


The Brigham and Women's Hospital, Inc.
Notes to Financial Statements
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(in thousands)

Aggregate maturities and payments of long-term obligations, including obligations under capital
leases (Note 7), during the next five years are as follows: 2006 - $28,593; 2007 - $27,681;
2008 - $18,266, 2009 - $18,334 and 2010 - $18,976.

Long-term obligations have variable interest rates that reflect currently available terms and
conditions for similar debt. The carrying amount for this debt is a reasonable estimate of its fair
value.

Interest expense approximates interest paid, net of capitalized interest, during the years ended
September 30, 2005 and 2004.

7. Commitments

Leases

BWH has capital and noncancelable operating leases for certain buildings and equipment. Rental
expense under operating leases approximated $67,851 in 2005 and $60,047 in 2004, including
expenses under leases with BW/F of $768 in 2005 and 2004. Minimum future lease commitments
under noncancelable leases, including a total commitment of $9,984 for research building rentals
with BW/F, for the next five years and thereafter are as follows:

Capital Operating

Leases Leases

2006 $ 2,825 $ 47,566
2007 2,154 43,697
2008 1,316 40,864
2009 1,316 40,046
2010 878 39,970
Thereafter - 284,400
‘ Total lease payments 8,489 $ 496,543
Less amount representing interest 829

Capital lease obligations at September 30, 2005 $ 7,660

Construction Projects

BWH is constructing a building which will house its center for cardiovascular care, consisting of
inpatient beds, operating rooms, outpatient procedure and clinic areas, and ancillary support
departments. Construction began in fiscal year 2005 and $14,341 has been recorded in
construction in progress and approximately $18,600 in construction contracts are outstanding as of
September 30, 2005 related to this project. The total project cost is expected to be approximately
$352,000.

In addition, BWH has entered into a letter of intent with a developer to construct a 12-story,
376,000 square foot research, clinical and office building. A master planning and permitting
process is currently underway. Construction is anticipated to begin in May 2008. Occupancy is
currently estimated at November 2011. The total project cost is expected to be approximately
$268,000.
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8.

Pension and Postretirement Healthcare Plans

Substantially all employees of BWH are covered under The Brigham and Women's Hospital
Retirement Plan (BWH Plan), a noncontributory defined benefit pension plan. Benefits under the
cash balance accrual formula consist of annual allocations to participants’ accounts based on the
participant's age, years of service and salary. Interest is credited to participants' accounts annually
at market rates. Pension cost under the BWH Plan totaled $16,416 in 2005 and $15,253 in 2004.

Effective January 2005, eligible employees of BWH and BWPO can participate in the BWH
Retiree Medical Savings Plan. This plan will be funded primarily with employee contributions.
The employer will also provide an annual match and interest will be credited annually to
participant accounts at market rates.

Certain professional staff employed by BWH who hold appointments at the Harvard Medical
School, as well as certain administrative staff, participate in the Brigham and Women's Hospital
Professional Staff Retirement Plan, which is a defined contribution plan. BWH contributes to the
plan a percentage, as defined by the plan agreement, of each participant's annual compensation.
The amount of expense incurred under this plan by BWH for 2005 and 2004 was $9,394 and
$8,512, respectively.

BWH uses a measurement date of June 30 for the defined benefit plan.

Benefit Obligations

Postretirement
Healthcare
Defined Benefit Plan Benefit Plan
Change in Benefit Obligations 2005 2004 2005
Benefit obligations at beginning of year § 449,419 § 407,337 $ -
Service cost 24,714 23,465 335
Interest cost 28,823 26,218 21
Assumption changes 28,959 - 9
Actuarial (gain) loss 3,177) 6,778 (141)
Employee contributions - - 726
Benefits paid (13,300) (14,379) -
Benefit obligations at end of year $ 515438 $§ 449419 $ 950
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The accumulated benefit obligation for the defined benefit pension plan at the end of 2005 and
2004 was $441,819 and $390,451, respectively.

Postretirement
Weighted-Average Assumptions Healthcare
Used to Determine End of Year Defined Benefit Plan Benefit Plan
Benefit Obligation 2005 2004 2005
Discount rate 5.75% 6.25% 5.75%
Rate of compensation increase 5.10% 5.10% N/A
Plan Assets
Postretirement
Healthcare
Defined Benefit Plan Benefit Plan
Change in Plan Assets 2005 2004 2005
Fair value of plan assets at beginning
of year $ 451,000 §$ 381,403 $ -
Actual return on plan assets 66,104 71,445 8
Employer contributions 16,126 12,531 -
Employee contributions - - 726
Benefits paid (13,300) (14,379) -
Fair value of plan assets at end
of year $ 519930 § 451,000 $ 734

BWH's benefit plan weighted-average target asset allocation ranges for 2006 as well as actual
allocations, by asset category for 2005 and 2004, are as follows:

Postretirement
Defined Benefit Plan Healthcare Benefit Plan
Target Percentage of Target Percentage of
Allocation Plan Assets Allocation Plan Assets
Asset Category 2006 2005 2004 2006 2005
Domestic equity securities 14%-34%  23.2% 25.9% 60%-80% 63.5%
Foreign equity securities 7%-27% 22.3% 17.8% 0%-20% 4.5%
Fixed income securities 3%-23% 12.8% 20.8% 20%-40% 32.0%
Less market sensitive strategies 20%-40%  25.4% 23.2%
Inflation protection strategies 6%-26% 16.3% 12.3%
100% 100% 100% 100% 100%
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Less market sensitive investments include hedge funds employing long/short equity, diversified
arbitrage and absolute return strategies, which in the aggregate are expected to generate positive
returns on a consistent basis. Inflation protection strategies include investments in real estate
assets/commodities, equity securities of commodity related companies and inflation protection
bonds.

The investment objective is to achieve the highest reasonable total return after considering (i) plan
liabilities, (ii) funding status and projected cash flows, (iii) projected market returns, valuations and
correlations for various asset classes, and (iv) Partners' ability and willingness to incur market risk.
Partners' Investment Committee actively manages plan assets in order to add incremental returns by
manager selection and asset allocation (increasing/decreasing allocations within allowable ranges
based on current and projected valuations).

Funded Status
The funded status of the plans, reconciled to the amounts reported on the balance sheet, follows:

Postretirement
Healthcare
Defined Benefit Plan Benefit Plan
End of Year 2005 2004 2005

Fair value of plan assets at measurement date $ 519,930 $ 451,000 5 734
Contributions received after

measurement date 4,104 3,812 2
Benefit obligations at measurement date (515,438) (449,419) (950)
Funded status 8,596 5,393 (214)

Amounts not yet recognized
Unrecognized net actuarial

(gain) loss (9,437) (5,515) (140)
Unrecognized prior service

cost (credit) 1,146 1,117 -
Unrecognized net transition

obligation (asset) (305) (995) -
Accrued benefit cost recognized $ - 3 - $ (354)
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Expected Cash Flows

Information about the expected cash flows for the defined benefit and postretirement healthcare

benefit plans follows:

Expected employer contributions - 2006

Expected benefit payments
2006
2007
2008
2009
2010
2011 and thereafter

Net Periodic Benefit Cost

Service cost
Interest cost
Expected return on plan assets
Amortization of
Transition obligation (asset)
Prior service cost (credit)

Net periodic benefit cost

Weighted-Average Assumptions
Used to Determine Net Periodic
Cost and Postretirement Cost

Discount rate
Expected return on plan assets
Rate of compensation increase

Postretirement

Defined Healthcare
Benefit Plan Benefit Plan
$ 18,800 $ -
$ 25,400 $ -
25,900 258
28,800 530
32,100 902
33,200 1,426
219,300 14,497
Postretirement
Healthcare
Defined Benefit Plan Benefit Plan
2005 2004 2005
$ 24714 § 23,465 $ 335
28,823 26,218 21
(36,402) (33,711) -
(690) (690) -
(29) (29) -
$ 16416 §$§ 15253 $ 356
Postretirement
Healthcare
Defined Benefit Plan Benefit Plan
2005 2004 2005
6.25% 6.25% 6.25%
8.25% 8.25% 7.50%
5.10% 5.10% N/A
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10.

Partners considers multiple factors in establishing a multi-year projected return assumption for its
benefit programs. These include, but are not limited to: its current asset allocation policy and
target ranges by asset class; asset valuations; historical and projected rates of return by asset class,
historical and projected correlations among asset classes; the opportunity to exceed passive index
returns via active management through a combination of manager selection and alternative
weightings among and within asset classes, and Partners historical performance experience.

Professional Liability Insurance

BWH insures substantially all of its professional and general liability risk on a claims-made basis
in cooperation with PHS affiliates and other organizations in the Greater Boston area through a
captive insurance company, Controlled Risk Insurance Company Ltd. (CRICO). The policy covers
claims made during its term, but not those occurrences for which claims may be made after
expiration of the policy, except for certain tail liabilities which CRICO has assumed on an
occurrence basis through December 31, 2005. Management intends to renew its coverage on a
claims-made basis and has no reason to believe that it will be prevented from such renewal.

BWH and PHS follow an accounting policy of establishing reserves to cover all professional
liability claims incurred but not reported to the insurance company as of the end of the year (tail
liability), excluding the tail liability assumed by CRICO. These reserves have been estimated by
consulting actuaries on a discounted basis using an interest rate of 5.75% and 6.25% at
September 30, 2005 and 2004, respectively. PHS has assumed the obligation for any unasserted
malpractice claims of BWH not covered by CRICO for claims incurred in 1998 and prior, while
BWH has assumed the obligation for claims incurred after 1998.

Management is not aware of any claims against PHS or BWH or factors affecting CRICO that
would cause the expense for professional liability risks to vary materially from the amount
provided.

Transactions with Affiliates

BWH received fund-raising, investment management, legal, financial and administrative services
from PHS and BW/F of $140,233 and $128,388 in 2005 and 2004, respectively. BWH also
purchased certain teaching and administrative services, professional services, as well as leased
space from BW/F and MGH affiliates which amounted to $54,146 and $49,084 in 2005 and 2004,
respectively. BWH provided certain administrative and support services, as well as leased space
and professional services to PHS, BW/F and MGH affiliates, which totaled $10,449 and $8,924 in
2005 and 2004, respectively. All services among these affiliated corporations were reimbursed on
an estimated cost basis.
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During 2005 and 2004, BWH transferred funds to, and received funds from, certain affiliated
corporations. These equity transfers are reported separately as changes in net assets and are
excluded from excess of revenues over expenses. Amounts transferred were as follows:

Years Ended
September 30,
2005 2004
Transfers from (to)
BCP £ q,0000 $ (500)
PHS 6,186 5,160
BWPO - (2,000)
FH - (83)
SNF Co. - (500)
BRF - 951
Transfers from affiliates, net $ 5,186  $ 3,028

11. Concentrations of Credit Risk

Financial instruments that potentially subject BWH to concentrations of credit risk consist of
patient accounts receivable, pledges receivable, and certain investments. BWH receives a
significant portion of its payments for services rendered from a limited number of government and
commercial third-party payers, including Medicare, Medicaid, Blue Cross and Blue Shield of
Massachusetts, Harvard Pilgrim Health Care and Tufts Associated Health Plan. Pledges receivable
are due from multiple donors. Investments, which include government and agency securities,
stocks and corporate bonds, and private partnerships and other investments are not concentrated in
any corporation or industry or with any single counterparty. BWH has not historically incurred any
significant credit losses outside the normal course of business.

12. Restricted Net Assets

Restricted net assets are available for the following purposes:

September 30,
2005 2004

Temporarily restricted
Charity care 14984 § 13,945
Buildings and equipment 32,841 7,182
Clinical care, research and academic 100,800 103,250
148,625 $ 124,377

Permanently restricted
Pledges to be paid in the future 2,455 §$ 1,488
Investments to be held in perpetuity 28,291 24,594
30,746  $§ 26,082

25




The Brigham and Women's Hospital, Inc.
Notes to Financial Statements
September 30, 2005 and 2004

(in thousands)

13.

14,

Functional Expenses

Total operating expenses by function are as follows:

Years Ended
September 30,
2005 2004
Healthcare services $ 940,294 § 864,193
Research and academic 385,106 368,979
General and administrative 107,997 101,620

$ 1,433397 § 1,334,792

Contingencies

BWH is subject to complaints, claims and litigation which have risen in the normal course of
business. In addition, BWH is subject to reviews by various federal and state government agencies
to assure compliance with applicable laws, some of which are subject to different interpretations.
Recently, governmental review of compliance by healthcare institutions, including BWH, has
increased.
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The Brigham and Women's Hospital, Inc.
Schedule of Expenditures of Federal Awards, Continued
Year Ended September 30, 2005

Federal Total
CFDA Federal
Number Expenditures

RESEARCH AND DEVELOPMENT AND RESEARCH TRAINING

Research and Development Direct Programs

Department of Health and Human Services

Nationa! Institutes of Health
Maternal and Child Health Federal Consolidated Programs 93.110 $ 719,501
Biological Response to Environmental Health Hazards 93.113 2,018,323
Biometry and Risk Estimation-Health Risks from Environmental Exposures 93.115 1,313,123
Oral Diseases and Disorders Research 93.121 5,016,580
Human Genome Research 93.172 1,144,483
Research Related to Deafness and Communication Disorders 93.173 819,196
Research and Training in Complementary and Alternative Medicine 93.213 561,598
Consolidated Knowledge Development and Application Program 93.230 438,853
National Center on Sleep Disorders Research 93.233 2,675,505
Mental Health Research Grants 93.242 3,310,128
Substance Abuse and Mental Health Services - Projects of Regional and National Significance 93.243 1,112,463
Alcohol Research Programs 93.273 233,290
Drug Abuse Research Programs 93.279 187,932
Mental Health National Research Service Awards for Research Training 93.282 (2,060)
Biomedical Imaging Research 93.286 6,933,701
General Clinical Research Centers 93.333 2,955,881
Biomedical Research Technology 93.371 (332,049)
Research Infrastructure 93.389 6,462,059
Cancer Cause and Prevention Research 93.393 16,967,660
Cancer Detection and Diagnosis Research 93.394 1,811,722
Cancer Treatment Research 93.395 2,403,163
Cancer Biology Research 93.396 3,441,167
Cancer Centers Support Grants 93.397 3,758,319
Cancer Research Manpower 93.398 (140,117)
Health Cancer Control 93.399 1,061,556
Cell Biology and Biophysics Research 93.821 (535)
Heart and Vascular Diseases Research 93.837 27,475,146
Lung Diseases Research 93.838 16,810,940
Blood Diseases and Resources Research 93.839 2,523,331
Arthritis, Musculoskeletal and Skin Diseases Research 93.846 7,813,662
Diabetes, Endocrinology and Metabolism Research 93.847 5,207,275
Digestive Diseases and Nutrition Research 93.848 3,032,889
Kidney Diseases, Urology and Hematology Research 93.849 6,788,652
Extramural Research Programs in the Neurosciences and Neurological Disorders 93.853 8,158,586
Biological Basis Research in the Neurosciences 93.854 1,009,388
Allergy, Immunology and Transplantation Research 93.855 12,704,134
Microbiology and Infectious Diseases Research 93.856 11,268,719
Pharmacology, Physiology, and Biological Chemistry Research 93.859 8,104,190
Genetics and Developmental Biology Research and Research Training 93.862 229,446
Population Research 93.864 979,846
Center for Research for Mothers and Children 93.865 2,525,202
Aging Research 93.866 12,411,648
Vision Research 93.867 2,107,080
Medical Library Assistance 93.879 4,922,966
Fogarty International Research Collaboration Award 93,934 27,850
Research Treatment and Educational Programs on Lyme Disease in the United States 93.942 177,200
International Research and Research Training 93.989 74,166
Department of Health and Human Services Research and Development 93 69,939
National Institutes of Health contracts 93 1,564,026
Subtotal - National Institutes of Health 200,857,723

The accompanying notes are an integral part of the schedule of expenditures of federal awards.
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The Brigham and Women's Hospital, Inc.
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Year Ended September 30, 2005

RESEARCH AND DEVELOPMENT AND RESEARCH TRAINING (CONT.)

Research and Development Direct Programs (cont.)
Other Department of Health and Human Services
Innovations in Applied Public Health Research

Centers for Disease Control and Prevention Investigations and Technical Assistance

Health Services Research and Development Grants

Research, Treatment and Education Programs on Lyme Discase in the United States

Subtotal - Other Department of Health and Hurman Services
Subtotal - Department of Health and Human Services
Department of Agriculture

Grants for Agricultural Research - Competitive Research Grants
Agricoltural and Rural Economic Research

Subtotal - Department of Agriculture
Department 6f Defense
United States Army

Air Force Defense Research Sciences Program
Research and Technology Development

Subtotal - Department of Defense

Department of Justice
Subtotal - Department of Justice
Department of the State

U.S. Department of State
Middle East Partnership Initiative (MEPI) -

Subtotal - Department of the State

Department of Transportation
Subtotal - Department of Transportation

Department of Veterans' Affairs
Subtotal - Department of Veterans' Affairs
National Acronautics and Space Administration
Aerospace Education Services Program
Subtotal - National Acronautics and Space Administration
National Science Foundation
Engineering Grants
Computer and Information Science and Engineering
Biological Sciences

Subtotal - National Science Foundation
U.S. Environmental Protection Agency
Environmental Protection Consolidated Research
Subtotal - U.S. Environmental Protection Agency
Total Research and Development Direct Programs

Federal
CFDA
Number

93.061
93.262
93.226
93.942

10.206
10.250

12.420
12.800
12.910

16.563

19
19.500

20.108

64.019

43.001

47.041
47.070
47.074

66.600

Total
Federal

Expenditures

232,790
110,984
3,813,581
260,364

4,417,719
205,275,442

261,616
100,031

361,647

2,993,303
157,310
(70,145)

3,080,468
393,334
393,334

31,243
635,606

666,849
61,657
61,657
79,200
79,200

972,544
972,544

133,378
67,751
45319

246,948

230,978
230,978

211,369,067

The accompanying notes are an integral part of the schedule of expenditures of federal awards.

28



The Brigham and Women's Hospital, Inc.
Schedule of Expenditures of Federal Awards, Continued
Year Ended September 30, 2005

Federal Total
CFDA Pass-Through Federal
Number Number Expenditures

RESEARCH AND DEVELOPMENT AND RESEARCH TRAINING (CONT.)
Research and Development Passed Through from Other Organizations
Department of Health and Human Services

National Institutes of Health

Harvard Pilgrim Health Care 93.103 FD-U-002068-03 $ (702)
Children's Memorial Hospital (1llinois) 93.113 7 RO1 ES011682-04 300
Harvard School of Public Health 93.114 multiple 179,072
University of Hawaii 93.114 1 RO1 ES011346-01 (3,894)
Boston University Medical Center 93.121 1R01DE015566-01-A1 47,644
Harvard Medical Schoo! 93.121 multiple 17,254
Oncogene Science Inc. 93.121 2 R44 DE012151-02 780
Harvard School of Public Health 93.143 multiple 261,906
Harvard Medical School 93.157 multiple 66,617
Dana Farber Cancer Institute 93.172 SR33HG002708-02 53,207
Educational Development Center, Inc. 93.172 1 RO1 HG001972-01-A1 (104)
Harvard Medical School 93.213 RO1AT000905 101,867
Massachusetts General Hospital 93.213 5 PO1 AT002048-03 98,635
Wake Forest University 93.213 1P50AT002782-01 60,086
Alphatech 93.242 2 R44 MH057200-02 (34,431)
Harvard Medical School 93.242 ROIMH61941 20,416
Harvard Pilgrim Health Care 93.242 multiple 167,172
Massachusetts General Hospital 93.242 multiple 2,292
Rutgers University 93.242 multiple 236,073
Harvard Pilgrim Health Care 93.266 5 U18 HS011843-03 56,541
Arkansas Children's Hospiial Research Institute 93.273 5RO1 AA012223-04 2,306
Inflexxion, Inc. 93.279 2 R44 DA015617-02 74,993
University of Chicago 93.279 multiple 343,652
Harvard Pilgrim Health Care 93.283 multiple 327,221
Harvard Schooi of Public Health 93.283 CDC200200108007 62,179
Medical Center of Central Massachusetts, Inc. 93.283 U27/CCU109780-03 201
Harvard Medical School 93.290 213-98-0009 (66,985)
Massachusetts General Hospital 93.333 1 S07 RR18157-01 163,416
Boston College 93.361 IROINR008033-01-A2 8,931
Massachusetts General Hospital 93.389 1U24RR021382-01 502,897
University of Rochester 93.389 multiple 212,835
Columbia University 93.393 1R01CA104842-01 49,953
Harvard School of Public Health 93.393 multiple 1,898,848
Princeton University 93.393 multiple 667,820
University of California, San Francisco 93.393 multiple 158,519
American College of Radiology 93.394 5001 CA080098-03 268,440
Dana Farber Cancer Institute 93.394 1ROICA114465-01 15,786
Harvard Medical School 93.394 1 U01 CA091429-01 135,878
University of Pennsylvania 93.394 1R01CA104976-01 72,590
Beth 1srael Deaconess Medical Center 93.395 1P50CA101942-02 53,888
Boston University 93.395 7 U19 CA048626-08 261
Dana Farber Cancer Institute 93.395 multiple 1,034,143
Massachusetts General Hospital 93.395 1R01CA109193-01 16,247
Omniguide Communications, Inc. 93.395 R43CA112744 42,255

The accompanying notes are an integral part of the schedule of expenditures of federal awards.
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PARTNERS.

BWH
Management’s View and Corrective Action Plan
for the Fiscal Year Ended September 30, 2005

05-1 Reporting

The Hospital agrees with the auditors’ recommendations. We will review
procedures over the monitoring of grant reporting due dates for non-NIH
grants with an eye towards using the existing tracking mechanism for NIH
awards or a similar system to monitor timely submission. Ongoing
management review will focus on resolving obstacles to timely reporting.
Maintaining our percentage of timely reporting to NIH as well as increasing
our percentage of timely reporting to other federal agencies will continue to
be a priority during fiscal year 2006. Timely completion of financial reports
to all federal sponsors is a priority.

05-02 Travel Expense

The Hospital agrees with the auditors’ recommendations. We will continue
to remind departments of the importance of prescreening and review
highlighting the need for additional attention and enhanced education and
training. We will also review and enhance, if needed the existing procedures
of the central travel office that conducts a secondary review to ensure full
compliance with the Hospital’s expense reimbursement policy.

N, &fwk \a\}o/w

ohn\C. Fini Date
Financial Director
Research Management

Research Management
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