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Report of Independent Auditors

The Board of Directors
Saint Francis Care, Inc. and Subsidiaries

We have audited the accompanying consolidated financial statements of Saint Francis Care, Inc.
and Subsidiaries (Saint Francis Care), which comprise the consolidated balance sheets as of
September 30, 2013 and 2012, and the related consolidated statements of operations and changes
in net assets and cash flows for the years then ended, and the related notes to the consolidated
financial statements.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits. We
conducted our audits in accordance with auditing standards generally accepted in the
United States. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor’s
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor considers
internal control relevant to the entity’s preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion on the effectiveness of the entity’s internal control.
Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness
of accounting policies used and the reasonableness of significant accounting estimates made by
management, as well as evaluating the overall presentation of the financial statements.

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

A member firm of Ernst & Young Global Limited



Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects,
the consolidated financial position of Saint Francis Care, Inc. and Subsidiaries at September 30,
2013 and 2012, 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.

Change in Presentation of the Provision for Bad Debts

As discussed in Note 1 to the consolidated financial statements, in 2013 Saint Francis Care
adopted the provisions of Accounting Standards Update No.2011-07, Presentation and
Disclosure of Patient Service Revenue, Provision for Bad Debts, and the Allowance for Doubtful
Accounts for Certain Health Care Entities, which resulted in a change to the presentation of the
provision for bad debts on the consolidated statements of operations and changes in net assets
effective October 1, 2012. Our opinion is not modified with respect to this matter.

Supplementary Information

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

financial statements as a whole.
ém ¥ MLL?

February 7, 2014



Saint Francis Care, Inc. and Subsidiaries

Consolidated Balance Sheets

Assets

Current assets:
Cash and cash equivalents
Short-term investments
Assets whose use is limited for current liabilities
Current portion of pledges receivable
Accounts receivable — patients, less allowance

($15,528 for 2013 and $14,196 for 2012)

Accounts receivable — other
Inventories of supplies
Prepaid expenses and deposits
Due from affiliated entities

Total current assets

Assets whose use is limited:
Board-designated
Donor restricted
Held under bond indenture
Held in trusts by others

Assets whose use is limited for current liabilities

Long-term investments
Property, plant, and equipment, net

Other assets:
Bond issuance costs, less amortization
Pledges receivable, less current portion
Other

September 30

2013 2012

(In Thousands)

97,524 $ 89,328
50,685 53,728
4,883 5,076
1,257 1,082
72,901 70,943
4,632 3,804
7,209 7,162
5,829 6,954
1,812 351
246,732 238,428
51,522 42,302
4,286 4,286
4,764 5,993
51,164 48,538
111,736 101,119
(4,883) (5,076)
106,853 96,043
15,209 15,026
468,216 459,048
2,053 2,247
9,481 11,493
7,015 6,767
855550 $ 829,052




September 30
2013 2012

(In Thousands)
Liabilities and net assets
Current liabilities:

Accounts payable $ 37,123 $ 36,765
Accrued payroll and other related expenses 46,219 44,227
Accrued expenses and interest payable 6,550 7,557
Due to third-party reimbursement agencies 14,021 2,994
Current portion of long-term debt 8,819 6,950
Total current liabilities 112,732 98,493
Pension and other accrued expenses 223,617 326,786
Long-term debt, less portion classified as a current liability 258,637 258,965

Net assets:
Unrestricted 178,467 60,543
Temporarily restricted 26,656 31,441
Permanently restricted 55,450 52,824
260,573 144,808

$ 855,559 $ 829,052

See accompanying notes.



Consolidated Statements of Operations and Changes in Net Assets

Net patient service revenue
Less: provision for bad debts

Saint Francis Care and Subsidiaries

Year Ended September 30

2013

2012

(In Thousands)

Net patient service revenue less provision for bad debts

Other operating revenues

Net assets released from restrictions for operations

Total revenues

Operating expenses:
Salaries
Supplies and other
Interest

Depreciation and amortization

Total operating expenses

Net gain on investment activity

Operating income

Interest rate swap activity:

Interest cost on interest rate swaps
Change in fair value of interest rate swaps

$ 758163 $ 735,193
(23,311) (22,029)
734,852 713,164

39,764 44,418
9,519 11,063
784,135 768,645
349,214 329,615
378,361 374,023
11,601 11,965
36,733 36,329
775,909 751,932
8,226 16,713
2,299 332
10,525 17,045
(305) (807)
22,523 (10,315)
22,218 (11,122)
32,743 5,923

Excess of revenues over expenses

(Continued on next page)



Saint Francis Care and Subsidiaries

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

Unrestricted net assets:
Excess of revenues over expenses (continued)
Net asset transfer
Net assets released from restrictions used for capital purchases
Change in pension funding and postretirement obligations
Change in minority interest in subsidiary

Increase (decrease) in unrestricted net assets

Temporarily restricted net assets:
Income from investments
Gifts, contributions, and donations
Net unrealized gain on investments
Grants released from restrictions for renovations
Net assets released from restrictions for operations and
capital purchases
Net asset transfer
Decrease in temporarily restricted net assets

Permanently restricted net assets:
Increase in assets held in trusts by others
Increase 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

2013

2012

(In Thousands)

$ 32,743 $ 5,923
(1,943) (3,966)

3,204 1,376

84,068 (26,209)

(148) (450)
117,924 (23,326)

162 551

9,183 8,972

43 80

(3,447) (2,352)
(12,723) (12,439)
1,997 3,563

(4,785) (1,625)

2,626 5,305

2,626 5,305
115,765 (19,646)
144,808 164,454

$ 2060573 $ 144,808




Saint Francis Care and Subsidiaries

Consolidated Statements of Cash Flows

Operating activities and other gains
Increase (decrease) in net assets
Adjustments to reconcile increase (decrease) in net assets to net
cash provided by operating activities and other gains:
Depreciation and amortization
Bad debts
Change in pension funding and postretirement
obligations
Unrealized gain on investments
Increase in assets held in trusts by others
Restricted contributions and investment income
Decrease in pension and other accrued expenses
Change in working capital, other than cash and
cash equivalents
Net cash provided by operating activities and other gains

Investing activities

Purchase of property, plant, and equipment, net

Decrease (increase) in investments

Increase in other assets

(Increase) decrease in noncurrent assets whose use is limited
Net cash used in investing activities

Financing activities

Principal payments on long-term debt and capital leases
Restricted contributions and investment income

Net cash (used in) provided by 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

Supplemental information
Non-cash financing:
Capital lease obligations

See accompanying notes.

Year Ended September 30

2013 2012

$ 115765 $  (19,646)
36,733 36,329
23,311 22,029
(84,068) 26,209
(2,033) (1,989)
(2,626) (5,305)
(9,345) (9,523)
(19,101) (2,173)
(12,080) (14,592)
46,556 31,339
(34,380) (27,477)
4,893 (29,015)

(248) (920)

(8,184) 8,340
(37,919) (49,072)
(9,786) (6,230)

9,345 9,523

(441) 3,293

8,196 (14,440)

89,328 103,768

$ 97,524 $ 89,328
$ 11,327 $ -




Saint Francis Care, Inc. and Subsidiaries

Notes to Consolidated Financial Statements

September 30, 2013
(Amounts In Thousands)

1. Significant Accounting Policies
Organization

Saint Francis Care, Inc. and Subsidiaries (Saint Francis Care) is a not-for-profit integrated health
care delivery system. Subsidiaries of Saint Francis Care include: consolidated Saint Francis
Hospital and Medical Center (the Hospital and Medical Center), Mount Sinai Rehabilitation
Hospital, Inc., Saint Francis Medical Group, Inc. and Subsidiary, Asylum Hill Family Medicine
Center, Inc., Saint Francis Care Medical Group, P.C. and Saint Francis Hospital and Medical
Center Foundation, Inc.

Basis of Presentation and Use of Estimates

The accompanying consolidated financial statements include the accounts of Saint Francis Care
and Subsidiaries. All significant intercompany accounts and transactions have been eliminated in
consolidation.

The preparation of the consolidated financial statements in conformity with U.S. generally
accepted accounting principles requires management to make estimates and assumptions that
affect the amounts reported in the consolidated financial statements and related footnotes. Actual
results could differ from those estimates.

Temporarily and Permanently Restricted Net Assets

Temporarily restricted net assets are those whose use by Saint Francis Care has been limited by
donors to a specific time frame or purpose. Temporarily restricted net assets consist primarily of
contributions and grants restricted for certain health care services, medical research activities,
and capital replacement. Permanently restricted net assets, which are primarily endowment gifts
and assets held in trusts by others, have been restricted by donors and are to be maintained in
perpetuity.



Saint Francis Care, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

(Amounts In Thousands)

1. Significant Accounting Policies (continued)
Donor-Restricted Gifts

Unconditional promises to give cash and other assets are reported at fair value at the date the
promise is received. The 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. Donor-restricted contributions whose restrictions are met within the
same year as received are classified as unrestricted contributions in the accompanying
consolidated financial statements.

Interest Rate Swap Agreements

Saint Francis Care utilizes interest rate swap agreements to reduce risks associated with changes
in interest rates. Saint Francis Care does not hold or issue derivative financial instruments for
trading purposes. Saint Francis Care is exposed to credit loss in the event of nonperformance by
the counterparties to its interest rate swap agreements. Interest rate swap agreements are reported
at fair value. Changes in fair value are recognized in the performance indicator in the
consolidated statements of operations and changes in net assets.

Cash and Cash Equivalents

Saint Francis Care considers all highly liquid investments with remaining maturities of three
months or less at date of purchase to be cash equivalents.

Patient Accounts Receivable

Patient accounts receivable result from health care services provided by Saint Francis Care. The
amount of the allowance for uncollectible accounts is based on 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.



Saint Francis Care, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

(Amounts In Thousands)

1. Significant Accounting Policies (continued)
Inventories

Inventories are stated at the lower of cost or market. Saint Francis Care values its inventories
using the first-in, first-out method.

Investments

Unrealized gains and losses on unrestricted investments are included in the excess of revenues
over expenses. 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. Fair
value is generally determined based on quoted market prices. Alternative investments, which are
investments with a non-readily determinable fair value, are stated at fair value based on, as a
practical expedient, net asset values derived from the application of the equity method of
accounting. Valuations of those investments and, therefore, Saint Francis Care’s holdings may be
determined by the investment manager and are primarily based on the valuation of the
underlying securities. Investment income or loss, including realized and unrealized gains and
losses on investments, interest, and dividends, is included in excess of revenues over expenses
unless the income or loss is restricted by donor or law. The cost of securities sold is based on the
specific identification method.

Saint Francis Care considers all investments with remaining maturities of more than three
months but less than one year at the date of purchase to be short-term investments.

Assets Whose Use Is Limited

Assets whose use is limited include assets set aside by the Board of Directors, assets restricted by
donors, assets held by trustees under bond indenture agreements related to financing activities
with the State of Connecticut Health and Educational Facilities Authority (CHEFA or the
Authority), and assets held in trusts by others. The portion of these amounts required for funding
current liabilities is included in current assets. Assets set aside by the Board of Directors are
established for the purpose of providing for future improvement, expansion, and replacement of
property, plant, and equipment and for certain insurance liabilities.

10



Saint Francis Care, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

(Amounts In Thousands)

1. Significant Accounting Policies (continued)
Long-Lived Assets

Property, plant, and equipment are stated at cost and those acquired by gifts are carried at fair
value established at the date of acquisition. Saint Francis Care provides for depreciation of
property, plant, and equipment using the straight-line method in amounts sufficient to depreciate
the cost of the assets over their estimated useful lives or the lesser of the estimated useful life of
the asset or lease term.

Bond issuance costs are amortized over the life of the bonds using the effective interest method.
General and Professional Liability Insurance

Saint Francis Care purchased claims made general and professional liability insurance coverage
for the benefit of certain of its subsidiaries from a wholly owned insurance captive subsidiary,
Saint Francis Indemnity Company, LLC (Saint Francis Indemnity Company). Saint Francis Care,
in consultation with its independent actuary, records as a liability an estimate of incurred but not
reported claims. Such liability, discounted at 4.0%, totaled $6,730 and $6,183 at September 30,
2013 and 2012, respectively.

Reserves for losses and loss adjustment expenses are based on management’s best estimate
determined in consultation with independent consulting actuaries and represent the ultimate net
cost of all reported and unreported losses incurred and unpaid through September 30, 2013.
These liabilities include estimates of future trends in loss severity and frequency and other
factors, which could vary as the losses are ultimately settled. However, there is an absence of a
significant amount of experience as to whether the Saint Francis Indemnity Company’s actual
incurred losses and loss adjustment expenses will conform to the assumptions inherent in the
determination of the estimated liability. Accordingly, the ultimate settlement of losses and loss
adjustment expenses may vary significantly from the estimated amounts included in the
accompanying consolidated financial statements. Although considerable variability is inherent in
such estimates, management believes that the reserves for losses and loss adjustment expenses in
the accompanying consolidated financial statements are adequate. The method of making such
estimates and for establishing reserves is continuously reviewed and updated and adjustments are
reflected in operations in the period the need for such adjustments becomes known.

11



Saint Francis Care, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

(Amounts In Thousands)

1. Significant Accounting Policies (continued)
Workers’ Compensation Insurance

Saint Francis Care purchases a large deductible policy, which effectively self-insures the first
portion of the workers’ compensation and employers’ liability risk. Under the policy, Saint
Francis Care is responsible for the first $1,500 of every loss event (first $500 for employers’
liability). The accrued workers’ compensation self-insurance liabilities of $5,300 and $5,709 at
September 30, 2013 and 2012, respectively, have been discounted by 4%. The current portion of
the accrued workers’ compensation liabilities included in accrued expenses and interest payable
is $1,349 and $1,237 at September 30, 2013 and 2012, respectively, and the long-term portion
included in pension and other accrued expenses is $3,951 and $4,472 at September 30, 2013 and
2012, respectively.

Retirement Plans

Saint Francis Care has certain noncontributory defined benefit and defined contribution pension
plans in effect covering all employees who meet certain eligibility requirements. For plans
subject to the Employee Retirement Income Security Act of 1974 (ERISA), Saint Francis Care’s
funding policy is to contribute amounts to the plans sufficient to meet the applicable minimum
funding requirements set forth in ERISA.

Saint Francis Care sponsors a 409(a) deferred compensation plan for certain senior executives.
Senior executives are allowed to contribute to the plan up to an annual maximum amount in
accordance with Section 457(b) of the Internal Revenue Code. The assets of the plan remain in a
trust, which is subject to the claims of Saint Francis Care’s creditors. As of September 30, 2013
and 2012, the plan had $2,242 and $1,481, respectively, in other assets with a corresponding
liability, included in pension and other accrued expenses, payable upon retirement, death or
disability.

Other Operating Revenue
Other operating revenue includes services to other institutions, rental income, pharmacy income,

investment income, group purchasing discount revenue, electronic health record program
revenue and unrestricted contributions.

12



Saint Francis Care, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

(Amounts In Thousands)

1. Significant Accounting Policies (continued)
Excess of Revenues over Expenses

The consolidated statements of operations and changes in net assets include excess of revenues
over expenses, which is the performance indicator. Changes in unrestricted net assets, which are
excluded from excess of revenues over expenses, include permanent transfers of assets to and
from affiliates for other than goods and services, contributions of long-lived assets, adjustments
to the pension funding and postretirement obligations, and purchases of minority interest in
subsidiaries.

Income Taxes

Saint Francis Care and its principal subsidiaries exempt from federal income taxes under Section
501(c)(3) of the Internal Revenue Code, and exempt from state and local income taxes. Tax
provisions and related liabilities for certain taxable subsidiaries are not material to the
consolidated financial statements.

Saint Francis Care Medical Group has net operating loss carryforwards in the amount of
$23,367. The net operating loss carryforwards result in a deferred tax asset of $9,347, which is
offset by a corresponding valuation allowance of the same amount.

The Saint Francis Hospital and Medical Center has net operating loss carryforwards in the
amount of $2,144. These new operating loss carryforwards result in a deferred tax asset of $858,
which is offset by a corresponding valuation allowance of the same amount.

Saint Francis Behavioral Health Group, P.C. has net operating loss carryforwards in the amount

of $4,328. These net operating loss carryforwards result in a deferred tax asset of $1,731, which
is offset by a corresponding valuation allowance of the same amount.

13



Saint Francis Care, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

(Amounts In Thousands)

1. Significant Accounting Policies (continued)
Recently Issued Accounting Standards

In July 2011, Financial Accounting Standards Board issued Accounting Standards Update (ASU)
No. 2011-07, 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 patient service revenue as a deduction from patient
service revenue (net of contractual allowances and discounts) rather than as an operating expense
with enhanced footnote disclosure on the policies for recognizing patient revenue and assessing
bad debts. The guidance became effective for Saint Francis Care on October 1, 2012, and is
included in the accompanying consolidated financial statements for all periods presented.

Reclassifications

Certain 2012 amounts have been reclassified to conform to the 2013 presentation. Such
reclassifications had no effect on the consolidated statements of operations and changes in net
assets.

2. Correction of Errors

Saint Francis Care has revised its previously reported consolidated financial statements for the
year ended September 30, 2012, presented herein, including the net assets, at the beginning of
fiscal year 2012 in order to correct certain previously reported amounts. Saint Francis Care
determined that the effects of the corrections in each of the periods in which the related
misstatements originated, as further described below, were not material. Saint Francis Care has
concluded that the amounts, if corrected in 2013, would have been material to the consolidated
financial statements for the year ended September 30, 2013.

During 2013, Saint Francis Care determined that certain balances within temporarily restricted
net assets should have been released from restriction in prior years. Certain of these balances
related to donations with a specified purpose, either for use in operations or related to the
acquisition or expansion of capital related projects and others pertained to revenues earned for
services rendered to patients for specified care. As a result, Saint Francis Care increased
unrestricted net assets by $14.2 million to correct amounts that had been previously recorded as a
component of temporarily restricted net assets as of September 30, 2012. Approximately
$6.7 million related to net assets that should have been released for operations and $7.5 million

14



Saint Francis Care, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

(Amounts In Thousands)

2. Correction of Errors (continued)

related to net assets that should have been released for capital related purposes. Saint Francis
Care determined that the effects of these corrections in each of the periods in which the related
misstatements originated were not material. In addition, Saint Francis Care identified certain
reclassification errors for $1.5 million in 2012 related to amounts originally recorded as a
component of net assets released from restriction for operations which should have been
included as component of other operating revenues. The impact of correcting these items did not
have a material impact on operating income, excess of revenue over expenses and net assets.

As described in Note 1, Saint Francis Care purchases a large deductible policy which effectively
self-insures the first portion of the workers’ compensation and employers’ liability risk. For the
self-insured component, Saint Francis Care has entered into a pre-funded self-insured deductible
program with a certain commercial insurance carrier. In fiscal 2013, Saint Francis Care
concluded that its accrued workers’ compensation liabilities were understated in prior years.
Additionally, Saint Francis Care concluded the related amounts funded to the commercial carrier
as part of the pre-funded self-insured deductible program were not properly recorded. Prior to
fiscal 2013, Saint Francis Care had incorrectly recorded the accrued workers’ compensation
liabilities net of amounts funded to the commercial insurance carrier. Saint Francis Care
determined that accumulated projected losses exceeded amounts funded by $2,100 and $2,000 in
2012 and 2011, respectively. The change in the estimated projected losses for the year ended
September 30, 2012 was $81. The impact of correcting these items did not have a material
impact on operating income or excess of revenue over expenses. The impact of correcting these
items in 2012 resulted in an adjustment to net assets at the beginning of the year for $2,005.

In addition, Saint Francis Care chose to correct certain other individually immaterial items which
are also reflected in the table below.

As shown in the table below, the net effect of all of the corrections noted above increased
operating income and excess of revenues over expenses for the year ended September 30, 2012
by $1,359. The net effect of these corrections to net assets at the beginning of the year in 2012
was a decrease of $550.

15



Saint Francis Care, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

(Amounts In Thousands)

2. Correction of Errors (continued)

The following table summarizes the corrections by financial statement item as of and for the year
ended September 30, 2012:

As As
Previously Presented
Reported Corrections Herein
Consolidated balance sheet:
Accounts receivable-patients $ 69,852 $ 1,001 $ 70,943
Prepaid expenses and deposits 6,122 832 6,954
Property, plant, and equipment, net 458,666 382 459,048
Other assets 3,295 3,472 6,767
Accounts payable 38,031 (1,266) 36,765
Accrued payroll and other related expenses 46,231 (2,004) 44,227
Accrued expenses and interest payable 7,119 438 7,557
Pension and other accrued expenses 318,826 7,960 326,786
Unrestricted net assets 45,665 14,878 60,543
Temporarily restricted net assets 45,670 (14,229) 31,441
Consolidated statement of operations and changes in net assets:
Net patient service revenue 734,727 466 735,193
Other operating revenues 42,799 1,619 44,418
Net assets released from restrictions for operations 12,523 (1,460) 11,063
Total revenues 768,020 625 768,645
Supplies and other 374,560 (537) 374,023
Depreciation and amortization 36,525 (196) 36,329
Total operating expenses 752,666 (734) 751,932
Excess of revenue over expenses 4,564 1,359 5,923
Net assets released from restrictions used for capital purchases 3,030 (1,654) 1,376
Decrease in unrestricted net assets (23,031) (295) (23,326)
Income from investments 582 (31) 551
Gifts, contributions, and donations 10,562 (1,590) 8,972
Net assets released from restrictions for operations and capital purchases (15,553) 3,114 (12,439)
Decrease in temporarily restricted net assets (3,118) 1,493 (1,625)
Net assets at beginning of year 165,004 (550) 164,454
Net assets at end of year 144,158 650 144,808
Consolidated statement of cash flows:
Decrease in net assets (20,846) 1,200 (19,646)
Depreciation and amortization 36,525 (196) 36,329
Restricted contributions and investment income (11,144) 1,621 (9,523)
Decrease in pension and other accrued expenses (5,443) 3,270 (2,173)
Changes in working capital other than cash and cash equivalents (10,388) (4,204) (14,592)
Net cash provided by operating activities and other gains 29,649 1,690 31,339
Purchase of property, plant, and equipment, net (27,615) 138 (27,477)
Increase in other assets (712) (208) (920)
Net cash used in investing activities (49,003) (69) (49,072)
Restricted contributions and investment income 11,144 (1,621) 9,523
Net cash provided by financing activities 4,914 (1,621) 3,293

16



Saint Francis Care, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

(Amounts In Thousands)

3. Net Patient Service Revenue and Charity Care

Net patient service revenue consists of the following for the years ended:

September 30
2013 2012
Gross patient service revenue $ 2,200,109 $ 1,988,747
Deductions:
Contractural allowances and discounts 1,422,379 1,234,392
Charity care at charges 19,567 19,162
1,441,946 1,253,554
Net patient service revenue 758,163 735,193
Less: provision for bad debts (23,311) (22,029)

Net patient service revenue less provision for bad debts  $ 734,852 $ 713,164

Patient accounts receivable and revenues are recorded when patient services are performed.
Differences between amounts received from most third-party payors and the established billing
rates of Saint Francis Care are accounted for as allowances.

Net patient service revenue 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.

During 2013 and 2012, 36.2% and 38.4%, respectively, of net patient service revenue was
received under the Medicare program; 12.9% and 13.2%, respectively, under the Medicaid
program; and 17.5% and 17.1%, respectively, from Blue Cross. Laws and regulations governing
the Medicare and Medicaid programs are complex and subject to interpretation. Saint Francis
Care believes that it is in compliance with all applicable laws and regulations, except for one
matter that Saint Francis Care has voluntarily disclosed to the applicable government agency. At
this time, management does not believe the amount of the liability will be material to the
consolidated financial statements. Saint Francis Care is not aware of any pending or

17



Saint Francis Care, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

(Amounts In Thousands)

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

threatened investigations involving allegations of potential wrongdoing that could have a
material adverse effect on the consolidated financial statements. While no such regulatory
inquiries are outstanding, 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.

Saint Francis Care has agreements with third-party payors that provide for payments to Saint
Francis Care at amounts different from its established rates. The difference is accounted for as
allowances. Payment arrangements include prospectively determined rates per discharge,
reimbursed costs, fee-for-service, discounted charges, and per diem payments. Net patient
service revenue is affected by the state of Connecticut Disproportionate Share program and is
reported at the estimated net realizable amounts due from patients, third-party payors and others
for services rendered and includes estimated retroactive revenue adjustments due to ongoing and
future audits, reviews and investigations. Retroactive adjustments are considered in the
recognition of revenue on an estimated basis in the period the related services are rendered and
such amounts are adjusted in future periods as adjustments become known or as years are no
longer subject to such audits, reviews, and investigations. In addition, changes in the Medicaid
and Medicare programs, the reduction of funding levels, or changes in interpretations or
estimates could have an adverse impact on Saint Francis Care. During 2013 and 2012, Saint
Francis Care recorded a net change in estimate of approximately $2,000 decrease to operating
revenue and $10,000 increase to operating revenue, respectively, related to changes in previously
estimated third-party payor settlements.

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

Patient service revenue, net of contractual allowances and discounts and before the provision for
bad debts, recognized in the period from major payor sources for the year ended September 30,
2013, is as follows:

Third-party payors $ 741,622
Self-pay patients 36,108
$ 777,730
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3. Net Patient Service Revenue and Charity Care (continued)

Deductibles and copayments under third-party payment programs within the self-pay patient’s
amounts above are the patient’s responsibility, and Saint Francis Care considers these amounts in
its determination of the provision for bad debts based on collection experience.

Saint Francis Care accepts all patients regardless of their ability to pay. A patient is classified as
a charity patient by reference to the established policies of Saint Francis Care. Essentially, these
policies define charity services as those services for which no payment is anticipated. In
assessing a patient’s inability to pay, Saint Francis Care utilizes the generally recognized poverty
income levels for the state of Connecticut, but also includes certain cases where incurred charges
are significant when compared to incomes. In addition, all self-pay patients receive a 45%
discount from charges, which is not included in net patient service revenue for financial
reporting purposes.

The estimated cost of charity care provided was $6,377 and $6,699 for the years ended
September 30, 2013 and 2012, respectively. The estimated cost of charity care is based on the
ratio of cost to charges, as determined by hospital-specific data.

The significant concentrations of accounts receivable for services to patients include 26.6% from
Medicare, 14.0% from Medicaid, and 35.6% from commercial insurance carriers and managed
care companies at September 30, 2013 (25.0%, 13.1%, and 37.7%, respectively, at
September 30, 2012).

4. Temporarily and Permanently Restricted Net Assets

Temporarily restricted net assets are available for the following purposes:

September 30
2013 2012
Health care services:
Research and education $ 3091 $ 3,087
Capital replacement 10,929 13,094
Other health care services 12,636 15,260

$ 26,656 $ 31,441
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4. Temporarily and Permanently Restricted Net Assets (continued)

Permanently restricted net assets are restricted for the following purposes:

September 30
2013 2012
Investments to be held in perpetuity, the income from
which is expendable to support health care services $ 4,286 $ 4,286
Restricted funds held in trusts by others, the income
from which is expendable to support health care services 51,164 48,538
$ 55450 $ 52,824

5. Assets Whose Use Is Limited

Assets whose use is limited consist of the following:

September 30
2013 2012

Board designated :
Short-term investments $ 430 $ 481

Marketable equity securities 36,469 29,478
United States government securities 9,186 7,133
Corporate bonds 5,437 5,210
51,522 42,302

Donor restricted:
Marketable equity securities 4,286 4,286
4,286 4,286
Held under bond indenture 4,764 5,993
Assets held in trusts by others 51,164 48,538
Total assets whose use is limited 111,736 101,119
Assets whose use is limited for current liabilities (4,883) (5,076)
$ 106,853 $ 96,043
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5. Assets Whose Use Is Limited (continued)

The assets underlying the trustee held funds are principally marketable equity securities, fixed
income securities, government securities, and cash equivalents.

6. Donor-Restricted Endowment Funds

Saint Francis Care endowments include the donor-restricted endowment funds. Perpetual trust
funds held by others are not included under Accounting Standards Codification (ASC) 958-205.
Net assets associated with endowment funds are classified and reported based on the existence or
absence of donor-imposed restrictions.

Management of Saint Francis Care has interpreted the Uniform Prudent Management of
Institutional Funds Act (UPMIFA) as requiring the preservation of the fair value of the original
gift as of the gift date of the donor-restricted endowment funds absent explicit donor stipulations
to the contrary. As a result of this interpretation, Saint Francis Care 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) accumulations to the
permanent endowment made in accordance with the direction of the applicable donor gift
instrument at the time of the accumulation is added to the fund. The remaining portion of the
donor-restricted endowment fund that is not classified in permanently restricted net assets is
classified as temporarily restricted net assets until those amounts are appropriated for
expenditure by the organization in a manner consistent with the standard of prudence prescribed
by UPMIFA. In accordance with UPMIFA, Saint Francis Care considers the following factors in
making a determination to appropriate or accumulate donor-restricted funds:

(1) The duration and preservation of the fund

(2) The purposes of Saint Francis Care 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 Saint Francis Care

(7) The investment policies of Saint Francis Care
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6. Donor-Restricted Endowment Funds (continued)

Saint Francis Care has adopted investment and spending policies for endowment assets that
attempt to provide a predictable stream of funding to programs supported by its endowment.

Changes in endowment funds for the years ended September 30, 2013 and 2012, consisted of the
following:

2013
Temporarily Permanently
Restricted Restricted Total

Net assets, beginning of the year $ - $ 4286 $ 4,286
Investment income 30 - 30
Appropriation of endowment

assets for expenditure (30) - (30)

Net assets, end of year $ - $ 4286 $ 4,286

2012

Temporarily Permanently
Restricted Restricted Total

Net assets, beginning of the year $ - $ 4286 $ 4,286
Investment income 94 - 94
Appropriation of endowment

assets for expenditure (94) - (94)

Net assets, end of year $ - $ 4286 $ 4,286

From time to time, the fair value of assets associated with individual donor-restricted
endowments funds may fall below the level that the donor of UPMIFA requires Saint Francis
Care to retain as a fund of perpetual duration. There were no deficiencies of this nature that are
reported in unrestricted or permanently restricted net assets as of September 30, 2013 and 2012.
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7. Long-Term Investments and Investment Income

Long-term investments consist of the following:

Money market funds

Marketable equity securities

United States government securities
Corporate bonds

Other

The composition and presentation of net gain

follows:

Realized gain on investments
Unrealized gain on investments
Other

September 30
2013 2012
$ 72 % 776
7,778 6,458
1,035 882
3,081 3,558
2,543 3,352
$ 15,209 $ 15,026

on investment activity, which is included in
operating income in the consolidated statements of operations and changes in net assets, are as

Year Ended September 30

2013 2012
$ 309 $ 773
1,990 1,909

- (2,350)

$ 2299 $ 332

For the years ended September 30, 2013 and 2012, interest and dividend income of $4,567 and
$6,945, respectively, and realized gain on investments of $395 and $3,557, respectively, are
included in other operating revenue in the consolidated statements of operations and changes in

net assets.
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8. Property, Plant, and Equipment

Property, plant, and equipment consist of the following:

September 30
2013 2012

Land and land improvements $ 8,208 $ 8,218

Buildings 488,747 478,724

Equipment 310,926 381,427
Construction-in-progress (estimated cost to complete of

approximately $19,447 as of 2013) 40,032 15,636

847,913 884,005

Less accumulated depreciation 379,697 424,957

Total property, plant, and equipment, net $ 468,216 $ 459,048

During the years ended September 30, 2013 and 2012, there were $81,799 and $112,936,

respectively, of asset retirements related to obsolete property, plant, and equipment.

Included in construction in progress at September 30, 2013 is $24,186 of computer software
development costs related to new patient accounting software. The system is expected to be
complete and functional in April 2014, at which time the cost will be amortized over its

estimated useful life.
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9. Pledges Receivable
Pledges receivable include the following unconditional promises to give as of September 30:

September 30
2013 2012

Due within one year $ 1,257 $ 1,082
Due within two to five years 6,588 8,146
Due within greater than five years 4,991 6,325

12,836 15,553
Allowance for uncollectible pledges (609) (1,028)
Discount (1,489) (1,950)
Present value of pledges receivable, net $ 10,738 $ 12,575

The allowance recognizes the estimated uncollectible portion of pledges and the discount of
pledges to net present value based on a range of interest rates of 1% to 4%.

10. Other Operating Revenues
Electronic Health Record (EHR) Program

Certain health care providers can earn incentive payments between 2011 and 2016 from
Medicare and Medicaid for establishing an EHR system and maintaining its meaningful use.
Saint Francis Care recognizes income when it is reasonably assured that it is in compliance with
the program criteria. Saint Francis Care has included $3,767 and $5,030 in other operating
revenue related to the program for fiscal year 2013 and 2012, respectively. Included in the
amounts are $920 and $1,282 received from Medicaid for the fiscal years 2013 and 2012,
respectively. The estimate for the Medicare program is based on cost report data, which is
subject to audit and the amounts recognized are subject to change. Saint Francis Care attestation
of compliance with the meaningful use criteria is subject to audit by the federal or state
government or its designee.
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10. Other Operating Revenues

Other operating revenues consist of the following:

September 30
2013 2012
EHR income $ 3,767 $ 5,030
Rental income 5711 5,195
Investment income 4,962 10,502
Services to other institutions 4,765 3,461
Unrestricted contributions 2,451 1,643
Pharmacy income 2,165 2,123
Group purchase discounts 1,721 1,730
Other income 14,222 14,734
Total other operating revenues $ 39,764 $ 44,418

11. Professional and General Liability Insurance

During 2009, Saint Francis Care established the Saint Francis Indemnity Company as a successor
to Saint Francis Care’s financial interest in Partners Interinsurance Exchange (PIE). On July 1,
2009 Saint Francis Care’s account in PIE was transferred to the Saint Francis Indemnity
Company. Saint Francis Care and certain Subsidiaries continue to purchase limits of professional
and general liability from the Saint Francis Indemnity Company at levels previously purchased
from PIE. Actuarially determined premiums are paid in order to set aside assets to cover the
reasonable value of ultimate expected losses. Saint Francis Care’s management, with assistance
from its consulting actuaries, accrued its best estimate of professional and general liabilities.

Malpractice claims that fall within the Saint Francis Care’s adopted policy of self-insurance have
been asserted against Saint Francis Care’s various claimants. The claims are in various stages of
assessment and resolution. There are also known and unknown incidents that have occurred
through September 30, 2013, that may result in the assertion of additional claims. Saint Francis
Care’s management believes that the ultimate settlement of these claims will not have a material
impact on Saint Francis Care’s consolidated financial position or results of their operations, as
adequate self-insurance reserves, assets and reinsurance are in place.
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11. Professional and General Liability Insurance (continued)

The Saint Francis Indemnity Company entered into a loss portfolio transfer (LPT) on July 1,
2009, with PIE. The losses associated with this transaction did not transfer insurance risk to the
Saint Francis Indemnity Company. As such, this LPT is accounted for using deposit accounting,
which requires offsetting assets and liabilities.

Activity in the reserves for losses and loss adjustment expenses for the years ended
September 30 and is summarized as follows:

2013 2012

Balance at beginning of year, net $ 21,873 $ 22,743
Incurred related to:

Current period 9,619 9,207

Prior periods (1,190) (644)
Total incurred 8,429 8,563
Paid related to:

Current period 174 325

Prior periods 3,920 9,108
Total paid 4,094 9,433
Balance at end of year, net of reinsurance recoverable 26,208 21,873
Plus reinsurance recoverable on unpaid losses and loss

adjustment expenses 1,650 1,510

Gross balance, included in pension and other accrued
expenses in the consolidated balance sheets, at end of year $ 27,858 $ 23,383
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11. Professional and General Liability Insurance (continued)

As described in Note 1, the estimate of losses and loss adjustment expenses may vary
significantly from the amounts reported in the Saint Francis Indemnity Company’s financial
statements and could result in adverse deviation from the recorded reserve amounts. The 2013
and 2012 prior year loss development was slightly favorable due to increased focus on claims
being addressed and closed more quickly.

12. Long-Term Debt

Long-term debt consists of the following:

September 30
2013 2012
State of Connecticut Health and Educational Facilities
Authority (the Authority) revenue bonds:

Series C $ - $ 2,190
Series D 11,340 12,600
Series E 39,745 39,745
Series F 175,000 175,000
Series G 28,240 29,045
254,325 258,580
Obligations under capital leases 13,131 7,335
267,456 265,915

Less: current portions
Scheduled maturities 8,819 6,950
$ 258,637 $ 258,965
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12. Long-Term Debt (continued)

In May 2002, the Hospital and Medical Center entered into a financing arrangement with the
Authority under a Master Indenture for the purpose of defeasing all outstanding Series B revenue
bonds. The Authority sold $25,250 of Series D revenue bonds of which $11,385 matured serially
from 2003 to 2011, $2,525 matured in the year 2013, $5,040 mature in the year 2017, and $6,300
mature in the year 2022 with interest at a net average annual rate of approximately 4.9%.

During 2004, the Hospital and Medical Center entered into a synthetic refinancing of its existing
Series C Fixed Rate Bonds. Through a series of transactions, which involve a total return interest
rate swap and a cash flow swap, the Hospital and Medical Center converted its old fixed rate
debt to a lower fixed rate debt with substantial anticipated future savings.

In March 2008, a financial institution terminated its total return interest rate swap with the
Hospital and Medical Center. As a result, the Hospital and Medical Center purchased the Series
C Fixed Rate Bonds underlying the swap ($38,870 out of a total of $77,740). The Hospital and
Medical Center financed the purchase of these bonds using a bridge loan with another financial
institution. In May 2008, the Hospital and Medical Center entered into a financing arrangement
with the Authority under a Master Indenture for the purpose of refinancing the bridge loan. The
Authority sold $39,745 of Series E revenue bonds through a private placement. The bonds
mature serially from 2014 to 2027 and bear interest at a fixed rate of 6.11%. The Hospital and
Medical Center subsequently entered into a synthetic refinancing of these bonds through a total
return interest rate swap with a financial institution that lowers the fixed rate to 3.85% through
July 2014. Subsequent to fiscal year 2013, the Hospital and Medical Center extended the total
return interest rate swap through July 2018.

In June 2008, the Hospital and Medical Center entered into a financing arrangement with the
Authority under a Master Indenture for the financing of construction of a building containing a
new emergency department, operating rooms, patient rooms, and renovation of existing facilities.
The Authority sold $175,000 of Series F Variable Rate Demand Revenue Bonds, which mature
serially from 2028 to 2047. The bonds bear interest at a weekly rate as determined by the
remarketing agent. The Series F bonds are required to be supported by a letter of credit, which
has been executed with a financial institution. In the event that the bonds cannot be remarketed,
the underlying terms of the letter of credit agreement require that all amounts borrowed under the
agreement be repaid ratably, over a 60-month period. Accordingly, that portion of the bonds that
would be due within one year, should the bonds fail to be remarketed, is classified as a
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12. Long-Term Debt (continued)

current liability. The letter of credit is scheduled to expire during 2014. Concurrent with the
transaction the Hospital and Medical Center entered into an interest rate swap to effectively fix
the interest rate on $130,000 of the Series F bonds at 3.54%.

In November 2008, a financial institution terminated its total return swap with the Hospital and
Medical Center on the remaining Series C Fixed Rate Bonds outstanding at September 30, 2008.
As a result, the Hospital and Medical Center purchased $38,870 of the remaining Series C Fixed
Rate Bonds underlying the swap subsequent to its fiscal year-end. In June 2009, a financial
institution purchased $8,150 of these bonds.

In September 2010, the Hospital and Medical Center entered into a financing arrangement with
the Authority for the purpose of retiring the remaining Series C Fixed Rate Bonds, which it
purchased in 2008. The Authority sold $29,870 of Series G Bond Qualified Tax Exempt Bonds,
which mature serially from 2011 to 2027 through a private placement. The bonds bear interest at
a rate of 68% of one-month London Interbank Offered Rate (LIBOR) plus 2.75% (1.99% at
September 30, 2013). The bonds are required to be supported by a letter of credit, which has
been executed with a financial institution. The letter of credit is scheduled to expire in 2015.

The total return distribution agreements and interest rate swaps between the Hospital and
Medical Center and the financial institutions are considered derivative instruments and are
marked to market in accordance with ASC 815. The fair value of the swaps is included with
other noncurrent accrued expenses in the accompanying consolidated balance sheets. The
Series C swap liability at September 30, 2013 and 2012 was $3,023 and $4,409, respectively.
The Series E swap liability at September 2013 and 2012 was $262 and $2,609, respectively. The
Series F swap liability at September 30, 2013 and 2012 was $24,553 and $43,343, respectively.
Although the agreements and swaps represent economic hedges of the interest rate on the bonds,
they do not qualify for hedge accounting treatment under ASC 815. The changes in the fair value
of the swaps and total return distribution agreements are reported in the accompanying
consolidated statements of operations and changes in net assets as interest rate swap activity
along with the net cash receipts on the swaps.

The Hospital and Medical Center’s swap agreements provide for the interest rates at a level

viewed as acceptable by the Hospital and Medical Center. Such agreements expose the Hospital
and Medical Center to credit risk in the event of nonperformance by the counterparties.
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12. Long-Term Debt (continued)

Under terms of the financing arrangements, the proceeds of the revenue bonds were loaned to the
Hospital and Medical Center by the Authority. Pursuant to the loan agreements, the Hospital and
Medical Center is obligated to provide amounts that will be sufficient to enable the Authority to
pay the principal and interest on the Series C, Series D, Series E, Series F and Series G bonds. A
significant portion of property, building, and equipment have been collateralized under various
debt agreements. The terms of the various financing arrangements between the Authority, certain
financial institutions and the Hospital and Medical Center also provide for financial covenants.
As of September 30, 2013, the Hospital and Medical Center was in compliance with such
covenants.

The Hospital and Medical Center has a line of credit with a bank with a total line available of
$5,000. The rate is LIBOR plus 1.5% expiring March 2014. There were no amounts outstanding
as of September 30, 2013 and 2012.

Concurrent with the issuance and delivery of the Series C, Series D, Series E, Series F, and
Series G bonds, the Hospital and Medical Center and the trustee entered into a master indenture
and supplemental master indentures, which provide for the establishment and maintenance of
various funds, a pledge of gross receipts, as defined, restrictions on incurrence of certain
indebtedness, and financial covenants. The balances of the funds established pursuant to the
master indenture and supplemental master indentures were as follows:

September 30
2013 2012
Debt service reserve funds $ 3604 $ 4,246
Debt service funds 1,160 1,747

$ 4764 $ 5,993
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Scheduled principal payments of long-term debt, including lease obligations, at September 30,
2013, are as follows:

Capital Lease
Debt Obligations

2014 $ 4120 $ 5,121
2015 4,325 4,253
2016 4,520 2,720
2017 4,760 1,763
2018 5,010 -
Thereafter 231,590 -
Less: interest — (726)

$ 254325 $ 13131

The fair value of the Hospital and Medical Center long-term debt as determined by the Hospital
and Medical Center using a discounted cash flow analysis was $257,256 and $263,399 at
September 30, 2013 and 2012, respectively.

Interest payments of $8,883 and $9,153 were made during 2013 and 2012, respectively. Interest
of $216 was capitalized during the year ended September 30, 2013. No interest was capitalized
during the year ended September 30, 2012.

Subsequent to September 30, 2013, the Hospital and Medical Center entered into a financing
arrangement with the Authority for the purpose of advance refunding and defeasing the Series D,
F and G Revenue bonds. The Authority sold $214,580 of Series H-N Bond Qualified Tax
Exempt Bonds, which mature serially from 2018 to 2021 through private placement. Principal
payments will be made based on a redemption schedule as defined in the bond documents. The
Series H bonds bear interest at a fixed rate of 3.05%. The Series I-N bonds bear interest at
various rates ranging from 68% to 72% of one-month LIBOR plus 1.7% to 2.3%. The advance
refunding will not impact any of the terms related to the interest rate swap agreements currently
in place at the Hospital and Medical Center. For the bonds that were included in the advance
refunding and defeasance transactions, funds were placed in escrow with a trustee to pay
bondholders at future redemption dates. The principal payments for the year ending
September 30, 2014, are approximately $3,015.
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13. Retirement Plan and Other Postretirement Benefits

The Hospital and Medical Center has noncontributory defined benefit pension plans in effect
covering all employees who meet certain eligibility requirements. Benefits are based on years of
service and the employee’s compensation and include a cash balance account for each employee.
For plans subject to ERISA, the Hospital and Medical Center makes contributions in amounts
sufficient to meet ERISA’s minimum funding requirements.

Effective March 1, 2006, the Hospital and Medical Center amended its defined benefit pension
plans to close the plans to new participants on September 30, 2006, and to freeze accruals as of
October 1, 2006, for participants whose age plus years of service (minimum of ten years) total
less than 55. As of October 1, 2006, the Hospital and Medical Center established a defined
contribution plan for all eligible non-grandfathered employees. Pension expense related to the
defined contribution plan for the years ended September 30, 2013 and 2012, was $11,692 and
$11,342, respectively. The defined benefit plan became fully frozen effective October 1, 2009.

The Hospital and Medical Center provides health insurance to retirees and spouses who have met
certain eligibility and length of service requirements. The Hospital and Medical Center’s policy
is to fund the cost of those postretirement benefits as incurred. Effective September 30, 2013, a
plan amendment for the Hospital and Medical Center permanently capped the subsidy for the
grandfathered participants to the 2013 funding level

Included in unrestricted net assets at September 30 are the following amounts that have not yet
been recognized in net periodic benefit cost:

Pension Benefits Postretirement Benefits
2013 2012 2013 2012
Unrecognized actuarial
(loss) gain $ (139,688) $ (217,461) $ 3,602 $ (2,693)

The actuarial (loss) gain included in unrestricted net assets expected to be recognized in net
periodic benefit cost during the year ending September 30, 2014, is $3,774.
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13. Retirement Plan and Other Postretirement Benefits

The following table sets forth the plans’ funded status and amounts recognized in the
consolidated balance sheets:

Pension Benefits Other Postretirement
2013 2012 2013 2012

Change in benefit obligation
Benefit obligation at beginning of year $ 458,611 $ 404,786 $ 13,833 $ 14,086
Interest cost 19,085 19,937 546 679
Benefits paid (14,984) (13,517) (934) (886)
Actuarial (gains) losses (59,621) 47,405 (1,624) (46)
Plan amendments — — (4,597) —
Benefit obligation at end of year 403,091 458,611 7,224 13,833
Change in plan assets
Fair value of plan assets at beginning of year 241,281 213,082 - -
Actual return on plan assets 28,392 33,963 - -
Contributions 9,279 7,753 934 886
Benefits paid (14,984) (13,517) (934) (886)
Fair value of plan assets at end of year 263,968 241,281 — —
Funded status of the plan (139,123) (217,330) (7,224) (13,833)
Accrued benefit cost recognized in pension and other

accrued expenses in the consolidated balance sheets $ (139,123) $ (217,330) $  (7,224) $ (13,833)

34



Saint Francis Care, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

(Amounts In Thousands)

13. Retirement Plan and Other Postretirement Benefits (continued)

The accumulated benefit obligations for the plans were $410,315 and $472,444 at September 30,
2013 and 2012, respectively.

Pension Benefits Other Postretirement
2013 2012 2013 2012
Components of net periodic benefit cost
Interest cost $ 19,085 $ 19,937 $ 546 $ 679
Expected return on plan assets (16,520) (17,563) - -
Net amortization and deferral 6,280 4,595 74 155
Benefit cost $ 8845 $ 6,969 $ 620 $ 834

Assumptions

The weighted-average assumptions used to determine benefit obligations at September 30 are as
follows:

Other Postretirement

Pension Benefits Benefits
2013 2012 2013 2012
Discount rate 5.35% 4.25% 5.35% 4.25%

The weighted-average assumptions used to determine net periodic benefit cost for the years
ended September 30 are as follows:

Other Postretirement

Pension Benefits Benefits
2013 2012 2013 2012
Discount rate 4.25%  5.00% 4.25% 5.00%
Expected long-term rate of return on
assets 7.00% 7.50% N/A N/A
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13. Retirement Plan and Other Postretirement Benefits (continued)
Assumptions (continued)

The Hospital and Medical Center’s expected long-term rate of return on assets assumption is
derived from a study conducted by its actuaries and investment managers. The study includes a
review of anticipated future long-term performance of individual asset classes and consideration
of the appropriate asset allocation strategy given the anticipated requirements of the plan to
determine the average rate of earnings expected on the funds invested to provide for the pension
plan benefits. While the study gives appropriate consideration to recent fund performance and
historical returns, the assumption is primarily a long-term, prospective rate.

As of September 30, 2013 the health care cost trend rate no longer applies due to a plan change.
Effective as of this date, a plan amendment permanently capped the Hospital and Medical
Center’s subsidy for the grandfathered participants to the 2013 level.

Plan Assets

The Hospital and Medical Center’s pension plan asset allocations, by asset category are as
follows:

September 30
2013 2012
Asset category
Equity securities:
Domestic 35% 31%
International 17 22
Debt securities 38 38
Commodities 3 4
Real estate 3 5
Cash 4 -
Total 100% 100%
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13. Retirement Plan and Other Postretirement Benefits (continued)

The Hospital and Medical Center maintains target allocation percentages among various asset
classes based on an investment policy established for the pension plan, which is designed to
achieve long-term objectives of return, while mitigating against downside risk and considering
expected cash flows. The current weighted-average target asset allocation is as follows: equity
securities 40%-80%, debt securities 20%-40%, and real estate 0%-15%. The investment policy is
reviewed from time to time to ensure consistency with the long-term objective of funding the
plan to a level sufficient to pay plan benefits as they become due.

Contributions

The Hospital and Medical Center expects to contribute $8,720 to its pension plan and $902 to its
other postretirement benefit plan in 2014.

Estimated Future Benefit Payments

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

Other
Pension Postretirement
Benefits Benefits
Fiscal year:

2014 $ 18,147 $ 902

2015 19,880 862

2016 21,639 818

2017 23,204 772

2018 24,102 725

2019-2023 136,769 2,922
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(Amounts In Thousands)

14. Fair Values of Financial Instruments

Saint Francis Care measures fair value based on the price that would be received to sell an asset
or paid to transfer a liability in an orderly transaction between market participants at the
measurement date. Fair value measurements are applied based on the unit of account from Saint
Francis Care’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.

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

Level 1: Quoted prices (unadjusted) in active markets that are accessible at the measurement
date for identical assets or liabilities. The fair value hierarchy gives the highest
priority to Level 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 are 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, Saint
Francis Care 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 Values of Financial Instruments (continued)

(Amounts In Thousands)

Financial assets and liabilities carried at fair value as of September 30, 2013, are classified in the

table below in one of the three categories described above:

Assets
Cash and cash equivalents
Short-term investments

Assets whose use is limited
Board designated:
Short-term investments
Corporate equity securities
Mutual funds:
Equities
Fixed income
International
Emerging markets
Real estate
Commodities
U.S. government securities
Corporate bonds

Level 1 Level 2 Level 3 Total
$ 97524 $ - $ - $ 97524
20,283 30,402 - 50,685
430 - - 430
10,834 972 - 11,806
9,399 - - 9,399
- 10,588 - 10,588
2,658 - - 2,658
796 - - 796
849 - - 849
373 - - 373
- 9,186 - 9,186
_ 5,437 - 5,437
25,339 26,183 - 51,522
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14. Fair Values of Financial Instruments (continued)

Level 1 Level 2 Level 3 Total

Donor restricted

Short-term investments 3 31 $ - $ - $ 31
Mutual funds:

Equities 2,713 - - 2,713
International 420 - - 420
Emerging markets 357 - - 357
Fixed income - 175 - 175
Real estate 273 - - 273
Commodities 317 - - 317
4,111 175 - 4,286
Held under bond indenture 4,764 - - 4,764
Held in trust by others - 48,420 2,744 51,164
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14. Fair Values of Financial Instruments (continued)

Long-term investments
Short-term investments
Mutual Funds:
Equities
International
Emerging markets
Fixed income
Real estate
Commodities
U.S. government securities
Corporate bonds
Other

Liabilities
Interest rate swap agreements

Pension assets
Short-term investments
Mutual funds:
Equities
International
Emerging markets
Real estate
Commodities
Corporate bonds

Beginning balance
Net loss
Ending balance

Level 1 Level 2 Level 3 Total
$ 772 $ - % - $ 772
4,959 - - 4,959
767 - - 767
652 - - 652
- 321 - 321
499 - - 499
580 - - 580
- 1,035 - 1,035
- 3,081 - 3,081
- - 2,543 2,543
8,229 4,437 2,543 15,209
- 27,838 - 27,838
9,463 - - 9,463
91,955 - - 91,955
18,647 - - 18,647
25,763 - - 25,763
9,102 - - 9,102
8,326 - - 8,326
- 100,712 - 100,712
163,256 100,712 - 263,968

Fair Value Measurements Using Significant
Unobservable Inputs (Level 3)

$ 5,578
(291)
$ 57287
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14. Fair Values of Financial Instruments (continued)

Financial assets and liabilities carried at fair value 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 $ 89328 $ - $ - $ 89,328
Short-term investments 12,361 41,367 - 53,728
Assets whose use is limited
Board designated:
Short-term investments 481 - - 481
Corporate equity securities 10,455 995 - 11,450
Mutual funds:
Equities 5,705 - - 5,705
Fixed income - 8,478 - 8,478
International 1,955 - - 1,955
Emerging markets 804 - - 804
Real estate 759 - - 759
Commodities 327 - - 327
U.S. government securities - 7,133 - 7,133
Corporate bonds — 5,210 - 5,210
20,486 21,816 - 42,302
Donor restricted
Short-term investments 220 - - 220
Mutual funds:
Equities 2,556 - - 2,556
International 366 - - 366
Emerging markets 298 - - 298
Fixed income - 318 - 318
Real estate 228 - - 228
Commaodities 300 - - 300
3,968 318 - 4,286
Held under bond indenture 5,993 - - 5,993
Held in trust by others: - 46,311 2,227 48,538
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14. Fair Values of Financial Instruments (continued)

Long-term investments
Short-term investments
Mutual Funds:
Equities
International
Emerging markets
Fixed income
Real estate
Commodities
U.S. government securities
Corporate bonds
Other

Liabilities
Interest rate swap agreements

Pension assets
Short-term investments
Mutual funds:
Equities
International
Emerging markets
Real estate
Commodities
Corporate bonds

Beginning balance
Net gain
Ending balance

Level 1 Level 2 Level 3 Total
$ 776 - 3 - $ 776
4,060 - - 4,060
581 - - 581
473 - - 473
- 505 - 505
362 - - 362
477 - - 477
- 882 - 882
- 3,559 - 3,559
- - 3,351 3,351
6,729 4,946 3,351 15,026
- 50,361 - 50,361
1,438 - - 1,438
74,137 - - 74,137
37,483 - - 37,483
14,964 - - 14,964
11,510 - - 11,510
10,128 - - 10,128
- 91,621 - 91,621
149,660 91,621 - 241,281

Fair Value Measurements Using
Significant Unobservable Inputs

(Level 3)
$ 4,359
1,219
$ 5,578

43



Saint Francis Care, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

(Amounts In Thousands)

15. Related Party Transactions

On July 12, 2012, Johnson Memorial Medical Center entered into an affiliation agreement with
Saint Francis Care, designed to establish a long-term stable relationship between the two
systems. Included in the affiliation agreement, Saint Francis Care obtained a minority voting
interest on the Board of Directors of Johnson Memorial Medical Center. Saint Francis Care
provides certain management and other services to Johnson Memorial Medical Center for which
the Saint Francis Care is reimbursed. Saint Francis Care was reimbursed $1,756 and $358 for the
years ended September 30, 2013 and 2012, respectively. Related accounts receivable was,
$1,515 and $205 for the years ended September 30, 2013 and 2012, respectively.

16. Commitments and Contingencies

The Hospital and Medical Center has guaranteed the payment of a loan made by the City of
Hartford to Mount Sinai Hospital Foundation, Inc. This loan matures on August 1, 2016. The
balance of this loan at September 30, 2013 and 2012 was $578 and $756, respectively.

Saint Francis Care is a party to various lawsuits incidental to its business. Management believes
that the lawsuits will not have a material adverse effect on its consolidated financial position and
results of operations.

Beginning in 2007 and through September 30, 2013, approximately 160 plaintiffs filed claims
against the Hospital and Medical Center asserting unspecified damages resulting from the
activities of a former employee that occurred over a number of years and ended no later than
1993. During the fiscal year ended September 30, 2013, one claim was asserted against the
Hospital and Medical Center out of court and was resolved, and another claim or suit was
threatened. As of the year ended September 30, 2013, there is one claim outstanding and one
other threatened, and post-trial and post-appeal proceedings remain pending in one other case.

Based on settlement experience through September 30, 2012, management estimated and
accrued a liability at September 30, 2013, for unsettled claims, net of applicable insurance
coverage. The expense related to settled and unsettled claims is included in supplies and other
expense for the years ended September 30, 2013 and 2012, and the estimated liability for
outstanding claims is reflected in pension and other liabilities at September 30, 2013 and 2012,
in the accompanying consolidated financial statements included in pension and other accrued
expenses.
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17. Changes in Components of Working Capital Other Than Cash and Cash Equivalents

Changes in current assets:
Assets whose use is limited for current liabilities $
Pledges receivable
Accounts receivable — patients, net
Accounts receivable — other
Inventories of supplies
Prepaid expenses and deposits
Due from affiliated entities

Changes in current liabilities:
Accounts payable
Accrued payroll and other related expenses
Accrued expenses and interest payable
Due to third-party reimbursement agencies

Changes in working capital other than cash and
cash equivalents $

18. Functional Expenses

Functional expenses are as follows:

Health care services
General, administrative, and teaching
Fundraising

Year Ended September 30
2013 2012
193 $ (573)
1,836 1,670
(25,269) (23,966)
(828) 4,872
47 (1,243)
1,125 (343)
(1,461) 668
(24,451) (18,915)
359 2,189
1,992 3,124
(1,007) 1,503
11,027 (2,493)
12,371 4,323
(12,080) $ (14,592)
Year Ended September 30
2013 2012

$ 702,240 $ 673,193

71,662 75,917

2,007 2,822

$ 775909 $ 751,932
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19. Subsequent Events

Saint Francis Care evaluated subsequent events through February 7, 2014, which is the date the
consolidated financial statements were issued. Saint Francis Care evaluates the impact of
subsequent events, which are events that occur after the balance sheet date but before the
consolidated financial statements are issued, for potential recognition in the consolidated
financial statements as of the balance sheet date for the year ended September 30, 2013.

No events occurred that require adjustment to the consolidated financial statements except as

disclosed in Note 12 related to the advance refunding and defeasing of the Series D, F, and G
revenue bonds.
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Assets

Current assets:
Cash and cash equivalents
Short-term investments
Assets whose use is limited for current liabilities
Current portion of pledges receivable
Accounts receivable — patients, less allowance
Accounts receivable — other
Inventories of supplies
Prepaid expenses and deposits
Due from affiliated entities

Total current assets

Assets whose use is limited:
Board — designated
Donor restricted
Held under bond indenture
Held in trusts by others
Interest in SFHMC Foundation, Inc.

Assets whose use is limited for current liabilities

Long-term investments
Property, plant, and equipment, net
Other assets:

Bond issuance costs, less amortization

Pledges receivable, less current portion
Other
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Consolidating Balance Sheet

September 30, 2013
(In Thousands)

Saint Francis

Saint Saint Francis Mount Sinai Hospital and Saint Francis Saint Francis Asylum Hill Total Prior Consolidated
Francis Hospital and Rehabilitation Medical Center Care Medical Medical Group Family Medicine to Intercompany  Saint Francis
Care, Inc. Medical Center  Hospital, Inc. Foundation, Inc.  Group, P.C. and Subsidary Center, Inc. Elimination Elimination Care, Inc.

$ - $ 93,987 $ 1374 $ - $ 451 $ 994 $ 718 $ 97,524 $ - 3 97,524

- 37,397 13,233 55 - - - 50,685 - 50,685

- 4,883 - - - - - 4,883 - 4,883

- - - 1,257 - - - 1,257 - 1,257

- 61,740 3,069 - 375 7,389 328 72,901 - 72,901

- 3,517 - - - 237 878 4,632 - 4,632

- 7,209 - - - - - 7,209 - 7,209

- 5,801 6 - 18 - 4 5,829 - 5,829

650 4,374 (1,013) - (65) (1,902) (240) 1,804 8 1,812

650 218,908 16,669 1,312 779 6,718 1,688 246,724 8 246,732

- 51,522 - - - - - 51,522 - 51,522

- 4,286 - - - - - 4,286 - 4,286

- 4,764 - - - - - 4,764 - 4,764

- 51,164 - - - - - 51,164 - 51,164

— 10,952 — - — - — 10,952 (10,952) -

- 122,688 - - - - - 122,688 (10,952) 111,736

- (4,883) - - - - - (4,883) - (4,883)

- 117,805 - - - - - 117,805 (10,952) 106,853

14,847 15,014 195 - - - - 30,056 (14,847) 15,209

- 461,365 5,882 14 41 753 161 468,216 - 468,216

- 2,053 - - - - - 2,053 - 2,053

- - 9,481 - - - 9,481 - 9,481

- 6,128 - - 53 834 - 7,015 - 7,015

$ 15,497 $ 821,273 $ 22,746 $ 10,807 $ 873 $ 8,305 $ 1,849 $ 881,350 $ (25,791) $ 855,559




Liabilities and net assets

Current liabilities:
Accounts payable
Accrued payroll and other related expenses
Accrued expenses and interest payable
Due to third-party reimbursement agencies
Current portion of long-term debt:

Total current liabilities

Pension and other accrued expenses
Long-term debt, less portion classified as a

current liability

Net assets:
Unrestricted
Temporarily restricted
Permanently restricted
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September 30, 2013
(In Thousands)

Saint Francis

Saint Saint Francis Mount Sinai Hospital and Saint Francis Saint Francis Asylum Hill Total Prior Consolidated
Francis Hospital and Rehabilitation Medical Center Care Medical  Medical Group Family Medicine to Intercompany Saint Francis
Care, Inc. Medical Center Hospital, Inc. Foundation, Inc. Group, P.C. and Subsidary Center, Inc. Elimination Elimination Care, Inc.
$ - $ 34,425 $ 7% 28 7% 834 $ 1,770 $ 37,115 $ 8 % 37,123
- 34,583 1,655 - 338 9,474 169 46,219 - 46,219
- 6,282 16 168 32 56 (4) 6,550 - 6,550
- 12,474 1,547 - - - - 14,021 - 14,021
— 8,819 - — - - - 8,819 - 8,819
- 96,583 3,295 170 377 10,364 1,935 112,724 8 112,732
- 222,786 - - - 831 - 223,617 - 223,617
- 258,637 - - - - - 258,637 - 258,637
$ 15,497 162,203 18,409 (315) 496 (2,890) (86) 193,314 (14,847) 178,467
- 25,614 1,042 10,739 - - - 37,395 (10,739) 26,656
— 55,450 - 213 - - - 55,663 (213) 55,450
15,497 243,267 19,451 10,637 496 (2,890) (86) 286,372 (25,799) 260,573
$ 15,497 $ 821,273 $ 22,746 $ 10,807 $ 873 $ 8,305 $ 1,849 $ 881,350 $ (25,791) $ 855,559




Net patient service revenue
Less: provision for bad debts
Net patient service revenue less provision for bad debts
Other operating revenues
Net assets released from restrictions
for operations

Operating expenses:
Salaries
Supplies and other
Interest
Depreciation and amortization

Net gain on investment activity
Operating income (loss)

Interest rate swap activity:
Interest cost on interest rate swaps
Change in fair value of interest rate swaps

(Deficiency) excess of revenues over expenses
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(In Thousands)

Saint Francis

Saint Saint Francis Mount Sinai Hospital and Saint Francis Saint Francis Asylum Hill Total Prior Consolidated
Francis Hospital and Rehabilitation Medical Center Care Medical ~ Medical Group Family Medicine to Intercompany  Saint Francis
Care, Inc. Medical Center Hospital, Inc. Foundation, Inc. Group, P.C. and Subsidary Center, Inc. Elimination Elimination Care, Inc.

- $ 671,123 $ 34,748 $ - 4,886 $ 44,174 $ 3232 $ 758,163 $ - $ 758,163

- (20,788) (342) - (184) (1,906) (91) (23,311) - (23,311)

- 650,335 34,406 - 4,702 42,268 3,141 734,852 - 734,852

36,278 185 304 736 39,780 905 78,188 (38,424) 39,764

- 4,400 252 4,867 - - - 9,519 - 9,519

- 691,013 34,843 5171 5,438 82,048 4,046 822,559 (38,424) 784,135

263,094 11,692 1,227 3,534 67,005 2,662 349,214 - 349,214

350 371,840 14,331 775 1,306 26,620 1,563 416,785 (38,424) 378,361

- 11,601 - - - - - 11,601 - 11,601

- 35,854 659 4 11 169 36 36,733 - 36,733

350 682,389 26,682 2,006 4,851 93,794 4,261 814,333 (38,424) 775,909

(350) 8,624 8,161 3,165 587 (11,746) (215) 8,226 - 8,226

- 2,296 - 3 - - - 2,299 - 2,299

(350) 10,920 8,161 3,168 587 (11,746) (215) 10,525 - 10,525

- (305) - - - - - (305) - (305)

- 22,523 - - - - - 22,523 - 22,523

- 22,218 - - - - - 22,218 - 22,218

(350) 33,138 8,161 3,168 587 (11,746) (215) 32,743 - 32,743




Unrestricted net assets:
(Deficiency) excess of revenues over expenses (continued)
Net asset transfer
Net assets released from restrictions used for
capital purchases
Change in pension funding and postretirement
obligations
Change in minority interest in subsidiary
(Decrease) increase in unrestricted net assets

Temporarily restricted net assets:
Income from investments
Gifts, contributions, and donations
Net unrealized gain on investments
Grants released from restrictions for renovations
Net assets released from restrictions for operations and capital purchases
Net asset transfer
Increase in interest SFHMC Foundation , Inc.
(Decrease) increase in temporarily restricted net assets

Permanently restricted net assets:

Increase in assets held in trusts by others
Increase in permanently restricted net assets
(Decrease) increase in net assets

Net assets at beginning of year
Net assets at end of year
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Year Ended September 30, 2013
(In Thousands)

Saint Francis

Saint Saint Francis Mount Sinai Hospital and Saint Francis ~ Saint Francis Asylum Hill Total Prior Consolidated

Francis Hospital and  Rehabilitation Medical Center  Care Medical Medical Group Family Medicine to Intercompany Saint Francis
Care, Inc. Medical Center Hospital, Inc. Foundation, Inc.  Group, P.C.  and Subsidary Center, Inc. Elimination  Elimination Care, Inc.

$ (350) $ 33,138 $ 8,161 $ 3,168 $ 587 $ (11,746) $ (215) $ 32,743 $ - $ 32,743

- (4,835) (10,947) (3,161) - 16,000 - (2,943) 1,000 (1,943)

- 3,204 - - - - - 3,204 - 3,204

- 84,068 - - - - - 84,068 - 84,068

- (148) - - - - - (148) - (148)

(350) 115,427 (2,786) 7 587 4,254 (215) 116,924 1,000 117,924

- 162 - - - - - 162 - 162

- 6,027 126 3,030 - - - 9,183 - 9,183

- 43 - - - - - 43 - 43

- (3,447) - - - - - (3,447) - (3,447)

- (7,604) (252) (4,867) - - - (12,723) - (12,723)

- 1,897 100 - - - - 1,997 - 1,997

- (1,837) - - - - - (1,837) 1,837 -

- (4,759) (26) (1,837) - - - (6,622) 1,837 (4,785)

- 2,626 - - - - - 2,626 - 2,626

- 2,626 - - - - - 2,626 - 2,626

(350) 113,294 (2,812) (1,830) 587 4,254 (215) 112,928 2,837 115,765

15,847 129,973 22,263 12,467 (91) (7,144) 129 173,444 (28,636) 144,808

$ 15497 $ 243,267 $ 19,451 $ 10,637 $ 496 $ (2,890) $ (86) $ 286,372 $ (25,799) $ 260,573
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