


























The Spaulding Rehabilitation Hospital Corporation
Notes to Financial Statements
September 30, 2006 and 2005

(in thousands)

Cash and Equivalents
Cash and equivalents represent money market and highly liquid debt instruments with a maturity at
the date of purchase of three months or less.

Investments

Spaulding holds investments which represent units in a partnership (Note 3) and are recorded on
the equity method of accounting at fair value, with the change in net unrealized gains and losses
included in dcficit of revenues over expenses. Separately invested investments (marketable
investments) are measured at fair value, generally based on quoted market prices, with the change
in net unrealized gains and losses excluded from deficit of revenues over expenses.

Investment income or loss (including realized gains and losses, interest and dividends) is included
in deficit of revenues over expenses unless the income or loss is restricted by donor or law.
Investment income or loss is reported net of investment related expenses.

A write down in the cost basis of securities is recorded when the decline in fair value of certain
investments has been judged to be other than temporary. Depending on any donor-imposed
restrictions on the underlying investments, the amount of the write down is reported as a realized
loss in either temporarily restricted net assets or in deficit of revenues over expenses, with no
adjustment in the cost basis for subsequent recoveries in fair value.

Partners has an endowment spending policy for pooled endowment funds. A fixed distribution rate
is determined each year for spending which will come from either income and/or net accumulated
gains in market value.

Investments Limited as to Use

Investments limited as to use primarily include assets whose use is contractually limited by
external partics and assets set aside by the Board of Trustees (or management) for identified
purposes, over which the Board (or management) retains control and may, at its discretion,
subsequently use for other purposes. Certain investments corresponding to deferred compensation
are accounted for such that all income and appreciation (depreciation) is recorded as a direct
addition (reduction) to the asset balance and corresponding liability balance.

Patient Accounts Receivable

Spaulding receives payments for services rendered from federal and state agencies (under the
Medicare and Medicaid programs), managed care payers, commercial insurance companies, and
patients. Paticnt accounts receivable are reported net of contractual allowances and reserves for
denials, uncompensated care, and doubtful accounts. The level of reserves is based upon
management's assessment of historical and expected net collections, business and economic
conditions, trends in federal and state governmental and private employer health care coverage and
other collection indicators.



