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Report of Independent Auditors

Board of Directors
Hartford Health Care Corporation and Subsidiaries

We have audited the accompanying consolidated balance sheets of Hartford Health Care
Corporation and Subsidiaries (the Corporation) as of September 30, 2010 and 2009, and the
related consolidated statements of operations and changes in net assets, and cash flows for the
years then ended. These financial statements are the responsibility of the Corporation’s
management. Our responsibility is to express an opinion on these financial statements based on
our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States and the standards applicable to financial audits contained in Government Auditing
Standards issued by the Comptroller General of the United States. Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. We were not engaged to perform an audit of the
Corporation’s internal control over financial reporting. Our audits included consideration of
internal control over financial reporting as a basis for designing audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Corporation’s internal control over financial reporting. Accordingly, we
express no such opinion. An audit also includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements, assessing the accounting principles used
and significant estimates made by management, and evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion the consolidated financial statements referred to above present fairly, in all
material respects, the consolidated financial position of Hartford Health Care Corporation and
Subsidiaries at September 30, 2010 and 2009, and the consolidated results of their operations and
changes in net assets, and their cash flows for the years then ended, in conformity with U.S.

generally accepted accounting principles.
é/th ¥ MLLP
U v

February 25, 2011

A member firm of Ernst & Young Global Limited



Hartford Health Care Corporation and Subsidiaries

Consolidated Balance Sheets

September 30
2010 2009
(in thousands)
Assets
Current assets:
Cash and cash equivalents $ 90,044 § 82,561
Accounts receivable, less allowances of $50,883 in 2010 and $40,919
in 2009, respectively 177,076 173,216
Other receivables 27,022 22,700
Inventories of supplies 15,055 14,119
Prepaid expenses and other assets 27,564 21,884
Estimated third-party payor settlements — 6,060
Notes receivable 2,875 4,161
Total current assets 339,636 324,701
Assets whose use is limited:
Investments and other assets 230,105 194,255
Investments for restricted purposes 185,916 191,312
416,021 385,567
Funds held in trust by others 139,270 124,401
Other assets 68,558 48,280
Property, plant and equipment, net 532,217 500,955

$ 1,495,702 $ 1,383,904

Liabilities and net assets
Current liabilities:

Accounts payable $ 60,856 S 61,651
Salaries, wages, payroll taxes and amounts withheld from employees 41,733 58,521
Accrued expenses 29,447 33,420
Estimated third-party payor settlements 2,610 -
Current portion of accrued pension and other liabilities 31,854 25,115
Current portion of long-term debt and capital leases 44,621 15,157
Total current liabilities 211,121 193,864
Accrued pension and other liabilities 406,900 363,364
Long-term debt 168,532 165,631

Net assets:
Unrestricted 376,306 350,486
Temporarily restricted 113,708 107,425
Permanently restricted 219,135 203,134
709,149 661,045

$ 1,495,702 § 1,383,904

See accompanying notes.



Hartford Health Care Corporation and Subsidiaries

Consolidated Statements of Operations and Changes in Net Assets

Unrestricted revenues and other support:
Net patient service revenue
Other operating revenue
Net assets released from restrictions used for operations

Operating expenses:
Salaries and wages
Employee benefits
Supplies and other
Purchased services
Depreciation and amortization
Provision for uncollectible accounts
Interest

Operating income
Nonoperating income (loss):

Income (loss) from investments, gifts and bequests, net
Other

Excess (deficiency) of revenues over expenses before change in
unrealized gains and losses on investments

Change in unrealized gains and losses on investments
Excess (deficiency) of revenues over expenses

Continued on next page.

Year Ended September 30
2010 2009
(in thousands)
$ 1,248,572 § 1,124,796
168,060 156,205
9,859 10,942
1,426,491 1,291,943
630,357 593,414
166,567 135,313
283,019 257,178
194,931 183,850
64,992 60,718
64,021 46,405
4,462 4,609
1,408,349 1,281,487
18,142 10,456
6,987 (7,857)
427) (11,525)
6,560 (19,382)
24,702 (8,926)
25,285 2,052
49,987 (6,874)



Hartford Health Care Corporation and Subsidiaries

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

Unrestricted net assets:
Excess (deficiency) of revenue over expenses
Transfers from temporarily restricted net assets
Net unrealized loss on endowments and other investments
Net assets released from restrictions used for the purchase of

equipment

Change in pension and post retirement funding obligation
Other

Increase (decrease) in unrestricted net assets

Temporarily restricted net assets:
Restricted contributions
Restricted investment income (loss)
Change in unrealized gains and losses on investments
Net assets released from restrictions for operations
Net assets released from restrictions used for the purchase of
equipment
Transfers to unrestricted and permanently restricted net assets
Other

Increase (decrease) in temporarily restricted net assets

Permanently restricted net assets:
Restricted contributions
Restricted investment income (loss)
Transfer to other entity
Transfers from (to) unrestricted and temporarily restricted net
assets
Change in unrealized gains and losses on funds held in trust by
others and other adjustment
Increase (decrease) in permanently restricted net assets
Increase (decrease) in net assets

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

See accompanying notes.

Year Ended September 30
2010 2009
(in thousands)
49,987 (6,874)
211 3,092
- (707)
3,823 1,965
(28,294) (287,548)
93 448
25,820 (289,624)
7,811 6,970
647 (10,917)
12,180 3,906
(9,859) (10,942)
(3,823) (1,965)
(673) (1,578)
— 55
6,283 (14,471)
1,358 176
70 (422)
- (518)
462 (1,514)
14,111 (4,910)
16,001 (7,188)
48,104 (311,283)
661,045 972,328
$ 709,149 § 661,045




Hartford Health Care Corporation and Subsidiaries

Consolidated Statements of Cash Flows

Year Ended September 30
2010 2009

(in thousands)
Cash flows from operating activities
Increase (decrease) in net assets $ 48,104 $ (311,283)
Adjustments to reconcile change in net assets to net cash
provided by operating activities:
Noncash items:

Depreciation and amortization 64,992 60,718

Change in unrealized gains and losses on investments 37,465 (5,212)

Change in unrealized gains and losses on funds held in

trust by others and other adjustment (14,111) 4,949
Provision for uncollectible accounts 64,021 46,405
Change in pension and postretirement funding
obligation 28,294 287,548

Change in fair value of interest rate swap agreements 1,797 2,426

Restricted contributions and investment (income) loss (9,886) 4,193

Transfer to other entity - 518

Other 93) (503)

Other changes in net assets:

Changes in assets and liabilities, net (Note 12) (90,513) (34,085)
Net cash provided by operating activities 130,070 55,674
Cash flows from investing activities
Purchase of property, plant and equipment, net (96,254) (98,608)
(Increase) decrease in investments, net (68,584) 53,097
Net cash used in investing activities (164,838) (45,511)
Cash flows from financing activities
Proceeds from debt financing 36,516 1,201
Payments on debt and capital leases 4,151) (4,867)
Restricted contributions and investment income (loss) 9,886 (4,193)
Net cash provided by (used in) financing activities 42,251 (7,859)
Net increase in cash and cash equivalents 7,483 2,304
Cash and cash equivalents at beginning of year 82,561 80,257
Cash and cash equivalents at end of year $ 90,044 § 82,561

See accompanying notes.



Hartford Health Care Corporation and Subsidiaries

Notes to Consolidated Financial Statements

September 30, 2010

1. Significant Accounting Policies

The accounting policies that affect significant elements of the Hartford Health Care Corporation
and Subsidiaries’ (the Corporation) consolidated financial statements are summarized below and
in Note 2.

Organization

The Corporation was incorporated on August 21, 1985 as a not-for-profit organization under the
Non-Stock Corporation Act of the State of Connecticut. The Corporation is organized
exclusively for public welfare, charitable, scientific, literary and educational purposes, including
the furtherance of the welfare, programs and activities of Hartford Hospital a non-stock
corporation. The Corporation currently includes the following entities:

The Corporation is the sole member of consolidated Hartford Hospital (the Hospital),
consolidated MidState Medical Center (the Medical Center), combined Windham Community
Memorial Hospital (Windham), consolidated H.H.M.O.B, consolidated VNA Health Care, Inc.
(VNA Health Care), Natchaug Hospital (Natchaug), consolidated Rushford Center, Inc., and
Clinical Laboratory Partners, LLC.

The Hospital is a voluntary association incorporated under the General Statutes of the State of
Connecticut. The consolidated financial statements of the Hospital include Jefferson House and
Cedar Mountain Commons (departments of the Hospital) and the Institute of Living. Jefferson
House is a nursing home facility that is operated as a department of Hartford Hospital as
mandated legislation enacted in 1873. Cedar Mountain Commons is a senior living community
that opened in February 2001 and is owned by the Hospital and Jefferson House. The Institute of
Living is a mental health center in Hartford, Connecticut and is a wholly-owned subsidiary of the
Hospital.

The Medical Center is a nonprofit organization incorporated under the General Statutes of the
State of Connecticut. The consolidated financial statements of the Medical Center include
Meriden Imaging Center and MidState MSO, LLC. In 1999, the Medical Center acquired an
80% interest in the Meriden Imaging Center. Effective February 14, 2006, MidState MSO, LLC
was created to provide management services and support for medical practices.

Windham is a voluntary association incorporated under the General Statutes of the State of
Connecticut. The combined financial statements of Windham include The Hatch Hospital
Corporation and the Windham Hospital Foundation, Inc. The Hatch Hospital Corporation and the
Windham Hospital Foundation, Inc. are both nonprofit organizations incorporated under the
General Statutes of the State of Connecticut.



Hartford Health Care Corporation and Subsidiaries

Notes to Consolidated Financial Statements (continued)

1. Significant Accounting Policies (continued)

H.H.M.O.B. was incorporated under the laws of the State of Connecticut for the purpose of
operating a medical office building. The consolidated financial statements of H.H.M.O.B.
include Eastern Rehabilitation Network, H.H. Management Services, Inc., Hartford Medical
Group and Intermediate Medical Care Centers, Inc.

VNA Health Care is a nonprofit, nonstick Connecticut corporation, founded in 1901, which was
incorporated on March 1, 1986 as the parent company and sole member of VNA Health
Resources, Inc. VNA Health Care provides corporate management, financial and other services
to its subsidiary.

Natchaug is a nonprofit organization incorporated under the General Statutes of the State of
Connecticut. Natchaug provides inpatient and outpatient psychiatric healthcare services.

Rushford Center, Inc. is a nonprofit organization that includes Rushford Foundation, Inc. and
291 Center Street, LLC. The Foundation is a nonprofit agency and 291 Center Street, LLC is a
limited liability company in which Rushford Center, Inc. is a 100% owner.

Clinical Laboratory Partners, LLC was created in 1998 through a merger of three Connecticut
based laboratories.

VNA Health Care and Rushford Center, Inc. have a June 30 year-end.

All material intercompany accounts and transactions have been eliminated in the accompanying
consolidated financial statements.

Use of Estimates

The preparation of financial statements in conformity with U.S. generally accepted accounting
principles (GAAP) requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the
date of the financial statements. Estimates also affect the reported amounts of revenues and
expenses during the reporting period. There is at least a reasonable possibility that certain
estimates will change by material amounts in the near term. Actual results could differ from
those estimates.

Regulatory Matters

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



Hartford Health Care Corporation and Subsidiaries

Notes to Consolidated Financial Statements (continued)

1. Significant Accounting Policies (continued)
Fair Value of Financial Instruments

The carrying values of financial instruments classified as current assets and current liabilities
approximate fair value. The fair values of the Corporation’s financial instruments are disclosed
in their respective notes and/or in Note 5.

Investments

The Corporation’s investment portfolio is classified as trading, with unrealized gains and losses
included in the excess (deficiency) of revenues over expenses.

Investments in equity securities with readily determinable fair values and all investments in debt
securities are measured at fair value at the balance sheet date. Alternative investments, those
assets whose market value is not readily determinable, are stated at fair value as estimated in an
unquoted market. Valuations of those investments and, therefore, the Corporation’s holdings
may be determined by the investment manager and are primarily based on the underlying
securities. Assets temporarily restricted (by donor) are recorded at fair value at the date of
donation, which is then considered cost. Investment income (including realized gains and losses
on investments, interest and dividends, and the change in unrealized gains and losses) is included
in nonoperating income unless the income or loss is restricted by the donor or law. The cost of
securities sold is based on the specific identification method.

The Corporation holds non-marketable equity investments in private companies. At September
30, 2010 and 2009, the carrying value of the Corporation’s portfolio of strategic investments
totaled $5,716,091 and $4,986,470, respectively; of which $624,052 and $629,052 are accounted
for at cost and $5,015,288 and $4,357,302 are accounted for using the equity method of
accounting at September 30, 2010 and 2009, respectively. These investments are included in
prepaid expenses and other assets on the consolidated balance sheets. The Corporation’s share of
the income or losses of all equity-method investees, using the most current financial information
available, which reflects the financial performance three months in arrears, is included in
nonoperating income.

Interest Rate Swap Agreements

The Corporation utilizes interest rate swap agreements to reduce risks associated with changes in
interest rates. The Corporation does not hold or issue derivative financial instruments for trading
purposes. The Corporation 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.



Hartford Health Care Corporation and Subsidiaries

Notes to Consolidated Financial Statements (continued)

1. Significant Accounting Policies (continued)
Patient Accounts Receivable

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

The amount of the allowance for doubtful accounts is based upon management’s assessment of
historical and expected net collections, business and economic conditions, trends in Medicare
and Medicaid health care coverage and other collection indicators. See Note 2 for additional
information relative to third-party payor programs.

The Corporation’s primary concentration of credit risk is patient accounts receivable, which
consist of amounts owed by various governmental agencies, insurance companies and private
patients. The Corporation manages the receivables by regularly reviewing its patient accounts
and contracts, and by providing appropriate allowances for uncollectible amounts. Significant
concentrations of gross patient accounts receivable includes 28% and 14%, and 27% and 12%,
for Medicare and Medicaid, respectively, for the fiscal years ended September 30, 2010 and
2009, respectively.

Inventories

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

Property, Plant and Equipment

Property, plant and equipment is stated on the basis of cost. The Corporation 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.

Conditional asset retirement obligations recorded under the provisions of Accounting Standards
Codification (ASC) 410-20, Asset Retirement Obligations, amounted to $5,738,000 and
$5,617,000 as of September 30, 2010 and 2009, respectively. These obligations are recorded in
other noncurrent liabilities in the accompanying consolidated balance sheet. There are no assets
that are legally restricted for purposes of settling asset retirement obligations. During 2010 and
2009, retirement obligations incurred and settled were minimal. Accretion expense of $354,000
and $334,000 was recorded during the years ended September 30, 2010 and 2009, respectively.



Hartford Health Care Corporation and Subsidiaries

Notes to Consolidated Financial Statements (continued)

1. Significant Accounting Policies (continued)
Assets Whose Use is Limited

Assets whose use is limited includes internally designated assets that are assets set aside for
future capital improvements, research and education. Investment income in excess of a
predetermined spending limit has also been set aside as long-term investments. Investments for
restricted purposes are those restricted based on donors’ intents.

Temporarily and Permanently Restricted Net Assets

Temporarily restricted net assets are those where use by the Corporation has been limited by
donors, to a specific time frame or purpose. Permanently restricted net assets have been restricted
by donors and are maintained by the Corporation in perpetuity. The Corporation is a partial
beneficiary to various perpetual trust agreements. Assets recorded under these agreements are
recognized at fair value and the net assets are classified as permanently restricted. The
investment income generated from these funds is expendable to support healthcare services.

Contributions, including unconditional promises to give, are recognized as revenue in the period
received. Conditional promises to give are not recognized until the conditions on which they
depend are substantially met. Unrestricted contributions are recorded, net of expenses, within
other operating revenue.

Donor Restricted Gifts

Unconditional promises to give cash and other assets are reported at fair value at the date the
promise is received. Pledges receivable to be received after one year are discounted at a discount
rate commensurate with the risks involved. Amortization of the discount is recognized as
revenue and is reflected in accordance with donor imposed restrictions, if any, on the
contributions. The pledges 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 unrestricted contributions in the accompanying financial statements,
except those relating to donations of long-lived assets.

10



Hartford Health Care Corporation and Subsidiaries

Notes to Consolidated Financial Statements (continued)

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

The consolidated statements of operations and changes in net assets include the excess
(deficiency) of revenues over expenses as the performance indicator. Changes in unrestricted net
assets which are excluded from the excess (deficiency) of revenues over expenses, include the
changes in pension and postretirement funding obligations, net assets released from restrictions
for the purchase of equipment, net asset transfers and changes in unrealized gains and losses on
investments and endowments.

Nonoperating Income

Nonoperating income includes income on investments, realized and unrealized gains and losses
on investments, restricted gifts, bequests, changes in the fair value of swap agreements and the
excess of revenues over expenses of Jefferson House and Cedar Mountain Commons.

Other Operating Revenue

Other operating revenue primarily includes services provided to other institutions and research
income.

Professional Liability and Workers’ Compensation Insurance

Coverage for medical malpractice insurance is provided on a claims-made basis. The primary
level of coverage is $10,000,000 per claim and $39,000,000 in the aggregate. The excess
indemnity coverage is layered with four different insurance companies at $15,000,000 per claim
and $15,000,000 in the aggregate per layer. The primary coverage is with CHS Insurance
Limited, a captive insurance company in which the Hospital and the Medical Center each have a
25% ownership interest. The ownership is accounted for under the equity method in the
accompanying consolidated statements of operations. The investment in CHS Insurance Limited
is included in other assets in the consolidated balance sheets.

The Corporation has an established policy of self-insuring the deductible portion of its workers’
compensation insurance. The deductible limits are $1,000,000 per claim for fiscal years ended
September 30, 2010 and 2009. In connection with this self-insurance program, Bank of America
issued an irrevocable direct pay letter of credit to the Travelers Indemnity Company, the primary
insurer, for an amount not to exceed $2,200,000.

11



Hartford Health Care Corporation and Subsidiaries

Notes to Consolidated Financial Statements (continued)

1. Significant Accounting Policies (continued)
Income Taxes

The Corporation and all of its subsidiaries are not-for-profit corporations as described in
Section 501(¢)(3) of the Internal Revenue Code and are exempt from federal income taxes on
related income pursuant to Section 501(a) of the Code except for Clinical Laboratory Partners,
LLC, and H.H.M.O.B., including one of its subsidiaries Eastern Rehabilitation Network, which
are taxable entities of which income taxes are immaterial.

Cash and Cash Equivalents

Cash and cash equivalents include cash, commercial paper and corporate and government bonds
which are available to be converted to liquid assets within three months. Cash and cash
equivalents are maintained with domestic financial institutions with deposits that exceed
federally insured limits. It is the Corporation’s policy to monitor the financial strength of those
institutions.

Adoption of New Accounting Standards

In December 2008, the Financial Accounting Standards Board (FASB) issued additional
authoritative guidance regarding an employer’s disclosures about postretirement benefit plan
assets, currently included in Accounting Standard Codification (ASC) 715. This guidance
requires disclosure about the major classes of postretirement benefit plan assets, including a
description of the inputs and valuation techniques used to measure those assets and the
designation of such assets by level; how investment allocation decisions are made; the effect of
fair value measurements using significant unobservable inputs on changes in plan assets for the
period; and significant concentrations of risk within plan assets. See Note 7 for these additional
disclosures for the year ended September 30, 2010. The adoption of this guidance did not have a
significant impact on the Corporation’s consolidated financial statements for the year ended
September 30, 2010.

12



Hartford Health Care Corporation and Subsidiaries

Notes to Consolidated Financial Statements (continued)

1. Significant Accounting Policies (continued)
New Accounting Standards

In January 2010, the FASB issued Accounting Standards Update 2010-06, Improving
Disclosures about Fair Value Measurements, (ASU 2010-06). ASU 2010-06 amended ASC 820
to clarify certain existing fair value disclosures and require a number of additional disclosures.
The guidance in ASU 2010-06 clarified that disclosures should be presented separately for each
“class” of assets and liabilities measured at fair value and provided guidance on how to
determine the appropriate classes of assets and liabilities to be presented. ASU 2010-06 also
clarified the requirement for entities to disclose information about both the valuation techniques
and inputs used in estimating Level 2 and Level 3 fair value measurements. In addition, ASU
2010-06 introduced new requirements to disclose the amounts (on a gross basis) and reasons for
any significant transfers between Levels 1, 2 and 3 of the fair value hierarchy and present
information regarding the purchases, sales, issuances and settlements of Level 3 assets and
liabilities on a gross basis. With the exception of the requirement to present changes in Level 3
measurements on a gross basis, which is delayed until 2011, the guidance in ASU 2010-06
becomes effective for reporting periods beginning after December 15, 2009. Management is
currently evaluating the effect that the provisions of ASU 2010-06 will have on the consolidated
financial statements.

In April 2009, the FASB issued a new accounting pronouncement regarding mergers and
acquisitions for not-for-profit entities (formerly SFAS No. 164, “Not-for-Profit Entities: Mergers
and Acquisitions, including an amendment of FASB Statement No. 142).” The pronouncement,
found under ASC Topic 958, established principles and requirements for how a not-for-profit
entity accounts for mergers and acquisitions. The pronouncement also makes FASB Statement
No. 142, “Goodwill and Other Intangible Assets”, found under FASB ASC Topic 350, and
FASB Statement No. 160, “Noncontrolling Interests in Consolidated Financial Statements”,
found under FASB ASC Topic 810, fully applicable to not-for-profit entities. These
pronouncements will be effective for the Corporation on October 1, 2010. The Corporation is
currently evaluating the impact on its consolidated financial statements.

Subsequent Events

The Corporation evaluates the impact of subsequent events, which are events that occur after the
balance sheet date but before the financial statements are issued, for potential recognition in the
financial statements as of the balance sheet date. For the year ended September 30, 2010, the
Corporation evaluated subsequent events through February 25, 2011 which is the date the
financial statements were issued. Refer to Note 13. No events occurred that require adjustment to
the consolidated financial statements.

13



Hartford Health Care Corporation and Subsidiaries

Notes to Consolidated Financial Statements (continued)

1. Significant Accounting Policies (continued)
Reclassifications

Certain reclassifications have been made to the year ended September 30, 2009 balances
previously reported in the consolidated balance sheets and statements of operations and changes
in net assets in order to conform with the year ended September 30, 2010 presentation. For the
year ended September 30, 2009, $16,041,710 of amounts previously recorded in other operating
revenue has been reclassified to net patient service revenue.

2. Net Patient Service Revenue and Charity Care

Revenues from the Medicare and Medicaid programs accounted for approximately 40% and
12%, respectively, of the Corporation’s net patient service revenue for the years ended
September 30, 2010 and 2009. Laws and regulations governing the Medicare and Medicaid
programs are complex and subject to interpretation. As a result, there is at least a reasonable
possibility that recorded estimates will change by material amounts in the near term.

The Corporation believes that it is in compliance with all applicable laws and regulations, and is
not aware of any pending or threatened investigations involving allegations of potential
wrongdoing. Compliance with such laws and regulations can be subject to future government
review and interpretation as well as significant regulatory action including fines, penalties, and
exclusion from the Medicare and Medicaid programs. Changes in the Medicare and Medicaid
programs and the reduction of funding levels could have an adverse impact on the Corporation.

The following table summarizes net patient service revenue:

Year Ended September 30
2010 2009
(in thousands)

Gross patient service revenue $ 2,779,860 $ 2,533,111
Less:
Allowances 1,492,732 1,370,018
Charity care 38,556 38,297

$ 1,248,572 § 1,124,796

14



Hartford Health Care Corporation and Subsidiaries

Notes to Consolidated Financial Statements (continued)

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

The Corporation has agreements with third-party payors that provide for payments to the
Corporation 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 future audits,
reviews and investigations. Retroactive adjustments are considered in the recognition of revenue
on an estimated basis in the period the related services are rendered and such amounts are
adjusted in future periods as adjustments become known or as years are no longer subject to such
audits, reviews and investigations. During 2010 and 2009, the Corporation recorded net changes
in estimates of approximately $2,286,000 and $3,800,000, respectively which primarily related
to better than previously estimated third-party payor settlements.

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

The Corporation has agreements with various health maintenance organizations (HMOs) to
provide medical services to subscribing participants. Under those agreements, the HMOs make
fee-for-service payments to the Corporation for certain covered services based upon discounted
fee schedules. In addition, the Corporation receives monthly capitation payments from certain
HMOs based on the number of each HMO’s participants, regardless of services actually
performed by the Corporation.

The Corporation accepts all patients regardless of their ability to pay. A patient is classified as a
charity patient by reference to the established policies of the Corporation. Essentially, these
policies define charity care as those services for which no payment is anticipated. In accessing a
patient’s inability to pay, the Hospital 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.

15



Hartford Health Care Corporation and Subsidiaries

Notes to Consolidated Financial Statements (continued)

3. Net Assets

Temporarily restricted net assets at September 30 are available for the following purposes:

2010 2009
(in thousands)
Free beds $ 24362 $ 22,138
Research 34,206 31,174
Education 11,490 13,034
Capital replacement 10,669 10,625
Other health care services 32,981 30,454

$ 113,708 § 107,425

Permanently restricted net assets at September 30 are restricted for:

2010 2009

(in thousands)
Investments to be held in perpetuity, the income from

which is expendable to support health care services $ 58950 § 57,877
Endowment requiring income to be added to original gift

to support health care services 20,915 20,856
Restricted funds held in trust by others, the income from

which is expendable to support health care services 139,270 124,401

$ 219,135 § 203,134

The Corporation’s endowment consists of hundreds of individuals funds established for a variety
of purposes. Those funds include both donor-restricted endowment funds and funds designated
by the Board of Directors to function as endowments. Net assets associated with endowment
funds, including funds designated by the Board of Directors to function as endowments, are
classified and reported based on the existence or absence of donor-imposed restrictions.
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Hartford Health Care Corporation and Subsidiaries

Notes to Consolidated Financial Statements (continued)

3. Net Assets (continued)

The Board of Directors of the Corporation has interpreted the Uniform Prudent Management of
Institutional funds Act (UPMIFA) as requiring the preservation of the fair value of the original
gift as of the gift date of the donor-restricted endowment funds absent explicit donor stipulations
to the contrary. As a result of this interpretation, the Corporation 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 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, the Corporation 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 the Corporation and the donor-restricted endowment fund
3) General economic conditions

4) The possible effect of inflation and deflation

5) The expected total return from income and the appreciation of investments
6) Other resources of the Corporation

7) The investment policies of the Corporation

The Corporation has adopted investment and spending policies for endowment assets that
attempt to provide a predictable stream of funding to programs supported by its endowment
while seeking to maintain purchasing power of the endowment assets. Endowment assets include
those assets of donor-restricted funds that the Corporation must hold in perpetuity or for a donor-
specific period(s) as well as board-designated funds. Under this policy, as approved by the Board
of Directors, the endowment assets are primarily invested in a manner that is intended to produce
a real return, net of inflation and investment management costs, of at least 4% over the long
term. Actual returns in any given year may vary from this amount.

To satisfy its long-term rate-of-return objectives, the Corporation relies on a total return strategy
in which investment returns are achieved through both capital appreciation (realized and
unrealized) and current yield (interest and dividends). The Corporation targets a diversified asset
allocation that places a greater emphasis on equity-based alternative investments to achieve its
long-term objective within prudent risk constraints.
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Hartford Health Care Corporation and Subsidiaries

Notes to Consolidated Financial Statements (continued)

3. Net Assets (continued)

The Hospital has a policy of appropriating for distribution each year 4% of its endowment fund’s
fair value as of October 31 of each fiscal year in which the distribution is planned. This is
consistent with the Corporation’s objective to maintain the purchasing power of the endowment
assets held in perpetuity of for a specified term as well as to provide additional real growth
through new gifts and investment returns. The Medical Center, Windham, VNA Health Care and
Rushford evaluated endowment spending based on need and current market conditions as well as
long-term investment goals.

Endowment net asset composition (excluding funds held in trust by others) by type of fund as of
September 30, 2010, consisted of the following (in thousands):

Temporarily Permanently

Unrestricted Restricted Restricted Total
Donor-restricted endowment funds $ 272) $ 987 § 2,965 $ 3,680
Board-designated endowment funds 14,531 62,090 76,900 153,521

$14259 $ 63,077 $ 79865 $ 157,201

Changes in endowment funds for the fiscal year ended September 30, 2010, consisted of the
following (in thousands):

Temporarily Permanently

Unrestricted Restricted Restricted Total

Endowment net assets beginning of the year $ 12,680 $§ 53340 § 78,733 § 144,753
Reclassifications (67) (395) (296) (758)
Endowment net assets after reclassification 12,613 52,945 78,437 143,995
Investment return:

Investment income 388 1,457 58 1,903

Net appreciation (realized and unrealized) 1,098 12,081 12 13,191

Net asset reclassification — net unrealized loss

on endowments 278 (278) - -

Total investment return 1,764 13,260 70 15,094
Contributions - 124 1,358 1,482
Appropriation of endowment assets for

expenditure (118) (3,252) - (3,370)
Endowment net assets, end of year $ 14259 $ 63,077 $§ 79865 $ 157,201
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Hartford Health Care Corporation and Subsidiaries

Notes to Consolidated Financial Statements (continued)

3. Net Assets (continued)

Endowment net asset composition (excluding funds held in trust by others) by type of fund as of
September 30, 2009, consisted of the following (in thousands):

Temporarily Permanently

Unrestricted Restricted Restricted Total
Donor-restricted endowment funds $ (550) $ 53340 § 78,733 $ 131,522
Board-designated endowment funds 13,230 - — 13,230

$ 12,680 $§ 53340 § 78,733 § 144,753

Changes in endowment funds for the fiscal year ended September 30, 2009, consisted of the
following (in thousands):

Temporarily Permanently

Unrestricted  Restricted Restricted Total

Endowment net assets beginning of the year $ 11,021 $§ 64,587 $ 80,655 $ 156,263
Reclassifications 3,122 (1,387) (1,715) 20
Endowment net assets after reclassification 14,143 63,200 78,940 156,283
Investment return:

Investment income 406 1,494 (380) 1,520

Net depreciation (realized and unrealized) (1,203) (5,203) 3) (6,409)

Net asset reclassification — net unrealized loss

on endowments (550) 550 - -

Total investment return (1,347) (3,159) (383) (4,889)
Contributions - 36 176 212
Appropriation of endowment assets for

expenditure (116) (6,737) — (6,853)
Endowment net assets, end of year $ 12,680 $ 53,340 $ 78,733 $ 144,753

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 the Corporation
to retain as a fund of perpetual duration. These deficiencies result from unfavorable market
fluctuations that occurred shortly after the investment of new permanently restricted
contributions and continued appropriation for certain programs that was deemed prudent by the
Board of Directors. There were deficiencies of $271,607 and $549,810 which are reported in
unrestricted net assets as of September 30, 2010 and 2009, respectively.
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Notes to Consolidated Financial Statements (continued)

4. Assets Whose Use is Limited
Included in assets whose use is limited are the following amounts:
September 30

2010 2009
(in thousands)

Cash and cash equivalents $ 13,601 $ 9,258
Investments:
United States government obligations 13,185 13,221
Other marketable securities 119,860 93,336
Marketable equity securities 266,933 267,019
Other notes and accounts receivable 115 7
Pledges receivable, net 2,327 2,726

$ 416,021 $ 385,567

Realized losses, net, were $348,000 and $13,420,000 for the years ended September 30, 2010
and 2009, respectively. Investment income was $6,711,000 and $6,646,000 for the years ended
September 30, 2010 and 2009, respectively. Realized losses, net, and investment income are
included within income (loss) from investments, gifts and bequests, net in the consolidated
statement of operations.

5. Fair Values of Financial Instruments

As defined in ASC 820-10, fair value is 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. In order to increase consistency and comparability in fair value
measurements, ASC 820-10 establishes a fair value hierarchy that prioritizes observable and
unobservable inputs used to measure fair value into three broad levels, which are described
below.

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

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

Level 3: Unobservable inputs are used when little or no market data is available. The fair
value hierarchy gives the lowest priority to Level 3 inputs.
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Notes to Consolidated Financial Statements (continued)

5. Fair Values of Financial Instruments (continued)

A financial instrument’s categorization within the valuation hierarchy is based upon the lowest
level of input that is significant to the fair value measurement. In determining fair value, the
Corporation utilizes valuation techniques that maximize the use of observable inputs and
minimize the use of unobservable inputs to the extent possible as well as considers counterparty
credit risk in its assessment of fair value.

Financial assets and liabilities carried at fair value as of September 30, 2010 are classified in the
table below in one of the three categories described above (in thousands):

Level 1 Level 2 Level 3 Total
Assets
Cash and cash equivalents $ 90,044 § - 3 - $ 90,044
Assets limited as to use:
Cash and cash equivalents 13,601 - - 13,601
United States government obligations 13,185 — — 13,185
Other marketable securities 9,289 110,571 - 119,860
Marketable equity securities 255,280 11,653 - 266,933
Funds held in trust by others - 139,270 - 139,270
Other assets:
Escrow funds for debt service 5,473 - - 5,473
Pension plan assets:
Cash and cash equivalents 17,286 — — 17,286
Marketable equity securities 191,613 — — 191,613
Corporate and government bonds 43,240 — — 43,240
Mutual Funds 142,781 1,477 - 144,258
Insurance accounts - 14,336 - 14,336
Common collective trusts - 311,021 - 311,021
Liabilities
Interest rate swap agreements — 9,009 — 9,009
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Notes to Consolidated Financial Statements (continued)

5. Fair Values of Financial Instruments (continued)

Financial assets and liabilities carried at fair value as of September 30, 2009 are classified in the
table below in one of the three categories described above (in thousands):

Level 1 Level 2 Level 3 Total

Assets
Cash and cash equivalents $ 82,561 $ - $ - $ 82,561
Assets limited as to use:

Cash and cash equivalents 9,258 - - 9,258

United States government obligations 13,221 — — 13,221

Other marketable securities 9.816 83,520 - 93,336

Marketable equity securities 256,071 10,948 - 267,019
Funds held in trust - 124,401 - 124,401
Other assets:

Escrow funds for long-term debt 11,842 - - 11,842
Liabilities
Interest rate swap agreements — 7,212 - 7,212

Fair value for Level 1 assets is based upon quoted market prices while fair value for Level 2
assets were determined primarily through prices obtained from third party pricing sources, as
quoted market prices for such securities are not readily available. Fair value for Level 2 liabilities
is based upon a market approach that uses prices and other relevant information generated by
market transactions involving identical or comparable liabilities.

6. Property, Plant and Equipment
Property, plant and equipment consists of the following at September 30:

2010 2009

(in thousands)

Land and land improvement $ 39362 § 33,455
Buildings and fixed equipment 732,575 673,675
Equipment 539,992 495,221
1,311,929 1,202,351

Less accumulated depreciation (825,327) (765,929)
486,602 436,422
Construction in process (estimated cost to complete — $44,370) 45,615 64,533

$ 532,217 § 500,955
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Notes to Consolidated Financial Statements (continued)

7. Pensions and Other Postretirement Benefits

The Corporation has cash balance retirement plans and defined benefit pension plans (both
contributory and noncontributory), covering substantially all employees and noncontributory,
supplemental defined-benefit retirement plans for certain executive employees (collectively, the
Plans). The benefits are based on years of service and the employees’ compensation as defined
by each of the plans. The Corporation makes contributions in amounts sufficient to fund the
Plans’ current service cost and the funding policy is to contribute amounts to these plans
sufficient to meet the minimum funding requirements set forth by federal government
regulations. Effective June 30, 2000, one of the Corporation’s defined benefit cash balance
pension plan’s was frozen. In addition, several of the pension plans are frozen to new members.
The Corporation also has defined contribution plans covering substantially all of its employees
and executives.

The Corporation provides health care and life insurance benefits to its retired employees who
meet certain eligibility requirements. The Corporation’s policy is to fund the cost of
postretirement benefits other than pensions as incurred.

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

2010 2009
Unrecognized actuarial loss $ 428,061,000 $ 397,918,000
Unrecognized transition obligation - 747,000
Unrecognized prior service credit (11,522,000) (10,738,000)

$ 416,539,000 $ 387,927,000

The actuarial loss and prior service credit included unrestricted net assets at September 30, 2010
and expected to be recognized in net periodic benefit cost during the year ending September 30,
2011 are as follows:

Unrecognized actuarial loss $ 18,026,000
Unrecognized prior service credit (3,107,000)
$ 14,919,000
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Notes to Consolidated Financial Statements (continued)

7. Pensions and Other Postretirement Benefits (continued)

The following table sets forth the Plans’ funded status and amounts recognized in the

consolidated balance sheets:

Change in benefit obligation
Benefit obligation at beginning of year
Early effect of measurement date
Service cost

Interest cost

Employee contributions

Benefits paid

Liability losses
Settlement/Termination
Assumption changes

Plan amendments

Benefit obligation at year-end

Change in plans’ assets

Fair value of assets at beginning of year
Early effect of measurement date
Actual return on plans’ assets

Benefits paid

Employer contributions

Employee contributions

Other

Fair value of plans’ assets at year-end
Underfunded status of the plans’

Components of net periodic benefit cost

Service cost

Interest cost

Expected return on plans’ assets

Settlement loss

Net amortization and deferral

Benefit cost included in the statements of
operations and changes in net assets

Other Post-Retirement

Pension Benefits Benefits
2010 2009 2010 2009
(in thousands)
$ (940,740) $ (801,134) $ (101,389) $ (81,511)
- (6,631) - -
(32,161) (28,050) 2,372) (2,002)
(52,165) (51,447) (5,505) (5,295)
24) (86) (109) (98)
53,895 56,939 4,514 4,301
(39,235) (89,369) 3,795) (6,449)
- (20,959) - -
(3,520) - 4,621 (10,335)
(2,212) (3) 2,364 —
$ (1,016,162) $ (940,740) $ (101,671) $ (101,389)
$ 693,526 $ 799,509
- 5,675
72,869 (86,519)
(53,895) (56,939) $ 4,515) $ (4,301)
9,230 31,697 4,406 4,203
24 86 109 98
_ 17 _ _
721,754 693,526 — —
$ (294,408 $ (247,214) $ (101,671) $ (101,389)
$ 32,161 $ 28,050 $ 2372 § 2,002
52,165 51,447 5,505 5,295
(67,101) (66,959) - -
203 276 - -
6,476 (6,749) 883 223
$ 23,904 $ 6,065 $ 8,760 § 7,520

The accumulated benefit obligation for the Corporation’s plans were approximately
$951,303,000 and $908,285,000 at September 30, 2010 and 2009, respectively.
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7. Pensions and Other Postretirement Benefits (continued)

The weighted-average assumptions used to develop the projected benefit obligations were as
follows:

Other Post-Retirement
Pension Benefits Benefits
2010 2009 2010 2009

Discount rate for determining
benefit obligations at year-end 5.0-5.58%  5.50-6.10% 5.10% 5.55%
Rate of compensation increase 3.50-4.00%  3.50-4.00% — -

The weighted-average assumptions used to develop net periodic benefit cost were as follows:

Other Post-Retirement

Pension Benefits Benefits
2010 2009 2010 2009
Discount rate 5.50-6.10% 6.25-7.55% 5.55% 6.25%
Expected rate of return on
plan assets 7.00-9.00% 7.00-9.00% - —

Rate of compensation increase  3.50-4.00% 3.50-4.00% — -

The expected rate of return on assets was determined by the expected return on each asset class
based on a model that considers historical and expected future performance.

The Corporation has two post-retirement benefit plans. The weighted-average annual assumed
rates of increase in the per capita cost of covered benefits (i.e., health care cost trend rate) are
assumed to be 8% and 10%. Rates are assumed to decline to 5% through 2016 for one plan and
to 4% through 2017 for the second plan. This health care cost trend rate assumption has a
significant effect on the amounts reported. To illustrate, a one percentage point increase in the
assumed health care cost trend rate would increase the service and interest costs and accumulated
post-retirement benefit obligations by approximately $177,000 and $174,000, and $2,164,000
and $2,921,000 at September 30, 2010, respectively. A one percentage point decrease in the
assumed health care cost trend rate would decrease the service and interest cost and accumulated
post-retirement benefit obligations by approximately $192,000 and $146,000, and $2,246,000
and $2,478,000 at September 30, 2010, respectively.
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Notes to Consolidated Financial Statements (continued)

7. Pensions and Other Postretirement Benefits (continued)
Plans’ Assets

The Plans weighted-average asset allocations at September 30, by asset category, are as follows:

2010 2009
Equity securities 67% 65%
Debt securities 25% 31%
Other 8% 4%
Total 100% 100%

The pension plan asset portfolios have target allocations similar to the allocations noted in the
table above. The goals of the plans are to provide a secure retirement benefit for plan participants
and to manage pension plan assets for the exclusive benefit of the participants. The Investment
Committee of the Board of Directors of each organization has responsibility for the development,
review and monitoring of the investment policy. The plans’ assets are invested in accordance
with the policy.

Contributions

The Corporation expects to make contributions of approximately $10,022,000 in fiscal year 2011
to its Plans and approximately $4,410,000 to its other post-retirement benefit plans in fiscal year

2011.
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7. Pensions and Other Postretirement Benefits (continued)

Estimated Future Benefit Payments

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

Other Post-
Pension Retirement
Benefits Benefits
2011 $ 69,672 $ 5,608
2012 74,504 5,884
2013 68,101 6,188
2014 65,846 6,527
2015 69,346 6,806
2016-2020 387,310 38,406

As discussed in Note 1, the Corporation adopted the FASB’s authoritative disclosure guidance
on reporting for assets of postretirement benefit plans for the fiscal year ended September 30,
2010. As discussed in the Fair Value Measurements note (Note 5), the Corporation follows a
three-level hierarchy to categorize assets measured at fair value. In accordance with this
hierarchy, as of September 30, 2010, 55% and 45% of the Corporation Plans’ assets which are
measured at fair value on a recurring basis were categorized as Level 1 and Level 2 investments,
respectively. Securities with readily determinable values are carried at fair value as determined
based on independent published sources. Alternative investments, as described in Note 1, are
stated at fair value, as estimated in an unquoted market but corroborated by market data.
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8. Long-Term Debt
Details of long-term debt are as follows:
September 30

2010 2009
(in thousands)

Revenue bonds financed with the State of Connecticut Health and
Educational Facilities Authority (CHEFA):

Series A, B, A-1 and B-1 (Medical Center) $ 82915 § 85,305
Series B and A-1 (Hospital) 45,940 45,940
Series D (Windham) 19,350 19,555
Revolving Loan (Hospital) 26,517 10,000

Master financing agreement with CHEFA (Hospital) due in monthly

installments with a fixed rate of 2.75% through September 17,

2015 20,000 -
Term loan (H.H.M.O.B.) due in monthly installment with variable

interest rate through April 1, 2011 when a balloon payment is due 10,377 11,294
Term loan (VNA Healthcare) due in monthly installments with a

variable interest rate through June 1, 2014 2,800 3,500
Commercial notes, at varying rates of imputed interest to 9.44% 3,854 3,367
Notes payable and capital lease obligation, at varying rates of

imputed interest from 5.9% to 6%, collateralized by leased

equipment 1,400 1,511
Other loans and notes - 316
213,153 180,788

Less current portion 44,621 15,157

$168,532 $165,631

The Medical Center’s Series A revenue bonds totaling $69,785,000, consisting of $43,010,000 of
serial bonds and $26,775,000 of term bonds, were obtained to finance construction of a new
hospital. The Series A revenue bonds bear interest at rates ranging from 4.10% to 6.25%.
Principal amounts related to the serial bonds mature annually each July 1 through 2016 and the
term bonds mature on July 1, 2026. During 2000, additional $500,000 in Series B bonds was
issued in conjunction with a related entity. The fair value of the bonds was approximately
$87,180,000 at September 30, 2010. During 2002, an additional $13,935,000 in Series A-1 bonds
was issued to fund an expansion of the hospital. The Series A-1 bonds are variable rate demand
bonds secured by an irrevocable direct pay letter of credit issued by Bank of America. The letter
of credit expires May 1, 2012. Under the $13,935,000 bond indenture, the Medical Center has
one balloon principal payment of $13,935,000 due on July 1, 2031. As of September 30, 2010
and 2009, the variable interest rate approximated 0.25% and 0.70%, respectively.
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8. Long-Term Debt (continued)

Under the terms of the revenue bond indentures, The Medical Center is required to maintain
certain deposits with a trustee. The terms provide for the establishment of various funds, a pledge
of gross receipts, as defined, restrictions on incurrence of certain indebtedness, and financial
covenants.

During 2006, The Medical Center entered into a synthetic refinancing of its existing Series A
Fixed Rate Bonds (Fixed Rate Bonds), whereby The Medical Center called the Fixed Rate Bonds
on July 1, 2006 from the current bondholders through a tender offer paying a call premium of
103. Bonds that were not tendered, $6,046,000, were redeemed at a premium of 102. The
Medical Center simultaneously resold the Fixed Rate Bonds to an unrelated third-party financial
institution. The Medical Center entered into a Total Return Distribution Agreement with the
financial institution whereby The Medical Center receives the fixed rate, ranging from 5.1% to
5.5%, and pays a variable rate equal to the BMA Index plus 26.5 basis points. This agreement
had an effective date of July 1, 2006 and includes a total return payment at termination equal to
any gain, paid by the financial institution, or loss, paid by the Corporation, in the value of the
Fixed Rate Bonds. The Total Return Distribution Agreement has termination dates based on the
serial maturity dates of the Fixed Rate Bonds. The Total Return Distribution Agreement was
amended on April 13, 2010. Based upon the amendment, the agreement will be terminated on
May 15, 2011 and The Medical Center is also required to post collateral for the fair value of the
agreement that exceeds $5.0 million.

In connection with the synthetic refinancing, The Medical Center also entered in to an interest
rate swap agreement (LIBOR Swap), effective July 1, 2006, whereby The Medical Center
receives a variable rate equal to 67% of one month LIBOR and pays a fixed rate of 3.77%. This
agreement terminates July 1, 2026.

The fair value of The Medical Center’s swap agreements were $(5,823,740) and $(4,625,870) at
September 30, 2010 and 2009, respectively, and are recorded in the current portion of accrued
pension and other liabilities in the accompany balance sheets. Although the Total Return
Distribution Agreement and LIBOR Swap represent economic hedges of the interest rate on the
bonds, they do not qualify for hedge accounting. The changes in the fair value of these
agreements are reported in the accompanying statements of operations and changes in net assets
as a component of other nonoperating income along with the net cash receipts on the swap
agreements.
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8. Long-Term Debt (continued)

During 2008, an additional $30,000,000 in Series B-1 bonds was issued to fund an expansion of
The Medical Center. The Series B-1 bonds are variable rate demand bonds secured by an
irrevocable direct pay letter of credit issued by Bank of America. The letter of credit expires June
18, 2012. Under the $30,000,000 bond indenture, The Medical Center has one balloon principal
payment of $30,000,000 due on July 1, 2038. As of September 30, 2010 and 2009, the variable
interest rate approximated 0.25% and 0.30%, respectively.

In August 2000, $30,675,000 of a $31,175,000 CHEFA Variable Rate Demand Revenue Bonds,
the Hospital Issue Series B, were issued and are secured by an irrevocable direct pay letter of
credit issued by Bank of America. The letter of credit expires May 1, 2012. The Bonds were
issued to finance the construction of a 78-unit, independent living and assisted living facility
(Cedar Mountain Commons) and the funding of various equipment purchases, software
purchases and renovation projects.

In March 2002, $15,265,000 of a $36,110,000 CHEFA Variable Rate Demand Revenue Bonds,
Health Care Capital Asset Program Issue, Series A-1, were issued to the Hospital and secured by
an irrevocable direct pay letter of credit issued by Bank of America. The letter of credit expires
on May 1, 2012. The Bonds were issued to purchase a parking garage from Hartford Hospital
Real Estate Corporation.

Under the terms of the Bond Indentures, the Hospital has balloon principal payments of
$30,675,000 and $15,265,000 due on July 1, 2030 and 2031, respectively. At September 30,
2010 and 2009 there were no borrowings under the letter of credit. The financing documents
contain certain restrictive covenants including the maintenance of a minimum debt service
coverage ratio and a pledge of gross receipts, as defined. As of September 30, 2010, the variable
interest rate approximated 0.26%.

The Hospital has a $35,000,000 revolving loan from Bank of America. The loan expires in May
2011. As of September 30, 2010 and 2009, the Hospital drew $26,500,000 and $10,000,000,
respectively, on the revolving loan, which has a variable rate. On December 30, 2010, the
Corporation amended the revolving loan which increased the commitment from $35,000,000 to
$63,500,000. In addition, Windham has an outstanding line of credit with a financial institution
for $5,000,000 which expires on June 1, 2011. Interest is set at prime, and there have been no
drawings under this under the line of credit as of September 30, 2010 and 2009.
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8. Long-Term Debt (continued)

CHEFA 2007 Series D Revenue bonds in the amount of $19,745,000 were issued by the
Windham. Proceeds from the issuance were used to redeem Series C CHEFA Bonds, payoff
various capital leases, and fund equipment and facility improvements. In conjunction with the
issuance of the Series D CHEFA Bonds, Windham entered into two interest rate swap
agreements with a financial institution, with an original notional amount of $19,745,000, to fix
the debt at a rate of 4.15%. The fair value of the swap agreements were $(3,185,469) and
$(2,585,845) at September 30, 2010 and 2009, respectively, and are recorded in accrued pension
and other liabilities in the accompanying balance sheets. Although the swap agreements
represent economic hedges of the interest rate on the bonds, they do not qualify for hedge
accounting. The changes in fair value of these agreements are reported in the accompanying
statements of operations and changes in net assets as a component of other nonoperating income
along with the net cash receipts on the swap agreements.

The Series D CHEFA Bonds contain a covenant which includes the maintenance of a minimum
debt service coverage ratio and a pledge of gross receipts, as defined. As of September 30, 2010,
Windham was in compliance with the covenant. In addition, funds are required to be set aside for
the purposes of future debt payments. The carrying value of the Series D CHEFA Bonds
approximates fair value.

Principal payments due on long-term debt are as follows (in thousands):

Fiscal Year Ending September 30:

2011 $ 44,621
2012 8,485
2013 6,963
2014 8,022
2015 7,411
Thereafter 137,651

$ 213,153

Interest paid for the year ended September 30, 2010 and 2009 was $3,218,000 and $3,711,000,
respectively.
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9. Pledges Receivable

Pledges receivable, included in assets whose use is limited, and prepaid and deferred expenses,
include the following unconditional promises to give as of September 30:

2010 2009
(in thousands)

Due within one year $ 1497 § 2,164
Due in one to five years 1,661 2,316

3,158 4,480
Less allowance and discount to present value 435 715
Pledges receivable, net $ 2,723 $§ 3,765

The discount recognizes the present value of the pledges. The allowance recognizes the
estimated uncollectible portion of the pledges.

10. Commitments and Contingencies

Various lawsuits and claims arising in the normal course of operations are pending or are in
progress against the Corporation. Such lawsuits and claims are either specifically covered by
insurance as explained in Note 1 or are deemed to be immaterial. While the outcomes of the
lawsuits cannot be determined at this time, management believes that any loss which may arise
from these actions will not have a material adverse effect on the financial position or changes in
net assets of the Corporation.

The Corporation has several operating lease agreements for certain real estate, medical
equipment and computer equipment. Certain of these leases have renewal options for periods up
to five years and escalation clauses. Rent is payable in equal monthly installments. Rent expense
was $20,159,000 and $17,897,000 for the years ended September 30, 2010 and 2009,
respectively.

The future minimum lease payments are as follows (in thousands):

2011 $ 11,144
2012 10,901
2013 8,523
2014 6,985
2015 6,485
Thereafter 64,061

$ 108,099
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Hartford Health Care Corporation and Subsidiaries

Notes to Consolidated Financial Statements (continued)

11. Functional Expenses

The Corporation provides health care services to residents within its geographic location. Net
expenses related to providing these services are as follow:

September 30
2010 2009
(in thousands)
Health care services $1,087,927 §$ 982,860
Support services 231,805 220,684
Research 22,085 19,796
Education 66,532 58,147

$ 1,408,349  §$ 1,281,487

12. Supplemental Cash Flow Information

The changes in assets and liabilities are as follows:

September 30
2010 2009
(in thousands)
Increase in accounts receivable $ (67,881) § (56,064)
(Increase) decrease in other receivables (4,322) 313
Decrease in notes receivable 1,286 2,828
Increase in inventories of supplies and prepaid expenses and
other assets (6,616) (5,405)
(Increase) decrease in other assets (20,278) 66,772
(Decrease) increase in accounts payable (795) 14,766
Increase in estimated third-party payor settlements 8,670 5,424
(Decrease) increase in salaries, wages, payroll taxes and
amounts withheld from employees (16,788) 2,093
Increase (decrease) in accrued expenses and accrued pension
and other liabilities 16,211 (64,812)

$ (90,513) $ (34,085)
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Hartford Health Care Corporation and Subsidiaries

Notes to Consolidated Financial Statements (continued)

13. Subsequent Event

On November 18, 2009, a Certificate of Need (CON) was filed between the Corporation and
Central Connecticut Health Systems (CCHA). The CON was filed to document the potential
acquisition of CCHA by the Corporation. On February 19, 2010, the CON was deemed complete
and final approval from the Federal Trade Commission was received effective February 1, 2011.
The Corporation will be the sole corporate member of CCHA under this agreement. As of the
date the financial statements were issued, management is preparing the initial accounting for the
acquisition.
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225 Asylum Street
Hartford, CT 06103-1506

Tel: +1 860 247 3100
Fax: +1 860 725 6040
Www.ey.com

Ell ERNST & YOUNG Goodin Squre

Report of Independent Auditors on Other Financial Information

Board of Directors
Hartford Health Care Corporation and Subsidiaries

Our audits were conducted for the purpose of forming an opinion on the consolidated financial
statements taken as a whole. The consolidating financial statements are presented for purposes of
additional analysis and are not a required part of the consolidated financial statements. Such
information has been subjected to the auditing procedures applied in our audits of the
consolidated financial statements and, in our opinion, is fairly stated in all material respects in
relation to the consolidated financial statements taken as a whole.

Ganet ¥ LLP

February 25, 2011

35

A member firm of Ernst & Young Global Limited



96’1y $ 9vT99  $ 881°CHC  $ 00L°6L0°T $ LA
S0T'IT (9¢6°61) 9L0°LL 899°€6S €18°01

- 0€L’E €L6TT £69°S61 -

- 86 1 796°1 6LELOT -

S0T'1C (Y0T'sT) 17129 965°06C €I8°01

- L¥0°0T 085°08 LS1°T9 -

L8T'T 116°9¢ ¥SSPS 718°68¢ -

TLS61 ¥TT'6 8L6°6T 190%€1 065°0C
128% - - - LTIT

- - - - SYTYl
LLEOT €0L SeET 00€°0€ -

(44 $96°¢ w0l 0191 -

- (985°1) 6 186°1 -

r61°C LyL 9%0°1 18€°1C $69°C
€Tl 0€6°1 S8 150°CT -

S€9 $ Sor'e  $ 89L°9 $ 8¢6'ly ST $
96’1y § 9vT99  $ 881°CHC  $ 00L°6L0°T $ A
L8S°0€ LTT9E POLYET €10°66€ 86S°C
vl 186°¢ €€8°61 626'7€ LTES

- - - - LOGET

- 809°C S61°TI LI6'611 -

- T68°1 £70°C ¥S0¥81 -

- Ly€ 8I°T1 80T°61¢ -

9¢1°01 161°1¢C 17129 6LS°TTT 1L§°9

8 € - 1+0°01 -

- - - - 6S¥°C

S6S SOL 166°C 9zTIT 60¢

S8l SLIT 6651 90601 -

LTET L6T°T 080°1 LyL'81 181°¢
0L9°1 16071 1v€°LT 09€°LTT -

vLTS § 166°¢  $ 0LS°6T  $ 66Ty % (443 $
‘AO'INH'H —ﬁmnwc—.— JIJUR)) [BIIPIN —wa_&mc: pIopyaeH :cﬁ&&on:cU are)
pajepIjosuo)  Weypuipy  JeISPIN PIjepIjosuo) pajepi[osuo) YP[edH plojrrey

(spunsnoy | uy)
010 ‘0€ 1oquudrdog

109yS doueeq Sunepijosuo))

SoLIBIPISQNS pue uonerodio)) are)) yijesH plojiieH

9¢

PA)OLISAT APJUduRWId

pajoinsar Ajurerodwo |,

pajornsaun
SENNBEING

1qop w1e)-3uo|
sanI[Iqer] yjo pue uorsuad panioy
SOII[IQEI] JUSLIND [BJO ],

1oU ‘SIJRI[IFE 0} an(J
JoU ‘sojer[ge 03 ojqeAed sajoN

sase] [e3ndes pue 1qap uLe)-3uoj Jo uonaod juarn)
SoNI[IqeI] 1930 pue uorsuad panrode o uoniod juorm))
syuowd[1as 10Aed Ared-pary) pajewnsyg

sasuadxa panIody

soaKojdwo woIy PlaYYIIM sjunowe pue soxe) [[oiked ‘sofem ‘saLre[es

9[qeAed spunoody
1SANI[IQRI] JUILINY)
$)aSSE JaU puE SAVI[IqeI|

1ou quowdinba pue jueld ‘A1xadorg
S)asse 12yI0

SOLIBIPISQNS UI JUSUISOAU]

JOU ‘SIJRI[TjJE WOIJ A[qBAIIIAT SAJON.
SI9Y)0 AQ ISna) ul p[oy spun,

sosodind pajoLIsal 10§ SHUSUIISIAU]
S)OSSE JOU)O PUE SJUSUISIAU]
PAYIWI] ST ASN OSOYM S}OSSY

$19SSB JUALIND [B1O ],
Jou ‘sajeI[jJe wol anq
9[qBAIDOAI SAJON
sjasse 12y1o pue sasuadxa predaid
sarjddns jo sariojudAuf
SO[QRAIDOAI 110
SOUBMO][® SSI] “O[qRAISII SJUNOIIY
sjud[eAInba yseo pue yse))

:$198SB JUdLIN))

NENNY



woLser' T $ 0 (Lv6'8E) 78€°ST § 978°CI § 8LSLT $ 9¢°LT $

611°60L 9¢t'1) (967°¢) 7966 6188 Tl

SE161C - - - - 6€L°9

80LETT - - S6£°T 602 sTe

90€°9LE [CI37as) (96T°%) 69S°L 0v9°8 8LTL

765891 - - 44 ¥09°¢ 001°C

006901 (611°D - SP1 6L6C 6TY'T

121°11¢ (26€°9€) 8L9°0C €L9°C 91T 165°8

- (€18°02) L89°ET 9¢ 24 -

- (SvTH1) - - - -

129'%¥ - - 34 8ST 00L

vS8°1¢ - - $9 - 056

019°C - 001 01¢ (611) 780°1

L¥Y'6T (69%°1) 669 SI¢ - 0bS‘T

CELTY - S9T°¢ 08%°T SPET v66°T

96809 $  sel $ LT6'T $ 61S  § 029 $ ste't $

woLser' T § (Ly6'8E) 78€°ST § 9Z8CI $ 8LSLT $ 9¢°LT §

LITTES - LSOL 879°9 0EPIT €88°¢

86589 - 101 11 Sel -

- (L06°€T) - - - -

0LT'6€1 - - - - 0SSy

916°681 (19¢%) - - - 881°C

S01°0€C (620°11) - 0T°1 - S61°6

9€9°6€€ (0SL°6) ¥TT'8 S86°t €10°9 9bSL

- (8s1°01) - - - -

SL8T 91¥ - - - -

¥95°LT - L06 61t 1233 81

SS0°ST - 061°1 - - -

TT0°LT (8) $ 6¢ - 90T -

9LO°LLI 166t y1SC 8Ty S8y

#¥0°06 $ v 9 0T % 686 $ g %
e10L, uoneurwuI g sIduyIed *uf ‘19U [endsoyq uj ‘duae) YedHy

A10jeaoqe| [edmuI)

plojysny SneyayeN

(ponunuoo) 1o9yg doue[eq Surepjosuo))

VNA Pojepiosuo)

(spunsnoy | uy)
010 ‘0€ 1oquudrdog

LE

PAOLISAI A[JUSUBULIS J
Ppo3oInsar AjLrerodw |,
pajoLIsaIu)

181988 JON

199p w9)-3uo]
SoNI[IqeI] I9YI0 pue uoIsuad poniody

SOTI[IqEI] JUSLIND [BJ0],
10U ‘sajeI[IjJe 03 on
12U ‘sareriyye 0y jqeded saj0N
sase] [ended pue 1qop uLe)-3uoj Jo uonaod juorn))
sonI[Iqer] 1oyjo pue uoisuad ponode o uoniod juorm))
syuowd[Nas 10Aed Ajred-piry) pajewnsyg
sosuadxo ponIooy
sookojdwe woly PloyyIIm sjunowre pue soxe) [[oiked ‘sofem ‘soLre[eg
d1qeAed spunoody
-SInI[Iqel] JualIny
$)3SSE JoU pue SaNI[Iqer]

10u ‘quowdinbs pue juerd ‘A1xodorg
sjasse 1yI0

SOLIBIPISQNS UT JUUISOAU]

JOU ‘SaJRI[IJJB WOIJ A[qBAIIIAI SIJON
SI19Y)0 Aq ISn1) ur p[ay spun,j

sasodind pajoLsaI 10§ SJUSUIISIAU]
S}OSSE 1970 PUE S)USW)SIAU]
:PIIWII] ST ASN ASOYM S}ISSY

S1OSSE JUQLIND [BJ0],
10U ‘SOJRI[IjJe WO} on(
9[qBAID0I SAJON
$)asse 12110 pue sasuadxa predarg
sarjddns jo sorIojudAU]
SO[QBAIDAT IO
SOOUBMO][E SSI[ ‘O[qBAIOIAI SUNOIIY
sjuo[eAInbo yses pue yse)

:$]9SSB JUoLIN))

EN Y

SoLIBIPISQNS pue uonerodio)) are)) yijesH plojiieH



8¢

‘23pd jxau U0 panuuoy)

S9suadxd J9A0 SONUAAI JO (AOUSIDIJOP) SSAIXH
SJUSUSIAUL UO SISSO[ Pue sured pazijeaiun ur a3uey)

SJUSUISIAUL UO SASSO] pue

sureS pozieaun ur 95ueYyd 910Joq SOSUIAXI JOAO SONUIAJI JO (AOUSIOIJOP) SSOOXH

Byo
Jou ‘sysonboq 29 SIS ‘SJUSUIISOAUT WOLJ SWOIU]
:owoour JunerodouoN

(ssop) swoour Junerodo

1se103U]
SJUNOOOE [Q1)I[[0OUN JOJ UOISIAOL]
uonjeznowe pue uornerdardoq
SOJIAIOS PaseyoIng
1oyjo pue sariddng
syouaq 92Kodwy
soSem pue saLre[eg

:sosuadxo uneradp

- suorje1ado J0J pasn SUOIIOLISAI WIOTJ PISEI[I SIASSE JON

ren)  $ (T99°1) $ I7L01 $ 160°1¥ $ WzL'e)  $
- 0T 899 L91°€T -

(e 1) (289°1) €L0°01 YT6°LI (FzL'e)

9L ST (28] 80%°S -

9L (58) (L8€°1) €6¢ -

- 6€€ €Tl S10°S -

(060°7) (9¢6°1) LOT 01 916°TI (FzLe)
601°1S 10S°16 Teseoe YT 0c6 76681

€€T LSST 172°C ¥19 19%

1289 65¥°S $96°01 GT8'LE [44NS
9T €Sy SOF°I1 66L°TH ¥6€

SsT'81 SPv9 YL6'LE 81861 wWe's
L69L 1¥9°61 CIL'SY 795181 81

SIS‘c SLSY1 09L°1¢ 9€9°001 1121
60181 10€°6¢€ Y61°0L 905°86¢ 908t
61061 $95°68 6€LE1T 0v6°7€6 0LTST

- ot 661 vL9°8

¥4 4C 81T 8IS°1¢ €LT'ETL 0LTST  $
8LSYT $ €76°98 $ 208l $ €66°008  $

‘TO'IN'HH endsoy 1)U [endsoy paopyaey uoneaodio)
pajepIjosuo) WeypuIpy [edPIN pajepifosuo) 1e) PEIH

91%ISPIA piopaey
pajepijosuo)

(spuvsnoy | uj)

010 “0€ 1oquidydag papug 1ea X 3y 10,

suonerod( Jo juswole}§ Sureprosuo)

soLreIpIsqQng pue uorerodio)) a1e) yedy pIojireH

onuaadi Sunerado 10410
ONUAARI 991AIS Juanjed JoN
:110ddns 10U30 pue SONUSALI PIJOLISAIUN)



6¢

S9suadXa JOAO SONUIADI JO SSIOXH
SJUOUISIAUL UO SISSO pue sures pozijearun ur a5uey))

SJUQUIJSIAUL UO SISSO[ Pue sures pozijearun

ur oSueyd 910J0q SAsUAdXd JOAO SONUIAJI JO (AOUSIOOP) SSOOXH

L8661 $ - §  186C §  seT $  6bt $ 0ZT1 $
S8TST - - SIT - SIET
T0LYC - 186°C 0zl 6t (s6)

0959 - (L12) 81 - Ste
(LTv) - (L12) 96 - LT

L86°9 - - 9 - 81¢

i8I - 861°¢ (8¢) (44 (ovt)
6v€°801°1 (LOTL) LETT 90°6C ¥8T T 96T 1¥
9t (€L6) - 6 99¢ YL

12079 - 896°C 691°C SLL ¥81

669 - LOT'T 98¢ 896 99

1€6'761 (982°29) ¥68°¢1 L66°T 881°¢ o018
610°€8T (¢v1°0) 6S1°6T ¥06°€ 01t 811
L95°991 - 895°6 T6LT 795°L 8Y6 Y
LSE0€9 (TL9°9) v 6¢ 68S°L1 SIEsT 891°€T
16V°9T°1 (PLOTL) Sevss 800°6¢ cELTY 968°0%
658°6 - - LST Sy v

090°891 (0£€°L9) ove6l PIELI L1 SEIT
TLSYTT 8 (bhLY) $§  S61°99 $  LEVIT $  1L9TH $ LLY'8E $

—&HOF :cﬁ&—-ma_—m— mhvﬁwhﬂm .u:— nhoﬁ-vo —Numamom .o-: nuh&U
L10jeaoqe| paojysmy SneydeN PIEIH VNA
eatur) pojepI[osuo0)

(spuvsnoy | uj)
010 ‘0¢ 1oquiaydog papuy 1ed & o) 104

(ponunuood) suonerdd Jo juowde}§ SUnEpIjosSu0))

soLreIpIsqQng pue uorerodio)) a1e) yedy pIojireH

Pyo
Jou ‘sysonboaq 29 SIS ‘SJUSUIISOAUT WO SWOIU]
:owoour JunerodouoN

(ssop) swoour Junerod

1se103U]
SIUNOOE [Q1)I[[0OUN JOJ UOISIAOL]
uonjeznowe pue uonerdardoq
SOJIAIOS PaseyoIng
Joyjo pue sariddng
syouaq 92kodwy
soSem pue saLeeg

:sosuadxo uneradp

suorye1ado JoJ pasn SUOIIOLIISAI WIOT) PISEI[I SIASSE JON

onuaadi Sunerado 12410
ONUAARI 991AIS Juanjed JoN
:110ddns 10yj0 pue SONUSALI PIJOLISAIUN)



Ernst & Young LLP
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About Ernst & Young

Ernst & Young is a global leader in assurance,

tax, transaction and advisory services.

Worldwide, our 141,000 people are united by

our shared values and an unwavering commitment to
quality. We make a difference by helping our people, our
clients and our wider communities achieve their potential.

For more information, please visit www.ey.com

Ernst & Young refers to the global organization

of member firms of Ernst & Young Global Limited,
each of which is a separate legal entity.

Ernst & Young Global Limited, a UK company
limited by guarantee, does not provide services
to clients. This Report has been prepared by
Ernst & Young LLP, a client serving member firm
located in the United States.






