B bonds, final
maturity in 2037

Fixed rate $1i,000,000 RIHEBC 2010 Series bonds, final
maturity in 2031

Fixed rate $16,000,000 RIHEBC 2011 Series bonds, final
maturity in 2031

Term, $300,000 RIHEBC equipment note, final maturity in 2014
Term, $3,750,000 Bank of America mortgage note, final maturity in 2015
Term, $4,000,000 lime Insurance Company mortgage note,
final maturity in 2027

Capital lease obligations
Total long-term debt and capital lease obligations

Less: Current portion of long-term debt and capital lease obligations

Long-term debt and capital lease obi igations,
excluding current portion

2012 2011

$ 40,275~000 $ 41,655,000

28,570,000 29,885,000

11,369,682 11,793,682

15,392,733 16,000,000
66,102 97,058

2,406,250 2,593,750

3,578,380 3,671,380
13,112,760 6,184,338

114,770,907 111,880,208

(6,393,013) (5,913,883)

$108,377,894 $105,966,325

Rhode Island Health and Educational Building Corporation (RIHEBC) Bonds
In 2008, the Health System issued RIHEBC 2008 Series A variable rate bonds of $46,730,000.
The bonds have mandatory sinking fund redemptions ranging from $1,430,000 in 2013 to
$2,735,000 in 2032.
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In 2008, the Health System issued RIHEBC 2008 Series B variable rate bonds of $38,210,000.
The bonds have mandatory sinking fund redemptions ranging from $660,000 in 2013 to $1,810,000
in 2037.

The proceeds from the CNE 2008 Series A bonds were used to (1) refund the outstanding CNE
2002 Series A bonds, and (2) pay certain expenses related to the issuance of the CNE 2008
Series A bonds. The proceeds from the CNE 2008 Series B bonds were used to (1) defease a
portion of the outstanding CNE 2002 Series B bonds, and (2) finance a portion of WIH's
Certificated of Need project consisting of the construction, equipping, and furnishing of a five-story
addition to WIH's exlstlnq hospital building, (3) finance a portion of routine capital improvements,
and (4) pay certain expenses related to the issuance of the CNE 2008 Series B bonds. The CNE
2002 Series B bonds were defeased by depositing a portion of the proceeds of the CNE 2008
Series B bond proceeds and money contributed by the Obligated Group members, Butler, Kent,
WIC and WIH in an account held by the trustee for the CNE 2002 Series B bonds to provide funds
as and when necessary to pay the principal and interest on the CNE 2002 Series B bonds. The
refunding trust had sufficient fixed income securities to meet the required payments on the
outstanding balances, with final payment made on September 1, 2012.

The Series A and Series B bonds bear interest at a daily, weekly, or monthly rate, which is payable
on the first business day of each month, and on maturity or redemption dates and the fixed rate
conversion date. In no event will the interest rate borne by the bonds exceed 10% per annum.
Since issuance in 2008, the bonds have borne weekly interest rate. CNE has pledged gross
receipts backed by a bank letter of credit which expires on February 1,2015. The bonds are
subject to tender at the option of the owners thereof. To the extent the tendered bonds are not
able to be remarketed, the letter of credit bank has committed to purchase the bonds. Amounts
advanced by the bank to pay the purchase price on bonds being purchased and not reimbursed to
the bank on the date of such drawing will be converted to a credit aqreernent loan and amortized
over three years. eNE, Butler, Kent, VVle, and VVIH are jointly and severally liable for repayment.

Under the terms of the Series A and Series B revenue bonds, CNE and the Hospitals are required
to make periodic debt service payments with a trustee, which are included with assets limited as to
use. The revenue bond indenture and letter of credit agreement also places limits on the
incurrence of additional borrowings, and require that the Obligated Group satisfy certain measures
of financial performance as long as the bonds are outstanding. The Health System is required to
comply with certain debt covenants underthe bond agreements, including a minimum debt service
coverage ratio of 1.25 to 1 and a liquidity ratio of .75 to 1. The Health System has been, and
remains, compliant with these terms.
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In 2010, the Health System issued RIHEBC 2010 Series fixed rate bonds of $12,000,000. The
bonds have mandatory sinking fund redemptions ranging from $439,618 in 2013 to $813,065 in
2030, with a final payment of $417,695 in 2031. These bonds were issued as Direct Purchase Tax
Exempt Bank qualified bonds. The bonds bear a fixed interest rate of 3.65% through December,
2017 with 3 year optional tenders through December, 2030. The bonds bear interest on a per
annum basis with semi-annual payments based ona 20 year amortization. The proceeds from the
bonds are being used by Kent to finance (i) the renovation, equipping and furnishing of existing
hospital space to house a ten (10) bed short stay unit: (ii) the construction, equipping and
furnishing of a 30,000 square foot ambulatory surgical center with a connection to Kent's existing
hospital building and (iii) cost of issuance. CNE, Butler, Kent, WIC and WIH are jointly and
severable liable for repayment. Unspent bond proceeds of $9,123,660 are included in trustee-held
funds in the consolidated balance sheet at September 30, 2012. The Health System is required to
comply with certain debt covenants under the bond agreements, including a minimum debt service
coverage ratio of 1.25 to 1 and a liquidity ratio of .75 to 1. The Health System has been, and
remains, compliant with these terms.

In 2011, the Health System issued RIHEBC 2011 Series fixed rate bonds of $16,000,000. The
bonds have mandatory sinking fund redemptions ranging from $612,216 in 2013 to $1,044,574 in
2031. These bonds were issued as unrated private placement tax exempt bonds. The bonds bear
a fixed interest rate of 2.99% through July 31, 2018. The bonds bear interest on a per annum basis
with semi-annual payments based on a 20 year amortization. The proceeds from the bonds are
being used to finance (i) the construction, equipping and furnishing of a 32,000 square foot addition
of Butler's existing hospital facility; (ii) refinancing of the Bank of Rhode Island mortgage held by
WIC; (iii) refinancing of certain capital leases; (iv) purchase of capital equipment; (v) capitalized
Interest and (vi) cost of issuance. CNE, Butler, Kent, WIC and WIH are jointly and severable liable
for repayment. Unspent bond proceeds of $8,061 ,841 are included in trustee-held funds in the
consqlidated balance sheet at September 30,2012. The Health System is required to comply with
certain debt covenants under the bond agreements, including a minimum debt service COVeiage
ratio of 1.25 to 1 and a liquidity ratio of .75 to 1. The Health System has been, and remains,
compliant with these terms.

Rhode Island Health and Educational Building Corporation Notes
In 2004, theHealth System entered into a $300,000 RIHEBC Equipment Note due July 1, 2004
through June 1, 2014. Monthly interest and principal installments of $3,141 are due at a fixed
interest rate of 4.72%. The note is collateralized by the equipment purchased with the proceeds by
the Agency and guaranteed by the Health System.

Bank Mortgage Notes
In 2005, the Health System entered into a $3,750,000 mortgage note with Bank of America due
August 2005 through July 2015. Interest and principal installments of $33,837 on August 1, 2005
to $24,883 on June 1, ,2015 are due monthly, with a final payment of $1 ,899,215 due June 2015, at
a fixed interest rate of 5.64%. The note is collateralized by the real estate purchased. The Health
System is required to comply with certain debt covenants under the note agreement, including a
minimum debt service coverage ratio of 1.25 to 1. The Health System has been, and remains,
compliant with these terms.

In 2007, the Health System entered into a $4,000,000 mortgage note with Time Insurance
Company due October2007 through September 2027. Interest and principal installments of
$25,261 are due monthly, with a final payment of $1,338,527 due September 2027, at a fixed
interest rate of 5.79%. The note is collateralized by the real estate purchased.
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Interest Rate Swaps
CNE maintains interest rate swap programs on certain of its 2008 Series A and B variable rate
revenue bonds. These bonds expose the Health System to variability in interest payments due to
changes in interest rates. The Health System entered into various interest rate swap agreements
to manage fluctuations in cash flows resulting from interest rate risk. These agreements involve
the exchange of fixed rate payments by CNE for variable rate payments from counterparties, based
on the Securities Industry and Financial Markets Association (SIFMA) Index.

In 2004, CNE entered into an interest rate swap agreement with Bank of America Investments,
effectively converting the $50,000,000 RIHEBC CNE 2002 Series A variable rate debt to a fixed
rate of 2.99% for the period of October 1, 2005 through August 1, 2011.

As part of the 2008 Series A & B refinancing, CNE (1) maintained the interest rate swap agreement
that was entered into in 2004 with Bank of America Investments which effectively converted
$45,400,000 of the RIHEBC CNE 2008 Series A variable rate bonds to a fixed rate of 3.02% for the
period of February 1, 2008 through August 1, 2011. The notional amount of the swap at
September 30,2010 was $42,860,000, (2) entered into an interest rate swap agreement with
Deutsche Bank Group which effectively converts all of the RIHEBC CNE 2008 Series A variable
rate bonds to a fixed rate of 4.216% for the period of August 1, 2011 through July 1, 2032. The
notional amount of the swap at September 30, 2012 and 2011 was $40,275,000 and $41,655,000,
respectively, and (3) entered into an interest rate swap agreement with Morgan Stanley Capital
Services which effectively converts all of the RIHEBC CNE 2008 Series B variable rate bonds to a
fixed rate of 3.857% for the period of February 1,2008 through August 31,2037. The notional
amount of the swap at September 30, 2012 and 2011 was $28,570,000 and $29,885,000,
respectively.
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The Health System uses the interest rate swap agreements in order to manage its interest rate risk
associated with its outstanding debt. These swaps effectively convert interest rates on variable
rate bonds to fixed rates. The interest rate swap agreements meet the definition of derivative
instruments. However, the change in the market value and cash flow impact of the derivative
instruments are accounted for as a nonoperating activity. The swaps, while serving as an
economic hedge, do not qualify as an accounting hedge.

The following table summarizes the 2008 Series A and B debt activity for the fiscal years ended
September 30: 1

2012 2011

Debt outstanding

October 1 - August 31 $ 71,540,000 $ 74,500,000

September 1 - September 30 $ 68,845,000 $ 71,540,000

Weighted-a\erage bonds outstanding $ 71,315,417 $ 74,253,333

Interest payments to bondholders plus
letter of credit fees paid to bank $ 357,773 $ 443,848

Net cash payments on interest rate swaps 2,790,916 2,463,050

$ 3,148,689 $ 2,906,898

Effecti\e interest rate 4.42 % 3.91 %

Market value of swap agreements at September 30 $ ~13,629,389l $ ~11,356, 534l

Change in market value of swap agreements $ ~2,272,855l $ ~1,539,686l

Scheduled principal repayments on long-term debt are as follows for the years ended
September 30:

2013
2014
2015
2016
2017
Thereafter

$ 3,454,768
3,573,635
5,508,585
3,598,782
3,735,978

81,786,399

$101,658,147

Care New England had available $15,000,000 from October 1, 2010 through August 12, 2011 and
December 29,2011 through September 30,2012 through a line of credit with a financial institution.
There were no outstanding balances on the line of credit as of September 30, 2012 'and 2011.

The Hospitals classify certain noncancelable leases as capital leases, and include the property
under lease in their property and equipment. Amortization expense for these assets is included in
depreciation and amortization expenses in the consolidated statements of operations and changes
in net assets. Ownership of the leased property converts to the Hospitals at the end of the lease
term. Assets and related accumulated depreciation under the capital leases are included in
property, plant and equipment (Note 8).
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Future minimum lease payments due under capital lease arrangements are as follows:

Total minimum lease payments

Less: Amount representing interest

Capital lease obligations at September 30, 2012

$ 3,191,638
2,604,613
2,011,869
1,511,533
1,509,123
3,018,248

13,847,024

734,264

$ 13,112,760

2013
2014
2015
2016
2017
Thereafter

10. Temporarily and Permanently Restricted Net Assets

Temporarily restricted net assets are available for the following purposes or periods at
September 30:

2012 2011

Healthcare services $ 4,664,831 $ 3,815,689
Healthcare research 108,698 63,369
General purposes 8,317,602 7,306,745
Indigent care 2,845,711 2,483,848
Health education 2,039,599 1,945,865
Plant replacement and expansion 10,347,455 6,547,723
Endowment .A 'l")n n'la ') I")CJI Jlno

....,vLV,VvU v,£v"+,"+'=70

Other 1,397,406 951,859

Total temporarily restricted net assets $ 34,041,338 $ 26,369,596

Permanently restricted net assets at September 30 are restricted investments to be held in
perpetuity.

2012 2011

Plant replacement and expansion $ 11,216,513 $ 10,074,539
Indigent care 874,506 877,018
General purposes 1,603,479 1,603,481
Research 539,628 560,279
Healthcare services 4,081,187 4,007,497
Health education 1,027,487 1,013,514

Total permanently restricted net assets $ 19,342,800 $ 18,136,328
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The Health System follows the requirements of the Rhode Island enacted version of the Uniform
Prudent Management of Institutional Funds Act of 2006 as they relate to its permanently restricted
endowments. The Health System's endowments consist of numerous individual funds established
for a variety of purposes. Its endowments consist solely of donor-restricted endowment funds. As
required by U.S. generally accepted accounting principles, net assets associated with endowment
funds are classifi~~:;,~ndreported based on the existence or absence of donor-imposed restrictions.

The Health System classifies restricted donor funds in accordance with the laws of the State of
Rhode Island and generally accepted accounting principles. The Health System classifies as
permanently restricted net assets (1) the original value of gifts donated to the permanent
endowment, (2) the original value of subsequent gifts to the permanent endowment, and
(3) accumulations to the permanent endowment made in accordance with the direction of the
applicable donor gift instrument at the time the accumulation is added to the fund. The remaining
portion of the donor-restricted endowment funds that is not classified in permanently restricted net
assets is classified as temporarily restricted net assets until those amounts are appropriated for
expenditure. The Health System considers the following factors in making a determination to
appropriate or accumulate donor-restricted endowment funds: (1) the duration and preservation of
the fund" (2) the purpose of the Health System and the donor-restricted endowment fund,
(3) general economic conditions, (4) the possible effect of inflation and deflation, (5) the expected
total return from income and the appreciation of investments, and (6) the investment policies of the
Health System.

For the year ended September 30,2012, the Health System had the following changes in the
endowment net assets:

Temporarily Permanently
Restricted Restricted Total

Endowment net assets at beginning of year $ 16,702,976 $ 8,061,789 $ 24,764,765

Investment return
Investment income 505,468 523 505,991
Net appreciation (realized and unrealized) 3,240,794 3,240,794

Total investment return 3,746,262 523 3,746,785

Contributions (14,258) 63,975 49,717
Appropriation of endowment assets for expenditure ~499,107} ~499,107}

Endowment net assets at end of year $ 19,935,873 $ 8,126,287 $ 28,062,160
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For the year ended September 30,2011, the Health System had the following changes in the
endowment net assets:

Temporarily Permanently
Restricted Restricted Total

Endowment net assets at beginning of year $ 17,801,565 $ 7,957,205 $ 25,758,770

Investment return
Investment income 333,250 504 333,754
Net appreciation (realized and unrealized) {1,066,399} {1,066,399}

Total investment return (733,149) 504 (732,645)

Contributions _(37,149) 104,080 66,931
Appropriation of endowment assets for expenditure {328,291 } {328,291}

Endowment net assets at end of year $ 16,702,976 $ 8,061,789 $ 24,764,765

In addition to permanently restricted endowments, Kent is an income beneficiary of various trusts.
On September 30, 2012 and 2011, the market value of the trust assets, which are recorded as
permanently restricted net assets, totaled $11,216,513 and $10,074,539, respectively.
Distributions of income are made at the discretion of the trustees.

It is the policy of the Health System that any appropriations from the appreciation in endowment
funds are periodically requested of and approved by the Board of Trustees.

The Board have responsibility for formulating investment policy. The investment policy is to invest
in a conservative asset portfolio with minimal investment risk. Certain funds are lncludedin a
consolidated long term investment pool and invested in accordance with the investment strategy, _
authorized by the Boards.

From time to time, the fair value of assets associated with individual donor-restricted endowment
funds may fall below the level that the donor requires the Health System to retain as a fund of
perpetual duration. Deficiencies of this nature that are reported in unrestricted net assets are
immaterial as of September 30,2012 and 2011. These deficiencies resulted from unfavorable
market fluctuations. The individual donor-restricted endowment funds with deficiencies will retain
future income and appreciation to restore the required fair value of the assets.

During fiscal 2012 and 2011, net assets were released from donor restrictions by incurring
expenses satisfying the following restricted purposes:

2012 2011

Healthcare services $ 1,234,809 $ 1,541,279
Healthcare research 2,693 18,205
Plant replacement and expansion 2,033,732 3,419,281
Other 1,112,625 1,046,630
Health education 127,886 282,197
Indigent care 101,943 107,075

Total net assets released from restrictions $ 4,613,688 $ 6,414,667
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11. Retirement Plans

The Health System has two separate pension plans. One plan covers the employees of CNE and
the Hospitals, with the exception of the unionized employees ofWIH (who are covered under a
multiemployer union plan) and certain WIH-employed physicians. The other plan covers the
employees of the Agency.

Care New England Pension Plan
The Care New England Pension Plan (the "Pian"), established on October 1, 1998, is a defined
benefit cash balance plan that covers all of the employees of CNE, and all of the Hospitals'
employees, with the exception of the unionized employees and certain employed physicians at
WIH. The benefits for the unionized employees at Butler are computed under a separate formula
that was in effect when the Butler plan was a standalone noncontributory defined benefit plan. The
Hospitals incur and fund their respective pension plan expenses within the guidelines established
by the Employee Retirement Income Security Act of 1974.

The Care New England Board of Trustees voted, on September 23,2010, to freeze the Plan
effective December 31, 2010 for all employees with the exception of the Butler unionized
employees. Effective December 31,2010, compensation paid to a participant shall be disregarded
for plan purposes, except for purposes related to determining benefits for the unionized employees
at Butler. In addition, a participant's cash balance account will only increase annually for interest
credit. In connection with the Plan freeze, the Health System enhanced contributions to the Care
New England 403(b) Match and Savings Plan.

Included in cumulative changes in unrestricted net assets at September 30,2012 that has not yet
been recognized in net periodic pension cost is an actuarial loss of $81,856,881. Included in
changes in unrestricted net assets at September 30,2011 that has not yet been recognized in net
periodic pension cost is an actuarial loss of $70,950,846.

The actuarial loss included as cumulative changes in unrestricted net assets and expected to be
recognized in net periodic pension cost during the fiscal year ended September 30, 2013 is
$1,777,022.

Net periodic pension cost includes the following components at September 30:

2012 2011

Service cost $ 1,866,870 $ 4,078,458
Interest cost 10,681,494 11,114,337
Expected return on plan assets (13,033,563) (13,523, 703)
Amortization of loss 1,471,248 1,012,569

Net periodic pension expenses $ 986,049 $ 2,681,661
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The assumptions used to determine net periodic benefit cost for the years ended September 30 are
as follows:

2012 2011

Discount rate
Expected return on assets
Rate of compensation increase

5.03%
7.75
4.00

5.26 %
7.75
4.00

The following table presents a reconciliation of the beginning and ending balances of the plan
projected benefit obligations, fair value of plan assets, funded status, and accumulated other
comprehensive income (ACel) of the plan as of September 30:

2012 2011

Changes in benefit obligations
Projected benefit obligations at beginning of year
Service cost
Interest cost
Actuarial loss
Benefits and expenses paid

Projected benefit obligations at end of year

Changes in plan assets
Fair value of plan assets at beginning of period
Actual return on plan assets
Employer contributions
Benefits and expenses paid

Fair value of plan assets at end of period

Funded status
Total pension liability
Accumulated benefit obligation

Amounts' recognized in unrestricted net assets
Unrestricted net assets at beginning of period
Less amounts amortized during the year

Net loss
Plus amounts occurring during the year

Net loss

Unrestricted net assets at end of period

$221,054,222 $216,299,180
1,866,870 4,078,458

10,681,494 11,114,337
24,371,104 4,380,881

{12,319,565} {14,818,634}

$ 245,654, 125 $ 221,054,222

$ 169,224,897 $170,770,388
25,027,384 (2,051 ,857)

9,500,000 15,325,000
~12,319,565~ ~14,818,634~

$ 191,432,716 $ 169,224,897

$ (54,221,409) $ (51,829,325)
243,129,449 218,932,069

$ 70,950,846 $ 52,006,974

1,471,248 1,012,569

12,377,283 19,956,441

$ 81,856,881 $ 70,950,846

The assumptions used to develop the projected benefit obligation as of September 30 are as
follows:

2012 2011

Discount rate
Rate of compensation increase

3.80%
4.00%

5.03%
4.00%
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Plan Assets
The Plan's investment objectives are to achieve long-term growth in excess of inflation, and to
provide a rate of return that meets or exceeds the actuarial expected long-term rate of return on
plan assets. In order to minimize risk, the Plan attempts to minimize the variability in yearly
returns. The Plan diversifies its holdings among sectors, industries, and companies. No more than
6% of the Plan's portfolio (measured on market value) may be held in an individual company's
stocks or bonds.

To develop the expected long-term rate of return on plan assets assumption, the Health System
considered the historical return and the future expectations for returns for each asset class, as well

.as the target asset allocation of the pension portfolio.

The Health System's pension plan asset allocations (based on market value) at September 30, by
asset category, are as follows:

Target Actual Actual
Allocation 2012 2011

Asset category
Alternative investments 18 % 25% 26%
Fixed income securities 26 28 24
Equity securities 56 47 50

100 % 100 % ·100 %

Contributions
The Health System contributed $9,500,000 and $15,325,000 to the Plan in 2012 and 2011,
respectively, The Health System expects to contribute $6,000,000 to the Plan in 2013.

Estimated Future Benefit Payments
The following benefit payments, which reflect expected future service, as appropriate, are expected
to be paid:

Fiscal Year
Pension
Benefits

2013
2014
2015
2016
2017
Years 2018-2021

$ 17,860,000
15,535,000
15,380,000
15,433,000
15,990,000
82,637,000
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Care New England 403(b) Match and Savings Plan
Effective January 1, 2009, the Pension Plan Protection legislation resulted in regulatory changes
which discontinued the matching credits to the participants that were previously recorded in the
CNE Pension Plan. As a result, CNE established the Care New England 403(b) Plan to account
for future matching credits. The plan covers employees that meet certain eligibility requirements.
Additionally, effective January 1, 2011, in connection with the freeze of the Care New England
Pension Plan, the Health System also provides a nonelective contribution to participant accounts,
as defined in the Plan document. Nonelective contributions are allocated to each eligible
participant based on a percentage of salary, a combination of the recipients age and years of
service, and are credited to each such participant as of the first day of the Plan year, as further
described in the Plan document.

The Health System recorded an expense of $12,736,528 and $8,941,660 for the nonelective
contribution to participant accounts for the fiscal years that ended September 30, 2012 and 2011,
respectively. In addition, the Health System recorded an expense of $3,216,389 and $2,904,069
for matching credits for fiscal years ended September 30,2012 and 2011, respectively. The Health
System will fund the 2012 expense in calendar year 2013 and funded the 2011 expense in
calendar year 2012..

WIH Union Plan
Payments to a multiemployer pension plan covering union employees at WIH for the years ended
September 30,2012 and 2011 were $8,150,291 and $7,766,513, respectively.

Kent County Visiting Nurse Association Pension Plan
The Agency has a noncontributory defined benefit pension plan covering all employees who have
satisfied certain eligibility requirements that was frozen effective December 31, 2007, and replaced
with a contributory retirement savings plan. Benefits under the defined benefit plan were based on
years of service and employee's compensation levels.

Included in the charge to net assets at September 30, 2012 and 2011 is an unrecognized actuarial
loss of $3,580,493 and $3,303,783, respectively. The actuarial loss expected to be recognized in
net periodic pension cost during the fiscal year ended September 30,2013 is $307,193.

,The Agency's pension expense was $262,262 in 2012 and $187,497 in 2011.

The assumptions used to determine net periodic benefit cost for the years ended September 30 are
as follows:

2012 2011

Discount rate
Expected return on assets
Rate of compensation increase

4.75%
7.50%
N/A

5.00%
7.50%
N/A
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The assumptions used to develop the projected benefit obligation as of September 30 are as
follows:

2012

Discount rate
Rate of compensation increase

3.94 %
N/A

2011

4.75 %
N/A

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

Plan assets, valued at fair value, consist of 3% cash and cash equivalents and 97% mutual funds.
The fair value of the Plan assets were $6,459,055 and $5,466,732 at September 30,2012 and
2011, respectively.

The Agency made required contributions to the Plan of $266,294 and $308,354 in 2012 and 2011,
iespectively. The Agency is expected to make $227,221· in contiibuti0i1S to the Plan dUiing 2013.
Benefit payments are expected to be paid as follows:

Fiscal Year

2013
2014
2015
2016
2017
Years 2018-2021

Pension
Benefits

$ 243,000
253,000
298,000
325;000
384,000

2,611,000

Effective January 1, 2008, the Agency established a 403(b) Retirement Savings Plan that covers
employees who have met certain eligibility requirements. Discretionary contributions to the plan
are based on years of service and compensation levels. For the fiscal years that ended
September 30, 2012 and 2011, respectively, the Agency recorded an expense of $256,171 and
$244,703.

12. Postretirement Plans

Kent sponsors an unfunded noncontributory defined benefit postretirement plan that provides
medical and dental benefits to certain salaried and nonsalaried employees. In 1996, Kent
amended the plans to eliminate benefits for all employees, except for certain employees with at
least 25 years of service at that date.
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Included in the charge to net assets are the following amounts that have not yet been recognized in
net periodic postretirement benefit cost as of September 30,2012 and 2011, respectively:
unrecognized net transition obligation of $257,750 and $354,751 and unrecognized actuarial loss
of $232,036 and $192,355. The unrecognized net transition obligation and actuarial loss expected
to be recognized in net periodic postretirement costs during the fiscal 'year ended September 30,
2013 are $97,000 and $4,244, respectively.

The postretirement benefit cost for these plans was $181,839 in 2012 and $206,032 in 2011.

13. Patient Service Revenue

For the majority of the System'~ revenue, the Hospitals and the Agency have agreements with
third-party payors that provide for payments to the Hospitals and the Agency at amounts different
from their established rates. At the time of rendering service to the patients, the Hospitals and the
Agency obtain assignment of benefits payable under the patient's health insurance program, plan,
or policy (e.g., Medicaid, Blue Cross, health maintenance organizations, commercial insurance,
Medicare, and others). The following is a breakdown of gross patient service revenue by payor
type for the years ended September 30:

Medicare and Medicare Managed Care
Medicaid and Medicaid Managed Care
Blue Cross
Managed care
Self-pay
Other third-party payors

2012 2011

32% 32%
21 20
24 26
11 11
5 4
7 7

100 % 100 %

Laws and regulations governing the Medicare and Medicaid programs are extremely complex and
subject to interpretation. As a result, there will always be a possibility that the recorded estimates
of net revenue could change by a significant amount in the future. The Hospitals and the Agency
believe they are in compliance with all applicable laws and regulations. Cost reports filed annually
with third-party payors are subject to audit prior to final settlement. The Hospitals and the Agency
are compliant with all reimbursement filings. A summary of cost report activity as of
September 30,2012 is as follows:

Medicare
Cost reports for the Hospitals and the Agency have been filed through 2011, and settled through
2011 for the Agency, 2008 for Butler, and 2006 for Kent and WIH.

State of Rhode Island (Medicaid)
Cost reports have been filed through 2010, and settled through 2006 for Butler, Kent and WIH.
The implementation of a prospective payment system eliminated the need for Medicaid settlements
after fiscal year 201O~ .

The filing of these cost reports and associated settlements require the use of estimates. Net
patient service revenue was increased by approximately $200,000 and $3,300,000 in 2012 and
2011, respectively, to reflect the changes in the estimated settlements for certain prior years.
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The Health System recognizes patient service revenue associated with services provided to
patients who have third-party payor coverage on the basis of contractual rates for the services
rendered. For uninsured patients that do not qualify for charity care, the Health System recognizes
revenue on the basis of its standard rates for services provided (or on the basis of discounted
rates, if negotiated or provided by policy). On the basis of historical experience, a significant
portion of the Health System's uninsured patients will be unable or unwilling to pay for the services
provided. Thus, the Health System records a significant provision for bad debts related to
uninsured patients in the period the services are provided. Patient service revenue, net of
contractual allowances and discounts (but before the provision for bad debts), for the years ended
September 30, 2012 and 2011 is summarized as follows:

2012 2011

Patient servce revenue
(net of contractual allowances and discounts)

Third-party payors
Self-pay

Total All Payors

$ 764, 152,967
40,405,117

$804,558,084

$ 720,608,442
34,437,650

$ 755,046,092

14. Disproportionate Share

The government has long recognized the financial burdens which are borne by hospitals which
serve an unusually large number, or "disproportionate share", of low-income patients. Kent and
WIH received disproportionate share payments of $33,014,520 and $27,734,289 from the State of
Rhode Island's Medicaid program for the years ended September 30, 2012 and 2011, respectively.
Kent and WIH also recorded disproportionate share payments of $4,137,338 and $4,936,177 from
Medicare dUiing 2012 and 2011, respectively.

15. Concentration of Credit Risk

As of September 30,2012 and 2011, Care New England, the Hospitals, and the Agency had cash
and cash equivalents in excess of Federal Depository Insurance limits at major financial
institutions. These financial institutions have a strong credit rating, and management believes that
credit risks related to these deposltsare minimal.

The Hospitals and the Agency receive a significant portion of its payment for services rendered
from a limited number of governmental and commercial third-party payors, including Medicare,
Medicaid, and Blue Cross. The organization has not historically incurred any significant
concentrated credit losses in the normal course of business.
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In addition, the organizations routinely grant credit to patients without requiring collateral or other
security. The mix of receivables, net of contractual allowances, from patients and third-party
payors at September 30,2012 and 2011, was as follows:

2012 2011

Medicare and Medicare Managed Care
Medicaid and Medicaid ManaqedCare
Blue Cross
Managed care
Self-pay
Other third-party payors

13%
13
20
12
27
15

12 %
18
18
14
23
15

100 % 100 %

The Health System provides an allowance for doubtful accounts to address the risks of
nonpayment of accounts receivable.

16. Commitments and Contingencies

Operating Leases
Care New England, the Hospitals, and the Agency have entered into operating lease agreements
with several vendors for the lease of certain equipment and office space. Future minimum lease
payments under noncancelable operating leases as of September 30,2012 are:

2015

$ 5,525,000
4,683,772
3,770,024
3,510,245
3,632,359

37,056,002

$ 58,177,402

2013
2014

2016
2017
Later years

Total minimum lease payments

Total rent expense for operating leases for the years ended September 30,2012 and 2011
amounted to $6,235,788 and $5,942,924, respectively.

Butler has entered into several agreements with various parties, mostly nonprofit organizations, to
lease space on the Butler campus. Rental income in the amount of $3,033,054 and $3,007,056 for
the fiscal years ending September 30, 2012 and 2011, respectively, is included in other operating
revenues in the consolidated statements of operations.

Litigation "
CNE, the Affiliates, and the Agency have been individually named as codefendants in several
complaints. It is the opinion of management that the liability, if any, to CNE, the Affiliates, and the
Agency in excess of insurance coverage will have no material adverse effect on the consolidated
financial position of Care New England.
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Collective Bargaining Agreements
At September 30,2012, approximately 41% of the Health System's employees were covered by
collective bargaining agreements. The collective bargaining agreement covering 41% of Butler's
employees will expire on March 29,2013, and be subject to negotiation. The remaining bargaining
agreements will be in effect through fiscal 2013.

17. Professional and General Liability Claims

Due to strategic and economic issues, as well as the potential for limited availability of commercial
insurance policies, the Care New England entities have moved over time to covering the majority of
their professional and general liability insurance to self-insured approaches. The adequacy of the
coverage provided, reserves, and the funding levels are evaluated annually by independent
actuaries who review the soundness of the programs and recommendfuture funding levels.
Potential losses are estimated based on industry as well as entity experience, and a provision for
these losses is recorded.

Butler annually contributes to its self-insurance trust fund to provide for risks relating to its existing
actuarially calculated primary level of professional and general liabilities, as well asthe tail liability
related to prior claims-made coverage. Butler's professional liability coverage for claims in excess
of its primary coverage limits is provided by W&llndemnity.

Kent Hospital established Toll Gate Indemnity in 2004, as an off-shore captive insurance entity to
insure primary and excess hospital professional and general liability risks, as well as to supply
indemnification coverage for certain eligible medical staff.

WIH annually contributes to its self-insurance trust fund to provide for risks relating to its existing
actuarially calculated primary level of professional and general liabilities, as well as the tail liability
related to prior claims-made coverage.

In addition to the trust fund, WIH established W&llndemnity in ..1994, as an off-shore captive
insurance entity to provide coverage for claims in excess of its underlying policy, as well as to
insure the contractual liability arising from indemnification agreements with certain eligible medical
staff.

The provisions for anticipated losses were based upon expected undiscounted values. Trust fund
and captive assets are available for the payment of claims.

CNE Wellness Centers, LLC and the Agency purchase general and professional liability insurance
from Toll Gate Indemnity.

18. Other Self-Insurance Reserves

Care New England has established a workers' compensation trust fund to cover all past and future
self-insured claims of workers' compensation activity for CNE, the' Hospitals, and the Agency. The
reserve for workers' compensation losses is based on an actuarial study and actual experience. At
September 30, 2012 and 2011 , the amounts accrued for estimated self-insurance costs have not
been discounted.
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CNE, on behalf of itself, the Hospitals, and the Agency, has entered into a self-insurance program
for health insurance risks. This program covers the health insurance claims for all of CNE's, the
Hospitals', and the Agency's employees, with the exception of the unionized employees at WIH.
The provisions for health insurance losses are based on actuarial assumptions and actuai claims
experience.

19. Affiliation With Rhode Island Hospital

In 1981, RIH and WIH approved an agreement providing for the affiliation of the two Hospitals. The
affiliation agreement provides for a program of shared medical services, thereby greatly increasing
the scope of comprehensive acute-care services available to WIH in maternal, gynecological, and
neonatal care. In accordance with the agreement, the Hospital relocated to the property of RIH.

20. Affiliation With Accredited Medical Schools

Butler and WIH are affiliated with the Warren Alpert Medical School of Brown University. The
affiliation agreements provide that Butler and WIH will be the principal academic medical centers
for psychiatry and healthcare unique to women and newborns, respectively. Kent is affiliated with
the University of New England College of Osteopathic Medicine.

21. Functional Expenses

CNE provides healthcare services to residents within their geographic service areas. Expenses
related to providing these services for the years ended September 30 are as follows:

2012 2011

Healthcare servces
General and adrnlnistratlve

$661,186,079 $628,362,863
168,576,799

$ 796,939,662

174,155,917

$835,341,996

22. Fair Value of Financial Instruments

The Health System calculates fair value defined in ASC Topic 820 to value its financial assets and
liabilities, where applicable. ASC Topic 820 defines fair value as 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, and establishes a framework for measuring fair value. Topic 820 applies to
other accounting pronouncements that require or permit fair value measurements, and does not
require new fair value measurements. Fair value measurements, are applied based on the unit of
account from the reporting entity'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.

ASC Topic 820 establishes a three-level valuation hierarchy for disclosure of fair value
measurements. The valuation hierarchy 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 1 inputs.
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Level 2 Observable inputs that are based on inputs not quoted in active markets, but
corroborated by market data.

Level 3 Unobservable inputs 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 Health
System 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.

Fair value for Level 1 is based upon quoted market prices. Fair value for Level 2 is based on
quoted prices for similar instruments in active markets, quoted prices for identical or similar
instruments in markets that are not active, and 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 obtained from various sources, .
including market participants, dealers, and brokers. Fair value for Level 3 is based upon
unobservable inputs for the asset (Le., supported by little or no market activity). Level 3 inputs
include management's own assumption about the assumptions that market participants would use
in pricing the asset (including assumptions about risk).

The Health System's ownership in alternative investments is limited partnership interests in private
equity funds. The value of certain alternative investments represents the ownership interest in the
Net Asset Value (NAV) of the respective partnership. The NAV of the securities held by limited
partnerships that do not have readily determinable fair values are determined by the general
partner and are based on appraisals or other estimates that require varying degrees of judgment.
If no public market exists for the investment secuiities, the fair value is determined by the generai
partner taking into consideration, among other things, the cost of the securities, prices of recent
significant placements of securities of the same issuer, and subsequent developments concerning
the companies to which the securities related. The Health System has performed significant due
diligence around these investments to ensure NAV is an appropriate measure of fair value as of
September 30.

The fair value of interest rate swap agreements is primarily determined using techniques consistent
with the market approach. Significant observable inputs to valuation models include interest rates,
treasury yields, and credit spreads.
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Financial instruments carried at fair value for the System's nonpension plan assets as of
September 30, 2012 are classified in the table below in one of the three categories described
above:

Level 1 Level 2 Level 3 Total

Assets
Cash and cash equivalents $ 26,297,412 $ 4,429,540 $ $ 30,726,952
Fixed income securities 38,628,640 39,360,968 77,989,608
Equity securities 43,582,040 43,582,040
Alternative investments 23,403,645 24,844,790 48,248,435
Auction rate securities 4,175,157 4,175,157
Mutual funds 20,309,265 60,175,172 80,484,437

Total investments 128,817,357 127,369,325 29,019,947 285,206,629

Assets held under split-interest agreements 5,542,603 5,673,910 11,216,513

Total assets $134,359,960 $133,043,235 $ 29,019,947 $296,423,142

Liabilities
Interest rate swap agreements $ $ ~13,629,389l $ $ ~13,629,389l

Financial instruments carried at fair value for the System's nonpension plan assets as of
September 30, 2011 are classified in the table below in one of the three categories described
above:

Level 1 Level 2 Level 3 Total

Assets
Cash and cash equivalents $ 26,816,133 $ 2,413,681 $ $ 29,229,814
Fixed income securities 44,166,078 30,501,011 90,901 74,757,990
Equity securities 52,221,158 23,685 52,244,843
Alternative investments 16,107,216 13,713,965 29,821,181
Auction rate securities 10,598,691 10,598,691
Mutual funds 22,736,865 53,494,363 76,231,228

Total investments 145,940,234 102,516,271 24,427,242 272,883,747

Assets held under split-interest agreements 10,074,539 10,074,539

Total assets $156,014,773 $102,516,271 $ 24,427,242 $282,958,286

Liabilities
Interest rate swap agreements $ $ ~11,356,534l $ $ ~11,356,534l

The amounts reported in the financial instruments table exclude certain alternative investments
valued at approximately $9,265,898 as of September 30,2012 and $5,770,226 as of
September 30, 2011, which are valued at cost (Notes 2 and 7) and the values of life insurance
policies valued at $29,333,583 as of September 30,2012 and $28,590,839 as of September 30,
2011, which are valued at the lesser of discounted value or cash surrender value.
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Financial instruments carried at fair value for assets invested in the Defined Benefit Pension Plan
as of September 30, 2012 are classified in the table below in one of the three categories described
above:

Level 1 Level 2 Level 3 Total

Assets
Cash and cash equivalents $ 7,262,893 $ 2,178 $ $ 7,265,071
Fixed income securities 27,512,181 27,512,181
Equity securities 17,242,890 17,242,890
Alternative lnvestments 38,378,495 101,034,079 139,412,574

$ 52,017,964 $ 38,380,673 $101,034,079 $191,432,716

Financial instruments carried at fair value for the Defined Benefit Pension Plan assets as of
September 30,2011 are classified in the table below in one of the three categories described
above:

Level 1 Level 2 Level 3 Total

Assets
Cash and cash equivalents $ 4,844,943 $ 1,026 $ $ 4,845,969
Fixed income securities 25,899,100 25,899,100
Equity securities 19,023,296 19,023,296
Altemattvs investments 41,611,960 77,844,572 119,456,532

$ 49,767,339 $ 41,612,986 $ 77,844,572 $169,224,897

During the years ended September 30, 2012 and 2011, respectively, the changes in the fair value
for the System's financial instruments in the nonpension plan assets measured using significant
unobservable inputs (Level 3) were comprised of the following:

Fixed Income Equity Alternative Auction Rate Total
Securities Securities Investments Securities Investme nts

Fair value at October 1, 2011 $ 90,901 $ 23,685 $13,713,965 $10,598,691 $24,427,242

Total gains (losses)
Di\Adends and interest income 61,817 61,817
Net realized gains on lnvestments 174,047 361,466 535,513
Change in net unrealized
appreciation on investments 1,993,449 (535,000) 1,458,449

Purchases 14,258,095 14,258,095
Sales (5,356,583) (6,250,000) (11,606,583)
Transfers in and/or out of Lewl 3 ~90,901l {23,685l ~114,586l

Fair value at September 30, 2012 $ $ $ 24,844,790 $ 4,175,157 $29,019,947
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Fixed Income Equity Alternative Auction Rate Total
Securities Securities Investments Securities Investme nts

Fair value at October 1, 2010 $ $ 87,912 $14,528,650 $19,817,913 $34,434,475

Total gains (losses)
Di~dends and interest income 3,235 606 236,514 240,355
Net realized gains on investments 339,441 548,826 888,267
Change in net unrealized
appreciation on investments 1,123 (6,153) (2,689,188) (18,048) (2,712,266)

Purchases 14,976 9,900,000 9,914,976
Sales (28,883) (15,456) (10,918,332) (9,750,000) (20,712,671 )
Transfers in and/or out of Le~1 3 115,426 {58,200} 2,316,880 2,374,106

Fair value at September 30,2011 $ 90,901 $ 23,685 $13,713,965 $ 10,598,691 $ 24,427,242

During the year ended September 30, 2012 and 2011, the changes in the fair value for the
System's financial instruments invested in the System's Defined Benefit Pension Plan assets
measured using significant unobservable inputs (Level 3) were comprised of the following:

2012 2011

Balance at beginning of year

Total gains (losses)
Dividends and interest income
Net Realized gains on lnvestments
Change in net unrealized appreciation on Investments

Purchases
Sales

Balance at end of year

$ 77,844,572 $ 66,321,707

775,356
24,818

8,067,102
18,600,000
(4,277,769)

$101,034,079

341,450
5,672,999

(7,099,511 )
25,848,927

(13,241,000)

$ 77,844,572
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The Health System uses NAV to determine the fair value of.its investments which do not have a
readily determinable fair market value. The following table summarizes the' key provisions for the
Health System's nonpension plan investments as of September 30, 2012, which are valued at
NAV. There were no outstanding unfunded commitments at September 30, 2012.

Net Asset Value Redemption Terms

Fixed Income $ 4,046,142 Bi-monthly upon 30 day prior written notice.

Common Collective Trust 2,880,046 Monthly upon 30 day prior written notice.

Common Collective Trust 3,885,091 Bi-monthly upon 5 day prior written notice.

Common Collective Trust 4,319,792 Monthly upon 10 day prior written notice.

International. Eq~ity 11,275,824 First day of each month.

Absolute Return 8,927,528 Bi-monthly upon 5 day prior written notice.

Hedge Fund End of each quarter with 90 day prior written

Alternative Investments 5,882,195 notice.
Common Collective Trust 3,471,524 First day of each month.

Common Collective Trust 5,304,373 Daily with a minimum of $25,000 upon
written notification by 3PM EST.

Global Asset Allocation 5,264,722 Daily upon 5 day prior written notice.

$ 55,257,237

The following methods and assumptions were used in estimating the fair value of financial
instruments other than investments:

.II,..,.."' .ftt!!> D~!.. I~"'ft. ~..."" .II__ ••• ft."" t::__ .ft ... ~_~
,.."''''" ,..., r: gygu.or;; g •• u ,.."'''' .... or;;u ....A,.,or;; •• ...,or;;..,

The carrying amount reported in the consolidated balance sheets for accounts payable and
accrued expenses approximates its fair value.

Estimated Third-Party Payor Settlements
The carrying amount reported in the consolidated balance sheets for estimated third-party payor
settlements approximates its fair value.

Long- Term Debt
The Health System's long-term debt obligations are reported in the accompanying statements of
financial position at principal value less unamortized discount or premium, which totaled
approximately $102 million at September 30,2012, excluding capital leases. The estimated fair
value of the Health System's long-term debt as of September 30, 2012 approximated its carrying
value.
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23. Affiliation Agreement With Memorial Hospital of Rhode Island

In September 2012, Care New England Health System and Memorial Hospital of Rhode Island
entered into a letter of intent for a potential transaction in which Memorial Hospital of Rhode Island
would become a part of the health system operated by Care New England. Care New England and
Memorial Hospital are currently engaged in due diligence and the negotiation of a definitive
agreement.

24. Subsequent Event

Care New England Health System has assessed the impact of subsequent events through
December 21,2012, the date the audited financial statements were issued and has concluded that
there were no such events that require adjustments to the audited financial statements or
disclosure in the notes to the audited financial statements.
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Care Ne,w England Health System and Affiliates
Consolidating Balance Sheet
September 30,2012

Butler Kent WIC Care New The
and Affiliates and Affiliates and Affiliates England Agency Eliminations Total

Assets
Current assets

Cash and cash equivalents $ 14,055,663 $ (9,212,629) $ 65,049,075 $ (1,893,792) $ (5, 163,890) $ - $ 62,834,427
lnvestments 25,919,112 25,919,112
Patient accounts receivable 7,098,474 65,013,709 57,406,711 2,399,959 131,918,853
Less: Allowance for doubtful accounts (1,351,601) ~22,362, 370~ ~11,187,392t ~332,544~ ~35,233, 907~

Net patient accounts receivable 5,746,873 42,651,339 46,219,319 2,067,415 96,684,946

Other receivables 4,590,032 5,350,650 11,514,027 164,484 153,038 (113,000) 21,659,231
Pledges receivable, net 219,471 683,427 974,928 1,877,826
Other current assets 873,591 4,997,678 2,859,084 2,662,682 39,285 11,432,320
Current portion of assets whose use is limited 444,954 483,131 179,075 1,412,691 2,519,851
Due from affiliates-other 4,368,186 9,13'1,910 5,057,996 15,838,458 290,519 (34,687,069)
Due from affiliates-debt 96,088,546 ~96,088, 546l

Total current assets 30,298,770 54,085,506 131,853,504 140,192,181 (2,613,633) (130,888,615) 222,927,713

Assets whose use is limited or restricted as to use
Endowment funds 15,592,995 15,491,747 8,426,166 39,510,908
Board-designated funds 4,555,654 24,597,196 61,212,571 635,794 91,001,215
Trustee-held funds 10,442,511 31,655,397 119,838,050 8,271,862 170,207,820
Deferred compensation funds 1,890,320 777,097 1,157,335 288,004 95,655 4,208,411

Total assets limited as to use 32,481,480 72,521,437 199,634,122 8,559,866 731,449 304,928,354

Less: Amounts required to meet current obligations ~444,954} ~483, 131} ~179,075} - ~1,412,691} ~2,519,851l

Noncurrent assets limited as to use 32,036,526 72,038,306 190,455,047 7,147,175 731,449 302,408,503

Property, plant and equipment, net 22,954,549 68,275,829 154, 162,702 3,489,261 904,948 249,787,289
Pledges receivable, net 200,895 1,953,082 500,910 2,654,887
Inwstments 517,028 2,068,112 1,590,017 4,175,157
Other assets 71,191 1,159,295 276,348 348,318 1,855,152

Total assets $ 86,078,959 $ 197,512,018 $ 479,316,623 $ 152,766,952 $ ~977,236~ $ ~130,888,615~ $ 783,808,701.

The accompanying notes are an integral part of these financial statements.
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Care New England Health System and Affiliates
Consolidating Balance Sheet
September 30, 2012

Butler Kent WIC Care New The
and Affili.ates and Affiliates and Affiliclltes England Agency Eliminations Total

Liabilities and Net Assets
Current liabilities

Accounts payable and accrued expenses $ 9,661,,008 $ 29,013,780 $ 37,590,276 $ 13,744,415 $ 1,984,491 $ (113,000) $ 91,880,970
Current portion of estimated third-party payor settlements
and advances 212,,908 4,107,581 6,245,126 243,802 10,809,417

Current portion of long-term debt and capital leases 192,,747 1,469,443 187,500 4,507,993 35,330 6,393,013
Current portion of long-term debt, due to parent 612,.781 1,269,144 1,678,607 (3,560,532)
Pension liability 1,519,,114 5,532,644 2,816,488 2,162,318 107,987 12,138,551
Other current liabilities 1,439,100 1,629,985 4,759,226 1,500,004 354,288 9,682,603
Due to affiliates 1,518,769 5,216,000 12,346,272 15,197,102 408,926 {34, 687, 069~

Total current liabilities 15,156,427 48,238,577 65,623,495 37,111,832 3,134,824 (38,360,601) 130,904,554

Long term liabilities
Self-insurance reserves 2,248,423 26,584,860 83,300,596 13,797,374 125,931,253
Long-term portion of estimated third-party payor settlements and advances 2,384,292 5,544,295 16,692,081 24,620,668
Long-term debt and capital leases 3,612,016 1,416,934 2,218,'750 101,099,422 30,772 108,377,894
Pension liability 14,662,611 23,606,286 10,958,431 4,994,077 2,970,298 57,191,703
Postretirement liability 1,788,923 1,788,923
Interest rate swaps 13,629,389 13,629,389
Other liabilities 2,988,577 1,884,759 2,345,1685 1,479,831 92,606 8,791,458
Due to parent, long-term debt 14,698,778 27,347,965 50,481,:271 {92,528,014~

Total long-term liabilities 40,594,697 88,174,022 165,996,814 135,000,093 3,093,676 (92,528,014) 340,331,288

Net assets
Unrestricted 11,946,775 39,816,679 233,975, !976 (19,344,973) (7,205,736) 259,188,721
Temporarily restricted 15,958,566 8,561,926 9,520,1846 34,041,338
Permanently restricted 2,422,494 12,720,814 4,199,492 19,342,800

Total net assets 30,327,835 61,099,419 247,696,:314 {19, 344, 973~ F,205,736~ 312,572,859

Total liabilities and net assets $ 86,078,959 $ 197,512,018 $ 479,316,1623 $ 152,766,952 $ ~977,236l $ ~130,888,615l $ 783,808,701

The accompanying notes are an integral part of these financial statements.

42



Care New England Health System and Affiliates
Consolidating Statement of Operations
Year Ended September 30,2012

Butler Kent WIC Care New The
and Affiliates and Affiliates and Affiliate!> England Agency Eliminations Total

Revenues and gains
Patient serves revenue (net of contractual allowances and discounts) $ 66,380,825 $ 324,548, 139 $ 397,940,61~~ $ 1,244,508 $ 14,940,842 $ (496,843) $ 804,558,084
Provsion for bad debts {2, 853, 893t {36, 189, 675} {3, 673, 58C~ 10,801 {42,706,347}
Net patient servce revenue less prowsion for bad debts 63,526,932 288,358,464 394,267, 03~~ 1,244,508 14,951,643 (496,843) 761,851,737
Net assets released from restrictions and used for operations 321,201 660,378 1,598,37/' 2,579,956
Research revenue 10,838,714 15,857,048 26,695,762
Other revenue 19,395,562 12,419,575 37,914,37~1 85,579,328 1,028,235 {101 ,311, 186} 55,025,887

Total revenues and gains 94,082,409 301,438,417 449,636,831 86,823,836 15,979,878 (101,808,029) 846,153,342

Operating expenses
Salaries and benefits 63,272,987 162,850,160 258, 155,420 58,838,037 13,320,568 (4,451,471 ) 551,985,701
Supplies and other expenses 14,863,131 100,260,325 115,641,768 27,763,949 2,216,131 (97,243,558) 163,501,746
Research expenses 10,675,755 15,840,307' 26,516,062
Depreciation and amortization 3,485,332 9,043,796 14,259, 39Ei 449,055 226,304 27,463,883
Insurance 2,035,040 11,947,667 16,362,08Ei 63,560 139,047 (113,000) 30,434,400
Licens ure fee 13,446,669 18,388,59S 31,835,264
Interest 443,047 802,014 2,195,38!:i 160,446 4,048 3,604,940

Total operating expenses 94,775,292 298,350,631 440,842,957' 87,275,047 15,906,098 {101,808,029} 835,341,996

Income (loss) from operations (692,883) 3,087,786 8,793,87~~ (451,211) 73,780 10,811,346

Nonoperating gains (losses)
In\A9stment income on assets limited as to use 1,983,279 376,742 1,346,434 247,539 19,179 3,973,173
Unrestricted gifts and bequests 55,936 615 398, 11::~ 90,272 544,936
Change in fair value of interest rate swaps (2,272,855) (2,272,855)
Change in net unrealized (losses) gains on investments (654,825) 2,657,974 11,315,244 (148,450) 69,262 13,239,205
Nonoperating expenditures {314,360} {860, 725} {883,58C~ {47,921} {2, 106, 586}

Net nonoperating gains (losses) 1,070,030 2,174,606 12,176,211 {2, 173, 766} 130,792 13,377,873

Excess (deficiency) of rexenues and gains
over expenses and losses $ 377,147 $ 5,262,392 $ 20,970,085~ $ ~2,624, 977l $ 204,572 $ - $ 24,189,219

The accompanying notes are an integral part of these financial statements.
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Care New England Health System and Affiliates
Consolidating·Statement of Changes in Net Assets
Year Ended September 30,2012

Butler Kent WIC Care New The
and Affiliates and Affiliates and Affiliates England Agency Eliminations Total

Unrestricted net assets
Excess (deficiency) of re-venues and gains o-ver
expenses and losses $ 377,147 $ 5,262,392 $ 20,970,085 $ (2,624,977) $ 204,572 $ - $ 24,189,219

Pension and postretirement adjustment (7,272, 127) (1,312,116) (170,517) (2,093,956) (276,710) (11,125,426)
Net assets released from restrictions used for 137,970 953,713 942,049 2,033,732
purchase of property, plant and equipment

Transfers 26,000 26,000 26,000 (100,000) 22,000
Transfer to deferred re-venue 19,619 19,619

(Decrease) increase in unrestricted net assets (6, 711,391) 4,929,989 21,767,617 (4,818,933) (50, 138} 15,117,144

Temporarily restricted net assets
Contributions 961,191 3,279,885 3,869,709 8,1-10,785
Income from in-vestments 234,724 638,028 154,180 1,026,932
Net realized and unrealized gains from in-vestments 1,594,578 627,520 925,615 3,147,713
Net assets released from restrictions (459,171} (1,614,091} (2,540,426t (4,613,688}

Increase in temporarily restricted net assets 2,331,322 2,931,342 2,409,078 7,671,742

Permanently restricted net assets
Net realized and unrealized gains from in-vestments 1,141,973 524 1,142,497
Contributions (6,653} 6,713 63,915 63,975

(Decrease) increase in permanently restricted net assets (6,653} 1,148,686 64,439 1,206,472
(Decrease) increase in net assets (4, 386, 722) 9,010,017 24,241,134 {4,818,933} {50, 138} 23,995,358

Net assets at beginning of year 34,714,557 52,089,402 223,455,180 (14, 526,040} (7, 155,598} 288,577,501

Net assets at end of year $ 30,327,835 $ 61,099,419 $ 247,696,314 $ ~19,344,973~ $ F,205,736~ $ - $ 312,572,859

The accompanying notes are an integral part of these financial statements.
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Care New England Health System and Affiliates
Consolidating Balance Sheet
September 30,2011

Butler Kent WIC Care New The
and Affiliates and Affiliates and Affiliates England Agency Eliminations Total

Assets
Current assets

Cash and cash equivalents $ 16,383,496 $ 6,759,981 $ 37,089,536 $ (13,910,768) $ (4,094,056) $ - $ 42,228,189
Im.estments 1,645,743 1,983,158 26,909,317 30,538,218
Patient accounts receivable 6,695,474 53,675,679 65,956,627 2,063,680 128,391,460
Less: Allowance for doubtful accounts ~1,008,034} ~18,023,227} ~13,124, 110t ~411,843} ~32,567,214}

Net patient accounts receivable 5,687,440 35,652,452 52,832,517 1,651,837 95,824,246

Other receivables 2,486,892 5,561,791 10,819,886 116,676 199,991 19,185,236
Pledges receivable, net 183,340 554,200 923,283 1,660,823
Other current assets 836,258 4,554,845 2,438,867 1,617,264 43,002 9,490,236
Current portion of assets whose use is limited 679,392 1,109,335 2,281,783 10,021 4,080,531
Due from affiliates - other 4,071,228 2,620,530 1,547,503 11,493,346 140,399 (19,873,006)
Due from affiliates - debt 95,723,122 {95, 723, 122}

Total current assets 31,973,789 56,813,134 109,916,533 121,958,978 (2,058,827) (115,596,128) 203,007,479

Assets whose use is limited or restricted as to use
Endowment funds 13,944,405 13,715,541 7,333,101 34,993,047
Board-designated funds 3,965,894 20,633,295 55,075,397 548,587 80,223,173
Trustee-held funds 12,164,645 34,934,344 112,106,857 1,412,230 160,618,076
Deferred com pensation funds 1,793,847 1,070,079 1,113,087 280,212 94,421 4,351,646

Total assets limited as to use 31,868,791 70,353,259 175,628,442 1,692,442 643,008 280,185,942

Less: Amounts required to meet current obligations (679,392) {1,109,335) ~2,281, 783~- {10,021} ~4,080, 531}

Noncurrent assets limited as to use 31,189,399 69,243,924 173,346,659 1,682,421 643,008 276,105,411

Property, plant and equipment, net 21,815,094 68,277;037 157,203,527 2,685,977 813,908 250,795,543
Pledges receivable, net 374,391 1,790,034 798,862 2,963,287
In\estments 816,698 3,266,796 2,511,697 6,595,191
Other assets 50,791 1,295,024 314,679 319,060 1,979,554

Total assets $ 86,220,162 $ 197,419,153 $ 444,847,056 $ 129,158,133 $ ~601,911l $ ·~115,596, 128l $ 741,446,465

The accompanying notes are an integral part of these financial statements.
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Care New England Health System and Affiliates
Consolidating Balance Sheet
September 30, 2011

Butlelr Kent WIC Care New The
and Affiliates and Affiliates and Affiliates England Agency Eliminations Total

Liabilities and Net Assets
Current liabilities

Accounts payable and accrued expenses $ 10,004,744 $ 34,423,301 $ 35,567,640 $ 11,754,804 $ 2,144,728 $ - $ 93,895,217
Current portion of estimated third-party payor settlements
and advances 869',213 2,827,844 10,568,241 243,802 14,509,100
Current portion of long-term debt and capital leases 228,748 1,412,303 512,728 3,726,267 33,837 5,913,883

. Current portion of long-term debt, due to parent 573,324 941,388 2,091,940 (3,606,652)
Pension liability 1,541,469 5,452,964 2,872,294 1,412,335 99,138 11,378,200
Other current liabilities 1,448,665 1,513,971 5,098,545 257,992 8,319,173
Due to affiliates 1,943,826 7,903,957 5,452,012 3,755,579 817,632 {19,873,O06}

Total current liabilities 16,609,989 54,475,728 62,163,400 20,648,985 3,597,129 (23,479,658) 134,015,573

Long term liabilities
Self-insurance reserves 2,068,466 25,611,122 78,300,993 11,935,955 117,916,536
Long-term portion of estimated third-party payor settlements and advances 2,007,520 5,063,286 12,585,738 19,656,544
Long-term debt and capital leases 5,003,058 2,886,378 2,406,253 95,607,415 63,221 105,966,325
Pension liability 8,497,658 26,656,414 12,839,480 3,835,775 2,697,620 54,526,947
Postretirement liability 1,973,659 1,973,659
Interest rate swaps 11,356,534 11,356,534
Other liabilities 2,232,278 2,193,627 2,535,715 299,509 195,717 7,456,846
Due to parent, long-term debt 15,086,636 26,469,537 50,560,297 {92,116,470}

Total long-term liabilities 34,895,616 90,854,023 159,228,476 123,035,188 2,956,558 (92,116,470) 318,853,391

Net assets
Unrestricted 18,658,166 34,886,690 212,208,359 (14,526,040) (7, 155,598) 244,071,577
Temporarily. restricted 13,627,244 5,630,584 7,111,768 26,369,596
Permanently restricted 2,429,147 11,572,128 4,135,053 18,136,328

Total net assets 34,714,557 52,089,402 223,455,180 {14,526,040} IT,155, 598} 288,577,501

Total liabilities and net assets $ 86,220.,162 $ 197,419,153 $ 444,847,056 $ 129,158,133 $ ~601,911l $ ~115,596, 128l $ 741,446,465

The accompanying notes are an integral part of these financial statements.
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Care New England Health System and Affiliates
Consolidating Statement of Operations
Year Ended September 30, 2011

Butler Kent WIC Care New The
and Affiliates and Affiliates and Affiliates England Agency Eliminations Total

Revenues and gains
Patient servce revenue (net of contractual allowances and discounts) $ 64,309,852 $ 299,788,244 $ 375,106,190 $ 248,004 $ 15,792,411 $ (198,609) $ 755,046,092
Prowsfon for bad debts ~1,796, 158~ ~24,146,955~ ~5,981,694l ~6,281~ ~31,931,088~
Net patient servce revenue less provsion for bad debts 62,513,694 275,641,289 369,124,496 248,004 15,786,130 (198;609) 723, 115,004

Net assets released from restrictions and used for operations 515,141 815,162 1,665,083 2,995,386
Research revenue 10,907,545 17,549,294 28,456,839
Other revenue 18,188,183 14,698,760 35,014,775 57,227,710 1,088,816 ~71,629, 729} 54,588,515

Total revenues and gains 92,124,563 291,155,211 423,353,648 57,475,714 16,874,946 (71,828,338) 809,155,744

Operating expenses
Salaries and benefits 63,515,803 160,979,-258 256,541,949 38,377,253 13,896,113 (6,786,722) 526,523,654
Supplies and other expenses 13,469,899 91,868,376 88,806,181 18,991,309 2,059,710 (64,957,616) 150,237,859
Research expenses 10,901,077 17,698,440 28,599,517
Depreciation and amortization 3,324,998 8,873,736 14,694,296 399,972 228,710 27,521,712
Insurance 1,790,359 12,540,460 14,783,640 76,674 495,989 (84,000) 29,603,122
Licensure fee 13,441,647 17,270,751 30,712,398
Interest 568,145 755,933 2,278,233 123,860 15,229 3,741,400

Total operating expenses 93,570,281 288,459,410 412,073,490 - 57,969,068 16,695,751 F1,828,338} 796,939,662

Income (loss) from operations (1,445,718) 2,695,801 11,280,158 (493,354) 179,195 12,216,082

Nonoperating gains (losses)
In\estment income on assets limited as to use 820,545 483,038 1,692,236 250,316 23 3,246,158
Unrestricted gifts and bequests 58,147 1,130 412,125 100,000 74,588 645,990
Change in fair value of interest rate swaps (1,539,686) (1,539,686)
Change in net unrealized losses on in~stments (354,523) (3,972,518) (8,211,568) (100,014) (40,680) (12,679,303)
Nonoperating expenditures ~321,469} ~842,322} ~696,783l ~25,655} ~1,886,229}

Net nonoperating gains (losses) 202,700 ~4,330,672) {6,803,990l {1,289,384} 8,276 {12,213,070)

Excess (deficiency) of revenues and gains
over expenses and losses $ ~1,243,018~ $ ~1,634, 871 ~ $ 4,476,168 $ ~1,782,738~ $ 187,471 $ - $ 3,012-

The accompanying notes are an integral part of these financial statements.
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Care New England Health System and Affiliates
Consolidating Statement of Changes in Net Assets
Year Ended September 30, 2011

Butler Kent WIC Care New The
a nd Affiliates and Affiliates and Affiliates England Agency Eliminations Total

Unrestricted net assets
Excess (deficiency) of revenues and gains over
expenses and losses $ (1,243,018) $ (1,634,871) $ 4,476,168 $ (1,782,738) $ 187,471 $ - $ 3,012

Pension and postretirement adjustment (3, 118,755) (9,057,549) (4,367,310) (2,216,786) (595,059) (19,355,459)
Net assets released from restrictions used for
purchase of property, plant and equipment 351,935 789,882 2,277,464 3,419,281

Transfers (8,618) (27,307) (37,485) 75,000 (1,590)
Transfer to deferred revenue ~807,390l ~1,834, 250} ~2,641,640}

(Decrease) increase in unrestricted net assets (4,825,846) (9,929,845) 514,587 (3,924,524) (409,178) (18,574,806)

Temporarily restricted net assets
Contributions 1,011,584 3,615,937 2,487,283 7,114,804
Income from investments 197,215 449,984 261,745 908,944
Net realized and unrealized losses from investments (713,034) (110,650) (520,803) (1,344,487)
Net assets released from restrictions {867,076l {1,605,044l {3,942,547l {6,414,667l

(Decrease) increase in temporarily restricted net assets (371,311) 2,350,227 (1,714,322) 264,594

Permanently restricted net assets
Net realized and unrealized gains (losses) from investments (499,926) 504 (499,422)
Contributions 6,090 15,634 82,356 104,080

Increase (decrease) in permanently restricted net assets 6,090 {484,292l 82,860 {395,342l

Decrease in net assets (5,191,067) (8,063,910) (1,116,875) (3,924,524) (409,178) (18,705,554)

Net assets at beginning of year 39,905,624 60,153,312 224,572,055 ~10,601,516} ~6,746,420} 307,283,055

Net assets at end of year $ 34,714,557 $ 52,089,402 $ 223,455,180 $ ~14,526,040~ $ F, 155,598~ $ - $ 288,577,501

The accompanying notes are an integral part of these financial statements.
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Report of Independent Auditors

To the Board of Trustees
Care New England Health System

In our opinion, the accompanying consolidated balance sheet and the related consolidated statement of
operations, changes in net assets and cash flow present fairly, in all material respects, the financial
position of Care New England Health System and Affiliates ("Care New England") at September 30,2011,
and the consolidated results of their operations, changes in their net assets and their cash flows for the
year then ended in conformity with accounting principles generally accepted in the United States of
America. These financial statements are the responsibility of the Care New England's management; our
responsibility is to express an opinion on these financial statements based on our audit. We conducted
our audit of these statements in accordance with auditing standards generally accepted in the United
States of America. 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 includes
examining, ona test basis, evidence su~porting the amounts and disclosures in the financial statements,
assessing the accounting principles used and significant estimates made by management: and evaluating
the overall financial statement presentation. We believe that our audit provides a reasonable basis for our

"opinion. The financial statements of Care New England as of September 30, 2010 and for the year then
ended were audited by other auditors whose report dated December 23, 2010 expressed an unqualified
opinion on those statements.

Our audit was conducted for the purpose of forming an opinion on the 2011 consolidated financial
statements taken as a whole. The supplementary consolidating information included on page 39 to 42 is
presented for purposes of additional analysts of the consolidated financial statements rather than to
present the financial position and results of operations of the individual affiliates. Accordingly, we do not
express an opinion on the financial position and results of operations of the individual affiliates. However,
the consolidating information has been subjected to the auditing procedures applied in the audit of the
consolidated financial statements and, in our opinion, is fairly stated in all material respects in relation to
the consolidated financial statements taken as a whole.

~ Ilf

December 22, 2011

PricewaterhouseCoopers LLP, 125High Street, Boston, MA 02110
T: (617) 530 5000, F: (617) 530 5001, www.pwc.corn/us

http://www.pwc.corn/us


Care New England Health System and Affiliates
Consolidated Balance Sheets
September 30,2011 and 2010

2011 2010

Assets
Current assets

Cash and cash equivalents $ 42,228,189 $ 78,907,705

Investments 30,538,218 2,846,997

Patient accounts receivable, net of
allowance for uncollectible accounts of
$32,567,214 in 2011 and $31,296,045 in 2010 95,824,246 81,031,735

Other receivables 19,185,236 12,799,246

Pledges receivable, net 1,660,823 1,303,759

Other current assets 9,490,236 9,503,750

Current portion of assets whose use is limited 4,080,531 3,530,085

Total current assets 203,007,479 189,923,277

Assets whose use is limited or restricted as to use
Endowment funds 34,993,047 36,763,760

Board-designated funds 80,223,173 76,029,006

Trustee-held funds 160,618,076 137,210,575

Deferred compensation funds 4,351,646 3,940,457

Total assets limited as to use 280,185,942 253,943,798

Less: Amounts required to meet current obligations (4,080,531 ) (3,530,085)

Noncurrent assets limited as to use 276,105,411 250,413,713

Property, plant and equipment, net 250,795,543 253,227,303

Pledges receivable, net 2,963,287 1,285,438

Investments 6,595,191 19,817,913

Other assets 1,979,554 1,170,918

Total assets $ 741,446,465 $ 715,838,562

Liabilities and Net Assets
Current liabilities

Accounts payable and accrued expenses $ 95,317,221 $ 101,389,513

Current portion of estimated third-party
payor settlements and advances 14,509,100 15,189,402

Current portion of long-term debt and capital leases 5,913,883 5,976,801

Pension liability 11,378,200 2,426,552

Interest rate swaps 1,104,629

Other current liabilities 6,897,169 4,634,608

Total current liabilities 134,015,573 130,721,505

Long-term liabilities
Self-insurance reserves 117,916,536 104,137,560

Long-term portion of estimated third-party payor settlements and advances 19,656,544 20,713,406

Long-term debt and capital leases 105,966,325 86,039,506

Pension liability 54,526,947 47,441,341

Postretirement liability 1,973,659 2,396,079

Interest rate swaps 11,356,534 8,712,219

Other liabilities 7,456,846 8,393,891

Total long-term liabilities 318,853,391 277,834,002

Net assets
Unrestricted 223,493,967 242,068,773

Temporarily restricted 46,947,206 46,682,612

Permanently restricted 18,136,328 18,531,670

Total net assets 288,577 ,501 307,283,055

Total liabilities and net assets $ 741,446,465 $ 715,838,562

The accompanying notes are an integral part of these financial statements.
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Care New England Health System and Affiliates
Consolidated Statements of Operations
Years Ended September 30,2011 and 2010

Revenues and gains
Net patient service revenue
Net assets released from restrictions and used for operations
Research revenue
Other revenue

Total revenues and gains

Operating expenses
Salaries and benefits
Supplies and other expenses
Research expenses
Depreciation and amortization
Insurance
Licensure fee
Interest
Provision for uncollectible accounts

Total operating expenses

Income from operations

Nonoperating gains (losses)
Investment income on assets limited as to use
Unrestricted gifts and bequests
Change In fair value of interest rate swaps
Net payments on interest rate swaps
Change in net unrealized (losses) gains on investments
Nonoperating expenditures

Net nonoperating (losses) gains

Excess of revenues and gains over expenses and losses

Other changes in unrestricted net assets
Pension and postretirement adjustment
Netassets released from restrictions used for purchase of
property, plant and equipment

Transfer to deferred revenue
Others

(Decrease) increase in unrestricted net assets

2011 2010

$ 755,046,092 $ 730}62,119
2,995,386 7,843,614

28,456,839 28,954,976
54,588,515 37,709,538

841,086,832 805,270,247

526,523,654 502,912,902
150,237,859 139,539,901

28,599,517 28,961,381
27,521,712 27,599,900
29,603,122 21,595,578
30,712,398 27,866,534

1,278,350 1,254,472
31,931,088 36,700,064

826,407,700 786,430,732

14,679,132 18,839,515

3,246,158 2,418,733
645,990 489,569

(1,539,686) (3,675,851 )
(2,463,050) (2,477,873)

(12,679,303) 10,490,064
(1 ,886,229) (1 ,553,979)

~14,676,120~ 5,690,663

3,012 24,530,178

(19,355,459) (12,672,250)

3,419,281 4,792,191
(2,641,640)

47,703

$ (18,574,806) $ 16,697,822

3

The accompanying notes are an integral part of these financial statements.



Care New England Health System and Affiliates
Consolidated Statements of Changes in Net Assets
Years Ended September 30, 2011 and 2010

End of yeai

2011 2010

$ 3,012 $ 24,530,178

(19,355,459) (12,672,250)

3,419,281 4,792,191
(2,641,640)

47,703

(18,574,806) 16,697,822

7,114,804 11,389,097
908,944 709,262

(1,344,487) 1,436,561
~6,414,667~ ~13,525, 190~

264j594 9,730

(499,422) 734,967
104,080 152,635

~395,342~ 887,602

(18,705,554) 17,595,154

307,283,055 289,687,901

$ 288,577,501 $ 307,283,055

Unrestricted net assets
Excess of revenues over expenses
Other changes in unrestricted net assets

Pension and postretirement adjustment
Net assets released from restrictions used for purchase of
property, plant and equipment

Transfer to deferred revenue
Others

(Decrease) increase in unrestricted net assets

Temporarily restricted net assets
Contributions
Income from investments
Netrealized and unrealized (losses) gains from investments
Net assets released from restrictions

Increase in temporarily restricted net assets

Permanently restricted net assets
Net realized and unrealized (losses) gains from investments
Contributions

(Decrease) increase in permanently restricted net assets

(Decrease) increase in net assets

Net assets
Beginning of year

The accompanying notes are an integral part of these financial statements.
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Care New England Health System and Affiliates
Consolidated Statements of Cash Flows
Years Ended September 30, 2011 and 2010

Operating activities
Change in net assets
Adjustments to reconcile change in net assets to net cash
(used in) provided by operating activities

Pension and postretirement adjustment
Depreciation and amortization
Provision for bad debt
Change in fair value of interest rate swaps
Income and gains on assets limited as to use
Net unrealized (gains) losses on investments
Restricted contributions and investment income
Changes in

Patient accounts receivable
Investments
Other current and long-term assets
Accounts payable and accrued expenses
Estimated third-party payor settlements
Deferred revenue and other liabilities
Net pension liability
Self-insurance reserves

Net cash (used in) provided by operating activities

Investing activities
Purchase of property and equipment
Purchase of investments
Proceeds from the sale of investments

Net cash used in investing activities

Financing activities
Proceeds from long-term debt
Payments on long-term debt
Restricted contributions to be used for long-term
investments and investment income

Net cash provided by (used in) financing activities
Net (decrease) increase in cash and cash equivalents

Cash and cash equivalents
Beginning of year

End of year

Suppiementa'i disclosures of cash flow information
Cash paid for interest

2011 2010

$ (18,705,554) $ 17,595,154

19,355,459 12,672,250
27,521,712 27,599,900
31,931,088 36,700,064

1,539,686 3,675,851
(3,246,158) (2,418,733)
12,679,303 (10,490,064)

395,342 (887,602)

(46,723,599) (37,925,476)
(60,912,110) (9,738,889)

(9,216,025) 1,345,372
(~ n7,) ')0')\ 14,292,564\V, v, '-, '-0;./'-1

(1i737,164) (5,378,105)
1,325,516 (1,460,902)

(3,740,625) (5,990,571)
13,778,976 1,472,767

(41,826,445) 41,063,580

(25,089,952) (23,943,062)
(9,900,000)

20,668,322
(14,321,630) (23,943,062)

28,000,000 4,899,749
(8,136,099) (7,161,920)

{395,342~ 887,602
19,468,559 ~1,374,569~

(36,679,516) 15,745,949

78,907,705 63,161,756

$ 42,228,189 $ 78,907,705

$ 1,215,630 $ 1,355,785

5
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Care New England Health System and Affiliates
Notes to Consolidated Financial Statements
September 30,2011 and 2010

1. Description of Organization

Corporate Structure
Care New England Health System (ileNE", "Care New England", or the "Health System"), a
not-for-profit corporation, was established in February 1996 as the holding company for the
development of an integrated delivery network which conslstsof Butler Hospital, Kent County
Memorial Hospital, and Women & Infants Hospital of Rhode Island (collectively, the "Hospitals"),
and the Kent County Visiting Nurse Association, d/b/a VNA of Care New England (the "Agency").

The accompanying consolidated financial statements include the accounts of Care New England
and its affiliates, over which CareNew England has corporate governance:

• Butler Hospital ("Butler") and its affiliates, Carriage House, LLC ("Carriage"), and Butler
Hospital Allied Medical Services, LLC.

• Kent County Memorial Hospital ("Kent") and its affiliates, Kent Hospital Foundation, Kent
Ancillary Services, LLC, Affinity Physicians, LLC, and Toll Gate Indemnity, Ltd. ("Toll Gate"),

• \Nomen & infants Corporation ('WiC") and its affiliates, Women & Infants Development
Foundation, Palomar Group, Inc. ("PalomarlJ), Women & Infants Hospital of Rhode Island
("WIHIJ), WIH Faculty Physicians, Inc., Women & Infants Ancillary Services, LLC, Women &
Infants Health Care Alliance, LLC, and W&I Indemnity, Ltd. ("W&I Indemnity").

• Kent County Visiting Nurse Association and its affiliate, Healthtouch, Inc. (together, the
"Agency").

• Care New England Wellness Centers, LLC.

Significant intercompany accounts have been eliminated in consolidation.

Mission and Nature of Business
Care New England is dedicated to building an exemplary health care system. Care New England
supports the three Hospitals, the Agency, and affiliated organizations.

The mission of Butler Hospital is to provide treatment for psychiatric illness in an atmosphere of
dignity and respect, and to contribute to knowledge through education and research, while
continuously improving the ways Butler serves its patients and the community. Butler is a 117-bed,
not-for-profit psychiatric teaching hospital, affiliated with the Warren Alpert Medical School of
Brown University, providing services for the care of patients from Rhode Island and nearby
Massachusetts. As a complement to its role in service and education, Butler actively supports
research by members of its staff. Butler is accredited by The Joint Commission ("T JC").

The mission of Kent County Memorial Hospital is to continually improve the health and well-being
of the people and communities it serves, offering its essential services without regard for the ability
to pay. Kent is a 359-bed, not-for-profit general hospital providing a full range of services for the
acute care of patients principally from Kent County, Rhode Island. Kent is affiliated with, and
provides clinical training to, the students of the University of New England College of Osteopathic
Medicine, and currently operates American Osteopathic Association approved residency programs
in emergency medicine, family practice, internal medicine, and a fellowship program in hyperbaric
medicine. Kent is accredited by TJC and the Commission on Accreditation of Rehabilitation
Facilities. Toll Gate, a wholly owned subsidiary of Kent insures primary and excess hospital
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'Care New England Health System and Affiliates
Notes to Consolidated Financial Statements
September 30,2011 and 2010

professional and general liability risks for the Hospital and its employees on an occurrence basis.
Toll Gate insures the Hospital's contractual liability (pursuant to certain Indemnification
Agreements) arising from employed physicians' professional liability on both a claims-made and
occurrence basis. Toll Gate also insures the Hospital's contractual liability (pursuant to certain
Indemnification Agreements) arising from community physicians' professional liability on both a
claims-made and occurrence basis.

The mission of Women & Infants Corporation is to support Women· & Infants Hospital of Rhode
Island and all other affiliated organizations. The mission of Women & Infants Hospital of Rhode
Island is to improve the health and well-being of women and infants, and to provide essential
services regardless of ability to pay. WIH is a 247-bed, not-for-profit regional center for women and
infants' care in Rhode Island and southern New England. Among other university affiliations,
Women & Infants is the primary teaching affiliate of the Warren Alpert Medical School of Brown
University in obstetrics, gynecology and newborn pediatrics along with related sub-specialty and
internal medicine services. As a complement to its role in service and education, WIH actively
supports research by members of its staff. WIH is accredited by TJC. W&llndemnity is a wholly
owned subsidiary of WIH. W&I Indemnity insures excess hospital professional liability risks for the
Hospital and its employees on an occurrence basis, and excess hospital professional liability risks
for the Care New Engiand Heaith System soieiy to the extent not covered by commercial insurance
purchased by Care New England, Butler, or Kent. W&I Indemnity insures the Hospital's contractual
liability (pursuant to certain Indemnification Agreements) arising from employed physicians' and
residents' medical malpractice liability on an occurrence basis. W&I Indemnity also insures the
Hospital's contractual liability (pursuant to certain Indemnification Agreements) arising from
community physicians' medical malpractice liability on both a claims-made and occurrence basis.

The mission of Kent County Visiting Nurse Association is to provide and administer a
comprehensive, multidisciplinary, therapeutic, hospice, and public health nursing program. The
Agency is a not-for-profit corporation! providing home care services to the residents of Rhode
Island and nearby Massachusetts. Healthtouch, Inc. is a not-for-profit corporation providing private
duty nursing and personal care services, primarily to residents of Rhode Island.

2. Significant Accounting Policies

Basis of Presentation
The accompanying consolidated financial statements have been prepared on the accrual basis and
in accordance with accounting principles generally accepted in the United States of America
("GAAP") and in accordance with the reporting principles of not-for-profit accounting as defined by
Not-for-Profit Entities and the American Institute of Certified Public Accountants ("AICPA") Audit
and Accounting Guide for Health Care Organizations.

Use of Estimates
The preparation of consolidated financial statements in conformity with accounting principles
generally accepted in the United States requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities, and disclosure of contingent assets and
liabilities at the date of the consolidated financial statements, and the reported amounts of
revenues and expenses during the reporting period. Significant estimates are made in the areas of
patient accounts receivable, accruals for settlements with third-party payors, incurred but not
reported liabilities for health insurance, workers' compensation, and medical malpractice insurance,
and other accrued expenses. Actual results could differ from those estimates.

7



Care New England Health System and Affiliates
Notes to Consolidated Financial Statements
September 30, 2011 and 2010

Cash and Cash Equivalents
Care New England considers all highly liquid investments with a maturity of three months or less
when purchased to be cash equivalents, excluding amounts whose use is limited by the Boards of
Trustees (the "Boards") designation or other arrangements under trust agreements.

Investments
Investments in equity securities with readily determinable fair values and all investments in debt
securities are measured at fair value in the consolidated balance sheets. Investment income or
loss (including realized and unrealized gains and losses on investments, other-than-temporary
impairments in the value of securities, interest, and dividends) is included in the excess of
revenues and gains over expenses unless the income or loss is restricted by donor or law.

Kent, WIH and the Agency follow the practice of pooling resources of unrestricted and restricted
assets for long-term investment purposes. The investment pool is operated on the market value
method whereby each participating fund is assigned a number of units based on the percentage of
the pool it owns at the time of entry. Income, gains, and losses of the pool are allocated to the
funds based on their respective participation in the pool.

Alternative investments (nontraditionai, not readiiy marketable holdings) include hedge funds.
Alternative investment interests generally are structured such that the Health System holds a
limited partnership interest. The Health System's ownership structure does not provide for control
over the related investees, and the Health System's financialrisk is limited to the carrying amount
reported for each investee, in addition to any unfunded capital commitment. There are no future
funding commitments for alternative investments at September 30, 2011.

Individual investment holdings within the alternative investments include nonmarketable and
market-traded debt and equity securities, and interests in other alternative investments. The
Health System may be exposed indirectly to securities lending; short sales of securities, and
trading in futures and forward contracts, options, and other derivative products. Alternative
investments often have liquidity restrictions under which the Health System's capital may be
divested only at specified times. The Health System's liquidity restrictions may be up to 90 days
for certain investments .. Liquidity restrictions may apply to all or portions of a particular invested
amount. The Health System's policy is to record its ownership interest in certain alternative
investments of less than 5% at cost.

Financial information used by the Health System to evaluate its alternative investments is provided
by the investment manager or general partner-and includes fair value valuations (quoted market
prices and values determined through other means) of underlying securities and other financial
instruments held by the investee, and estimates that require varying degrees of judgment. The
financial statements of the lnvesteecompanles are audited annually by independent auditors,
although the timing for reporting the results of such audits does not coincide with the Health
System's annual financial statement reporting.

There is uncertainty in the valuation for alternative investments arising from factors such as lack of
active markets (primary and secondary), lack of transparency into underlying holdings, and time
lags associated with reporting by investee companies. As a result, there is at least a reasonable
possibility that estimates will change in the near term.
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Care New England Health System and Affiliates
Notes to Consolidated Financial Statements
September 30, 2011 and 2010

Income and realized net gains (losses) on investments of endowments and specific purpose funds
are reported as follows:

• Increases (decreases) in permanently restricted net assets. if the terms of the gift require that
they be added to the principal of permanently restricted net assets;

• Increases (decreases) in temporarily restricted net assets if the terms of the gift impose
restrictions on the use of the income or the income has not yet been appropriated; or

• Increases (decreases) in the unrestricted net assets in all other cases.

Assets Limited as to Use
Assets limited as to use primarily include endowment funds, assets held by trustees under
indenture agreements and insurance programs, deferred compensation arrangements, and
designated assets set aside by one or more of the Boards, over which the Boards retain control
and may, at their discretion, subsequently use for other purposes. Amounts required to meet
current obligations of the Hospitals have been reclassified to current assets.

inventories
Inventories of drugs and supplies are stated at the lower of cost (first-in, first-out) or market
Inventories of $4,180,758 and $3,919,717 at September 30, 2011 and 2010, respectively are
included in other current assets in the consolidated balance sheets.

Property and Equipment
Property and equipment acquisitions are recorded at cost. Donated property and equipment is
recorded at fair value at the date of receipt. Interest cost incurred on borrowed funds during the
period of construction of capital assets is capitalized as a component of the cost of acquiring those
assets. Depreciation is recorded using the straight-line method based on the estimated useful life
of each 'class of depreciable asset, as recommended by the American Hospital Association as
follows:

Buildings and improvements
Fixed and moveable equipment

5 - 40years
3 - 20 years

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

Assets recorded under capital leases are amortized on the straight-line method over the shorter
period of the lease term or the estimated useful life of the asset. Such amortization is included with
depreciation and amortization expense in the consolidated statements of operations.

Upon retirement or sale of assets, the cost of assets disposed of and the related accumulated
depreciation are eliminated and the related gains or losses are recognized in other revenue in the
consolidated statements of operations.
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Care New England Health System and Affiliates
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September 30,2011 and 2010

Care New England evaluates the potential impairment of property, plant and equipment whenever
events or changes in circumstances indicate that the carrying value of a group of assets may not
be recoverable.

Pledges
Pledges, less an allowance for uncollectible amounts, are recorded as receivables in the year
made. Pledges are recorded as additions to the appropriate net asset classification.

Deferred Flnanclnqcosts
Expenses related to issuance of bonds are deferred and amortized on a straight-line basis over the
period during which the bonds are expected to be outstanding.

Self-Insurance Reserves
The reserves for self-insured programs are estimated based on actuarial studies and the Hospitals'
and industry experience. The reserves include estimates of the ultimate cost for both reported
claims and claims incurred but not yet reported. The Hospitals have established separate
indemnification companies and trust funds for payment of certain self-insured claims.

Care New Engiand is seif-insured for iosses arising from workers' compensation claims. Loss
reserves are estimated based on actuarial studies, and the Health System's and industry
experience.

For the employees of the Hospitals and the Agency, with the exclusion of the unionized employees
at Women & Infants Hospital, Care New England is self-insured for losses arising from health
insurance claims. Self-insured losses for both reported claims and claims incurred but not yet
reported are estimated based on actuarial studies and the Health System's actual experience.

Temporarily and Permanently Restricted Net Assets
Temporarily restricted net assets are those whose use has been limited by donors to a specific
time period or purpose. Permanently restricted net assets have been restricted by donors to be
maintained in.perpetuity.

Excess of Revenues Over Expenses
The consolidated statements of operations and changes in net assets include excess of revenues
and gains over expenses. Changes in unrestricted net assets, which are excluded from excess of
revenues and gains over expenses, consistent with industry practice, include permanent transfers
of assets to and from affiliates for other than goods and services, contributions of long-lived assets
(including assets acquired using contributions which by donor restriction were to be used for the
purposes of acquiring such assets), and changes in the pension and postretirement liability.

Net Patient Service Revenue
The Hospitals and the Agency have individual agreements with many third-party payors that
provide payments at amounts different from their established rates. Payment arrangements
include prospectively determined rates per discharge, reimbursed costs, discounted charges, and
per-diem payments.
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September 30,2011 and 2010

Net patient service revenue is reported at estimated net realizable amounts from patients,
third-party payors, and others for services rendered, and includes estimated retroactive revenue
adjustments due to such things as future audits and reviews. 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 adjustments.

Research Revenue
Research revenue includes revenue from federal, state, institutional and other sources for the
purposes of funding research activities.

Other Revenue
Other revenue includes underwriting income, rental income, cafeteria sales, laboratory services
provided to nonpatients, sales of home medical equipment, vendor rebates and discounts, various
services provided to physicians and other organizations and gains or losses upon the retirement or
sale of assets.

Charity Care
The Heaith System provides care to patients who meet certain criteria under their charity care
policies without charge or at amounts less than established rates. Because the Health System
does not pursue collection of amounts determined to qualify as charity care, they are not reported
as net patient revenue.

Contributions and Donor-Restricted Gifts
Unconditional promises to give cash and other assets are reported at fair value at the date the
promise is received. Conditional promises to give and indications of intentions to give are reported
at fair value at the date when the condition is satisfied. Gifts are reported as either temporarily or
permanently restricted support if they are received with donor stipulations that limit the use of the
donated' assets. When a donor restriction expires, that is, when a stipulated time restriction ends
or purpose restriction is accomplished, temporarily restricted net assets are reclassified as
unrestricted net assets and reported in the consolidated statements of operations and changes in
net assets as net assets released from restrictions.

Unrestricted contributions are reported net of direct fundraising expenses in the consolidated
statements of operations.

Income Tax Status
Care New England, the Hospitals, the Agency, Healthtouch, Women & Infants Faculty Physlclans,
Inc., Women & Infants Corporation, Women & Infants Development Foundation, Palomar, and Kent
Hospital Foundation are not-for-profit corporations, and have been recognized as tax exempt on
related income pursuant to Section 501(c)(3) of the Internal Revenue Code. W&I Indemnity, Ltd.
and Toll Gate Indemnity, Ltd. are foreign corporations with no material tax liability. Other affiliates
are single-member limited liability companies which are treated as part of their sole member for tax
purposes.
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New Accounting Pronouncements'
Presentation and Disclosure of Net Revenues, Provision for Bad Debts, and the Allowance
for Doubtful Accounts
In July 201'1, the Financial Accounting Standards Board (FASB) issued Accounting Standards
Update 2011-7 (ASU 2011-7), Health Care Entities: Presentation and Disclosure of Net Revenue,
Provision for Bad Debts, and the Allowance for Doubtful Accounts. Under the new guidance, bad
debts relating to patient service revenue will be separately disclosed in thet consolidated statements
of operations and reported as a component of net patient service revenue. Bad debts associated
with activities other than patient service revenue will continue to be reported' as an operating
expense. For Care New England, ASU 2011-7 would be effective for fiscal years beginning after
December 15, 2011, but early adoption is permitted. The Health System has decided not to early
adopt this standard.

Postretirement Benefit Plan Assets
In March 2008, the FASB issued ASC Topic 517-20-65-2, Employers' Disclosures about
Postretirement Benefit Plan Assets. This Topic amends ASC Topic 958-715 to provide guidance
on an employer's disclosures about plan assets of a defined benefit pension or other
postretirement plan. The Health System adopted the provisions of the Topic beginning with the
fiscal year ended September 30, 2010.

Derivative Instruments and Hedging Activities
In March 2008, the FASB issued ASC Topic 815-10-65-1, Disclosures about Derivative Instruments
and Hedging Activities - an amendment of Topic 815-10-50 (ASC Topic 815-10-65-1). ASC Topic
815-10-65-1 builds upon the existing disclosure requirements of ASC Topic 815-10-50, Accounting
for Derivative Instruments and Hedging Activities, by requiring enhanced disclosures about how
and why an entity uses derivative instruments, how derivative instruments and related hedged
items are accounted for under ASC Topic 815-10-50 and its related interpretations, and how
derivative instruments and related hedged items affect an entity's financial position! financial
performance, and cash flows. The Health System adopted ASC Topic 815-10-65-1 for its fiscal
year ending September 30,2010.

Reclassifications
Certain items in the 2010 financial statements have been reclassified to conform to the current year
presentation.

3. Uncompensated Care and Community Services

The Health System maintains records to identify and monitor the level of charity care and
community services it provides, including the amount of charges forgone for services and the
estimated cost incurred to provide those services. The revenues forgone and estimated costs and
expenses incurred to provide charity care for the years ended September 30 are as follows:

2011 2010

Revenues forgone, based on established rates
Expenses and cost incurred

$ 35,271,183
14,554,470

$ 26,405, 197
11,545,773
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In addition to the above-mentioned medical care rendered, the Health System provides numerous
other services free of charge to the community. These services include such things as transporting
patients to the healthcare facilities, interpretation of medical information to various languages,
volunteer services to other not-for-profit agencies, emergency and disaster relief services, various
health, educational, research and teaching programs, healthcare screening services, therapeutic
patient services, and provislon of direct services to patients with multiple psychosocial needs.

2011 2010

Approximated revenues forgone, or cost of the
services provided to the community $ 7,397,062 $ 10,095,776

The Health System also provides services to other indigent patients under the Medicaid/Rite Care
Program, which reimburses healthcare providers at amounts which are less than the cost of
services provided to the recipients.

In addition to the cost of charity care and other community service programs, the Health System
provided $31,931,088 and $36,700,064 for uncollectible patient accounts during the years ended
September 30, 2011 and 2010, respectively.

4. Pledges· Receivable

Unconditional promises to give are recorded at present value as current and long-term assets
based on expected time of collection. Future expected collections of these pledges as of
September 30 are as follows:

2011 2010

Within one year $ 2,195,890 $ 1,791,872
One to five years 3,650,520 2,154,974
Beyond five years 6,305 10,105

5,852,715 3,956,951

Less: Allowance for uncollectibles (1,228,605) (1,367,754)

Pledges receivable, net $ 4,624,110 $ 2,589,197
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5. Summary of Investments

Investments at September 30 are summarized as follows:

2011

Securities, at market
Cash and cash equivalents
Fixed income 'securities
Equity securities
Mutual funds
Auction rate securities
Alternative investments

Cash surrender value of life insurance

$ 29,408,878
75,556,136
52,244,843
85,328,557
10,598,691
35,591,407
28,590,839

$317,319,351

The cash surrender value of life insurance is included in Board-designated funds.

Investment return for the years ended September 30 consisted of the following:

2010

$ 18,480,802
37,580,326
67,096,178
83,166,909
19,817,913
23,052,753
27,'413,827

$276,608,708

2011 2010

Interest and dividend income $ 2,862,928 $ 2,685,828
Net realized gains on sales of investments 9,885,312 2,645,146
Net change in unrealized (losses) gains p2,679,303~ 10,490,064

$ 68,937 $ 15,821,038

Included in operating revenue $ 9,502,082 $ 2,912,241
Included in nonoperating revenue ~9,433, 145} 12,908,797

$ 68,937 $ 15,821,038

Care New England, the Hospitals, and the Agency routinely invest their surplus operating funds in
various overnight repurchase agreements, money market funds, and fixed income U.S. agency
bonds, which are classified as cash and cash equivalents.

Through its consolidated treasury management system, Care New England, on behalf of the Health
System, has invested surplus operating cash in auction rate securities with varying maturity dates,
which are backed by student loans. These loans are guaranteed for repayment by the federal
government. During 2008, the auctions at which these securities were sold began to fail, requiring
CNE to hold these securities indefinitely. However, payments of interest from the underlying loan
pool remain current. As of September 30,2011 and 2010, these securities are recorded as short-
term and long-term investments in the consolidated balance sheets and Care New England has
recorded an other-than-temporary impairment loss of $651 ,310 and $1 ,182,086, respectively,
based on an independent valuation of the securities. During 2011, $9,750,000 of the auction rate
securities were liquidated at face value, resulting in a nonoperating gain of $548,.825. During 2010,
$3,225,000 of the auction rate securities were liquidated at face value, resulting in a nonoperating
gain of $198,359. During October, 2011, an additional $4,250,000 were liquidated at face value,
resulting in a nonoperating gain of $246,500.
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The summary of the current and long-term fair value of the auction rate securities is as follows:

2011 2010

Current investments $ 4,003,500 $
Long term investments 6,595,191 19,817,913

$ 10,598,691 $ 19,817,913

6. Property, Plant and Equipment

A summary of property, plant and equipmentat September 30 follows:

Construction and projects in progress

Property, plant and equipment, net

2011 2010

$ 10,409,078 $ 10,169,616
345,142,240 334,879,014
275,240,463 262,280,466

630,791,781 607,329,096

(382,282,204) (357,840,698)

248,509,577 249,488,39'8

2,285,966 3,738,905

$ 250,795,543 $ 253,227,303

Land and land improvements
Buildings and improvements
Moveable equipment

Total property, plant and equipment

Less: Accumulated depreciation and amortization

Depreciation expense for property, plant and equipment amounted to $27,364,023 and
$27,526,520 for {he years ended September 39, 2011 and 2010, respectiveiy.

Care New England disposed of $3,119,556 and $1,952,944 of assets, with accumulated
depreciation of $2,922,517 and $1,952,944 for the years ended September 30, 2011 and 2010,
respectively. The net book value was written off and reflected in the consolidated statements of
operations.

During May 2010, Kent received a Certificate of Need approval from the Rhode Island Department
of Health to construct and relocate its outpatient surgical suites to one floor of a two-story medical
building being built on its campus by a private developer. The Certificate of Need also includes
lobby renovations, the construction of a connector to the main hospital building, and the
construction of a 10-bed short stay nursing unit in the vacated outpatient surgery space. The
project is being funded through the issuance of tax-exempt debt and philanthropic donations. Total
estimated cost of the project is $15,000,000.

During November 2010, Butler received a Certificate of Need approval from the Rhode Island
Department of Health to build a building that will house an updated Patient Assessment Service,
and accommodate an increase in Butler's licensed bed complement of inpatient psychiatry beds by
twenty-six. The building is being funded through the issuance of tax-exempt debt, use of equity,
and philanthropic donations. Total estimated cost of the new building is $19,126,000.
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As of September 30, 2011, the Health System estimated the total cost of completion of construction
and projects in progress to be approximately $35,444,126. The funding to complete these projects
will come from Board-designated funds, philanthropic donations, tax-exempt debt, and operating
cash.

WIH leases land for its facility from Rhode Island Hospital ("RIW), for a nominal annual payment,
under a 99-year lease agreement which expires December 31,2085.

Butler owns approximately 110 acres of land, which was purchased with donated funds in the mid-
19th century. This land has a book value of one dollar.

In the late 1940s, Kent acquired 57 acres of land, which is recorded at the acquisition price of
$90,165.

Conditional asset retirement obligations are recorded at $1,650,159 and $1,580,875 as of
September 30, 2011 and 2010, respectively. These obligations are recorded in other long-term
liabilities in the consolidated balance sheets. There are no assets that are legally restricted for
purposes of settling asset retirement obligations. During 2011 and 2010, there were no significant
retirement obiigations incurred or settied. Accretion expense of $66,284 and $64,576 was
recorded during the years ended September 30, 2011 and 2010, respectively.

7. Long-Term Debt and Capital Leases

A summary of long-term debt at September 30 is as follows:

2011 2010

Variable rate $46,730,000 RIHESC 2008 Series A bonds, final
maturity in 2032

Variable rate $38,210,000 RIHESC 2008 Series'S bonds, final
maturity in 2037
Fixed rate $12,000,000 RIHESC 2010 Series bonds, final
maturity in 2031
Fixed rate $16,000,000 RIHESC 2011 Series bonds, final
maturity in 2031

Term, $300,000 RIHEBC equipment note,final maturity in 2014
Term, $2,250,000 BankRI mortgage note, final maturity in 2015
Term, $3,750,000 Bank of America mortgage note, final maturity in 2015
Term, $4,000,000 Time Insurance Company mortgage note,
final maturity in 2027
Capital lease obligations

Total long-term debt and capital lease obligations

Less: Current portion of long-term debt and capital lease obligations

Long-term debt and capital lease obligations,
excluding current portion

$ 41,655,000 $ 42,985,000

29,885,000 31,515,000

11,793,682

16,000,000
97,058

2,593,750

131,919
2,006,936
2,781,250

3,671,380
6,184,338

111,880,208

(5,913,883)

3,759,163
8,837,039

92,016,307

(5,976,801 )

$ 105,966,325 $ 86,039,506

Rhode Island Health and Educational Building Corporation (RIHEBC) Bonds
In 2008, the· Health System issued RIHEBC 2008 Series A variable rate bonds of $46,730,000.
The bonds have mandatory sinking fund redemptions ranging from $1,380,000 in 2012 to
$2,735,000 in 2032.
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In 2008, the Health System issued RIHEBC 2008 Series B variable rate bonds of $38,210,000.
The bonds have mandatory sinking fund redemptions ranging from $1,315,000 in 2012 to $660,000
in 2013, with a final payment of$1 ,810,000 in 2037.

The proceeds from the CNE 2008 Series A bonds were used to (1) refund the outstanding CNE
2002 Series A bonds, and (2) pay certain expenses related to the issuance of the CNE 2008
Series A bonds. The proceeds from the CNE 2008 Series B bonds were used to (1) defease a
portion of the outstanding CNE 2002 Series B bonds, and (2) finance a portion of WIH's
Certificated of Need project consisting of the construction, equipping, and furnishing of a five-story
addition to WIH's existing hospital building, (3) finance a portion of routine capital improvements,
and (4) pay certain expenses related to the issuance of the CNE 2008 Series B bonds. The CNE
2002 Series B bonds were defeased by depositing a portion of the proceeds of the CNE 2008
Series B bond proceeds and money contributed by the Obligated Group members, Butler, Kent,
WIC and WIH in an account held by the trustee for the CNE 2002 Series B bonds to provide funds
as and when necessary to pay the principal and interest on the CNE 2002 Series B bonds. The
refunding trust of $1,208,013 has sufficient fixed income securities to meet the required payments
on the outstanding balances as of September 30, 2011.

The Series A and Series B bonds bear interest at a daily, weekly, or monthly rate, which is payable
on the first business day of each month, and on maturity or redemption dates and the fixed rate
conversion date. In no event will the interest rate borne by the bonds exceed 10% per annum.
Since issuance in 2008, the bonds have borne weekly interest rate. CNE has pledged gross
receipts backed by a bank letter of credit which expires on February 1, 2015. The bonds are
subject to tender at the option of the owners thereof. To the extent the tendered bonds are not
able to be remarketed, the letter of credit bank has committed to purchase the bonds. Amounts
advanced by the bank to pay the purchase price on bonds being purchased and not reimbursed to
the bank on the date of such drawing will be converted to a credit agreement loan and amortized
over three years. CNE: Butler, Kent, WIC; and WIH are jointly and severally liable for repayment.

Under the terms of the Series A and Series 8 revenue bonds, CNE and the Hospitals are required
to make periodic debt service payments with a trustee, which are included with assets limited as to
use. The revenue bond indenture and letter of credit agreement also places limits on the
incurrence of additional borrowings, and require that the Obligated Group satisfy certain measures
of financial performance as long as the bonds are outstanding. The Health System is required to
comply with certain debt covenants under the bond agreements, including a minimum debt service
coverage ratio of 1.25 to 1 and a liquidity ratio of .75 to 1. The Health System has been, and
remains, compliant with these terms.
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In 2010, the Health System issued RIHEBC 2010 Series fixed rate bonds of $12,000,000. The
bonds have mandatory sinking fund redemptions ranging from $424,000 in 2012 to $813,065 in
2030, with a final payment of $417,695 in 2031. These bonds were issued Direct Purchase Tax
Exempt Bank qualified bonds. The bonds bear a fixed interest rate of 3.65% through December,
2017 with 3 year optional tenders through December, 2030. The bonds bear interest on a per
annum basis with semi-annual payments based on a 20 year amortization. The proceeds from the
bonds are being used by Kent to finance (i) the renovation, equipping and furnishing of existing
hospital space to house a ten (10) bed short stay unit: (ii) the construction, equipping and
furnishing of a 30,000 square foot ambulatory surgical center with a connection to Kent's existing
hospital building and (iii) cost of issuance. CNE, Butler, Kent, WIC and WIH are jointly and
severable liable for repayment. Unspent bond proceeds of $11,486,297 are included in trustee-
held funds in the consolidated balance sheet at September 30, 2011. The Health System is
required to comply with certain debt covenants under the bond agreements, including a minimum
debt service coverage ratio of 1.25 to 1 and a liquidity ratio of .75 to 1. The Health System has
been, and remains, compliant with these terms.

In 2011, the Health System issued RIHEBC 2011 Series fixed rate bonds of $16,000,000. The
bonds have mandatory sinking fund redemptions ranging from $607,267 in 2012 to $1,044,574 in
2031. These bonds were issued as unrated private placement tax exempt bonds. The bonds bear
a fixed interest rate of 2.99%. The bonds bear interest on a per annum basis with semi-annual
payments based on a 20 year amortization. The proceeds from the bonds are being used to
finance (i) the construction, equipping and furnishing of a 32,000 square foot addition of Butler's
existing hospital facility; (ii) refinancing of the Bank of Rhode Island mortgage held by WIC;
(iii) refinancing of certain capital leases; (iv) purchase of capital equipment; (v) capitalized interest
and (vi) cost of issuance. CNE, Butler, Kent, WIC andWIH are jointly and severable liable for
repayment. Unspent bond proceeds of $11 ,595,442 are included in trustee-held funds in the
consolidated balance sheet at September 30, 2011. The Health System is required to comply with
certain debt covenants under the bond agreements; including a minimum debt service coverage
ratio of 1.25 to 1 and a liquidity ratio of .75 to 1. The Health System shasbeen, and remains,
compliant with these terms.

Rhode Island Health and Educational Building Corporation Notes
In 2003, the Health System entered into a $340,000 RIHEBC Equipment Note due March 2003
through February 2010. Monthly interest and principal installments of $4,687 were due at a fixed
interest rate of 4.25%. The note was collateralized by the equipment purchased with the proceeds
by the Agency and guaranteed by the Health System.

In 2004, the Health System entered into a $300,000 RIHEBC Equipment Note due July 1, 2004
through June 1, 2014. Monthly interest and principal installments of $3,141 are due at a fixed
interest rate of 4.72%. The note is collateralized by the equipment purchased with the proceeds by
the Agency and guaranteed by the Health System.

Bank Mortgage Notes
In 2005, the Health System entered into a $2,250,000 mortgage note with BankRI due July 2005
through June 2015. Interest and principal installments of $14,538 are due monthly, with a final
payment of $1,734,954 due June 2015, at a fixed interest rate of 6.03%. The note was
collateralized by the real estate purchased. This note was refinanced as part of the RIHEBC 2011
Series bonds. WIH was required to comply with certain debt covenants under the note agreement,
including a minimum fixed charge coverage ratio of 1.15 to 1. The Health System had been
compliant with these terms.
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In 2005, the Health System entered into a $3,750,000 mortgage note with Bank of America due
August 2005 through July 2015. Interest and principal installments of $33,837 on August 1, 2005
to $24,883 on May 5, 2015 are due monthly, with a final payment of $1,890,625 due June 2015,. at
a fixed interest rate of 5.64%. The note is collateralized by the real estate purchased. The Health
System is required to comply with certain debt covenants under the note agreement, including a
minimum debt service coverage ratio of 1.25 to 1. The Health System has been, and remains,
compliant with these terms.

In 2007, the Health System entered into a $4,000,000 mortgage note with Time Insurance
Company due October 2007 through September 2027. Interest and principal installments of
$25,261 are due monthly, with a final payment of $1,338,527 due September 2027, at a fixed
interest rate of 5.79%. The note is collateralized by the real estate purchased.

Interest Rate Swaps
CNE maintains interest rate swap programs on certain of its 2008 Series A and B variable rate
revenue bonds. These bonds expose the Health System to variability in interest payments due to
changes in interest rates. The Health System entered into various interest rate swap agreements
to manage fluctuations in cash flows resulting from interest rate risk. These agreements involve
the exchange ·of fixed rate payments by CNE for variable rate payments from counterparties, based
on the Securities Industry and Financial Markets Association (SIFMA) Index.

In 2004, CNE entered into an interest rate swap agreement with Bank of America Investments,
effectively converting the $50,000,000 RIHEBC CNE 2002 Series A variable rate debt to a fixed
rate of 2.99% for the period of October 1, 2005 through August 1, 2011.

As part of the 2008 Series A & B refinancing, CNE (1) maintained the interest rate swap agreement
that was entered into in 2004 with Bank of America Investments which effectively converted
$45,400)000 of the RIHEBC CNE 2008 Series A variable rate bonds to a fixed rate of 3.02% for the
period of February 1, 2008 through August 1, 2011. The notional amount of the swap at
September 30, 2010 was $42,860,000, (2) entered into an interest rate swap agreement with
Deutsche Bank Group which effectively converts all of the RIHEBC CNE 2008 Series A variable
rate bonds to a fixed rate of 4.216% for the period of August 1,2011 through July 1,2032. The
notional amount of the swap at September 30, 2011 was $41,655,000, and (3) entered into an
interest rate swap agreement with Morgan Stanley Capital Services which effectively converts all of
the RIHEBC CNE 2008 Series B variable rate bonds to a fixed rate of 3.857% for the period of
February 1, 2008 through August 31, 2037. The notional amount of the swap at September 30,
2011 and 2010 was $29,885,000 and $33,765,000, respectively.

The Health System uses the interest rate swap agreements in order to manage its interest rate risk
associated with its outstanding debt. These swaps effectively convert interest rates on variable
rate bonds to fixed rates. The interest rate swap agreements meet the definition of derivative
instruments. However, the change in the market value and cash flow impact of the derivative
instruments are accounted for as a nonoperatlnq activity. The swaps, while serving as an
economic hedge, do not qualify as an accounting hedge.
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The following table summarizes the 2008 Series A and 8 debt activity for the fiscal years ended
September 30:

2011 2010

Debt outstanding

October 1 - August 31 $ 74,500,000 $ 78,035,000

September 1 - September 30 $ 71,540,000 $ 74,500,000

Weighted-average bonds outstanding $ 74,253,333 $ 77,740,417

Interest payments to bondholders plus
letter of credit fees paid to bank $ 443,848 $ 461,610

Net cash payments on interest rate swaps 2,463,050 2,477,873

$ 2,906,898 $ 2,939,483

Effective interest rate 3.91 % 3.78 %
Market value of swap agreements at September 30 $ (11,356,534) $ (9,816,848)

Change in market value of swap agreements $ (1,539,686) $ (3,675,851)

Scheduled principal repayments on long-term debt are as follows for the years ended
September .30:

2012
2013
2014
2015
2016
Thereafter

$ 4,032,647
3,462,863
3,570,614
5,508,585
3,599,783

85,521,378

$ 105,695,870

Care New England had available $15,000,000 during 2010 and through August 12, 2011 through a
line of credit with a financial institution. There were no outstanding balances on the line of credit as
of September 30, 2011 and 2010.

The Hospitals classify certain noncancelable leases as capital leases, and include the property
under lease in their property and equipment. Amortization expense for these assets is included in
depreciation and amortization expenses in the consolidated statements of operations and changes
in net assets. Ownership of the leased property converts to the Hospitals at the end of the lease
term. Assets and related accumulated depreciation under the capital leases are included in
property, plant and equipment (Note 6).
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Future minimum lease payments due under capital lease arrangements are as follows:

2012
2013
2014
2015
2016
Thereafter

Total minimum lease payments

Less: Amount representing interest

Capital lease obligations at September 30, .2011

$ 2,239,991
1,904,260
1,317,236

724,492
224,155

1,288,488

7,698,622

1,514,284

$ 6,184,338

8. Temporarily and Permanently Restricted Net Assets

Temporarily restricted net assets areavailable for the following purposes or periods at
September 30:

2011 2010

Healthcare services $ 17,671,618 $ 17,360,187
Healthcare research 6,785,050 6,816,908
General purposes 7,306,745 7,761,408
Indigent care 2,483,848 2,617,636
Health education 1,945,865 2,000,500
Plant replacement and expansion 6,547,723 3,887,073
Endowment 3,254,498 3,550,816
Other 951,859 2,688,084

Total temporarily restricted net assets $ 46,947,206 $ 46,682,612

permanently restricted net assets at September 30 are restricted investments to be held in
perpetuity.

2011 2010

Plant replacement and expansion $ 10,074,539 $ 10,574,465
Indigent care 877,018 874,506
General purposes 1,603,481 1,603,481
Research 560,279 554,191
Healthcare services 4,007,497 3,918,334
Health education 1,013,514 1,006,693

Total permanently restricted net assets $ 18,136,328 $ 18,531,670
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The Health System follows the requirements of the Rhode Island enacted version of the Uniform
Prudent Management of Institutional Funds Act of 2006 as they relate to its permanently restricted
endowments. The Health System's endowments consist of numerous individual funds established
for a variety of purposes. Its endowments consist solely of donor-restricted endowment funds. As
required by U.S. generally accepted accounting principles, net assets associated with endowment
funds are classified and reported based on the existence or absence of donor-imposed restrictions.

The Health System classifies restricted donor funds in accordance with the laws of the State of
Rhode Island and generally accepted accounting principles. The Health System classitiesas
permanently restricted net assets (1) the original value of gifts donated to the permanent
endowment, (2) the original value of subsequent gifts to the permanent endowment, and
(3) accumulations to the permanent endowment made in accordance with the direction of the
applicable donor gift instrument at the time the accumulation is added to the fund. The remaining
portion of the donor-restricted endowment funds that is not classified in permanently restricted net
assets is classified as temporarily restricted net assets until those amounts are appropriated for
expenditure. The Health System considers the following factors in making a determination to
appropriate or accumulate donor-restricted endowment funds: (1) the duration and preservation of
the fund, (2) the purpose of the Health System and the donor-restricted endowment fund,
(3) general economic conditions, (4) the possibie effect of infiationand defiation, (5) the expected
total return from income and the appreciation of investments, and (6) the investment policies of the
Health System.

For the year ended September 30, 2011, the Health System had the following changes in the
endowment net assets:

Temporarily Permanently
Restricted Restricted Total

Endowment net assets at beginning of year $ 17,801,565 $ 7,957,205 $ 25,758,770

Investment return
Investment income 333,250 504 333,754
Net appreciation (realized and unrealized) (1,066,399} (1,066,399)

Total investment return (733,149) 504 (732,645)

Contributions (37,149) 104,080 66,931
Appropriation of endowment assets for expenditure (328,291) (328,291)

Endowment net assets at end of year $ 16,702,976 $ 8,061,789 $ 24,764,765
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For the year ended September 30, 2010, the Health System had the following changes in the
endowment net assets:

Temporarily Permanently
Restricted Restricted Total

Endowment net assets at beginning of year $ 21,172,035 $ 7,804,023 $ 28,976,058

lnvestment return
investment income 416,852 547 417,399
Net appreciation (realized and unrealized) 1,554,990 1,554,990

Total investment return 1,971,842 547 1,972,389

Contributions 2,394,766 152,635 2,547,401
Appropriation of endowment assets for expenditure ~2,535,646} ~2,535,646}

Endowment net assets at end of year $ 23,002,997 $ 7,957,205 $ 30,960,202

In addition to permanently restricted endowments, Kent is an income beneficiary of various trusts.
On September 30, 2011 and 2010, the market value of the trust assets, which are recorded as
permanently restricted net assets, totaled $10,074,539 and $10,574,465, respectively.
Distributions of income are made at the discretion of the trustees.

It is the policy of the Health System that any appropriations from the appreciation in endowment
funds are periodically requested of and approved by the Board of Trustees.

The Boards have responsibility for formulating investment policy. The investment policy is to invest
in a conservative asset portfolio with minimal investment risk. Certain funds are included in a
consolidated long term investment pool and invested in accordance with the investment strategy,
authorized· by the Boards.

From time to time, the fair value of assets associated with individual donor-restricted endowment
funds may fall below the level that the donor requires the Health System to retain as a fund of
perpetual duration. Deficiencies of this nature that are reported in unrestricted net assets are
immaterial as' of September 30, 2011 and 2010. These deficiencies resulted from unfavorable
market fluctuations. The individual donor-restricted endowment funds with deficiencies will retain
future income and appreciation to restore the required fair value of the assets.

During fiscal 2011 and 2010, net assets were released from donor restrictions by incurring
expenses satisfying the following restricted purposes:

2011 2010

Healthcare services $ 1,541,279 $ 5,771,899
Healthcare research 18,205 1;118,390
Plant replacement and expansion 3,419,281 4,792,191
Other 1,046,630 1,520,773
Health education 282,197 213,630
Indigent care 107,075 108,307

Total net assets released from restrictions $ 6,414,667 $ 13,525,190
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9. Retirement Plans

The Health System has two separate pension plans. One plan covers the employees of CNE and
the Hospitals, with the exception of the unionized employees of WIH (who are covered under a
multiemployer union plan) and certain WIH-employed physicians. The other plan covers the
employees of the Agency.

Care New England Pension Plan
The Care New England Pension Plan (the "Pian"), established on October 1, 1998, is a defined
benefit cash balance plan that covers all of the employees of CNE, and all of the Hospitals'
employees, with the exception of the unionized employees and certain employed physicians at
WIH. The benefits for the unionized employees at Butler are computed under a separate formula
that was in effect when the Butler plan was a standalone noncontributory defined benefit plan. The
Hospitals incur and fund their respective pension plan expenses within the guidelines established
by the Employee Retirement Income Security Act of 1974.

The Care New England Board of Trustees voted, on September 23, 2010, to freeze the Plan
effective December 31, 2010 for all employees with the exception of the Butler unionized
employees. Effective December 31,2010, compensation paid to a participant shaii be disregarded
for plan purposes, except for purposes related to determining benefits for the unionized employees
at Butler. In addition, a participant's cash balance account will only increase annually for interest
credit. As a' result, the System realized a gain on the curtailment of the Plan in the fiscal year
ending September 30, 2010 of $3,194,728, which is recorded in pension expense. In connection
with the Plan freeze, the Health System will enhance contributions to the Care New England 403(b)
Match and Savings Plan.

Included in cumulative changes in unrestricted net assets at September 30, 2011 that has not yet
been recognized in net periodic pension cost is an actuarial loss of $70,950,846. Included in
changes in unrestricted net assets at September 30,2010 that has not yet been recognized in net
periodic pension cost isan actuarial loss of $52,006,974.

The actuarial loss included as cumulative changes in unrestricted' net assets and expected to be
recognized in net periodic pension cost during the fiscal year ended September 30, 2012 is
$1,471,248.

Net periodic pension cost includes the following components at September 30:

2011 2010

Service cost $ 4,078,458 $ 10,360,836
Interest cost 11,114,337 10,601,834
Expected return on plan assets (13,523,703) (13,150,540)
Amortization of prior service cost (728,403)
Amortization of loss 1,012,569 1,906,636

Net periodic pension expenses $ 2,681,661 $ 8,990,363

Curtailment $ $ 3,194,728
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The assumptions used to determine net periodic benefit cost for the years ended September 30 are
as follows:

2011 2010

Discount rate
Expected return on assets
Rate of compensation increase

5.26 %
7.75
4.00

5.50 %
8.25
4.00

The following table presents a reconciliation of the beginning and ending balances of the plan
projected benefit obligations, fair value of plan assets, funded status, and accumulated other
comprehensive income (AOel) of the plan as of September 30:

2011 2010

Changes in benefit obligations
Projected benefit obligations at beginning of period $ 216,299,180 $ 197,178,743
Service cost 4,078,458 10,360,836
Interest cost 11,114,337 10,601,834
Actuarial loss 4,380,881 13,714,782
Benefits and expenses paid (14,818,634) (~3,608,066)
Curtailment ~1,948,949}

Projected benefit obligations at end of period $ 221,054,222 $ 216,299,180

Changes in plan assets
Fair value of plan assets at beginning of period $- 170,778,388 $ 156,816,240
Actual return on plan assets (2,059,857) 15,087,214
Employer contributions 15,325,000

I
12,475,000

Benefits' and expenses paid ~14,818,634l ~13,608,066l

Fair value of plan assets at end of period $ 169,224,897 $ 170,770,388
, Funded status

Total pension liability $ (51,829,325) $ (45,528,792)
Accumulated benefit obligation 218,932,069 214,765,024
Unrestricted net assets
Unrestricted net assets at beginning of period $ 52,006,974 $ 40,161,320
Less amounts amortized during the year

Net prior service credit (3,923,131)
Net loss 1,012,569 3,855,585

Plus amounts occurring during the year
Net loss 19,956,441 11,778,108

Unrestricted net assets at end of period $ 70,950,846 $ 52,006,974
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The assumptions used to develop the projected benefit obligation as of September 30 are as
follows:

2011 2010

Discount rate
Rate of compensation increase

5.03 %
4.00 %

5.26 %
4.00 %

Plan Assets
The Plan's investment objectives are to achieve long-term growth in excess of inflation, and to
provide a rate of return that meets or exceeds the actuarial expected long-term rate of return on ..
plan assets. In order to minimize risk, the Plan attempts to minimize the variability in yearly
returns. The Plan diversifies its holdings among sectors, industries, and companies. No more than
6% of the Plan's portfolio (measured on market value) may be held in an individual company's
stocks or bonds.

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

The Health System's pension plan asset allocations (based on market value) at September 30, by
asset category, are as follows:

Target Actual Actual
Allocation 2011 2010

Asset category
Alternative investments 28 % 26 % 26 %
Fixed income securities 20 24 30
Equity securities 52 50 44

100 % 100 % 100 %

Contributions
The Health System contributed $15,325,000 and $12,475,000 to the PlanIn 2011 and 2010,
respectively. The Health System expects to contribute $12,250,000 to the Plan in 2012.

Estimated Future Benefit Payments
The following benefit payments, which reflect expected future service, as appropriate, are expected
to be paid:

Fiscal Year
Pension
Benefits

2012
2013
2014
2015
2016
Years 2017-2021

$ 15,300,000
15,600,000
15,700,000
16,200,000
16,100,000
81·,400,000
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Care New England 403(b) Match and Savings Plan
As a result of the Pension Plan Protection legislation, regulatory changes impacting matching
credits previously recorded in the CNE Pension Plan were discontinued effective January 1, 2009.
As a result, CNE established the Care New England 403(b) Plan to account for future matching
credits. The plan covers employees that meet certain eligibility requirements. The Health System
recorded an expense of $2,904,069 and $2,776,391 for fiscal years ended September 30, 2011
and 2010, respectively. The Health System funded $2,682,349 and $2,657,261 in fiscal 2011 and
2010 to the plan for the calendar year 2010 and 2009 matching credits, respectively.

Effective January 1, 2011, in connection with the freeze of the Care New England Pension Plan,
the Health System will provide a nonelective contribution to participant accounts, as defined in the
Plan document. Nonelective contributions will be allocated to each eligible participant based on a
percentage of salary based on a combination of the recipients age and years of service, and will be
credited to each such participant as of the first day of the Plan year, as further described in the
Plan document. As a result, the Health System recorded an expense of $8,941,660 for fiscal year
ended September 30,2011, which will be funded in fiscal 2012.

WIH Union Plan
Payments to a muitiempioyer pension pian covering union employees at WIH for the years ended
September 30, 2011 and 2010 were $7,766,513 and $7,535,000, respectively.

Kent County Visiting Nurse Association Pension Plan
The Agency has a noncontributory defined benefit pension plan covering all employees who have
satisfied certain eligibility requirements that was frozen effective December 31, 2007, and replaced
with a contributory retirement savings plan. Benefits under the defined benefit plan were based on
years of service and employee's compensation levels.

Included in the charge to net assets at September 301 2011 and 2010 is an unrecognized actuarial
loss of $3,303,783 and $2,708,723, respectively. The actuarial loss expected to be recognized in
net periodic pension cost during the fiscal year ended September 30, 2012 is $292,510.

The Agency's pension expense was $187,497 in 2011 and $165,914 in 2010.

The assumptions used to determine net periodic benefit cost for the years ended September 30 are
as follows:

2011 2010

Discount rate
Expected return on assets
Rate of compensation increase

5.00 %
7.50 %
N/A

5.50 %
7.50 %
N/A

The assumptions used to develop the projected benefit obligation as of September 30 are as
follows:

2011 2010

Discount rate
Rate of compensation increase

4.75 %
N/A

5.00 %
N/A
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To develop the expected long-term rate of return on plan assets assumption, the Agency
considered the historical return and the future expectations for returns for each asset class, .as well
as the target asset allocation of the pension portfolio.

Plan assets, valued at fair value, consist of 3.%cash and cash equivalents and 97% mutual funds.
The fair value of the Plan assets were $5,466,732 and $5,410,313 at September 30, 2011 and
2010, respectively.

The Agency made required contributions to the Plan of $308,354 and $97,165 in 2011 and 2010,
respectively. The Agency is expected to make $330,826 in contributions to the Plan during 2012.
Benefit payments are expected to be paid as follows:

Fiscal Year
Pension
Benefits

2012
2013
2014
2015
2016
Years 2017-2021

$ 227,000
236,000
246,000
291,000
317,000

2,403,000

Effective January 1, 2008, the Agency established a 403(b) Retirement Savings Plan that covers
employees who have met certain eligibility requirements. Discretionary contributions to the plan
are based on years of service and compensation levels. For the fiscal years that ended
September 30.,2011 and 2010, respectively, the Agency recorded an expense of $244,703 and
$227,728.

10. Postretirement Plans

Kent sponsors an unfunded noncontributory defined benefit postretirement plan that provides
medical and dental benefits to certain salaried and nonsalaried employees. In 1996, Kent
amended the plans to eliminate benefits for all employees, except for certain employees with at
least 25 years of service at that date.

In.cluded in the charge to net assets are the following amounts that have not yet been recognized in
net periodic postretirement benefit cost as of September 30,2011 and 2010, respectively:
unrecognized net transition obligation of $354,751 and $451,750 and unrecognized actuarial loss
of $192,355 and $278,826. The unrecognized net transition obligation and actuarial gain expected
to be recognized in net periodic postretirement costs during the fiscal year ended September 30,
2012 are $97,000 and $0, respectively.

The postretirement benefit cost for these plans was $206,032 in 2011 and $759,771 in 2010.
Included in the benefit cost for the plan in 2010 was $581,795 related to the costs of offering an
early retirement program.
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11. Patient Service Revenue

For the majority of the System's revenue, the Hospitals and the Agency have agreements with
third-party payors that provide for payments to the Hospitals and the Agency at amounts different
from their established rates. At the time of rendering service to the patients, the Hospitals and the
Agency obtain assignment of benefits payable under the patient's health insurance program, plan,
or policy (e.g., Medicaid, Blue Cross, health maintenance organizations, commercial insurance,
Medicare, and others). The following is a breakdown of gross patient service revenue by payor
type for the years ended September 30: <'

Medicare and Medicare Managed Care
Medicaid and Medicaid Managed Care
Blue Cross
Managed care
Self-pay
Other third-party payors

2011 2010

32 % 31 %
20 20
26 26
11 11
4 4
7 8

100 % 100 %

Laws and regulations governing the Medicare and Medicaid programs are extremely complex and
subject to interpretation. As a result, there will always be a possibility that the recorded estimates
of net revenue could change by a significant amount in the future. The Hospitals and the Agency
believe they are in compliance with all applicable laws and regulations. Cost reports filed annually
with third-party payors are subject to audit prior to final settlement. The Hospitals and the Agency
are compliant with all reimbursement filings. A summary of cost report activity as of
September 30, 2011 is as follows:

Medicare: Cost reports for the Hospitals and the Agency have been filed through 2010, and settled
through 2010 for the Agency, 2008 for Butler, and 2006 for Kent and WI H.

State of Rhode Island (Medicaid): Cost reports have been filed through 2010, and settled through
2006 for Butler, Kent and WIH.

The filing of these cost reports and associated settlements require the use of estimates. Net
patient service revenue was increased by approximately $3,286,300 and $4,411,454 in 2011 and
2010, respectively, to reflect the changes in the estimated settlements for certain prior years.

12. Disproportionate Share

The government has long recognized the financial burdens which are borne by hospitals which
serve an unusually large number, or "disproportionate share", of low-income patients. Kent and
WIH received disproportionate share payments of $27,734,289 and $24,190,258 from the State of
Rhode Island's Medicaid program for the years ended September 30,2011 and 2010, respectively.
Kent and WIH also recorded disproportionate share payments of $4,936,177 and $4,740,205 from
Medicare during 2011 and 2010, respectively.
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13. Concentration of Credit Risk

As of September 30, 2011 and 2010, Care New England, the Hospitals, and the Agency had cash
and cash equivalents in excess of Federal Depository Insurance limits at major financial
institutions. These financial institutions have a strong credit rating, and management believes that
credit risks related to these deposits are minimal.

The Hospitals and the Agency receive' a significant portion of its payment for services rendered
from a limited number of governmental and commercial third-party payors, including Medicare,
Medicaid, and Blue Cross. The organization has not historically incurred any significant
concentrated credit losses in the normal course of business.

In addition, the organizations routinely grant credit to patients without requiring collateral or other
security. The mix of receivables, net of contractual allowances, from patients and third-party
payors at September 30, 2011 and 2010, was as follows:

2011 2010

Medicare and Medicare Managed Care
Medicaid and Medicaid Managed Care
Blue Cross
Managed care
Self...pay
Other third-party payors

11 %
29
20
12
16 '
12

11 %
30
16

9
19
15

100 % 100 %

The Health System provides an allowance for uncollectible accounts to address the risks of
nonpayment of accounts receivable.

14. Commitments and Contingencies

Operating Leases
Care New England, the Hospitals, and the Agency have entered into operating lease agreements
with several vendors for the lease of certain equipment and office space. Future minimum lease
payments under noncancelable operating leases as of September 30, 2011 are:

2012
2013
2014
2015
2016
Later years

Total minimum lease payments

$ 5,595,458
4,501,011
4,048,572
3,347,513
3,124,235

41,854,414

$ 62,471,203

Total rent expense for operating leases for the years ended September 30, 2011 and 2010
amounted to $5,942,924 and $5,545,102, respectively.
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Butler has entered into several agreements with various parties, mostly nonprofit organizations, to
lease space on the Butler campus. Rental income in the amount of$3,007,056 and $2,939,233 for
the fiscal years ending September 30, 2011 and 2010, respectively, is included in other operating
revenue in the consolidated statements of operations.

Litigation
CNE, the Affiliates, and the Agency have been individually named as codefendants in several
complaints. It is the opinion of management that the liability, if any, to CNE, the Affiliates, and the
Agency in excess of insurance coverage will have no material adverse effect on the consolidated
financial position of Care New England.

Collective Bargaining Agreements
At September 30, 2011, approximately 40% of the Health System's employees were covered by
collective bargaining agreements. The collective bargaining agreement covering 49% of the
Agency's employees will expire on May 31, 2012, and be subject to negotiation. The remaining
bargaining agreements will be in effect through fiscal 2012.

15. Professional and General Liability Claims

Due to strategic and economic issues, as well as the potential for limited availability of commercial
insurance policies, the Care New England entities have moved over time to covering the majority of
their professional and general liability insurance to self-insured approaches. The adequacy of the
coverage provided, reserves, and the funding levels are evaluated annually by independent
actuaries who review the soundness of the programs and recommend future funding levels.
Potential losses are estimated based on industry as well as entity experience, and a provision for
these losses is recorded.

Butler annually contributes to its self..insurance trust fund to provide for risks relating to its existing
actuarially calculated primary level of professional and general liabilities, as well as the tail liability
related to prior claims-made coverage. Butler's professional liability coverage for claims in excess
of its primary coverage limits is provided by W&I Indemnity.

Kent Hospital established Toll Gate Indemnity in 2004, as an off-shore captive insurance entity to
insure primary and excess hospital professional and general liability risks, as well as to supply
indemnification coverage for certain eligible medical staff.

WIH annually contributes to its self-insurance trust fund to provide for risks relating to its existing
actuarially calculated primary level of professional and general liabilities, as well as the tail liability
related to prior claims-made coverage.

In addition to the trust fund, WIH established W&I Indemnity in 1994, as an off-shore captive
insurance entity to provide coverage for claims in excess of its underlying policy, as well as to
insure the contractual liability arising from indemnification agreementsrwith certain eligible medical
staff.

The provisions for anticipated losses were based upon expected undiscounted values, Trust fund
and captive assets are available for the payment of claims.

CNE VVeliness Centers, LLC and the Agency purchase general and professional liability insurance
from Toll Gate Indemnity.
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16. Other Self-Insurance Reserves

Care New England has established a workers' compensation trust fund to cover all past and future
self-insured claims of workers' compensation activity for CNE, the Hospitals, and the Agency. The
reserve for workers' compensation losses is based on an actuarial study and actual experience. At
September 30, 2011 and 2010, the amounts accrued for estimated self-insurance costs have not
been discounted.

CNE, on behalf of itself, the Hospitals, ano the Agency, has entered into a self-insurance program
for health insurance risks. This program covers the health insurance claims for all of CNE's, the
Hospitals', and the Agency's employees, with the exception of the unionized employees at WIH.
The provisions for health insurance losses are based on actuarial assumptions and actual claims
experience.

17. Affiliation With Rhode Island Hospital

In 1981, RIH and WIH approved an agreement providing for the affiliation of the two Hospitals. The
affiliation agreement provides for a program of shared medical services, thereby greatly increasing
the scope of comprehensive acute-care services available to WIH in maternal, gynecological, and
neonatal care. In accordance with the agreement, the Hospital relocated to the property of RIH.

18. Affiliation With Accredited Medical Schools

Butler and WIH are affiliated with the Warren Alpert Medical School of Brown University. The
affiliation agreements provide that Butler and WIH will be the principal academic medical centers
for psychiatry and healthcare unique to women and newborns, respectively. Kent is affiliated with
the University of New England College of Osteopathic Medicine.

19. Functional Expenses

CNE provides healthcare services to residents within their geographic service areas. Expenses
related to providing these services for the years ended September 30 are as follows:

2011 2010

Healthcare services
General and,administrative

$ 660,293,951
166,113,749

$ 826,407,700

$ 630,931,072
155,499,660

$ 786,430,732

20. Fair Value of Financial Instruments

The Health System calculates fair value defined in ASC Topic 820 to value its financial assets and
liabilities, where applicable. ASC Topic 820 defines fair value as 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, and establishes a framework for measuring fair value. Topic 820 applies to
other accounting pronouncements that require or permit fair value measurements, and does not
require new fair value measurements. Fair value measurements, are applied based on the unit of
account from the reporting entity'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.
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ASC Topic 820 establishes a three-level valuation hierarchy for disclosureof fair value
measurements. The valuation hierarchy 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 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 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 Health
System 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.

Fair value for Level 1 is based upon quoted market prices. Fair value for Level 2 is based on
quoted prices for similar instruments in active markets, quoted prices for identical or similar
instruments in markets that are not active, and 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 obtained from various sources,
including market partlcipants, dealers, and brokers. Fair value for Level 3 is based upon
unobservable inputs for the asset (Le., supported by little or no market activity). Level 3 inputs
include management's own assumption about the assumptions that market partiCipants would use
in pricing the asset (including assumptions about risk).

The Health System's ownership in alternative investments is limited partnership interests in private
equity funds. The value of certain alternative investments represents the ownership interest in the
Net Asset Value (NAV) of the respective partnership. The NAV of the securities held by limited
partnerships that do not have readily determinable fair values are determined by the general
partner and are based on appraisals or other estimates that require varying deqrees of judgment.
If no public market exists for the investment securities, the fair value is determined by the general
partner taking into consideration, among other things, the cost of the securities, prices of recent
significant placements of securities of the same issuer, and subsequent developments concerning
the companies to which the securities related. The Health System has performed significant due
diligence around theseinvestments to ensure NAV is an appropriate measure of fair value as of
September 30.

The fair value of interest rate swap agreements is primarily determined using techniques consistent
with the market approach. Significant observable inputs to valuation models include interest rates,
treasury yields, and credit spreads.
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Financial instruments carried at fair value for the System's non pension plan assets as of
September 30, 2011 are classified in the table below in one of the three categories described
above:

Level 1 Level 2 Level 3 Total

Assets
Cash and cash equivalents $ 26,995,197 $ 2,413,681 $ $ 29,408,878
Fixed income securities 44;964,224 30,501,011 90,901 75,556,136
Equity securities 52,221,158 23,685 52,244,843
Alternative investments 16,107,216 13,713,965 29,821,181
Auction rate securities 10,598,691 10,598,691
Mutual funds 31,834,194 53,494,363 85,328,557
Other 28,590,839 28,590,839

$ 184,605,612 $ 102,516,271 $ 24,427,242 $ 311,549,125

Liabilities
Interest rate swap agreements $ $ (11,356,534) $ $ (11,356,534)

Financial instruments carried at fair value for the System's non pension plan assets as of
September 30, 2010 are classified in the table below in one of the three categories described
above:

Level 1 Level 2 Level 3 Total

Assets
Cash and cash equivalents $ 15,247,264 $ 3,233,538 $ - $ 18,480,802
Fixed income securities 21,937,224 15,643,102 37,580,326
Equity securities 67,008,266 87,912 67,096,178
Alternative investments 14,528,650 14,528,650
Auction rate securities 19,817,913 19,817,913
Mutual funds 81,380,519 1,786,390 83,166,909
Other 27,413,827 27,413,827

$ 212,987,100 $ 20,663,030 $ 34,434,475 $ 268,084,605

Liabilities
Interest rate swap agreements $ - $ (9,816,848) $ .. $ (9,816,848)

The amounts reported in the financial instruments table exclude certain alternative investments
valued at approximately $5,770,226 as of September 30,2011 and$8,524,103 as of
September 30, 2010, which are valued at cost (Notes 2 and 5).
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Care New England Health System and Affiliates
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September 30,2011 and 2010

Financial instruments carried at fair value for assets invested in the Defined Benefit Pension Plan
as of September 30, 2011 are classified in the table below in one of the three categories described
above:

Level 1 Level 2 Level 3 Total

Assets
Cash and cash equivalents $ 4,844,943 $ 1,026 $ - $ 4,845,969
Fixed income securities 25,899,100 25,899,100
Equity securities 19,023,296 19,023,296
Mutual funds
Alternative investments 41,611,960 77,844,572 119,456,532

$ 49,767,339 $ 41,612,986 $ 77,844,572 $169,224,897

Financial instruments carried at fair value for the Defined Benefit Pension Plan assets as of
September 30, 2010 are classified in the table below in one ofthe three categories described
above:

Level 1 Level 2 Level 3 Total

Assets
Cash and cash equivalents $ 8,715,153 $ - $ - $ 8,715,153
Fixed income securities 30,998,418 30,998,418
Equity securities 19,536,877 19,536,877
Mutual funds 4,582,447· 4,582,447
Alternative investments 40,615,786 66,321,707 106,937,493

t R~ A~? AQ&\ CI: An ~1 &\ 7A~ <I: ~~ ~,)1 7(\7 $170,770,388'I' ",,,,,"''''''-,''''''''''' '+' .,.....,,"'."',."'''' '+' "'''',v'- I,' "',

During the years ended September 30, 2011 and 2010, respectively, the changes in the fair value
for the System's financial instruments in the nonpension plan assets measured using significant
unobservable inputs (Level 3) were comprised of the following:

Fixed Income Equity Alternative Auction Rate Total
Securities Securities Investments Securities Investments

Fair value at October 1, 2010 $ $ 87,912 $ 14,528,650 $19,817,913 $ 34,434,475

Total gains (losses)
Dividends and interest income 3,235 606 236,514 240,355
Net realized gains on investments 339,441 548,826 888,267
Change in net unrealized
appreclation on investments 1,123 (6,153) (2,689,188) (18,048) (2,712,266)

Purchases 14,976 9,900,000 9,914,976
. Sales (28,883) (15,456) (10,918,332) (9,750,000) (20,712,671)

Transfers in and/or out of Level 3 115,426 ~58,200~ 2,316,880 2,374,106

Fair value at September 30, 2011 $ 90,901 $ 23,685 $ 13,713,965 $ 10,598,691 $ 24,427,242
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Assets
Held Under

Split-Interest
Agreements

Fair value at October 1, 2010

Unrealized losses

Fair value at September 30,2011

$ 10,574.465

(499,926)

$10,074,539

Equity
Securities

Alternative Auction Rate Total
Investments Securities Investments

Fair value at October 1, 2009

Total gains (losses)
Dividends and interest income
Net realized ~ains on investments
Change in net unrealized
appreciation on investments

Purchases
Sales
Transfers in and/or out of Level 3

Fair value at September 30,2010

$ 30,152 $10,224,455 $ 22,735,000 $ 32,989,607

55,489
(440) ! (4,980)

55,489
198,358 192,938

(298,648)
4,096,590

35,547
58,200 420,197

87,912 $14,528,650

109,556 (189,092)
4,096,590

(3,225,001) (3,189,454)
478,397

$ $ 19,817,913 $ 34,434,475

Assets
Held Under

Split-Interest
Agreements

Fair value at October 1, 2009

Unrealized gains

Fair value at September 30,2010

$ 9,840,045

734,420

$10,574,465

During the year ended September 30, 2011 and 2010, the changes in the fair value for the
System's financial instruments invested in the System's Defined Benefit Pension Plan assets
measured using significant unobservable inputs (Level 3) were comprised of the following:

2011 2010

Balance at beginning of year $ 66,321,707 $ 62,108,253

Total gains (losses)
Dividends and interest income 341,450 162,832
Net Realized gains on investments 5,672,999 1,224,135
Change in net unrealized appreciation on investments (7,099,511) 3,326,487

Purchases 25,848,927 6,500,000
Sales ~13,241,OOO~ ~7,000,000~

Balance at end of year $ 77,844,572 $ 66,321,707

36
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The Health System uses NAV to determine the fair value of its investments which do not have a
readily determinable fair market value. The following table summarizes the key provisions for the
Health System's non pension plan investments as of September 30, 2011, which are valued at
NAV. There were no outstanding unfunded commitments at September 30,2011.

Net Asset Value Redemption Terms

Limited Partnership $ 869,786 Minimum of $100,000 on the last day of a fiscal
quarter upon 75 day prior written notice,
Subject to Early Withdrawal Fees.

Fixed Income 2,397,716 Bi-monthly upon 30. day prior written notice.

Common Collective Trust 1,349,445 Monthly upon 30 day. prior written notice.

Common Collective Trust 3,784,534 Bi-monthly upon 5 day prior written notice.

Common Collective Trust 1,567,280 Monthly upon 10 day prior written notice.

International Equity 10,456,762 First day of each month.

Absolute Return 8,815,478 Bi-monthly upon 5 day prior written notice.

Hedge Fund 3,745,205 End of each quarter with 90 day prior written

Alternative Investments notice
Common Collective Trust 1,214,210 Bi-monthly with a limit of 4% each month.

Unredeemed monthly allocations are banked
towards future redemptions.

Common Collective Trust 4,436,243 Daily with a minimum of $25,000 upon
written notification by 3PM EST.

$ 38,636,659

The following methods and assumptions were used in estimating the fair value of financial
instruments other than investments:

Accounts payable and accrued expenses: The carrying amount reported in the consolidated
balance sheets for accounts payable and accrued expenses approximates its fair value.

Estimated third-party payor settlements: The carrying amount reported in the consolidated balance
sheets for estimated third-party payor settlements approximates its fair value.

Long-term debt: The Health System's lonq-term debt obligations are reported in the accompanying
statements of financial position at principal value less unamortized discount or premium, which
totaled approximately $106 million at September 30, 2011, excluding capital leases. The estimated
fair value of the Health System's long-term debt as of September 30, 2011 approximated its
carrying value.

21. Termination of Affiliation Agreement With Lifespan

In July 2007, Care New England Health System and Lifespan Corporation entered into an Affiliation
Agreement under which Care New England and its affiliates would merge into Lifespan
Corporation. From the time of the execution of this agreement through early 2010, the parties
endeavored-to procure regulatory approvals required to consummate this transaction. The parties
mutually agreed to terminate the Affiliation Agreement in February 2010.
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22. Subsequent ~vent

Care New England Health System has assessed the impact of subsequent events through
December 22, 2011, the date the audited financial statements were issued and has concluded that
there were no such events that require adjustments to the audited financial statements or
disclosure in the notes to the audited financial statements.
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Care New England Health System and Affiliiates
Consolidating Balance Sheet
September 30, 2011

Butler Kent WIC Care New The
and Affiliates and Affiliates and Affiliates England Agency Eliminations Total

Assets
Current assets

Cash and cash equivalents $ 16,383,496 $ 6,759,981 $ 37,089,53,6 $ (13,910,768) $ (4,094,056) $ - $ 42,228,189
Investments 1,645,743 1,983,1518 26,909,317 30,538,218
Patient accounts receivable 6,695,474 53,675,679 65,956,627 2,063,680 128,391,460
Less: Estimated uncollectible ~1,O08,034l ~18,O23,227~ ~13,124,11~ ~411,843~ ~32,567,214}

Net patient accounts receivable 5,687,440 35,652,452 52,832,517 1,651,837 95,824,246

Other receivables 2,486,892 5,561,791 10,819,886 116,676 199,991 19,185,236
Pledges receivable, net 183,340 554,200 923,283 1,660,823
Other current assets 836,258 4,554,845 2,438,86,7 1,617,264 43,002 9,490,236
Current portion of assets whose use is limited 679,392 1,109,335 2,281,783 10,021 4,080,531
Due from affiliates - other 4,071,228 2,620,530 1,547,503 11,493,346 140,399 (19,873,006)
Due from affiliates - debt 95,723,122 ~95,723, 122}

Total current assets 31,973,789 56,813,134 109,916,533 121,958,978 (2,058,827) (115,596,128) 203,007,479

, Assets whose use is limited or restricted as to use
Endowment funds 13,944,405 13,715,541 7,333,101 34,993,047
Board-designated funds 3,965,894 20,633,295 55,075,397 548,587 80,223,173
Trustee-held funds 12,164,645 34,934,344 112,106,857 1,412,230 160,618,076
Deferred compensation funds 1,793,847 1,070,079 1,113,087 280,212 94,421 4,351,646

Total assets limited as to use 31,868,791 70,353,259 175,628,442 1,692,442 643,008 280,185,942

Less: Amounts required to meet current obligations ~679,392t ~1,109,335} ~2,281,78~ ~1O,021} ~4,080,531 ~

Noncurrent assets limited as to use 31,189,399 69,243,924 173,346,659 1,682,421 643,008 276,105,411

Property, plant and equipment, net 21,815,094 68,277,037 157,203,527 2,685,977 813,908 250,795,543
Pledges receivable, net 374,391 1,790,034 798,862 2,963,287
Investments 816,698 3,266,796 2,511,697 6,595,191
Other assets 50,791 1,295,024 314,679 319,060 1,979,554

Total assets $ 86,220,162 $ 197,419,153 $ 444,847,056 $ 129,158,133 $ (601,911) $ (115,596,128) $ 741,446,465-
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Care New England Health System and AffiUates
Consolidating Balance Sheet
September 30,2011

Butler Kent WIC Care New The
and Affiliates a nd Affiliates and Affiliates England Agency Eliminations Total

Lia bilities a nd Net Assets
Current liabilities

Accounts payable and accrued expenses $ 10,004,744 $ 35,845,305 $ 35,567,640 $ 11,754,804 $ 2,144,728 $ - $ 95,317,221
Current portion of estimated third-party payor settlements
and advances 869,213 2,827,844 10,568,241 243,802 14,509,100

Current portion of long-term debt and capital leases 228,748 1,412,303 512,728 3,726,267 33,837 5,913,883
Current portion of long-term debt, due to parent 573,324 941,388 2,091,940 (3,606,652)
Pension liability 1,541,469 5,452,964 2,872,294 1,412,335 99,138 11,378,200
Interest rate swap
Other current liabilities 1,448,665 91,967 5,098,545 257,992 6,897,169
Due to affiliates 1,943,826 7,903,957 5,452,01:2 3,755,579 817,632 !19,873,006}

Total current liabilities 16,609,989 54,475,728 62,163,4010 20,648,985 3,597,129 (23,479,658) 134,015,573

Long term liabilities
Self-insurance reserves 2,068,466 25,611,122 78,300,99:3 11,935,955 117,916,536
Long-term portion of third-party payor settlements and advances 2,007,520 5,063,286 12,585,7318 19,656,544
Long-term debt and capital leases 5,003,058 2,886,378 2,406,25:3 95,607,415 63,221 105,966,325
Pension liability 8,497,658 26,656,414 12,839,480 3,835,775 2,697,620 54,526,947
Postretirement liability 1,973,659 1,973,659
Interest rate swaps 11,356,534 11,356,534
Other liabilities 2,232,278 2,193,627 2,535,715 299,509 195,717 7,456,846
Due to parent, long-term debt 15,086,636 26,469,537 50,560,29'7 (92, 116,4 70~

Total long-term liabilities 34,895,616 90,854,023 159,228,4745 123,035,188 2,956,558 (92,116,470) 318,853,391

Net assets
Unrestricted 15,461,497 34,886,690 194,827,418 (14,526,040) (7,155,598) 223,493,967
Temporarily restricted 16,823,913 5,630,584 24,492,70!3 46,947,206
Permanently restricted 2,429,147 11,572,128 4,135,05:3 18,136,328

Total net assets 34,714,557 52,089,402 223,455,180 (14,526,040) (7, 155,598} 288,577,501

Total liabilities and net assets $ 86,220,162 $ 197,419,153 $ 444,847,05~5 $ 129,158,133 $ ~601,911~ $ ~115,596, 128~ $ 741,446,465
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Care New England Health System and Affiliiates
Consolidating Statement of Operations
Year Ended September 30, 2011

. Butler Kent WIC Care New The
and Affiliates and Affiliates and Affiliates England Agency Eliminations Total

Revenues and gains
Net patient service revenue $ 64,309,852 $ 299,788,244 $ 375,106,1910 $ 248,004 $ 15,792,411 $ (198,609) $ 755,046,092
Net assets released from restrictions and used for operations 515,141 815,162 1,665,083 2,995,386
Research revenue 10,907,545 17,549,2914 28,456,839
Other revenue 18,188,183 14,698,760 35,014,77'5 57,227,710 1,088,816 (71,629,729) 54,588,515-

Total revenues and gains 93,920,721 315,302,166 429,335,342 57,475,714 16,881,227 (71,828,338) 841,086,832

Operating expenses
Salaries and benefits 63,515,803 160,979,258 256,541,949 38,377,253 13,896,113 (6,786,722) 526,523,654
Supplies and other expenses 13,469,899 91,868,376 88,806,181 18,991,309 2,059,710 (64,957,616) 150,237,859
Research expenses 10,901,077 17,698,440 28,599,517
Depreciation and amortization 3,324,998 8,873,736 14,694,296 399,972 228,710 27,521,712
Insurance 1,790,359 12,540,460 14,783,640 76,674 495,989 (84,000) 29,603,122
Licensure fee 13,441,647 17,270,751 30,712,398
Interest 429,729 248,035 576,117 9,240 15,229 1,278,350
Provision for uncollectible accounts 1,796,158 24,146,955 5,981,694 6,281 31,931,088

Total operating expenses 95,228,023 312,098,467 416,353,068 57,854,448 16,702,032 F1,828,338~ 826,407,700

Income (loss) from operations (1,307,302) 3,203,699 12,982,274 (378,734) 179,195 14,679,132

Nonoperating gains (losses)
Investment income on assets limited as to use 820,545 483,038 1,692,236 250,316 23 3,246,158
Unrestricted gifts and bequests 58,147 1,130 412,125 100,000 74,588 645,990
Change in fair value of interest rate swaps (1,539,686) (1,539,686)
Net payments on interest rate swaps (138,416) (507,898) (1,702,116) (114,620) (2,463,050)
Change in net unrealized losses on investments (354,523) (3,972,518) (8,211,568) (100,014) (40,680) (12,679,303)
Nonoperating expenditures (321,469t (842,322) (696,783) (25,655) (1,886,229)

Net nonoperating gains (losses) 64,284 (4,838,570) (8,506,106) (1,404,004) 8,276 (14,676,120)

Excess (deficiency) of revenues and gains
overexpensesand~sses $ (1,243,018t $ (1,634,871) $ 4,476,168 $ (1,782,738) $ 187,471 $ - $ 3,012
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Care New England Health System and Affiliiates
Consolidating Statement of Changes in Net Assets
Year Ended September 30, 2011

Butler Kent WIC Care New The
and Affiliates and Affiliates and Affiliates England Agency Eliminations Total

Unrestricted net assets
Excess (deficiency) of revenues over
expenses $ (1,243,018) $ (1,634,871) $ 4,476,168 $ (1,782,738) $ 187,471 $ - $ 3,012

Pension and postretirement adjustment (3,118,755) (9,057,549) (4,367,310) (2,216,786) (595,059) (19,355,459)
Net assets released from restrictions used for
purchase of property, plant and equipment 351,935 789,882 .2,277,464 3,419,281

Transfers (8,618) (27,307) (37,485) 75,000 (1,590)
Transfer to deferred revenue !807,390t ~1,834,25Ql_ ~2,641 ,640~

(Decrease) increase in unrestricted net assets (4,825,846) (9,929,845) 514,587 (3,924,524) (409,178) (18,574,806)

Temporarily restricted net assets
Contributions 1,011,584 3,615,937 2,487,283 7,114,804
Income from investments 197,215 449,984 261,745 908,944
Net realized and unrealized losses from investments (713,034) (110,650) (520,803) (1,344,487)
Net assets released from restrictions (867,076t (1,605,044) (3,942,547) ~6,414,667~

Increase (decrease) in temporarily restricted net assets (371,311) 2,350,227 (1,714,322) 264,594

Permanently restricted net assets
Net realized and unrealized gains (losses) from investments (499,926) 504 (499,422)
Contributions 6,090 15,634 82,356 104,080

Increase (decrease) in permanently restricted net assets 6,090 ~484,292~ 82,860 ~395,342~

Decrease in net assets (5,191,067)1 (8,063,910) (1,116,875) (3,924,524) (409,178) (18,705,554)

Net assets at beginning of year 39,905,624 60,153,312 224,572,055 !1 0,601 ,516l !6,746,420~ 307,283,055

Net assets at end of year $ 34,714,557 $ 52,089,402 $ 223,455,180 $ (14,526,040) $ (7,155,598) $ - $ 288,577,501
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Care New England Health System and Affiliiates
Consolidating Balance Sheet
September 30,2010

Butler Kent WIC Care New The
and Affiliates and Affiliates and Affiliates England Agency Eliminations Total

Assets
Current assets

Cash and cash equivalents $ 16,054,008 $ 9,327,359 $ 53,094,889 $ 5,001,310 $ 1,130,139 $ (5,700,000) $ 78,907,705
Investments 2,539,711 307,286 2,846,997
Patient accounts receivable 6,482,983 51,837,116 51,808,602 2,199,079 112,327,780
Less: Estimated uncollectible ~1,413,776t ~17,868,916~ ~11,530,OO.Q2_ ~483,353l ~31,296,045~

Net patient accounts receivable 5,069,207 33,968,200 40,278,602 1,715,726 81,031,735

Other receivables 2,178,380 1,264,783 9,027,093 209,647 119,343 12,799,246
Pledges receivable, net 96,082 167,476 1,040,201 1,303,759
Other current assets 836,117 4,343,700 2,571,910 1,736,972 15,051 9,503,750
Current portion of assets whose use is limited 265,979 2,319,529 692,005 209,250 43,322 3,530,085
Due from affiliates-other 3,222,898 862,067 520,043 4,682,521 228,733 (9,516,262)
Due from affiliates-debt 70,774,161 (70,774,161)

Total current assets 30,262,382 52,253,114 107,224,743 82,613,861 3,559,600 (85,990,423) 189,923,277

Assets whose use is limited or restricted as to use
Endowment funds 14,566,537 14,313,377 7,883,846 36,763,760
Board-designated funds 3,686,272 19,882,178 52,176,060 284,496 76,029,006
Trustee-held funds 2,055,070 24,972,547 108,443,522 1,739,436 137,210,575
Deferred compensation funds 1,576,485 872,652 1,132,221 267,215 91,884 3,940,457

Total assets limited as to use 21,884,364 60,040,754 169,635,649 2,006,651 376,380 253,943,798

Less: Amounts required to meet current obligations (265,979t (2,319,529) (692,00~ (209,25Ol (43,322~ (3,530,085}

Noncurrent assets limited as to use 21,618,385 57,721,225 168,943,644 1,797,401 333,058 250,413,713

Property, plant and equipment, net 22,172,744 69,381,958 157,939,409 2,798,420 934,772 253,227,303
Pledges receivable, net 141,601 151,600 992,237 1,285,438
Investments 2,454,147 9,816,603 7,547,163 19,817,913

Other assets 10,708 541,742 341,831 276,637 1,170,918

Total assets $ 76,659,967 $ 180,049,639 $ 445,258,467 $ 95,033,482 $ 4,827,430 $ (85,990,423) $ 715,838,562-
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Care New England Health System and Affiliates
Consolidating Balance Sheet
September 30, 2010

Butler Kent WIC Care New The
and Affiliates and Affiliates and Affiliates England Agency Eliminations Total

Liabilities and Net Assets
Current liabilities

Accounts payable and accrued expenses $ 10,403,530 $ 38,595,953 $ Ai ,894,520 $ 7,895,143 $ 2,600,367 $ - $ 101,389,513
Current portion of estimated third-party payor settlements
and advances 630,976 4,053,726 10,504,700 15,189,402

Current portion of long-term debt and capital leases 299,816 1,858,446 826,384 2,960,000 32,155 5,976,801
Current portion of long-term debt, due to parent 139,209 868,642 1,836,868 (2,844,719)
Pension liability 218,898 1,072,008 659,9313 164,840 310,870 2,426,552
Interest rate swap 1,104,629 1,104,629
Other current liabilities 501,417 247,747 3,368,848 199,601 316,995 4,634,608
Due to affiliates 885,970 4,652,463 2,515,08S 963,440 499,304 ~9,516,262l

Total current liabilities 13,079,816 51,348,985 61,606,34'1 13,287,653 3,759,691 (12,360,981) 130,721,505

Long term liabilities
Self-insurance reserves 1,915,003 17,092,337 75,640,868 9,489,352 104,137,560
Long-term portion of third-party payor settlements 2,293,858 3,537,185 14,882,36:3 20,713,406
Long-term debt and capital leases 5,227,418 4,298,680 4,873,644 71,540,000 99,764 86,039,506
Pension liability 7,627,750 23,744,154 11,841,53.3 2,315,354 1,912,547 47,441,341
Postretirement liability 2,396,079 2,396,079
Interest rate swaps 8,712,219 8,712,219
Other liabilities 2,250,538 1,861,663 3,889,422 290,420 101,848 8,393,891
Due to parent, tong-term debt 4,359,960 15,617,244 47,952,238 5,700,000 ~73,629,442l

Total long-term liabilities 23,674,527 68,547,342 159,080,07'1 92,347,345 7,814,159 (73,629,442) 277,834,002

Net assets
Unrestricted 20,287,343 44,816,535 194,312,83'1 (10,601,516) (6,746,420) 242,068,773
Temporarily restricted 17,195,224 3,280,357 26,207,03'1 46,682,612
Permanently restricted 2,423,057 12,056,420 4,052,19:~ 18,531,670

Total net assets 39,905,624 60,153,312 224,572,05~5 ~10,601,516~ 16,746,420~ 307,283,055

Total liabilities and net assets $ 76,659,967 $ 180,049,639 $ 445,258,46~~ $ 95,033,482 $ 4,827,430 $ (85,990,423) $ 715,838,562
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Care New England Health System and Affiliates
Consolidating Statement of Operations
Year Ended September 30, 2010

Butler Kent WIC Care New The
and Affiliates and Affiliates and Affiliate~s England Agency Eliminations Total

Revenues and gains
Net patient service revenue $ 63,737,786 $ 281,923,304 $ 369,582,685 $ 780,465 $ 15,728,664 $ (990,785) $ 730,762,119
Net assets released from restrictions and used for operations 1,108,724 881,676 5,853,214 7,843,614
Research revenue 12,151,838 16,803,138 28,954,976
Other revenue 17,180,542 9,627,941 20,872,675 40,104,308 1,108,359 (51,184,287l 37,709,538

Total revenues and gains 94,178,890 292,432,921 413,111,712 40,884,773 16,837,023 (52,175,072) 805,270,247

Operating expenses
Salaries and benefits 62,593,473 156,715,351 253,553,449 24,134,223 13,565,627 (7,649,221) 502,912,902
Supplies and other expenses 10,052,640 79,052,629 77,516,696 15,180,947 2,165,300 (44,428,311) 139,539,901
Research expenses 12,158,243 16,803,138 28,961,381
Depreciation and amortization 3,162,849 8,477,767 15,319,714 387,292 252,278 27,599,900
Insurance 2,474,947 6,921,390 11,902,16.2 51,073 317,006 (71,000) 21,595,578
Licensure fee 12,041,993 15,824,541 27,866,534
Interest 447,197 311,461 494,844 9,142 18,368 (26,540) 1,254,472
Provision for uncollectible accounts 1,826,396 26,706,478 8,104,361 62,829 36,700,064

Total operating expenses 92,715,745 290,227,069 399,518,905 39,762,677 16,381,408 ~52,175,072~ 786,430,732

Income from operations 1,463,145 2,205,852 13,592,80'7 1,122,096 455,615 18,839,515

Nonoperating gains (losses)
Investment income on assets limited as to use 983,035 390,625 929,44'7 115,358 268 2,418,733
Unrestricted gifts and bequests 55,906 365,270 68,393 489,569
Change in fair value of interest rate swaps (3,675,851 ) (3,675,851 )
Net payments on interest rate swaps (132,918) (523,906) (1,710,98:2) (110,067) (2,477,873)
Change in net unrealized gains on investments 273,351 1,632,397 8,480,064 80,597 23,655 10,490,064
Nonoperating expenditures (306,621) (491,461) (727,02:3) (28,874) (1,553,979l

Net nonoperating gains 872,753 1,007,655 7,336,77~5 (3,589,963) 63,442 5,690,663

Excess (deficiency) of revenues and gains
over expenses and losses $ 2,335,898 $ 3,213,507 $ 20,929,58:~ $ (2,467,867) $ 519,057 $ - $ 24,530,178
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Care New England Health System and Affiliiates
Consolidating Statement of Changes in Net Assets
Year Ended September 30,2010

Butler Kent WIC Care New The
and Affiliates and Affiliates and Affiliates England Agency Eliminations Total

Unrestricted net assets
Excess (deficiency) of revenues over
expenses $ 2,335,898 $ 3,213,507 $ 20,929,583 $ (2,467, 867} $ 519,057. $ - $ 24,530,178

Pension and postretirement adjustment (1,911.386) (6,366,988) (3,358,218) (534,520) (501,138) (12,672,250)
Net assets released from restrictions used for
purchase of property, plant and equipment 406,058 930,067 3,456,066 4,792,191

Transfers 109,500 363,500 505,000 (1,000,000) 22,000
Others 47,703 47,703

Increase (decrease) in unrestricted net assets 940,070 (1,859,914) 21,580,134 (4,002,387) 39,919 16,697,822

Temporarily restricted net assets
Contributions 2,442,646 1,716,948 7,229,503 11,389,097
Income from investments 282,144 305,371 121,747 709,262
Net realized and unrealized gains from investments 789,395 218,554 428,612 1,436,561
Net assets released from restrictions (2,404,167t (1,811,743) (9,309,280) (13,525,190)

Increase (decrease) in temporarily restricted net assets 1,110,018 429,130 (1,529,418) 9,730

Permanently restricted net assets
Net realized and unrealized gains from investments 734,420 547 734,967
Contributions 82,691 8,534 61,410 152,635

Increase in permanently restricted net assets 82,691 742,954 61,957 887,602

Increase (decrease) in net assets 2,132,779 (687,830) 20,112,673 (4,002,387) 39,919 17,595,154

Net assets at beginning of year 37,772,845 60,841,142 204,459,38.2 ~6,599, 129~ ~6,786,339~ 289,687,901

Net assets at end of year $ 39,905,624 $ 60,153,312 $ 224,572,055 $ (10,601,516) $ (6,746,420) $ - $ 307,283,055
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Independent Auditors' Report

The Board of Trustees
Care New England Health System

Ernst s LLP
200 Clarendon
Boston, Massachusetts 02'1 'J 6-5072

Tel: +- '1en 266 2000
Fax: -+ "16'l7 266 584:3
wW'vV, ey, corn

We have audited the accompanying consolidated balance sheets of Care New England
Health System and Affiliates ("Care New England") as of September 30, 2010 and 2009,
and the related consolidated statements of operations and changes in net assets, and cash
flows for the years then ended. These financial statements are the responsibility of Care
New England's management. Our responsibility is to express an opinion on these
financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the
United States. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material
misstatement. We were not engaged to perform an audit of Care New England's internal
control over financial reporting. Our audits included consideration of internal control
over financial reporting as a basis for designing audit procedures that are appropriate in .
the circumstances, but not for the purpose of expressing an opinion on the effectiveness
of Care New England's internal control over financial reporting. Accordingly, we express
no such opinion. An audit also includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements, assessing the accounting
principles used and significant estimates made by management, and evaluating the
overall financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the consolidated financial position of Care New England Health System and
Affiliates at September 30, 2010 and 2009, and the consolidated results of its operations,
changes in net assets, and its cash flows for the years then ended, in conformity with
accounting principles generally accepted in the United States.

As discussed in Note 8 to the accompanying consolidated financial statements, in 2009,
Care New England changed its method of accounting for the appreciation on
endowments.

~TnLLP

December 23,2010

f.\ member flrrn of Ernst & Youno Globa! l."irnitccl



Assets
Current:

Cash and cash equivalents
Investments
Patient accounts receivable, net of

allowance for uncollectible accounts of
$31,296,045 in 2010 and $30,408,282 in 2009

Other receivables
Pledges receivable
Other current assets
Current portion of assets whose use is limited

Total current assets

Assets whose use is limited or restricted as to use:
Endowment funds
Board-designated funds
Trustee-held funds
Deferred compensation funds

Property, plant, and equipment, net
Pledges receivable, net
Investments
Other assets
Total assets

See accompanying notes.
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Care New England Health System and Affiliates

Consolidated Balance Sheets

September 30
2010 2009

$78,907,705 $ 63,161,756
2,846,997 1,996,886

81,031,735 79,806,323
12,799,246 12,788,039
1,303,759 2,170,813
9,503,750 8,346,550
3,530,085 4,070,930

189,923,277 172,341,297

36,763,760
77,758,793

133,233,237
2,657,923

34,132,423
69,292,876

119,281,765
2,451,142

250,413,713 225,158,206

253,227,303
1,285,438

19,817,913
1,170,918

256,884,141
2,632,837

22,735,000
1,470,244

$715,838,562 $681,221,725

Liabilities and net assets
Current:

Accounts payable and accrued expenses
Current portion of estimated third-party

payor settlements and advances
Current portion of long-term debt and capital leases
Pension liability
Interest rate swap
Other current liabilities

Total current liabilities

Long-term liabilities:
Self-insurance reserves
Long-term portion of estimated third-party payor settlements
Long-term debt and capital leases
Pension liability
Postretirement liability
Interest rate swaps
Other liabilities

Total long-term liabilities

Net assets:
Unrestricted
Temporarily restricted
Permanently restricted

Total net assets
Total liabilities and net assets

September 30
2010 2009

$101,389,513 $ 87,096,949

15,189,402 20,178,186
5,976,801 6,560,899
2,426,552 2,023,817
1,104,629
4,634,608 6,751,350

130,721,505 122,611,201

104,137,560 102,664,793
20,713,406 21,102,727
86,039,506 87,717,579
47,441,341 41,988,771
2,396,079 1,569,705
8,712,219 6,140,997
8,393,891 7,738,051

277,834,002 268,922,623

242,068,773 225,370,951
46,682,612 46,672,882
18,531,670 17,644,068

307,283,055 289,687,901

$715,838,562 $681,221,725



Care New England Health System and Affiliates

Consolidated Statements of Operations and Changes in Net Assets

Year Ended Septem ber 30
2010 2009

Revenues and gains:
Net patient service revenue
Net assets released from restrictions and used for

operations
Other revenue

Total revenues and gains

Excess of revenues and gains over expenses

$710,923,699 $674,008,364

8,732,999 8,065,697
85,613,549 84,224,122

805,270,247 766,298,183

516,510,229 483,374,592
154,903,955 155,828,388
27,599,900 25,553,327
21,595,578 25,687,976
27,866,534 26,074,904

1,254,472 1,448,528
36,700,064 29,932,717

786,430,732 747,900,432

18,839,515 18,397,751

2,418,733 1,823,911
489,569 495,243

(3,675,851) (6,522,654)
(2,477,873) (1,338,132)
10,490,064 13,887,585
{1,553,979} {1,964,5782
5,690,663 6,381,375

24,530,178 24,779,126

Operating expenses:
Salaries and benefits
Supplies and other expenses
Depreciation and amortization
Insurance
Licensure fee
Interest
Provision for uncollectible accounts

Total operating expenses

Income from operations

Non-operating gains (losses):
Investment income on assets limited as to use
Unrestricted gifts and bequests
Change in fair value of interest rate swaps
Net payments on interest rate swaps
Change in net unrealized gains on trading securities
Non-operating expenditures
Net non-operatinggains
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Care New England Health System and Affiliates

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

Unrestricted net assets:
Excess of revenues and gains over expenses
Pension and postretirement adjustment
Net assets released from restrictions used for purchase of

property and equipment
Other

Increase in unrestricted net assets

Temporarily restricted net assets:
Contributions, research, and grants
Cumulative effect of adopting ASC Topic 958
Income from investments
Net realized and unrealized gains from investments
Net assets released from restrictions

Increase in temporarily restricted net assets

Permanently restricted net assets:
Net realized and unrealized gains (losses) from investments
Cumulative effect of adopting ASC Topic 958
Contributions

Increase (decrease) in ,permanently restricted net assets
Increase (decrease) in net assets

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

See accompanying notes.

Year Ended September 30
2010 2009

$ 24,530,178 $ 24,779,126
(12,672,250) (37,381,351)

4,792,191 19,843,489
47,703

16,697,822 7,241,264

11,389,097 11,452,417
16,305,971

709,262 780,911
1,436,561 27,887

{13,525,190) (27,909,1762
9,730 658,010

i34,96i (1,560,242)
(16,305,971)

152,635 563,855
887,602 {17,302,3582

17,595,154 (9,403,084)

289,687,901 299,090,985
$307,283,055 $289,687,901
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Care New England Health System and Affiliates

Consolidated Statements of Cash Flows

Operating activities
Change in net assets
Adjustments to reconcile change in net assets to net cash provided
by operating activities:

Pension and postretirement adjustment
Depreciation and amortization
Change in fair value of interest rate swaps
Income and gains on assets limited as to use
Net unrealized gains on trading securities
Restricted contributions and investment income

Changes in:
Patient accounts receivable
Trading securities
Other current and long-term assets
Accounts payable and accrued expenses
Estimated third-party payorsettlements
Deferred revenue and other liabilities
Net pension liability
Self- insurance reserves

Net cash provided by operating activities

Investing activities
Purchase of property and equipment
Net cash used in investing activities

Financing activities
Proceeds from capital leases
Payments on long-term debt and capital leases
Restricted contributions and investment income
Net cash used in financing activities

Net increase (decrease) in cash and cash equivalents
Beginning cash and cash equivalents
Endingcash and cash equivalents

Supplemental disclosures
Cash paid for interest

See accompanying notes.

Year Ended September 30
2010 2009

$ 17,595,154 $ (9,403,084)

12,672,250 37,381,351
27,599,900 25,553,327
3,675,851 6,522,654

. (2,418,733) (l ,823,911)
(10,490,064) (13,887,585)

(887,602) 996,387

(1,225,412) (9,450,941 )
(9,738,889) 8,063,143
1,345,372 5,237,120

14,292,564 (4,739,399)
(5,378,105) (7,839,036)
(1,460,902) 5,706,613
(5,990,571) (679,002)
1,472,767 8,832,607

Ii 1 1\£'2 =01\ C{\ A"i{\ ...,A A......l.,uu..J,...Jou ..)V,'-t/V,"-'-t"t

{23,943,062} {46,382,1302
(23,943,062) (46,382,130)

4,899,749
(7,161,920) (6,570,899)

887,602 ~996,3872
(1,374,569} (7,567,286)

15,745,949 (3,479,172)
63,161,756 66,640,928

$ 78,907,705 $ 63,161,756

$ 1,355,785 $ 1,861,813
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Care New England Health System and Affiliates

Notes to Consolidated Financial Statements

September 30,20\0

1. Description of Organization

Corporate Structure

Care New England Health System ("CNE", "Care New England", or the "Health
System"), a not-for-profit corporation, was established in February 1996 as the holding
company for the development of an integrated delivery network which consists of Butler
Hospital, Kent County Memorial Hospital, and Women & Infants Hospital of Rhode
Island (collectively, the "Hospitals"), and the Kent County Visiting Nurse Association,
d/b/a VNA of Care New England (the "Agency").

The accompanying consolidated financial statements include the accounts of CNE and its
affiliates, over which CNE has corporate governance:

• Butler Hospital ("Butler") and its affiliate, Carriage House, LLC ("Carriage")
• Kent County Memorial Hospital ("Kent") and its affiliates, Kent Hospital

Foundation, Kent Ancillary Services, LLC, and Toll Gate Indemnity, Ltd. {"Toll
Gate") )

• 'Women & Infants Corporation ("WIC") and its affiliates, Women & Infants
Development Foundation, Palomar Group, Inc. ("Palomar"), Women & Infants
Hospital of Rhode Island ("WIH"), W&1 Indemnity, Ltd. ("W &1 Indemnity"),
WIH Faculty Physicians, Inc., and Women & Infants Ancillary Services, LLC

• Kent County Visiting Nurse Association and its affiliate, Healthtouch, Inc.
(together, the "Agency")

• Care New England Wellness Centers, LLC

Significant intercompany accounts have been eliminated in consolidation.

Mission and Nature of Business

Care New England supports the three Hospitals, the Agency, and other affiliated
organizations.

The mission of Butler Hospital is to provide' treatment of psychiatric illness in an
atmosphere of dignity and respect, and to contribute to knowledge through education and
research, while continuously improving the ways Butler serves its patients and the
community. Butler is a 117-bed, not-for-profit psychiatric teaching hospital, affiliated
with Brown University, providing services for the care of patients from Rhode Island and
nearby Massachusetts. As a complement to its role in service and education, Butler
actively supports research by members of its staff. Butler is accredited by The Joint
Commission ("TJC").
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Care New England Health System and Affiliates

Notes to Consolidated Financial Statements (continued)

1. Description of Organization (continued)

The mission of Kent County Memorial Hospital is to continually improve the health and
well-being of the people and communities it serves, offering its essential services without
regard for the ability to pay. Kent is a 359-bed, not-for-profit general hospital providing a
full range of services for the acute care of patients principally from Kent County, Rhode
Island. Kent currently operates American Osteopathic Association approved residency
programs in emergency medicine and family practice, and has been approved to establish
an internal medicine residency program and a fellowship program in hyperbaric medicine
beginning in 2011. Kent is affiliated with, and provides clinical training to, the students
of the University of New England College of Osteopathic Medicine. Kent is accredited
by TJC and the Commission on Accreditation of Rehabilitation Facilities. Toll Gate is a
wholly owned subsidiary of Kent. Toll Gate insures primary and excess hospital
professional and general liability risks for the Hospital and its employees on an
occurrence basis. Toll Gate insures the Hospital's contractual liability (pursuant to certain
Indemnification Agreements) arising from employed physicians' professional liability on
an occurrence basis. Toll Gate also insures the Hospital's contractual liability (pursuant
to certain Indemnification Agreements) arising from community physicians' professional
liability on both a claims-made and occurrence basis.

The mission of Women & Infants Corporation is to support Women & Infants Hospital of
Rhode Island and all other affiliated organizations. The mission of Women & Infants
Hospital of Rhode Island is to improve the health and well-being of women and infants,
and to provide essential services regardless of ability to pay. WIH is a 247 -bed, not- for-
profit regional center for women and infants' care in Rhode Island and environs. It has
university affiliations and serves as the tertiary care center for neonatology, as well as
obstetrics, materl1al fetal medicine, gynecology, and an array of internal medicine
services for all of Rhode Island and portions of the neighboring states of Massachusetts
and Connecticut. As a complement to its role in service and education, WIH actively
supports research by members of its staff. WIH is accredited by TJC. W&1 Indemnity is a
wholly owned subsidiary of WIH. W&1 Indemnity insures excess hospital professional
liability risks for the Hospital and its employees on an occurrence basis, and. excess
hospital professional liability risks for the Care New England Health System solely to the
extent not covered by commercial insurance purchased by Care New England, Butler, or
Kent. W&1 Indemnity insures the Hospital's contractual liability (pursuant to certain
Indemnification Agreements) arising from employed physicians' and residents' medical
malpractice liability on an occurrence basis. W&I Indemnity also insures the Hospital's
contractual liability (pursuant to certain Indemnification Agreements) arising from
community physicians' medical malpractice liability on both a claims-made and
occurrence basis.

7



Care New England Health System and Affiliates

Notes to Consolidated Financial Statements (continued)

1. Description of Organization (continued)

The mission of Kent County Visiting Nurse Association, d/b/a VNA of Care New
England, is to provide and administer a comprehensive, multidisciplinary, therapeutic,
hospice, and public health nursing program. The Agency is a not-for-profit corporation,
providing home care services to the residents of Rhode Island and nearby Massachusetts.
Healthtouch, Inc. is a not-for-profit corporation providing private duty nursing and
personal care services, primarily to residents of Rhode Island.

2. Significant Accounting Policies

Use of Estimates

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

Cash and Cash Equivalents

Care New England considers all highly liquid investments with a maturity of three
months or less when purchased to be cash equivalents, excluding amounts whose use is
limited by Board designation or other arrangements under trust agreements.

Investments

Investments in equity securities with readily determinable fair values and all investments
in debt securities are measured at fair value in the consolidated balance sheets.
Investment income or loss (including realized and unrealized gains and losses on
investments, other-than-temporary impairments in the value of securities, interest, and
dividends) is included in the excess of revenues and gains over .expenses unless the
income or loss is restricted by donor or law.

Kent and WIH follow the practice of pooling resources of unrestricted and restricted'
assets for long-term investment purposes. The investment pool is operated on the market
value method whereby each participating fund is assigned a number of units based on the
percentage of the pool it owns at the time of entry. Income, gains, and losses of the pool
are allocated to the funds based on their respective participation in the pool.

8



Care New England Health System and Affiliates

Notes to Consolidated Financial Statements (continued)

2. Significant AccountingPolicies (continued)

Alternative investments (non-traditional, not readily marketable holdings) include hedge
funds and private equity funds. Alternative investment interests generally are structured
such that the Health System holds a limited partnership interest. The Health System's
ownership structure does not provide for control over the related investees, and the
Health System's financial risk is limited to the carrying amount reported for each
investee, in addition to any unfunded capital commitment. There are no future funding
commitments for alternative investments at September 30, 2010.

Individual investment holdings within the alternative investments include non-marketable
and market-traded debt and equity securities, and interests in other alternative
investments. The Health System may be exposed indirectly to securities lending, short
sales of securities, and trading in futures and .forward contracts, options, and other
derivative products. Alternative investments often have liquidity restrictions under which
the Health System's capital may be divested only at specified times. The Health
System's liquidity restrictions may be up to 90 days for certain investments. Liquidity
restrictions may apply to all or portions of a particular invested amount.

The Health System's policy is to record its ownership interest in alternative investments
of less than 3% at cost. The .Health System has no ownership interest in excess of 3%,
which could require such interests to be reported under the equity method of accounting.
Under the equity method, the Health System would recognize its share of the increase or
decrease in the investments' fair value in non ..operating income.

Financial information used by the Health System to evaluate its alternative investments is
provided by the investment manager or general partner, and includes fair value valuations
(quoted market prices and values determined through other means) of underlying
securities and other financial instruments held by the investee, and estimates that require
varying degrees of judgment. The financial statements of the investee companies are
audited annually by independent auditors, although the timing for reporting the results of
such audits does not coincide with the Health System's annual financial statement
reporting.

There is uncertainty in the valuation for alternative investments arising from factors such
as lack of active markets (primary and secondary), lack of transparency into underlying
holdings, and time lags associated with reporting by investee companies. As a result,
there is at least a reasonable possibility that estimates will change in the near term.
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Care New England Health System and Affiliates

Notes to Consolidated Financial Statements (continued)

2. Significant Accounting Policies (continued)

Income and realized net gains (losses) on investments of endowments and specific
purpose funds are reported as follows:

• Increases. (decreases) in permanently restricted net assets if the terms of the gift
require that they be added to the principal of permanently restricted net assets;

• Increases (decreases) in temporarily restricted net assets if the terms of the gift
impose restrictions on the use of the income or the income has not yet been
appropriated; or

• Increases (decreases) in the unrestricted net assets in all other cases.

Assets Limited as to Use

Assets limited as to use primarily include assets held by trustees under indenture
agreements and insurance programs, deferred compensation arrangements, and
designated assets set aside by one or more of the Boards of Trustees (the "Boards"), over
which the Boards retain control and may, at their discretion, subsequently use for other
purposes, Amounts required to meet current obligations of the Hospitals have been
reclassified to current assets.

Inventories

Inventories of drugs and supplies are stated at the lower of cost (first-in, first-out) or
market.

10



Care New England Health System and Affiliates

Notes to Consolidated Financial Statements (continued)

2. Significant Accounting Policies (continued)

Property and Equipment

Property and equipment acquisitions are recorded at cost. Donated property .and
equipment .is recorded at fair value at the date of receipt. Interest cost incurred on
borrowed funds during the period of construction of capital assets is capitalized as a
component of the cost of acquiring those assets. Installation costs, including labor,
benefits, and travel, are capitalized as a component of information systems installations.
Depreciation is recorded using the straight-line method based on the estimated useful life
of each class of depreciable asset, as recommended by the American Hospital
Association.

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

Pledges

Pledges, less an allowance for uncollectible amounts, are recorded. as receivables in the
year made. Pledges receivable over a period greater than one year are stated at net present
value. Pledges are recorded as additions to the appropriate net asset classification.

Deferred Financing Costs

Expenses related to issuance of bonds are deferred and amortized on a straight-line basis
over the period during which the bonds are expected to be outstanding.

Self-Insurance Reserves

The reserves for self-insured programs are estimated based on actuarial studies and the
Hospitals' and industry experience. The reserves include estimates of the ultimate cost
for both reported claims and claims incurred but not yet reported. The Hospitals have
established separate indemnification companies and trust funds for payment of certain
self-insured claims.

11



Care New England Health System and Affiliates

Notes to Consolidated Financial Statements (continued)

2. Significant Accounting Policies (continued)

Care New England is self-insured for losses arising from workers' compensation claims.
Loss reserves are estimated based on actuarial studies, and the Health ·System'fs and
industry experience.

For the employees of the Hospitals and the Agency, with the exclusion of the unionized
employees at Women & Infants Hospital, Care New England is self-insured for losses
arising from health insurance claims. Self-insured losses for both reported claims and
claims incurred but not yet reported are estimated based on actuarial studies and the
Health System's actual experience.

Temporarily and Permanently Restricted Net Assets

Temporarily restricted net assets are those whose use has been limited by donors to a
specific time period or purpose. Permanently restricted net assets have been restricted by
donors to be maintained in perpetuity.

Excess of Revenues Over Expenses

The consolidated statements of operations and changes in net assets include excess of
revenues and gains over expenses. Changes in unrestricted net assets, which are excluded
from excess of revenues and gains over expenses, consistent with industry practice,
include permanent transfers of assets to and from affiliates for other than goods and
services, contributions of long-lived assets (including assets acquired using contributions
which by donor restriction were to be used for the purposes of acquiring such assets), and
changes in the pension and postretirement liability.

Net Patient Service Revenue

The Hospitals and the Agency have individual agreements with many third-party payors
that provide payments at amounts different from their established rates. Payment
arrangements include prospectively determined rates per discharge, reimbursed costs,
discounted charges, and per-diem payments.

Net patient service revenue is reported at estimated net realizable amounts from patients,
third-party payors, and others for services rendered, and includes estimated retroactive
revenue adjustments due to such things as future audits and reviews. 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 adjustments.
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Care New England Health System and Affiliates

Notes to Consolidated Financial Statements (continued)

2. Significant Accounting Policies (continued)

Other Revenue

Other revenue includes underwriting income, federal research revenues, clinical trial
revenues at WIH, rental income, cafeteria sales, laboratory services provided to non-
patients, sales of home medical equipment, vendor rebates and discounts, and various
services provided to physicians and other organizations.

Charity Care

The Health System provides care to patients who meet certain criteria under their charity
care policies without charge or at amounts less than established rates. Because the Health
System does not pursue collection of amounts determined to qualify as charity care, they
are not reported as net patient revenue.

Donor-Restricted Gifts

Unconditional promises to give cash and other assets are reported at fair value at the date
the promise is received. Conditional promises to give and indications of intentions to give
are reported at fair value at the date when the condition is satisfied. Gifts are reported as
either temporarily or permanently restricted support if they are received with donor
stipulations that limit the use of the donated assets. When a donor restriction expires, that
is, when a stipulated time restriction ends or purpose restriction is accomplished,
temporarily restricted net assets are reclassified as unrestricted net assets and reported in
the consolidated statements of operations and changes in net assets as net assets released
from restrictions.

Income Taxes

Care New England, the Hospitals, the Agency, Healthtouch, Women & Infants Faculty
Physicians, Inc., Women & Infants Corporation, Women & Infants Development
Foundation, Palomar, and Kent Hospital Foundation are not-for-profit corporations, and
have been recognized as tax exempt on related income pursuant to Section 501(c)(3) of
the Internal Revenue Code. W&I Indemnity, Ltd. and Toll Gate Indemnity, Ltd. are
foreign corporations with no material tax liability. Other affiliates are single-member
limited liability companies which are treated as part of their sole member for tax
purposes.
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Care New England Health System and Affiliates

Notes to Consolidated Financial Statements (continued)

2. Significant Accounting Policies (continued)

New Accounting Pronouncements

Postretirement Benefit Plan Assets

In March 2008, the FASB issued ASC Topic 517-20-65-2, Employers' Disclosures about
Postretirement Benefit Plan Assets. This Topic amends ASC Topic 958-715 to provide
guidance on an employer's disclosures about plan assets of a defined benefit pension or
other 'postretirement plan. The Health System adopted the provisions of the Topic
beginning with the fiscal year ended September 30,2010.

Derivative Instruments and Hedging Activities

In March 2008, the FASB issued ASC Topic 815-10-65-1, Disclosures about Derivative
Instruments and Hedging Activities - an amendment of Topic 815-10-50. ASC Topic
815-10-65-1 builds upon the existing disclosure requirements of ASCTopic 815-10 ..50,
Accounting for Derivative Instruments and Hedging Activities, by requiring enhanced
disclosures about how and why an entity uses derivative instruments, how derivative
instruments and related hedged items are accounted for under ASC Topic 815-10-50 and
its related interpretations, and how derivative instruments and related hedged items affect
an entity's financial position, financial performance, and cash flows. The Health System
adopted ASC Topic 815-10-65-1 for its fiscal year ending September 30, 2010.

Reclassifications

Certain items in the 2009 financial statements have been reclassified to conform to the
current year presentation.
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Care New England Health System and Affiliates

Notes to Consolidated Financial Statements (continued)

3. Uncompensated Care and Community Services

The Health System maintains records to identify and monitor the level of charity care and
community services it provides, including the amount of charges forgone for services and
the estimated cost incurred to provide those services. The revenues forgone and estimated
costs and expenses incurred to provide charity care for the years ended September 30 are
as follows:

2010 2009

Revenues forgone, based on established rates $26,405,197 $25,494,320

Expenses and costs incurred $11,545,773 $11,293,563

In addition to the above-mentioned medical care rendered, the Hospitals and the Agency
provide numerous other services free of charge to the community. These services include
such things as transporting patients to the healthcare facilities, interpretation of medical
information to various languages,' volunteer services to other not-for-profit agencies,
emergency and disaster relief services, various health and educational programs, research
and teaching facilities, healthcare screening services, therapeutic patient services, and
provision of direct services to patients with multiple psychosocial needs.

2010 2009

Approximated revenues forgone, or cost of the
services provided to the community $10,095,776 $8,447,869

The Hospitals and the Agency also provide services to other indigent patients under the
MedicaidlRite Care Program, which reimburses healthcare providers at amounts which
are less than the costs of services provided to the recipients. Hospital-employed
physicians also render medical services to the community which are not billable, and for
which no remuneration is received.

In addition to the cost of charity care and other community service programs, the
Hospitals and the Agency provided $36,700,064 and $29,932,717 for uncollectible
patient accounts during the years ended September 30, 2010 and 2009, respectively.
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Care New England Health System and Affiliates

Notes to Consolidated Financial Statements (continued)

4. Pledges Receivable

Unconditional promises to give are recorded at present value as current and long-term
assets based on expected time of collection. Future expected collections of these pledges
as of September 30 are as follows:

2010 2009

Within one year
One to five years
Beyond five years

$ 1,791,872
2,154,974

10,105

Less allowance for uncollectibles
Pledges receivable, net

3,956,951
(1,367,754)

$ 4,803,650$ 2,589,197

$ 3,014,381
4,801,554

25,075
7,841,010

(3,037,360)

5. Summary of Investments

Investments at September 30 are summarized as follows:

2010 2009

Securities, at market:
Cash and cash equivalents
Government securities
Bonds
Common stocks
Mutual funds
Auction rate securities
Alternative investments

Cash surrender value of life insurance
Total

$ 18,480,802
7,095,738

39,963,898
74,782,078
80,530,349
19,817,913
8,524,103

27,413,827

$ 22,020,723
5,983,821

35,176,592
62,660,185
68,707,888
22,735,000

7,851,156
28,825,657

$276,608,708 $253,961,022

The cash surrender value of life insurance is included in Board-designated funds.
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Care New England Health System and Affiliates

Notes to Consolidated Financial Statements (continued)

5. Summary of Investments (continued)

Investment return for the years ended September 30 consisted of the following (in
thousands):

2010 2009

Interest and dividend income
Net realized gains (losses) on sales of investments
Net change in unrealized gains and losses

$ 2,685,828 $ 3,297,021
2,645,146 (1,778,266)

10,490,064 13,887,584
$15,821,038 $15,406,339

Included in operating revenue
Included in non ...operating revenue

$ 2,912,241
12,908,797

$ (305,157)
15,711,496

$15,821,038 $15,406,339

Care New England, the Hospitals, and the Agency routinely invest their surplus operating
funds in various overnight repurchase agreements, money market funds, and fixed
income U.S. agency bonds, which are classified as cash and cash equivalents.

Through its consolidated Treasury Management System, Care New England, on behalf of
the Health System, has invested surplus operating cash in auction rate securities with
varying maturity dates, which are backed by student loans. These loans are guaranteed
for repayment by the federal government. During 2008, the auctions at which these'
securities were sold began to fail, requiring CNE to hold these securities indefinitely.
However, payments of interest from the underlying loan pool remain current. As of
September 30, 2010 and 2009, these securities are recorded as long-term investments in
the consolidated balance sheets and Care New England has recorded an other-than-
temporary impairment loss of $1,182,086 and $1,490,000, respectively, based on an
independent valuation of the securities. During 2010, $3,225,000 of the auction rate
securities were liquidated at face value, resulting in a non-operating gain of $198,359.
During 2009, $775,000 of the auction rate securities were liquidated at face value,
resulting in a non-operating gain of $27, 125.
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Care New England Health System and Affiliates

Notes to Consolidated Financial Statements (continued)

6. Property and Equipment

A summary of property and equipment at September 30 follows:

2010 2009

Land and land improvements
Buildings and improvements
Moveable equipment
Total property and equipment

$ 10,169,616
334,879,014
262,280,466

$ 9,971,818
327,303,847
249,883,603

607,329,096 587,159,268

Less accumulated depreciation and amortization (357,840,698)
249,488,398 255,242,684

Construction and projects in progress
Property and equipment, net

3,738,905 . 1,641,457
$ 256,884,141$ 253,227,303

During November 2005, WIH received a Certificate of Need approval from the Rhode
Island Department of Health to build a five-floor addition to the Hospital. The addition
contains 80 neonatal intensive care beds, 30 additional obstetrical services beds, and
space for support services. The addition was funded through the issuance of tax-exempt
debt, use of equity, and philanthropic donations. The addition became operational on
September 16,2009.

During November 2010, Butler received a Certificate of Need approval from the Rhode
Island Department of Health to build a two-story building, The new building will house
an updated Patient Assessment Service, and accommodate an increase in Butler's
licensed bed complement of inpatient psychiatry beds by twenty-six. The building will be
funded through the issuance of tax-exempt debt, use of equity, and philanthropic
donations. Total estimated cost of the new building is $17,823,000.

During May 2010, the Kent received a Certificate of Need approval from the Rhode
Island Department of Health to construct and relocate its outpatient surgical suites on one
floor of a two-story medical building being built on the campus by a private developer.
The Certificate of Need also includes lobby renovations, the construction of a connector
to the main hospital building, and the construction of a lfl-bed short stay nursing unit in
the vacated outpatient surgery space. The project will be funded through the issuance of
tax-exempt debt and philanthropic donations. Total estimated cost of the project is
$15,000,000.
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Care New England Health System and Affiliates

Notes to Consolidated Financial Statements (continued)

6. Property and Equipment (continued)

As of September 30, 2010, the Health System estimated the total cost of completion of
construction and projects in progress to be approximately $37,112,000. The funding to
complete these projects will come from Board-designated funds, philanthropic donations,
tax-exempt debt, and operating cash.

WIH leases land for its facility from Rhode Island Hospital ("RIH"), for a nominal
annual payment, under a 99-year lease agreement which expires December 31,2085.

Butler owns approximately 110 acres of land, which was purchased with donated funds in
the mid-19th century. This land has a book value of one dollar.

In the late 1940s, Kent acquired 57 acres of land, which is recorded at the acquisition
price of $90, 165.

Conditional asset retirement obligations are recorded at $1,580,875 and $1,550,322 as of
September 30,2010 and 2009, respectively. These obligations are recorded in other non-
current liabilities in the accompanying consolidated balance sheets. There are no assets
that are legally restricted for purposes of settling asset retirement obligations. During
2010 and 2009, there were no significant retirement obligations incurred or settled.
Accretion expense of $64,576 and $61,963 was recorded during the years ended
September 30,2010 and 2009, respectively.

7. Long-Term Debt and Capital Leases

During February 2008, CNE and its other Obligated Group members, Butler, Kent, WIC,
and WIH issued a total of $84,940,000 in RIHEBC Hospital Financing Revenue Bonds
(the "Bonds"). These Bonds were issued as CNE 2008 Series A ($46,730,000) and CNE
2008 Series B ($38,210,000). The proceeds from the CNE 2008 Series A bonds were
used to (l) refund the outstanding CNE 2002 Series A bonds, and (2) pay certain
expenses related to the issuance of the CNE 2008 Series A bonds. The proceeds from the
CNE 2008 Series B bonds were used to (1) defease a portion of the outstanding CNE
2002 Series B bonds, and (2) finance a portion of WIH's Certificate of Need project
consisting of the construction, equipping, and furnishing of a five-story addition to
WIH's existing hospital building, (3) finance a portion of routine capital improvements,
and (4) pay certain expenses related to the issuance of the CNE 2008 Series B bonds. The
CNE 2002 Series B bonds were defeased by depositing a portion of the proceeds of the
CNE 2008 Series B bond proceeds and money contributed by the Obligated Group in an
account held by the trustee for the CNE 2002 Series B bonds to provide funds as and
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Care New England Health System and Affiliates

Notes to Consolidated Financial Statements (continued)

7. Long-Term Debt and Capital Leases (continued)

when necessary to pay the principal and interest on the CNE 2002 Series B bonds. The
refunding trust has sufficient fixed income securities to meet the required payments on
the outstanding balance of$2,763,393 as of September 30,2010.

A summary of long-term debt at September 30 is as follows:

2010 2009

Variable rate $46,730,000 RIHEBC 2008 Series A
bonds, mandatory sinking fund redemptions ranging
from $1,330,000 in 2011 to $2,735,000 in 2032. The
bonds bear interest at a daily, weekly, or monthly rate,
which is payable on the first business day of each month,
and on maturity or redemption dates and the fixed rate
conversion date. In no event will the interest rate borne
by the bonds exceed 10% per annum. Since issuance in
2008, the bonds have borne a weekly interest rate. CNE
has pledged gross receipts backed by a bank letter of
credit which expires on February 1, 2015. The Series A
bonds are subject to tender at the option of the owners
thereof. To the extent the tendered bonds are not able to
be remarketed, the letter of credit bank has committed to
purchase the bonds. Amounts advanced by the bank to
pay the purchase price on bonds being purchased and not
reimbursed to the bank on the date of such drawing will
be converted to a credit agreement loan and amortized
over three years. CNE, Butler, Kent, WIC, and WIH are
jointly and severally liable for rep~yment. $42,985,000 $44,270,000
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Notes to Consolidated Financial Statements (continued)

7. Long-Term Debt and Capital Leases (continued)

2010 2009

Variable rate $38,210,000 RIHEBC 2008 Series B
bonds, mandatory sinking fund redemptions ranging
from $1,630,000 in 2011 to $660,000 in 2013, with a
final payment of $1,810,000 in 2037. The bonds bear
interest at a daily, weekly, or monthly rate, which is
payable on the first business day of each month, and on
maturity or redemption dates and the fixed rate
conversion date. In no event will the interest rate borne
by the bonds exceed 10% per annum. Since issuance in
2008, the bonds have borne a weekly interest rate. CNE
has pledged gross receipts backed by a bank letter of
credit which expires on February 1, 2015. The Series B
bonds are subject to tender at the option of the owners
thereof. To the extent the tendered bonds are not able to
be remarketed, the letter of credit bank has committed to
purchase the bonds. Amounts advanced by the bank to
pay the purchase price on bonds being purchased and not
reimbursed to the bank on the date of such .drawing will
be converted to a ·credit agreement loan and amortized
over three years. CNE, Butler, Kent, WIC, and WIH are
jointly and severally liable for repayment. $31,515,000 $33,765,000

Term, $340,000 RIHEBC Equipment Note due
March 2003 through February 2010, in monthly
installments of $4,687 at a fixed interest rate of 4.25%.
Collateralized by the equipment purchased with the
proceeds by the Agency and guaranteed by the Health
System. 23,186

Term, $300,000 RIHEBC Equipment Note due July 1,
2004 through June 1, 2014, in monthly installments of
$3,141 at a fixed interest rate of 4.72%. Collateralized
by the equipment purchased with the proceeds by the
Agency and guaranteed by the Health System. 131,919 162,610

Term, $2,250,000 BankRI mortgage note due July
2005 through June 2015, in monthly installments of
$14,538 with a final payment of $1,734,954 due June
2015, at a fixed interest rate of 6.03%. Collateralized
by the real estate purchased. 2,006,936 2,057,006
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Notes to Consolidated Financial Statements (continued)

7. Long-Term Debt and Capital Leases (continued)

Term, $3,750,000 Bank of America mortgage note due
August 2005 through July 2015, in monthly
installments ranging from $33,837 on August 1, 2005
to $24,193 on May 5, 2015, with a final payment of
$1,890,625 due June 2015, at a fixed interest rate of
5.64%. Collateralized by the real estate purchased.

Term, $4,000,000 Time Insurance Company mortgage
note due October 2007 through September 2027, in
monthly installments of $25,261 with a final payment
of $1,338,527 due September 2027, ata fixed interest
rate of 5.79%. Collateralized by real estate.

Capital lease obligations

Total long-term debt and capital lease obligations

Less current portion of long-term debt and capital
lease obligations

Long-term debt and capital lease obligations, excluding
current portion

2010 2009

$2,781,250 $ 2,968,750

3,759,163 3,842,019

8,837,039 7,189,907

92,016,307 94,278,478

(5,976,801) (6,560,899)

$ 86,039,506 $ 87,717,579

Under the terms of the revenue bonds, CNE and the Hospitals are required to make
periodic debt service payments with a trustee, which are included with assets limited as to
use. The revenue bond indenture and letter of credit agreement also places limits on the
incurrence of additional borrowings, and require that the Obligated Group satisfy certain
measures of financial performance as long as the bonds are outstanding. The Health
System has been, and remains, compliant with these terms.

In 2004, CNE entered into an interest rate swap agreement with Bank of America
Investments, effectively converting the $50,000,000 RIHEBC CNE 2002 Series A
variable rate debt to a fixed rate of 2.99% for the period of October 1, 2005 through
August 1,2011.
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7. Long-Term Debt and Capital Leases (continued)

As part, of the refinancing, CNE has (1) maintained the interest rate swap agreement that
was entered into in 2004 with Bank of America Investments which effectively converts
$45,400,000 of the RIHEBC CNE 2008 Series A variable rate bonds to a fixed rate of
3.02% for the period of February 1, 2008 through August 1, 2011, (2) entered into an
interest rate swap agreement with Deutsche Bank Group which effectively converts all of
the RIHEBC CNE 2008 Series A variable rate bonds to a fixed rate of 4.216% for the
period of August 1,2011 through July 1,2032, and (3) enteredinto an interest rate swap
agreement with Morgan Stanley Capital Services which effectively converts all of the
RIHEBC CNE 2008 Series B variable rate bonds to a fixed rate of 3.857% for the period
of February 1,2008 through August 31,2037.

The Health System uses the interest rate swap agreements in order to manage its interest
rate risk associated with its outstanding debt. These swaps effectively convert interest
rates on variable rate bonds to fixed rates. The interest rate swap agreements meet the
definition of derivative instruments. However, the change in the market value and cash
flow impact of the derivative instruments were accounted for as a non-operating activity.
The swaps, while serving as an economic hedge, do not qualify as an accounting hedge.

The following table summarizes the 2008 Series A and B debt activity for the fiscal years
ended September 30:

2010 2009

Debt outstanding:
October 1 - August 31
September 1 - September 30

Weighted-average bonds outstanding

Market value of swap agreements at September 30
Change in market value of swap agreements

$78,035,000 $81,440,000
$74,500,000 $78,035,000
$77,740,417 $81,156,000

$ 461,610 $ 889,552

2,477,873 1,338,132
854,663

$ 2,477,873 $ 2,192,795
$ 2,939,483 $ 3,082,347

3.78% 3.80%

$ !9,816,848l $ ~6,140,997l
$ {3,675,851} $ (6,522,6542

Interest payments to bondholders plus letter of credit
fees paid to bank

Net cash payments on interest rate swaps:
Non-capitalized interest
Capitalized interest

Total

Effective interest rate
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7. Long-Term Debt and Capital Leases (continued)

Scheduled principal repayments on long-term debt are as follows for the years ended
September 30:

2011
2012
2013
2014
2015
Thereafter
Total

$ 3,319,289
3,063,850
2,469,786
2,550,130
6,163,983

65,612,230
$83,179,268

Care New England had available $15,000,000 during 2010 and 2009 through a line of
credit with a financial institution. There were no outstanding balances on the lines of
credit as of September 30,2010 and 2009.

The Hospitals classify certain non-cancelable leases as capital leases, and include the
property under lease in their property and equipment. Amortization expense for these
assets is included in depreciation and amortization expenses in the consolidated
statements of operations and changes in net assets. Ownership of the leased property
converts to the Hospitals at the end of the lease term. Assets and related accumulated
depreciation under the capital leases are included in property and equipment (Note 6).

Future minimum lease payments due under capital lease arrangements at September 30,
2010 are as follows:

2011
2012
2013
2014
2015
Thereafter
Total minimum lease payments
Less amount representing interest
Present value of net minimum lease payments

$3,116,022
2,237,099
1,901,368
1,314,344

721,600
1,510,235

10,800,668
1,963,629

$ 8,837,039
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8. Temporarily and Permanently Restricted Net Assets

Temporarily restricted net assets are available for the following purposes or periods at
September 30:

2010 2009

Healthcare services
Healthcare research
General purposes
Indigent care
Health education

$17,360,187
6,816,908
7,761,408
2,617,636
2,000,500
't ~~"7 1l"7't"",uu ,,\1 I...,Plant replacement and expansion

Endowment
Other
Total temporarily restricted net assets

3,550,816
2,688,084

$17,411,820
6,429,171
7,253,954
2,444,727
1,926,910
4,993,477
3,048,426
3,164,397

$46,672,882$46,682,612

Permanently restricted net assets at September 30 are restricted investments to be held in
perpetuity .

....,1\11\

.. U.J..U
....,1\1\0
... UU7

Plant replacement and expansion
Indigent care
General purposes
Research
Healthcare services
Health education
Total permanently restricted net assets

$10,574,465
874,506

1,603,481
554,191

3,918,334
1,006,693

$ 9,840,045
874,507

1,603,481
471,500

3,853,379
1,001,156

$18,531,670 $17,644,068

The Health System follows the requirements of the Rhode Island enacted version of the
Uniform Prudent Management of Institutional Funds Act of 2006 as they relate to its
permanently restricted endowments. The Health System's endowments consist of
numerous individual funds established for a variety of purposes. Its endowments consist
solely of donor-restricted endowment funds. As required by U.S. generally accepted
accounting principles, net assets associated with endowment funds are classified and
reported based on the existence or absence of donor-imposed restrictions.
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8. Temporarily and Permanently Restricted Net Assets (continued)

The Health System classifies restricted donor funds in accordance with the laws of the
State of Rhode Island and generally accepted accounting principles. The Health System
classifies as permanently restricted net assets (1) the original value of gifts donated to the
permanent endowment, (2) the original value of subsequent gifts to the permanent
endowment, and (3) accumulations to the permanent endowment made in accordance
with the direction of the applicable donor gift instrument at the time the accumulation is
added to the fund. The remaining portion of the donor-restricted endowment funds that is
not classified in permanently restricted net assets is classified as temporarily restricted net
assets until those amounts are appropriated for expenditure. The Health System considers
the following factors in making a determination to appropriate or accumulate donor-
restricted endowment funds: (1) the duration and preservation of the fund, (2) the purpose
of the Health System and the donor-restricted endowment fund, (3) general economic
conditions, (4) the possible effect of inflation and deflation, (5) the expected total return
from income and the appreciation of investments, and (6) the investment policies of the
Health System.

For the year ended September 30,2010, the Health System hadthe following changes in
the endowment net assets:

Temporarily Permanently
Restricted Restricted Total

Endowment net assets at beginning of year $21,172,035 $7,804,023 $28,976,058

Investment return:
Investment income 416,852 547 417,399
Net appreciation (realized and unrealized) 1,554,990 1,554,990

Total investment return 1,971,842 547 " 1,972,389

Contributions 2,394,766 152,635 2,547,401

Appropriation of endowment assets for
expenditure {2,535,6462 {2,535,6462

Endowment net assets at end of year $23,002,997 $7,957,205 $30,960,202
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8. Temporarily and Permanently Restricted Net Assets (continued)

For the year ended September 30, 2009, the Health System had the following changes in
the endowment net assets:

Temporarily Permanently
Restricted Restricted Total

Endowment net assets at beginning of year $ 4,779,080 $ 24,816,595 $29,595,675
Net asset reclassification based on change

in law 16,308,977 {16,308,9772
Endowment net assets after reclassification '")1 ()QQ(\t::.,., Q ::. (\'7 t:. 1 0 "H\ "0,, art «c: 1,vuu,V..J I O,..JV/,VI0 ~7,')7"},V I,,)

Investment return:
Investment income 291,557 729,936 1,021,493
Net depreciation (realized and unrealized) {34,9382 {1,281,5692 {I ,316,5072'

Total investment return 256,619 (551,633) (295,014)

Contributions 2,312,155 566,861 2,879,016

Appropriation of endowment assets for
expenditure {2,484,7962 {718,8232 {3,203,6192

Endowment net assets at end of year $21,172,035 $ 7,804,023 $28,976,058

In addition to permanently restricted endowments, Kent is an income beneficiary of
various trusts. On September 30, 2010 and 2009, the market value of the trust assets,
which are recorded as permanently restricted net assets, totaled $10,574,465 and
$9,840,045, respectively. Distributions of income are made at the discretion of the
trustees.

It is the policy of the Health System that any appropriations from the appreciation in
endowment funds are periodically requested of and approved by the Board of Trustees.

From time to time, the fair value of assets associated with individual donor-restricted
endowment funds may fall below the level that the donor requires the Health System to
retain as a fund of perpetual duration. Deficiencies of this nature that are reported in
unrestricted net assets are immaterial as of September 30, 2010 and 2009. These
deficiencies resulted from unfavorable market fluctuations. The individual donor-
restricted endowment. funds with deficiencies will retain future income and appreciation
to restore the required fair value of the assets.

27



Care New England Health System and Affiliates

Notes to Consolidated Financial Statements (continued)

8. Temporarily and Permanently Restricted Net Assets (continued)

During fiscal 2010 and 2009, net as/sets were released from donor restrictions by
incurring expenses satisfying the following restricted purposes:

2010 2009

Health education

$ 5,771,899
1,118,390
4,792,191
1,520,773

., 1":1 £":11\

.. .J.-.1,U-.1U

108,307

$ 4,524,387
1,624,335

19,843,489
1,629,027

Healthcare services
Healthcare research
Plant replacement and expansion
Other

1"7(\ "701
I/V,I'71

Indigent care _
Total net assets released from restrictions

117,157
$13,525,190 $27,909,186

9. Pension Plans

The Health System has two separate pension plans. One plan covers the employees of
CNE and the Hospitals, with the exception of the unionized employees of WIH (who are
covered under a multiernployer union plan) and certain Wll-l-employed physicians. The
other plan covers the employees of the Agency.

Care New England Pension Plan

The Care New England Pension Plan (the "Plan"), established on October 1, 1998, is a
defined benefit cash balance plan that covers all of the employees of CNE, and all of the
Hospitals' employees, with the exception of the unionized employees and certain
employed physicians at WIH. The benefits for the unionized employees at Butler are
computed under a separate formula that was in effect when the. Butler plan was a stand-
alone non-contributory defined benefit plan. The Hospitals incur and fund their respective
pension plan expenses within the guidelines established by the Employee Retirement
Income Security Act of 1974.

Included in changes in unrestricted net assets at September 30, 2010 that has not yet been
recognized in net periodic pension cost is an unrecognized actuarial loss of $52,006,974.
Included in changes in unrestricted net assets at September 30, 2009 that has not yet been
recognized in net periodic pension cost is an unrecognized prior service credit of
$3,923,131, and an unrecognized actuarial loss of$44,084,451.
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9. Pension Plans (continued)

The actuarial loss included as changes in unrestricted net assets and expected to be
recognized in net periodic pension cost during the fiscal year ended September 30, 2011
is $1,000,000.

Net periodic pension cost includes the following components at September 30:

2010 2009

Service cost
Interest cost
Expected return on plan assets
Amortization of prior service cost
Amortization of unrecognized loss
Net periodic pension expense

$ 10,360,836
10,601,834

(13,150,540)
(728,403)

1,906,636

$ 8,014,630
11,953,769

(13,529,952)
(728,403)

$ 8,990,363 $ 5,710,044

The assumptions used to determine net periodic benefit cost for the years ended
September 30 are as follows:

."HOMtv.a.v
..,,\1\0
... \1\17

Discount rate
Expected return on assets
Rate of compensation increase

5.50%
8.25
4.00

7.60%
8.75
4.50

The following table presents a reconciliation of the beginning and ending balances of the
plan projected benefit obligations, fair value of plan assets, and funded status of the plan
as of September 30:

2010 2009

Changes in benefit obligations
Projected benefit obligations at beginning of year
Service cost
Interest cost
Actuarial loss
Benefits and expenses paid
Plan change
Projected benefit obligations at end of year

$197,178,743
10,360,836
10,601,834
13,714,782

(13,608,066)
(1,948,949)

$162,076,141
8,014,630

11,953,769
25,125,910
(9,991,707)

$216,299,180 $197,178,743
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9. Pension Plans (continued)

2010 2009

Changes in plan assets
Fair value of plan assets at beginning of period
Actual return on plan assets
Employer contributions
Benefits and expenses paid
Fair value of plan assets at end of period

$156,816,240
15,087,214
12,475,000

(13,608,066)

$155,084,371
3,723,576
8,000,000

(9,991,707)
$170,770,388 $156,816,240

Funded status
Total pension liability

Accumulated benefit obligation $214,765,024 $194,279,697

The assumptions used to develop the projected benefit obligation as of September 30 are
as follows:

2010 2009

Measurement date
Discount rate
Rate of compensation increase

Septem her 30
5.3%
4.0

September 30
5.5%
4.0

Plan Assets

The Plan's investment objectives are to achieve long-term growth in excess of inflation,
and to provide a rate of return that meets or exceeds the actuarial expected long-term rate
of return on plan assets. In order to minimize risk, the Plan attempts to minimize the
variability in yearly returns. The Plan diversifies its holdings among sectors, industries,
and companies. No more than 6% of the Plan's portfolio (measured on market value)
may be held in an individual company's stocks or bonds.

To develop the expected long-term rate of return on plan assets assumption, the Health
System considered the historical return and the future expectations for returns for each
asset class, as well as the target asset allocation of the pension portfolio.
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9. Pension Plans (continued)

The Health System's pension plan asset allocations (based on market value) at
September 30, by asset category, are as follows:

2010
Asset Category Target Actual

Alternative investments
Fixed income securities
Equity securities
Total

28%
20
52

26%
30
44

100% 100%

Contributions

The Health System contributed $12,475,000 and $8,000,000 to the Plan in 2010 and
2009, respectively. The Health System expects to contribute $15,325,000 to the Plan in
2011.

Estimated Future Benefit Payments

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

Fiscal Year
Pension
Benefits

2011
2012
2013
2014
2015
Years 2016 - 2020

$15,000,000
13,000,000
13,500,000
13,800,000
14,000,000
71,900,000

The Care New England Board of Trustees voted, on September 23,2010, to freeze the
Plan effective December 31, 2010. Effective December 31, 2010, compensation paid to a
participant shall be disregarded for plan purposes, except for purposes related to
determining benefits for the unionized employees at Butler. In addition, a participant's
cash balance account will only increase annually for interest credit. As a result, the
System realized a gain on the curtailment of the Plan in the fiscal year ending September
30, 2010 of $3,194,728, which is recorded in pension expense. In connection with the
Plan freeze, the Health System will enhance contributions to the Care New England
403(b) Match and Savings Plan.
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9. Pension Plans (continued)

Care New England 403 (b) Match and Savings Plan

As a result of the Pension Plan Protection legislation, regulatory changes impacting
matching credits previously recorded in the CNE Pension Plan were discontinued
effective January 1, 2009. As a result, CNE established the Care New England 403(b)
Plan to account for future matching credits. The plan covers employees that meet certain
eligibility requirements. For the period of October 1,2009 through September 30, 2010,
the Health System recorded an expense of$2,776,391. For the period of January 1,2009
to September 30, 2009, the Health System recorded an expense of $1,996,552. In the
fiscal year that ended September 30, 2010, the Health System funded $2,657,261 to the
plan for the calendar year 2009 matching credits, and will fund the calendar year 2010
matching credits during fiscal year 2011.

Effective January 1, 2011, in connection with the freeze of the Care New England
Pension Plan, the Health System will provide a non-elective contribution to participant
accounts, as defined in the Plan document. Non-elective contributions will be allocated to
each eligible participant based on a percentage of salary based on a combination of the
recipients age and years of service, and will be credited to each such participant as of the
first day of the Plan year, as further described in the Plan document.

WIH Union Plan

Payments to a multiemployer pension plan covering union employees at WIH for the
years ended September 30, 2010 and 2009 were $7,535,000 and $6,493,000, respectively.

Kent County Visiting Nurse Association Pension Plan

The Agency has a non-contributory defined benefit pension plan covering all employees
who have satisfied certain eligibility requirements that was frozen effective December 31,
2007, and replaced with a contributory retirement savings plan. Benefits under the
defined benefit plan were based on years of service and employee's compensation levels.

Included in the charge to net assets at September 30, 2010 is an unrecognized actuarial
loss of $2,708,723. The actuarial loss expected to be recognized in net periodic pension
cost during the fiscal year ended September 30,2011 is $216,583.

The Agency's pension expense (income) was $165,914 in 2010 and $(24,000) in 2009.
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9. Pension Plans (continued)

Actuarial liabilities and pension costs were determined using actuarial assumptions
consistent with the CNE plan. To develop the expected long-term rate of return on plan
assets assumption, the Agency considered the historical return and the future expectations
for returns for each asset class, as well as the target asset allocation of the pension
portfolio.

Plan assets, valued at fair value, consist of 1% cash and cash equivalents and 99% mutual
funds.

The Agency made required contributions to the Plan of $97,165 and $398,989 in 2010
and 2009, respectively. The Agency is expected to make $310,870 in contributions to the
Plan during 2011. Benefit payments, which reflect expected future services, are expected
to be paid as follows:

Fiscal Year
Pension
Benefits

2011
2012
2013

'2014
2015
Years 2016 - 2020

$205,000
212,000
223,000
234,000
278,000

2,174,000

Effective January 1, 2008, the Agency established a 403(b) Retirement Savings Plan that
covers employees who have met certain eligibility requirements. Discretionary
contributions to the plan are based on years of service and compensation levels. For the
fiscal years that ended September 30,2010 and 2009, respectively, the Agency recorded
an expense of $227,728 and $232,457.

10. Patient Service Revenue

For the majority of the System's revenue, the Hospitals and the Agency have agreements
with third-party payors that provide for payments to the Hospitals and the Agency at
amounts different from their established rates. At the time of rendering service to the
patients, the Hospitals and the Agency obtain assignment of benefits payable under the
patient's health insurance program, plan, or policy (e.g., Medicaid, Blue Cross, health
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10. Patient Service Revenue (continued)

maintenance organizations, commercial insurance, Medicare, and others). The following
is a breakdown of gross patient service revenue by payor type for the years ended
September 30:

2010 2009

Medicare and Medicare Managed Care 31% 30%
Medicaid and Medicaid Managed Care 20 21
Blue Cross 26 26
Managed care 11 11
Self-pay Ii A

"T ..,.
Other third-party payors 8 8

100% 100%

CNE, on behalf of the Hospitals and the Agency, is in the process of negotiations with
United Health Plan for renewal of a payment agreement representing a significant portion
of the System's revenues. This agreement is set to expire on December 31,2010. To date,
there has been no agreement with respect to new contract terms.

Laws and regulations governing the Medicare and Medicaid programs are extremely
complex and subject to interpretation. As a result, there will always be a possibility that
the recorded estimates of net revenue could change by a significant amount in the future.
The Hospitals and the Agency believe they are in compliance with all applicable laws and
regulations. Cost reports filed annually with third-party payors are subject to audit prior
to final settlement. The Hospitals and the Agency are compliant with all reimbursement
filings. A summary of cost report activity as of September 30,2010 is as follows:

Medicare: Cost reports for the Hospitals and the Agency have been filed through
2009 and settled through 2009 for the Agency, 2008 for Butler, and 2006 for Kent
and WIH.

State of Rhode Island (Medicaid).' Cost reports have been filed for Butler and
WIH through 2009, and Kent through ·2008, and settled through 2006 for Butler
and Kent, and 2003 for WIH.
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The filing of these cost reports and associated settlements require the use of estimates.
Net patient service revenue was increased by $4,411,454 and $6,110,000 in 2010 and
2009, respectively, to reflect changes in the estimated settlements for certain prior years.
There were no changes in other prior year estimates during 2010. In 2009, the change in
other prior year estimates increased operating expenses by approximately $4,000,000 in
2009.

11. Disproportionate Share

The government has long recognized the financial burdens which are borne by hospitals
which serve an unusually large number, or "disproportionate share", of low-income
patients. Kent and WIH received disproportionate share payments of $24,190,258 and
$25,016,538 from the State of Rhode Island's Medicaid program for the years ended
September 30, 2010 and 2009, respectively. Kent and WIH also recorded
disproportionate share payments of $4,952,000 and $4,617,926 from Medicare during
2010 and 2009, respectively.

12. Concentration of Credit Risk

As of September 30, 2010 and 2009, Care New England, the Hospitals, and the Agency
had cash and cash equivalents in excess of Federal Depository Insurance limits at major
financial institutions. These financial institutions have a strong credit rating, and
management believes that credit risks related to these deposits are minimal.

The Hospitals and the Agency receive a significant portion of its payment for services
rendered from a limited number of governmental and commercial third-party payors,
including Medicare, Medicaid, and Blue Cross. The organization has not historically
incurred any significant concentrated credit losses in the normal course of business.
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12. Concentration of Credit Risk (continued)

In addition, the organizations routinely grant credit to patients without requiring collateral
or other security. The mix of receivables, net of contractual allowances, from patients and
third-party payors at September 30,2010 and 2009, was as follows:

2010 2009

Medicare and Medicare Managed Care 11% 11%
Medicaid and Medicaid Managed Care 30 27
Blue Cross 16 17
Managed care 9 10
Self-pay 19 ~1... ~
Other third-party payors 15 14

100% 100%

The Health System .provides an allowance for uncollectible accounts to address the risks
of non-payment of accounts receivable.

13. Postretirement Plans

Kent sponsors unfunded non-contributory defined benefit postretirement plans that
provide medical and dental benefits to certain salaried and non-salaried employees. In
1996, Kent amended the plans to eliminate benefits for all employees, except for certain
employees with at least 25 years of service at that date.

Included in the charge to net assets are the following amounts that have not yet been
recognized in net periodic postretirement benefit cost as of September 30,2010 and 2009,
respectively: unrecognized net transition obligation of $451,750 and $548,750 and
unrecognized actuarial loss (gain) of $278,826 and $(143,634). The unrecognized net
transition obligation and actuarial gain expected to be recognized in net periodic
postretirement costs during the fiscal year ended September 30, 2011 are $97,000 and
$2,619, respectively.

The postretirement benefit cost for these plans was $759,771 in 2010 and $191,907 in
2009. Included in the benefit cost for the plan in 2010 is $581,795 related to the costs of
the special event, the offering of an early retirement program.
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14. Commitments and Contingencies

Operating Leases

Care New England, the Hospitals, and the Agency have entered into operating lease
agreements with several vendors for the lease of certain equipment and office space.
Future minimum lease payments under non-cancelable operating leases as of
September 30, 2010 are:

Year Ending September 30:
2011
2012
2013
2014
2015
Later years

Total minimum lease payments

$ 5,704,776
4,773,973
A 1hA "1 '1..,., IV..,.,...J lk

3,652,393
3,008,689

42,052,314
$63,356,657

Total rent expense for operating leases for the years ended September 30, 2010 and 2009
amounted to $5,545,102 and $3,791,000, respectively.

Butler has entered into several agreements with various parties, mostly non-profit
organizations, to lease space on the Butler campus. Rental income in the amount of
$2,939,233 and $3,026,139 for the fiscal years ending September 30, 2010 and 2009,
respectively, is included in other operating revenues in the statements of operations.

Litigation

CNE, the Affiliates, and the Agency have been individually named as codefendants in
several complaints. It is the opinion of management that the liability, if any, to eNE, the
Affiliates, and the Agency in excess of insurance coverage will have no material adverse
effect on the consolidated financial position of Care New England.

Collective Bargaining Agreements

At September 30, 2010, approximately 40% of the Health System's employees were
covered by collective bargaining agreements. The collective bargaining agreement
covering 27% of Kent Hospital employees will expire on June 30, 2011, and be subject to
negotiation. The remaining bargaining agreements will be in effect through 2011.
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15. Professional and General Liability Claims

Due to strategic and economic issues, as well as the potential for limited availability of
commercial insurance policies, the Care New England entities have moved over time to
covering the majority of their professional and general liability insurance to self-insured
approaches. The adequacy of the coverage provided, reserves, and the funding levels are
evaluated annually by independent actuaries who review the soundness of the programs
and recommend future funding levels. Potential losses are estimated based on industry as
well as entity experience, and a provision for these losses is recorded.

Butler annually contributes to its self-insurance trust fund to provide for risks relating to
its existing actuarially calculated primary .level of professional and general liabilities, as
well as the tail liability related to prior claims-made coverage. Butler's professional
liability coverage for claims in excess of its primary coverage limits is provided by W&I
Indemnity.

Kent Hospital established Toll Gate Indemnity in September 2004, as an off-shore
captive insurance entity to insure primary and excess hospital professional and general
liability risks, as well as to supply indemnification coverage for certain eligible medical
staff.

WIH annually contributes to its self-insurance trust fund to provide for risks relating to its
existing actuarially calculated primary level of professional and general liabilities, as well
as the tail liability related to prior claims-made coverage.

In addition to the, trust fund, WIH established W&I Indemnity, as an off-shore captive
insurance entity to provide coverage for claims. in excess of its underlying policy, as well
as to insure the contractual liability arising from indemnification agreements with certain
eligible medical staff.

The provisions for anticipated losses were based upon expected undiscounted values.
Trust fund and captive assets are available for the payment of claims.

CNE Wellness Centers, LLC and the Agency purchase general and professional liability
insurance from Toll Gate Indemnity.
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16. Other Self-Insurance Reserves

Care New England has established a workers' compensation trust fund to cover all past
and future self-insured claims of workers' compensation activity for CNE, the Hospitals,
and the Agency. The reserve for workers' compensation losses is based on an actuarial
study and actual experience. At September 30,2010 and 2009, the amounts accrued for
estimated self-insurance costs have not been discounted.

CNE, on behalfof itself, the Hospitals, and the Agency, has entered into a self-insurance
program for health insurance risks. This program covers the health insurance claims for
all of CNE's, the Hospitals', and the Agency's employees, with the exception of the
unionized employees at WIH. The provisions for health insurance losses are based on
actuarial assumptions and actual claims experience.

17. Affiliation with Rhode Island Hospital

In 1981, RIH and WIH approved 'an agreement providing for the affiliation of the two
Hospitals. The affiliation agreement provides for a program of shared medical services,
thereby greatly increasing the scope of comprehensive acute-care services available to
WIH in maternal, gynecological, and neonatal care. In accordance with the agreement,
the Hospital relocated to the property of RIH.

18. Affiliation with Accredited Medical Schools

Butler and WIH are affiliated with Brown University. The affiliation agreements provide
that Butler and WIH will be the principal academic medical centers for psychiatry and
healthcare unique to women and newborns, respectively. Kent is affiliated with the
University of New England College of Osteopathic Medicine.

19. Functional Expenses

CNE provides healthcare services to residents within their geographic service areas.
Expenses related to providing these services for the years ended September 30 are as
follows:

2010 2009

Healthcare services
General and administrative

$630,931,072
155,499,660

$603,727,191
144,173,241

$786,430,732 $747,900,432
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20. Fair Value of Financial Instruments

The Health System calculates' fair value defined in ASCTopic 820 to value its financial
assets and liabilities, where applicable. ASC Topic 820 defines fair value as 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, and establishes a framework for
measuring fair value. Topic 820 applies to other accounting pronouncements that require
or permit fair value measurements, and does not require new fair value measurements.
Fair value measurements, are applied based on the unit of account from the reporting
entity'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.

ASC Topic 820 establishes a three-level valuation hierarchy for disclosure of fair value
measurements. The valuation hierarchy 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:

Levell: 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 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 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 Health System uses valuation techniques that maximize the use of observable
inputs and minimize the use of unobservable inputs to the extent possible, and considers
non-performance risk in its assessment of fair value.
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Financial instruments carried at fair value for the System's non-pension plan assets as of
September 30, 2010 are classified in the table below in one of the three categories
described above:

Assets
Cash and cash equivalents
Institutional money market
U.S. government notes and bonds
Fixed income securities
Equity securities
Auction rate securities
Mutual funds
Other

Liabilities
Interest rate swap agreements

Levell Level 2 Level 3 Total

$ 15,247,264 $ $ - $ 15,247,264
3,233,538 3,233,538

21,937,224 21,937,224
15,643,102 2,000,698 17,643,800

67,008,266 12,615,864 79,624,130
i9,817,913 19,817,913

81,266,455 1,786,390 83,052,845
27,527,891 27,527,891

$212,987,100 $20,663,030 $34,434,475 $268,084,605

$ - $ (9,816,848) $ $ (9,816,848)

Financial instruments carried at fair value for the System's non-pension plan assets as of
September 30, 2009 are classified in the table below in one of the three categories
described above:

Assets
Cash and cash equivalents
Institutional money market
U.S. government notes and bonds
Fixed income securities
Equity securities
Auction rate securities
Mutual funds
Other

Liabilities
Interest rate swap agreements

Levell Level 2 Level 3 Total

$ 19,371,928 $ - $ - $ 19,371,928
2,649,000 2,649,000

20,721,298 20,721,298
12,814,417 12,814,417

57,142,158 10,254,607 67,396,765
22,735,000 22,735,000

69,879,453 1,644,000 71,523,453
28,897,884 28,897,884

$196,012,721 $17,1 07,.417 $32,989,607 $246,109,745

$ - $ (6,140,997) $ $ (6,140,997)
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The amounts reported in the financial instruments table exclude alternative investments
valued at approximately $8,524,103 as of September 30, 2010 and $7,852,000 as of
September 30, 2009 (Note 5).

Financial instruments carried at fair value for assets invested in the Defined Benefit
Pension Plan as of September 30, 2010 are classified in the table below in one of the
three categories described above:

Levell Level 2 Level 3 Total
Assets
Cash and cash equivalents
Fixed income securities
Equity securities
Mutual funds
Alternative investments

$ 8,715,153 $
30,998,418
19,536,877
4,582,447

- $ 8,715,153
30,998,418
19,536,877
4,582,447

40,615,786 66,321,707 106,937,493

- $

$63,832,895 $40,615,786 $66,321,707 $170,770,388

Financial instruments carried at fair value for the pension plan assets as of September 30,
2009 are classified in the table below in one of the three categories described above:

Levell Level 2 Level 3 Total
Assets
Cash and cash equivalents
Fixed income securities
Equity securities
Mutual funds
Alternative investments

$ 671,648 $
28,600,790
21,356,772
2,122,967

271,465 41,684,345 62,108,253

- $ - $ 671,648
28,600,790
21,356,772
2,122,967

104,064,063
$53,023,642 $41,684,345 $62,108,253 $156,816,240

Fair value for Level 1 is based upon quoted market prices. Fair value for Level 2 is based
on quoted prices for similar instruments in active markets, quoted prices for identical or
similar instruments in markets that are not active, and 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 obtained
from various sources, including market participants, dealers, and brokers. Fair value for
Level 3 is based upon unobservable inputs for the asset (i.e., supported by little or no
market activity). Level 3 inputs include management's own assumption about the

. assumptions that market participants would use in pricing the asset (including
assumptions about risk).
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The fair value of interest rate swap agreements is primarily determined using techniques
consistent with the market approach. Significant observable inputs to valuation models
include interest rates, Treasury yields, and credit spreads.

The following methods and assumptions were used in estimating the fair value of
financial instruments:

Accounts payable and accrued expenses: The carrying amount reported in the
consolidated balance sheets for accounts payable and accrued expenses approximates its
fair value.

Estimated third-party payor settlements: The carrying amount reported in the
consolidated balance sheets for estimated third-party payor settlements approximates its
fair value.

Long-term debt: The Health System's long-term debt obligations are reported in the
accompanying statements of financial position at principal value less unamortized
discount or premium, which totaled approximately $83 million at September 30, 2010,
excluding capital leases. The estimated fair value of the Health System's long ..term debt
as of September 30,2010 approximated its carrying value.
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During the years ended September 30, 2010 and 2009, respectively, the changes in the
fair value for the System's financial instruments in the non-pension plan assets measured
using significant unobservable inputs (Level 3) were comprised of the following:

Fair Value
Measurements

Using Significant
Unobservable

Inputs (Level 3)

Beginning balance (at October 1,2008):
Total realized and unrealized gains (losses):

Included in income from operations
Included in non-operating gains
Included in changes in net assets

Purchases, issuances, and settlements
Transfers in and/or out of Level 3

Ending balance (at September 30,2009)

$32,815,588

75,034
63,020

(36,638)
132,637
(60,034)

$32,989,607

Beginning balance (at October 1,2009):
Total realized and unrealized gains (losses):

Included in income from operations
Included in non-operating losses
Included in changes in net assets

Purchases, issuances, and settlements
Transfers in and/or out of Level 3

Ending balance (at September 30,2010)

$32,989,607

50,482
(17,310)
26,163

907,136
478,397

$34,434,475
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During the year ended September 30, 2010, the changes in the fair value for the System's
financial instruments invested in the System's Defined Benefit Pension Plan assets
measured using significant unobservable inputs (Level 3) were comprised of the
following:

Fair Value
Measurements

Using Significant
Unobservable

Inputs (Level 3)

Beginning balance (at October 1, 2009):
Total unrealized gains (losses):

Included in changes in net assets
Purchases, issuances, and settlements

Ending balance (at September 30, 2010)

$62,108,253

3,326,465
886,989

$66,321,707

21. Termination of Affiliation Agreement with Lifespan

In July 2007, Care New England Health System and Lifespan Corporation entered into an
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Lifespan Corporation. From the time of the execution of this agreement through early
2010, the parties endeavored to procure regulatory approvals required to consummate this
transaction. The parties mutually agreed to terminate the Affiliation Agreement in
February 2010.

22. Subsequent Event

By November 23, 2010, the Care New England Board of Directors and the Board of
Directors of Butler, Kent, and Women and Infants Hospitals voted to approve one or
more series of Rhode Island Health and Educational Building Corporation fixed interest
tax exempt financing bonds in aggregate, principal amount not to exceed $40,000,000 to
finance (1) approximately $10,000,000 in construction, equipping and furnishing of a
two-story addition to Butler's existing hospital facility, (2) approximately $12,000,000
for (a) renovation, equipping, and furnishing of existing hospital space to house a 10-bed,
short-stay unit and (b) equipping and furnishing of a 30,000 square foot ambulatory
surgical center to Kent's existing hospital facility, (3) refinancing of (a) commercial
mortgage between Women and Infants Hospital and Bank of America, NA and (b)
commercial mortgage between Women and Infants Hospital and Bank Rhode Island (c)
capital lease between Butler and Harbor Group Home, LLC, (4) reimbursing and
financing a portion of the fiscal years ending 2010 through 2013 routine capital upgrades,
(5) debt service associated with the bonds, and (6) issuance costs and capitalized interest.
It is expected that the bonds, will be issued during the Health System's fiscal year ending
September 30, 2011.
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zoo Street
Boston, Massachusetts 02116~50'12

Tel: + 1 6"1'7266 2000
Fax: + 'I 617 266 5843
WVltw. f;:)Y, com

Independent Auditors' Report on Other Financial Information

The Board of Trustees
Care New England Health System

Our audits were conducted for the purpose of forming an opinion on the consolidated
financial statements taken as a whole. The accompanying consolidating balance sheets,
statements of operations and changes in net assets, and statements of cash flows and
supplemental schedules requested by the Rhode Island Department. of Health are
presented for purposes of additional analysis and are not a required part of the
consolidated financial statements. Such information has been subjected to the auditing
procedures applied in our audits of the consolidated financial statements and, in our
opinion, is fairly stated in all material respects in relation to the consolidated financial
statements taken as a whole.

December 23,2010

;.\ member firm of Ernst & Younq (;,lobai t.imited
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Care New England Health System and Affiliates

Details of Consolidated Balance Sheet

September 30, 2010

Care New The
Butler Kent WIC England Agencl;: Eliminations Total

Assets
Current assets:

Cash and cash equivalents $ 16,054,008 $ 9,327,359 $ 53,094,889 $ 5,001,310 $ 1,130,139 $ (5,700,000) $ 78,907,705
Investments 2,539,711 307,286 2,846,997

Patient accounts receivable 6,482,983 51,837,116 51,808,602 2,199,079 112,327,780
Less estimated uncollectibles lz413,776 1728682916 112530,000 4832353 312296z045
Net patient accounts receivable 5,069,207 33,968,200 40,278,602 1,715,726 81,031,735

Other receivables 2,178,380 1,264.,783 9,027,093 209,647 119,343 12,799,246
Pledges receivable, net 96,082 167,476 1,040,201 1,303,759
Other current assets 836,117 4,343.,700 2,571,910 1,736,972 15,051 9,503,750
Current portion of assets whose use is limited 265,979 2,319.,529 692,005 209,250 43,322 3,530,085
Due from affiliates - other 3,222,898 862.,067 520,043 4,682,521 228,733 (9,516,262)
Due from affiliates - debt 70,7742161 (7°2774z161}

Total current assets 30,262,382 52,253.,114 107,224,743 82,613,861 3,559,600 (85,990,423) 189,923,277

Assets whose use is limited or restricted as to use:
Endowment funds 14,566,537 14,313.,377 7,883,846 36,763,760
Board-designated funds 3,686,272 19,882.,178 52,176,060 1,729,787 284,496 77,758,793
Trustee-held funds 2,043,381 22,900.,765 108,289,091 133,233,237
Deferred compensation funds 12322%195 624.,905 5942647 672614 48%562 22657z923

Total assets limited as to use 21,618,385 57,721.,225 168,943,644 1,797,401 333,058 250,413,713

Property, plant, and equipment, net 22,172,744 69,381.,958 157,939,409 2,798,420 934,772 253,227,303
Pledges receivable, net 141,601 151.,600 992,237 1,285,438
Investments 2,454,147 9,816,603 7,547,163 19,817,913
Other assets 10708 541.,742 3412831 276,637 1 170918
Total assets s 7626592967 $ 1802049.,639 $ 44522582467 $ 9520332482 $ 428272430 $ {8529902423} $ 71528382562
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Care New England Health System and Affiliates

Details of Consolidated Balance Sheet (continued)

September 30, 2010

Care New The
Butler Kent WIC England Agenc! Eliminations Total

Liabilities and net assets
Current liabilities:

Accounts payable and accrued expenses $ 10,403,530 $ 38~,595,953 $ 41,894,520 $ 7,895,143 $ 2,600,367 $ - $ 101,389,513
Current portion of estimated third-party payor settlements

and advances 630,976 41,053,726 10,504,700 15,189,402
Current portion of long-term debt and capital leases 299,816 l,858,446 826,384 2,960,000 32,155 5,976,801
Current portion of long-term debt, due to parent 139,209 868,642 1,836,868 (2,844,719)
Pension liability 218,898 1,,072,008 659,936 164,840 310,870 2,426,552
Interest rate swap 1,104,629 1,104,629
Other current liabilities 501,417 247,747 3,368,848 199,601 316,995 4,634,608
Due to affiliates 8852970 4l,652z463 225152°85 9632440 499z304 {9z516z262}

Total current liabilities 13,079,816 51,.348,985 61,606,341 13,287,653 3,759,691 (12,360,981) 130,721,505

Long term liabilities:
Self-insurance reserves 1,915,003 17,092,337 75,640,868 9,489,352 104,137,560
Long-term portion of third-party payor settlements 2,293,858 3,537,185 14,882,363 20,713,406
Long-term debt and capital leases 5,227,418 4,298,680 4,873,644 71,540,000 99,764 86,039,506
Pension liability 7,627,750 23,744,154 11,841,536 2,315,354 1,912,547 47,441,341
Postretirement liability 2,396,079 2,396,079
Interest rate swap 8,712,219 8,712,219
Other liabilities 2,250,538 1,861,663 3,889,422 290,420 101,848 8,393,891
Due to parent, long-term debt 423592960 15,6172244 4729522238 527°°2°°0 {732629z442}

Total long-term liabilities 23,674,527 68,547,342 159,080,071 92,347,345 7,814,159 (73,629,442) 277,834,002

Net assets:
Unrestricted 20,287,343 44,816,535 194,312,831 (10,601,516) (6,746,420) 242,068,773
Temporarily restricted 17,195,224 3,280,357 26,207,031 46,682,612
Permanentl y restricted 224232°57 122°562420 42°522193 18531670

Total net assets 3929052624 60z1532312 224,572z055 {10z601z516} {62746,420} 307z283z055
Total liabilities and net assets $ 76z659z967 $ 180z049z639 $ 445z258z467 $ 9520332482 $ 428272430 $ {85z990z423} $ 71528382562
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Care New England Health System and Affiliates

Details of Consolidated Statements of Operations and Changes in Net Assets

Year Ended September 30,2010

Care New The
Butler Kent WIC England AgencI Eliminations Total

Unrestricted revenues and gains:
Net patient service revenue $ 63,737,786 $ 281,923,304 $ 349,744,265 s 780,465 $ 15,728,664 s (990,785) $ 710,923,699
Net assets released from restrictions and used for operations 1,998,109 881,6~'6 5,853,214 8,732,999

Other revenue 2824422995 926272941 5725142233 4012104z308 lz1082359 {51z184z287} 85z613z549
Total unrestricted revenues and gains 94,178,890 292,432,921 413,111,712 401,884,773 16,837,023 (52,175,072) 805,270,247

Operating expenses:
Salaries and benefits 67,580,100 156,715,351 262,164,149 24,134,223 13,565,627 (7,649,221) 516,510,229
Supplies and other expenses 17,224,256 79,052,629 85,709,134 15:,180,947 2,165,300 (44,428,311 ) 154,903,955
Depreciation and amortization 3,162,849 8,477,7(,7 15,319,714 387,292 252,278 27,599,900
Insurance 2,474,947 6,921,3~.0 11,902,162 51,073 317,006 (71,000) 21,595,578
Licensure fee 12,041,993 15,824,541 27,866,534
Interest 447,197 311,4M 494,844 9,142 18,368 (26,540) 1,254,472
Provision for uncollectible accounts 128262396 2627062478 821042361 622829 362700z064

Total operating expenses 92z7152745 290z227z~i9 399,518z905 39z762z677 162381z408 {52z175z072} 786z4302732

Income from operations 1,463,145 2,205,852 13,592,807 1,122,096 455,615 18,839,515

Non-operating gains and (losses):
Investment income on assets limited as to use 983,035 390,625 929,447 115,358 268 2,418,733
Unrestricted gifts and bequests 55,906 365,270 68,393 489,569
Change in fair value of interest rate swaps (3,675,851) (3,675,851)
Net payments on interest rate swaps (132,918) (523,9~5) (1,710,982) (110,067) (2,477,873)
Change in net unrealized gains on trading securities 273,351 1,632,397 8,480,064 80,597 23,655 10,490,064
Non-operating expenditures {306,621} {491z461} (727,023} (28z874} (12553z979}

Net non-operating gains 872,753 lz0072655 7,336,776 (3,:589z9631 632442 5269°2663

Excess (deficiency) of revenues and gains
over expenses 2,335,898 3,213,507 20,929,583 (2,467,867) 519,057 24,530,178
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Care New England Health System and Affiliates

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

Year Ended September 30, 2010

Care New The
Butler Kent WIC England AgencI Eliminations Total

Unrestricted net assets:
Excess (deficiency) of revenues and gains over

expenses $ 2,335,898 $ 3,213,507 20,929,583 $ (2,467,867) $ 519,057 $ - s 24,530,178
Pension and postretirement adjustments (1,911,386) (6,366,988) (3,358,218) (534~,520) _ (501,138) (12,672,250)

Net assets released from restrictions used for
purchase of property and equipment 406,058 930,067 3,456,066 4,792,191

Other 47,703 47,703
Transfers 1092500 3632500 505,000 {lz0007OOO} 222000

(Decrease) increase in unrestricted net assets 940,070 (1,859,914) 21,580,134 (4,002,,387) 39,919 16,697,822

Temporarily restricted net assets:

Contributions, research and grants 2,442,646 1,716,948 7,229,503 11,389,097
Income from investments 282,144 305,371 121,747 709,262
Net realized and unrealized gain (loss) from investments

investments 789,395 218,554 428,612 1,436,561
Net assets released from restrictions {2z404z 167} {lz811z743} {9z309z280} {13z525z190}

Increase (decrease) in temporarily restricted net assets 1,110,018 429,130 (1,529,418) 9,730

Permanently restricted net assets:
Net realized and unrealized loss from investments 734,420 547 734,967
Contributions 82,691 8z534 61,410 152635

Decrease in permanently restricted net assets 82,691 742,954 61,957 887,602

(Decrease) increase in net assets 2,132,779 (687,830) 20,112,673 (4,002,387) 39,919 17,595,154

Net assets at beginning of year 3727722845 6°28412142 204,4592382 {62599z129} {62786,339} 28926872901
Net assets at end of year s 3929052624 $ 6021532312 s 22425722°55 $ {1026012516} $ {627462420} $ - s 30722832°55
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Care New England Health System ahd Affiliates

Details of Consolidated Balance Sheet

September 30, 2009

Care New The
Butler Kent WIC England Agenc~ Eliminations Total

Assets
Current assets:

Cash and cash equivalents $ 16~034,386 $ (439,636) $ 49,763,621 $ 3,039,,880 $ 763,505 $ (6,000,000) $ 63,161,756
Investments 1,689,850 307,036 1,996,886

Patient accounts receivable 6,411,370 50,64C719 50,748,371 2,413,145 110,214,605
Less estimated uncollectibles 1,716,114 18,082,505 10,145,000 464,663 30,408,282
Net patient accounts receivable 4,695,256 32,559,214 40,603,371 1,948,482 79,806,323

Other receivables 1,817,556 1,939,307 8,466,369 406,362 158,445 12,788,039
Pledges receivable, net 87,935 274,296 1,808,582 2,170,813
Other current assets 712,609 4,277,609 2,234,981 1,102,657 18,694 8,346,550
Current portion of assets whose use is limited 474,444 391,511 3,088,093 67,139 49,743 4,070,930
Due from affiliates - other 3,065,369 797,692 828,697 4,905,754 28,300 (9,625,812)
Due from affiliates - debt 74,197,781 i74,197,78q

Total current assets 28,577,405 39,799,993 106,793,714 83,719,573 3,274,205 (89,823,593) 172,341,297

Assets whose use is limited or restricted as to use:
Endowment funds 13,623,764 13,351,869 7,156,790 34,132,423
Board-designated funds 3,384,836 18,164,356 47,477,432 266,252 69,292,876
Trustee-held funds 2,311,688 22)31,333 93,850,147 988,597 119,281,765
Deferred compensation funds 1,393,310 464,512 489,516 67,092 36,712 i,451,142

Total assets limited as to use 20,713,598 54,112,070 148,973,885 1,055,689 302,964 225,158,206

Property, plant, and equipment, net 22,447,526 72,748,542 157,579,857 3,098,576 1,009,640 256,884,141
Pledges receivable, net 224,501 147,399 2,260,937 2,632,837
Investments 2,815,386 11,261,550 8,658,064 22,735,000
Other assets 11,195 729,267 383,237 346,545 1,470,244
Total assets $ 74,789,611 $ 167,537,271 $ 427z253z 180 $ 96,878,447 $ 4z586,809 $ (89z823z593} $ 681z221z725
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Care New England Health System and Affiliates

Details of Consolidated Balance Sheet (continued)

September 30, 2009

Care New The
Butler Kent WIC England Agencl: Eliminations Total

Liabilities and net assets
Current liabilities:

Accounts payable and accrued expenses $ 11,622,137 $ 25,140,693 $ 40,824,098 $ 6,923,140 $ 2586,881 $ - $ 87,096,949
Current portion of estimated third-party payor settlements

and advances 1,157,757 5,512,930 13,507A99 20,178,186
Current portion of long-term debt and capital leases 421,861 1,478,715 1,071,445 3535,000 53,878 6,560,899
Current portion oflong-term debt, due to parent 134,499 1,521,771 1,767,350 (3,423,620)
Pension liability 200,497 1,002,415 597,640 196,000 27,265 2,023,817
Other current liabilities 553,195 265,952 5,533,008 57,817 341,378 6,751,350
Due to affiliates 1,095,212 4,842,341 2,338,172 797,779 552,308 {9,625,812l

Total current liabilities 15,185,158 39,764,817 65,639,212 11,509,736 3,561,710 (13,049,432) 122,611,201

Long term liabilities:
Self-insurance reserves 1,251,982 19,801,095 72,703,772 8,907,944 102,664,793
Long-term portion of third-party payor settlements 2,648,136 3,615,182 14,839,409 21,102,727
Long-term debt and capital leases 5,247,021 2,137,723 5,700,917 74,500,000 131,918 87,717,579
Pension liability 5,995,355 21,486,725 10,804,054 2,076,372 1,626,265 41,988,771
Postretirement liability 1,569,705 1,569,705
Interest rate swap. 6,140,997 6,140,997
Other liabilities 2,189,945 1,834,996 3,317,328 342,527 53,255 7,738,051
Due to parent, long-term debt 4,499,169 16.,485,886 49,789,106 6,000,000 ~76,774,161~

Total long-term liabilities 21,831,608 66.,931,312 157,154,586 91,967,840 7,811,438 (76,774,161) 268,922,623

Net assets:
Unrestricted 19,347,273 46.,676,449 172,732,697 (6,599,129) (6,786,339) 225,370,951
Temporarily restricted 16,085,206 2,,851,227 27,736,449 46,672,882
Permanently restricted 2,340,366 11,,313,466 3,990,236 17,644,068

Total net assets 37,772,845 60,,841,142 204,459,382 (6,599,129~ ~6,786,339l 289,687,901
Total liabilities and net assets $ 74789611 $ 167.,537~271 $ 427,253~180 $ 96,878~447 $ 4~586~809 $ {89~823~593l $ 681~221 ~725
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Care New England Health System and Affiliates

Details of Consolidated Statements of Operations and Changes in Net Assets

Year Ended September 30, 2009

Care New The
Butler Kent WIC England AgencI Eliminations Total

Unrestricted revenues and gains:
Net patient service revenue $ 57,728,907 $ 274,520,829 $ 325,965,093 $ 996,070 $ 15,347,014 $ (549,549) $ 674,008,364
Net assets released from restrictions and used for operations 2,047,350 789,187 5,229,160 8,065,697

Other revenue 28,416,999 8,762,016 57,896,890 39,067,030 1,205,807 {51,124,6202 84,224,122
Total unrestricted revenues and gains 88,193,256 284,072,032 389,09C143 40,063,100 16,552,821 (51,674,169) 766,298,183

Operating expenses:
Salaries and benefits 62,800,645 154,142,225 238,033,286 23,768,507 12,946,886 (8,316,957) 483,374,592
Supplies and other expenses 16,835,212 77,497,898 87,751,314 14,719,654 2,312,711 (43,288,401) 155,828,388
Depreciation and amortization 3,111,677 8,890,745 12,871,572 423,891 255,442 25,553,327
Insurance 1,238,725 9,656,91l7 14,496,080 21,024 340,230 (65,000) 25,687,976
Licensure fee 11,376,11l6- 14,698,788 26,074,904
Interest 477,667 317,580 606,859 28,620 21,613 (3,811) 1,448,528
Provision for uncollectible accounts 1,789,361 21,155,403 6890996 96957 29932717

Total operating expenses 86,253,287 283,036,884 375,348,895 38,961,696 15,973,839 {51,674,1692 747,900,432

Income from operations 1,939,969 1,035,148 13,742,248 1,101,404 578,982 18,397,751

Non-operating gains and (losses):
Investment income on assets limited as to use 623,027 384,617 755,059 59,097 2,111 1,823,911
Unrestricted gifts and bequests 64,053 386 356,879 73,925 495,243
Change in fair value of interest rate swaps (6,522,654) (6,522,654)
Net payments on interest rate swaps (118,193) (494,497) (627,569) (97,873) (1,338,132)
Change in net unrealized (losses) gains on trading securities (194,644) 3,243,643 11,101,961 (246,865) (16,510) 13,887,585
Non-operating expenditures p08,1112 ~498,4952 ~1,137,0392 ~20,9332 {1,964,5782

Net non-operating gains and (losses) 66,132 2,635,654 10,449,291 ~6,808,2951 38,593 6,381,375

Excess (deficiency) of revenues and gains
over expenses 2,006,101 3,670,802 24,191,539 (5,706,891 ) 617,575 24,779,126
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Care New England Health System and Affiliates

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

Year Ended September 30, 2009

Care New The
Butler Kent WIC England AgencI Eliminations Total

Unrestricted net assets:
Excess (deficiency) of revenues and gains over

expenses $ 2,006,101 $ 3,670,802 $ 24,191,539 $ (5,706,891 ) $ 617,575 $ - $ 24,779,126
Pension and postretirement adjustments . (5,394,305) (18,903,424) (9,619,076) (1,789,091 ) (1,675,455) (37,381,351)

Net assets released from restrictions used for
purchase of property and equipment 437,446 1,443,538 17,962,505 19,843,489

Transfers 197,356 684,073 893,892 ~1,819, 1961 43,875
(Decrease) increase in unrestricted net assets (2,753,402) (13,105,011) 33,428,860 (9,315,178) (1,014,005) 7,241,264

Temporarily restricted net assets:

Contributions, research and grants 2,312,155 1,697,926 7,442,336 11,452,417
Transfer from permanently restricted net assets 11,222,148 2,038,403 3,045,420 16,305,971
Income from investments 291,557 477,279 12,075 780,911
Net realized and unrealized loss from investments (34,938) 62,825 27,887
Net assets released from restrictions p,484,7962 i2,232,7252 i23,191,6552 i27,909,1762

Increase (decrease) in temporarily restricted net assets 11,306,126 1,980,883 (12,628,999) 658,010

Permanently restricted net assets:
Net realized and unrealized loss from investments (1,293,106) (268,122) 986 (1,560,242)
Transfer to temporarily restricted net assets (11,222,148) (2,038,403 ) (3,045,420) (16,305,971)
Contributions 471,500 1,050 91,305 563,855

Decrease in permanently restricted net assets (12,043,754 ) (2,305,475) (2,953,129) (17,302,358)

(Decrease) increase in net assets (3,491,030) (13,429,603) 17,846,732 (9,315,,178) (1,014,005) (9,403,084)

Net assets at beginning of year 41,263,875 74,270,745 186,612,650 2,716,049 i5,772,334l 299,090,985

Net assets at end of year $ 37,772,845 $ 60,841,142 :$ 204,459,382 $ {6,599,.l291 $ {6,78623391 $ - $ 2892687,901
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MEMORIAL HOSPITAL OF RHODE ISLAND
CONSOLIDATED BALANCE SHEETS

ASSETS

CURRENT ASSETS:

CASH AND CASH EQUIVALENTS
CURRENT PORTION OF ASSETS LIMITED AS TO USE
PATIENT ACCOUNTS RECEIVABLE, NET
OTHER ACCOUNTS RECEIVABLE
ESTIMATED THIRD PARTY SETTLEMENTS
INVENTORIES
PREPAID EXPENSES

TOTAL CURRENT ASSETS

ASSETS LIMITED AS TO USE:

BY THE BOARD FOR DESIGNATED PURPOSES
BY THE BOARD FOR DESIGNATED PURPOSES - DEBT REDUCTION
PLEDGES RECEIVABLE
HELD BY TRUSTEE UNDER LOAN AGREEMENT
BY DONORS FOR SPECIFIC PURPOSES
BY DONORS FOR PERMANENT ENDOWMENT
BY EXTERNALLY ADMINISTERED TRUSTS
DEFERRED COMPENSATION TRUST

LESS AMOUNT REQUIRED TO MEET CURRENT OBLIGATIONS

PROPERTY & EQUIPMENT, NET
OTHER ASSETS

TOTAL ASSETS

UNAUDITED
12/31/12

UNAUDITED
11/30/12

UNAUDITED
09/30/12

$1,024,993 $1,445,135 $311,840
2,006,212 1,998,703 1,832,994

29,152,572 29,553,367 30,268,038
1,390.943 545,780 894,410

186,983 246,844 676.423
809,351 815,038 688,676

1,244,134 1,143,147 932,265

35,815,188 35,748,014 35,604,646

6,054,816 3,932,914 5,641,495
1,819,083 1,771,315 1,824,166

3,430 7,180 7,180
519,384 519;384 0

1,327,477 1,302,808 1,562,926
3,104,224 3,124,220 3,124,216
7,082,322 7,043,723 7,115,306

° ° 0

19,910,736 17,701,544 19,275,289

(2,006,212) (1 ,998,703~ ~1,832,994}

17,904,524 15,702,841 17,442,295

29,987,571 30,323,123 30,584,725
173,886 176,115 180,574

$83,881,169 81,950,093 $83,812,240



MEMORIAL HOSPITAL OF RHODE ISLAND
CONSOLIDATED BALANCE·SHEETS

UNAUDITED
12/31/12

UNAUDITED
11/30/12

UNAUDITED
09/30/12

LIABILITIES AND NET ASSETS

CURRENT LIABILITIES:

ACCOUNTS PAYABLE AND ACCRUED EXPENSES
ACCRUED INTEREST PAYABLE
CURRENT PORTION OF L..T DEBT AND CAP LEASE OBLIGATIONS
NET DUETO/FROM
LINE OF CREDIT

$24,281,327 $22,287,915 $21,479,468
256j085 213,559 128,135

1,570,596 1,568,731 1,587,385
3 165 0
0 0 0

26,108,011 24,070,370 23,194,988

62,365,446 62,365,446 63,145,467
(142,600) 39,652 0
9,529,906 9,533,637 9,518,714

0 0 0
1,607,329 1,635,929 1.663,316

0 0 °
99,468,092 97,645,034 97,522,485

TOTAL CURRENT LIABILITIES

ADDITIONAL MINIMUM PENSION LIABILITY
DEFERRED REVENUE
LONG-TERM DEBT, NET OF CURRENT PORTION
CAPITAL LEASE OBLIGATIONS
ESTIMATED SELF-INSURANCE AND OTHER LIABILITIES
OTHER LONG TERM LIABILITIES

TOTAL LIABILITIES

NET ASSETS:

TOTAL NET ASSETS

(27,100,946) (27,165,692) (25,512,693)
1,327,477 1,302,808 1,562,926

10,186,546 10,167,943 10,239,522

(15,586,923) {1S,694,941} {13,710,24S}

$83,881,169 81,950,093 $83,812,240

UNRESTRICTED
TEMPORARILY RESTRICTED
PERMANENTLY RESTRICTED

TOTAL LIABILITIES AND NET ASSETS



MEMORIAL HOSPITAL OF RHODE ISLAND
CONSOLIDATED STATEMENTS OF INCOME

UNAUDITED
THREE MONTHS

ENDED
12/31/12

UNAUDITED
TWO MONTHS

ENDED
11/30/12

UNAUDITED
TWELVE MONTHS

ENDED
09/30/12

UNRESTRICTED REVENUE, GAINS AND OTHER SUPPORT:

, NET PATIENT SERVICE REVENUE
OTHER REVENUE
ASSETS RELEASED FROM RESTRICTIONS FOR OPERATIONS

$37,895,273
2,501,781

5,771

$25,617,878
1,872,254

3,807

$163,661,600
8,146,479

25,331

TOTAL REVENUES, GAINS AND OTHER SUPPORT 40,402,825 27,493,939 171,833,410

EXPENSES

INVESTMENT INCOME
REALIZED GAINS AND LOSSES ON SALES OF INVESTMENTS
UNRESTRICTED DONATIONS
INCOME ON ASSETS HELD IN TRUST

21,137,004 13,899,307 84,123,553
7,0'10,296 4,805,109 32,394,744

10,674,700 7,235,981 43,044,039
3,882,878 2,568,653 15,130,585
1,068,877 712,585 3,938,536

° 0 7,568,922
173,064 115,471 909,945

43,946,819 29,337,105 187,110,324

(3,543,994) (1,843,166) (15,276,914 )

177,316 148.460 (131,722)
3,135,579 61,055 1,292,568

48,070 15,090 90,255
68,079 53,347 302,388

'J A 1')0 nAA ,.,77 n.t:1") oi t::t::~ Aonv,"TtC..v,v-r"T " 1 ,;;1V' l,vi.b,J,""tO\:7

(114,950) (1,565,214) (13,723,425)

(1,555,485) {144,965} 631,257

(i,670,435) {1 ,71 O,179} (13,092,i68}

SALARIES AND WAGES
EMPLOYEE BENEFITS
SUPPLIES, PURCHASED SERVICES AND OTHER
PROVISION FOR BAD DEBTS
DEPRECIATION AND AMORTIZATION
LICENSING FEE
INTEREST

TOTAL EXPENSES

(LOSS)/GAIN FROM OPERATIONS

Tf"\TJ\.1 P\1"",Ir'aDCOJ\Tll\.ln nJ\If\IC
1 V, 1'"\'- I~VI"'VI &",1",1 "'4'-J Vr\" ...V

EXCESS OF REVENUE OVER EXPENSES
BEFORE CHANGE IN APPRECIATION OF INVESTMENTS

CHANGE IN APPRECIATION OF INVESTMENTS

EXCESS OF REVENUE OVER EXPENSES



MEMORIAL HOSPITAL OF RHODE ISLAND
STATEMENTS OF CHANGES IN NET ASSETS

UNAUDITED
THR~E MONTHS

ENDED
12/31/12

UNAUDITED
TWO MONTHS

ENDED
11/30/12

UNAUDITED
TWELVE MONTHS

ENDED
09/30/12

UNRESTRICTED NET ASSETS:

EXCESS OF REVENUES OVER EXPENSES

CONTRIBUTIONS FOR CAPITAL EXPl;NDITURES
ADDITIONAL MINIMUM PENSION LIABILITY
CUMMULATIVE EFFECT OF A CHANGE IN ACCOUNTING PRINCIPLE
ASSETS REALEASED FROM RESTRICTIONS FOR PURCHASES PP&E
NET ASSETS RELEASED FROM RESTRICTIONS
INTERCOMPANY TRANSFER

DECREASE IN UNRESTRICTE'D NET ASSETS

(1,670A35) (1,710,179) (13,092,168)

0 0 183,490

° ° (14,070,072)
0 ° 0

107,182 107,182 119,024
0 ° 0

(75,000) {50,OOO} {300,OOO}

(1,638,253) (1,652,997) (27,159,726)

TEMPORARILY RESTRICTED NET ASSETS:

CONTRIBUTIONS
NET APPRECIATION (REALIZED AND UNREALIZED)
INVESTMENT INCOME
NET ASSETS RELEASED FROM RESTRICTION

DECREASE IN TEMPORARILY RESTRICTED NET ASSETS

36,527 15,656 184,839
0 0 301,722

(1,233) (6,995) (77,234)
(5,771) {3,80n P44,3551
29,523 4,854 264,972

PERMANENTLY RESTRICTED NET ASSETS:

NET APPRECIATION ON ASSETS HELD IN EXTERNALLY ADMINISTERED TRUSTS· (32,984) (71,583) 770,168
REALIZED GAINS HELD TO MAINTAIN PURCHASING POWER 0 ° °RESTRICTED DONATIONS 9 0 0

INCREASE IN PERMANENTLY RESTRICTED NET ASSETS (32,975) (71,583) 770,168

DECREASE IN NET ASSETS (1,641,705) (1,719,726) (26,124,586)

NET ASSETS, BEGINNING OF YEAR (13,710,245} {13,710,245} 12,414,341

NET ASSETS, END OF YEAR {$15,351,950} {$15,429,971 } {$13,710,245}



MEMORIAL HOSprrAL OF RHODE iSLAND
STATISTICAL HIGHLIGHTS

DECEMBER 2012

MONTH YEAR
INPATIENT -ACTUAL BUDGET VARIANCE ACTUAL BUDGET VARIANCE

PATIENT DAYS BEDS
MEDICAL & SURGICAL 213 1,392 1,679 (287) 4,329 5,166 (837)
icuccu 18 219 291 (72) 624 814 (190)
PEDIATRICS 21 6 14 (8) 22 44 (22)
MATERNITY 26 106 109 (3) 334 319 15
REHAB 16 295 330 (35) 870 966 (96)

TOTAL 294 2,018 2,423 (405) 6,179 7,309 (1.130)

8DMIS~ION~
-AOULTM &8 349 361 (12) 1,055 1,111 (56)
-ICu/CCU 64 60 4 189 168 21
-PEDIATRICS 6 7 (1) 16 22 (6)
-MATERNITY 34 42 (8) 127 123 4
-REHAB 22 27 -c_ (5) 64 79 (15)

TOTAL 475 497 (22) 1.451 1.503 (522

LE~~TH OF S.IA Y
-ADUlTM &S 3.99 4.65 (O.66) 4.10 4.65 (0.55)
-icuccu 3.42 4.85 (1.43) 3.30 4.85 (1.54)
-PEDIATRICS 1.00 2.00 (1.00) 1.38 2.00 (0.63)
-MATERNITY 3.12 2.60 0.52 2.63 2.59 0.04
-REHAB 13.41 12.22 1.19 13.59 12.23 1.37

OVERALL 4.25 4.88 (0.63) 4.26 4.86 (0.60)

OgCUPANCY%
-ADULTM & S 21.08% :~5.43% -4.35% 22.09% 26.36% -4.27%
-rcuccu 39.25% S2.15% -12.90% 37.68% 49.15% -11.47%
-PEDIATRICS 0.92% 2.15% -1.23% 1.14% 2.28% -1.14%
-MATERNITY 13.15% 113.52% -0.37% 13.96% 13.34% 0.63%
-REHAB 59.48% Ei6.53% -7.06% 59.10% 65.63% -6.52%

OVERALL 22.14% ~~6.59% -4.44% 22.84% 27.02% -4.18%

MEDICARE DISQHARGES
DRG PATIENTS 138 169 (31) 442 517 (75)
REHAB PATIENTS 12 10 2 25 30 (5)
HMO PATIENTS 88 86 2 268 257 11
HMO REHAB PATIENTS 5 7 (2) 16 18 (2)

TOTAL 243 272 (29) 751 822 (712

OUTPATIENT

E.R. VISITS CHARGED 3,010 '" 2.815 195 8.373 8.375 (2)

CLINIC VISITS
FAMILY CARE 1.954 2,111 (157) 5,980 6.265 (285)
INTERNAL MEDICINE 220 248 (28) 734 832 (98)
N.D.AMBY 755 715 40 2,314 2,276 38
ALL OTHER 1.473 1,838 (365) 5,017 6,166 (1.149)

TOTAL 4.402 4.912 (510) 14,045 15.539 {1.494}

TOTAL HOME CARE VISITS 4,284 4,061 223 13.510 13.617 (10!1 Page 4



MEMORIAL HOSPITAL OF RHODE ISLAND
INCOME STATEMENT VARIANCE REPORT

PERIOD ENDED DECEMBER 31,2012

CURRENT CURRENT YEAR YEAR
MONTH MONTH TO DATE TO DATE
ACTUAL BUDGET VARIANCE ACTUAL . BUDGET VARIANCE----_---- ---._- _._----

GROSS REVENUE - PATIENTS
INPATIENT

ROUTINE 3.886,834 4,722,93:7 (836,103) 11,783.494- 14,097.954 (2,314,460)
ANCILLARY .___.?..!._6051267 7,737,912 (1.132,705) 20.194.169 23,317•176 (3.153.007)

10,4921101 12.460,90B (1,968.808) 31,977,663 37,445.130 (5,467,467)

OUTPATIENT
ROUTINE 3.243,056 3,1441860 98,196 9,682.846 9,782,100 (99,254)
ANCILLARY 10,834,914 10.658,67~) 176,235 34.938.512 35,335.018 (396,506)

__~4,On.970 13,803,53B 274,431 441621,358 45,117.118 (495,760)

TOTAL GROSS REVENUE ._. ~~!.~70,071 26,264,448 (11694,377) 76.599.021 82,562,248 (5.963,227)

CONTRACTUAL ALLOWANCES (12.676.635) (13.725.167) 1,048,532 (39,972.214) (43,333,424) 3.361.210

FREE CARE AND BAD DEBTS _ .._ti.&98,147) . (1,909.885} 11.738 (5.509,350) (6,073,361 ) 564,011

TOTAL REVENUE DEDUCTIONS _J:!_~,.~~782) (15,635r052~ 1,060,270 (45,481,564) (49,406,785) 3,925,221

NET REVENUE - PATIENTS 9,995,289 10,629,396 (634,107) ,31J 117,457 33,155,463 (2.038,006)
OTHER OPERATING REVENUE _.__._.~~,654 431.171 (8,517) 1,575,419 1,581.046 __ . (5,627)

TOTAL REVENUE 10,417.943 11,060,567 (642,624) :32,692,876 34,736,509 (2,043,633)

OPERATING EXPENSES
SALARIES AND WAGES 6,427,801 6,587,780 159,979 -18,788,102 19,236.986 448.884
FRINGE BENEFITS 2,236,995 2.369,458 132,463 6,789,319 7,095,620 306.301
SUPPLIES 1,485,948 1,586.310 100,362 4,551,500 4,990,182 438.682
OTHER DIRECT EXPENSES 1·,577,497 1,·553,488 (24,009) 4,818,326 4,797,149 (21.177)
RENTAULEASE 36,103 34,589 (1,514) 226,342 228,117 1,775
DEPRECIATION ____.__~54.427 354,427 0 1.063,281 1,063,281 0

TOTAL EXPENSES 12,118,771 12,486,052 367,281 ~~6,236,870 37,411.335 1,174,465

LICENSING FEE 0 0 0 0 a 0~------ ------ ----- -------
NET INCOME (LOSS) ~:;_j11700.828) (1,425,485) (275,343) _J3,543,994) (2,674.826) (869.168)

PageS





SOUTHEASTERN HEAL THCARE SYSTEM, INC.
CONSOLIDATED BALANCE SHEETS

Current assets:

Cash and cash equivalents
Current portion of assets whose use is limited
Patient accounts receivable - Net
Other accounts receivable - Net
Estimated settlements with third-party payors
Inventories
Prepaid expenses and other

Total current assets

Assets whose use is limited or restrictp.d

By the Board for designated purposes
Held by trustee under indenture agreement
Pledges Receivable
By donors for specific purposes
By donors for permanent endowment.
By externally administered trusts
Deferred compensation trust

Less amount required to meet current obligations

Noncurrent assets whose use is limited

Property & equipment - Net
Other assets

Total assets

UNAUDITED
09/30/12

AUDITED
09/30/11

$1,489,550
1,832,994

30,346.048
1,167,971

676,423
695,501
938,908

$1,921,664
1,908,648

33,269,225
1,209,686
1,695,156

744,597
899,383

37,147,395 41,648,359

7,761,816 19,634,907
0 0

7,180 56,325
1,562,926 1,297,954
3,124,216 3.124,215
7,115,306 6,345,138

0 '0

19.571,444 30,458,539

(1,832,994) ~1,908,648}

17,738,450 28,549,891

31,076,995 33,558,383
180.574 207,326

$86,143,414 $10319631959



SOUTHEASTERN HEAL THCARE SYSTEM, INC.
CONSOLIDATED BALANCE SHEETS

Liabilities and Net Assets

Current liabilities:

Accounts payable and accrued expenses
Estimated settlements with third-party payors
Accrued interest payable
Current portion of long-term debt and capital lease obligations
Line of credit

Total current liabilities

Additional minimum pension liability
Long-term debt .. Net of current portion
Capital lease obligations - Net of current portion
Insurance rasen/as
Deferred compensation liability

Total liabilities

Net assets:

Unrestricted
Temporarily restricted
Permanently restricted

Total net assets

Total liabilities and net assets

UNAUDITED
09/30/12 .

AUDITED
09/30/11

$21,922,338 $22,610,478
0 0

128,135 143,784
1,587,385 1,587,385

0 5,000,000

23,637,858 29,341,647

64,921,724 48,295,374
9,518,714 11,106,099

a °1,663,316 977,468
a 0'

99,741,612 89,720,588

(25,400,646)
1,562,926

10,239,522

3,476,064
1,297,954
9,469,353

(13,598,198)

$86,143,414

14,243,371

$103,963,959



(131,722) 314,262
1,292,568 2,357,007

90,255 104,252
0 0

302,388 303,954

1,553,489 3,079,475

(13,964,151 ) (5,656,538)

631,257 -2,513,288

(13,332,894) (8,169,826)

SOUTHEASTERN HEAL THCARE SYSTEM, INC.
CONSOLIDATED STATEMENTS OF INCOME

UNAUDITED
TWELVE MONTHS

ENDED
09/30/12

Unrestricted revenue and other support:

Net patient service revenue
Other revenue
Net assets released from restrictions for operations

$164,315,881
10,187,127

25,331

Total unrestricted revenue and other support 174,528,339

Expenses:

Salaries and wages
Employee benefits
Supplies, purchased services and other
Provision for bad debts - Net
Depreciation and amortization
Licensing fee
Interest

85,355,241
32,739,957
44,280,528
15,147,513

4,043,873
7,568,922

909,945

Total expenses 190,045,979

(Loss )/gain from operations (15,517,640)

Other income, gains and losses:

Investment income
Net realized gains on sales of investments
Unrestricted donations
Write-off of investment
Income on assets held in trust

Total nonoperating gains

Excess of revenue over expenses before change in
appreciation of investments

Change in appreciation of investments

Excess of revenue over expenses

AUDITED
TWELVE MONTHS

ENDED
09/30/11

$169,647.204
10,833,097

22,437

180,502,738

85,146,873
30,440,944
44,306,769
16,371,134
4.280,101
7,549,028
1,143,902

189,238,751

(8,736,013)



SOUTHEASTERN HEAL THCARE SYSTEM, INC.
STATEMENTS OF CHANGES IN NET ASSETS

Change in unrestricted net assets:

Excess of revenue over expenses
Additional minimum pension liability
Contributions for capital expenditures
Net assets released from restrictions

Increase in unrestricted net assets

Change in temporarily restricted net assets:

Con tributions
investment income
Realized gains held to maintain purchasing power
Net assets released from restrictions used for purchase of PP&E

(Decrease)/lncrease in temporarily restricted net assets

Change in permanentlv restricted net assets:

Net appreciation on assets held in externally administered trusts
Restricted donations

Increase in permanently restricted net assets

Increase in net assets

Net assets, beginning of year

Net assets, end of year

UNAUDITED
TWELVE MONTHS

ENDED
09/30/12

AUDITED
TWELVE MONTHS

ENDED
09/30/11

(13,332,894)
(15,846,329)

183,490
119,023

(8,169,826)
(12,124,629)

o
208,279

(28,876,710) (20,086,176)

184,839 12,508
(77,234) .. itA AQ7

I ",,,,.,U I

301,722 356,423
(144,354) (230,716l
264,973 282,682

770,168 (243,837)
0 23

770,168 (243,814)

(27,841,569) (20,047,308)

14,243,371 34,290,679

(13,598, 198) 141243z371



SOUTHEASTERN HEAL liHGARE SYSTEM. INC.
CONSOLIDATED B,~LANCE SHEETS

09/30/12 !Qill
.mr& !QI& SOUTHEASTERN

MEMORIAL R.S. SHS VENTURES CONSOLlOA'TING MEMORtAL PCCNE Bl.ACKSTONE CONSOLIDATING HEALTHeARE

HOSPITAL REALTY ENTRIE~i AND SUBS HEALTH SHS TOTAL ENTRIES SYSTEM. INC.

~
Current assets:

Cash and cash equivalents $311.840 $355,717 $29,468 $697,025 $3,525 $260,607 $528.393 $1,489,550 $1.489.550
Assets limited as to use 1,832,994 1,832,994 1,832,994 1,832,994
Patient accounts receivable, net 30,268,038 75.552 30.343,590 2,458 30.346,048 30,346,048
Other accounts receivable 894,410 26,115 18.176 0 939.301 50,914 220,990 1,211.205 (43,234) 1,167.971
Estimated third party seWemenls 676.423 676,423 676,423 676,423
Inventories 688,676 6,825 695.501 695.501 695,501
Prepaid expenses 932265 611 0 932876 6.032 936,908 938:908

Tala' current assets 35,604,646 382,443 130,621 0 36.117.710 56.897 487,629 526.393 37.190.629 (43,234) 37.147.395

Assets limited as to use:

By the Board for designated purposes 5.641,495 (214,241) 5.427,254 512.716 5.939.970 (2.320) 5.937,650
By the Board for designated purposes - DRF 1,624,166 1.824.166 1.624,166 1,624,166
Pledges Receivable 7.180 7.180 7.180 7,180
Held by Trustee under Loan Agreement 0 0 0 0
By donors for specific purposes 1.562,926 1,562.926 1.562.926 1.562,926
By donors for pennanent endowment 3,124,216 3,1242.16 3.124.216 3.124,216
By externally administered trusts 7.115.306 7.115.306 7.115,306 7.115.306
Deferred Compensation Trust 0 0 0 0

19,275.289 0 0 (214,,241) 19.061.048 512.716 0 0 19,573.764 (2.320) 19,571,444

Less amount required to meet current obligations {1.832,994 ! ,1,832.9941 (1.632,994l i1,632.9941

17.442,295 0 0 (214,,241) 17.228,054 512.716 0 0 17,740.770 (2,l20) 17,736.450

Property & equipment. net 30.584.725 476.322 2.546 0 31.063,593 13,402 31.076,995 31.076,995
Deferred financing costs, net 160,574 180574 180.574 160,574

Total assets $63.812.240 $858,765 $133,167 {$214,,241} $84 ,589,931 $569,613 $501,031 $528.393 $66.188,966 lS45,554l $86,143,414



SOUTHEASTERN HEALlrHCARE SYSTEM. INC.
CONSOLIDATED B,ALANCE SHEETS

09130/12 IQI&

!QI&: lJ2!&r. SOUTHEASTERN

MEMORIAL RS. SHS VENTURES CONSOLIDATING MEMORIAL PCCNE BI.ACKSTONE CONSOLIDATiNG HEALTHCARE

HOSPITAL REALTY ENTRIEf. AND SUBS HEALTH SHS TOTAL ENTRIES SYSTEM INC.

Liabilities and Net Assets

Current liabilities:

Accounts payable and accrued expenses 21,479,468 . 151,484 322.783 (214.241) 21,739.494 26.742 82,852 21,849,088 (45,554) 21,603,534
Estimated third party settlements 0 0 0 0
Accrued interest payable 126,135 128,135 128,135 128,135
Current por1ion ot long-term debl and capilallea:;e obligation.! 1.587,385 1.587,385 1.587.385 1,587,385
Une of credit 0 0 0 0

Total currenlliabililies 23,194,988 151,484 322.783 (214,241) 23,455.014 26.742 82,852 0 23,564.608 (45.554) 23,519,054

Additional minimum pension liability 64,921,724 64.921.724 64 ..921,124 64,921,724
Deferred revenue 0 0 118.804 118,804 118.804
long-tenn debt.. net of current portion 9.518,714 9,518,714 9,518.714 9,518,714
Capital lease obligations 0 a 0 0
Estimated self-insurance and other liabililies 1,663,316 1,663.316 1,663,316 1,663.316
Other long-tenn liabilities 0 0 0 0

TOlalliabilities 99,298.742 151,484 322.783 (2141·2411 99.558.768 26.742 201.656 0 99.7871166 145.554} 99l41,612

~
Unrestricted (27,288,950 ) 707.281 (189,616) (26.771.285) 542.871 299,375 528,393 (25,400,646) (25.400.646)
Temporarily restricted 1,562,926 1.562.926 1.562,926 1.562.926
PennanenUy restricted 101239.522 10.2391522 10,239.522 10.2391522

Tolal net assets - pS,486.502} 707.281 i189.6161 0 {14.968.8371 542:871 299,375 528.393 ,13.59811981 0 {13.5981198~

Tola'liabi'ilies and net assets $83,812,240 $858,765 $133.167 iS214,,241} $84,589.931 $569,613 $SOl,031 $528.393 $86,186.968 ~S45.554l $86,143,414



SOUTHEASTERN HEAlTHCARE SYSTEM, INC.
CONSOLIDATED STATEMENTS OF INCOME

TWELVE MONTHS ENDED 09/30/12

SOUTHEASTERN

MEMORIAL R.S. SHS VENTURES CONSOLIDATING MEMORIAL BILACKSTONE CONSOLIDATING HEALTHCARE

HOSPITAL REALTY ENTRIE:S AND SUBS PCCNE HEALTH SHS TOTAL ENTRIES SYSTEM. INC.

Unrestricted revenue gains and other sUQQort:

Net patient service revenue $163.661,600 $654,261 $164,315,881 $164,315.881 $0 $164,315.881
Other revenue 8.146,479 755.685 24.221 (201,,381) 8,125,004 5.000 1,456,633 60,490 10,247.127 (60.000) 10.187,127
Assets released· from restrictions for operations 25,331 25.331 25.331 25.331

T otat revenue. gains and other support 171.833,410 755,685 678,502 (201,,381) 173,066.216 5,000 1.456.633 60,490 174,588,339 (60,000) 174,528,339

Expenses:

Salaries and wages 84,123,553 632,597 166,,099 64.922,249 395,912 85,318.161 37,060 65,355,241
Employee benefits 32,394.744 182,594 32,577,338 162,619 32,739,957 32.739.957
Supplies. purchased services and other 43.044,039 626.413 218,923 (367,.46.0) 43,521,895 4,561 791,087 60.045 44,377,608 (97,080) 44.280,528
Provision for bad debts 15,130,585 16.926 15,147,513 15,147,513 15,147,513
Depreciation and amortization 3.938,536 95,650 1,537 4,035,723 0 8,150 4,043,673 4,943,873
Licensing fee 7,566,922 7,568.922 7.568,922 7.568,922
Interest 909.945 909,945 909,945 9091945

Total expenses 187.110.324 722.063 1,052.579 {201.1381) 188.683.585 4.581 1,357.768 60.045 1901105.979 ,SOIOOO} 190,045,979

(Loss)/gain from operations {15.276.914) 33,622 (374,0771 0 {15,617,369} 419 98,865 445 {151517,64Ol 0 {15.517,640!

Other income gains and losses:

Investment income (131.722) (131,722) (131,722) (131,722)
Net realized gains on sales of investments 1,292,568 1,292,568 1~292.568 1.292,568
Unrestricted donations 90.255 90,255 90,255 90.255
Income on assets held in trust 302.386 302.388 302.388 302.388
Write-off of investment 0 0 0

Total nonoperating gains 1,553.489 0 0 0 1.553.489 0 0 0 1.553.489 0 1:553:489

Excess of revenues over expenses before (13,723,425) 33,622 (374,077) 0 (14.063.680) 419 98,865 445 (13,964.151) 0 (13.964,151)
change in appreciation of investments

Change in appreciation of investments 631.257 631257 631,257 631.257

Excess of revenues over expenses (13.092.168) 33,622 (374,077) 0 (13.432.623) 419 98.865 445 (13.332.894) 0 (13,332,894)



SOUTHEASTERN HEAL TiHCARE SYSTEM, INC.
STATEMENTS OF CHANGES IN NET ASSETS

TWELVE MONTHS lENDED 09130112

SOUTHEASTERN
MEMORIAL R_S_ SHS VENTURES CONSOLIDATiNG MEMORIAL BL"CKSTONE CONSOLIDATING HEALTHCARE
HOSPITAL REALTY ENTRIES ANOSUBS PCCNE HEALTH SHS TOTAL ENTRIES SYSTEM, INC.

Change in unrestricted net assets:

Excess of revenues over expenses (13,092,168) 33.622 (374.017) 0 (13.432.623) 419 98,865 445 (13,332.894 ) 0 (13,332.894 )
Additional minimum pension liability (15.846,329) (15.846.329) (15,646.329) (15.846.329)
Cummutative effecl of a change in accounting principle 0 0 0 0

Intercompany Transfer (300.000) 0 300.000 0 0 0 0 0 0
Contributions for Cilpital expenditures 183,490 183,490 183,490 183.490
Net assets released from restrictions 0 0 0 0
Net assets released from restrictions used for purchase of PP&E 119,024 119.024 119024 119024

Increase in unrestricted net assets (28.935,983) 33,622 (74,077) 0 (28.976.438) 419 98,665 445 (26,876,709) 0 (26.876.709)

Change in temgorarillf restricted net asse~:

Contributions 184.839 184,839 184.839 184,839
Investment income (77,234) (77.234) (77.234) (77.234)
Realized gains held to maintain purchasing power 301.722 301.722 301,722 301.]22
Net assets released from restriction (144,355) {144.3551 {144.355! ,14413551

Increase in temporarily restricted net assets 264.972 0 0 0 264,972 0 0 0 264,972 0 264,972

Change in ~ennanentl~ restricted net assets:

Restricted donations a 0 0 0
Nel appredaUon on assets held In externally adminislefed trusts 770,168 770168 770.168 770168

Increase in permanently restricted net assets 170,168 0 0 0 nO.168 0 0 0 770.168 0 770,168

Increase in net assets (27.900,843) 33.622 (74,077) 0 (27.941.298) 419 98,865 445 (27.841,569) 0 (27,841,569 )

Net assets, beginning of year 12,4141341 673,659 {115.5391 12.972.461 5421452 200.510 5211948 14,243,371 14,243:371

Net assets. end of year ·$15.486;502 $707,281 i$189,616} $0 -$14.968.831 $542,871 $299,315 $528,393 -$13.598,198 $0 -$13,598.198
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R~port of Independent Auditors

Board of Trustees
Southeastern Healthcare System, Inc.

We have audited the accompanying consolidated balance sheets of Southeastern Healthcare
System, Inc. and Affiliates (the System) as of September 30, 2011 and 2010, and the related
consolidated statements of operations and changes in net assets and cash flows for the years then
ended. These financial statements are the responsibility of the System's management. Our
responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States. Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. We were not engaged to perform an audit of the
System's internal control over financial reporting. Our audits included consideration of internal
control over financial reporting as a basis for designing audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
System's internal control over financial reporting. Accordingly, we express no such opinion. An
audit also includes examining, on a test basis, evidence supporting the amounts and disciosures
in the financial statements, assessing the accounting principles used and significant estimates
made by management and evaluating the overall financial statement presentation. We believe
that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the consolidated financial position of the Southeastern Healthcare System, Inc. and Affiliates as
of September 30, 2011 and 2010, 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.

March 9,2012
~+HLLP

J\ member firm of Ernst & Younq Global Urnlted



Southeastern Healthcare System, Inc. and Affiliates

Consolidated Balance Sheets

Assets
Current assets:

Cash and cash equivalents
Current portion of assets whose use is limited
Accounts receivable for services to patients, net of

allowance for doubtful accounts and charity care of
approximately $10,431,000 in 2011 and $9,772,000 in
2010

Other accounts receivable
Estimated settlements with third-party payors
Inventories
Prepaid expenses and other

Total current assets

Assets whose use is limited:
By the Board for designated purposes
Pledges receivable
By donors for designated purposes
By donors for permanent endowment
By externally administered trusts

Less amount required to meet current obligations

Property and equipment, net
Deferred financing costs, net
Total assets

2

Septem ber 30
2011 2010

$ 1,921,664
1,908,648

33,269,225
1,209,686
1,695,156

744,597
899,383

$ 1,501,838
2,936,344

32,509,340
1,503,613
2,466,273

~()~ ~h1vvv,vv-'

862,032
41,648,359 42,588,303

19,634,907
56,325

1,297,954
3,124,215
6,345,138

31,081,199
202,392

1,015,273
3~124~192
6,588,975

30,458,539
(1,908,648)

42,012,031
(2,936,344)

28,549,891 39,075,687

33,558,383
207,326

34,541,070
234,078

$ 116,439,138$ 103,963,959



Liabilities and net assets
Current liabilities:

Accounts payable and accrued expenses
Accrued interest payable
Current portion of long-term debt and capital lease

obligations
Line of credit

Total current liabilities

Long-term pension liability
Long-term debt, net of current portion
Estimated self-insurance liabilities and other liabilities
Deferred compensation liability
Total liabilities

Commitments and contingencies

Net assets:
Unrestricted
Temporarily restricted
Permanently restricted

Total net assets

'. Total liabilities and net assets

See accompanying notes.

Septem ber 30
2011 2010

$ 22.,610,478 $ 25,057,378
143,784 159,384

1,587,385 1,582,385
5,000,000 5,000,000

29,341,647 31,799,147

48,295,374 36,591,747
11,106,099 12,693,483

977,468 981,582
82,500

89,720,588 82,148,459

3,476,064
1,297,954
9,469,353

23,562,239
1,015,273
9,713,167

14,243,371 34,290,679

$ 103,963,959 $ 116,439,138
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Southeastern Healthcare System, Inc. and Affiliates

Consolidated Statements of Operations and Changes in Net Assets

Operating revenues:
Net patient service revenue
Other revenue
Net assets released from restrictions for operations

Total operating revenues

Operating expenses:
'Salaries and wages
Employee benefits
Supplies, purchased services, and other
Provision for bad debts
Depreciation and amortization
Licensing fee
Interest

Total operating expenses
Loss from operations

Nonoperating gains:
Investment income
Net realized gains on sales of investments
Unrestricted donations
Income on assets held in externally administered trusts

Total nonoperating gains
Deficiency of revenue over expenses before change in fair

value of investments

Change in fair value of investments
Deficiency of revenues over expenses

Continued on next page.

Year Ended September 30
2011 2010

$ 169,647,204
10,833,097

22,437

$ 173,318,865
10,241,484

108,887
180,502,738 183,669,236

85,146,873
30,440,944
44,306,769
16,371,134
4,280,101
7,549,028
1,143,902

84,425,033
29,257,213
45,794,792
15,657,416
4,183,905
7,178,10 1
1,287,152

189,238,751 187,783,612
(8,736,013) (4,114,376)

314,262 350,807
2,357,00~ 715,584

104,252 233,654
303,954 285,654

3,079,475 1,585,699

(5,656,538) (2,528,677)

(2,513,288) 817,068
(8,169,826) (l,711,609)

4



Southeastern Healthcare System, Inc. and Affiliates

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

Change in temporarily restricted net assets:
Contributions
Investment income
Net appreciation (realized and unrealized)
Net assets released from restrictions

Increase in temporarily restricted net assets

Year Ended Septem ber 30
2011 2010

$ (8,169,826) $ (l, 711,609)
(12,124,629) (281,586)

208,280 62,638
5,370

(20,086,175) (1,925,187)

12,508 217,146
144,467 166,402
356,423 111 Q1,\

~ ~ .I. , ...... _,,...,

{230,717} ~171,525}
282,681 323,958

Deficiency of revenue over expenses (continued)
Change in pension liability
Net assets released from restrictions
Contribution of long-lived assets
Decrease in unrestricted net assets

Change in permanently restricted net assets:
Change in unrealized (depreciation) appreciation on assets

held in externally administered trusts
Permanently restricted endowment contributions

(Decrease) increase in permanently restricted net assets
Decrease in net assets

(243,837) 352,119
23 34

(243,814) 352,153
(20,047,308) (1,249,076)

34,290,679 35,539,755
$ 14,243,371 $ 34,290,679

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

See accompanying notes.
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Southeastern Healthcare System, Inc. and Affiliates

Consolidated Statements of Cash Flows

Operating activities
Decrease in net assets
Adjustments to reconcile decrease in net assets to net cash

provided by operating activities and nonoperating gains:
Depreciation and amortization
Provision for bad debts
Amortization of bond premium
Change in pension liability
Unrealized depreciation (appreciation) on assets held in

externally administered trusts
Change in:

Patient accounts receivable
Other accounts receivable
Estimated settlements with third-party payors
Inventories
Prepaid expenses and other
Investments classified as trading
Accounts payable, accrued expenses and long-term

pension liability
Accrued interest payable
Estimated self-insurance liabilities and other liabilities
Deferred compensation liability

Net cash provided by operating activities and nonoperating
gains

Investing activities
Purchases of property and equipment, net
Net cash used in investing activities

Financing activities
Restricted contributions and investment income
Repayments of long-term debt and additional financing costs
Net cash used in financing activities
Net increase (decrease) in cash and cash equivalents

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

See accompanying notes.

Year Ended September 30
2011 2010

$ (20,047,308) $ (1,249,076)

4,280,101 4,183,905
16,371,134 15,657,416

(22,384) (22,385)
12,124,629 . 281,586

243,837 (352,119)

(17,131,019) (13,416,137)
293,927 (289,846)
771,117 596,423

64,266 (49,598)
(37,351) 255,829

11,152,657 1,629,393

(2,867,902) (80,026)
(15,600) (15,600)

(4,114) (173,170)
(82,500) (2,317,225)

5,093,490 4,639,370

{3,270,662} (3,753,0892
(3,270,662) (3,753,089)

156,998 383,582
{1,560,000} {1,560,0002
(1,403,002) (1,176,418)

419,826 (290,137)

1,501,838 1,791,975
$ 1,921,664 $ 1,501,838
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Southeastern Healthcare System, Inc. and Affiliates

Notes to Consolidated Financial Statements

September 30, 2011

1. Organization and Summary of Significant Accounting Policies

Organization

Southeastern Healthcare System, Inc. (SHSI), formed in 1997, is the sole corporate member or
shareholder of Memorial Hospital of Rhode Island (the Hospital), Primary Care Centers of New
England, Inc. (PCCNE), and Blackstone Health, Inc. (BHI) (collectively referred to as the
System). The Hospital is the sole corporate member of R.S. Realty Company (RSR) and SHS
Ventures, Inc. (Ventures).

The Hospital is a 294-bed, acute care, not-for-profit community teaching and research hospital
located in Pawtucket, Rhode Island, and is affiliated with Brown University School of Medicine.
RSR owns and leases apartments and office space primarily to Hospital employees. PCCNE
provides staffing to Ventures and the Hospital. Ventures consists of Massachusetts-based
physician practices. BHI receives and administers certain grant funds, and provides services to
elderly and disabled residents in the local area.

Principles of Consolidation

The accompanying consolidated financial statements include the assets of SHSI and its
controlled affiliates. The assets of anyone of the members of the consolidated group may not be
available to meet the obligations of other entities in the group. Intercompany balances and
transactions between the organizations have been eliminated in consolidation.

Consolidated Statements of Operations and Changes' in Net Assets

The consolidated statements of operations and changes in net assets include the deficiency of
revenue over expenses. Changes in unrestricted net assets, which are excluded from the
deficiency of revenue over expenses, consistent with industry practice, include contributions of
long-lived assets, including assets acquired using contributions which, by donor restrictions,
were to be used for the purpose of acquiring such assets, change in net assets related to pension,
and net assets released from restrictions used to purchase property and equipment.

For presentation purposes, transactions deemed by management to be ongoing, major, or central
to the provision of health care services are reported as operating revenue and operating expenses.
Other transactions not considered major or central to the provision of health care services are
reported as nonoperating gains and losses, which primarily consist of investment income and
unrestricted donations.

7



Southeastern Healthcare System, Inc. and Affiliates

Notes to Consolidated Financial Statements (continued)

1. Organization and Summary of Significant Accounting Policies (continued)

Use of Estimates

The preparation of consolidated financial statements in conformity with U.S. generally accepted
accounting principles requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosures of contingent assets and liabilities at the
date of the consolidated financial statements. Estimates also affect the reported amounts of
revenue and expenses during the reporting period. Actual results could differ from those
estimates.

Net Patient Service Revenue

The System has entered into payment agreements with Medicare, Medicaid, and various
commercial insurance carriers, health maintenance organizations, and preferred provider
organizations. The basis for payment to ·the System under those agreements includes
prospectively determined rates per discharge, discounts from established charges, costs (subject
to limits), fee screens, prospectively determined per diem rates, and capitation fees earned on a
per-mernber-per-month basis. Net patient service revenue is reported at the estimated net
realizable amounts due from patients, third-party payors, and others for services rendered,
including estimated retroactive adjustments under reimbursement agreements with third-party
payors, Under the terms of various agreements, regulations and statutes, certain elements of
third-party reimbursements are subject to negotiation, audit, and final determination by the third-
party payors. Variances between preliminary estimates of net patient service revenue and final
third-party settlements are included in net patient service revenue in the year in which the
settlement or change in estimate occurs. During fiscal years 2011 and 2010, the System recorded
increases in net patient service revenue of $771,118 and $225,478, respectively, related to
changes in previously estimated third- party settlements.

Grant Revenue

The Hospital receives grants from agencies of the federal government and other sources to
perform medical research and educational projects. Revenue related to these grants is recognized
as the related costs are incurred. Grant revenues included in other revenue amounted to
$5,704,174 and $4,861,889 for the years ended September 30, 2011 and 2010, respectively.
Deferred revenues which relate to grant funds received prior to costs being incurred are included
in accounts payable and accrued expenses and amounted to $800,260 and $1,079,789 at
September 30,2011 and 2010, respectively.

8



Southeastern Healthcare System, Inc. and Affiliates

Notes to Consolidated Financial Statements (continued)

1. Organization and Summary of Significant Accounting Policies (continued)

Functional Expenses

Substantially all expenses in the accompanying consolidated statements of operations and
changes in net assets are related to the delivery of health care services and the performance of
medical research and educational projects.

Disproportionate Share Program

The Hospital is a participant in the State ofRhode Island's Disproportionate Share Program,
which was established in 1995 to assist hospitals that provide a disproportionate amount of
uncompensated care. Under the program, the Hospital receives federal and state Medicaid funds
as additional reimbursement for treating a disproportionate share of low-income patients.
Payments to the Hospital under the Disproportionate Share Program of $5,757,941 and
$8,489,049 for the years ended September 30, 2011 and 2010, respectively, are included in net
patient service revenue in the accompanying consolidated statements of operations and changes
in net assets.

Assessments

The state of Rhode Island assesses a licensing fee to all Rhode Island hospitals based upon each
hospital's gross patient service revenue as reported on filed cost reports. The Hospital's licensing
fee amounted to $7,549,028 and $7,178,101 for the years ended September 30, 2011 and 2010,
respectively.

Temporarily and Permanently Restricted Net Assets

Temporarily restricted net assets consist of amounts restricted by donors for specific purposes.
Permanently restricted net assets have been restricted by donors and are to be maintained by the
System in perpetuity. Also included in permanently restricted net assets are assets held in
externally administered irrevocable trusts which are not under the System's control. The System
is the income beneficiary of certain perpetual trusts and has recognized its share of the fair value
of the perpetual trusts as a permanently restricted asset. The System's share represents the
percentage of interest the System has in the perpetual trust's income distributions. The System's
share of the increase or decrease in fair value of the perpetual trusts is reported as an increase or
decrease in permanently restricted net assets.

9



Southeastern Healthcare System, Inc. and Affiliates

Notes to Consolidated Financial Statements (continued)

1. Organization and Summary of Significant Accounting Policies (continued)

Donor Restricted Gifts

Unconditional promises to give cash and other assets to the System are reported at fair value at
the date the promise is received. Conditional promises to give and indications of intentions to
give are reported at fair value at the date the gift is received. Gifts are reported as either
temporarily or permanently restricted net assets if they are received with donor stipulations that
limit the use of the donated assets. When a donor restriction expires, that is, when a stipulated
time restriction ends or purpose restriction is accomplished, temporarily restricted net assets are
reclassified to unrestricted net assets and reported in the consolidated statements of operations
and changes in net assets as net assets released from restrictions. Donor restricted contributions
whose restrictions are met within the same year as received are reported as unrestricted
donations.

Cash and Cash Equivalents

Cash and cash equivalents include investments in highly liquid debt instruments with maturities
of three months or less when purchased, excluding assets whose use is limited or restricted.

Accounts Receivable

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

The amount of the allowance for doubtful accounts is based upon management's assessment of
historical and expected net collections, business and economic conditions, trends in Medicare
and Medicaid health care coverage and other collection indicators.

Inventories

Inventories are stated at the lower of cost or market, cost being determined on a weighted-
average basis, except for the pharmacy and central processing departments, which utilize the
first-in, first-out basis.

Assets Whose Use Is Limited

Resources set aside for board-designated purposes or limited under terms of loan agreements are
considered to be assets whose use is limited. Assets whose use is limited that are required for
obligations classified as current liabilities are classified as current assets.

10



Southeastern Healthcare System, Inc. and Affiliates

Notes to Consolidated Financial Statements (continued)

1. Organization and Summary of Significant Accounting Policies (continued)

Assets whose use is limited by donors for designated purposes consist of amounts contributed for
the design and renovation of the Hospital's facility. Assets whose use is limited by donors for
permanent endowment funds contain a donor-imposed restriction stipulating that these resources
be maintained permanently. However, therestriction permits the Hospital to use or expend all of
the income and net gains derived from the donated assets. Accordingly, investment income on
the assets is unrestricted. Rhode Island general law allows organizations to permanently restrict
investment earnings on permanently restricted funds to maintain the purchasing power of the
original dollar value of the funds. The law also allows the governing board to expend such funds
as permitted under other laws, the terms of the applicable gift instrument, or the charter of the
institution. Each year, the Board of Trustees has designated all income of permanently restricted
assets, other than externally administered trusts, for future Hospital use and, therefore, the
income has been classified as unrestricted.

The Hospital is the beneficiary of the income from assets held in externally administered trusts,
which are not under its control. Income from these trusts is unrestricted, and the annual
distributions received by the Hospital are reported as nonoperating gains in the consolidated
statements of operations and changes in net assets.

Investments and Investment Income

Investments in equity securities with readily determinable fair values and investments in debt
securities are measured at fair value in the consolidated balance sheets. Fair value is generally
determined based on quoted market price. Investment income or loss (including realized and
unrealized gains and losses on investments, interest, and dividends) is included in the deficiency
of revenue over expenses.

Property and Equipment

Property and equipment purchased are carried at cost and those acquired by gifts and bequests
are carried at fair value established at the date of contribution. The carrying amounts of assets
and the related accumulated depreciation are removed from the accounts when such assets are
disposed of and anyresulting gain or loss is included in income from operations. Depreciation of
property and equipment is computed by the straight-line method in amounts sufficient to
depreciate the cost of the assets over their estimated useful lives ranging from 3 to 50 years. The
cost of additions and improvements are capitalized and expenditures for repairs and
maintenance, including the cost of replacing minor items not considered substantial
enhancements, are expensed as incurred.

11



Southeastern Healthcare System, Inc. and Affiliates

Notes to Consolidated Financial Statements (continued)

1. Organization and Summary of Significant Accounting Policies (continued)

Gifts of long-lived assets such as land, buildings, and equipment are reported as unrestricted
contributions and are excluded from the deficiency of revenue over expenses, unless explicit
donor stipulations specify how the donated assets must be used. Gifts of long-lived assets with
explicit restrictions that specify how the assets are to be used and gifts of cash or other assets that
must be used to acquire long-lived assets are reported as restricted contributions. Absent explicit
donor stipulations about how long these long-lived assets must be maintained, expiration of
donor restrictions are reported when the donated or acquired long-lived assets are placed in
service.

Deferred Financing Costs

Deferred financing costs represent costs incurred in connection with the issuance of debt, which
are being amortized over the term of the related debt issue. Amortization expense amounted to
$26,752 and $26,751 for the years ended September 30, 2011 and 2010, respectively.

Tax Status

SHSI, the Hospital, Ventures and BHI have been recognized as tax-exempt organizations under
Section 501(c)(3) of the Internal Revenue Code (the Code). RSR has been recognized as a tax-
exempt organization under Section 501 (c)(2) of the Code. Those organizations are, therefore,
exempt from federal taxes on related income pursuant to Section 501 (a) of the Code. PCCNE is
organized as a for-profit corporation and is, therefore, subject to tax. The provision for income
taxes on the earnings ofPCCNE is immaterial to the consolidated financial statements.

As of September 30, 2011, PCCNE has net operating loss carryforwards of. approximately
$600,000 for income tax purposes. These carryforwards resulted from PCCNE incurring
operating losses in prior years. A deferred tax asset for these losses of approximately $240,000 is
offset by a corresponding valuation allowance of the same amount.

12



Southeastern HealthcareSystem, Inc. and Affiliates

Notes to Consolidated Financial Statements (continued)

1. Organization and Summary of Significant Accounting Policies (continued)

Adoption of New Accounting Standards

In August 2010, the Financial Accounting Standards Board (FASB) issued amended guidance
relating to measuring charity care for disclosures. The amended guidance requires that the level
of charity care provided be presented based on the direct and indirect costs of the charity services
provided. Separate disclosure of the amount of any cash reimbursements received for providing
charity care must also be disclosed. The amended guidance is effective for fiscal years beginning
after December 15, 2010. SHSI will adopt the disclosures required by the amended guidance in
fiscal 2012.

In August 2010, the FASB issued amended guidance related to the presentation of insurance
claims and related insurance recoveries. Under the new guidance, anticipated insurance
recoveries and estimated' liabilities for medical malpractice claims .or similar contingent
liabilities will be presented separately on the balance sheet The guidance is effective for fiscal
years beginning 'after December 15, 2010. SHSI'will adopt the presentation changes to the
balance sheet in fiscal 2012.

In July 2011, the Fl1..SB issued new guidance, Presentation and Disclosure of Patient Service
Revenue, Provision for Bad Debts, and the Allowance for Doubtful Accounts. The guidance
requires certain health care entities to present the bad debt expense associated with the patient
service revenue as a deduction from patient service revenue (net of contractual allowances and
discounts) rather than operating expense. The guidance is effective for fiscal years and interim
periods within those fiscal years beginning ·after December 31, 2011, with early adoption
permitted.

2. Accounts Receivable for Patients and Net Patient Service Revenue

During fiscal years 2011 and 2010, the Hospital's net revenues from services to patients were
31% and 34% from Medicare and 19% and 17% from Medicaid, respectively. 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 believes that it is in compliance with
all applicable laws and regulations, and is not aware of any pending or threatened investigations
involving allegations of potential wrongdoing. Compliance with such laws and regulations can
be subject to future government review and interpretation as wellas 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.

13



Southeastern Healthcare System, Inc. and Affiliates

Notes to Consolidated Financial Statements (continued)

2. Accounts Receivable for Patients and Net Patient Service Revenue (continued)

Net revenues from services to patients are reported at the estimated net realizable amounts from
patients, third-party payors, and others for services rendered, including estimated retroactive
adjustments under reimbursement agreements with third-party payors. Retroactive adjustments
are accrued on an estimated basis in the period the related services are rendered and adjusted in
future periods as final settlements are determined. Revenue under third-party payor agreements
is subject to audit and retroactive adjustments. 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.

Patient accounts receivable and revenues are recorded when patient services are performed. The
Hospital has agreements with certain third-party payors, including health maintenance
organizations, that provide for payments to the Hospital at amounts different from the Hospital's
established billing rates. These differences are accounted for as allowances. Under those
agreements, the Hospital receives reimbursement based on a number of different arrangements.

3. Uncompensated Care and Community Benefit

The Hospital provides care to patients who meet certain criteria under its charity care policy
without charge or at amounts less than its established rates. Because the Hospital does not pursue
collection of amounts determined to qualify as charity care, they are not reported as revenue. The
following table displays the level of charity care provided during the years ended September 30:

2011 2010

Charges forgone, based on established rates
Estimated costs and expenses incurred to provide

charity care

$ 6,888,579 $ 6,076,412

$ 3,002,479 $ 2,823,790
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Southeastern Healthcare System, Inc. and Affiliates

Notes to Consolidated Financial Statements (continued)

3. Uncompensated Care and Community Benefit (continued)

In addition to the above-mentioned medical care rendered, the Hospital provides numerous other
services to the community for which charges are not generated. These services include
translation of medical information into various languages, physician referral services, health care
screenings (including those done at employer sites), community support groups, health
educational programs, physician services, and general community benefit services such as
disaster relief. In addition, volunteer services are provided by Hospital staff to the community on
their own time,

The Hospital also provides services to other indigent patients under the Medicaid program,
which reimburses health care providers at amounts which are, in total, estimated to be less than
the cost of services provided. The differences between the cost of services provided to indigent
patients and the expected reimbursement are also considered to be charitable services by the
Hospital but they have not been included in the amounts disclosed above.

In addition to the cost of charity care and other community service programs, the Hospital
provided $16,371,134 and $15,657,416 for uncollectible patient accounts during the years ended
September 30,2011 and 2010, respectively.

4. Assets Whose Use is Limited

Assets whose use is limited consist of the following at fair value at September 30:

2011 2010

Interest and other receivables
Pledges receivable
Assets held in externally administered trusts
Cash and money market investments
Marketable securities

$ 1,207,623 $ 1,211,400
56,325 202,392

6,345,138 6,588,975
3,244,820 6,748,812

19,604,633 27,260,452
$ 30,458,539 $ 42,012,031
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Southeastern Healthcare System, Inc. and Affiliates

Notes to Consolidated Financial Statements (continued)

4. Assets Whose Use is Limited (continued)

Marketable securities consist of the following at fair value at September 30:

U.S. government obligations
International fixed income mutual funds
Equity securities
International equity mutual funds
U.S. equity mutual funds
Real estate investment trusts

2011 2010

$ 4,513,646 $ 6,069,919
558,483 605,123

12,544,637 16,815,587
1,163,650

1,854,348 2,589,766
133,519 16,407

$ 19,604,633 $ 27,260,452

The System's unrestricted investment income for the years ended September 30 consisted of the
, following:

Interest income
Net realized gains on sales of investments
Income on assets held in externally administered trusts

Change in fair value of investments

2011 2010

$ 314,262 $ 350,807
2,357,007 715,584

303,954 285,654
2,975,223 1,352,045

{2,513,288} 817,068
$ 461,935 $ 2,169,113
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Southeastern Healthcare System, Inc. and Affiliates

Notes to Consolidated Financial Statements (continued)

5. Endowment

The System follows the requirements of the Rhode Island enacted version of the Uniform
Prudent Management of Institutional Funds Act of 2006 (UPMIFA) as they relate to its
permanently restricted endowments. The System's endowments consist of numerous individual
funds established for a variety of purposes. Its endowments consist solely of donor-restricted
endowment funds held by the System. As required by U.S. generally accepted accounting
principles, net assets associated with endowment funds are classified and reported on the
existence or absence of donor-imposed restrictions.

The System classifies restricted donor funds in accordance with the state of Rhode Island and
generally accepted accounting principles. The System classifies as permanently restricted net
assets (a) the original value of gifts donated to the permanent endowment, (b) the original value
of subsequent gifts to the permanent endowment, and (c) the accumulation of the permanent
endowment made in accordance with the direction of the applicable donor gift instrument at the
time 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
System in a manner consistent with the standard of prudence prescribed by the state laws of
Rhode Island and UPMIF A. The System considers the following factors in making a
determination to appropriate or accumulate donor-restricted endowment funds: (1) the duration
and preservation of the fund; (2) the purposes of the System and the donor-restricted endowment
fund; (3) general economic conditions; (4) the possible' effect of inflation and deflation; (5) the
expected total return from income and the appreciation of investments; (6) other resources of the
System; and (7) the investment and spending policies of the System.
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Southeastern Healthcare System, Inc. and Affiliates

Notes to Consolidated Financial Statements (continued)

5. Endowment (continued)

For the years ended September 30,2011 and 2010, the System had the following changes in the
endowment net assets:

Temporarily Permanently
Restricted Restricted Total

Endowment net assets, October 1, 2009 $ $ 3,124,158 $ 3,124,158

Investment returns:
Investment income 657,837 657,837
Net appreciation (realized and unrealized) 111,935 111,935

Total investment return 769,772 769,772

Appropriation of endowment assets for
expenditure (657,837) (657,837)

Permanently restricted endowment contributions 34 34

Endowment net assets, September 30, 2010 111,935 3,124,192 3,236,127

Investment returns:
Investment income 620,084 620,084
Net appreciation (realized and unrealized) 356,423 356,423

Total investment return 976,507 976,507

Appropriation of endowment assets for
expenditure (620,084) (620,084)

Permanently restricted endowment contributions 23 23

Endowment net assets, September 30, 2011 $ 468,358 $ 3,124,215 $ 3,592,573
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Southeastern Healthcare System, Inc. and Affiliates

Notes to Consolidated Financial Statements (continued)

5. Endowment (continued)

It is the policy of the System that any appropriations from the appreciation in endowmentfunds
be periodically requested of and approved by the Board of Trustees.

From time to time, the fair value of the assets associated with the individual donor-restricted
endowment funds may fall below the level that the donor requires the System to retain as a fund
of perpetual duration. There are no deficiencies of this nature which are reported in unrestricted
net assets as of September 30,2011.

6. Line of Credit

The Hospital has an unsecured revolving line of credit with a bank which provides for
borrowings of up to $5,000,000 for both fiscal 20 11 and 2010. Interest accrues at an effective
rate of LIBOR plus 3.5% (4.75% at September 30, 2011).

7. Property and Equipment

Property and equipment consisted of the following at September 30:

2011 2010
Property and equipment:

Land $ 1,912,714 $ 1,912,714
Land improvements 1,585,672 1,561,672
Buildings and improvements 49,732,041 48,598,011
Equipment 62,133,700 60,915,758

115,364,127 112,988,155
Less accumulated depreciation {82,583,239} {78,44 7,0852

32,780,888 34,541,070
Construction in progress 777,495

$ 33,558,383 $ 34,541,070
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Southeastern Healthcare System, Inc. and Affiliates

Notes to Consolidated Financial Statements (continued)

8. Long-Term Debt

Long-term debt consists of the following at September 30:

2011 2010
Rhode Island Health and Educational Building

Corporation Hospital Financing Revenue
Refunding Bonds $ 12,520,000 $ 14,080,000

Add premium 173,484 195,868
12,693,484 14,275,868

Less current portion {1,587,385} {1 '\sn 12'\\~ ... ,oJ V"',..J U_' l
Long-term debt $ 11,106,099 $ 12,693,483

In December 2003, the Rhode Island Health and Educational Building Corporation (RIHEBC)
issued $25,000,000 of Series 2003 Hospital Financing Revenue Refunding Bonds (the Bonds) on
.behalf of the Hospital. RIHEBC loaned the proceeds of the Bonds to the Hospital pursuant to the
Loan and Trust Agreement (the Agreement) dated December 1, 2003. The terms of the
Agreement stipulate that interest will be paid at fixed rates ranging from 4.00% to 5.25% per
annum (weighted-average rate at September 30, 2011 and 2010, was 4.59% and 4.53%,
respectively), with principal installments commencing July 1, 2004, and ending July 1, 2019.

The Bonds are issued under and collateralized by the Agreement. The terms of the Agreement
require that the Hospital make quarterly payments to the trustee which are sufficient to provide
for payment of principal and interestdue on the Bonds. The Bonds are collateralized by a lien on
the Hospital's gross receipts. Additional debt collateralized on a parity with the Bonds may only
be incurred by the Hospital in accordance with restrictions of the Agreement.

As required by the Agreement, the bonds are secured by a letter of credit from a commercial
bank. Accordingly, the Hospital has entered into a Reimbursement Agreement, dated
December 1, 2003 (Reimbursement Agreement), and an Unrestricted Endowment Account
Control. Agreement dated July 31, 2009 (Account Control Agreement). Under the terms of the
Reimbursement Agreement the Hospital must meet the requirements of certain covenants. The
Account Control Agreement grants the bank a security interest in certain investments held by the
Hospital. For the year ended September 30, 2011, the Hospital was not in compliance with the
required minimum cash flow coverage ratio covenant required by the Reimbursement
Agreement. Under the terms of an Amendment to the Reimbursement Agreement dated
February 29, 2012 (Amendment), the required minimum cash flow coverage ratio covenant was

,
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Southeastern Healthcare System, Inc. and Affiliates

Notesto Consolidated Financial Statements (continued)

8. Long-Term Debt (continued)

waived for each of the 4 quarters ending September 30, 2011 and December 31, 2011. In
addition, the requirement to provide annual audited financial statements to the trustee by
February 27, 2012 was also waived. The amendment to the reimbursement agreement amends
certain sections of the original reimbursement agreement and requires the Hospital to: fund a
debt service fund in an amount equal to the monthly pro-rata portion of the annual debt service
on the bonds; release funds to repay the existing line of credit and fund operating losses; and
meet certain transaction milestones in fiscal year 2013. The Amendment also limits the amount
of monthly losses from operations. As of September 30, 2011, December 31, 2011 and March 8,
2012 the Hospital was in compliance with the terms of the amended Reimbursement Agreement.

The aggregate maturities of long-term debt (prior to amortization of premium) for the next five
fiscal years ending September 30 and thereafter are approximately as follows:

2012
2013
2014
2015
2016
Thereafter

$ 1,565,000
1,565,000
1,565,000
1,565,000
1,565,000
4,695,000

Cash paid for interest on all borrowings during the years ended September 30, 2011 and 2010,
was approximately $1,182,000 and $1,325,000, respectively.

The fair value of long-term debt is reported in the accompanying consolidated balance sheets at
principal value, plus unamortized premium, which totaled $12,693,484 at September 30, 2011.
The fair value of these obligations at September 30, 2011, as estimated based on quoted market
prices for similar bonds, totaled $12,967,120.

9. Pension Plan

The Hospital has a defined benefit pension plan (the Plan) covering substantially all of its
employees. The plan benefits are based on years of service and employees' compensation during
the last five years of covered employment. The Hospital makes annual contributions to the Plan,
which approximates the amount of net periodic pension cost. Contributions are intended to
provide not only for benefits attributed to service to date but also for those expected to be earned
in the future.
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Notes to Consolidated Financial Statements (continued)

9. Pension Plan (continued)

The following table sets forth the status ofthe Plan as of September 30:

2011 2010
Change in benefit obligation
Projected benefit obligation at beginning of year
Service cost
Interest cost
Benefits paid
Actuarial loss
Projected benefit obligation at end of year

.$ 117,225,365
3,983,898
6,493,864

(3,380,071)
6,700,716

$ 107,433,658
3,657,470
6,134,459

(3, 116,215)
3,115;993

131,023,772 117,225,365

Change in plan assets
Fair value of plan assets at beginning of year
Actual return on plan assets
Contributions and transfers
Benefits paid
Fair value of plan assets at end of year
Unfunded status

80,633,618 70,534,801
(483,104) 6,938,041

5,957,955 6,276,991
(3,380,071) (3,116,215)
82,728,398 80,633,618

$ (48,295,374) $ (36,591,747)

Included in unrestricted net assets at September 30 are the following amounts that have not yet
been recognized in net periodic benefit cost:

2011 2010

Unrecognized actuarial loss
Unrecognized prior service credit

$ 47,573,253
(43,390)

$ 35,457,212
(51,978)

$ 47,529,863 $ 35,405,234
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Notes to Consolidated Financial Statements (continued)

9. Pension Plan (continued)

The actuarial loss and prior service credit included in unrestricted net assets at September 30,
2011, and expected to be recognized in net periodic benefit cost during the year ending
September 30,2012, are as follows:

Unrecognized actuarial loss
Unrecognized prior service credit

$ 3,565,188
(11,020)

$ 3,554,168

Components of net periodic pension cost are as follows for the years ended September 30:

2011 2010

Service cost - benefits earned during the. year
Interest cost on projected benefit obligation
Actual return on plan assets
Net amortization and deferral
Net periodic pension cost

$ 3,983,898
6,493,864

(7,353,230)
2,412,421

$ 3,657,470
6,134,459

(6,461,353)
2,149,489

$ 5,536,953

Assumptions

Weighted-average assumptions used to determine benefit obligations and net periodic pension
cost at September 30, 2011 and 2010, and for the years then ended are as follows:

Benefit Obligationis
Net Periodic
Pension Cost

2011 2010 2011 2010

Discount rate
Expected rate of return on plan assets
Rate of compensation increase

5.40%
9.00%
2.00%

5.63%
9.00%
2.00%

5.63%
9.00%
2.00%

5.80%
9.00%
2.00%

The expected rate of return on plan assets was determined by the expected return on each asset
class based on a model that considers historical and expected future performance.
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Notes to Consolidated Financial Statements (continued),

9. Pension Plan (continued)

The accumulated benefit obligation was $120,867,716 and $106,313,277 at September 30,2011
and 2010, respectively.

Plan Assets

The Plan weighted-average asset allocations as of September 30, by asset category, are as
follows:

Target
Allocation 2011 2010

Equity securities 33% 30% 34%
Annuities 50 52 47
Debt securities 13 13 12
Alternative investments 4 2 2
Cash equivalents 0 3 5
Total 100% 100% 100%

The goals of the Plan are to provide a secure retirement benefit for plan participants and to
manage plan assets for the exclusive benefit of the participants. The invested assets will be
managed on a long-term total return basis and measured against established benchmarks for each
asset class. Risk management is achieved by limiting the size of asset class and individual
security positions to achieve adequate diversification. The Plan will maintain a funded level
sufficient to ensure benefit security.
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Notes to Consolidated Financial Statements (continued)

9. Pension Plan (continued)

Financial instruments in the Plan, carried at fair value as of September 30, 2011, are classified in
the following table in the following categories (see Note 14 for a description):

Levell Level 2 Level 3 Total

Cash and cash equivalents $ 2,522,006 $ - $ - $ 2,522,006
U.S. government fixed income 1,915,474 1,915,474
U.S. government asset backed

fixed income 2,188,533 2,188,533
U.S. fixed income mutual

funds 2,079,734 2,079,734
International fixed income

mutual funds 4,585,669 4,585,669
Equity securities:

Consumer g~ods 4,509,776 4,509,776
Energy 1,721,414 1,721,414
Financials 2,762,042 2,762,042
Health care 3,737,057 3,737,057
Industrials 1,951,437 1,951,437
Information technology 4,142,975 4,142,975
Materials 653,178 653,178
Telecommunication services 437,620 437,620
Utilities 764,083 764,083

Total equity securities 20,679,583 20,679,583
International equity mutual

funds 2,317,637 2,317,637
U.S. equity mutual funds 2,118,733 2,118,733
Real estate investment trusts 1,269,466 1,269,466
Investments at fair value $ 39,676,836 $ - $ 39,676,836
Investments not at fair value ..,_

guaranteed annuity contracts 43,051,562
Total investments $ 82,728,398
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Notes to Consolidated Financial Statements (continued)

9. Pension Plan (continued)

Financial instruments in the Plan, carried at fair value as of September 30, 2010, are classified in
the following table in the following categories (see Note 14 for a description):

Levell Level 2 Level 3 Total

Cash and cash equivalents $ 2,787,989 $ - $ - $ 2,787,989
U.S. government fixed income 2,506,359 2,506,359
U.S. government asset backed

fixed income 1,106,642 1,106,642
U.S. fixed income mutual

funds 4,215,221 4,215,221
International fixed income

mutual funds 2,174,770 2,174,770
Equity securities:

Consumer goods 4,658,347 4,658,347
Energy 2,237,292 2,237,292

,Financials 2,944,568 2,944,568
Health care 4,347,529 4,347,529
Industrials 2,082,547 2,082,547
Information technology 5,296,819 5,296,819
Materials 1,052,634 1,052,634
Telecommunication services 479,340 479,340
Utilities 767,062 767,062

Total equity securities 23,866,138 23,866,138
International equity mutual

funds 2,620,520 2,620,520
U.S. equity mutual funds 2,533,313 2,533,313
Real estate investment trusts 1,374,645 1,374,645
Investments at fair value $ 43,185,597 $ - $ 43,185,597
Investments not at fair value -

guaranteed annuity contracts 37,448,021
Total investments $ 80,633,618
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Notes to Consolidated Financial Statements (continued)

9. Pension Plan (continued)

Cash Flows

Contributions

The Hospital funds the Plan in accordance with guidelines prescribed by the Employee
Retirement Income Security Act of 1974 (ERISA). The Plan's contribution requirement is not
yet known. Actual contributions for the fiscal year ending September 30,2012, will be based on
the contribution requirement and other factors, including the September 30, 2012, disclosure
status.

Estimated Future Benefit Payments

Benefit payments, which reflect expected future service, are expected to be paid as follows:

2012
2013
2014
2015
2016
2017 - 2021

$ 4,720,000
5,028,000
5,332,000
5,596,000
6,090,000

37,923,000

10. Estimated Self-Insurance Liabilities

Professional Liability Insurance

Effective July 1, 2004, professional liability insurance coverage was provided on an occurrence
basis. Such coverage was provided on a claims-made basis through June 30, 2004. The claims-
made policies cover only claims made during the terms of the policies and not those occurrences
for which claims may be made after expiration of the policies. The System is self-insured with
respect to incurred but not reported (IBNR) claims incurred prior to July 1, 2004. Accordingly,
the System has established a liability for such IBNR exposure of $579,313 and $582,000 at
September 30,2011 and 2010, respectively.
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Notes to Consolidated Financial Statements (continued)

10. Estimated Self-Insurance Liabilities (continued)

Workers' Compensation Insurance

The System is self-insured with respect to workers' compensation risks up to a maximum of
$350,000 per claim. The provision for estimated self-insured workers' IBNR compensation
claimsincludes estimates of the ultimate costs for both reported claims and claims. The estimates
incorporate the System's past experience, as well as other considerations.

11. Concentration of Credit Risk

The Hospital grants credit without collateral to its patients, many of whom are local residents and
are insured under third-party payor agreements. The percentage of accounts receivable from
patients and various third-party payors was as follows at September 30:

2011 2010

Medicare
Blue Cross
Medicaid
Other third-party payors
Patients

28%
17
13
26
16

26%
19
18
24
13

100% 100%

12. Temporarily and Permanently Restricted Net Assets

Temporarily restricted net assets consist of the following at September 30:

General activities
Research
Net appreciation (realized and unrealized)

2011 2010

$ 741,145 $ 805,860
88,451 97,478

468,358 111,935
$ 1,297,954 $ 1,015,273
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Notes to Consolidated Financial Statements (continued)

12. Temporarily and Permanently Restricted Net Assets (continued)

Permanently restricted net assets consist of the following at September 30:

2011 2010
Principal portion of contributions restricted

in perpetuity by donors
Assets held in externally administered trusts

$ 3,124,215
6,345,138

$ 3,124,192
6,588,975

$ 9,469,353 $ 9,713,167

13. Commitments and Contingencies

The System is a defendant in several lawsuits, which are in various stages of progress or
discovery. Management believes that its insurance coverage is adequate to cover claims made
under all such lawsuits and, accordingly, no provision for loss has been reflected in the
accompanying consolidated financial statements.

14. Fair Value Measurement

The System applies the methods of calculating fair value defined in Accounting Standards
Codification (ASC) 820-10 to' value its financial assets and liabilities, where applicable. ASC
820-10 defines fair value as 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, and
establishes a framework for measuring fair value. ASC 820-10 applies to other accounting
pronouncements that require or permit fair value measurements, and does not require new fair
value measurements. Fair value measurements are applied based on the unit of account from the
reporting entity'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.
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Notes to Consolidated Financial Statements (continued)

14. Fair Value Measurement (continued)

ASC 820 establishes a three-tier valuation hierarchy for fair value disclosure purposes. This
hierarchy is based on the transparency of the inputs utilized for the valuation. The three levels
are defined as follows:

Levell: Quoted prices in active markets that are accessible at the measurement date for
identical assets or liabilities. This established hierarchy assigns the highest priority to
Level 1 assets.

Level 2: Observable inputs that are based on data 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 Level 3 inputs are assigned the lowest priority.

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
System 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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14. Fair Value Measurement (continued)

Financial assets, excluding assets held in the Plan, carried at fair value as of September 30, 2011,
are classified in the following table in one of the three categories described above:

Cash and cash equivalents
U.S. government fixed income
U.S. government asset backed

fixed income
U.S. fixed income mutual

funds
International fixed income

mutual funds
Equity securities:

Consumer goods
Energy
Financials
Health care
Industrials
Information technology
Materials
Telecommunication services
Utilities
Other
Real estate

U.S. equity mutual funds
Real estate investment trusts
Common collective trusts
Investments at fair value

Interest and other receivables
Pledge receivable
Total cash and cash equivalents

and investments

Levell Level 3 TotalLevel 2

$ 3,244,820 $
632,308

- $ $ 3,244,820
632,308

491,089 491;089

3,390,249 3,390,249

558,483 558,483

1,734,679
960,040

1,461,567
1,520,878
1,568,441
2,273,925

330,008
249,729
273,392
442,572

1,729,406
1,854,348

133,519

1,734,679
960,040

1,461,567
1,520,878
1,568,441
2,273,925

330,008
249,729
273,392
442,572

1,729,406
1,854,348

133,519
6,345,1386,345,138

$ 22,849,453 $ 6,345,138 $ 29,194,591

1,207,623
56,325

$ 30,458,539
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14. Fair Value Measurement (continued)

Financial assets carried at fair value as of September 30, 2010, are classified in the following
table in one of the three categories described above:

Cash and cash equivalents
U.S. government fixed income
U.S. government asset backed

fixed income
U.S. fixed income mutual

funds
International fixed income

mutual funds
Equity securities:

Consumer goods
Energy
Financials
Health care
Industrials
Information technology
Materials
Telecommunication services
Utilities
Other
Real estate

. U.S. equity mutual funds
International equity mutual

funds
Real estate investment trusts
Common collective trusts
Investments at fair value

Interest and other receivables
Pledge receivable
Total cash and cash equivalents

and investments

Levell Level 2 Level 3

$ 6,748,811 $ - $
631,504

1,013,848

4,424,567

605,123

2,437,634
1,169,031
2,265,342
2,108,055
2,588,240
2,958,926

701,779
285,393
289,241
681,677

1,330,269
2,589,766

1,163,650
16,407

6,588,975
$ 34,009,263 $ 6,588,975 $

Total

$ 6,748,811
631,504

1,013,848

4,424,567

605,123

2,437,634
1,169,031
2,265,342
2,108,055
2,588,240
2,958,926

701,779
285,393
289,241
681,677

1,330,269
2,589,766

1,163,650
16,407

6,588,975
40,598,238

1,211,401
202,392

$ 42,012,031
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14. Fair Value Measurement (continued)

Fair value for Level 1 is based upon quoted market prices. Fair value for Level 2 assets is based
on quoted prices for similar instruments in active markets, quoted prices for identical or similar
instruments in markets that are not active, and 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 obtained from various sources
including market participants, dealers, and brokers. The valuation for alternative investments
included in Level 2 are stated at fair value, as estimated in an unquoted market. Fair value for
alternative investments is determined for each investment using net asset values as a practical
expedient, as permitted by generally accepted accounting principles, rather than using another
valuation method to independently estimate fair value. 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 System 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.

15. Subsequent Events

In accordance with ASC 855-10, Subsequent Events, management has evaluated subsequent
events through March 9, 2012, which is the date the consolidated financial statements were
issued. No events have occurred that require disclosure or adjustment of the consolidated
financial statements.
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Ernst &, Young LLP
200 Clarendon Street
Boston, Massachusetts 02116-5072

Tel:· -+ 1 6172662000
Fax: +- 'j 617 266 5843
WvWl, ey. corn

Report of Independent Auditors on
Other Financial Information

Board of Trustees
Southeastern Healthcare System, Inc.

Our audits were conducted for the purpose of forming an opinion on the consolidated financial
statements taken as a whole. The following supplementary consolidating information is
presented for purposes of additional analysis and is not a required part of the consolidated
financial statements. Such information has been subjected to the auditing procedures applied in
our audits of the consolidated financial statements and, in our opinion, is fairly stated in all
material respects in relation to the consolidated financial statements taken as a whole.

March 9, 2012
~wfH/"LP
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Southeastern Heatthcare System, Inc.

Consolidating Balance Sheet

September 30, 2011

Total Memorial
Hospital of Primary Care Total

Memorial RS. SHS Rhode Island Centers of Southeastern Southeastern
Hospital of Realty Ventures, Consolidating and New England, Blackstone Health ca re Consolidating Healthcare

Rhode Island Com(!an! Inc. Entries Subsidiaries Inc. Health, Inc. S!stem, Inc. Total Entries S!stem, Inc.
Assets
Current assets:

Cash and cash equivalents $ 789,126 $ 374,867 $ 2,366 $ $ 1,166)59 $ 14,361 $ 212,996 $ 527,948 $ 1,921,664 $ $ 1,921,664
Current portion of assets whose

use is limited 1,908,648 1,90M48 1,908,648 1,908,648
Accounts receivable for

services tQ patients, net of
allowance for doubtful
accounts and charity care of
approximately $10,431,000
in2011 33,188,335 78,432 33,266,767 2,458 33,269,225 33,269,225

Other accounts receivable 1,091,996 10,358 5,105 1.107,459 35,359 98,671 1,241,489 (31,803) 1,209,686
Estimated settlements with

third-party payors 1,695)56 1,695,156 1,695,156 1,695,156
Inventories 737,772 6,825 744,597 744,597 744,597
Prepaid expenses and other 876,596 7,693 884,289 15,094 899,383 899,383

Total current assets 40,287,629 392,918 92,728 40,773,275 52,178 326,761 527,948 41,680,162 (31,803) 41,648,359

Assets limited as to use:
By the Board for designated

purposes 17,814,556 (225,022) 17,589,534 512,716 18,102,250 6,557 18,108,807
By the Board for designated

purposes - Littlefield 1,526,100 1,526,100 1,526,100 1,526,100
Pledges receivable 56,325 56,325 56,325 56,325
By donors for designated

purposes 1,297,954 1,297,954 1,297,954 1,297,954
By donors for permanent

endowment 3,124,215 3,124,215 3,124,215 3,124,215
By externally administered

trusts 6,345,138 6,345,138 6,345,138 6,345,138
30,164,288 (225,022) 29,939,266 512,716 30,451,982 6,557 30,458,539

Less amount required to meet
current obligations (1,908,648) (1,908,648) (1,908,648) (1,908,648)

28,255,640 (225,022) 28,030,618 512,716 28,543,334 6,557 28,549,891

Property and equipment, net 33,011,001 525,029 4,083 33,540,113 18,270 33,558,383 33,558,383
Deferred financing costs, net 207,326 207,326 207,326 207,326
Total assets $ 101,761,596 $ 917,947 $ 96,811 $ (225,022) $ 102,551)32 $ 564,894 $ 345,031 $ 527,948 $ 103,989,205 $ (25,246) $ 103,963,959
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Southeastern Healthcare System, Inc.

Consolidating Balance Sheet (continued)

September 30, 2011

Total Memorial
Hospital of Primary Care Total

Memorial R.S. SHS Rhode Island Centers of Southeastern Southeastern
Hospital of Realty Ventures, Consolidating and New England, Blackstone Healthcare Consolidating Healthcare

Rhode Island Com2anr Inc. Entries Subsidiaries Inc. Health, Inc. S!stem, Inc. Total Entries S!stem, Inc.
Liabilities and net assets
Current liabilities:

Accounts payable and accrued
expenses $ 22,237,145 $ 244,288 $ 212,350 $ (225,022) $ 22,468,761 $ 22,442 $ 89,717 $ $ 22,580,920 $ (25,246) $ 22,555,674

Deferred revenue 54,804 54,804 54,804
Accrued interest payable 143,784 143,784 143,784 143,784
Current portion of long-term

debt and capital lease
obligations 1,587,385 1,587,385 1,587,385 1,587,385

Line of credit 5,000,000 5,000,000 5,000,000 5,000,000
Total current liabilities 28,968,314 244,288 212,350 (225,022) 29,199,930 22,442 144,521 29,366,893 (25,246) 29,341,647

Long-term pension liability 48,295,374 48,295,374 48,295,374 48,295,374
Long-term debt, net of current

portion 11,106,099 11,106,099 11,106,099 11,106,099
Estimated self-insurance liabilities

and other liabilities 977,468 977,468 977,468 977,468
Total liabilities 89,347,255 244,288 212,350 (225,022) 89,578,871 22,442 144,521 89,745,834 (25,246) 89,720,588

Net assets:
Unrestricted 1,647,034 673,659 (115,539) 2,205,154 542,452 200,510 527:948 3,476,064 3,476,064
Temporarily restricted 1,297,954 1,297,954 1,297,954 1,297,954
Permanently restricted 9,469,353 9,469,353 9,469,353 9,469,353

Total net assets 12,414,341 673,659 (115,539) 12,972,461 542,452 200,510 527,948 14,243,371 14,243,371
Total liabilities and net assets $ 101,761,596\- $ 917,947 $ 96,811 $ (225,022) $ 102,551,332 $ 564,894 $ 345,031 $ 527,948 $ 103~989,205 $ (25,246) $ 103,963,959
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Southeastern Hea:ltheare System, Inc.

Consolidating Balance Sheet

September 30,2010

Total Memorial
Hospital of Primary Care Total

Memorial R.S. SHS Rhode Island Centers of Southeastern Southeastern
Hospital of Realty Ventures, Consolidating and New England, Blackstone Healthcare Consolidating Healthcare

Rhode Island Com~anl: Inc. Entries Subsidiaries Inc. Health, Inc. Sl:stem, Inc. Total Entries Sl:stem, Inc.
Assets
Current assets:

Cash and cash equivalents $ 337,609 $ 370,642 $ 14,926 $ $ 723~177 $ 6,856 $ 254,673 $ 517,112 $ 1,501,838 $ $ 1,501,838
Current portion of assets whose

use is limited 2,936,344 2,936,344 2,936,344 2,936,344
Accounts receivable for

services to patients, net of
allowance for doubtful
accounts and charity care of ~-
approximately $9,772,000 in
2010 32,482,006 24,876 32,506,882 2,458 32,509,340 32,509,340

Other accounts receivable 1,375,803 5,299 6,671 l,387,773 31,1'46 102,101 10,000 1,531,020 (27,407) 1,503,613
Estimated settlements with

third-party payors 2,466,273 2,466,273 2,466,273 2,466,273
Inventories 802,038 6,825 808,863 808,863 808,863
Prepaid expenses and other 843,458 10,798 1,058 855,314 6,718 862,032 862,032

Total current assets 41,243,531 386,739 54,356 41,684,626 40,460 363,492 527,132 42,615,710 (27,407) 42,588,303

Assets 1imited as to use:
By the Board for designated

purposes 29,326,415 (213,804) 29,112,611 512,716 29,625,327 16,739 29,642,066
By the Board for designated

purposes - Littlefield 1,439,133 1,439,133 1,439,133 1,439,133
Pledges receivable 202,392 202,392 202,392 202,392
By donors for designated

purposes 1,015,273 1,015,273 1,015,273 1,015,273
By donors for permanent

endowment 3,124,192 3,124,192 3,124,192 3,124,192
By externally administered

trusts 6,588,975 6,588,975 6,588,975 6,588,975
Deferred compensation

41,696,380 (213,804) 41,482,576 512,716 41,995,292 16,739 42,012,031

Less amount required to meet
current obligations (2,936,344 ) (2,936,344) (2,936,344 ) (2,936,344 )

38,760,036 -(213,804) 38,546,232 512,716 39,058,948 16,739 39,075,687

Property and equipment, net 33,908,209 600,775 6,796 34,515,780 25,290 34,541,070 34,541,070
Deferred financing costs, net 234,078 234,078 234,078 234m8
Total assets $ 114,145,854 $ 987,514 $ 61,152 $ (213,804) $ 114,980,716 $ 553,176 $ 388,782 $ 527,132 $ 116,449,806 $ (10,668) $ 116,439,138
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Southeastem.Healthcare System, Inc.

Consolidating Balance Sheet (continued)

September 30, 201O

Total Memorial
Hospital of Primary Care Total

Memorial RS. SHS Rhode Island Centers of Southeastern Southeastern
Hospital of Realty Ventures, Consolidating and New England, Blackstone Healthcare Consolidating Healthcare

Rhode Island Com~an! Inc. Entries Subsidiaries Inc. Health, Inc. S!stem, Inc. Total Entries S!stem, Inc.
Liabilities and net assets
Current liabilities:

Accounts payable and accrued
expenses $ 24,669,860 $ 298,255 $ 165,284 $ (213,804) $ 24,919,595 $ 12,849 $ 91,769 $ $ 25,024,213 $ (10,668) $ 25,013,545

Deferred revenue 43,833 43,833 43,833
Accrued interest payable 159,384 159,384 159,384 159,384
Current portion of long-term

debt and capital lease
obligations 1,582,385 1,582,385 1,582,385 1,582,385

Line of credit 5,000,000 5,000,000 5,000,000 5,000,000
Total current liabilities 31,411,629 298,255 165,284 (213,804) 31,661,364 12,849 135,602 31,809,815 (10,668) 31,799,147

Long-term pension liability 36,591,747 36,591,747 36,591,747 36,591,747
Long-term debt, net of current

portion 12,693,483 12,693,483 12,693,483 12,693,483
Estimated self-insurance liabilities

and other liabilities 981,582 981,582 981,582 981,582
Other long-term liabilities 82,500 82,500 82,500 82,500
Total liabilities 81,760,941 298,255 165,284 (213,804) 82,010,676 12,849 135,602 82,159,127 (10,668) 82,148,459

Net assets:
Unrestricted 21,656,473 689,259 (104,132) 22,241,600 540,327 253,180 527,132 23,562,239 23,562,239
Temporarily restricted 1,015,273 1,015,273 1,015,273 1,015,273
Permanently restricted 9,713,167 9,713,167 9,713,167 9,713,167

Total net assets 32,384,913 689,259 (104,132) 32,970,040 540,327 253,180 527,132 34,290,679 34,290,679
Total liabilities and net assets $ 114,145,854 $ 987,514 $ 61,152 $ (213,804) $ 114,980,716 $ 553,176 $ 388,782 $ 527,132 $ 116,449,806 $ (10,668) $ 116,439138
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Southeastern Healthcare System, Inc.

Consolidating Statement of Operations and Changes in Net Assets

Year Ended September 30, 2011

Total Memorial Primary Care Total
Memorial Subtotal R.S. SHS Hospital of Centers of Southeastern Southeastern
Hospital of Memorial Realty Ventures, Consolidating Rhode Island New England, Blackstone Healthcare Consolidating Healthcare

Rhode Island Home Care Phl:sicians Hos~ital Com~anl: Inc. Entries and Subsidiaries Inc. Health, Inc. Sl:stem, Inc. Total Entries Sl:stem, Inc.
Operating revenues:

Net patient service revenue 149,274,990 7,411,065 12,184,977 168,871,032 776,172 169,647,204 169,64 7,204 $ 169,647,204
Other revenue 8,930,250 8,930,250 761,079 26,370 (245,840) 9,471,859 5,002 1,355,420 60,816 10,893,097 (60,000) 10,833,097
Net assets released from

restrictions for operations 22,437 22,437 22,437 22,437 22,437
Total operating revenues 158,227,677 7,411,065 12,184,977 177,823,719 761,079 802,542 (245,840) 179,141,500 5,002 1,355,420 60,816 180,562,738 (60,000) 180,502,738

Operating expenses:
Salaries and wages 71,312,913 5,192,191 7,430,763 83,935,867 651,131 146,154 84,733,152 377,721 85,110,873 36,000 85,146,873
Employee benefits 27,604,158 1,713,423 795,886 30,113,467 170,318 30,283,785 157,159 30,440,944 30,440,944
Supplies, purchased services

and other 39,905,572 425,808 2,794,301 43,125,681 569,476 271,422 (391,994) 43,574,585 2,877 765,307 60,000 44,402,769 (96,000) 44,306,769
Provision for bad debts 15)32,284 1,220,485 16,352,769 18,365 16,371,134 16,371,134 16,371,134
Depreciation and amortization 4,162,282 4,162,282 107,203 2,713 4,472,198 7,903 4,280,101 4,280,101
Licensing fee 7,549,028 7,549,028 7,549,028 7,549,028 7,549,028
Interest 1,143,902 1,143,902 1,143,902 1,143,902 1,143,902

Total expenses 166,810,139 7,331,422' 12,241,435 186,382,996 676,679 1,113,949 {245,840) 187,927,784 2,877 1,308,090 60,000 189,298,751 . (60,000) 189,238,751
(Loss) gain from operations (8,582,462) 79,643 (56,458) (8,559,277) 84,400 1(311,407) (8,786,284) 2,125 47,330 816 (8,736,013) (8,736,013)

Nonoperating gains (losses):
Investment income 314,262 314,262 314,262 314,262 314,262
Net realized gains on sales of

investments 2,357,007 2,357,007 2,357,007 2,357,007 2,357,007
Unrestricted donations 104,252 104,252 104,2:52 104,252 104,252
Income on externally

administered trusts 303,954 303,954 303,9:54 303,954 303,954
Total nonoperating gains 3,079,475 3,079,475 3,079,475 3,079,475 3,079,475
(Deficiency) excess of revenue

over expenses before change
in appreciation of investments (5,502,987) 79,643 (56,458) (5,479,802) 84,400 (311,407) (5,706,809) 2,125 47,330 816 (5,656,538) (5,656,538)

Change in fair value of
investments {2,513,288) (2,513,288) (2,513,288) {2,513,288) {2,513,288)

(Deficiency) excess of revenue
over expenses (8,016,275) 79,643 (56,458) (7,993,090) 84,400 (311,407) (8,220,097) 2,125 47,330 816 (8,169,826) (8,169,826)
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Southeastern Healthcare System, Inc.

Consolidating Statement of Operations and Changes in Net Assets (continued)

Year Ended September 30, 2011

Total Memorial
Hospital of Primary Care Total

Memorial R.S. SHS Rhode Island Centers of Southeastern Southeastern
Hospital of Realty Ventures, Consolidating and New England, Blackstone Healthcare Consolidating Healthcare

Rhode Island Company Inc. Entries Subsidiaries Inc, Health, Inc. System, Inc. Total Entries System, Inc.
Change in unrestricted net assets:

(Deficiency) excess of revenues
over expenses $ (7,993,090) $ 84,400 $ (311 ,407) $ $ (8,220,097) $ 2,125 $ 47,330 $ 816 $ (8,169,826) $ $ (8,169,826)

Change in pension liability (12,124,629) (12,124,629) (12,124,629) (12,124,629)
Cumulative effect of a change in

accounting principle
Intercompany transfer (100,000) (100,000) 300,000 100,000 (100,000)
Contribution of long-lived assets
Net assets released from

restrictions 155,906 155,906 155,906 155,906
Net assets released from

restrictions used for purchase
of property, plant and
equipment 52,374 52,374 52,374 52,374

(Decrease) increase in unrestricted
net assets (20,009,439) (15,600) (11,407) (20,036,446) 2,125 (52,670) 816 (20,086,175) (20,086,175)

Change in temporarily restricted net
assets:

Contributions 12,508 12,508 12,508 12,508
Investment income 144A67 144,467 144,467 144,467
Net appreciation (realized and

unreal ized) 356,423 356,423 356,423 356,423
Net assets released from

restrictions (230,717) (230,717) (230,717) (230,717)
Increase in temporarily restricted

net assets 282,681 282,681 282,681 282,681

Change in permanently restricted
net assets:

Restricted donations 23 23 23 23
Net depreciation on assets

held in externally
administered trusts (243,837) (243,831) (243,837) (243,837)

Increase in permanently restricted
net assets (243,814) (243,814) (243,814) (243,814)

(Decrease) increase in net assets (19,970,572) (15,600) (11,407) (19,997,579) 2,]l25 (52,670) 816 (20,047,308) (20,047,308)

Net assets, beginning of year 32,384,913 689,259 (104,132) 32,970,040 540,327 253,180 527,132 34,290,679 34,290,679
Net assets, end of year $ 12,414,341 $ 673,659 $ (115,539) $ $ 12,972,461 $ 542,452 $ 200,510 $ 527,948 $ 14,243,371 $ $ 14,243,371
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Southeastern Healthcare System, Inc.

Consolidating Statement of Operations and Changes in Net Assets

Year Ended September 30, 2010

Total Memorial Primary Care Total
Memorial Subtotal RS. SHS Hospital of Centers of Southeastern Southeastern
Hospital of Memorial Realty Ventures, Consolidating Rhode Island New England, Blackstone Healthcare Consolidating Healthcare

Rhode Island Home Care Phl:sicians Hos~ital Com~anl: Inc. Entries and Subsidiaries Inc. Health, Inc. Sl:stem, Inc. Total Entries Sl:stem, Inc.
Operating revenues:

Net patient service revenue 153,671,942 7,157,061 11,781,163 172,610,166 708,699 173,318,865 173,318,865 s 173,318,865
Other revenue 8,181,027 8,181,027 792,381 50,840 (261,094) 8,763,1:54 5,004 1,473,320 60,006 10,301,484 (60,000) 10,241,484
Net assets released from

restrictions for operations 108,887 108,887 108,887 108,887 108,887
Total operating revenues 161,961,856 7,157,061 11,781,163 180,900,080 792,381 759,539 (261,094) 182,190,906 5,004 1,473,320 60,006 183,729,236 (60,000) 183,669,236

Operating expenses:
Salaries and wages 71,194,286 4,955,029 7,095,175 83,244,490 614,676 153,730 84,012,896 376,137 84,389,033 36,000 84,425,033
Employee benefits 26,508,509 1,635,161 784,828 28,928,498 174,785 29,103,283 153,930 29,257,213 29,257,213
Supplies, purchased services

and other 41,256,370 464,134 2,808,782 44,529,286 570,642 305,607 (414,824) 44,990,711 5,771 834,274 60,036 45,890,792 (96,000) 45,794,792
Provision for bad debts 14,281,122 1,355,452 15,636,574 20,842 15,657,416 15,657,416 15,657,416
Depreciation and amortization 4,064,590 4,064,590 107,318 2,807 4,174,715 9,190 4,183,905 4,183,905
Licensing fee 7,178,101 7,178,101 7,178,101 7,178,101 7,178,101
Interest 1,287,152 1,287,152 1,287,152 1,287,152 1,287,152

Total expenses 165,770,130 7,054,324 12,044,237 184,868,691 677,960 1.,118,717 {261,094} 186,404,274 5,771 1,373,531 60,036 187,843,612 {60,000) 187,783,612
(Loss) gain from operations (3,808,274) 102,737 (263,074) (3,968,611) 114,421 (359,178) (4,213,368) (767) 99,789 (30) (4,114,376) (4,114,376)

Nonoperating gains (losses):
Investment income 500,621 500,621 150,000 350,621 186 500,000 850,807 (500,000) 350,807
Net realized gains on sales of

investments 715,584 715,584 715,584 715,584 715,584
Unrestricted donations 233,654 233,654 233,654 233,654 233,654
Income on externally

administered trusts 285,654 285,654 285,654 285,654 285,654
Total nonoperating gains 1,735,513 1,735,513 (150,000) 1,585,513 186 500,000 2,085,699 {500,000~ 1,585,699
(Deficiency) excess of revenue

over expenses before change
in appreciation of investments (2,072,761) 102,737 (263,074) (2,233,098) 114,421 (359,178) (150,000) (2,627,855) (767) 99,975 499,970 (2,028,677) (500,000) (2,528,677)

Change in fair value of
investments 817,068 817,068 817,068 817,068 817,068

(Deficiency) excess of revenue
over expenses (1,255,693) 102,737 (263,074) (1,416,030) 114,421 (359,178) (150,000) (1,810,787) (767) 99,975 499,970 (1,211,609) $ (500,000) (1,711,609)
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Southeastern Healthcare System, Inc.

Consolidating Statement of Operations and Changes in Net Assets (continued)

Year Ended September 30,2010

Total Memorial
Hospital of Primary Care Total

Memorial R.S. SHS Rhode Island Centers of Southeastern Southeastern
Hospital of Realty Ventures, Consolidating and New England, Blackstone Healthcare Consolidating Healthcare

Rhode Island Company Inc. Entries Subsidiaries Inc. Health, Inc. System, Inc. Total Entries System, Inc.
Change in unrestricted net assets:

(Deficiency) excess of revenues
over expenses $ (1,416,030) $ 114,421 $ (359,178) $ (150,000) $ (1,810,787) '$ (767) $ 99,975 $ 499,970 $ (1,211,609) $ (500,000) $ (1,711,609)

Change in pension liability (281,586) (281,586) (281,586) (28C586)
Cumulative effect of a change in

accounting principle
Intercompany transfer (360,000) (150,000) 360,000 150,0010 (500,000) (500,000) 500,000
Contribution of long-lived assets 5,370 5,370 5,370 5,370
Net assets released from

restrictions 5,707 5,707 5,707 5,707
Net assets released from

restrictions used for purchase
of property, plant and
equipment 56,931 56,931 56,931 56,931

(Decrease) increase in unrestricted
net assets (1,989,608) (35,579) 822 (2,024,365) (767) (400,025) 499,970 (1,925,187) (1,925,187)

Change in temporarily restricted net
assets:

Contributions 217,146 217,146 217,146 217,146
Investment income 166,402 166,402 I66A02 166,402
Net appreciation (realized and

unreal ized) 111,935 111,935 111,935 111,935
Net assets released from

restrictions (171,525) (171,525) (171,525) (171,525)
Increase in temporarily restricted

net assets 323,958 323,958 323,958 323,958

Change in permanently restricted
net assets:

Restricted donations 34 34 34 34
Net appreciation on assets

held in externally
administered trusts 352,119 352,119 352,119 352,119

Increase in permanently restricted
net assets 352,153 352,153 352,153 352,153

(Decrease) increase in net assets (l,313,497) (35,579) 822 (1,348,254 ) (767) (400,025) 499,970 (1,249,076) (1,249,076)

Net assets, beginning of year 33,698,410 724,838 (104,954) 34,318,294 541,094 653,205 27,162 35,539,755 35,539,755
Net assets, end of year $ 32,384,913 $ 689,259 $ (104,132) $ $ 32,970,040 $ 540,327 $ 253,180 $ 527,132 $ 34,290,679 $ $ 34,290,679
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Report of Independent Auditors

Board of Trustees
Southeastern Healthcare System, Inc.

We have audited the accompanying consolidated balance sheets of Southeastern Healthcare
System, Inc. and Affiliates (the System) as of September 30, 2010 and 2009, and the related
consolidated' statements of operations and changes in net assets and cash flows for the years then
ended. These financial statements are the responsibility of the System's management. Our
responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States. Those standards require that
we plan and perform the audit to 'obtain reasonable assurance about whether the financial
statements are free of material misstatement. We were not engaged to perform an audit of the
Organization's internal control over financial reporting. Our audits included consideration of
internal control over financial reporting as a basis for designing audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Organization's internal control over financial reporting. Accordingly, we
express no such opinion. An audit also includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements, assessing the accounting principles used
and significant estimates made by management and evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the consolidated financial position of the System as of September 30, 2010 and 2009, and the
consolidated results of their operations and changes in their net assets and their cash flows for the
years then ended in conformity with U.S. generally accepted accounting principles.

~TMLLP

February 25, 2011

A rnelni)t').r firm (.;f Ernst & Younq Globa! Limited

http://www.ey.colil


Southeastern Healthcare System, Inc. and Affiliates

Consolidated Balance Sheets

Assets
Current assets:

Cash and cash equivalents
Current portion of assets whose use is limited
Accounts receivable for services to patients, net of

allowance for doubtful accounts and charity care of
approximately $9,772,000 in 2010 and $8,270,000 in
2009

Other accounts receivable
Estimated settlements with third-party payors
Inventories
Prepaid expenses and other

Total current assets

Assets whose use is limited:
By the Board for designated purposes
Pledges receivable
13ydonors for designated purposes
By donors for permanent endowment
By externally administered trusts
Deferred compensation

Less amount required to meet current obligations

Property and equipment, net
Deferred financing costs, net
Total assets

2

September 30
2010 2009

$ 1,501,838
2,936,344

32,509,340
1,503,613
2,466,273

808,863
862,032

$ 1,791,975
1,789,391

34,750,619
1,213,767
3,062,696

759,265
1,117,861

42,588,303 44,485,574

31,081,199
202,392

1,015,273
3,124,192
6,588,975

30,817,515
403,319
691,314

3,124,158
6,236,856
2,399,725

42,012,031
(2,936,344)

43,672,887
(1,789,391)
41,883,49639,075,687

34,541,070
234,078

34,945,l35
260,829

$ 121,575,034$ 116,439,138



Liabilities and net assets
Current liabilities:

Accounts payable and accrued expenses
Accrued interest payable
Current portion of long-term debt and capital lease

obligations
Line of credit

Total current liabilities

Long ...term pension liability
Long-term debt, net of current portion
Estimated self-insurance liabilities and other liabilities
Deferred compensation liability
Total liabilities

Commitments and contingencies

Net assets:
Unrestricted
Temporarily restricted
Permanently restricted

Total net assets

Total liabilities and net assets

See accompanying notes.

Septem ber 30
2010 2009

$ 25,057,378 $ 24,667,002
159,384 174,984

1,582,385 1,582,385
5,000,000 5,000,000

31,799,147 31,424,371

36,591,747 36,780,563
12,693,483 14,275,868

981,582 1,154,752
82,500 2,399,725

82,148,459 86,035,279

23,562,239
1,015,273
9,713,167

25,487,427
691,314

9,361,014
34,290,679 35,539,755

$ 116,439,138 $ 121,575,034
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Southeastern Healthcare System, Inc ..and Affiliates

Consolidated Statements of Operations and Changes in Net Assets

Operating revenues:
Net patient service revenue
Other revenue
Net assets released from restrictions for operations

Total operating revenues

Operating expenses:
Salaries and wages
Employee benefits
Supplies, purchased services, and other
Provision for bad debts
Depreciation and amortization
Licensing fee
Interest

Total operating expenses
Loss from operations

Non-operating gains (losses):
Investment income
Net realized gains (losses) on sales of investments
Unrestricted donations
Income on assets held in externally administered trusts

Total nonoperating gains (losses)
Deficiency of revenue over expenses before change in fair

value ofinvestments

Change in fair value of investments
Deficiency of revenue over expenses

Continued on next page.

Year Ended September 30
2010 2009

$ 173,318,865
10,241,484

108,887

$ 168,605,400
7,818,184

60,434
183,669,236 176,484,018

84,425,033
29,257,213
45,794,792
15,657,416
4,183,905
7,178,101
1,287,152

84,391,373
27,434,032
44,243,266
12,688,221
4,302,288
7,303,539
1,219,502

187,783,612 181,582,221
. (4,114,376) (5,098,203)

350,807 321,158
715,584 (3,115,944)
233,654 368,144
285,654 245,442

1,585,699 (2,181,200)

(2,528,677) (7,279,403)

817,068 3,314,461
(1,711,609) (3,964,942)
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Southeastern Healthcare System, Inc. and Affiliates

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

Year Ended Septem ber 30
2010 2009

Deficiency of revenue over expenses (continued)
Change in pension liability
Effect of early measurement date (ASC No. 715)
Net assets released from restrictions
Contribution of long-lived assets
Decrease in unrestricted net assets

(1,711,609)
(281,586)

62,638
5,370

(3,964,942)
(21,789,804)

(882,733)
57,218
33,253

(26,547,008)(1,925,187)

Change in temporarily restricted net assets:
Contributions
Investment income (loss)
Net appreciation (realized and unrealized)
Net assets released from restrictions

Increase (decrease) in temporarily restricted net assets

217,146
166,402
111,935

(171,525)

87,147
(35,707)

(117,652)
323,958 (66,212)

Change in permanently restricted net assets:
Change in unrealized appreciation (depreciation) on assets

held in externally administered trusts
Permanently restricted endowment contributions

Increase (decrease) in permanently restricted net assets
Decrease in net assets

352,119 (77,646)
34

352,153 {77,6461
(1,249,076) (26,690,866)

35,539,755 62,230,621
$ 34,290,679 $ 35,539,755

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

See accompanying notes.
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Southeastern Healthcare System, Inc. and Affiliates

Consolidated Statements of Cash Flows

Operating activities
Decrease in net assets
Adjustments to reconcile decrease in net assets to net cash

provided by operating activities and non-operating gains:
Depreciation and amortization
Provision for bad debts
Amortization of bond premium
Change in pension liability
Unrealized (appreciation) depreciation on assets held in

externally administered trusts
Change in:

Patient accounts receivable
Other accounts receivable
Estimated settlements with third-party payers
Inventories
Prepaid expenses and other
Investments classified as trading
Accounts payable and accrued expenses
Accrued interest payable
Estimated self-insurance liabilities and other liabilities
Deferred compensation liability

Net cash providedby operating activities and non-operating
gains

Investing activities
Purchases of property and equipment, net
Net cash used in investing activities

Financing activities
Restricted contributions and investment income
Repayments of long-term debt and additional financing costs
Net cash used in financing activities
Net decrease in cashand cash equivalents

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

See accompanying notes.

Year Ended September 30
2010 2009

$ (1,249,076) $ (26,690,866)

4,183,905 4,302,288
15,657,416 12,688,221

(22,385) (22,385)
281,586 22,672,537

(352,119) (77,646)

(13,416,137) (12,274,739)
(289,846) (328,972)
596,423 (416,l39)
(49,598) 181,338
255,829 (361,180)

1,629,393 2,629,336
(80,026) (339,017)
(15,600) (12,675)

(173,170) 220,487
(2,317,225) 23,171

4,639,370 2,193,759

(3,753,089} (1,598,9052
(3,753,089) (1,598,905)

383,582 51,440
{1,560,000) {1,560,0001
(1,176,418) (1,508,560)

(290,137) (913,706)

1,791,975 2,705,681
$ 1,501,838 $ 1,791,975
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Southeastern Healthcare System, Inc. and Affiliates

Notes to Consolidated Financial Statements

September 30, 2010

1. Organization and Summary of Significant Accounting Policies

Organization

SoutheasternHealthcare System, Inc. (SHSI), formed in 1997, is the sole corporate member or
shareholder of Memorial Hospital of Rhode Island (the Hospital), Primary Care Centers of New
England, Inc. (PCCNE), and Blackstone Health, Inc. (BHI) (collectively referred to as the
System). The Hospital is the sole corporate member of R.S. Realty Company (RSR) and SHS
Ventures, Inc. (Ventures).

The Hospital is a 294 ...bed, acute care, not-for-profit community- teaching and research hospital
located in Pawtucket, Rhode Island, and is affiliated with Brown University School of Medicine.
RSR owns and leases apartments and office space primarily to Hospital employees. PCCNE
provides staffing to Ventures and the Hospital. Ventures consists of Massachusetts-based
physician practices. BHI receives and administers certain grant funds, and provides services to
'elderly and disabled residents in the local area.

Principles of Consolidation

The accompanying consolidated financial statements include the assets of SHSI and its
controlled affiliates. The assets of anyone of the members of the consolidated group may not be
available to meet the obligations of other entities in the group. Intercompany balances and
transactions between the organizations have been eliminated in consolidation.

Consolidated Statements of Operations and Changes in Net Assets

The consolidated statements of operations and changes in .net assets include the deficiency of
revenue over expenses. Changes in unrestricted net assets, which are excluded from the
deficiency of revenue over expenses, consistent with industry practice, include contributions of
long-lived assets, including assets acquired using contributions which, by donor restrictions,
were to be used for the purpose" of acquiring such assets, change in net assets related to pension,
and net assets released from restrictions used to purchase property and equipment.

For presentation purposes, transactions deemed by management to be ongoing, major, or central
to the provision of health care services are reported as operating revenue and operating expenses.
Other transactions not considered major or central to the provision of health care services are
reported as non-operating gains and losses, which primarily consist of investment income and
unrestricted donations.
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Southeastern Healthcare System, Inc. and Affiliates

Notes to Consolidated Financial Statements (continued)

1. Organization and Summary of Significant Accounting Policies (continued)

Use of Estimates

The preparation of consolidated financial statements in conformity with U.S. generally accepted
accounting principles requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosures of contingent assets and liabilities at the
date of the consolidated financial statements. Estimates also affect the reported amounts of
revenue and expenses during the reporting period. Actual results could differ from those
estimates.

Net Patient Service Revenue

The System has entered into payment agreements with Medicare, Medicaid, and various
commercial insurance carriers, health maintenance organizations, and preferred provider
organizations. The basis for payment to the System under those agreements includes
prospectively determined rates per discharge, discounts from established charges, costs (subject
to limits), fee screens, prospectively determined per diem rates, and capitation fees earned on a
per ...member-per-month basis. Net patient service revenue is reported at the estimated net
realizable amounts due from patients, third-party payors, and others for services rendered,
including estimated .rctroactive adjustments under reimbursement agreements with third-party
payors. Under the terms of various agreements, regulations and statutes, certain elements of
third-party reimbursements are subject to negotiation, audit, and final determination by the third-
party payors. Variances .between preliminary estimates of net patient service revenue and final
third-party settlements are included in net patient service revenue in the year in which the
settlement or change in estimate occurs. During fiscal years 2010 and 2009, the System recorded
increases in net patient service revenue of $225,478 and $923,712, respectively, related to
changes in previously estimated third-party settlements.

Grant Revenue

The Hospital receives grants from agencies of the federal government and other sources to
perform medical research and educational projects. Revenue related to these grants is recognized
as the related costs are incurred. Grant revenues included in other revenue amounted to
$4,861,889 and $3,333,161 for the years ended September 30, 2010 and 2009, respectively.
Deferred revenues which relate to grant funds received prior to costs being incurred are included
in accounts payable and accrued expenses and amounted to $1,079,189 and $910,973 at
September 30,2010 and 2009, respectively.
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Southeastern Healthcare System, Inc. and Affiliates

Notes to Consolidated Financial Statements (continued)

1. Organization and Summary of Significant Accounting Policies (continued)

Functional Expenses

Substantially all expenses in the accompanying consolidated statements of operations and
changes in net assets are related to the delivery of health care services and the performance of
medical research and educational projects.

Disproportionate Share Program

The Hospital is a participant in the State of Rhode Island's Disproportionate Share Program,
which was established in 1995 to assist hospitals that provide a disproportionate amount of
uncompensated care. Under the program, the Hospital receives federal and state Medicaid funds
as additional reimbursement for treating a disproportionate share of low-income patients.
Payments to the Hospital under the Disproportionate Share Program of $8,489,049 and
$8,346,204 for the years ended September 30, 2010 and 2009, respectively, are included in net
patient service revenue in the accompanying consolidated statements of operations and changes
in net assets.

Assessments

The State of Rhode Island assesses a licensing fee to all Rhode Island hospitals based upon each
hospital's gross patient service revenue as reported on filed cost reports. The Hospital's licensing
fee amounted to $7,178,101 and $7,303,539 for the years ended September 30, 2010 and 2009,
respectively.

Temporarily and Permanently Restricted Net Assets

Temporarily restricted net assets consist of amounts restricted by donors for specific purposes.
Permanently restricted net assets have been restricted by donors and are to be maintained by the
System in perpetuity. Also included in permanently restricted net assets are assets held in
externally administered irrevocable trusts which are not under the System's control. The System
is the income beneficiary of certain perpetual trusts and has recognized its share of the fair value
of the perpetual trusts as a permanently restricted asset. The System's share represents the
percentage of interest the System has in the perpetual trust's income distributions. The System's
share of the increase or decrease in fair value of the perpetual trusts is reported as an increase .or
decrease in permanently restricted net assets.
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Southeastern Healthcare System, Inc. and Affiliates

Notes to Consolidated Financial Statements (continued)

1. Organization and Summary of Significant Accounting Policies (continued)

Donor Restricted Gifts

Unconditional promises to give cash and other assets to the System are reported at fair value at
the date the promise is received. Conditional promises to give and indications of intentions to
give are reported at fair value at the date the gift is received. Gifts are reported as either
temporarily or permanently restricted net assets if they are received with donor stipulations that
limit the use of the donated assets. When a donor restriction expires, that is, when a stipulated
time restriction ends or purpose restriction is accomplished, temporarily restricted net assets are
reclassified to unrestricted net assets and reported in the consolidated statements of operations
and changes in net assets as net assets released from restrictions. Donor restricted contributions
whose restrictions are met within the same year as received are reported as unrestricted
donations.

Cash and Cash Equivalents

Cash and cash equivalents include investments in highly-liquid debt instruments with maturities
of three months or less when purchased, excluding assets whose use is limited or restricted.

Accounts Receivable

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

The amount of the allowance for doubtful accounts is based upon management's assessment of
historical and expected net collections, business and economic conditions, trends in Medicare
and Medicaid health care coverage and other collection indicators.

Inventories

Inventories are stated at the lower of cost or market, cost being determined on a weighted-
average basis, except for the pharmacy and central processing departments, which utilize the
first-in, first-out basis.

Assets Whose Use Is Limited

Resources set aside for board-designated purposes or limited under terms of loan agreements are
considered to be assets whose use is limited. Assets whose use is limited that are required for
obligations classified as current liabilities are classified as current assets.
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Southeastern Healthcare System, Inc. and Affiliates

.Notes to Consolidated Financial Statements (continued)

1. Organization and Summary of Significant Accounting Policies (continued)

Assets whose use is limited by donors for designated purposes consist of amounts contributed for
the design and renovation of the Hospital's facility. Assets whose use is limited by donors for
permanent endowment funds contain a donor-imposed restriction stipulating that these resources
be maintained permanently. However, the restriction permits the Hospital to use or expend all of
the income and net gains derived from the donated assets. Accordingly, investment income on
the assets is unrestricted. Rhode Island general law allows organizations to permanently restrict
investment earnings on permanently restricted funds to maintain the purchasing power of the
original dollar value of the funds. The law also allows the governing board to expend such funds
as permitted under other laws, the terms of the applicable gift instrument, or the charter of the
institution. Each year, the Board of Trustees has designated all income of permanently restricted
assets, other than externally administered trusts, for future Hospital use and, therefore, the
income has been classified as unrestricted.

The Hospital is the beneficiary of the income from assets held in externally administered trusts,
which are not under its control. Income from these trusts is unrestricted, and the annual
distributions received by the Hospital are reported as non-operating gains in the consolidated
statements of operations and changes in net assets.

Investments and Investment Income

Investments in equity securities with readily determinable fair values and investments in debt
securities are measured at fair value in the consolidated balance sheets. Fair value is generally
determined based on quoted market price. Investment income or loss (including realized and
unrealized gains and losses on investments, interest, and dividends) is included in the deficiency
of revenue over expenses.

Property and Equipment

Property and equipment purchased are carried at cost and those acquired by gifts and bequests
are carried at fair value established at the date of contribution. The carrying amounts of assets
and the related accumulated depreciation are removed from the accounts when such assets are
disposed of and any resulting gain or loss is included in income from operations. Depreciation of
property and equipment is computed by the straight-line method in amounts sufficient to
depreciate the cost of the assets over their estimated useful lives ranging from 3 to 50 years. The
cost of additions and improvements are capitalized and expenditures for repairs and
maintenance, including the cost of replacing minor items not considered substantial
enhancements, are expensed as incurred.
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Southeastern Healthcare System, Inc. and Affiliates

Notes to Consolidated Financial Statements (continued)

1. Organization and Summary of Significant Accounting Policies (continued)

Gifts of long-lived assets such as land, buildings, and equipment are reported as unrestricted
contributions and are excluded from the deficiency of revenue over expenses, unless explicit
donor stipulations specify how the donated assets must be used. Gifts of long-lived assets with
explicit restrictions that specify how the assets are to be used and gifts of cash or other assets that
must be used to acquire long-lived assets are reported as restricted contributions. Absent explicit
donor stipulations about how long these long-lived assets must be maintained, expiration of
donor restrictions are reported when the donated or acquired long-lived assets are placed in
service.

Deferred Financing Costs

Deferred financing costs represent costs incurred in connection with the issuance of debt, which
are being amortized over the term of the related debt issue. Amortization expense amounted to
$26,751 and $26,751 for the years ended September 30, 2010 and 2009, respectively.

Fair Value of Financial Instruments

The. fair value of the System's financial instruments approximates the carrying amount reported
in the consolidated balance sheets for cash and cash equivalents, receivables, and payables. See
Note 14 for the fair value of investments and assets whose use is limited and Note 8 for the fair
value of long-term debt.

Deficiency of Revenue over Expenses

In the accompanying consolidated statements of operations and changes in net assets, deficiency
of revenue over expenses is the performance indicator. Peripheral or incidental transactions are
included in deficiency of revenue over expenses, Those gains and losses deemed by management
to be closely. related to ongoing operations are included in other revenue; other gains and losses
are classified as non-operating.

Consistent with industry practice, contributions of, or restricted to, property and equipment,
transfers of assets to and from affiliates for other than goods and services, net assets released
from restrictions used for purchase of property and equipment, and changes in pension liabilities
are excluded from the performance indicator but are included in the change in net assets.
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Southeastern Healthcare System, Inc. and Affiliates

Notes to Consolidated Financial Statements (continued)

1. Organization and Summary of Significant Accounting Policies (continued)

Tax Status

SHSI, the Hospital, Ventures and BHI have been recognized as tax-exempt organizations under
Section 501 (c)(3) of the Internal Revenue Code (the Code), RSR has been recognized as a tax-
exempt organization under Section 501(c)(2) of the Code. Those organizations are, therefore,
exempt from federal taxes on related income pursuant to Section 501(a) of the Code. PCCNE is
organized as a for-profit corporation and is, therefore, subject to tax. The provision for income
taxes on the earnings ofPCCNE is immaterial to the consolidated financial statements.

As of September 30, 2010, PCCNE has net operating loss carryforwards of approximately
$1,380,000 for income tax purposes. These carryforwards resulted from PCCNE incurring
operating losses in prior y~ars. A deferred tax asset for these losses of approximately $552,000 is
offset by a corresponding valuation allowance of the same amount

Adoption of New Accounting Standards

In. August 2010 (ASU), the Financial Accounting Standards Board (FASB) issued Accounting
Standard Update 2010-24, Topic 954 - Presentation of Insurance Claims and Related Insurance
Recoveries ("ASU 2010-24"). The amendments in this update clarify that a health care entity
should not net insurance recoveries .against a related claim liability. Additionally, the amount of
the claim liability should be determined without consideration of insurance recoveries. The
amendments in this update permit retrospective application and are effective for fiscal years
beginning after December 15, 2010. The System has not yet determined the effect that the
adoption of ASU 2010 ..24 will have on its consolidated financial statements.

In December 2008, the FASB issued additional authoritative guidance regarding an employer's
disclosures about postretirement benefit plan assets, currently included in Accounting Standards
Codification (ASC) 715, Compensation - Retirement Benefits. This guidance requires
disclosure about the major classes of postretirement benefit plan assets, including a description
of the inputs and valuation techniques used to measure those assets and the designation of such
assets by level; how investment allocation decisions are made; the effect of fair value
measurements using significant unobservable inputs on changes in plan assets for the period; and
significant concentrations of risk within plan assets. The adoption of this guidance did not have a
significant impact on the System's consolidated financial statements for the year ended
September 30,2010.

In January 2010, the FASB issued Accounting Standards Update ASU 2010-06, Improving
Disclosures about Fair Value Measurements. ASU 2010-06 amended ASC 820 to clarify certain
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Southeastern Healthcare System, Inc. and Affiliates

Notes to Consolidated Financial Statements (continued)

1. Organization and Summary of Significant Accounting Policies (continued)

existing fair value disclosures .and require a number of additional disclosures. The guidance in
ASU 2010-06 clarified that disclosures should be presented separately for each "class" of assets
and liabilities measured at fair value, and provided guidance on how to determine the appropriate
classes of assets and liabilities to be presented. ASU 2010-06 also clarified the requirement for
entities to disclose information about both the valuation techniques and inputs used in estimating
Level 2 and Level 3 fair value measurements. In addition, ASU 2010-06 introduced new
requirements to disclose the amounts (on a gross basis) and reasons for any significant transfers
between Levels 1, 2, and 3 of the fair value hierarchy and present information regarding the
purchases, sales, issuances, and settlements of Level 3 assets and liabilities on a gross basis.
With the exception of the requirement to present changes in Level 3 measurements on a gross
basis, which is delayed until 2011, the guidance in ASU 2010-06 becomes effective for reporting
periods beginning after December 15, 2009. Management is currently evaluating the effect that
the provisions of ASU 2010-06 will have on the consolidated financial statements.

2. Accounts Receivable for Patients and Net Patient Service Revenue

During fiscal years 2010 and .2009, the Hospital's net revenues from services to patients were
34% ··and 32% from Medicare and 17% and 17% from Medicaid, respectively. 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 believes that it is in compliance with
all applicable laws and regulations, and is not aware of any pending or threatened investigations
involving allegations of potential wrongdoing. 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.

Net revenues from services to patients is reported at the estimated net realizable amounts from
patients, third-party payors, and others for services rendered, including estimated retroactive
adjustments under reimbursement agreements with third-party payors. Retroactive adjustments
are accrued on an estimated basis in the period the related services are rendered and adjusted in
future periods as final settlements are determined. Revenue under third-party payor agreements
is subject to audit and retroactive adjustments. 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. Third-party payor receivables included
in accounts receivable for services to patients were $2.5 million and $3.1 million at
September 30,2010 and 2009, respectively.
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Southeastern Healthcare System, Inc. and Affiliates

Notes to Consolidated Financial Statements (continued)

2. Accounts Receivable for Patients and Net Patient Service Revenue (continued)

Patient accounts receivable and revenues are recorded when patient services are performed. The
Hospital has agreements with certain third-party payors, including health maintenance
organizations, that provide for payments to the Hospital at amounts different from the Hospital's
established billing rates. These differences are accounted for as allowances. Under those
agreements, the Hospital receives reimbursement based on a number of different arrangements.

The Hospital believes that it is in compliance with all applicable laws and regulations and is not
aware of any pending or threatened investigations involving allegations of potential wrongdoing.
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.

3. Uncompensated Care and Community Benefit

The Hospital provides care to patients who meet certain criteria under its charity care policy
without charge or at amounts less than its established rates. Because the Hospital does not pursue
collection of amounts determined to qualify as charity care, they are not reported as revenue. The
following table displays the level of charity care provided during the years ended September 30:

2010 2009

Charges forgone, based on established rates
Estimated costs and expenses incurred to provide

charity care

$ 6,076,412 $ 4,851,732

$ 2,823,790 $ 2,374,879

In addition to the above-mentioned medical care rendered, the Hospital provides numerous other
services to the community for which charges are not generated. These services include
translation of medical information into various languages, physician referral services, health care
screenings (including those done at employer sites), community support groups, health
educational programs, physician services, and general community benefit services such as
disaster relief. In addition, volunteer services are provided by Hospital staff to the community on
their own time.
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Southeastern Healthcare System, Inc. and Affiliates

Notes to Consolidated Financial Statements (continued)

3. Uncompensated Care and Community Benefit (continued)

The Hospital also provides services to other indigent patients under the Medicaid program,
which reimburses health care providers at amounts which are, in total, estimated to be less than
the cost of services provided. The differences between the cost of services provided to indigent
patients and the expected reimbursement is also considered to be charitable services by the
Hospital but they have not been included in the amounts disclosed above.

In addition to the cost of charity care and other community service programs, the Hospital
provided $15,657,416 and $12,688,221 for uncollectible patient accounts during the years ended
September 30,2010 and 2009, respectively.

4. Assets Whose Use is Limited

Assets whose use is limited consists of the following at fair value at September 30:

2010 2009

Interest and other receivables
Pledges receivable
Deferred compensation trust
Assets held in externally administered trusts
Cash and money market investments
Marketable securities

$ 1,211,400
202,392

6,588,975
6,748,812

27,260,452

$ 1,282,145
403,319

2,399,725
6,236,856
6,810,242

26,540,600
$ 42,012,031 $ 43,672,887

Marketable securities consist of the following at fair value at September 30:

2010 2009

Equity securities
Corporate bonds
Mutual funds
U.S. government obligations

$ 16,815,587
5,029,690
3,769,823
1,645,352

$ 16,172,893
4,134,555
3,707,015
2,526,137

$ 27,260,452 $ 26,540,600
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Southeastern Healthcare System, Inc. and Affiliates

Notes to Consolidated Financial Statements (continued)

4. Assets Whose Use is Limited (continued)

The System's unrestricted investment income for the years ended September 30 consisted of the
following:

2010 2009

Interest income $ 350,807 $ 321,158
Net realized gains (losses) on sales of investments 715,584 (3,115,944)
Income on assets held in externally administered trusts 285,654 245,442

1,352,045 (2,549,344)

Change in fair value of investments 817,068 3,314,461
$ 2,169,113 $ 765,117

5. Endowment

The System follows the requirements of the Rhode Island enacted version of the Uniform
Prudent Management of Institutional Funds Act of 2006 (UPMIFA) as they relate to its
permanentlyrestricted endowments. The System's endowments consist of numerous individual
funds established for a variety of purposes. Its endowments consist solely of donor-restricted
endowment funds held by the System. As required by U.S. generally accepted accounting
principles, net assets associated with endowment funds are classified and reported on the
existence or absence of donor-imposed restrictions.

The System classifies restricted donor funds in accordance with the State of Rhode Island and
generally accepted accounting principles. The System classifies as permanently restricted net
assets (a) the original value of gifts donated to the. permanent endowment, (b) the original value
of subsequent gifts to the permanent endowment, and (c) the accumulation of the permanent
endowment made in accordance with the direction of the applicable donor gift instrument at the
time 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
System in a manner consistent with the standard of prudence prescribed by the state laws of
Rhode Island and UPMIF A. The System considers the following factors in making a
determination to appropriate or accumulate donor-restricted endowment funds: (1) the duration
and preservation of the fund; (2) the purposes of the System and the donor-restricted endowment
fund; (3) general economic conditions; (4) the possible effect of inflation and deflation; (5) the
expected total return from income and the appreciation of investments; (6) other resources of the
System; and (7) the investment and spending policies of the System.
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Southeastern Healthcare System, Inc. and Affiliates

Notes to Consolidated Financial Statements (continued)

5. Endowment (continued)

For the year ended September 30,2010, the System had the following changes in the endowment
net assets:

Endowment net assets, beginning of year

Temporarily Permanently
Restricted Restricted Total

$ $ 3,124,158 $ 3,124,158

657,837 657,837
111,935 111,935
769,772 769,772

(657,837) (657,837)
34 34

$ 111,935 $ 3,124,192 $ 3,236,127

Investment returns:
Investment income
Net appreciation (realized and unrealized)

Total investment return

Appropriation of endowment assets for
expenditure

Permanently restricted endowment contributions

Endowment net assets, end of year

It is the policy of the System that any appropriations from the appreciation in endowment funds
be periodically requested of and approved by the Board of Trustees.

From time to time, the fair value of the assets associated with the individual donor-restricted
endowment funds may fall below the level that the donor requires the System to retain as a fund
of perpetual duration. There are no deficiencies of this nature which are reported in unrestricted
net assets as of September 30,2010.

6. Line of Credit

The Hospital has an unsecured revolving line of credit with a bank which provides for
borrowings of up to $5,000,000 for both fiscal 2010 and 2009. Interest accrues at an effective
rate of LIB OR plus 3.5% (4.75% at September 30,2010).
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Southeastern Healthcare System, Inc. and Affiliates

Notes to Consolidated Financial Statements (continued)

7. Property and Equipment

Property and equipment consisted of the following at September 30:

2010 2009
Property and equipment:

Land $ 1,912,714 $ 1,912,714
Land improvements 1,561,672 1,539,572
Buildings and improvements 48,598,011 48,444,254
Equipment 60,915,758 57,003,672

112,988,155 108,900,212
Less accumulated depreciation {78,447,085} {74,358,0612

34,541,070 34,542,151
Construction in progress 402,984

$ 34,541,070 $ 34,945,135

8. Long-Term Debt

Lonz ..term debt consists of the following at Sentember 30:....., '-' 1 ~ - - - --

2010 2009
Rhode Island Health and Educational Building

Corporation Hospital Financing Revenue
Refunding Bonds

Add premium
Less current portion
Long-term debt

$ 14,080,000
195,868

(1,582,385)

$ 15,640,000
218,253

(1,582,385)
$ 12,693,483 $ 14,275,868

In December 2003, the Rhode Island Health and Educational Building Corporation (RIHEBC)
issued $25,000,000 of Series 2003 Hospital Financing Revenue Refunding Bonds (the Bonds) on
behalf of the Hospital. RIHEBC loaned the proceeds of the Bonds to the Hospital pursuant to the
Loan and Trust Agreement (the Agreement) dated December 1, 2003. The terms of the
Agreement stipulate that interest will be paid at fixed rates ranging from 2.00% to, 5.25% per
annum (weighted-average rate at September 30, 2010 and 2009 was 4.53% and 4.48%,
respectively), with principal installments commencing July 1,2004 and ending July 1,2019.
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Southeastern Healthcare System, Inc. and Affiliates

Notes to Consolidated Financial Statements (continued)

8. Long-Term Debt (continued)

The Bonds are issued under and collateralized by the Agreement. The terms of the Agreement
require that the Hospital make quarterly payments to the trustee which are sufficient to provide
for payment of principal and interestdue on the Bonds. The Bonds are collateralized by a lien on
the Hospital's gross receipts. Additional debt collateralized on a parity with the Bonds may only
be incurred by the Hospital in accordance with restrictions of the Agreement.

As security for the payment of the principal amount of the Bonds, a bank letter of credit was
issued under the terms of a Reimbursement Agreement between the Hospital and the bank dated
December 31, 2003 (Reimbursement Agreement). Section 7 of the Reimbursement Agreement
contains various covenants with which the Hospital must comply. As of September 30,2010 and
2009, the Hospital was in compliance with all its covenants.

The aggregate maturities of long-term debt (prior to amortization of premium) for the next five
fiscal years ending September 30 and thereafter are approximately as follows:

2011
2012
2013
2014
2015
Thereafter

$ 1,5'60,000
1,565,000
1,565,000
1,565,000
1,565,000
6,260,000

Cash paid for interest on all borrowings during the years ended September 30, 2010 and 2009
was approximately $1,325,000 and $1,255,000, respectively.

9. Pension Plan

The Hospital has a defined benefit pension plan (the Plan) covering substantially all of its
employees. The plan benefits are based on years of service and employees' compensation. during
the last five years of covered employment. The Hospital makes annual contributions to the Plan,
which approximates the amount of net periodic pension cost. Contributions are intended to
provide not only for benefits attributed to service to date but also for those expected to be earned
in the future.
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Southeastern Healthcare System, Inc. and Affiliates

Notes to Consolidated Financial Statements (continued)

9. Pension Plan (continued)

On September 29,2006, the FASB issued Statement of Financial Accounting Standards No. 158,
Employers J Accounting for Defined Benefit Pension and Other Postretirement Plans - an
amendment of FASB Statements No. 87, 88, 106, and 123(R) (hereafter referred to as ASC 715).
In 2009, the System adopted the measurement date provisions of ASC 715. ASC 715 required
the System to measure defined benefit plan assets and obligations as of September 30, the date of
its fiscal year-end consolidated balance sheet. Prior to the implementation of this change, the
measurement date for the System's pension and postretirement benefit plans was June 30. The
adjustment to unrestricted net assets at adoption represents a decrease to net assets of $882,733
and an increase to accrued pension obligation.

The following table sets forth the status of the Plan as of September 30:

2010 2009
Change in benefit obligation
Projected benefit obligation at beginning of year
Service cost
Interest cost
Benefits paid
Actuarial gain
Projected benefit obligation at end of year

$ 107,433,658
3,657,470
6,134,459

(3,116,215)
3,115,993

$ 90,314,749
4,329,294
7,512,867

(2,712,676)
7,989,424

117,225,365 107,433,658

Change in plan assets
Fair value of plan assets at beginning of year
Actual return on plan assets
Contributions "and transfers
Benefits paid
Fair value of plan assets at end of year .
Unfunded status

70,534,801 72,078,175
6,938,041 (3,744,785)
6,276,991 4,914,087

(3,116,215) (2,712,676)
80,633,618 70,534,801

$ (36,591,747) $ (36,898,857)

Included in unrestricted net assets at September 30 are the following amounts that have not yet
been recognized in net periodic benefit cost:

Unrecognized actuarial loss
Unrecognized prior service credit

2010 2009

$ 35,457,212 $ 34,975,731
{51,978} {60,3132

$ 35,405,234 $ 34,915,418
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Southeastern Healthcare System, Inc. and Affiliates

Notes to Consolidated Financial Statements (continued)

9. Pension Plan (continued)

The actuarial loss and prior service credit included in unrestricted net assets at September 30,
2010, and expected to be recognized in net periodic benefit cost during the year ending
September 30, 2011, are as follows:

Unrecognized actuarial loss
Unrecognized prior service credit

$ 2,380,609
(8,335)

$ 2,372,274

Components of net periodic pension cost are as follows for the years ended September 30:

2010 2009

Service cost - benefits earned during the year
Interest cost on projected benefit obligation
Actual return on plan assets
Net amortization and deferral
Net periodic pension cost

$ 3,657,470
6,134,459

(6,461,353)
. 2,149,489

$ 4,329,294
7,512,867

(8,217,105)
823,294

$ 5,480,065 $ 4,448,350

In 2009, the adoption of ASC 715 resulted in an additional three months of net periodic pension
costs. The additional expense of $882,733 as a result of the adoption was recognized as a
reduction of unrestricted net assets. The remaining $3,565,617 of expense is included within
employee benefits expense.

Assumptions

Weighted-average assumptions used to determine benefit obligations and net periodic pension
cost at September 30, 2010 and 2009 and for the years then ended are as follows:

Benefit Obligations
Net Periodic
Pension Cost

2010 2009 2010 2009

Discount rate
Expected rate of return on plan assets
Rate of compensation increase

5.63%
9.00%
2.00%

5.80%
9.00%
2.00%

5.80%
9.00%
2.00%

6.75%
9.00%
2.00%

The expected rate of return on plan assets was determined by the expected return on each asset
class based on a model that considers historical and expected future performance.
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Southeastern Healthcare System, Inc. and Affiliates

Notes to Consolidated Financial Statements (continued)

9. Pension Plan (continued)

The accumulated benefit obligation was $106,313,277 and $96,899,855 at September 30, 2010
and 2009, respectively. .

Plan Assets

The Plan weighted-average asset allocations as of September 30, by asset category, are as
follows:

Target
Allocation

Equity securities
Annuities
Debt securities
Alternative investments
Cash equivalents
Total

38%
42
20

2010 2009

34% 34%
47 47
12 12
2
5 7

100% 100%100%

The goals of the Plan are to provide a secure retirement benefit for plan participants and to
manage plan assets for the exclusive benefit of the participants. The invested assets will be
managed on a long-term total return basis and measured against established benchmarks for each
asset class. Risk management is achieved by limiting the size of asset class and individual
security positions to achieve adequate diversification. The Plan will maintain a funded level
sufficient to ensure benefit security.

Financial assets carried at fair value as of September 30, 2010 are classified in the following
table in the following categories (see Note 14 for a description):

Levell Level 2 Level 3 Total

Cash and cash equivalents
Common stock
Fixed income
Alternative investments
Investments at fair value
Investments not at fair value ..

annuities
Total investments

$ 4,373,639 $
27,434,321
10,002,992

- $ - $ 4,373,639
27,434,321
10,002,992

1,374,6451,374,645
$ 41,810,952 $ - $ 1,374,645 43,185,597

37,448,021
$ 80,633,618
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Southeastern Healthcare System, Inc. and Affiliates

Notes to Consolidated Financial Statements (continued)

9. Pension Plan (continued)

The following is a rollforward of the plan assets classified as Level 3 of the valuation hierarchy
as described in Note 14:

Level 3

Fair value at September 30, 2009
2010 Unrealized gains, net
2010 Purchases, sales, transfers, issuances and settlements, net
Fair value at September 30,2010

$
(12,162)

1,386,807
$ 1,374,645

Cash Flows

Contributions

The Hospital funds the Plan in accordance with guidelines prescribed by the Employee
Retirement Income Security Act of 1974 (ERISA). The. Hospital expects to contribute
$5,496,807 to the Plan in fiscal 2011.

Estimated Future Benefit Payments

Benefit payments, which reflect expected future service, are expected to be paid as follows:

2011
2012~
2013
2014
2015
2016 - 2020

$ 3,911,000
4,432,000
4,792,000
5,109,000
5,352,000

33,922,000

10. Estimated Self-Insurance Liabilities

Professional Liability Insurance

Effective July 1, 2004, professional liability insurance coverage was provided on an occurrence
basis. Such coverage was provided on a claims-made basis through June 30, 2004. The claims-'
made policies cover only claims made during the terms of the policies and not those occurrences
for which claims may be made after expiration of the policies. The System is self-insured with
respect to incurred but not reported (IBNR) claims incurred prior to July 1, 2004. Accordingly,
the System has established a liability of$582,000 for such IBNR exposure.
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Southeastern Healthcare System, Inc. and Affiliates

Notes to Consolidated Financial Statements (continued)

10. Estimated Self-Insurance Liabilities (continued)

Workers' Compensation Insurance

The System is self-insured with respect to workers' compensation risks up to a maximum of
$350,000 per claim. The provision for estimated self-insured workers' IBNR compensation
claims includes estimates of the ultimate costs for both reported claims and claims. The estimates
incorporate the System's past experience, as well as other considerations.

11. Concentration of Credit Risk

The Hospital grants credit without collateral to its patients, many of whom are local residents and
are insured under third-party payor agreements. The percentage of accounts receivable from
patients and various third-party payors was as follows at September 30:

2010 2009

Medicare 34% 32%
Blue Cross 26 30
Medicaid 17 17
Other third-party payors 17 15
Patients 6 6

100% 100%

12. Temporarily and Permanently Restricted Net Assets

Temporarily restricted net assets consist of the following at September 30:

2010 2009

General activities
Research
Net appreciation (realized and unrealized)

$ 805,860
97,478

111,935

$ 559,977
131,337

$1,015,273 $ 691,314
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Southeastern Healthcare System, Inc. and Affiliates

Notes to Consolidated Financial Statements (continued)

12. Temporarily and Permanently Restricted Net Assets (continued)

Permanently restricted net assets consist of the following at September 30:

2010 2009
Principal portion of contributions restricted

in perpetuity by donors
Assets held in externally administered trusts

$ 3,124,192
6,588,975

$ 3,124,158
6,236,856

$ 9,713,167 $ 9,361,014

13. Commitments and Contingencies

The System is a defendant in several lawsuits, which are in various stages of progress or
discovery. Management believes that its insurance coverage is adequate to cover claims made
under all such lawsuits and, accordingly, no provision for loss has been reflected in the
accompanying consolidated financial statements.

14. Fair Value Measurement

The System has adopted the methods of calculating fair value as defined in ASC 820 to value its
financial assets and liabilities, where applicable. ASC 820 defines fair. value as the price that
would be received to sell an asset or paid to transfer a liability in an orderly transaction between
market participants.

ASC 820 establishes a three-tier valuation hierarchy for fair value disclosure purposes. This
hierarchy is based on- the transparency of the inputs utilized for the valuation. The three levels are
defined as follows:

Levell: Quoted prices in active markets that are accessible at the measurement date for
identical assets or liabilities. This established hierarchy assigns the highest priority to
Level 1 assets.

Level 2: Observable inputs that are based on data 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 Level 3 inputs are assigned the lowest priority.

In determining fair value, the System utilizes valuation techniques that maximize the use of
observable inputs and minimize the use of unobservable inputs. The System also considers
nonperformance risk in the overall assessment of fair value.
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Southeastern Healthcare System, Inc. and Affiliates

Notes to Consolidated Financial Statements (continued)

14. Fair Value Measurement (continued)

Financial assets, excluding assets held in the Plan, carried at fair value as of September 30, 2010
are classified in the following table in one of the three categories described above:

Cash and cash equivalents
Mutual funds
Equity securities
U.S. government obligations
Corporate bonds
Common collective trusts
Investments at fair value

Interest and other receivables
Pledge receivable
Total cash and cash equivalents

and investments

Levell Level 2

$ 8,250,649 $
3,769,823

16,815,587
1,645,352
5,029,690

Level 3 Total

- $ - $ 8,250,649
3,769,823

16,815,587
1,645,352
5,029,690
6,588,9756,588,975

$ 35,511,101 $ 6,588,975 $ 42,100,076

1,211,401
202,392

$ 43,513,869

Financial assets carried at fair value as of September 30, 2009 are classified in the following
table in one of the three categories described above:

Cash and cash equivalents
Mutual funds
Equity securities
U.S. government obligations
Corporate bonds
Common collective trusts
Investments at fair value

Interest and other receivables
Pledge receivable
Total cash and cash equivalents

and investments

Levell Level 2 Level 3 Total

$ 8,602,217 $ - $
3,707,015

16,172,893
2,526,137
4,134,555

- $ 8,602,217
3,707,015

16,172,893
2,526,137
4,134,555
8,636,5818,636,581

$ 35,142,817 $ 8,636,581 $ 43,779,398

1,282,145
403,319

$ 45,464,862
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Notes to Consolidated Financial Statements (continued)

15. Subsequent Events

In accordance with ASC 855-10, Subsequent Events, management has evaluated subsequent
events through February 25,2011, which is the date the consolidated financial statements were
available to be issued. No events have occurred that require disclosure or adjustment of the
consolidated financial statements.

28



Other Financial Information



1IIIIIIIIllllllllIIlllllllll'Jl'Jl'I'" ill ERNST sYOUNG Ernst & Young LLP
. Goodwin Square

225 Asy!um Street
Hartford. CT 06103-1506

Tel: +1 860 247 3100
Fax: +1 8607256040
www.ey"corn

Report of Independent Auditors on
Other Financial Information

Board of Trustees
Southeastern Healthcare System, Inc.

Our audits were conducted for the purpose of forming an opinion on the consolidated financial
statements taken as a whole. The following supplementary consolidating information is
presented for purposes of additional analysis and is not a required part of the consolidated
financial statements. Such information has been subjected to the auditing procedures applied in
our audits of the consolidated financial statements and, in our opinion, is fairly stated in all
material respects in relation to the consolidated financial statements taken as a whole.

February 25,2011
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Southeastern Healthcare System, Inc.

Consolidating Balance Sheet

September 30,2010

Total Memorial
Hospital of Primary Care Total

Memorial R.S. SHS Rhode Island Centers of Southeastern Southeastern
Hospital of Realty Ventures, Consolidating and New England, Blackstone Healtbcare Consolidating Healthcare

Rhode Island Com~an~ Inc. Entries Subsidiaries Inc. Health, Inc. S~stem, Inc. Total Entries S:rstem, Inc.
Assets
Current assets:

Cash and cash equivalents $ 337,609 $ 370,642 $ 14,926 $ $ 723,177 $ 6,856 $ 254,673 $ 517,132 $ 1,501,838 $ $ 1,501,838
Current portion of assets whose

use is limited 2,936,344 2,936,344 2,936,344 2,936,344
Accounts receivable for

services to patients, net of
allowance for doubtful
accounts and charity care of
approximately $9,772,000 in
2010 32,482,006 24,876 32,506,882 2,458 32,509,340 32,509)40

Other accounts receivable 1,375,803 5,299 6,671 1,387,773 31,146 102,101 10,000 1,531,020 (27,407) 1,503,613
Estimated settlements with

third-party payors 2,466,273 2,466,273 2,466,273 2,466,273
Inventories 802,038 6,825 808,863 808,863 808,863
Prepaid expenses and other 843,458 10,798 1,058 855,314 6,718 862,032 862,032

Total current assets 41,243,531 386,739 54,356 41,684,626 40,460 363,492 527,132 42,615,710 (27,407) 42,588,303

Assets limited as to use:
By the Board for designated

purposes 29,326,415 (213,804) 29,112,611 512,716 29,625,327 16,739 29,642,066
By the Board for designated

purposes - Littlefield 1,439,133 1,439,133 1,439,133 1,439,133
Pledges receivable 202,392 202,392 202,392 202,392
By donors for designated

purposes 1,015,273 1,015,273 1,015,273 1,015,273
By donors for permanent

endowment 3,124,192 3,124,192 3,124,192 3,124,192
By externally administered

trusts 6,588,975 6,588,975 6,588,975 6,588,975
Deferred compensation

41,696,380 (213,804) 41,482,576 512,716 41,995,292 16,739 42,012,031

Less amount required to meet
current obligations (2,936,344 ) (2,936,344) (2,936,344 ) (2,936,344 )

38,760,036 (213,804) 38,546,232 512,716 39,058,948 16,739 39,075,687

Property and equipment, net 33,908,209 600,775 6,796 34,515,780 25,290 34,541,070 34,541,070
Deferred financing costs, net 234,078 234,078 234,078 234,078
Total assets $ 114,145,854 $ 987,514 $ 61,152 $ (213,804) $ 114,980,716 $ 553,176 $ 388,782 $ 527,132 $ 116,449,806 $ (10,668) $ 116,439,138
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Southeastern Healthcare System, Inc.

Consolidating Balance Sheet (continued)

September 30,2010

Total Memorial
Hospital of Primary Care Total

Memorial R.S. SHS Rhode Island Centers of Southeastern Soutbeastern
Hospital of Realty Ventures, Consolidating and New England, Blackstone Healthcare Consolidating Healtbcare

Rbode Island Com~anl: Inc. Entries Subsidiaries Inc. Health, Inc. SIstem, Inc. Total Entries S:rstem, Inc.
Liabilities and net assets
Current liabilities:

Accounts payable and accrued
expenses $ 24,669,860 $ 298,255 $ 165.,284 $ (213,804) $ 24,919,595 $ 12,849 $ 91,769 $ $ 25,024,213 $ (10,668) $ 25,013,545

Deferred revenue -, 43,833 43,833 43,833
Accrued interest payable 159,384 159,384 159,384 159,384
Current portion of long-term

debt and capital lease
obligations 1,582,385 1,582,385 1,582,385 1,582,385

Line of credit 5,000,000 5,000,000 5,000,000 5,000,000
Total current liabilities 31,411,629 ~98,255 165,284 (213,804) 31,661,364 12,849 135,602 31,80~,815 (10,668) 31,799,147

Long-term pension liability 36,591,747 36,591,747 36,591,747 36,591,747
Long-term debt, net of current

portion 12,693,483 12,693,483 12,693,483 12,693,483
Estimated self-insurance liabilities

and other liabilities 981,582 981,582 981,582 981,582
Other long-term liabilities 82,500 82,500 82,500 82,500
Total liabilities 81,760,941 298,255 165,284 (213,804) 82,010,676 12,849 135,602 82,159,127 (10,668) 82, 148A59

Net assets:
Unrestricted 21,656,473 689,259 (104,132) 22,241,600 540,327 253,180 527,132 23,562,239 23,562,239
Temporarily restricted 1,015,273 1,015,273 1,015,273 1,015,273
Permanently restricted 9,713,167 9,713,167 9,713,167 9,713,167

Total net assets 32,384,913 689,259 (104,132) 32,970,040 540,327 253,180 527,132 34,290,679 34,290,679
Total liabilities and net assets $ 114,145,854 $ 987,514 $ 61,152 $ (213,804) $ 114,980,716 $ 553~176 $ 388,782 $ 527,132 $ 116,449,806 $ (10,668) $ 116,439138
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~outheastem Healthcare System, Inc.

Consolidating Balance Sheet

September 30, 2009

Total Memorial
Hospital of Primary Care Total

Memorial R.S. SHS Rhode Island Centers of Southeastern Southeastern
Hospital of Realty Ventures, Consolidating and New England, Blackstone Healthcare Consolidating Healthcare

Rhode Island Com2anI Inc. Entries Subsidiaries Inc. Health, Inc. SIstem, Inc. Total Entries S!stem, Inc.
Assets
Current assets:

Cash and cash equivalents $ 588,412 $ 491,194 $ 8,533 $ $ 1,088,139 $ 21,323 $ 655,351 $ 27,162 $ 1,791,975 $ $ 1,791,975
Current portion of assets

whose use is limited 1,789,391 1,789,391 1,789,391 1,789,391
Accounts receivable for

services to patients, net of
allowance for doubtful
accounts and charity care of
approximately $8,270,000
in 2009 34,705,649 42,512 34,748,161 2,458 34,750,619 34,750,619

Other accounts receivable 972,639 6,820 27,516 1,006,975 51,849 209,367 1,268,191 (54,424) 1,213,767
Estimated settlements with

third-party payors 3,062,696 3,062,696 3,062,696 3,062,696
Inventories 752,440 6,825 759,265 759,265 759,265
Prepaid expenses and other 1,081,771 13,343 11,174 1,106,288 11,573 1,117,861 1,117,861

Total current assets 42,952,998 511,357 96,560 43,560,915 75,630 876,291 27,162 44,539,998 (54,424) 44,485574

Assets limited as to use:
By the Board for designated

purposes 29,271,022 (200,000) 29,071,022 512,716 29,583,738 29,583,738
By the Board for designated

purposes - Littlefield 1,233,777 1,233,777 1,233,777 1,233,777
Pledges receivable 403,319 403,319 403,319 403,319
By donors for designated

purposes 691,314 691,314 691,314 691,314
By donors for permanent

endowment 3,124,158 3,124,158 3,124,158 3,124,158
By externally administered

trusts 6,236,856 6)36,856 6,236,856 6,236,856
Deferred compensation 2,399,725 2,399,725 2,399,725 2,399,725

43,360,717 (200,000) 43,160,171 512,716 43,672,887 43,672,887
Less amount required to meet

current obIigations (1,789,391 ) (1,789,391) (1,789,391) (1,789,391 )
41,570,780 (200,000) 41,370,780 512,716 41,883,496 41,883,496

Property and equipment, net 34,324,599 586,063 9,603 34,920,265 24,870 34,945,135 34,945,135
Deferred financing costs, net 260,829 260,829 260,829 260,829
Total assets $ 119,109,206 $ 1,097,420 $ 106,163 $ (200,000) $ 120,112,789 $ 588,346 $ 901,161 $ 27,162 $ L21,629,458 $ (54,424) $ 121,575,034
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Southeastern Healthcare System, Inc.

Consolidating Balance Sheet (continued)

September 30, 2009

Total Memorial Primary Care Total
Memorial R.S. SHS Hospital of Centers of Southeastern Southeastern
Hospital of Realty Ventures, Consolidating Rhode Island and New England, Blackstone Healthcare Consolidating Healthcare

Rhode Island Company Inc. Entries Subsidiaries Inc. Health, Inc. System, Inc. Total Entries System, Inc.
Liabilities and net assets
Current liabilities:

Accounts payable and accrued
expenses $ 24,042,519 $ 372,582 $ 211,117 $ (200,000) $ 24,426,218 $ 47,252 $ 132,917 $ $ 24,606,387 $ (54,424) $ 24,551,963

Deferred revenue 115,039 115,039 115,039
Accrued interest payable 174,984 174,984 174,984 174,984
Current portion of long-term

debt and capital lease
obligations 1,582,385 1,582,385 1,582,385 1,582,385

Line of credit 5,000,000 5,000,000 5,000,000 5,000,000
Total current liabilities 30,799,888 372,582 211,117 ,(200,000) 31,183,587 47,252 247,956 31,478,795 (54,424) 31,424,371

Long-term pension liability 36,780,563 36,780,563 36,780,563 36,780,563
Long-term debt, net of current

portion 14,275,868 14,275,868 14,275,868 14,275,868
Estimated self-insurance liabilities

and other liabilities. 1,154,752 1,154,752 1,154,752 1,154,752
Deferred compensation liability 2,399,725 2,399,725 2,399,725 2,399,725
Total liabilities 85,410,796 372,582 211,117 (200,000) 85,794,495 47,252 247,956 86,089,703 (54,424) 86,035,279

Net assets:
Unrestricted 23,646,082 724,838 (104,954) 24,265,966 541,094 653,205 27,162 25,487,427 25,487,427
Temporarily restricted 691,314 691,314 691,314 691,314
Permanently restricted 9,361,014 9,361,014 9,361,014 9)61,014

Total net assets 33,698,410 724,838 (104,954) 34,318,294 541,094 653,205 27,162 35,539,755 35,539,755
Total liabilities and net assets $ 119,109,206 $ 1,097,420 $ 106,163 $ (200,000) $ 120,112,789 $ 588,346 $ 901,161 $ 27,162 $ 121,629,458 $ (54,424) $ 121,575,034
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Southeastern Healthcare System, Inc.

Consolidating Statement of Operations and Changes in Net Assets

Year Ended September 30, 2010

Total Memorial Primary Care Total
Memorial Subtotal R.S. SHS Hospital of Centers of Southeastern Southeastern

Hospital of Memorial Realty Ventures, Consolidating Rhode Island New England, Blackstone Healthcare Consolidating Healthcare
Rhode Island Home Care Ph~sicians Hos2ital Com2an~ Inc. Entries and Subsidiaries Inc. Health, Inc. SIstem, Inc. Total Entries S~stem, Inc.

Operating revenues:
Net patient service revenue 153,671,942 7,157,061 $ 11,781,163 172,610,166 $ 708,699 173,318,865 173,318,865 173,318,865
Other revenue 8,181,027 8,181,027 792,381 50,840 (261,094) 8,763,154 5,004 1,473,320 60,006 10,301,484 (60,000) 10,241,484
Net assets released from

restrictions for operations 108,887 108,887 108,887 108,887 108,887
Total operating revenues 161,961,856 7,157,061 11,781,163 180,900,080 792,381 759,539 (261,094) 182,190,906 5,004 1,473,320 60,006 183,729,236 (60,000) 183,669,236

Operating expenses:
Salaries and wages 71,194,286 4,955,029 7,095,175 83,244,490 614,676 153,730 84,012,896 376,137 84,389,033 36,000 84,425,033
Employee benefits 26,508,509 1,635,161 784,828 28,928,498 174,785 29,103,283 153,930 29,257,213 29,257,213
S~pplies, purchased services

41,256,370 464,134 2,808,782 44,529,286 570,642 305,607 (414,824) 44,990,711 5,771 834,274 60,036 45,890,792 (96,000) 45,794,792and other
Provision for bad debts 14,281,122 1,355,452 15,636,574 20,842 15,657,416 15,657,416 15,657,416
Depreciation and amortization 4,064,590 4,064,590 107,318 2,807 4,174,715 9,190 4,183,905 4,183,905
Licensing fee 7,178,101 7,178,101 7,178,101 7,178,101 7,178,101
Interest 1,287,152 1,287,152 1,287,152 1,287,152 1,287,152

Total expenses 165,770,130 7,054,324 12,044,237 184,868,691 677,960 l,J 18,717 (261,094~ 186,404,274 5,771 1,373,531 60,036 187,843,612 ~60,000} 187,783,612
(Loss) gain from operations (3,808,274) 102,737 (263,074) (3,968,611) 114,421 (359,178) (4,213,368) (767) 99,789 (30) (4,114,376) (4,114,376)

Non-operating gains (losses):
Investment income 500,621 500,621 150,000 350,621 186 500,000 850,807 (500,000) 350,807
Net realized gains on sales of

investments 715,584 715,584 715,584 715,584 715,584
Unrestricted donations 233,654 233,654 233,654 233,654 233,654
Income on externally

administered trusts 285,654 285,654 285,654 285,654 285,654
Total nonoperating gains 1,735,513 1,735,513 (150,000) 1,585,513 186 500,000 2,085,699 (500,000) 1,585,699
(Deficiency) excess of revenue

over expenses before change
in appreciation of investments (2,072,761) 102,737 (263,074) (2,233,098) 114,421 (359,178) (150,000) (2,627,855) (767) 99,975 499,970 (2,028,677) (500,000) (2,528,677)

Change in fair value of
investments 817,068 817068 817,068 817,068 817,068

(Deficiency) excess of revenue
over expenses $ (1,255,693) 102,737 (263,074) 1,416,030) 114,421 (359,178 1,810,787) (767) 99,975 499,970 1,711,609)
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Southeastern Healthcare System, Inc.

Consolidating Statement of Operations and Changes in Net Assets (continued)

Year Ended September 30, 2009

Total Memorial Primary Care Total
Memorial Subtotal RS. SHS Hospital of Centers of Southeastern Southeastern
Hospital of Memorial Realty Ventures, Consolidating Rhode Island New England, Blackstone Healthcare Consolidating Healthcare

Rhode Island Home Care Ph~sicians Hos~ital Com~an~ Inc. Entries and Subsidiaries Inc. Health, Inc. S~stem, Inc. Total Entries S~tem,Inc.
Operating revenues:

Net patient service revenue 150,788,168 $ 6,611,666 10,359,442 $ 167,759,276 846,124 $ 168,605,400 $ $ 168,605,400 $ 168,605,400
Other revenue 6,069,366 6,069,366 780,811 96,470 (268,286) 6,678,361 72,505 1,257,709 60,008 8,068,583 (250,399) 7,818,184
Net assets released from

restrictions for operations 60,434 60,434 60,434 60,434 60,434
Total operating revenues 156,917,968 6,611,666 10,359,422 173,889,076 780,811 942,594 (268,286) 175,344,195 72,505 1,257,709 60,008 176,734,417 (250,399) 176,484,018

Operating expenses:
Salaries and wages 71,080,045 4,819,219 7,265,060 83,163,324 669,085 120,290 83,952,699 62,000 376,674 84391,373 84,391,373
Employee benefits 24,731,991 1,590,342 730,744 27,053,077 233,053 27,286,130 5,029 142,873 27434,032 27,434,032
Supplies, purchased services

and other 40,162,863 172,673 2,875,296 43,210,832 817,319 356,134 (588,576) 43,795,709 3,824 634,132 60,000 44,493,665 (250,399) 44,243,266
Provision for bad debts 12,654,073 12,654,073 34,148 12,688,221 12,688,221 12,688,221
Depreciation and amortization 4,183,525 4,183,525 100,825 2,854 4,287,204 15,084 4,302,288 4,302,288
Licensing fee 7,303,539 7,303,539 7,303,539 7,303,539 7,303,539
Interest 1,219,502 1,219,502 1,219,502 1,219,502 1,219502

Total operating expenses 161,335,538 6,582,234 10,870,100 178,787,872 918,144 1,295,274 {468,2862 180,533,004 70,853 1,168,763 60,000 181,832,620 ~250,3992 181,582,221
(Loss) gain from operations (4,417,570) 29,432 (510,658) (4,898,796) (137,333) 1(352,680) 200,000 (5,188,809) 1,652 88,946 8 (5,098,203) (5,098,203)

Non-operating gains (losses):
Investment income 521,158 521,158 (200,000) 321,158 321,158 321,158
Net realized gains on sales of

investments (3,115,944) (3,115,944) (3,115,944) (3,115,944) (3,115,944)
Unrestricted donations 368,144 368,144 368,144 368,144 368,144
Income on externally

administered trusts 245,442 245,442 245,442 245,442 245,442
Total nonoperating losses ~1,981,200) {1,981,200) (200,000) {2,181,200} . {2, 181 ,200} {2,181,200}
(Deficiency) excess of revenue

over expenses before change
in fair val ue of investments (6,879,996) (6,879,996) (137,333) (352,680) (7,370,009) 1,652 88,946 (7,279,403) (7,279,403)

Change in fair value of
investments 3,314,461 3,314,461 3,314,461 p,314,461 } 3,314,461

(Deficiency) excess of revenue
over expenses p,565,535) $ p,565,535) $ i137,333) $ ('352,680) $ i4,055,548~ $ 1,652 88,946 p,964,942~ p,964,942)
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SoutheasternHeahhcare System, Inc.

Consolidating Statement of Operations and Changes in Net Assets (continued)

Year Ended September 30, 2009

Total Memorial
Hospital of Primary Care Total

Memorial R.S. SHS Rhode Island Centers of Southeastern Southeastern
Hospital of Realty Ventures, Consolidating and New England, Blackstone Healthcare Consolidating Healthcare

Rhode Island Companx Inc. Entries Subsidiaries Inc. Health, Inc. System, Inc. Total Entries System, Inc.
Change in unrestricted net assets:

(Deficiency) excess of revenue
over expenses $ (3,565,535) $ (137,333) $ (352,680) $ $ (4,055,548) $ 1,652 $ 88,946 $ 8 $ (3,964,942) $ $ (3,964,942)

Additional minimum pension
liability (21,789,804) (21,789,804) (21,789,804) (21,789,804)

Cumulative effect of a change
in accounting principle (882,733) (882,733) (882,733) (882,733)

Intercompany transfer (225,000) 225,000
Contributions for capital

expenditures 33,253 33,253 33,253 33,253
Net assets released from

restrictions (37,907) (37,907) (37,907) (37,907)
Net assets released from

restrictions used for purchase
of property, plant and
equipment 95,125 95,125 95,125 95,125

(Decrease) increase in unrestricted
net assets (26,372,601) (137,333) (127,680) (26,637,614) 1,652 88,946 8 (26,547,008) (26,547,008)

Change in temporarily restricted
net assets:

Contributions 87,147 87,147 87,147 87,147
Investment loss (35,707) (35,707) (35,707) (35,707)
Net assets released from

restrictions (117,652) (117,652) (117,652) (117,652)
Decrease in temporarily restricted

net assets (66,212) (66,212) (66,212) (66,212)

Change in permanently restricted
net assets:

Restricted donations
Investment income
Net depreciation on assets

held in externally
administered trusts (77,646) (77,646) (77,646) (77,646)

Decrease in permanently restricted
net assets (77,646) (77,646) (77,646) (77,646)

(Decrease) increase in net assets (26,516,459) (137,333) (127,680) (26,781,472) 1,652 88,946 8 (26,690,866) (26,690,866)

Net assets, beginning of year 60,214,869 862,171 22,726 61,099,766 539,442 564,259 27,154 62,230,621 62,230,621
Net assets, end of year $ 33,698,410 $ 724,838 $ ~104,954) $ $ 34,318,294 $ 541,094 $ 653,205 $ 27,162 $ 35,539,755 $ $ 35,539,755
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Report of Independent Auditors

Board of Trustees'
Southeastern Healthcare System, Inc. and Affiliates

Ernst &: Young LLP
Goodwin Square
225 Asylum Street
Hartford, CT 06'103-1506

'Tel: +1 8602473100
Fax: +1 860 725 6040
wVl/w.ey. com

We have audited the accompanying consolidated balance sheets of Southeastern Healthcare
System, Inc. and Affiliates (the System) as of September 30, 2009 and 2008, and the related
consolidated statements of operations and changes in net assets, and cash flows for the years then
ended. These financial statements are the responsibility of SHSl's management. Our
responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States'. Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. We were not engaged to perform an audit of the
System's internal control over financial reporting. Our audits included consideration of internal
control over financial reporting as a basis for designing audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
System's internal control over financial reporting. Accordingly, we express no such opinion. An
audit also includes examining, on a test basis, evidence supporting the amounts and disclosures
in the financial statements, assessing the accounting principles used and significant estimates
made by management, and evaluating the overall financial statement presentation. We believe
that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the consolidated financial position of Southeastern Healthcare System, Inc. and Affiliates at
September 30, 2009 and 2008, 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.

March 1,2010

~THLLP

A member firm ofEmst & Young Global Limited



Southeastern Healthcare System, Inc. and Affiliates

Consolidated Balance Sheets

Assets
Current assets:

Cash and cash equivalents
Current portion of assets whose use is limited
Patient accounts receivable, net of allowance for doubtful

accounts of approximately $8,270,000 and $7,730,000
for 2009 and 2008, respectively

Other accounts receivable
Estimated settlements with third-party payors
Inventories
Prepaid expenses and other

Total current assets

Assets whose use is limited:
By the Board for designated purposes
Held by trustee under indenture agreement
Pledges receivable
By donors for designated purposes
By donors for permanent endowment
By externally administered trusts
Deferred compensation

Less amount required to meet current obligations
Total non-current assets whose use is limited

Property and equipment, net
Other assets, net
Total assets

2

Septem ber 30
2009 2008

$ 1,791,975 $ 2,705,681
1,789,391 2,409,152

34,750,619 35,164,101
1,213,767 884,795
3,062,696 2,646,557

759,265 940,603
1,117,861 756,681

44,485,574 45,507,570

30,817,515 32,447,532
788,320

403,319 467,425
691,314 757,526

3,124,158 3,124,158
6,236,856 6,314,502
2,399,725 2,376,554

43,672,887 46,276,017

(1,789,391} (2,409,152)
41,883,496 43,866,865

34,945,135 37,621,766
260,829 287,581

$ 121,575,034 $ 127,283,782



Liabilities and net assets
Current liabilities:

Accounts payable and accrued expenses
Accrued interest payable
Current portion of long-term debt and capital lease

obligations
Line of credit

Total current liabilities

Long-term pension liability
Long-term debt, net of current portion
Estimated self-insurance liabilities and other liabilities
Deferred compensation liability
Total liabilities

Net assets:
Unrestricted
Temporarily restricted
Permanently restricted

Total net assets

Total liabilities and net assets

See accompanying notes.

Septem ber 30
2009 2008

$ 24,667,002 $ 25,897,424
174,984 187,659

1,582,385 1,582,385
5,000,000 5,000,000

31,424,371 32,667,468

.36,780,563 13,216,621
14,275,868 15,858,253

1,154,752 934,265
2,399,725 2,376,554

86,035,279 65,053,161

25,487,427 ' 52,034,435
691,314 757,526

9,361,014 9,438,660
35,539,755 62,230,621

$ 121,575,034 $ 127,283,782
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Southeastern Healthcare System, Inc. and Affiliates

Consolidated Statements of Operations and Changed in Net Assets

Year Ended September 30
2009 2008

Operating revenues:
Net patient service revenue
Other revenue
Net assets released from restrictions for operations

Total operating revenues

$ 168,605,400
7,818,184

60,434

$ 165,491,224
8,524,051

202,724
176,484,018 174,217,999

Operating expenses:
Salaries and wages
Employee benefits
Supplies, purchased services, and other
Provision for bad debts
Depreciation and amortization
Licensing fee
Interest

Total operating expenses
Loss from operations

Non-operating (losses) gains:
Investment income
Net realized (iosses) gains on sales of investments
Unrestricted donations
Income on assets held in trust

Totalnonoperating (losses) gains
Deficiency of revenue over expenses before change in
\ appreciation (depreciation) of investments

84,391,373 86,954,079
27,434,032 25,528,232
44,243,266 46,429,117
12,688,221 12,397,208
4,302,288 4,425,073
7,303,539 4,567,793
1,219,502 1,256,611

181,582,221 181,558,113
(5,098,203) (7,340,114)

321,158 800,262
. (3,115,944) 2,536,900

368,144 761,039
245,442 256,679

(2~181,200) 4,354,880

(7,279,403) (2,985,234)

3,314,461 (lO,382,330)
(3,964,942) (13,367,564)

Change in appreciation (depreciation) of investments
Deficiency of revenue over expenses

(Continued on next page)
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Southeastern Healthcare System, Inc. and Affiliates

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

Change in unrestricted net assets (continued):
Deficiency of revenue over expenses
Change in pension liability
Effect of change in measurement date for pension liability
Net assets released from restrictions
Contribution of long-lived assets
Net assets released from restrictions used for purchase of

property and equipment
Decrease in unrestricted net assets

Change in temporarily restricted net assets:
Contributions
Investment income
Net assets released from restrictions

Decrease in temporarily restricted net assets

Change in permanently restricted net assets:
Change in unrealized depreciation on assets held in

externally administered trusts
'Permanently restricted contributions to externally

administered trusts
Decrease in permanently restricted net assets
Decrease in net assets

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

See accompanying notes.

Year Ended Septem ber 30
2009 2008

(3,964,942) ,
(21,789,804)

(882,733)
(37,907)
33,253

95,125

(13,367,564)
(1;772,482)

13,000

1,783,180
(13,343,866)(26,547,008)

87,147
(35,707)

(117,652)

484,594
871,944

. (1,985,904)
(66,212) (629,366)

(77,646) (1,009,236)

69
(77,646) (1,009,167)

(26,690,866) (14,982,399)

62,230,621 77,213,020
$ 35,539,755 $ 62,230,621
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Southeastern Healthcare System, Inc. and Affiliates

Consolidated Statements of Cash Flows

Operating activities
Decrease in net assets
Adjustments to reconcile decrease in net assets to net cash

provided by operating activities and non-operating gains:
Depreciation and amortization
Provision for bad debts
Amortization of bond premium
Change in pension liability and effect of change in

measurement date for pension liability
Restricted contributions and investment income
Change in:

Patient accounts receivable
Other accounts receivable
Estimated settlements with third-party payors
Inventories
Prepaidexpenses and other
Investments classified as trading
Accounts payable, accrued expenses and pension
Accrued interest payable
Estimated self-insurance liabilities and other liabilities
Deferred compensation liability

Net cash provided by operating activities and non-operating
gains

Investing activities
Purchases of property and equipment, net
Net cash used in investing activities

Financing activities
Restricted contributions and investment income
Repayments of long-term debt and additional financing costs
Borrowings on line of credit, net
Net cash (used) provided by financing activities
Net (decrease) increase in cash and cash equivalents

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

See accompanying notes.

Year Ended September 30
2009 2008

$ (26,690,866) $ (14,982,399)

4,302,288 4,425,073
12,688,221 12,397,208

(22,385) (22,385)

22,672,537 1,772,482
(51,440) (1,356,607)

(12,274,739) (12,923,389)
(328,972) (341,911)
(416,139) (1,838,674)
181,338 149,282

(361,180) 100,874
2,603,130 17,241,787
(339,017) 2,738,281

(12,675) (15,600)
220,487 240,078

23,171 (279,125)

2,193,759 7,304,975

{1,598,905} {6,127,1662
(1,598,905) (6,127,166)

51,440 1,356,607
(1,560,000) (1,560,000)

406,000
{1,508,560} 202,607

(913,706) 1,380,416

2,705,681 1,325,265
$ 1,791,975 $ 2,705,681
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Southeastern Healthcare System, Inc. and Affiliates

Notes to Consolidated Financial Statements

September 30, 2009

1. Summary of Significant Accounting Policies

Organization

Southeastern Healthcare System, Inc. (SHSI), formed in 1997, is the sole corporate member or
shareholder of Memorial Hospital of Rhode Island (the Hospital), Primary Care Centers of New
England, Inc. (PCCNE), and Blackstone Health, Inc. (BHI) (collectively referred to as the
System). The Hospital is the sole corporate member of R.S. Realty Company (RSR) and SHS
Ventures, Inc. (Ventures) ..

The Hospital is a 294-bed, acute care, not-for-profit community teaching and research hospital
located in Pawtucket, Rhode Island, and is affiliated with Brown University School of Medicine.
RSR owns and leases apartments and office space primarily to Hospital employees. PCCNE
provides staffing to Ventures and the Hospital. Ventures consists of Massachusetts-based
physician practices. BHI receives and administers certain grant funds, and provides services to
elderly and disabled residents in the local area.

Principles of Consolidation

The accompanying consolidated financial statements include the assets of SHSI and its
controlled affiliates. The assets of anyone of the members of the consolidated group may not be
available to meet the obligations of other entities in the group. Intercompany. balances and
transactions between the organizations have been eliminated in consolidation.

Use of Estimates

The preparation of consolidated financial statements in conformity with U.S. generally accepted
accounting principles requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosures of contingent assets and liabilities at
the date of the consolidated financial statements. Estimates also affect the reported amounts of
revenue and expenses during the reporting period. Actual results could differ from those
estimates.
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Southeastern Healthcare System, Inc. and Affiliates

Notes to Consolidated Financial Statements (continued)

1.·Summary of Significant Accounting Policies (continued)

Net Patient Service Revenue

The System has entered into payment agreements with Medicare, Medicaid, and various
commercial insurance carriers, health maintenance organizations, and preferred provider
organizations. The basis for payment to the System under those agreements includes
prospectively determined rates per discharge, discounts from established charges, costs (subject
to limits), fee screens, prospectively determined per diem rates, and capitation fees earned on a
per-member-per-month basis. Net patient service revenue is reported at the estimated net
realizable amounts due from patients, third-party payors, and others for services rendered,
including estimated retroactive adjustments under reimbursement agreements with third-party
payors. Under the terms of various agreements, regulations and statutes, certain elements of
third-party reimbursement are subject to negotiation, audit, and final determination by the third-
party payors. Variances between preliminary estimates of net patient service revenue and final
third-party settlements are included in net patient service revenue in the year in which the
settlement or change in estimate occurs. During fiscal year 2009 and 2008, the System recorded
a change in estimate of $923,712 and $ (12,188), respectively.

Consolidated Statements of Operations

The consolidated statements of operations include the excess of revenue over expenses. Changes
in unrestricted net assets, which are excluded from the excess of revenues over expenses,
consistent with industry practice, include contributions of long-lived assets, including assets
acquired using contributions which, by donor restrictions, were .to be used for the purpose of
acquiring such assets, change in pension liability, the effect of change in measurement date for
pension liability, and net assets released from restrictions used to purchase property and
equipment.

For presentation purposes, transactions deemed by management to be ongoing, major, or central
to the provision of health care services are reported as operating revenue and operating expenses.
Other transactions not considered major or central to the provision of health care services are
reported as non-operating gains and losses, which primarily consist of investment income and
unrestricted donations.
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Southeastern Healthcare System, Inc. and Affiliates

Notes to Consolidated Financial Statements (continued)

1. Summary of Significant Accounting Policies (continued)

Grant Revenue

The Hospital receives grants from agencies of the federal government and other sources to
perform medical research and educational projects. Revenue related to the grants is recognized
as the related costs are incurred. Grant revenues included in other revenue amounted to
$3,333,161 and $3,891,994 for the years ended September 30, 2009 and 2008, respectively.
Deferred revenues which relate to grant funds received prior to costs being incurred are included
in accounts payable and accrued expenses and amounted to $910,973 and $755,538,-, at
September 30, 2009 and 2008, respectively.

Functional Expenses

Substantially-all expenses in the accompanying consolidated statements of operations are related
to the delivery of health care services and the performance of medical research and educational
projects.

Disproportionate Share Program

The Hospital is a participant in the State of Rhode Island's Disproportionate Share Program,
which was established in 1995 .to assist hospitals that provide a disproportionate amount of
uncompensated care. Under the program, the Hospital receives federal and state Medicaid funds
as additional reimbursement for treating a disproportionate share., of low-income patients.
Payments to the Hospital under the Disproportionate Share Program of $8,346,204 and
$6,349,608 for the years ended September 30, 2009 and 2008, respectively, are included in net
patient service revenue in the accompanying consolidated statements of operations.

Assessments

The State of Rhode Island assesses a licensing fee to all Rhode Island hospitals based upon each
hospital's gross patient service revenue as reported on filed cost reports. The Hospital's licensing
fee amounted to $7,303,539 and $4,567,793 for the years ended September 30, 2009 and 2008,
respectively.

9



Southeastern Healthcare System, Inc. and Affiliates

Notes to Consolidated Financial Statements (continued)

1. Summary of Significant Accounting Policies (continued)

Temporarily and Permanently Restricted Net Assets

Temporarily restricted net assets consist of amounts restricted by donors for specific purposes.
Permanently restricted net assets have been restricted by donors and are to be maintained by the
System in perpetuity. Also included in permanently restricted net assets are assets held in
externally administered irrevocable trusts which are not under the System's control. The System
is the income beneficiary of certain perpetual trusts and has recognized its share of the fair value
of the perpetual trusts as a permanently restricted asset. The System's share represents the
percentage of interest the System has in the perpetual trust's income distributions. The System's
share of the increase or decrease in fair value of the perpetual trusts is reported as an increase or
decrease in permanently restricted net assets.

Donor Restricted Gifts

Unconditional promises to give cash and other assets to the System are reported at fair value at
the date the promise is received. Conditional promises to give and indications of intentions to
give are reported at fair value at the date the gift is received. Gifts are reported as either
temporarily or permanently restricted net assets if they aie received with donor stipulations that
limit the use of the donated assets. When a donor restriction expires, that is, when a stipulated
time restriction ends or purpose restriction is accomplished, temporarily restricted net assets are
reclassified to unrestricted net assets and reported in the consolidated statements of operations as
net assets released from restrictions. Donor restricted contributions whose restrictions are met
within the same year as received are reported as unrestricted donations.

Cash and Cash Equivalents

Cash and cash equivalents include investments in highly-liquid debt instruments with maturities
of three months or less when purchased, excluding assets whose use is limited or restricted.

Inventories

Inventories are stated at the lower of cost or market, cost being determined on a weighted-
average basis, except for the pharmacy and central processing department, which utilize the first-
in, first-out basis.
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Southeastern Healthcare System, Inc. and Affiliates

Notes to Consolidated Financial Statements (continued)

1. Summary of Significant Accounting Policies (continued)

Assets Whose Use Is Limited

Resources set aside for board-designated purposes or limited under terms of loan agreements are
considered to be assets whose use is limited. Assets whose use is limited that are required for
obligations classified as current liabilities are classified as current assets.

Assets whose use is limited by donors for designated purposes consist of amounts contributed for
the design and renovation of the Hospital's facility. Assets whose use is limited by donors for
permanent endowment funds contain a donor-imposed restriction stipulating that these resources
be maintained permanently. However, the restriction permits the Hospital to use or expend all of
the income and net gains derived from the donated assets. Accordingly, investment income on
the assets is unrestricted. Rhode Island general law allows organizations to permanently restrict
investment earnings on permanently restricted funds to maintain the purchasing power of the
original dollar value of the funds. The law also allows the governing board to expend such funds
as permitted under other laws, the terms of the applicable gift instrument, or the charter of the
institution. Each year, the Board of Trustees has designated all income .of permanently restricted
assets, other than externally administered trusts, for future Hospital use and, therefore, the
income has been classified as unrestricted.

The Hospital is the beneficiary of the income from externally administered trusts, which are not
under its control. Income from these trusts is unrestricted, and the annual distributions received
by the Hospital are reported as non-operating gains in the consolidated statements of operations.

Investments and Investment Income

The Hospital has designated its investment portfolio as trading. Investments in equity securities
with readily determinable fair values and investments in debt securities are measured at fair
value in the consolidated balance sheets.' Fair value is generally determined based on quoted
market price. Investment income or loss (including realized and unrealized gains and losses on
investments, interest, and dividends) is included in the excess of revenues over expenses, net of
investment expenses.

Property and Equipment

Property and equipment are stated at cost, less accumulated depreciation and amortization.
Depreciation is computed using the straight-line method over the estimated useful lives of the
related assets. Equipment under capital leases is amortized using the straight-line method over
the shorter of the period of the lease term or the estimated useful life of the equipment. Such
amortization of capitalized leases is included with depreciation expense in the accompanying
consolidated statements of operations.
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Southeastern Healthcare System, Inc. and Affiliates

Notes to Consolidated Financial Statements (continued)

1. Summary of Significant Accounting Policies (continued)

Gifts of long-lived assets such as land, buildings, and equipment are reported as unrestricted
contributions and are excluded from the excess of revenue over expenses, unless explicit donor
stipulations specify how the donated assets must be used, Gifts of long-lived assets with explicit
restrictions that specify how the assets are to be used and gifts of cash or other assets that must
be used to acquire long-lived assets are reported as restricted contributions. Absent explicit
donor stipulations about how long these long-lived assets must be maintained, expiration of
donor restrictions are reported when the donated or acquired long-lived assets are placed in
service.

Deferred Financing Costs

Deferred financing costs represent costs incurred in connection with the issuance of debt, which
are being amortized over the term of the related debt issue. Amortization expense .amounted to
$26,753 and $26,753 for the years ended September 30,2009 and 2008, respectively.

Fair Value of Financial Instruments

The fair value of the System's financial instruments approximates the carrying amount reported
in the consolidated balance sheets for cash and cash equivalents, receivables, and payables. See
Note 13 for the fair value of investments and assets.whose use is limited andNote 6 for the fair
value of long-term debt.

Tax Status

SHSI, the Hospital, Ventures and BHI have been recognized as tax-exempt organizations under
Section 501(c)(3) of the Internal Revenue Code (the Code). RSR has been recognized as a tax-
exempt organization under Section 501 (c)(2) of the Code. Those organizations are, therefore,
exempt from federal taxes on related income pursuant to Section 501(a) of the Code. PCCNE is
organized as a for-profit corporation and is, therefore, subject to tax. The provision for income
taxes on the earnings ofPCCNE is immaterial to the consolidated financial statements.

As of September 30, 2009, PCCNE has net operating loss carryforwards of approximately
$1,380,000 for income tax purposes. These carryforwards resulted from PCCNE incurring
operating losses in prior years. A deferred tax asset for these losses of approximately $552,000 is
offset by a corresponding valuation allowance of the same amount.
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Southeastern Healthcare System, Inc. and Affiliates

Notes to Consolidated Financial Statements (continued)

1. Summary of Significant Accounting Policies (continued)

New Accounting Pronouncements

In June 2009, the Financial Accounting Standards Board (FASB) issued Statement No. 168, The
FASB Accounting Standards Codification and the Hierarchy of Generally Accepted Accounting
Principles (Statement 168). Statement 168 establishes the FASB Accounting Standards
Codification (ASC, also collectively known as the Codification) as the single source of
authoritative GAAP to be applied by nongovernmental entities. The Codification was developed
to "organize GAAP pronouncements by topic so that users can more easily access authoritative
accounting guidance. It is organized by topic, subtopic, section, and paragraph, each of which is
identified by a numerical designation. Statement 168 is effective for financial statements issued
for interim and annual periods ending after September 15, 2009. The System has adopted
Statement 168 for its year ended September 30,2009. Accounting references have been updated
and replaced with ASC references.

In September 2006, the FASB issued Statement No. 157, Fair Value Measurements, (hereafter
referred to as ASC No. 820) which defines fair value, establishes a framework for measuring fair
value in accordance with GAAP, and expands disclosure about fair value measurements. The
System adopted ASC No. 820 effective October 1, 2008. The effect of adopting ASC No. 820
was not material to the System's financial statements.

In February 2007, the FASB issued Statement No. 159, The Fair Value Option for Financial
Assets and Financial Liabilities, (hereafter referred to as ASC No. 825) which permits
companies to choose to measure certain financial instruments and other. items at fair value that
are not currently required to be measured at fair value. The System adopted ASC No. 825
effective October 1, 2008. The System did not elect the option to value any other assets' or
liabilities at fair value.

In June 2009, the FASB issued a Statement on Subsequent Events. This statement provides
authoritative accounting guidance and disclosure requirements for material events occurring
subsequent to the balance sheet date and prior to the issuance of the financial statements. This
statement is effective for the System for the year ended September 30, 2009. The System has
evaluated the impact of subsequent events through March 1, 2010, representing the date at which
the financial statements were issued.

Reclassifications

Certain reclassifications have been made to the year ended September 30, 2008 balances
previously reported in the balance sheets in order to conform with the year ended September 30,
2009 presentation. I
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Southeastern Healthcare System, Inc. and Affiliates

Notes to Consolidated Financial Statements (continued)

2. Revenues from Services to Patients and Uncompensated Care

During fiscal years 2009 and 2008, the Hospital's net revenues from services to patients were
32% and 33% from Medicare and 17% and 16% from Medicaid, respectively. 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 believes that it is in compliance with
all applicable laws and regulations, and is not aware of any pending or threatened investigations
involving allegations of potential wrongdoing. 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.

Patient accounts receivable and revenues are recorded when patient services are performed. The
Hospital has agreements with certain third-party payors, including health maintenance
organizations, that provide for payments to the Hospital at amounts different from the Hospital's
established billing rates. These differences are accounted for as allowances. Under those
agreements, the Hospital receives reimbursement based on a number of different payment
arrangements.

Net revenues from servicesto patients is reported at the estimated net realizable amounts from
patients, third-party payors, and others for services rendered, including estimated retroactive
adjustments under reimbursement agreements with third-party payors. Retroactive adjustments
are accrued on an estimated basis in the period the related services are rendered and adjusted in
future periods as final settlements are determined. Revenue under third-party payor agreements
is subject to audit and retroactive adjustments. 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 provides care to patients' who meet certain criteria under its charity care policy
without charge or at amounts less than its established rates. Because the Hospital does not pursue
collection of amounts determined to qualify as charity care, they are not reported as revenue. In
addition to the above-mentioned medical care rendered, the Hospital provides numerous other
services to the community for which charges are not generated. These services include
translation of medical information into various languages, physician referral services, health care
screenings (including those done at employer sites), community support groups, health
educational programs, physician services, and general community benefit services such as
disaster relief. In addition, volunteer services are provided by Hospital staff to the community on
their own time.
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Southeastern Healthcare System, Inc. and Affiliates

Notes to Consolidated Financial Statements (continued)

2. Revenues from Services to Patients and Uncompensated Care (continued)

The Hospital also provides services to other indigent patients under the Medicaid program,
which reimburses health care providers at amounts which are, in total, estimated to be less than
the cost of services provided. The differences between the cost of services provided to indigent
patients and the expected reimbursement. is also considered to be charitable services by the
Hospital but they have not been included in the amounts disclosed above.

In addition to the cost of charity care and other community service programs, the Hospital
provided $12,688,221 and $12,397,208 for uncollectible patient accounts during the years ended
September 30, 2009 and 2008, respectively.

3. Assets Whose Use is Limited

Assets whose use is limited consists of the following at fair value at September 30:

2009 2008

Interest and other receivables
Pledges receivable
Deferred compensation trust
Assets held in externally administered trusts
Cash and money market investments
Marketable securities

$ 1,282,145
403,319

2,399,725
6,236,856
6,810,242

26,540,600

$ 1,219,524
467,425

2,376,554
6,314,502
6,357,090

29,540,922
$ 43,672,887 $ 46,276,017

Marketable securities consist of the following at fair value at September 30:

2009 2008

Equity securities
Corporate bonds
Mutual funds
U.S. government obligations

$ 16,172,893
4,134,555
3,707,015
2,526,137

$ 15,658,736
5,076,358
4,597,555
4,208,273

$ 26,540,600 $ 29,540,922
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Southeastern Healthcare System, Inc. and Affiliates

Notes to Consolidated Financial Statements (continued)

3. Assets Whose Use is Limited (continued)

The System's unrestricted investment return for the years ended September 30 consisted of the
following:

2009 2008

Interest income
Net realized (losses) gains on sales of investments
Income on assets held in trust

$ 321,158
(3,115,944)

245,442

$ 800,262
2,536,900

256,679
(2,549,344) 3,593,841

Interest and dividend income on trustee funds included
in other operating revenue

Change in (depreciation) appreciation of investments 3,314,461
37,783

(10,382,330)
$ 765,117 $ (6,750,706)

4. Endowment

The System has interpreted the Rhode Island Uniform Prudent Management of Institutional
Funds Act (UPMIF A) 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, beginning in fiscal year 2010, the System will classify
as permanently restricted net assets (a) the original 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 related tothe 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 System in a manner consistent with the standard of prudence prescribed by
UPMIFA. In accordance with UPMIFA, the System considers the following factors in making a
determination to appropriate or accumulate donor-restricted endowment funds: (1). the duration
and preservation of the fund; (2) the .purposes of the System and the donor-restricted endowment
fund; (3) general economic conditions; (4) the possible effect of inflation and deflation; (5) the
expected total return from income and the appreciation of investments; (6) other resources of the
System; and (7) the investmentand spending policies of the System.
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Southeastern Healthcare System, Inc. and Affiliates

Notes to Consolidated Financial Statements (continued)

4. Endowment (continued)

The System's endowment consists of funds established for a variety of purposes. The
endowment includes donor-restricted endowment funds. The System's net asset composition by
fund type as of September 30, 2009 includes:

Changes in endowment net asset for the year ended September 30, 2009 is as follows:

Temporarily Permanently
Restricted Restricted Total

Endowment net assets, beginning of year
Change in value of beneficial interest trust
Endowment net assets, end of year

$ $ 9,438,660
(77,646)

$ 9,438,660
(77,646)

$ $ 9,361,014 $ 9,361,014

From time to time, the fair value of assets associated with permanently restricted endowment
funds may fall below the level determined under UPMIF A.

The System has adopted investment practices for endowment assets that attempt to provide. a
predictable stream of funding to programs supported by the endowment. To satisfy its long-term
rate-of-return objectives, the System 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).

5. Property and Equipment

Property and equipment consisted of the following at September 30:

2009 2008

Land $ 1,912,714 $ 1,912,714
Land improvements 1,539,572 1,539,572
Buildings and improvements 48,444,254 48,332,401
Equipment 57,003,672 66,912,616
Construction-in-progress 402,984 257,610

109,303,196 118,954,913

Less accumulated depreciation and amortization {74,358,061} ~81,333, 1472
Property and equipment, net $ 34,945,135 $ 37,621,766
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Southeastern Healthcare System, Inc. and Affiliates

Notes to Consolidated Financial Statements (continued)

6. Line of Credit

The Hospital has an unsecured revolving line of credit with a bank which provides for
borrowings of up to $5,000,000 for both fiscal 2009 and 2008. Interest accrues at the effective
LIBOR rate of LIB OR plus 3.5% (4.75% at September 30,2009).

7..Long-term Debt

Long-term debt consists of the following at September 30:

2009 2008
Rhode Island Health and Educational Building

Corporation Hospital Financing Revenue
Refunding Bonds

Add premium
Less current portion
Long-term debt

$ 15,640,000
218,253

(1,582,385)

$ 17,200,000
240,638

(1,582,385)
$ 14,275,868 $ 15,858,253

In December 2003, the Rhode Island Health and Educational Building Corporation (RIHEBC)
issued $25,000,000 of Series 2003 Hospital Financing Revenue Refunding Bonds (the Bonds) on
behalf of the Hospital. RIHEBC loaned the proceeds of the Bonds to the Hospital pursuant to the
Loan and Trust Agreement (the Agreement) dated December 1, 2003. The terms of the
Agreement stipulate that interest will be paid at fixed rates ranging from 2.00% to 5.25% per
annum (weighted-average rate at September 30, 2008 and 2009 was 4.36% and 4.48%,
respectively), with principal installments commencing July 1, 2004 and ending July 1, 2019.

The Bonds are issued under and collateralized by the Agreement. The terms of the Agreement
require that the Hospital makes quarterly payments to the trustee, which are sufficient to provide
for payment of principal and interest due on the Bonds. The Bonds are collateralized by a lien on
the Hospital's gross receipts. Additional debt collateralized on a parity with the Bonds may only
be incurred by the Hospital in accordance with restrictions of the Agreement.

, As security for the payment of the principal amount ·of the bonds, a bank letter of credit was
issued under the terms of a Reimbursement Agreement between the Hospital and the bank dated
December 31, 2003 (Reimbursement Agreement). Section 7 of the Reimbursement Agreement
contains various covenants with which the Hospital must comply.
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Southeastern Healthcare System, Inc. and Affiliates

Notes to Consolidated Financial Statements (continued)

7. Long-term Debt (continued)

At September 30, 2008 the Hospital was not in compliance with Section 7(k) of the
Reimbursement Agreement which relates to leverage. This situation was primarily due to the
deterioration of the financial markets and the related decline in the Hospital's investment
portfolio. On March 13, 2009 the Hospital received a waiver from the bank whereby the bank
agreed to waive such defaults as of September 30, 2008. On July 31, 2009 the Hospital received
an amendment, which modified several terms of the Reimbursement Agreement, including
certain "financial ratios. At September 30, 2009 the Hospital was in compliance with all
covenants contained in the Reimbursement Agreement. The aggregate maturities of long-term
debt (prior to amortization of premium) for the next five fiscal years ending September 30 and
thereafter are approximately as follows:

2010
2011
2012
2013
2014
Thereafter

$ 1,560,000
1,560,000
1,560,000
1,560,000
1,560,000
7,840,000

Cash paid for interest on all borrowings during the years ended September 30, 2009 and 2008
was approximately$1,255,000 and $1,295,000, respectively.

8. Pension Plan

The Hospital has a defined benefit pension plan (the Plan) covering substantially all of its
employees. The plan benefits are based on years of service and employees' compensation during
the last five-years of covered employment. The Hospital makes annual contributions to the Plan,
which approximates the amount of net periodic pension .cost, Contributions are intended to
provide not only for benefits attributed to service to -date but also for those expected to be earned
in the future.
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Southeastern Healthcare System, Inc. and Affiliates

Notes to Consolidated Financial Statements (continued)

8. Pension Plan (continued)

On September 29, 2006, the FASB issued Statement No., 158, Employers' Accounting for
Defined Benefit Pension and Other Postretirement Plans, and amendment of FASB Statements
No. 87, 88, 106 and 123(R) (hereafter referred to as ASC No. 715). In 2009, the System adopted
the measurement date provisions of ASC No. 715. ASC No. 715 required the System to measure
defined benefit plan assets and obligations as of September 30, the date of its fiscal year end
statement of financial position. Prior to the implementation of this change, the measurement date
for the System's pension and postretirement benefit plans was June 30. The adjustment to
unrestricted net assets at adoption represents a decrease to net assets of $882,733 and an increase
to accrued pension obligation. The adoption of the measurement date provision of ASC No. 715
had no effect on the System's financial results for fiscal 2009 or any prior period presented. It
will not affect the System's operating results in future periods.

The following table sets forth the status of the retirement plan as of September 30:

2009 2008
Change in benefit obligation
Projected benefit obligation at beginning of year $ 90,314,749
Service cost AI ~""n ""nAl'+,J .ill ';I ,.ill ';I '+

7,512,867
(2,712,676)
7,989,424

Interest cost
Benefits paid
Actuarial gain (loss)
Projected benefit obligation at end of year

$ 86,998,357
3,449,380
5,566,320

(2,405,638)
(3,293,670)

107,433,658 90,314,749

Change in plan assets
Fair value of plan assets at beginning of year
Actual return on plan assets
Contributions and transfers
Benefits paid
Fair value of plan assets at end of year
Unfunded status

72,078,175
(3,626,491 )
4,914,087

(2,712,676)

73,104,188
(1,425,712)
2,805,337

(2,405,638)
70,653,095 72,078,175

$ (36,780,563) $ (18,236,574)

Accrued pension cost included in accounts payable and accrued expenses as of September 30,
2008 was $5,019,953.
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Southeastern Healthcare System, Inc. and Affiliates

Notes to Consolidated Financial Statements (continued)

8. Pension Plan (continued)

'Components of net periodic pension cost are as follows for the years ended September 30:

2009 2008

Service cost - benefits earned during the year
Interest cost on projected benefit obligation
Actual return on plan assets
Net amortization and deferral
Net periodic pension cost

$ 4,329,294
7,512,867

(8,217,105)
823,294

$ 3,449,380
5,566,320

(6,599,179)
387,964

$ 4,448,350 $ 2,804,485

The adoption 'of ASC No. 715 resulted in an addition three months of net periodic pension costs.
Costs of $882,733 as a result of the adoption were recognized as a reduction of unrestricted net
assets. The remaining $3,565,617 of expense is included within employee benefits expense.

Assumptions

Weighted-average assumptions used to determine benefit obligations and' net cost at
September 30, 2009 and 2008 and the years then ended are as follows:

Benefit Obligations
Net Periodic
Pension Cost

2009 2008 2009 2008

Discount rate
Expected rate of return on plan assets
Rate of compensation increase

5.80%
9.00%
2.00%

6.75%
9.00%
4.00%

6.75%
9.00%
2.00%

6.50%
9.00%
4.00%

Theexpected rate of return on plan assets was determined by the expected returnon each asset
class based on a model that considers historical and expected future performance.

The accumulated benefit obligation was $96,899,855 and $77,673,717 at September 30, 2009
and 2008, respectively.

The measurement date for determining plan assets and obligations is September 30.
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Southeastern Healthcare System, Inc. and Affiliates

Notes to Consolidated Financial Statements (continued)

8. Pension Plan (continued)

Plan Assets

The pension plan weighted-average asset allocations as of September 30, 2009 and 2008, by
asset category, are as follows:

Target
Allocation 2009 2008

Equity securities 38% 34% 37%
Annuities 42 47 41
Debt securities 20 12 16
Cash equivalents 7 6
Total 100% 100 100%

The goals of the pension plan are to provide a secure retirement benefit for pension plan
participants and to .manage. pension plan assets for the exclusive benefit of the participants. The
invested assets will be managed on a long-term total return basis and measured against
established benchmarks for each asset class. Risk management is achieved by limiting the size of
asset class and individual security positions to achieve adequate diversification. The Plan will
maintain a funded level sufficient to ensure benefit security.

Cash Flows

Contributions

The Hospital funds its pension plan in accordance with guidelines prescribed by the Employee
Retirement Income Security Act of 1974 (ERISA). The Hospital expects to contribute
$5,480,065 to its pension plan in fiscal 2010.

Estimated Future Benefit Payments

Benefit payments, which reflect expected future service, are expected to be paid as follows:

2010
2011
2'012
2013
2014
2015 - 2019

$ 3,544,000
3,690,000
4,215,000
4,640,000
4,963,000

30,721,000
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Southeastern Healthcare System, Inc. and Affiliates

Notes to Consolidated Financial Statements (continued)

9. Estimated Self...Insurance Liabilities

Professional Liability Insurance

Effective July 1,2004, professional liability insurance coverage was. provided on an occurrence
basis. Such coverage was provided on a claims-made basis through June 30, 2004. The claims-
made policies cover only claims made during the terms of the policies and not those occurrences
for which claims may be made after expiration of the policies. The System is self-insured with
respect to incurred butnot reported (IBNR) claims incurred prior to July 1, 2004. Accordingly,
the System has recorded a liability of$444,037 at September 30,2009 for such IBNR exposure.

Workers' Compensation Insurance

The System is self-insured with respect to workers' compensation risks up to a maximum of
$350,000 per claim. The provision for estimated self-insured workers' IBNR compensation
claims includes estimates of the ultimate costs for both reported claims and claims. The estimates
incorporate the System's past experience, as well as other considerations.

10..Concentration of Credit Risk

The Hospital grants credit without collateral to ·its patients, many of whom are local residents
and are insured under third-party payor agreements. The percentage of accounts receivable from
patients and various third-party payors was.as follows at September 30:

2009 2008

Medicare 32% 33%
Blue Cross 30 31
Medicaid 17 16
Other third-party payors 15 15
Patients 6 5

100% 100%

23



Southeastern Healthcare System, Inc. and Affiliates

Notes to Consolidated Financial Statements (continued)

11. Temporarily and Permanently Restricted Net Assets

Temporarily restricted net assets consist of the following at September 30:

2009 2008

General activities
Research

$ 559,977
131,337

$ 757,527$ 691,314

$ 604,235
153,292

Permanently restricted net assets consist of the following at September 30:

2009 2008
Principal portion of contributions restricted in

perpetuity by donors
Assets held in externally administered trusts

$ 3,124,158
6,236,856

$ 3,124,158
6,314,502

$ 9,361,014 $ 9,438,660

12. Commitments and Contingencies

The System is a defendant in several lawsuits, which are in various stages of progress or
discovery. Management believes that its insurance coverage is adequate to cover claims made
under all _such lawsuits and, accordingly, no provision for loss has been reflected in the
accompanying consolidated financial statements.

13. Fair Value Measurement

The System has adopted the methods of calculating fair value as defined in ASC No. 820 to
value its financial assets and liabilities, where applicable. ASC No. 820 defines fair value as the
price that would be received to sell an asset or paid to transfer a liability in an orderly transaction
between market participants.

ASC No. 820 establishes a three tier valuation hierarchy for fair value disclosure purposes. This
hierarchy is based on the transparency of the inputs utilized for the valuation. The. three levels
are defined as follows:

Levell: Quoted prices in active markets that are accessible at the measurement date for
identical assets or liabilities. This established hierarchy assigns the highest priority to
Level 1 assets.
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Southeastern Healthcare System, Inc. and Affiliates

Notes to Consolidated Financial Statements (continued)

13. Fair Value Measurement (continued)

Level 2: Observable inputs that are based on data 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
Level 3 inputs are assigned the lowest priority.

In determining fair value, the System utilizes valuation techniques that maximize the use of
observable inputs and minimize the use of unobservable inputs. The System also considers
nonperformance risk in the overall assessment of fair value.

Financial assets carried at fair value as of September 30, 200'9 are classified in the following
table in one of the three categories described above (in thousands):

Cash and cash equivalents
Mutual Funds
Equity securities
U.S. government obligations
Corporate bonds
Common collective trusts
Investments at fair value

Levell Level 2

$ 8,60'2,217 $
3,70'7,015

16,172,893
2,526,137
4,134,555

Level 3 Total

- $ - $ 8,602,217
3,707,0'15

16,172,893
2,526,137
4,134,555
8,636,5818,636,581

$ 35,142,817 $ 8,636,581 $ 43,779,398

Interest and other receivables
Pledge receivable
Total investments

1,282,145
403,319

$ 45,464,862

The fair value of long-term debt, which is not required to be carried at fair value, is
approximately $16,172,000 and 16,419,00'0 at September 30, 20'0'9 and 200'8, respectively. Fair
value of long-term debt is based on current borrowing rate for similar types of debt using
undiscounted cash flow analysis.
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Ell ERNS'T& YOUNG Ernst & Young LLP
Goodwin Square
225 Asylum Street
Hartford, CT 06'103-1506

'Tel: +1 860 247 3'100
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Report of Independent Auditors on
Other Financial Information

Board of Trustees
Southeastern Healthcare System, Inc. and Affiliates

Our audits were conducted for the purpose of forming an opinion on the consolidated financial
statements taken as a whole. The following supplementary consolidating information is
presented for purposes of additional analysis and is not a required part of the consolidated
financial statements. Such information has been subjected to the auditing procedures applied in
our audits of the consolidated financial statements and, in our opinion, is fairly stated in all
material respects in relation to the consolidated financial statements taken as a whole.

~YhLLP

March 1,2010

A member firm of Ernst & Young Global Limited
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Southeastern Healthcare System, Inc,

Consolidating Balance Sheets

September 30, 2009

Total Memorial
Hospital of Primary Care Total

.Memorial R.S. SHS Rhode Island Centers of Southeastern Southeastern
Hospital of Realty Ventures, Consolidating and New England, Blackstone Healthcare Consolidating Healtbcare

Rhode Island Coml!an~ Inc. Entries Subsidiaries Inc. Health, Inc. S~stem, Inc. Total Entries S!stem, Inc.
Assets
Current assets:

Cash and cash equivalents $ 588,412 $ 491,194 $ 8,533 $ $ 1,088,139 $ 21,323 $ 655,351 $ 27,162 $ 1,791,975 $ $ 1,791,975
Assets Iimited as to use 1,789,391 1,789,391 1,789,391 1,789,391
Patient accounts receivable,

net 34,705,649 42,512 34,748,161 2,458 34,750,619 34,750,619
Other accounts receivable 972,639 6,820 27,516 1,006,975 51,849 209,367 1,268,191 (54,424) 1,213,767
Estimated third party

settlements 3,062,696 3,062,696 3,062,696 3,062,696
Inventories 752,440 6,825 759,265 759,265 759,265
Prepaid expenses 1,081,771 13,343 11,174 1,106,288 11,573 1,117,861 1,117,861

Total current assets 42,952,998 511,357 96,560 43,560,95 75,630 876,291 27,162 44,539,998 (54,424) 44,485,574

Assets limited as to use:
By the Board for designated

purposes 29,271,022 (200,000) 29,071,022 512,716 29,583,738 29,583,738
By the Board for designated

purposes - Littlefield 1,233,777 1,233,777 1,233,777 1,233,777
Pledges receivable 403,319 403,319 403,319 403,319
By donors for specific

purposes 691,314 691,314 691,314 691,314
By donors for permanent

endowment 3,124,158 3,124,158 3,124,158 3,124,158
By externally administered

trusts 6,236,856 6,236,856 6,236,856 (j,236,856
Deferred compensation trust 2,399,725 2,399,725 2,399,725 2,399,725

43,360,717 (200,000) 43,160,171 512,716 43,672,887 43,672,887

Less amount required to meet
current obligations (1,789,391) (1,789,391) (1,789,391) (1,789,391)

41,570,780 (200,000) 41,370,780 512,716 41,883,496 41,883,496

Property and equipment, net 34,324,599 586,063 9,603 34,920,265 24,870 34,945,135 34,945,135
Deferred financing costs, net 260,829 260,829 260,829 260,829
Total assets $ 119,109,206 $ 1,097,420 $ 106,163 $ (200,000) $ 120,112,789 $ 588,346 $ 901,161 $ 27,162 $ 121,629,458 $ (54,424) $ 121,575,034
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Southeastern Healthcare System, Inc.

Consolidating Balance Sheets (continued)

September 30?2009

Total Memorial Primary Care Total
Memorial R.S. SHS Hospital of Centers of Southeastern Southeastern
Hospital of Realty Ventures, Consolidating Rhode Island New England, Blackstone Healthcare Consolidating Healthcare

Rhode Island Com~anl:: Inc. Entries and Subsidiaries Inc. Health, Inc. S;rstem, Inc. Total Entries S;rstem, Inc.
Liabilities and net assets
Current liabilities:

Accounts payable and accrued
expenses $ 24,042,519 $ 372,582 $ 211,117 $ (200,000) $ 24,426,218 $ 47,252 $ 132,917 $ $ 24,606,387 $ (54,424) $ 24,551,963

Deferred revenue 115,039 115,039 115?039
Estimated third party

settl ements
Accrued interest payable 174,984 174,984 174,984 174,984
Current portion oflong-term

debt and capital lease
obligations 1,582,385 1,582,385 1,582,385 1,582,385

Line of credit 5,000,000 5,000,000 5,000,000 5,000,000
Total current liabilities 30,799,888 372,582 211,117 (200,000) 31,183,587 47,252 247,956 31,478,795 (54,424) 31,424,371

Additional minimum pension
liability 36,780,5()3 36,780,563 36,780,563 36,780,563

Long-term debt, net of current
portion 14,275,868 14,275,868 14,275,868 14,275,868

Capital lease obligations
Estimated self-insurance and

other liabilities 1,154,752 1,154,752 1,154,752 1,154,752
Other long-term liabilities 2,399,725 2,399,725 2,399,725 2,399,725
Total liabilities 85,410,796 372,582 211,117 (200,000) 85,794,495 47,252 247,956 86,089,703 (54,424) 86,035?279

Net assets:
Unrestricted 23,646,082 724,838 (104,954) 24,265,966 . 541,094 653,205 27,162 25,487,427 25,487,427
Temporarily restricted 691,314 691,314 691,314 691,314
Permanently restricted 9,361,014 9,361,014 9,361,014 9,361,014

Total net assets 33,698,410 724,838 ~104,954) 34,318,294 541,094 653,205 27,162 35,539,755 35,539,755
Total liabilities and net assets $ 119,109,206 $ 1,097,420 $ 106,163 $ (200,000) $ 120,112,789 $ 588,346 $ 901,161 $ 27,162 $ 121,629,458 $ (54,424) $ 121,575,034
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Southeastern Healthcare System, Inc.

Consolidating Balance Sheets

September 30, 2008

Total Memorial
Hospital of Primary Care Total

Memorial RS. SHS Rhode Island Centers of Southeastern Soutbeastern
Hospital of Realty Ventures, Consolidating and New England, Blackstone Healthcare Consolidating Healthcare

Rhode Island Com[!anl:: Inc. Entries Subsidiaries Inc. Health, Inc. S~stem, Inc. Total Entries S~stem, Inc.
Assets
Current assets:

Cash and cash equivalents $ 1,791,014 $ 320,255 $ 382 $ $ 2,111,651 $ 19,701 $ 547,175 $ 27,154 $ 2,705,681 $ $ 2,705,681
Assets Iimited as to use 2,409,152 2,409,152 2,409,152 2,409,152
Patient accounts receivable, net 35,109,474 52,169 35,,161,643 2,458 35,164,101 35,164,101
Other accounts receivable 697,696 19,214 15,339 732,250 49,238 144,091 925,579 (40,784) 884,795
Estimated third party

settlements 2,646,557 2,646,557 2,646,557 2,644,557
Inventories 933,778 6,825 940,603 940,603 940,603
Prepaid expenses 720,208 21,386 9,330 750,924 5,757 756,681 756,681

Total current assets 44,307,880 360,855 84,045 44,752,780 71,397 697,023 27,154 45,548,354 (40.784) 45,507,570

Assets limited as to use:
By the Board for designated

purposes 31,273,038 31,273,038 512,716 31,785,754 31,785,754
By the Board for designated

purposes - Littlefield 1,129,203 1,129,203 1,129,203 1,129,203
Held by trustee under loan

agreement 788,320 788,320 788,320 788,320
By donors for specific

purposes 757,526 757,526 757526 757,526
By donors for permanent

endowment 3,124,158 3,124,158 3,124,158 3,124,158
By externally administered

trusts 6,314,502 6,314,502 6,314,502 6,314,502
Deferred compensation trust 2,376,554 2,376,554 2,376,554 2,376,554

45,763,301 45,763,301 512,716 46,276,017 46,276,017

Less amount required to meet
current obligations (2,409,152) (2,409,152) (2,409,152) (2,409,152)

43,354,149 43,354,149 512,716 43,866,865 43,866,865

Property and equipment, net 36,921,702 648,162 12,457 37,582,321 39,445 37,621,766 37,621,766
Deferred financing costs, net 287,581 287,581 287,581 287,581
Total assets $ 124,871,312 $ 1,009,017 $ 96,502 $ $ 125,976,831 $ 584,113 $ 736,468 $ 27,154 $ 127,324,566 $ (40,784) $ 127,283,782
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Southeastern Healthcare System, Inc.

Consolidating Balance Sheets (continued)

September 30, 2008

Total Memorial
Hospital of Primary Care Total

Memorial RS. SHS Rhode Island Centers of Southeastern Southeastern
Hospital of Realty Ventures, Consolidating; and New England, Blackstone Healthcare Consolidating Healthcare

Rhode Island Com~an! Inc. Entries Subsidiaries Inc. Health, Inc. S!stem, Inc. Total Entries S!stem, Inc.
Liabilities and net assets
Current liabilities:

Accounts payable and accrued
expenses $ 25,500,706 $ 146,846 $ 73,776 $ $ 25,721,328 $ 44,671 $ 104,714 $ $ 25,870,713 $ (40,784) $ 25,829,929

Deferred revenue 67,495 67,495 67,495
Estimated third party

settlements
Accrued interest payable 187,659 187,659 187,659 187,659
Current portion of long-term

debt and capital lease
obligations 1,582,385 1,582,385 1,582,385 1,582,385

Line of credit 5,000,000 5,000,000 5,000,000 5,000,000
Total current liabilities 32,270,750 146,846 73,776 32,491,372 44,671 172,209 32,708,252 (40,784) 32,667,468

Additional minimum pension
liability 13,216,621 13,216,621 13,216,621 13,216,621

Long-term debt, net of current
portion 15,858,253 15,858,253 15,858,253 15,858,253

Capital lease obligations
Estimated self-insurance and other

liabil ities 934,265 934,265 934,265 934,265
Other long-term liabilities 2,376,554 2,376,554 2,376,554 2,376,554
Total liabilities 64,656,443 146,846 73,776 64,877,065 44,671 172,209 65,093,945 (40,784) 65,053,161

Net assets:
Unrestricted 50,018,683 862,171 22,726 50,903,580 539,442 564,259 27,154 52,034,435 52,034,435
Temporarily restricted 757,526 757,256 757,526 757,526
Permanently restricted 9,438,660 9,438,660 9,438,660 9,438,660

Total net assets 60,214,869 862,171 22,726 61,099,766 539,442 564,259 27,154 62,230,621 62,230,621
Total liabilities and net assets $ 124,871,312 $ 1,009,017 $ 96,502 $ $ 125,976,831 $ 584,113 $ 736,468 $ 27,154 $ 127,324,566 $ (40,784) $ 127,283,782
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Southeastern Healthcare System, Inc.

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

Year Ended September 30, 2009

. Total Memorial
H()Spitalof Primary Care Total

Memorial R.S. SHS Rhode Island Ceutersof Southeastem Southeastern
Hospital of Realty Ventures, Consolidating and New England, Blackstone Healtbcare Consolidating Healtbcare

Rhode Island Company Inc. . Eotri!es Subsidiarie5 loc. Health, Inc. SyHem, Inc. Total Entries System, Inc.
Change in unrestricted net assets:

Excess (deficiency) of revenues
over expenses (3,565,535) 62,667 (352,680) (200,000) (4,055,548) 1,652 88,946 8 (3,964,,942) (3,964,942)

Change in pension liability (21,789,804) (21,789,804) (21,789,804) (21,789,804)
Effect of a change in

measurement date for
pension liability (882,733) (882.733) (882,733) (882,733)

Intercompany transfer (225,000) (200,000) 225,000 200,000
Contributions for capital

expenditures 33,253 33,253 33~53 33,253
Net assets released from

'restrictions (37,907) (37,907) (37,907) (31,907)
Net assets released from

restrictions used for
purchase of property, plant
and equipment 95,125 95,125 95,125 95,125

Decrease in unrestricted net assets (26,372,601 ) (137,333) (127,680) (26,637,614) 1,652 88,946 8 (26,557,008) (26,557,OO8)

Change in temporarily restricted
net assets:

Contributions 87,147 87,147 87,147 87,147
Investment income (35,707) (35,707) (35,707) (35,707)
Net assets released from

restrictions (117,652) !111,652). ~1l7~652) {1l7,652)
Decrease in temporarily restricted

net assets (66,212) (66,212) (66,212) (66,212)

Change in permanently restricted
net assets:

Restricted donations
Investment income
Net appreciation on assets

held in externally
administered trusts . p7,646~ {77,646) P7,646! (77,646)

Decrease in permanently restricted
net assets (17,646) (77,646) (77,646) (77,646)

Decrease in net assets (26,516,459) (137,333) (121,680) (26,781.,472) 1,652 88,946 8 (26,690,866) (26,,690,866)

Net assets, beginning of year 60.,214,869 862,171 22,726 6l.,099,766 539,442 564,259 27,154 62,230,62 62,230,621
Net assets, end of year $ 33,698,410 $ 724,838 $ (104,954) $ $ 34,318,294 $ 541,094 $ 653,205 s 27,162 s 35,539,755 s - $ 35,539,755
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Unrestricted revenue, gains and other supPort:
Net patient service revenue
Other revenue
Assets released from restrictions for

operations

Total revenue, gains and other support

Expenses:
S~es and wages
Employee ·benefits
Supplies. purchased services and other
Provision fOT bad debts
Depreciation and amortization
Licensing fee
Interest

Total expenses
(Loss) gain from operations

Other income, gains and Iosses:
In\'eStment income
Net realized gains on sales of investments
Unrestricted donations
Income on assets held in trust
Write-off of investment

Total nonoperating gains
Excess of revenues over ~ before

change in appreciation ·of investments

Change in appreciation of investments

Excess of revenues over, expenses
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Memorial
Hospital of

Rho4elsbnd Home Care

Southeastern Healthcare System, Inc.

Consolidating Statements of Operations and Changes in Net Assets

Subtotal
Memorial
Hospital

Year Ended September 30, 2008

RS. SHS
Reality Ventu~ Consolidating

C~mpany Inc. Entries

s 1.956,196
761.291 85~694 (302,187)

761,291 2,041,890 (302,187)

894,621 102,925
236,115

592,518 466,305 (405,112)
666,494

104.288 2.,976

'696,806 2,266,511 (302,U!7)
64,485 (224,621)

$ 146,809,770 $ 6.451.734 s 10,273,524 s 163,535,028
6.910,922 ' 6,910,922

202,724 202)24

153,923,416 6,451,734: 10,213,524 170,648,~74

73,476.,266
22,943,799
41,946,573
11,730,714
4,295,785
4~567.793
1,256,611

4,401,203
1,452,397

429,843

7,653,036
752,746

2,969,533

85,530,505
25,148,942
45,345,949
ll,730,714
4,295,785
4~567.793

, -1,256,611

r;;
Total Primary

Memorial Can
Hospital uC CentenGf' Total

RhodeIdand New Southeastern Southeastern
aud En:tand. Blackstone Healt:IKare Comolidatin: Healt:IKare

Subsidiaries Inc. Heal1h, Inc. System,lilc. Total Eutria System, Inc.

S 165,491.224 $ 165~491~ 's
'$, "~6;::K~:'7,455,729 72512 1,186,202 60.016 '8,774 ..450 (250,399)

202,724 202 724 202,724
173;149,668 72,512 1~1~6.202 60,016 174.46S,39S (250,399) 174,217.999

86.,528,051 62,000 364,028 8~954.079 86,954,079
25,385,057 13,647 129.528 25..5:28.232 ' 25.528.232
45.999~660 4,563 615.293 60,000 46,679~5l6 (250,399) 46,429,117
12,397,208 12.397.208 12,397,208
4,403,049 22,024 4.425,073 4,425,073
4,567,793 4,567,793 4.567.793
1,256,611 1..256.611" 1.256611

180,~37Al9 ".. 80,210 1,130,873 60,000 181,808,512 (250,399) 181,558,113
(7,387,761) (7,698)"' ._"

55,329 16 (7,340,114) (1,340,H4)

BOO.,262 800.,262 800.262
2,536,900 -2,536,900 2,536,900

76\,039 761,039 761,039

256,679 256.679 256,679

4,354,880 4354 880 4,354,880

(3,032,881) (1,698) 55.329 16 (2,985,234) , (2,985,234)

(10.3S2,330) {10,382.330) (10,382.330)

(13,41S,2II) (7,698) 55,329 16 (13,367,564) (13,367,564)

(6,294,125)
160,217,541 6.,283,443

168.291
11,375.315
(1,101,791) (7,227.625)

800.262
2,536.900

761.039
256,679

4354880'

(2,872.,745)

(lO,382,330)

(13,255,075)

64,485 (224.62l)

(224.621)



Southeastern Healthcare System, Inc.

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

Year Ended September 30, 2008

Total Memorial
Hospital of Primary Care Total

Memorial R.S_ SHS Rhode Island Centers of Southeastern Southeastern
Hospital of Realty Ventures, Consolidating and New England, Blackstone Healthcare Consolidating Healthare

Rhode Island Compan! Inc. Entries Subsidiaries Inc. Health, Inc. S!stem, Inc. ,Total Entries System, Inc.
.Change in unrestricted net assets:

Excess (deficiency) of revenues
over expenses .(I3~55,075) 64,485 (224,621) (13,415,21l) (7,698) 55,329 16 (13,367,564) (13,367.564)

Additional minimum pension
liability (1,772,482) (l,772,482 ) (1,772,482) . (lP2,482)

Cumulative effect of a change
in accounting principle

Intercompany transfer (120,000) 120J)OO
Contributions for capital

expenditures 13,000 13,000 13,000 13,000
Net assets released from

restrictions
Net assets released from

restrictions used for
purchase of property, plant
and equipment L,783,180 1,783,180 1,783,180 1,7833-80

Increase in unrestricted net assets (l3,351~377) 64A85 (104,621) (13,391,513) (7,698) 55.,329 16 (13,~43,866) (13,343.,866)

Change in temporarily restricted
net assets:

Contributions 484,594 485,594 485,594 484,594
Investment income 871,944 871,944 871,944 871,944
Net assets released from

restrictions (1,985,904) (l~985,904) . (1,985,904) (l,985.,904)
Increase in temporarily restricted

net assets (629)66) (629,366) (629,366) (629,366)

Change in permanently restricted
net assets:

Restricted donations 69 69 ·69 69
Investment income
Net appreciation on assets

held in externally
administered trusts ~1,OO9,2361 (1,009,236) (1,OO9,236~ (1,009,236)

Increase in permanently restricted
net assets (1,009)67) (1,009,167) p,009,167) {I ,009,167)

Increase in net assets (14.,989,910) 64,485 (104,621) (15,030,046) (7,698) 55,329 16 (14,982,399) (14,982,399)

Net assets, beginning of year 75,204,779 797,686 12l,347 76J29,812 547,140 508,930 27.,138 77,213,020 77,213,020
Net assets, end of year $ 60,214,869 s ·862.171 $ 23,726 $ $ 61,099,766 s 539,442 $ 564.,259 s 27,154 s 62,230,621 $ s 62,230,621
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