NIXON PEABODY.

Suite 500
One Citizens Plaza
Providence, Rhode Island 02903-1345
(401) 454-1000
Fax: (401) 454-1030

Stephen D. Zubiago
Direct Dial: (401) 454-1017
Direct Fax: (866) 947-1432
E-Mail: SZubiago@nixonpeabody.com

September 6, 2012

Michael K. Dexter

Chief, Health Systems Development
Health System Development

Rhode Island Department of Health
3 Capitol Hill, Room 404
Providence, RI 02908

Re: Request for Expeditious Review

Dear Michael:

On behalf of our client Lawrence & Memorial Corporation (“L & M”), attached hereto
please find a request for expeditious review pursuant to which L & M and Westerly Health Care,
Inc. (“Westerly Health Care™), by and through its Special Master W. Mark Russo, Esq., requests
that the Department of Health determine that L & M’s proposed purchase of Westerly Hospital
be granted expeditious review of its Hospital Conversion Act Application pursuant to R.L.G.L.

§ 23-17.14-12.1.

Note that in response to Question 5, we have attached an Audited Financial Statement for
The Westerly Hospital and Subsidiary as of September 30, 2010. However, neither Westerly
Health Care, Inc. nor The Westerly Hospital has audited financial statements for fiscal year
2011. Accordingly, we have attached a Consolidated Balance Sheet for The Westerly Hospital
as of September 30, 2011. Finally, we attach a Consolidating Statement of Operations for
Community Health of Westerly, Inc. for the 7 months ending May 31, 2012.

14120640.1



Michael K. Dexter
September 6, 2012
Page 2

Of course, if you require any further information regarding this matter, please do not
hesitate to contact us.
Sincerely,

Stepen D. Zubgo

Enclosures

cc: W. Mark Russo, Esq.
Richard R. Berretta, Jr., Esq.
Patricia K. Rocha, Esq.
Carolyn Gabbay, Esq.
Christopher Browning, Esq.
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o® Els 44 Rhode Island Department of Health

Q.Q\ /bo Hospital Conversions/Mergers Program
- , = Three Capitol Hill, Room 410
o ~ Providence, RI 02908-5097
" r‘ -~ ‘ Phone: (401) 222-2788
v N
*, &
Y ENT ot www.health. state.ri.us/hospitals/about/mergers

REQUEST FOR EXPEDITIOUS REVIEW
(Pursuant to R.I. Gen. Laws § 23-17.14-12.1)

Please provide the following information for the acquiree:

Name: Westerly Hospital Healthcare, Inc. (and related entities as set forth in Attachment 4)

Address: 25 Wells Street, Westerly, Rl 02891

Contact Information for the President or Chief Executive Officer:

| Name: W. Mark Russo, Esq., Special Master Telephone: 401-455-1000

Information for the person to contact regarding this proposal: :

Name: Patricia K. Rocha, Esq. Telephone: 401-274-7200
E-mail: PRocha@apsiaw.com Fax number: 401-751-0604
2. Please provide the following information for the acquiror:

Name: Lawrence & Memorial Corporation

Address: 365 Montauk Avenue, New London, CT 06320

Contact Information for the President or Chief Executive Officer:

}l Name: Bruce D. Cummings Telephone: 860-442-0711 x.2221

Information for the person to contact regarding this proposal:

Name: Stephen D. Zubiago, Esq. Telephone: 401-454-1000
E-mail: SZubiago@Nixonpeabody.com Fax number: 401-454-1030
3. Please affirm that acquiree and acquiror are both nonprofit corporations exempt from

taxation under section 501(a) that have directly or indirectly continuously operated at least one
licensed hospital for at least the preceding 3 years (mark with an ‘X’): Yes X

4.

Please affirm that the proposed conversion involves one of the following (mark with an ‘X’):
X a. Two (2) or more hospitals that are not in common control with another hospital;
b. One hospital not under common control with another hospital and a hospital system
parent corporation;
¢. Two (2) affiliated hospitals the conversion of which was previously approved in
accordance with chapter 23-17.14 and another hospital or hospital system parent
corporation,




4, Please provide an Executive Summary of the proposed conversion (on a separate page).

5. Please identify the following information regarding the acquiree, and provide audited

financial statements for the two most recently completed fiscal years and unaudited financial

staternents for all of'the completed quarters of the current fiscal vear.

Current
Days Assets 1o Long-term “Inpatient
Operating Cash on Liability Debt to Cceupancy
Fiscal Year Profit/{ Loss) Hand Ratio Capitalization Rate !
20 wewme {801,312) 10.10 53.00% 1.57 37.08%
20 s vmenien {5,206,402) 12.82 54 .52% 4.83 34.81%
st Quarter of 20 12 (3,453,152} 16.10 43.68% 8.73 32.45%
2nd Quarter of 20 1 {2,650,371} 19.61 47 80% 14.97 33.43%
3rd Quarter of 20 12 © 1(897,418) 26,86 47.19% 68.88 32.64%
6. Please identify the most recent rating assigned to the acquiree by each of the major rating
agencies:
Grade Assigned 1o
Rating Agency Acquiree
Standard & Poor's |CCC (December 2011)
Moodv's tinting daata in E
Fiteh Group NIA,
7. Please have the President or Chief Executive Office of the acquiree attest 1o the following:

“f certify that the acquiree operates a distressed Rhode Island hospital facing significant financial
hardship that may impair its ability to continue 10 operate effectively withowt (he proposed
conversion, I certify that the information cprtained in this material iy complete, accuwrale and

rorrect /) z{ q/%,éff 5 preel o

Signed by President weChief Executive Of‘ﬁccr

Tee, weke™ KHerg e\
Name of cquiree é
Subseribed and sworn to before me on 1hzs day of I’Ll"ﬂ@ rﬂ

\Imary Pui}i T

My Commission Expires?

T Zated on 125 Ukansed Bede, does notinclude Nursery Deys

Fofents vy SAWI0NE, BOSOIIEE not wvidalie

A1 (e G of Withiwing KB rafag it Patradry, $011, Noody's sawngraded Westary Hospiats bend rating 1o Ca bom Cagt. According i the BE2 2010 US. NovFor Prolit Swna

Altne Hvsgte Madion Healt Cem fatas”, the median tash on hand masited B @ Shand-Alons Hosplal in hews & % i g e iy (25 Says. Ae of Auguet, 212

VWistuny MOSpUM had Tees Dran 10 days of Sash or R, Corvernely, LAN lesified o) the August 25, 201F sele heading Mt had 280 days of Lasn g% hand,




8. Please have the President or Chief Executive Office of the acquiror atiest to the following:

“Icertify that the information contained in this material is complete, accurate and correct.

P

Hghed by President or Chief Execttive Officer

£ MA/%&@W//WW%WW/W opatns

Narme of Acquiror
Subseribed and sworn 1o before me on this / ?L day of %’( ;:j’ff{f @?‘ 207X,
2 usused X-Chakas
Notary Pubjic
My Caxf@r)ss;on Xpires: [ﬁ%ﬁ@ﬁ? RONG

MARGARET L. TBI'-}‘.‘;KAS
OTARY PU.
wooﬁrwssmn EXPIREBNOV.30 <0AS



Attachment 4
4. Please provide an Executive Summary of the proposed conversion.

The following is a summary of the proposed acquisition of Westerly Hospital Healthcare,
Inc., the Westerly Hospital, Atlantic Medical Group, Inc., Ocean Myst, MSO, LLC, Women’s
Health of Westerly, LLC and North Stonington Health Center, Inc. (collectively, the “Westerly
Entities") by LMW Healthcare, Inc. (“LMW Healthcare"), LMW Physicians, Inc. (“LMW
Physicians) , and Lawrence & Memorial Corporation (as guarantor)(“L&M”) (collectively,
LMW Healthcare, LMW Physicians, and L&M are referred to herein as the “Buyer"). The
Westerly Entities are currently managed and operated by W. Mark Russo, Esq., in his capacity as
Permanent Special Master of the Westerly Entities, having been duly-appointed as such by Order
of the Rhode Island Superior Court for the County of Washington on January 17, 2012 in the
case captioned as Charles S. Kinney, Chief Executive Officer and Trustee v. Westerly Hospital
Healthcare, Inc., the Westerly Hospital, Atlantic Medical Group, Inc., Ocean Myst, MSO, LLC,
Women'’s Health of Westerly, LLC and North Stonington Health Center, Inc., C.A. No. 2011-
0781 (the “Mastership Proceeding”). The proposed conversion will be made pursuant to an
Asset Purchase Agreement (the “APA”) by and among the Westerly Hospital Entities and Buyer
that was approved by an Order of the Rhode Island Superior Court for the County of Washington
on August 30, 2012." '

L&M currently operates the Lawrence & Memorial Hospital in New London, CT.
Throughout 2012, L&M is celebrating its one hundredth year of providing high quality health
care services to the residents of eastern Connecticut, western Rhode Island, and Fisher’s Island
(New York), as a non-profit community service organization. L&M maintains a strong financial
position, as evidenced by its 6.73% operating margin in 2011 and it’s A+ debt ratings from S&P
and Fitch dated August 2011. L&M sought its bond rating in anticipation of a September 2011
bond issue, demand for which more than twice as great as the $58.9 million available. L&M is
also often recognized for its community leadership and service, as evidenced by its extensive
community education, outreach, and disease prevention efforts. In 2011 alone, L&M invested
$15.6 million into such community efforts.

Westerly Hospital is a community hospital in Southern Rhode Island licensed for one
hundred twenty five (125) beds. It is currently the subject of the Mastership Proceeding.
Westerly Hospital is currently staffed to operate seventy (70) beds with an average daily
inpatient census of forty one (41). The daily inpatient census ranges as high as seventy (70).
There is an active, outpatient practice and thus, the Hospital has an adjusted ADC of 126.
Emergency Department visits were 23,510, in fiscal year 2011. Westerly Hospital owns and is
situated on a 10.6 acre campus.

The Westerly Hospital has not generated a surplus for twenty (20) years, and in recent
years has exhausted an endowment of more than $30M. Westerly Hospital had negative net
income for fiscal year 2011. However, Westerly Hospital had a positive EBIDA of $2.363M.

! To the extent the terms of the APA conflict with the summary provided herein, the terms of the APA shall

control.
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The positive EBIDA is misleading as it was the result of $3.5M being injected into Westerly
Hospital from the so-called “Morgan Trust” just prior to Westerly Hospital petitioning for
Mastership. Upon appointment, the Special Master identified a number of areas that were
causing significant losses for Westerly Hospital. A major factor in the Hospital’s near term
losses was the recent opening of the North Stonington Health Center. Despite being informed
that the North Stonington Health Center was operating at a loss of approximately $1M per year,
the Special Master determined that it was operating at a loss of over $4M per year. Accordingly,
even with the injection of the Morgan Trust funds, the Westerly Hospital continued to face a
deteriorating fiscal financial situation and did not have available cash to continue operations
without the Mastership Proceeding.

Westerly Hospital’s dire financial situation is also reflected by the ratings agencies, as, in
December 2011, Standard & Poor’s downgraded Westerly Hospital’s Bond Rating to CCC from
BB- and further affirmed a “negative outlook™. In February of 2011, Moody’s downgraded
Westerly Hospital’s Bond Rating to Ca from Caal, and additionally, withdrew its rating due to
insufficient information.

The Special Master working with his advisors and the recently installed CRO/CFO has
commenced: (1) a debt restructuring which reduced secured debt and established a $3.3M
operating cash reserve; (2) a distressed termination of the defined benefit pension plan (a savings
of approximately $4.3M in FY 2012); and (3) a $14M turnaround plan/bridge analysis which
will return the Hospital and the Related Entities to modest profitability. Actions already
underway will result in annualized savings of over $6.6M. Those actions include, but are not
limited to:

. Restructuring certain leases and physician contracts;
. Closing the North Stonington Health Center; and
. Restructuring the Women’s Health Center of Westerly.

Actions to be undertaken shortly will result in an additional $4.459M in savings. The
balance of the tumaround will be accomplished through a combination of operation efficiencies
and revenue enhancements.

The Buyer proposes to purchase the Westerly Entities pursuant to the court-approved
APA for total consideration of $69,138,653.00 (the “Purchase Price”). The Purchase Price and
other pertinent terms of the proposed conversion consist of the following:

a. Buyer will assume approximately $22 million in liabilities of the Westerly Entities;

b. Buyer will purchase so-called “tail” professional malpractice insurance covering
Westerly Hospital at an estimated price of $2 million;

c. Buyer will pay the Westerly Entities’ closing costs and transactional expenses in
connection with the Mastership proceeding. Such costs are estimated at $1.5 million;

14111557.3
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Buyer will fund “cure costs” not captured by the assumed liabilities in subsection (a)
above;

Buyer has committed to continue using the Westerly Hospital identity and name,
including its non-profit status and community mission;

Buyer has committed to establish a new Westerly Hospital Board with members
drawn from residents of the Westerly service area and has made a commitment to put
residents of the Westerly service area the Board of Trustees of the Buyer’s parent;

Buyer will carry out a broad-based community capital campaign in support of the
Westerly Hospital and has committed that all such funding will be raised in the
Hospital's name and remain for the benefit of the Hospital's non-profit and
community mission. Such funds will not be used to fund initiatives other than those
carried out by Westerly Hospital;

Buyer has committed to maintain Westerly Hospital as an acute care, community
hospital for a minimum of 5 years after the Closing, including a commitment not to
discontinue clinical services being provided by the Westerly Hospital for 2 years after
the Closing as more fully set forth in Section 10.1 of the APA,;

Buyer will provide $6.5 million of working capital into the Westerly Hospital during
the first 2 years after the Closing. Such funds will be used to continue the economic
turnaround plan (subject to review and final approval by the Buyer) that was initiated
by the Special Master and aimed at returning Westerly Hospital to profitability;

Buyer will make or incur contractual obligations to make $30 million in capital
expenditures in technology, equipment, and expanded services, among other items;

Buyer will offer initial employment after the Closing to the trade and services
personnel of the Westerly Entities (excluding certain management personnel and
general and administrative support services personnel), union and non-union, and
contingent upon positive further review of the employment data and general
economic data, expects to offer employment to all or substantially all of the Westerly
Entities’ other employees. Buyer has also made a further commitment to maintain
certain minimum staffing levels per adjusted average occupied bed;

Buyer has committed to assume physician contracts and to take steps to strengthen
the Westerly Hospital’s relationship, reputation, and goodwill with the local
physician community (subject to Buyer’s due diligence review, including but not
limited to, compliance with law);

. Buyer has made a commitment to provide consulting and administrative services to

the Sellers at Buyer’s cost between the Sale Hearing and the Closing pursuant to an
Interim Advisory Agreement;



n. Buyer will, during the period between the Sale Hearing and the completion of the
Hospital Conversion Act process, loan money to Westerly Hospital pursuant to the
Interim Advisory Agreement to cover operational losses, subject to Section 10.8 of
the APA,;

0. Buyer will also pay for the lease obligations of North Stonington Health Center
through the Closing date (a monthly expense equal to approximately $68,000.00),
subject to the Special Master, in his discretion, deeming such payments necessary.

The Buyer anticipates that it will be able to substantially improve the financial
performance of the Westerly Entities through the economies of scale in connection with its
existing operations and the proven leadership of its current executives that have reported year-
over-year improvements in L&M?’s operating margin for the past 6 years.

Accordingly, the proposed conversion will result in Westerly Hospital, as well as the
other Westerly Entities, being owned and operated by an experienced health system with a
proven track record of providing high quality health care in a financially sustainable manner. The
Court approved sale to the Buyer will advance turnaround efforts and preserve the Westerly
Entities as a community asset and economic engine.
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Audited Financial Statement
The Westerly Hospital and Subsidiary

September 30, 2010
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THE WESTERLY HOSPITAL AND SUBSIDIARY
(A Controlled Affiliate of Westerly Hospital Health Care, Inc.)

COMRBINED FINANCIAL STATEMENTS

SEPTEMBER 30, 2010 AND 2009



THE WESTERLY HOSPITAL AND SUBSIDIARY
(A Conirolled Affiliate of Westerly Hospital Health Care, Inc.)
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Independent Auditors’ Report

The Board of Trustees
The Westerly Hogpital and Subsidiary

We have audited the accompanying combined balance sheets of The Westerly Hospital and
Subsidiary (the Hospital) (a controlled affiliste of Westerly Hospital Health Care, Inc) as of
September 30, 2010 and 2009, and the related combined statements of operations und changes in net
assets and cash flows for the years then ended. These combined financial statements are the
responsibility of the Hospital’s management. Our responsibility is to express an opinion on these
combined financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepied in the United
States of America, Those standards require that we plan and perform the audit o obtain reasonable
asqurance about whether the financial statements are free of material misstaterent, An sudit also
includes consideration of intemal control over financial reporting as a basis for designing audit
procedures that are appropriate in the circwmstances, but not for the purpose of expressing an
opinion on the effectiveness of the Hospital’s internal control over financial reporting. Aceordingly,
we express no such opinion. An andit also includes cxamining, on a test basis, avidence supporting
the amounts and disclosures in the financial statements, assessing the accounting prineiples used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that out audits provide a reasonable basis for our opinion,

In our opinion, the combined financial statements referred to above present faily, in all material
respects, the financial position of The Westerly Hospital and Subsidiary as of September 30, 2010
and 2009, and the results of their operations and changes in net essets and thelr cash flows for the
years then ended, in conformity with accounting principles generally accepted in the United States of

America.
o, .
gﬁ»m/ SHaping ¥ (b"?mv/p' c,
March 3, 2011

Ao pdlependend Member of Baker Ty St mationsl



THE WESTERLY HOSPITAL AND SUBSIDIARY
(A Controlled Affiliate of Community Health of Westerly, Inc.)
COMBINED BALANCE SHEETS
SEPTEMBER 30, 2010 AND 2009

ASSETS
2010 2009
Cuarrent Assets
Cash and cash equivalents $ 2,413,242 § 2,951,166
Patient accounts receiveble, net 7,336,470 7,459,592
Inventories 1,611,752 1,469,739
Other current assets 1,166,569 876,919
Total current assets 12,528,033 12,757,436
Assets Limited ns to Use
Promises to give, not 11,950 108,554
By Board to function as endowment 12,368,211 11,296,158
Under loan agreement, funds invested by trustee 1,963,570 1,896,847
Accumulated eamings on permanent endowment funds 3,513,444 3,379,358
By donors or grantors for specific purposes 301,614 364,595
By donors for permanent sndowment funds 4,744,092 4,671,877
Funds held in trust 7,556,551 7,290,244
Total assets Hmited as to use 30,459,432 26,007,633
Other Asscts ’
Property, plant and squipinent, net ¥6,501,015 38,296,354
Deferred financing costs, net 209 K99 233,389
Due from related party, long-term {69,588 1,119,299
Other long-term assels 513,470 598,371
Total other assets 38,093,523 40,247,413
Total Assets $ 81,081,388 % 82,012,482

The ancompanying notes are e integral part of the cornbined financial stalements




LIABYLITIES AND NET ASSETS

Current Liabilities

Lines of credit $

Current installments of Jong-term debt
Current installments of capital lease obligations
Accounts payable and accrued expenses
Deferred revenue
Accrued payroll, benefits and related taxes
Estimated third-party payor setticments

Total current Habilities

Long-Term Liabilities
Long-term debt, net of current portion
Long-term portion of capital lease obligations
Noncurrent accrued pension cost
Asset retirement obligation
Total liabilities

Net Assets
Unrestricted
Temporarily restricted
Permanently restricted
Total net assets

2010 2009
4566,767 § 2,433,264
984,831 925,659
2,326,753 1,612,283
5,739,354 5,149,870
1,469,601 118,545
3,927,424 5,087,264
872,367 879,073
15,887,057 167205,958
12,788,366 13,768,276
1,406,500 2,992,268
20,456,320 16,257,162
1,412,870 380257
§5.057,167 5552 071
9,002,516 15,644,933
1,827,067 3,852,507
12,300,643 11,962,121
55130096 31,459,561

Total Liahilities and Net Assets % 81,081,388

$ 82,012482
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THE WESTERLY HOSPITAL AND SUBSIDIARY

(A Controlled Affiliate of Coutm unity [lealth of Westerly, Inc.)

COMBINED STATEMENTS OF OPERATIONS AND

CHANGES IN NET ASSETS
FOR THE YEARS ENDED SEPTEMBER 30, 2010 AND 2009

Unrestricted Revenue
Net patient revenue
Other revenue

Total revenues

Expenses
Salaries and benefits
Supplies aud other expenses

Depreclation
Provision for uncollectible accounts, net
Interest

Total expenses
1,098 From Operations
Nonoperating Income
Interest and investment income
Unrestricted gifts and bequests

Total nomoperating income

Excess (Deficiency) of Revenues and Gains over Expenses

(Continued on next page)

2010

2009

§90,460.251

$ 87,786,337

1.809.187 1356207
73 269,4 3% 45,147,634
51,825,334 48,398,951
29,384,660 28,549,604

4,592,213 4,450,501

5,962,284 7,249,449

1,306,259 1,377,482
53,070,750 50,025,087

(801,312) (883,353)
448,102 (400,430
§19,506 594,091

367,608 193,653
466,296 (689,701



THE WESTERLY HOSPITAL AND SUBSIDIARY
(A Controlled Affiliate of Community Health of Westerly, Inc.)
o COMBINED STATEMENTS OF OPERATIONS AND
’ CHANGES IN NET ASSETS (CONTINUED)
FOR THE YEARS ENDED SEPTEMBER 30, 2010 AND 2005

2010 2009
Other Changes in Unrestricted Net Assels
Net assets released from restrictions $ 552,981 § 642,793
Capital transactions with affiliates . (4,915,318) (3,121,653}
Changs in unrealized geins on investments 443,946 386,985
Chynpres I sdditional mininm pension ljubility (3,190,322) (4,854,582)
Crnmilative effect of change in accounting principle . (1,953,342)
Decrease in unrestricted net assets (6,642,417) (9,589,500)
Temporarily Restricted Net Assets
Investment income 1,015 1,018
Net realized gains on investments 109,469 192,048
Net unrealized pains (losses) on investments 345,450 {168,208)
Gifts and bequests . 41,840 95,153
Pledges 29,767 84,452
Net aysets released from restrictions (552,981) (642,793)
_ Cumitlative effect of ehange in accounting principle - 3,765,129
o Change intemporarily restricted net assets {25440} 3,326,759
Permanently Restricted Net Assets
Net realized gains on investments 347,236 219719
Net unrealized losses on investments (8,714) {41520
Cumulative effect of change in accounting principle - (1,811,778
Change in permanently restricted net assets 338,522 a0630N
Change in Net Assets (6,329,335) (8,269,008}
Net Assets < Beginning of Year 31,459,501 38,728,659
Net Assets - Bnd of Year $ 25,130,226 & 31,459,561
. The accompanying noles are an integral patt of the combined fnancial stalements
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THE WESTERLY HOSPITAL AND SUBSIDIARY
(A Controfled Affillate of Commuulty Health of Westerly, Inc)
COMBINED STATEMENTS 0F CASH FLOWS
FOR THE YEARS ENDED SHPTEMBER 36, 2010 AND 2009

Cash Flows from Operating Activities
Change in net assets
Adjustments to reconcile change in net agsets to net cash
provided by operating activities:
Depreciation
Amertization
Contributions restricted fot long-term investinent
Proviston for uncollectihle accounts
Increase in edditicnal minimum pension liability
Net realized and unrealized (gains) losses an permanently
resiricted investments
Net unrealized gains on unrestristed investments
Investment income and unrealized gains on temporarily
resiricted net assets
(Tnerease) decrease in operating assets:
Pationt accounts receivable
Inventories
Other assets
Promises to give
Due from related party
Tncrease (decrease) in operating liabilities;
Accounts payable and acorued expenses
Deferred revenue
Actrued pension cost
Estimated third-party payor settlements
Asset retirement ohligation
Net cash provided by operating activitiss

Cash Flows from Investing Actlvities
Purchase of property, plant and equipment
Sale (purchase) of investments, net
Decrease in other long-term assets, net
Net cash provided by (used in) investing activities

sash Mows from Financing Activities
Repayments of Jong-term debt
Cuapital lease paymenis, nét
Line of oredit borrowings (payments), net
‘Net cash provided by (used in) financing activities
Net Incroase (Decrease) in Cash and Cash Equivalents
Cash and Cash Equivalents - Beginning of Year

Cash and Cash Equivalents - Bnd of Year

Cash Paid During the Year for Interest

The accompanying notes are an integral pact of the combined financial statemonts

2010

2008

$ (6,329,335) % (8,269,098)

4,592,213 4,450,501
23,490 23,489
(41,839) (264,051)
5,962,284 7,249,440
3,190,322 4,854,582
(338,522) 194,610
(443,946) (386,985)
(455,934) (24,858)
(5,839,162)  (5,334,569)
(141,993) (62,155)
(289,650) 105,282
96,604 84,446
249,710 (358,047)
(570,356) 974,582
1,351,056 1,898
1,008,836 679,787
(6,706) (124,890)
23,613 35,171
7,010,655 833,550
(2,796,874 (979,00
(268,162) 1,611,017
84,951 143,317
{2.080,085) 775,378
(920,718) (867,319)
(811,280 (1,010,624)
2133503 (2,010617)
A0T.476 (3,888,560)
(537,924) 720,318
2,051,166 2,230,848

§ 2,413,242

$  Rusiien

$ 1,316,834

$ 1,387,457

<n
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THE WESTERLY HOSPITAL AND SUBSIDIARY
(A Controlled Affiliate of Westerly Hospital Health Care, Inc))
NOTES TO COMBINED FINAN CTAL STATEMENTS

NOTE 1 - ORGANIZATION

The Wesierly Hospital and Subsidiary {(the Hospital) is a not-forprofil soute vas wosoiial nder
corporate gavernanes of Westerly Hospital Health Care, e (CHLOMNG, o not-for-profit holding
compaty, The Westerly Haospita] Foundation (the Foundation) is a nol-foe-prof enrpositions formed
e promcie e chiasitolle, educaional and sclentific purpases of the Hoapilal, soder corporste
poverannes of e Haapital. The Fonndation is a sulwidiary of the Mospital, Other affitiated cmities
wnder the corporate goveramee of €000 W elude Mastixet Realty, e, The Westerly {ospital
Ausiliory, fov., Women's Heslth af Westerly, 1L, Westerly Hospital Energy Un, LLU, Allantie
Micheal Civovp, T, (fovmally COLOW, NewCo, e Meopih Steninpton Heallh Conty, Foye,, sivd

Eldersval, LLC.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Fasie of Presentation « The pombined fipancial statements reflect the accounts of the Hospital and
e Poundation and have been prepured on the acerual basis of accounting, in conformity with
acoounting peinciples gencrally pceepted in the United States of America (GAAP). All significant
intercompany balaness aod anseclions have been eliminated in combination.

The Hospital reporls information regarding its financial position and activities according to three
classes of net assets: wnrestricted net assets, temporarily restricted net assels and permanently
icted net assets.

Uniregtricted Net Assets - Unrestricted net agss represent gvailable resources other than donor-
cestricted contributions.  These resources miy be expended at the diseretion of the Doard of
Trugtess or may otherwise be Hmited by contractaal agreements with outside parties. The Bourd
of Trustees has designated a portion of snrestricled net assets as described in Now 21

Temporarity Reseriefed Net Assets - Temporarily rostricted net wssery fepresent gentributions
(hat are restricted by the donor as (o purposs or time of cxpenditoe wml alse includes
acemmulaled investment income and gaing on donpr-restricted endowment assets thal have nol
been approprinted for gxpenditire. Temporarily testricied el assels e available for the

following:
L2010 2009
Woamen’s nitiative Campeign F 11,950 %
Charity care 9.872

Physician education 53,644

Clapital expenditures 231,643
Available for appropriation by Board of Trustees 3,513,444
Other G314 i
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THE WESTERLY HOSPITAL AND SUBSIDIARY
(A Controlled Affiliate of Westerly Hospital Health Care, Inc.)
NOTES TO COMBINED FINANCIAL STATEMENTS

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Permancutly Restricted Net Assets - Permanently restricted net assets ropresent resources that
have donor-imposed restrictions that require that the principal be maintained in perpetuity but
permit the Hospital te expend the income earncd thereon for general operating purposes (excopt
For the Margan trust, which specifies that income is restricted for charity care). Such assets mre
included in the Hospital's endowment funds.

Funds Held in Trust by Others - The Hospital is the sole beneficiary of the income from the
Louise D, Hoxsey Foundation and the Estate of Charles A. Morgan trusts, which are held in
perputuity by an independent trustee, These trusts are recorded at market value and are included in
assets limited as to use and permanently restricted net assets. The incume from the Hoxsey trust is
unrestricted, and Morgan trust income is restricted for charity care.

Annual distributions from the trusts are reported as other revenue that increases unrestricted net
assets.

Income Taxes - The Hospital and the Foundation are crganizations as described in Section 501 ©3)
of the Internal Revenue Code and are generally sxempt from fedeyal income taxes on related income
under the Code.

The tax retarns of the Hospital and the Foundation for the years ended September 30, 2007 through
2010 arc subject to examination by the Interna) Revenue Service {IRS) and various state

jurisdictions,

Fxeess of Revenues snd Gains over Expenses - The combined statements of operations and
changes in nel assets include excess (deficieney) of revermes and galns over expenscs, Changes in
unrestricied net assets, which are excluded from excess ( Jeficiency) of revenues and gaing over
expenses, consistent with industry practice, include unrealized gains and tosses on inveshiments,
capital transactions with CH.O.W. and affilinted enfities, and changes in additional mininnun
pension liability).

Use of Bstimates - The preparation of financial statemenis i confurmity with GAAP requires
management to make cstimales and assumptions that affect the reported smounts of assets and
labilities and disclosure of contingent assets and labilities at the dute of the fnnncial statosments and
the reported amnounts of revenues and expenses during the reporting period. Significant estimates
include third-party payor reserves, coniractual allowances on patient revenue, gecrued pension costs
and the reserve for uncollectihle accounts, Actual resuits could differ from those estimates.

Change in Accounting Prineiple - In 2009, the Hospital was required to change its accounting for
donor-restricted endowments due to the issuance of Tinancial Accounting Standards Hoard Staff
Position No. 117-1, Endowments of Notgor-Profil Organizailons: Net Asser Classifieation of Funds
Subject to an Enavied Version of the Uniformn Prudent Management of tnstintional Funds Act, and
Enhanced Disclosures for dll Endewment Funds (FAS 1171 3. Previously, asowmulated gains and
income on donor-restricled endowment assels wure clussified either ag unrestrieted ar permanently

T
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THE WESTERLY HOSPITAL AND SUBSIDIARY
(A Controlled Affiliate of Westerly Hospital Health Care, Inc.)
NOTES TO COMBINED FINANCIAL STATEMENTS

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

emstricled net assets. In accordance with GAAP, sccumulated gaing and mcome on donor-restricied
endowment assets are classificd as wemporarily resticted nel assets untll appropriated o
expenditure.  This change in accounting principle i no effect on total net assets.  The
reclassification of net assets from wnresiricted and penmaently restricted o {emporarily restricted s
disclosed in Note 3 and Note 21,

Cash and Cash Equivalents - Cash and cash equivalenis inelude nvestients in sertain instnuaments
with an original maturity of three months or less, excluding amounts whose use is limited by donor
designation or other arrangements wnder trust agreements that, at tloes, may exceed federally
insured limits, In addition, cash squivelents ray, st times, be invested o ddstruments not covered by
federal insurance. The Hospital's deposita exceeded federal depository insurance limits as of
September 30, 2010 and 2009, However, the Hospiml has not experienced any lossed in such
socounts or instruments, and management believes the Hospital ig not exposed to uy significan
credit risk on cash and cash equivalents,

Tuventories - Inventories, consisting principally of supplies and pharmaceuticals, are stated at the
lower of cost (first-in, firgt-out) or market.

Promises to Give - Unconditional promises to give cash and other assels o the Foundation are
reported at fair value at the date the promise is received, Unconditional promises to give ere
revorted as temporarily or permanently restricted support if they are received with donor stipulations
thutt Himit the uge of the donated assets, :

Tuvestments - Investments in equily securities with readily determinable fair valnes and all
investnents in debt securities are measured at fawr value in the combined balance sheets. Investment
acome oy loss (including realized guins and losses on investments, interest and dividends) is
imeluded in the excess of revenues and gaing over expenscs unless the income oy loss is restricted by
denor or lvw. Unrealized galns and losses on investments are excluded from the excess {deficiency)
of revenues and gains over expenses unless the invesiments are trading securities, None of the
Hospital’s investments are trading scourities.

A decline in the market vahie of an investment seeurity below its cost that {s designaed to be other
ihan temperary 8 recognizsd twough an impaivment charge. The hnpaivment chiarge is inclnded in
the expess of expenses over reveates aod piins in the comibined slatoments of gperations and
chanpes in uet assuts, and i new eost basis i8 ¢xtahlished (see Note 9),

Investment securities are exposed to various risks, such as interest rate, markef and credit risks, Due
to the level of risk associated with certain investment securities, it is possible that changes in the
values of investment securities could occur in the near term and that sueh changes could materiaily
affect the investment balances and activity reflected in the combined finsneial statereents. The

Hospital maintains a diversified portfolio of investments and is uetively monitoring the financial
avieate
mariels,
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THE WESTERLY HOSPITAL AND SUBSIDIARY
(A Controlled Affiliate of Westerly Hospital Health Care, Inc.)
NOTES TO COMBINED FINANCIAL STATEMENTS

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Assets Limited as to Use - Assets limited as to use primarily include assets restricted by donors,
ets held by trustees under indenture agreements and desigriated assets set aside by the Board of
Trustees to function as endowment, over which the Board retains gontrol and at its discretion may
use for other purposes.

Property, Plant and Equipment - Property, plant and equipment acquisitions (hat individually
exceed $1,500 are recorded at cost. Depreciation is provided over the estimuated uselul fives of the
aseets, 3-30 yeers, on a siraight-line basis. Equipment under capital lease obligations is amortized o
the straight-line method over the shorter period of the lease term or ecstimated usefu! life of the
equipment.  Such amortization is ineluded in depreciation in the combined financial statements.
Maintenance and repairs are charged to expense as ineurred, and renovations that extend the original
expected lite of the related assets are capitalized.

Gifis of long-lived assets such as land, buildings or equipment are reporied ag prrestrivted support
and are exchided from the cxesss of revenues and gaing ovur expenses, wnless explivit donor
stipulutions specify how the douated assets must be used, Gifts of long-lived assety with explicit
restrictions that specify how the assets are to be used and gifts of cagh or other assets that must be
used fo ascouire long-lived assets are reported ay resiricted support. Without explicit donor
stipulations about how long those tong-Hved assets must be maintained, expirations of donoy
restrictions ave veperted when the denated or acquired long-lived assets are placed in service.

Deferred Financing Costs - Deferred financing costs are amortized over the lives of the related
revenue bonds,

Net Patient Service Rovenne - The Hospital has agreements with third-party payors that provide for
payrents to the Hospital at amounts diffevent from its established rates, Paymen! arrangements
include prospectively determined rates per discharge, reimbursed costs, discounted charges and per
dies payments, Net patient service revenue is reported at the estimated net realizable amounts from
patients, ird-parly payors and others for services rendered, including estimated refroactive
adjustments vnder reimburserment agreements with third-party payors. Refroactive adjusnents are
certed o an estimated basis in the period the related services are rendered and adjusted in future
periods as final settlements are defermined.

Restricted and Unrestricted Revenne and Support - Contributions received are recorded as
unrestricted, temporarily restricted or permanently restricted support, depending on the existence
and/or nature of any donor restrictions.

Support that 16 resiicted by the dovor is reported as an increase in unrestrictsd net assets if the
iotion expives in the reporting period in which the support is recognized, All other donor-
s support 18 reported as an increase iy temporarily or permanently restricted net assets,
depending on the nature of the restrietion. When a restriction expires (that is, when a stipulated time
costriction ends or purposs restriction s accomplished), temporarily restricted nel assets are
reclassified to wunrestricied net assets snd reported in the combined staternents of operations and
changes in net assets & net assets released from restrictions,

-G,
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THE WESTERLY HOSPITAL AND S8UBSIDIARY
(A Controlled Affiliate of Westerly Hospital Health Care, Inc.)
NOTES TO COMBINED FINANCIAL STATEMENTS

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Assessments - Duriag 2010 and 2009, the State of Rhode Island nssessed a licensing fee to all
Rhode Island hospitals based on each hospital’s gross patient revenue. The licensing fee expense
included in supplies and other expenses in the accompanying combined statements of operationg and
changes innet assets was $3,807,403 and $3,539,544 for.2010 and 2005, regpectively.

Malpractice Insurance Coverage and Esthnated Malpractice Costs - The Hospital maintaing its
matpractice coverage on a claims-made basis and has renewed its policy for fiscal year 2011, The
provision for estimated medical malpractice claims inclodes estimates of the ultimate costs for both
reported claims and elaims jncurred but not reported.

Charity Care and Provision for Bad Debts - The Hospital provides care to patients who meet
certain criterin under its charity care policy without charge or at amounts less than itg established
rates. Because the Hospital does not pursue collection of amourts determined o qualify as charity
care, such amounts are not reported as revenue.

The Hospital grants evedit without collateral to patients, most of whom are local residents and are
insured under third-party arrengements, Additions to the allowanee for uncoliectible accounts atc
made by means of the provision for bad debts. Accounts written off as uncolleetible are deducted
from the allowance and subsequent recoveries are added. The amount of the provision for bad debts
is baged vpon management’s agsessment of historical and expected net collections, business and
cconomic conditions, trends in federal and state governmental healthcare coverage and other
collection indicators,

Nonoperating Gains and Losses - The Hospital records uwestricted investment income from
endowment funds and board-designated assets as nonoperating gains within the combined staternents
of operations and changes in net assets. All gifts and prants are considered w he available for
general use, unless specifically restricted hy the donor, and ars recorded al fair market value ot the
date received,

Donated Services - A substantial number of unpaid volunieers have made significant contributions
of their time to the Hospital’s programs and supporting services. These contributed services are hot
recorded as contributions in the combined financial statements,

Srate Unemployment Compensation Method - The Hospilal uses the self-insurance method for
unepiployment insueance under which the Hospital reimburses the State of Rhode Island for gofual
wmemployment benefits paid by the State,

Assot Retirement Obligations - The Hospital has recognized @ liability related to certain of the
Hospital's pipe coverings and floes Hles that contain asbestos that must be removed upon demolition
or upon extensive renovation. As asset retiremant obligation of $1,412,870 and $1,389,257 has been
included on the accompanying combined balance sheets as of September 30, 2010 and 2009,
respectively,  Accretion expense of $23,613 was recognized by the Hospital during 2010, The
Hospital expects to, and has the gbility to, continue to maintain and operate its resnaining buildings
without undertaking any activities that would require renioval of the asbestos.

10~
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THE WESTERLY HOSPITAL AND SUBSIDIARY
(A Contralled Affiliate of Westerly Hospital Health Care, Inc.)
NOTES TO COMBINED FINANCIAL STATEMENTS

NOTE 2 « SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Subsequent Events - In preparing these combined financial statements, management has evaluated
subsequent events through March 3, 2011, which represents the date the combined financial
statements wete available to be issued,

NOTT 3 - RESTATEMENT OF ENDOWMENT NET ASSETS

In 2009, the Rhode Island Prudent Management of Institutional Funds Act (RIPMIFA) became
effective and applies to the Hospital.

Accordingly, the Hospital adopted the principles of FAS 117-1 effective as of the beginning of the
fiscal year ended September 30, 2009, This resulted in the reclassification of accurmulated unspent
investment returns of $1,953,342 from unrestricted nel assets to temporurily restrivted net ausets, os
more fully described in Note 21. The adoption of RIPMIFA also resulied in a reclassification of
$1,811,787 from permanently restricted net assets to temporarily restricted net assets. The amount
of this reclassification represented the amount by which the permanently restricted funds were
increased in order o maintain the purchasing power of the fund, as previously required by the
Uniform Management of Institutional Funds Act.

These reclassifications are shown as a cumulative effect of change in accounting principle in the
accornpanying combined financial statements.

NOTE 4 - CHARITY CARE

The Hospital maintains records to identify and monitor the level of charity care it provides, These
records include the amount of charges foregone for services and supplies furnished under its charity
care policy, the estimated cost of those services and supplies, and squivalent service statistica.

The following information surmmarizes charity care provided during the years ended September 30,
2010 and 2009;

L2000 2809

Charges Foregone, Based on Established Rates § 2204887 % 1,091,713

The Hospital alse subsidizes the cost of treating patlents who are on govermment assistance wherc
reimbursement 1s below cost

41-



THE WISTERLY HOSPITAL AND SUBSIDIARY
(A Controlled Affiliate of Westerly Hospital Health Care, luc,)
» NOTES TO COMBINED FINANCIAL STATEMENTS

NOTE 5 - NET PATIENT SERVICE REVENUE

The Flospital hes agreements with third-party payors that provide for payraents o the Hospital at
amounts different from its established rates, A summary of the payment arrangements with major
third-party payors {ollows;

Medicare - Inpatient acute care and certain outpatient gervices vendered to Medicare program
beneficiaries are reimbursed at prospectively determined rates. Inpatient rates vary according to
a patient clagsification system that is based on clinical, diagnostic and other factors, Payments
for outpationt services are based on ambulatory payment classifications.

The Hospital is paid for certain cost reimbursable items at a tentative rate, with final settlement
determined afier submission of annual cost reports by the Hospital and audits thereof by the
Medicare fiscal intermediary. The Hospital’s classification of patients under the Medicare
Prospective Payment System and the appropriateness of their admissions are subject 10 an
independent review by a peer review orgenization under contract with the Medicare program
The Hospital’s Medicare cost reports have been audited by the Medicare fiscal intermediary
through September 30, 2008, Management does not believe that future settiements will have 4
material impact on operations.

Blue Crass - The Hospital is reimbursed at prospectively determained rates for inpatient services
provided to Blue Cross patients. Qutpatient services are reimbursed in aceordance with &
negotiated fee. Both inpatient and outpatient services are reimbursed on predetermined volumes,

prospective rating contract. Under the contract, reimbursement rates are determined in advance
based on budgeted costs and anticipated patient care statistics for the applicable year, as
negotiated and agreed to by the third-party contractual agencies, Adjustmenis to anticipeted
pafient carc atatistics are made at year eud in accordsnce with provisions in the contract that
recognize actual volume and intensity stalistics. Settlernents have been reached with Medicaid
through September 30, 2004, Management does not belivve that future settlements will have a
material impact on operations,

% Medieajd - The Hospital is reimbursed for charges to Medicaid patients under the terms of a

United Health Plans of New England, Inc, - The Hospital is reimbursed for inpatient services
provided to United Health patients on a negotiated per diem rate.  Outpatient services are
reimbursed in accordance with a predetermined fec schedule,

Laws and regulations governing the Medicare and Medicaid programs are complex and subject 10
interpretation. Compliance with laws and regulations can be subject to future govemment review
and interpretation as well as significant regulatory action. Failure to comply with such laws and
regulations can result in fines, penalties and exclugion from the Medivare and Medicaid programs.
The Hospilal belicves it is in compliance with all applicable laws and regulations,
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THE WESTERLY HOSPITAL AND SUBSIDIARY
(A Controlled Afiiliate of Westerly Hospital Health Care, Inc.)
NOTES TO COMBINED FINANCIAL STATEMENTS

NOTE 6 - OTHER REVENUE

Othier revenue for the years ended Sepieaber 30, 2010 and 2009, comprises the following:

2010 2009
Moergan trast income % AL298 % 307,625
Cafeteria sales LU, AR2 177,733
Pharmacy sales 1,520 1,142
Rental income, service fees and other 13060989 B69,797

$ 1,809,187 § 1,356,287

NOTE 7 - PATIENT ACCOUNTS RECEIVABLE

Accounts receivable are presented in the combined balance sheets net of an allowance for doubtful
accounts of $5,146,027 and $6,635,205 at September 30, 2010 and 2009, respectively. The Hospital
provided $5,962,284 and 37,249,449 for uncollectible patient accounts during the years ended
September 30, 2010 and 2009, respectively, Accounts are written off when all collection offorts
have been exhausted. Recoveries of approximately $1,100,000 and $1,200,000 were netted against
the provision for uncollectible accounts for the years ended September 30, 2010 and 2008,

respectively.

NOTE 8 - PROMISES TO GIVE

Unconditional promises to give as of September 30, 2010 and 2009, are expscted to be collected as

follows;
2010 2009
Within one year 3 11,950 § 113,231
Within two to five years . 7,465
Total contributions receivable 11,950 120,696
css discounts to net present value and reserve
for uncolleetible pledges o [12,142y
Net Unconditinnal Promises to Give % {08,554

The discount rate used in calculating the present value of promises to give for the years ended
September 3¢, 2010 and 2009, was 3.4%.

” OFf the promises to give, $:0- and $74,000 is dus froms The Westerly Hospital Auxiliary, loc., o
related party, ag of September 30, 2010 and 2008, respechvely.
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THE WESTERLY IIOSPITAL AND SUBSIDIARY
(A Controlled Affiliate of Westerly Hospital Health Care, Inc,)
NOTES TO COMBINED FINANCIAL STATEMENTS

NOTY § - ASSETS LIMITED AS TO USE

The following information is presented as of September 30, 2010 and 2009, reparding assets whose
use ig restricted by donors or limited by the board:

2010 2009
Cash and short-term investments $ 1,925462 & 1,962,780
Marketable equity securitios 13,635,129 10,638,635
Other investments, primarily bonds 5.366.770 7.110,573

$ 20,927,361 % 19,711,088

The following information is presented as of September 30, 2010 and 2009, regarding assels
invested by trustee under Joan agreemnent.

2010 2009
Casgh and short-term investments $ 1,316,657 § 1277,983
Other investments, primarily bonds 646,513 618,864

% 1,963,570 § 1,896,847

The following information is presented as of Septernber 30, 2010 and 2009, regarding assets held in

trust:
2010 2009
Cash and short-term iovestments 3 128,888 % Aha T
Marketable equity securities 4268,042
Other investments, primarily bonds 3,159,621

$_ 7,356,551 7,290,244

Included in interest and investment Heome is an investment impaivment charge totaling $10,608 and

$461,557 for the years ended September 30, 2010 and 2009, respectively, to reflect cther than
temporary declines in the fair rrarket valie of certain equity securities,

Investment income is stated net of management fees and expenses, which were $72,241 and $69,626

for the years ended September 20, 2010 and 2009, respectively.

At September 30, 2010, investments with market valuz below cast for 12 months or more included
cestain equity and bond sceurities with market values of $3,680,683 and $10,194, respeetively, and
pnrealized Josses of $1,540,842 and $160, respectively. Investments with market value below cost
for less than 12 months at Seplember 30, 2010 imchuded certain equily and bond securities with &

market value of $3,408,104 and $175,593, respectively, and an unrealized loss of §425,272 and

e
$4,811, reapectively.
’ 4.
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THE WESTERLY HOSPITAL AND SU BSIDIARY
(A Controlled Affiliate of Westerly Hospital Health Care, Inc.)
NOTES TO COMBINED FINANCIAL STATEMENTS

Property, plant and equipment at September 30, 2010 and 2009, comprises the following:

2010 20409

Land and land improvemems b 2,450,120 § 2,428,957
Puilding and building improvements 43,905,408 43 510,583
Equipment 63,691,732 63,178,602
Construction in progress 1,965,142 122,865

112,012,408 109,241,007
Less accumulated depreciation and amortization 15511393 70,944,653
Net Property and Equipment $ 36,501,015 % 38,206,354

NOTE 11 - LONG-TERM DEBT AND FUNDS INVESTED BY TRUSTEE

The Hospitad has ¢ 6.25% secured promissory note payible in monthly installments of $40,493 until
June 15, 2014, After June 15, 2014, the interest rate will be adjusted to either 150 bagls points
greater than the baok’s five- or ten-year cost of funds or the then 30-day LIBOR rate. It is the
Haspital's option which rate (o choose. The final payment is due June 15, 2024,

In January 1994, the Rhode Island Health and Bducational Building Corporation {ssued $20,485,000
of Hospital Finaneing Revenue Bonds - The Westerly Hospital Issue - Series 1994 (the Hondsy on
behalt of the Hospital pursuant to the Loan and Trost Agreerent dated January 15, 1 4G4 (the Bond
Agreement). The terms of the Bond Agreement stipulate that interest will be paid ot rates betwien
2.75% and 6% per annum, with semiannual prineipal instaliment payments pomingncing July 1,
1594 and throngh July 1, 2015, :

The terms of the Bond Agreement require that the Hospital make quasterly deposits to the trustee
that are sufficient to provide for the payment of principal and interest due on the honds. Such
deposits are included in assels limited as to use, The Rond Agreement also requires the Hospital to
maintain a certain debt coverage rafic.
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THE WESTERLY HOSPITAL AND SUBSIDIARY
(A Controlled Affiliate of Westerly Hospital Health Care, Inc.]
NOTES TO COMBINEYD FINANCIAL 8T ATEMENTS
NOTE 11 - LONG-TERM DEBT AND FUNDS INVESTED BY TRUSTEE (Countinved)
Long-term debt is comprised of the follawing at September 30, 2010 and 2009

2010 2009

6.25% secured promissory note, principal maturing
June 15, 2024, monthly installments are $40,493,

interest is 6.25% until June 15, 2014 $ 4,451,767 8 4,648,708
Series 1994 Tax-Exempt Revenue Bonds, principal

maturing in varying annuel amounts, due July 1,

2019, collateralized by a lien on certain equipment 2,610,000 9,315,600
7.72% mortgage loan, payable in menthly

installments of $6,274, including interest,

collateralized by a mortgage on certain property 711,430 730,226

13,773,197 14,693,935

Less current installmerts 984,831 925,659
Total Long-Term Debt $ 12,788,366 § 13,768,276

The aggregate maturities of long-term debt for the next five years and thereafler are as follows:

Year Ending September 30

2011 $ 984,831
2012 1,045,266
2013 1,106,721
2014 1,174,262
2015 1,247,963
Thereafiar 8,214,154

$ 13,773,197

The Hospital has a $3,500,000 secured line-of-credit agreement with a bauvk ag of September 30,
2010 and 2008, The Hospital had ownstanding borrowings of $3,066,767 and 82,433,264 apainst the
tine of credit as of Septernber 30, 2010 and 2009, respectively, This amount is included within lings
of credit on the accompanying combined balance sheets, Intersst is payable on the outstunding
balanoe at 150 basis points i excess of the 30-day LIBOR rate, Iiterest was 1.75% and 1.70% at
September 30, 2010 and 2009, respectively. This line-of-credit agreement expires on June 1, 2012,
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THE WESTERLY HOSPITAL AND SURSIDIARY
(A Controlled Affiliate of Westerly Hospital Health Care, Inc.)
NOTES TO COMBINED FINANCIAL STATEMENTS

NOTE 11, - LONG-TERM DEBT AND FUNDS INVESTED BY TRUSTEE (Continued)

The [ospital has & $1,500,000 secured line-of-credit agreement With a pank ag of September 30,
2010 and 2009. The Hospital had outstanding burrewings of $1,500,000 and $-0- against the Jine of
credit as of Sepiember 30, 2010 and 2009, respectively. This amount is included within lines of
credit in the aecamprnying cembined balance shecls. Interest is payable on the ouiztanding balance
at 150 basis poimts in excess of the 30-day LIBOR rate, Interest was 1.75% and 1.70% at
September 30, 2010 and 2009, respectively, This line of credit expires March 1, 2012,

Approximately $11,400,000 in vestments and cash collateralizes the proimissory note and the two
lines of credit,

Under Loan Agreement, Funds Invested by Trustee - Fundy invested by trustee consisted of the
following accounts at September 30, 2010 and 2009, which were astablished in comection with the

long-term debt discussed above:

2010 2009
Debt service rescrve fund $ 1,621,542 & 1,385490
Principal and intergst funds 499 430 398,795
Other . 2554 2,556
Total Funds Invested by Trustee ' $ 1963570 %, {896,847

The principal and inlerest fuinds are used to make semiannuat principal and interest payments, The
debt service rescrve fund represents additional funds that the Hospital is required (o set aside under
the Bond Agresment.

~17-
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THE WESTERLY HOSPITAL AND SUBSIDIARY
(A Controlled Affiliate of Westerly ospital Health Care, Inc.)
NOTES TO COMBINED FINANCIAL STATEMENTS

NOTE 12 - LEASES - CAPITAL

The Hospital leases various equipment under capital leases, The present value of future minimum

capital lease payments is as follows!

Year Ending September 30

2011 § 2,551,443
2012 748,480
2013 565,169
2014 120259

Total minimum lease payments Ty ;625,3‘:‘.3%

Less amount representing interest at interest rates
ranging from 1.30% to 7.94% (292,0897

Present value of net minimum cepital lease payments 3,733,262
Less current portion of capital lease obligations _A2326,753)
Long-Term Capital Lease Obligations $ 1,406,509

“The net book value of equipment under capital lease obligations is §6,808,294,

NOTE 13 - PENSION PLAN

The Hospital sponsors a nonconiributory defined benefit retivement plan covering substantially all
employees called The Westerly Hospital Retirement Plan {the Plan). The Plan provides pension
wenefits, which are based on years of service and compensation throughout the tenn of employment,
and certain death benefits, 1t is the Hospital’s poliey to fund ke meinimum allowed confribuBban,
taking into effect the TRS full-funding limitation, Contributions are intended to provide not only for
benefits atributed to service to date, but also for those expected to be earned in the future.

Tn November 2006, the Plan was amended such that new employees hired after January 30, 2007
wifl not be eligible to participate in the Plan. New cmployees hired after that date will receive a 5%
contribution to the Tax Sheltered Annuity Plan (TSA) once qualified under such plan. Existing
employees (and those hired before January 30, 2007) will remain in (or eligible for) e Plan and will
be eligible for a 1% match under the TSA once gqualified under such plain. Txisting employees may
elect to transfer from the Plan to the TSA and receive an erployer contribution of 5% of theiy saiary

once qualified under the Plan.

GAAP reguires companies to record a liability on the combined balance sheets for the ynderfunded

sstretivement plans, defined as the amount by which the projected benefit obligation

portion of §

exceeds the fair

vahue of plan assets.
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THE WESTERLY HOSPITAL AND SUBSIDIARY
(A Controlled Affiliate of Westerly Hospital Health Cave, Inc.)
NOTES TO COMBINED FINANCIAL STATEMENTS

NOTE 13 - PENSION PLAN (Continued)

The following table sets forth the Plan’s funded status and amounts recogmized in the Hospital's
sombined Baancial statements at September 30, 2010 and 2009:

2010 2009

Change in benefit obligation;

Projected benefit obligation at beginning of year § 46,630,499 & 40,592,391

Service cost 1,722,030 1,507,179

Interest cost 2,790,199 2,609,371

Henefits paid (1,478.491) (1,387,741)

Actuarial loss 4339731 3309299
Projected Benefit Obligation at End of Year 54,00 46,630,499
Change in plan assets:

Fair value of plan assets at beginning of year 30373337 29,869,598

Actual return on plan assets 213514 396,977

Contributions and transfers 1,035,288 1,494,503

Benefits paid (1478481 (1,387,741

Tair Value of Plan Asse(s at End of Year 33,547,648 30,373,337

$ 20456320 % 16,257,162

Accrued Pension Cost

The following table seis forth the unrecognized iterms impacting the Plan;

20190 2009

Unrecognized loss from past experience diffexcnt
from that assumed and effects of changes in

assumptions $ 20,695,927 § 17,461,524

The accumulated benefit obligation at the end of 2010 and 2009 was $48,350,539 and $41,583,268,
respectively. The measurement dates are Septermber 30, 2010 and 2009,

The following weighted average assumnplions were used to determine end of year henefit obligations:

L2010 . 2009
Discount rate 5.50% £.00%
3.00 3.00

Rate of compensation increase



THE WESTERLY HOSPITAL AND SUBSIDIARY
(A Controlled Affiliate of Westerly Hospital Health Care, Inc.)
NOTES TO COMBINED FINANCIAL STATEMENTS

NOTE 13 - PENSION PLAN (Continned)

Net periodic pension cost for 2010 and 2009 included the following components:

2010 2009
Service cost - benefits earnad during the pericd $ 1,722,030 $ 1,507,179
Interest cost on projecied benefit obhigation 2,790,199 2,609,371
Expected return on asssls (2,578,906) (2,472,901)
Recognized net actuarial Joss 971,120 530,641
Net Periodic Pension Cost § 2,504,443 § 2,174,250

The following weighted average assumptions were used 1o determine net periodic pension cost:

2010 2009
Discount rate 6.00% 6.75%
Expected return on plan assets 8.50 8.50
Rate of compensation increase 3.00 450

The Hospital expects to contribute approximately §$3,700,000 to the Plan during the upcoming year.

Expected benefit payments:

2011 $ 1,731,574
2012 1,862,730
2013 2,121,255
2014 2,373,581
2015 2,472,505
2016-2020 16,144,488

The asset allocation for the Plan at the end of 2010 and 2009, and the {arget allocation for 2010 by
asset category, are as follows:

Percentage of

Target Plan Assets at
Allocations September 30
Asset Category , 2010 2010 2009
Equity 50% S4% 52%
T'ixed income 40 42 40
Cash equivalents 10 4 8

[l
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THE WESTERLY HOSPITAL AND SUBSIDIARY
(A Controlled Affiliate of Westerly Fospital Health Care, Inc.)
NOTES TO COMBINED FINANCIAL STATEMENTS

NOTE 13 - PENSION PLAN (Continued)

The Plan’s investment policy includes a mandate to diversity assets and invest in a varisty of asset
classes (o achieve u goal of three-year average of 10%. The Plan’s assets ave currently invested in a
variety of funds representing most standard equity and debt security classes. While no significant
changes in the asset allocation are expected during the upcoming year, the Hospital may make
changes at any time.

GAAP has estiablished a fule value hicrarehy {hat privritizes the inputs 10 valugtion teehnigues 1o
meagure falr vadue, Highest vank s given o wnadjusted quoted prices in active markets for identical
agsets (Level 1Y und Jowest ruok anabservable inputs (Level 3), Investments are vanked baged on
the lowest level of input that is significant to their fair value measurement.

The fair values of all Plan assets of the Hospital are determined using quoted prices in active markets
for identical assets (Level 1, as defined in the fair velue hievarchy established by GAAY - see
Note 20).

The [air values of the Hospital’s pension plan assets at September 30, 2010 by asset class are as
follows:

Assel classes:

Bquity investments - common stack $ 17,914,711
Fixed income 13,913,697
Cash snd cash equivalents 1,547,224
Convertible securities and other Y2
Total Pension Plan Assets $_.33,547,64

The Hospital also provides an employer funded apnuity plan covering substantially all empioyees.
Hospital coniributions 10 the annuity plan totaled $189,178 and $256,366 during 2010 and 2009,

respectively.

NOTE 14 - COMMITMENTS AND CONTINGENCIES

The Hospita! is presently a defendant in severnl pending medical malpractice and other suits. Allof
these suits are being defonded by commse! of the Hospital's fnsurance carriers, In the epinion of the
Hospital's management, any sefilements or judgments of these sty will be soverad by inswance
will bave no sigaificant adverse effect on the finaneial position vr results of aperations of the

aried

flospital.

21~



! THE WESTERLY TOSPITAL AND SUBSIDIARY
(A Controlled Affiliate of Westerly Hospital Health Care, Inc.)
NOTES 10O COMBINED FINANCIAL STATEMENTS

NOTLE 14 » COMMITMENTS AND CONTINGENCIES (Continued)

The Hospital has made a $3,500,000 line of credit available to Atlantic Medical Group, an affiliated
organization under common management and control, The Jine of credit expires on June 30, 2013,
Outstanding balances on the line of credit beur interest at Prime minus 1%, There were no balances
outstanding as of September 30, 2010.

The Hospital has also guaranteed a building and equipment lease entered into by North Stonington
Health Center, Inc,, an affiliated organization under common management and contral, The lease
has @ 25- year tenn and provides for annual base rental payments of $686,400 for the building and
equipment, plus reimbursement of certain operating vapenses of apyproximately §1R0,000 per year,
The equipment portion of the lease pravided [ov the purchase of mpipment valued at approximately
$730,000, and is amortized over a 10-year period, i which time the fse renfal payments will be
reduced accordingly.

NOTE 15 - OPERATING LEASES

R TR

Rental expense under all significant operaling leases was 735,153 and $750,502 for the years ended
September 30, 2010 and 2009, respectively, At September 30, 2010, future minimurn lease
payrnents under noncancelable operating leases arg as follows:

Year Ending September 30

Ei 2011 $ 380,544
2012 235,000
2013 235,000

2014 235,000

§ 1,085,544

P

i

NOTE 16 - DISPROPORTIONATE SHARE

it

The Federal government has long recognized the financial burdens that are bome by hospitals that
serve an wnusually large number or “disproportionate share” of low-income patients. The Hosgpital
received disproportionate share peyments of $3,008,630 and $3,556,598 for the years ended
September 30, 2010 and 2009, respectively. These amounts are included in net patient revenue on
the accompanying combined statements of operations and changes in net assels.



L THE WESTERLY HOSPITAL AND SUBSIDIARY
{A Controlled Affiliate of Westerly Hospital Health Care, Inc.)
f?é NOTES TO COMBINED FINANCIAL STATEMENTS

NOTE 17 - CONCENTRATION OF CREDIT RISK

The Hospital grants credit withous collateral to its patients, most of whom are local residents and are

§ insured under third-party payer agréements. Revenues from patients and third-parly payors were as
follows:
% 2010 2009
Medicare 37% 39%
% Medicaid 2 2
Blue Cross 23 23
Qther third-party payors 34 33
% Patients 4 3
g 100% 100%
g NOTE 18 - RELATED PARTIES

The following amounts were due ta the Haspital from related parties at September 30, 2010:

i CHO.W. 5 52,357
Women’s Health of Westerly, LLC 102,152
% Atlantic Medical Group, Tne, 350,000
Notth Stonington Health Center, Inc, 365,080
g 5 869,589
During 2010, the Hospital incurred $4,915,318 in capital transactions with affiliates, which is
Eg reflected on the accompanying combined statement of operations and changes in net assets. These
capital transaciions ocourred with the following affiliates:

Atlantic Medical Group, Inc. $ 3,676,242
Women’s Health of Westerly, LLC 1,228,076
Eldereval, LLC ’




Gt

e

E}

e faed FERES ooyt ronsan

25

kges
R

THE WESTERLY HOSPITAL AND SUBSIDIARY
(A Controlled Affiliate of Westerly Hospital Healih Care, Ine.)
NOTES TO COMBINED FINANCIAL STATEMENTS

NOTE 19 - FUNCTIONAL EXPENSES

The Hospilal provides general healthcare services (o residents within its peograpiic iocation,
Hxpenses related to providing these services are as foillows:

2019 2009
Heultheare services $ 60,038,869 § 56,466,938
Provigion for uncollectible accounts 5,962,284 7,249,449
Geneoral and adminigtrative 21,171,095 20,481,617
Interest 1,306,259 1,377,482
Depreciation and amortization 4,592,213 4.450,501

$ 93,070,750 & 90,025,987

NO'TE 20 - FAIR VALUE OF FINANCIAL INSTRUMENTS

JAAP bas established a fair value Ijerarchy that prioritizes the inpuis o valuation teehmigues o
mensure fair value, Ilighest rank is given to unadjusted quated prices in active markets Tor identical
assete (Level 1) and lowest rank to unobservable inputs (Level 3). Investments are panked bassd on
the lowest level of input that is significant to their fait value measirement. The three levels of the
fair value hierarchy are described below: .

Level 1 - Quoted market prices (unadjusted) in active merlets for identical assets or Habilities
(o which the Hospital has the ability to access at the measurement date.

Level 2 - Inputs and informetion other than quoted market indices included in Level [ that are
ohservable for the asset or lability, cither divectly or indirectly, and the Hopspital bas the ability
10 redeem the asset or lability in the near term subsequent to the measurement date.

Level 3 - Unobservabie inputs are ubed to measurs the fair value to the oxtent that observable
inputs are not available, and the Hospital does not have the ability to redeem the asset or

Tiability in the near term subsequent (o the measureiment date,

The foliowing methods and assumptions were used 1o estimate the fair value of cach class of
financial instruments for which it is practicable ta estimate that value.

Cash and Cash Equivalents - The carrying amount approximates fair value because of the short
maturity of these instruments.

Tnyestments - The fair value of certain investments is estimated based on quoted market prices or
estimates of fair value for those or similar investments.
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l THE WESTERLY HOSPITAL AND SUBSIDIARY
(A Controlled Affiliate of Westerly Hospital Health Care, Inc.)

‘“3 NOTES TO COMBINED FINAN CIAL STATEMENTS
% NOTE 20 - TAIR VALUE OF FINANCIAL INSTRUMENTS (Continued)

Bonds and Notes Payable - The astimater fair market value of the Hospital's long-ternn debt at
September 30, 2010 is approximately $13,825,000, estimated using discownted cash low analysis,

«

based on current incremental borsowing rates for similar types of borrawing arrangements,

Assets Measured at Fair Value on a Recwrring Basis - The following is a summary of the source
of fair value measurements for assets that arc meastred at falr value on a recurring hasis as of

September 30, 2010:

i

rrannd

 Fair Yalue Messurements Ushng
Deseription September 36, 2010 Levell  Lewel2 Level 3

Cash and cash
squivalents b 2,413,242 3 2,413,242 B “ hY

Assets whose se is

restricted by doners

ar limited by the

Board 20,927,361 20,927,361

s EER

Promises to give, net 11,550 . - 11,850

e

Under loan
agreement, funds

" inivested by trustee 1,963,570 1,563,570 «
E% Funds held in trusr 3 7,556,851 o . 7,556,551
Total k3 32,872,674 % 253404,173 % “ $ 7,568,501

Assets Measured at Fair Value on a Recurring Dasis Using Significant Upobservable Inputs
(Level 3) - The following is & summary of the changes in the balances of investments and promiscs
fo give measured at fair value on a recurring basis using significant unobservable inputs:

%i Funds Held Promises to

, in Trust Grive, Net

E‘g Talance - beginning of year b 7,290,244 108,554

- Net realized gains 280,625 .

. Net unrealized [osses (14,318) .

B Collections ~ (660D
Ralance - Bnd of Year $ 7,556,351 11,9640

T

Punds held in trust represent the right to receive a future stream of payments from the trust. The
underlying assets in the trust would be classified as Level 1ifthe Hospital held them directly.

st
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THE WESTERLY HOSPITAL AND SUBSIDIARY
(A Controlled Affiliate of Westerly Hospital Health Care, Inc.)
NOTES TO COMBINED FINAN CIAL STATEMENTS

NOTE 21 - ENDOWMENT

The Hespital's endowanent comsists of approximately 10 individua! funds established for s variety of
putposes. [y endowment inchides both denor-restricted endownsent funds and funds designated by
(e Board of Trustees to lnction a3 endawinents. As required by (JAAP, et assets associated with
endowment funds, including funds désipnated by the Board of Trustees to function as endowments,
are classified and reported based on the exisience or absence of donor-imposed restrictions.

futerpretation of Retevant Law - The Hospital has pteepreted RIPMIFA a8 requiviag the
preservation of the fair value of 1he original gift as of the gifl date ol the dunnr-testricied endowment
funde absent explicit donor stipulations to M conrary.  As o resalt of fhig interpretation, the
Hospital classifies as permanently restricted net assels (a) the original value of gills dorated to the
permanent endowiment, (hy the original value of subaequent gifls w the permanel sndawment, aet
(ey aecurulations o the permanent endowment made in accardance with the direction of the
applivable donor gift patryment b the dme the acernulation s added to the fund. Live vemaining
portion of i donoe-restricted endowment Gd fhat is net classified in permanently restricted net
assels i classified as wmpovily cestrivied net assets unlil those amaunts are apprapriated for
expenditure by the Hospital in & menner congistent with the standard of prudence preseribed by
RIPMIFA. In accordance with RIPMIFA, the Hospital considers the following factors in muking a
deternination to appropriate from accumulated donor-yestricted endowment foruls:

® The duration and proservation of the fund

s The purposes of the Hospital and the donor-restricted endowment fund

. (ieneval economic conditions

) The possible effect of inflation and deflation

& The expected total retun from income and the appteciation of investrents

B Other resources of the Hospital

. The investment policies of the Hospital

® The expected tax consequences, if any, of investment decisions or strategles

® The role that each investment or course of action plays within the overall investment
portfolio ol the fund

J The necds of the Hospital and the fund to make distributions to preserve capital

a Ay asset’s special relationship or special value, if any, 1o the chaitable purposes of the
{ospital

"V
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THE WESTERLY BOSPITAL AND SUBSIDIARY
(A Controlled Affiliate of Westerly Hospital Health Care, Inc.)
NOTES TO COMBINED FINANCIAL STATEMENTS

NOTE 21 - ENDOWMENT (Continued)
Endowment net asset composition by type of fund is as follows as of September 30, 2010:

Temporavily  Permanently

Unrestricted _ Restricted Restricted Total
Donor-resiricted '
endowment funds 3 . § 3,513,444 § 4,744,092 § 8,257,536
Rourd-designated
esndowment funds 12,368.211 ( . - 12,368,211
Total § 12,368211 $  3,513.444 8 4,744,002 § 20,625,747

Changes in endowment net assels arc as follows for the year ended September 30, 2010:

Temporarily  Permanpently

Unrestricted  _ Restricted Restricted Total
Endowment net assets -
beginning of year $ 117296,158 § 3379358 ¢ 4671877 § 18347393
Investment refurn, ’
Investment income 07274 109,469 66,612 483,355
Tnrealized investment
gain 443,946 145,450 5,603 _ 794,999
Total investment return 751,220 454,919 72215 12864
Appropriation of
endowment assets for
expenditure/transfer 320,833 “
Endowment Net Assels -
End of Year $ 12,368,211 & 3513444 3§ 4,744,092 ¥ 20,625,747
T
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THE WESTERLY HOSPITAL AND SUBSIDIARY
(A Controlled Affiliate of Westerly Hospital Healih Care, Inc.)
NOTES TO COMBINED FINANCIAL STATEMENT S

NOTE 21 - ENDOWMENT (Continued)

Yindowment net asset composition by type of fund is as follows as of September 30, 2009

Temporarily  Permanently
Unrestricted Restricted Restricted Total

Donor-restricted
endowment funds b . § 3379358 § 4,671,877 § 2,051,235

Board-designated
endowtnent funds 11,296,158 . ‘ 11,296,158

Total $ 11296158 3% 3379358 $ 4,671,877 § 19,347,393

Changes in endowmeni net asscts arc as follows for the year ended September 30, 2009:

Temporarily  Permanently
Unrestricted Restricted TRestricted  Total

findowment nct assets - '
beginning of year $ 13,831,134 § . § 6,430,642 $ 20,261,776

Net asset reclagsifications
based on change in law (1,253,342) 1,765,129 (LBIVIRTY e
11,877,752 3,765,129 4,618,855 20,261,776

Inwvestment return:
Investment ncome 272,370 162,049 RE 534,304
Uinrealized investment
loss (354,204} (168,208) (16,661 {539.075)
(81,6545 23,841 53092 . (47717

Trtal investment vehwn f

Approgriation of
endowment assets for
expenditure (500,000)

FEndewment Net Assels -
find of Year § 1,296,158 % 1379,358 & 4671,877 & 15347353

Funds with Deficiencies - From time (o tinre, the fair value of assels assc iated with individual
eietad endowment funds may fall below the level that the donor or RIPMIFA requires the
ol 16 retain s a fund of perpetual duration, In accordance with GAAP, deficiencies of this
e that are reparfed in unrestricted net assels wers approximately $81,100 and $104,500 as of
Heptember 30, 2010 wisdd 2009, respectively, These deficiencies resulted from unfavarable market
sations and cantirned appropriation for ceriain programs that was deemed prudent by the Board

oy
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THE WESTERLY HOSPITAL AND SUBSIDIARY
(A Controlled Affiliate of Westerly Hospital Health Care, Ine)
NOTES TO COMBINED FINANCIAL STATEMENTS

R i

NOTL 21 - ENDOWMENT (Continued)

Return Objectives and Risk Parameters - The Hospital has adopted nvestment and spending
policies for endowment assets that attempt 10 provide & predictable stream af funding to programs
supported by its endowment while goeking to mainiain the purchasing power of the endewment
assets. Endowment assets include those assets of donor-restricted funds that the Hospital nust hold
in perpetully or fur o donar-specified period(s), as well as board-designated funds.  Under this
policy, as approved by the Bowrd of Trustess, find muanagery ae expected  produce a total retum
exceeding the medien of a universe of managers with similay nsset allovation objectives. On an
annuulized, net-of-fecs basis, the total return of the portfolio will be expecied 1o equal ot exceed
inflation plus 3% cver a rolling three-yeor pariod. Actual retuns in any given year may vary from
this amount,

i

Strategies Employed for Achieving Objectives - The fund shall be allocated across a number of
investment classes to provide diversification and achieve the find’s investmient objectives. The
following table defines the fimd’s target assel allopation and range for each asset class:

Target Max
Asset Class Co_we Wt Represonfafivelndex
Equities 40% 50% 55% 70% Standard & Poor’s 500
g 15% Russell 2000 Value
15% Burope Australia Far Bast
g}% Fixed income 25% 40% 0% 100% Letmnan Bros Jovt./Corp
Cush and equivalents 0% 10% 20% 100% Salomon 30-day US T-bills

This asset allosation plan provides for divessification of assets in an effort tb maximize the
investment rehnn and manage the risk of the fund consistent with market conditions. Due to the
flustuation of market values, allocations within a specified range constitute compliance within the
palicy, An extended period of time may be reguired to fully implement the asset allocation plan, and
seriodic revisions will be reguired.

Spending Policy and How the Investment Objectives Relate to Spending Policy - Disteibutions
franmt the cndowment are specifically approved by the Board of Trustess as deemed {1t 1o meel the
aperating and capital needs of the Hospital. In implementing this spending policy, and subject i the
itent of # donor cxpressed in n pift instrurent, the Hospital may appropriate for expenditure ov
acoumulate o much of its fund as it determyines to be prudent for the uses, heaefits, purposes and
duration for which its fund is established. In making « determination to appropriate or aecumulai,
the Hospital shall act in good faith, with the care that an ordinurily prudént person in a liks position
would exercise under similar ciroumstances.

o
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§ THE WESTERLY HOSPITAL AND SUBSIDIARY
(A Controlled Affiliate of Westerly Hospital Health Care, Ine.)
‘5 NOTES TO COMBINED FINANCIAL STATEMENTS

NOTE 21 - ENDOWMENT (Continued)

The investment program shall invest according to an asset allocation plan that is designed to meet
the goals of the Fund, The plan will be baszd on a mumber of factors, including:

e The projected spending needs;
e The maintenance of sufficient liquidity to meet spending payments, and
¢ The rehun objectives and risk tolerances of the fund as defined in the Investment Philosophy
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The Westerly Hospital
CONSOLIDATED BALANCE SHEET
As of September 30, 2011

Current Assets
Cash and Cash Equivalents

Receivables:
Patient accounts
Less allowances

Met Patient Receivables

Inventories
Prepaid exps and other current assets

Total Current Assets

Board Designated Restr Assets
By Board to Function a5 Endewment
Promises to Give
Under Loan Agreement, Funds Invested
Accumulated Earnings on Permanent Endowment
By Donors for Specific Purpose
By Donor for Permanent Endowment
Held In Trust

Total Restricted Assets
Property and Equipment
Property Plant and Equipment
Less accumulated depreciation
Subtotal
Other Assets
Due from Related Parties
Other Long-term Assets

Deferred Financing Cost, Net

TOTAL ASSETS

Current Prior $ Change $ Change
30-Sep-11 Month 30-Sep-10 Cur-Prior Cur-18
$3.212 $448 $2,413 32,764 §799
33,691 31,977 26,887 1,714 6.804
{24.687) (23,132) (19.551) (1,555) (3,136)
9,004 8,845 7.336 159 1,668
1.537 1,594 1,612 3N (535)
1,395 283 1,167 1,112 228
15.168 11,169 12,528 3.999 2,640
7.440 8,026 12,368 (587) (4,928)
0 0 12 0 12y
2,010 1.689 1.964 321 46
2,275 2.444 3,513 (170} (1,238)
119 119 302 0 (183)
4,827 4,852 4,743 25) 84
3.875 8,155 7,557 (4,280 (3.682)
20,545 25,286 30.45% (4,740} (9.914)
116,567 115,986 111,933 581 4,634
(80,206} (79.723) (75.432) (483) (4.774)
36,361 36,263 36,501 98 (140)
4,162 3,633 870 527 3,292
513 513 513 ()] 0
186 188 216 (2) (24)
$76.937 $77.053 $81.081 (3118) (4,144)




The Westerly Hospital
CONSOLIDATED BALANCE SHEET
As of September 30, 2011

LIABILITIES AND NET ASSETS
Current Liabilities
Line of Credit
Current portion - long-term debt
Accounts payable/Accrued Exp/Other
Accrued Payroll
Third party payable
Total Current Liabilities

Long-term debt, net
Asset Retirement Obligation
Additional Pension Liability

TOTAL LIABILITIES

Net Assets
Unrestricted
Temporarily restricted
Permanently restricted

Total Net Assets

TOTAL LIABILITIES AND NET ASSETS

Current Prior $ Change $ Change
30-Sep-11 Month 30-Sep-10 Cur-Prior Cur-10
4,967 4967 % 4,567 $0 $400
3,452 3,452 3,312 0 140
14,730 10,339 7,209 4,391 7.521
3,547 4,491 3,927 (544) 20
725 805 872 (80) (147)
27,821 24,055 19,887 3,766 7,934
12,374 13,607 14,195 (1,233) (1,821)
1,413 1,413 1,413 0 ()]
26311 20,449 20,456 5,862 5,855
67,919 59,523 55,951 8,396 11,968
(2,077) 1,961 9,002 (4,039) (11,079}
2,393 2,563 3,827 (170) (1,434)
8,702 13,007 12,301 (4.305) (3,599)
9,018 17,531 25,130 (8,514) (16,112)
76,937 $ 77,055 § 81,081 (118) (4,144)




The Wesrerly Hagpis!
CONSOLIDATED STATEMENT OF OPERATIONS

,M Month Year-to-Date M
i Actust Budget $ Change s Change FY z01¢0 N Antond Rudeet £ Chuoye . ﬁfwummw Fy 2010 H
UNRESTRICTED REVENUES:
Inpatient acute 5 £915 % 5435 % Lig & 5,5 5 3 3 R¥1S 0§ {1246} § F3,655
Outpatient acate 12,846 13,331 {354} 12 344 P49 828 157497 {4.86) 145398
GROS5 PATIENT REVENUES 18,761 20367 {263} 18.28% mag 23761 {127 219,054
DEDUCTIONS FROM REVENUE
Covyactuni Aliowance 12,269 12225 44 .36 10,730 134,601 144,035 {9,453} {6.55} 130,508
proportionate Shave &9 53 & - {41} 818 750 {131} + {2103
Uncompensated Care 195 176 ZE 1234 221 } 686 2078 {3893 {18.7 22513
TOTAL DERUCTIONS FROM BREVENUE 12,338 12.454 T2 558 10910 136.91¢ 196,863 {8951 16.78) 132,309
NET PATIENT REVENUES 7228 1478} {6201 7378 3,504 83,754 i1 430y {821} 86,343
TOTAL OTHER OPERATING REVENL 31639 241 3,308 140952 157 2516 2,80} 11330 1E17
TOTAL NET OPRATING REVENUE 10861 3671 7538 Bhaa WIIN 58308 4963 8 482
OPERATING EXPENSES:
Salariey & Wages 2623 3,227 804 872 3,274 39,174 1706 438
Vacation and stk Acorual on 3 15 s27.42) 1 331 an (.33}
Temporary Halp 55 21 {38) {183 043 38 250 {1281 {3030y
Tom Satar pXed ddan a2 1784 1314 38735 LE ER
Employee bonefiss 1.853% 1,149 {3563 3075} 992 13,457 {788} 1588}
Werkers Compensation a8 3 11 ELR 2% 367 137 373y
Professionsl F Eled 40 {161} {11450} 17t ir0e {214y {12.5%)
Med/Surg Supplies 373 491 52} (16,75} s 5886 192 327
p-t 243 {44} {1%.15} 452 A 266 4.4z
plies 198 163 {33} 2012 191 1,565 ©6) (435}
Utilities 120 i32 iz 231 146 1,358 {2} {015}
Purchased Sarvices 743 786 37 478 853 $339 48 @48
Insurance Ho 113 {313 {4542} 135 3358 85 482
Other Expenses 146 &9 {57 (54 58) 164 1,976 3 631
Bad Debts 657 58 {3 £13.65) €510 28 0.4t
Leuses and Rentals {66} 58 124 21360 69% 22 1312
Drepreciation £82 383 [€53] {25.78} 4,500 {59 §2.13}
Invagesy 133 ilg {351 {29.27) 1.422 12 Q.83
TOTAL GPERATING EXPENSES 1957 7,726 £231) €2.893 93581 1214 1.3¢
OPERATIONS INCOME BEFORE RESTRUCTURE 2,904 2i8 1686 {1.22826) ki {3,745 ain {3435 {1.106413 {8001
RESTRUCTURE COSTS « - 1480 454003
OPERATIONS INCOME 2904 219 1088 1132825 7 {5,206} i311Y {88951 (1576573 {800}
NON-GPERATING REVENTE AND EXPENSES:
Lterest Incoms/ Renlized Gain on Sale of Stack 180 - 150 B 9% 1154 - 1,154 - 439
Reatized Gain on Sale of Stwock - # - E - - B - - -
Contributions 109 " 33 6 30.84 123 2,342 1,000 11418 392
Cther than Temporary Loss 267 - 267 - » 167 " - -
MNON-OPERATING REVENUL AND EXPFENSES 336 33 453 54302 253 3563 1,000 15629 83%
EXCESS OF REY AND GAINS OVER EXPENSES 1au) 392 1,13% PR RN 238 {16433 a8¢ 31
Loss o ispairment of Assets . B “ - B . - « - - +
Wet Assers Reteased from Restriceinng 156 u 146 - £21 1,646 E 1446 B
Transfers to Parent Corp (8363 6323 . aen 45573 Q.655) (2.302) .
Appe Velue of Hoxaey end Leffests “ - x - . - - - -
Unrealized Gain/Loss invastments (545) . (545) . 732 93} . (63} f
Minboun Po L Ad [Nt - (IR . JER A 162435 - 52435 -
INCHEC UNREST. NET ASSETS 3 S 3 4 XY 423142 % i1 e ¥ {11,381 & $ima (% 426 AT A 5




Consolidating Statement of Operations
Community Health of Westerly, Inc.

7 Months Ending May 31, 2012

141322801



Q YEARTOWDATE ACTUAL
ONSOLIDA A OF OPERATIO 000 The Women's | Ocean
0 ding 0 Westerly | Foundation North AMG Heaith Myst
Hospital Stonington Of Wstrly | MSO,LLC
Unrestricted inpatient acute 47.388 . “
Revenues: Outpatient acule 98,815 3,374 6.826 2,148 111,166
Charges B B B . -
Qther confractual income - 2,157 572 10
Gross Patient Revenues 146,201 - 3,374 8,985 2,148 572 158,562
Deductions From Gontraciual allowance 90,789 2,169 3.456 1379 97,803
Revenue: [ispropontionate share 1,189 B - 1,189
Uncompensated care 1.043 - - 1,043
Total Deductions From Revenue 93,01 « 2,169 3,456 1,379 ~ 100,038
Net Patient Ravenues 53,170 = 1,205 §,529 770 572
Tota} Other Oparating Revenue 1,053 627 23 - 2 “
TOTAL NET OPERATING REVENUE 54,223 627 1,228 5,629 772 572
QOperating Salaries and wages 23,359 85 1471 3,903 430 356
Expenses; Vacation and sick acerual 206 - «
Ternporary heip 455 - .
Empfﬁyeg bgnﬁﬁts ) 9.750 22 318 769 238 148
Salaries, wages and benefils . “ “
Taolal salaries and benefils 33,770 107 1,488 4672 1,168 504 41,707
Workers compensation 194 - « 194
Administralive fess . . . E .
Net admin & billing afiocations ~ - - «
Professicnal fees ) 1,030 - 93 164 7 63 1.427
Madicalisurgical suppiies 3719 108 110 57 3,995
Drigs , 1,807 13 2 45 1,867
Ofther supplies 1,232 34 5 H 4 1,281
Utiiiles 8g2 12 23 34 1¢ 2 973
Purchased / loased services 7,190 775 1,141 149 8 6,544
fhsurance 888 77 196 172 - 1,331
Baddsbls 4,595 199 64 10 4,860
Leases and renials 270 543 961 148 1 1,923
Depreciation 3,167 87 51 2 3,277
interest 622 5 - B 627
Other expenses 584 g 3 439 7 5 1,102
TOTAL OPERATING EXPENSES 59,958 155 3437 7,834 1,656 587 (2,719} 71,108
OPERATING INCOME {LOSS) BEFORE RESTRUCTURE (5,735 472 {2.208) (2,305} {1.084} (186} ‘ (627) (11,503}
RESTRUCTURE COSTS 1,012 S 1,012
OPERATING INCOME {LDS8} {6,747} 472 (2,208) {2,306} {1,084} (15} {827)1 (12,518}
Non-operating Interest Income .
Items: Reslized pain on ssie of stock 15 60 105 E
Contribistions 117
Other than temporary loss . E -
NON-CPERATING REVENUE AND E4PENSE 232 60 « 106 . ~
REVENUES & GAINS QVER (LUNDERI EXPENSES (6,515} 532 (2,200) {2,200) {1,084} (15}
Other Net Asset « -
Adjustments: Change in Accouriting Priciple « “ =
Transfars to Parent Corp {3,304) 2,340 T82 202
Foundation tmsfrs; net assels releasad 626 {626) . B
Urreslized gainfloss invesimenis 231 {8 . .
Minimum pension fability adjustment - B -
INCREASE/DECREASE IN UNRESTRICTED NET ASSETS {8,962} {102) %203} 140 (322} 187 « i {11,268}




