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The McLean Hospital Corporation
Statements of Operations
Years Ended September 30, 2005 and 2004

(in thousands)

Operating revenue

Net patient service revenue

Direct academic and research revenue
Indirect academic and research revenue
Other revenue

Total operating revenue

Operating expenses

Employee compensation and benefits
Supplies and other expenses

Direct academic and research expenses
Depreciation and amortization
Provision for bad debts

Interest

Total operating expenses
Income from operations
Nonoperating gains (expenses)
Income (loss) from investments
Change in net unrealized gains on equity method investments
Gifts and other
Academic and research gifts, net of expenses
System development funding

Total nonoperating gains, net
Excess of revenues over expenses
Other changes in net assets
Change in net unrealized gains on marketable investments

Funds utilized for property and equipment
Transfers from (to) affiliates, net

Increase in unrestricted net assets

2005 2004

$ 74,139 $§ 69,342

34,443 31,769
11,737 10,832
9,212 9,298
129,531 121,241
59,306 56,298
26,718 23,160
34,443 31,769
5,623 6,061
1,513 2,508
1,118 1,163
128,721 120,959
810 282
1,224 815
2,246 -

10,112 (538)
3,522 3,008

(2,588) (2,416)
14,516 869
15,326 1,151
- 1,752
1,505 1,201

1 (25)

§ 16832 § 4,079

The accompanying notes are an integral part of these financial statements.
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The MclLean Hospital Corporation
Statements of Changes in Net Assets
Years Ended September 30, 2005 and 2004

Temporarily Permanently

(in thousands) Unrestricted  Restricted Restricted Total
Net assets at October 1, 2003 $ 43,062 $ 31,152 $§ 25816 § 100,030
Increases (decreases)
Income from operations 282 - - 282
Income (loss) from investments 815 1,339 - 2,154
Gifts and other (538) (2,071) 427 (2,182)
Academic and research gifts, net of expenses 3,008 - - 3,008
System development funding (2,416) - - (2,416)
Change in net unrealized gains on marketable
investments 1,752 3,263 - 5,015
Funds utilized for property and equipment 1,201 - - 1,201
Transfers to affiliates, net (25) - - (25)
Change in net assets 4,079 2,531 427 7,037
Net assets at September 30, 2004 47,141 33,683 26,243 107,067
Increases (decreases)
Income from operations 810 - - 810
Income from investments i 1,224 2,748 - 3,972
Change in net unrealized gains on equity
method investments 2,246 4,589 - 6,835
Gifts and other 10,112 486 53 10,651
Academic and research gifts, net of expenses 3,522 - - 3,522
System development funding (2,588) - - (2,588)
Funds utilized for property and equipment 1,505 - - 1,505
Transfers from affiliates, net 1 - - 1
Change in net assets 16,832 7,823 53 24,708
Net assets at September 30, 2005 $ 63,973 $ 41,506 $ 26,296 $ 131,775

The accompanying notes are an integral part of these financial statements.
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The McLean Hospital Corporation
Statements of Cash Flows
Years Ended September 30, 2005 and 2004

(in thousands) 2005 2004

Cash flows from operating activities

Change in net assets $ 24708 % 7,037
Adjustments to reconcile change in net assets to net cash (used for)

provided by operating activities

Depreciation and amortization 5,623 6,061
Provision for bad debts 1,513 2,508
Gain on sale of land (10,567) -
Net realized and change in unrealized (gains) losses on investments (3,732) 2,717)
Change in interest in the net assets of The Massachusetts General
Hospital (16,544) (5,470)
Transfers (from) to affiliates, net ) 25
Restricted contributions (1,558) (1,628)
Increase (decrease) in cash resulting from a change in
Patient accounts receivable (112) (3,668)
Other current assets (4,054) (1,947)
Pledges receivable (135) 1,518
Accounts payable and accrued expenses 1,368 87
Accrued compensation and benefits 79 429
Accrual for settlements with third-party payers (72) (927)
Unexpended funds on research grants 2,430 793
Accrued employee benefits and other 330 550
Due from affiliates 294 551
Net cash (used for) provided by operating activities (430) 3,202
Cash flows from investing activities
Purchase of property and equipment (3,758) (3,407)
Proceeds from sale of land 14,376 -
Purchase of investments (14,002) (11,641)
Proceeds from sales of investments 7,748 8,292
Net cash provided by (used for) investing activities 4,364 (6,756)
Cash flows from financing activities
Payments on long-term obligations (2,128) (2,040)
Transfers from (to) affiliates 1 (25)
Restricted contributions 1,558 1,628
Net cash used for financing activities (569) (437)
Net increase (decrease) in cash and equivalents 3,365 (3,991)
Cash and equivalents at beginning of year 719 4,710
Cash and equivalents at end of year $ 4,084 § 719

The accompanying notes are an integral part of these financial statements.
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The McLean Hospital Corporation
Notes to Financial Statements
September 30, 2005 and 2004

(in thousands)

1.

Organization

The McLean Hospital Corporation (McLean) operates a psychiatric hospital established to provide
healthcare services to patients primarily from the Greater Boston area as well as New England and
beyond. In addition, McLean conducts research and provides education for physicians and other
healthcare professionals. As such, operating revenue includes those generated from direct patient
care, reimbursement of research and educational activities and the revenues related to the operation
of McLean's facilities. The Massachusetts General Hospital (MGH) is the sole member of
McLean, The General Hospital Corporation, Inc. (General), Massachusetts General Physicians
Organization Inc., The MGH Institute of Health Professions, Inc., The MGH Health Services
Corporation and North End Community Health Committee, Inc.

Partners HealthCare System, Inc. (PHS) is the sole member of MGH, The Brigham and
Women's/Faulkner Hospitals, Inc., The North Shore Medical Center, Inc., Newton-Wellesley
Hospital and Partners Continuing Care, Inc. PHS appoints the two physicians who are the
members of Partners Community HealthCare, Inc. PHS, together with all of its affiliates, is
referred to as "Partners."

McLean is a tax-exempt organization under Section 50 1(c)(3) of the Internal Revenue Code.
Summary of Significant Accounting Policies

Basis of Accounting

The accompanying financial statements have been prepared on the accrual basis of accounting.
McLean follows the accounting policies and practices of PHS and these statements should be read
in conjunction with the PHS consolidated financial statements.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America 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 and the reported amounts of revenues and expenses
during the reporting period. Actual results could differ from those estimates. Significant estimates
are made in the areas of patient accounts receivable, investments, accruals for settlements with
third-party payers, accrued professional liability and accrued compensation and benefits.

Fair Value of Financial Instruments

The fair value of financial instruments approximates the carrying amount reported in the balance
sheets for cash and equivalents, investments, investments limited as to use, interest in the net assets
of MGH, patient accounts receivable, pledges receivable and accounts payable, except for
long-term obligations which is disclosed in Note 6.

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.



The McLean Hospital Corporation
Notes to Financial Statements
September 30, 2005 and 2004

(in thousands)

Investments

In 2005, McLean modified its policy regarding pooled investments. These investments 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 excess 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
excess of revenues over expenses. If McLean had adjusted its previously issued financial
statements for the year ended September 30, 2004, the impact of this policy modification was to
increase excess of revenues over expenses by $1,752.

Investment income or loss (including realized gains and losses on investments, interest, dividends,
and endowment income distributions) is included in excess 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 excess 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 parties 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

McLean receives payments for services rendered from federal and state agencies (under the
Medicare and Medicaid programs), managed care payers, commercial insurance companies, and
patients. Patient 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.

Derivative Instruments

Derivatives are recognized as either assets or liabilities in the balance sheet at fair value regardless
of the purpose or intent for holding them. Changes in the fair value of derivatives are either
recognized in excess of revenues over expenses or net assets, depending on certain factors,
including whether the derivative is speculative or being used to hedge changes in fair value or cash
flows.



The McLean Hospital Corporation
Notes to Financial Statements
September 30, 2005 and 2004

(in thousands)

Interest in the Net Assets of The Massachusetts General Hospital

MGH holds investment assets for the benefit of McLean. Since MGH is the sole member of
McLean, these organizations are financially interrelated. Accordingly, McLean recognizes its
interest in the net assets of MGH and adjusts that interest for its share of the change in the net
assets of MGH. Changes due to gifts, investment income (including realized gains and losses) and
unrealized gains and losses are recognized in nonoperating activity.

Property and Equipment

Property and equipment is reported on the basis of cost less accumulated depreciation. Donated
items, exclusive of transfers from related organizations, are recorded at fair market value at the date
of contribution. All research grants received for capital are recorded in the year of expenditure as a
change in net assets. Property and equipment is reviewed for recoverability whenever events or
changes in circumstances indicate that its carrying amount may not be recoverable. Depreciation
of property and equipment is calculated by use of the straight-line method at rates intended to
depreciate the cost of assets over their estimated useful lives, which generally range from three to
forty years. Interest costs incurred on borrowed funds during the period of construction of capital
assets are capitalized, net of any interest earned, as a component of the cost of acquiring those
assets,

Compensated Absences

In accordance with formal policies concerning vacation and other compensated absences, accruals
of approximately $2,987 and $2,757 were recorded as of September 30, 2005 and 2004,
respectively.

Unexpended Funds on Research Grants
Research grants received in advance of corresponding grant expenditures are accounted for as a
direct addition to investments limited as to use and unexpended funds on research grants.

Self-Insurance Reserves

McLean is self-insured for employee healthcare, workers' compensation and certain other
employee benefits. These costs are accounted for on an accrual basis to include estimates of future
payments for claims incurred.

Net Assets

Permanently restricted net assets include only the historical dollar amounts of gifts which are
required by donors to be permanently retained. Temporarily restricted net assets include gifts, and
income and gains on permanently restricted net assets which can be expended but for which
restrictions have not yet been met. Such restrictions include purpose restrictions where donors
have specified the purpose for which the net assets are to be spent, or time restrictions imposed by
donors or implied by the nature of the gift (capital projects, pledges to be paid in the future, life
income funds) or by interpretations of law (gains available for appropriation but not appropriated in
the current period).

Realized gains and losses are classified as unrestricted net assets unless they are restricted by the
donor or law. Unless permanently restricted by the donor, realized and unrealized net gains on
permanently restricted gifts are classified as temporarily restricted until appropriated for spending
by McLean in accordance with policies established by Partners and the Massachusetts Management



The McLean Hospital Corporation
Notes to Financial Statements
September 30, 2005 and 2004

v

(in thousands)

of Institutional Funds Act. Net losses on permanently restricted endowment funds are classified as
a reduction to unrestricted net assets until such time as the market value exceeds book value.
Unrestricted net assets include all the remaining net assets of McLean. See Note 12 for further
information on the composition of restricted net assets.

Gifts and Grants

Unconditional promises to give cash and other assets to McLean are reported at fair value at the
date the promise is received. Conditional promises to give are recognized when the conditions are
substantially met. The gifts are reported as either temporarily or permanently restricted support if
they are received with donor stipulations that limit the use of the donated assets. Donor-restricted
contributions whose restrictions are met within the same year as received are reported as
unrestricted gifts in the accompanying financial statements.

Gifts of long-lived assets with explicit restrictions that specify use of assets and gifts of cash or
other assets that must be used to acquire long-lived assets are reported as additions to temporarily
restricted net assets if the assets are not placed in service during the year.

Grants and contracts are recognized as unrestricted revenues as the related expenditures are
incurred. McLean recognizes indirect cost recoveries at predetermined rates for U.S. Government
grants and contracts and negotiated rates for other grants and contracts.

Statements of Operations

All activities of McLean deemed by management to be ongoing, major and central to the provision
of healthcare services, training and research activities are reported as operating revenue and
expenses. Other activities deemed to be nonoperating include unrestricted gifts (net of fundraising
expenses), net change in unexpended academic and research gifts, change in net unrealized gains
and losses on equity method investments, investment income (including realized gains and losses)
and system development funding. System development funding represents payments to PHS for
corporate expenses and to support clinical and other initiatives provided by PHS for the benefit of
the System. Academic and research gifts largely consist of donor contributions to the entity (and
the related investment income including realized gains and losses) designated to support the
clinical, teaching or research efforts of a physician or department as directed by the donor.

McLean recognizes changes in accounting estimates for net patient service revenue and third-party
settlements as new events occur, as more experience is acquired or as additional information is
obtained. Changes in third-party settlement estimates are generally amortized into income over a
period not to exceed five years. During 2005 and 2004, adjustments to prior year estimates
resulted in an increase to income from operations of $483 and $346, respectively.

The statements of operations include excess of revenues over expenses. Changes in unrestricted
net assets which are excluded from excess of revenues over expenses include changes in unrealized
gains and losses on marketable investments, transfers of assets to and from affiliates, and
contributions of long-lived assets (including assets acquired using contributions which by donor
restriction were to be used for acquisition of such assets).



The McLean Hospital Corporation
Notes to Financial Statements
September 30, 2005 and 2004

(in thousands)

The composition of investments and investments limited as to use is as follows:

Pooled investments
Invested cash equivalents
Equities
U.S. Government, domestic and foreign
fixed income securities
Private partnerships and other
Accrued interest and dividends

Separately invested
Invested cash equivalents
Equities
U.S. Government and domestic fixed
income securities

Pooled investments
Invested cash equivalents
Equities
U.S. Government, domestic and foreign
fixed income securities
Private partnerships and other
Accrued interest and dividends

Separately invested
Invested cash equivalents
Equities
U.S. Government and domestic fixed
income securities
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September 30, 2005

Gross Gross
Unrealized Unrealized Fair
Cost Gains Losses Value

5,703 $ - $ - $ 5,703
9,340 2,457 (119) 11,678
20,020 260 (184) 20,096
11,185 2,393 (10) 13,568
197 - - 197
46,445 5,110 (313) 51,242
395 - - 395
1,358 - - 1,358
900 - - 900
2,653 - - 2,653
49,098 $ 5,110 $ (313) $ 53,895

September 30, 2004

Gross Gross

Unrealized Unrealized Fair
Cost Gains Losses Value

4498 § - $ - $ 4498
7,605 1,476 (80) 9,001
17,644 607 27 18,224
8,225 1,226 (14) 9,437
200 - - 200
38,172 3,309 (121) 41,360
377 - - 377
1,297 3 - 1,300
872 - - 872
2,546 3 - 2,549
40,718  § 3,312 $ (121) $ 43,909




The McLean Hospital Corporation
Notes to Financial Statements
September 30, 2005 and 2004

(in thousands)

The fair value and gross unrealized losses of investments and investments limited as to use, with a
fair value less than cost, that are not deemed to be other-than-temporarily impaired at September

30, 2005 are as follows:

Less than 12 Months 12 Months or Greater

Gross Gross
Fair Unrealized Fair Unrealized

Value Losses Value Losses

Pooled investments

Equities $ 1,306 $ (101) $ 789 $ (18)
Fixed income 9,083 (114) 3,876 (70)
Private partnerships and other 82 3) 91 (7)

$ 10471 § (218) $§ 4,756 §$

95)

Securities with unrealized losses are reviewed each quarter to determine whether these investments

are other-than-temporarily impaired. This review considers factors including the anticipated

holding period for the investment and the extent and duration of below cost valuation. For specific

securities, these factors include evidence of continuing debt service payments and prospects for

principal repayment (fixed income), the age of investment relative to historical valuation patterns
(private equity), and historical market volatility, prospects and price trends of individual securities
relative to industry peers (equity). Based on management's evaluation of investments with a fair
value less than cost at September 30, 2005, no other-than-temporary impairment was determined to

have occurred.

Investments and investments limited as to use are recorded at fair value in the balance sheet as

follows:
September 30,
2005 2004
Current assets
Investments $ 11,325 § 13,493
Current portion of investments limited as to use 15,800 9,157
27,125 22,650
Investments limited as to use, less current portion 19,464 14,468
Long-term investments 7,306 6,791

$§ 53,895 § 43,909
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The MclLean Hospital Corporation
Notes to Financial Statements
September 30, 2005 and 2004

(in thousands)

Investments limited as to use consist of the following at fair value:

September 30, 2005 September 30, 2004
Current Long-Term  Current Long-Term
Portion Portion Portion Portion
Internally designated funds
Reserve for capital expenditures $ 5712 % - $ 2881 % -
Unexpended academic and research gifts - 13,992 - 11,943
Other 1,500 5,472 118 2,444
7,212 19,464 2,999 14,387
Externally limited funds
Unexpended funds on research 8,588 - 6,158 -
Held by trustees under debt and other
agreements - - - 81

$ 15800 § 19464 § 9,157 § 14,468
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The McLean Hospital Corporation
Notes to Financial Statements
September 30, 2005 and 2004

(in thousands)

Investment income and gains (losses) from cash and equivalents, investments (including long-term)
and investments limited as to use are comprised of the following:

Years Ended
September 30,
2005 2004
Unrestricted
Dividends and interest income $ 947 $ 812
Endowment income distributions, net of reinvested gains 2,158 1,907
Net realized gains (losses) on investments
Trading gains 2,390 1,521
Other than temporary impairment (36) (8)
Change in net unrealized gains on equity method investments 2,246 -
Total investment activity included in excess of
revenues over expenses 7,705 4,232
Change in net unrealized gains on marketable investments - 1,752
Total unrestricted investment activity 7,705 5,984
Temporarily restricted
Dividends and interest income 792 496
Endowment income distributions (2,034) (1,969)
Net realized gains (losses) on investments
Trading gains 4,010 2,817
Other than temporary impairment (20) (5)
2,748 1,339
Change in net unrealized gains on investments
Equity method investments 4,589 -
Marketable investments - 3,699
Recoveries on endowment funds - (436)
4,589 3,263
Total temporarily restricted investment activity 7,337 4,602

$ 15042 § 10,586

Investment income included in operations for the years ended September 30, 2005 and 2004 was
$374 and $222, respectively. Investment income included in academic and research gifts, net of
expenses for the years ended September 30, 2005 and 2004 was $3,861 and $3,195, respectively.
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The McLean Hospital Corporation
Notes to Financial Statements
September 30, 2005 and 2004

(in thousands)

4.

Pledges Receivable

Pledges receivable represent unconditional promises to give and are net of allowances for
uncollectible amounts. Pledges are recorded at the present value of their estimated future cash
flows. Pledges collectible within one year are classified as other current assets and total $764 and
$1,143 as of September 30, 2005 and 2004, respectively. Estimated cash flows due after one year
are discounted using published treasury bond and note yields that are commensurate with estimated
collection risks. The blended discount rate was 4.2% and 3.3% for 2005 and 2004, respectively.
Pledges are expected to be collected as follows:

September 30,
2005 2004
Amounts due
Within one year $ 778 $ 1,162
In one to five years 3,708 2,623
In more than five years 540 1,000
Total pledges receivable 5,026 4,785
Less: Unamortized discount 620 518
4,406 4,267
Less: Allowance for uncollectibles 95 91
Net pledges receivables $ 4311 § 4,176
Property and Equipment
Property and equipment consists of the following:
September 30,
2005 2004
Land and land improvements $ 2,774 3 3,053
Buildings and building improvements 84,391 89,814
Equipment 12,975 13,774
Construction in progress 2,881 3,348
103,021 109,989
Accumulated depreciation (55,734) (57,028)
Property and equipment, net $ 47287 § 52961

Depreciation expense for the years ended September 30, 2005 and 2004 was $5,623 and $6,061,
respectively.

For the years ended September 30, 2005 and 2004, fully depreciated assets and assets purchased
with federal research funds with an original cost of $5,139 and $47,044, respectively, were written
off.
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The McLean Hospital Corporation
Notes to Financial Statements
September 30, 2005 and 2004

(in thousands)

In 2005, McLean sold 26.2 acres of land to Northland Development Company for $14,376 and
recorded a net gain of $10,567. McLean has also executed purchase and sale agreements to sell
24.7 acres of land for development of a senior housing community and a research and development
facility. The sale is expected to take place in 2007, after the necessary permits are obtained.

6. Long-Term Obligations
Long-term obligations consist of the following:

September 30,
2005 2004

Note payable to Partners HealthCare System, Inc.

Partners Capital Framework Loan, variable interest rate of 4.50%

and 4.36% at September 30, 2005 and 2004, final maturity in 2015 $ 23,682 $ 25810
Less current portion 2,231 2,127

§ 21,451 $§ 23,683

The Partners Capital Framework Loan bears interest at a variable rate based upon the weighted
average cost of Partners debt, reset annually, effective October 1.

Aggregate maturities and payments of long-term obligations during the next five years are as
follows: 2006 - $2,231; 2007 - $2,339; 2008 - $2,455; 2009 - $2,574; and 2010 $2,700.

Long-term obligations have variable interest rates that reflect currently available terms and

conditions for similar debt. The carrying amounts for this debt is a reasonable estimate of its fair

value.

Interest expense approximates interest paid during the years ended September 30, 2005 and 2004.
7. Leases

McLean has noncancelable operating leases for certain equipment and a building. Rental expense

under these and other contracts approximated $2,104 in 2005 and $1,744 in 2004. Minimum future
lease commitments under noncancelable leases for the next five years and thereafter are as follows:

Operating
Leases

2006 $ 998
2007 999
2008 707
2009 119
2010 -
Thereafter -
Total lease payments $ 2,823
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The McLean Hospital Corporation
Notes to Financial Statements
September 30, 2005 and 2004

(in thousands)

8.

Pension and Postretirement Healthcare Plans

Pension Plan

Substantially all employees of MGH and its affiliates are covered under The Massachusetts
General Hospital Cash Balance Retirement Plan (MGH Plan), a noncontributory defined benefit
plan. Benefits under the MGH Plan 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 expense under the MGH Plan for all affiliates amounted to $38,455 in 2005 and $32,315 in

2004. The amount of pension expense allocated to McLean was $2,483 in 2005 and $1,961 in
2004.

Postretirement Healthcare Benefit Plan

McLean also provides subsidized healthcare benefits for qualified retired employees on a self-
insured basis. These benefits are administered through an insurance company and are accounted
for on the accrual basis, which includes an estimate of future payments for claims incurred.
McLean uses a measurement date of June 30 for the postretirement healthcare benefit plan.

Benefit Obligation

Change in Benefit Obligation 2005 2004
Benefit obligation at beginning of year § 4707 $ 4,295
Service cost 1 2
Interest cost 278 312
Assumption changes 424 -
Actuarial (gain) loss 235 577
Benefits paid (512) (479)
Benefit obligation at end of year $ 5,133 $ 4,707

Weighted-Average Assumptions Used to Determine End

of Year Benefit Obligation 2005 2004
Discount rate 5.75% 6.25%
Healthcare cost trend rate for next year 10.0% 9.0%
Rate to which the cost trend rate is to decline 5.0% 5.0%
Year that rate reaches the ultimate trend rate 2011 2009
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The McLean Hospital Corporation
Notes to Financial Statements
September 30, 2005 and 2004

(in thousands)

Assumed healthcare cost trend rates have a significant effect on the amounts reported for the
healthcare plan. A one-percentage-point change in assumed healthcare cost trend rates would have
the following effect:

One-Percentage-Point One-Percentage-Point
Increase Decrease

Effect on postretirement benefit obligation $ 346 $ 277)
Plan Assets
Change in Plan Assets 2005 2004
Fair value of plan assets at beginning of year $ 4411 % 3,700
Actual return on plan assets 275 321
Employer contributions 902 869
Benefits paid (512) (479)
Fair value of plan assets at end of year $ 5,076 $ 4,411

McLean'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:

Target Percentage of Plan
Allocation Assets
Asset Category 2006 2005 2004
Domestic equity securities 20-80% 68.9% 73.9%
Foreign equity securities 0-20% 0.0% 0.0%
Fixed income securities 20-40% 31.1% 26.1%
100% 100% 100%

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.
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The McLean Hospital Corporation
Notes to Financial Statements
September 30, 2005 and 2004

(in thousands)

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

End of Year 2005 2004
Fair value of plan assets at measurement date $ 5076 § 4,411
Contributions (disbursements) recorded after measurement date (883) 124
Benefit obligation at measurement date (5,133) 4,707)
Funded status (940) (172)
Amounts not yet recognized

Unrecognized net actuarial (gain) loss 1,786 1,112
Prepaid benefit cost recognized 3 846 § 940

Expected Cash Flows
Information about the expected cash flows for the postretirement healthcare benefit plan follows:

Expected employer contributions
2006 b 934

Gross Benefit Medicare
Payments Subsidy

Expected benefit payments (receipts)

2006 544 -
2007 544 47
2008 543 “n
2009 534 (46)
2010 517 (45)
2011 and thereafter 2,151 (184)
Net Periodic Benefit Cost 2005 2004
Service cost $ 1§ 2
Interest cost 278 312
Expected return on plan assets (349) (295)
Amortization of
Unrecognized net (gain) loss 59 95
Net periodic benefit cost $ (an s 114
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The McLean Hospital Corporation
Notes to Financial Statements
September 30, 2005 and 2004

(in thousands)

10.

Weighted-Average Assumptions Used to Determine

Net Periodic Cost 2005 2004
Discount rate 6.25% 6.25%
Expected return on plan assets 7.50% 7.50%
Healthcare cost trend rate for this year 9.0% 10.0%
Rate to which the cost trend rate is to decline 5.0% 5.0%
Year that rate reaches the ultimate trend rate 2009 2009

Assumed healthcare cost trend rates have a significant effect on the amounts reported for the
healthcare plans. A one-percentage-point change in assumed healthcare cost trend rates would
have the following effect:

One-Percentage-Point One-Percentage-Point
Increase Decrease
Effect on service and interest cost § 14 $ (13)

Professional Liability Insurance

McLean 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.

PHS and its affiliates follow the 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. McLean has assumed the obligation for any
unasserted malpractice claims not covered by CRICO.

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

Transactions with Affiliated Corporations

McLean received fund-raising, investment management, legal, financial and administrative
services from PHS and affiliates. These services are reimbursed on an estimated cost basis and
amounted to $12,104 in 2005 and $10,139 in 2004. McLean received salary and other expense
reimbursements from PHS of $833 in 2005 and $537 in 2004. During 2005, McLean received net
funds from PHS of $1 and during 2004 transferred net funds to PHS of $25. These equity transfers
are reported separately as changes in net assets and are excluded from excess of revenues over
expenses.
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The McLean Hospital Corporation
Notes to Financial Statements
September 30, 2005 and 2004

(in thousands)

11.

12.

13.

14.

Concentration of Credit Risk

Financial instruments that potentially subject McLean to concentration of credit risk consist of
patient accounts receivable, pledges receivable and certain investments. McLean 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. McLean has not historically incurred
any significant credit losses outside the normal course of business.

Restricted Net Assets

Restricted net assets are available for the following purposes:

September 30,
2005 2004
Temporarily restricted
Charity care $ 4909 §$ 4,213
Buildings and equipment 5,287 5,463
Clinical care, research and academic 31,310 24,007

$ 41,506 §$§ 33,683

Permanently restricted
Investments to be held in perpetuity $ 26296 § 26,243

Functional Expenses

Total operating expenses by function are as follows:

Years Ended
September 30,
2005 2004
Healthcare services $ 70982 $ 68,566
Research and academic 46,180 42,601
General and administrative 11,559 9,792

$ 128,721 $ 120,959

Contingencies

McLean is subject to complaints, claims and litigation which have risen in the normal course of
business. In addition, McLean 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
McLean, has increased.
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The McLean Hospital Corporation
Schedule of Expenditures of Federal Awards

Year Ended September 30, 2005

RESEARCH AND DEVELOPMENT AND RESEARCH TRAINING

Research and Development Direct Programs
Department of Health and Human Services
National Institutes of Heaith
National Institute on Deafness and Other
Communication Disorders

National Center for Complementary and Alternative

Medicine

Mental Health Research Grant

Alcohol Research Programs

Drug Abuse Research Programs
National Center for Research Resources
National Cancer Institute

Neurological Disorders Research
Biological Basis Research

Child Health and Human Development
Aging Research

Subtotal - Department of Health and Human Services

Department of Defense - USAMRMC
Subtotal - Department of Defense

Department of Education
Subtotal - Department of Education

Department of Education and United States Secret Service
Subtotal - Department of Education and United

States Secret Service

Total Research and Development Direct Programs

Research and Development Passed Through Other
Organizations
Department of Health and Human Services

National Institutes of Health
Boston Medical Center
Boston University
Brigham & Women's Hospital
Harvard Medical School
Harvard Medical School
Harvard Medical School
Harvard Medical School
Harvard Medical School
Harvard University
Joslin Diabetes Center
Massachusetts General Hospital
Medical University of South Carolina
Molecular Insight Pharmaceuticals
Molecular Insight Pharmaceuticals
Molecular Insight Pharmaceuticals
MyNeurolab.com
Natural Pharmacia International
Natural Pharmacia International
Natural Pharmacia International
Research Foundation for Mental Hygiene
Research Foundation for Mental Hygiene
RTI Intemational

Federal
CFDA
Number

93.173

93.213
93.242
93.273
93.279
93.389
93.395
93.853
93.854
93.865
93.866

12.420

84.305
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93.279
93.283
93.226
93.242
93.242
93.242
93.156
93.242
93.242
93.827
93.279
93.866
93.853
93.865
93.865
93.859
93.273
93.213
93.854
93.866
93.866
93.273

Pass-Through Number

NO1 DA28837
U50CCU14464-03-2
1 PO1 HS11534-04
1 P50 MH60450-01A1
5 RO1 MH59559-04
5 RO1 MH069721
6 D01 HP000002-01-03
RO1 MH62028-03
2R0O1 MH31340
1 RO1 DK60754
5R0O1 DA11231-05
5 R0O1 AG12122-09
1 R43 NS046109-01
1 R43 HD046194-01
R41 HD043649-01
1 R43 GM068214-01
1 R41 AA 014567-01
R42 AT00766-01
R43 NS40587-01
1 ROI AG16381-01A1
P01 AG017317-06
1 RO1 AA12788-01

$

Total
Federal
Expenditure

334,662

925,666
7,701,455
553,588
13,478,165
215,985

(9,984)
1,507,200
953,919
21,100

1,249,306

26,931,062

3,326,199

3,326,199
501,318
501,318

51,587
51,587

30,810,166

147,207
1,129
26,555
(77,053)
(3,837)
48,810
105,351
22,897
(87,390)
85,679
220
18,551
5,683
39,674
129,479
10,405
52,761
123,409
2,792)
76,536
19,139
76,710

The accompanying notes are an integral part of the schedule of expenditures of federal awards.
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The McLean Hospital Corporation
Schedule of Expenditures of Federal Awards
Year Ended September 30, 2005

Federa!l
CFDA
Number

RESEARCH AND DEVELOPMENT AND RESEARCH TRAINING (CONT.)
Research and Development Passed Through Other Organizations (Cont.)

University of Cincinnati
University of Cincinnati
University of Connecticut
University of Maryland
University of Montana
University of Texas Southwestern
University of Texas Southwestern
Yale University

Yale University

Yale University

Subtotal - Department of Health and Human Services

Department of the Navy
University of Arizona

Subtotal - Department of the Navy
Total - Research and Development Pass-Through Programs
Total Research and Development

Research Training

Research Training Direct Programs
Department of Health and Human Services
National Institutes of Health
Alcohol Research Programs

Drug Abuse Research Development Awards
Drug Abuse Research Service Awards
Drug Abuse Research Programs
Scientist Development Awards
Neurological Disorders and Stroke

Subtotal - Department of Health and Human Services
Total - Research Training Direct Programs

Research Training Passed Through Other

Organizations

Department of Health and Human Services
National Institute of Health
Judge Baker Childrens Center
Harvard Medical School

Subtotal - Department of Health and Human Services
Total - Research Training Pass-Through Programs

Total Research Training

Total Research and Development and Research Training

OTHER PROGRAMS

Passed Through from the Commonwealth of Massachusetts

School Lunch Program

Social Services Block Grant
Total Other Programs
Total Federal Expenditures

93.279
93.846
93.279
93.213
93.273
93.279
93.242
93.242
93.865
93.279

12.300

53.271
93.277
93.278
93.279
93.281

93.242
93.242

10.555
93.667

Pass-Through Number

5SROI DA14644-03
NO1-AR-2-2264
1 RO1 DA11545-02
5 P50 AT00084-05
1 R21 AA013423-01A1
5 P01 DA08227-14
5 P50 MH66172-03
1 R21 MH067066-01
2 U19 HD35482-06
5 R01 DA12849-05

N00014-05-0807

5 T32 MH016259-26
5 T32 MH016259-27

Total
Federal
Expenditure

$ 103,793
225,452
(2,060)

83

8,993

54,802

146,983

22,565

117,322
(474)

1,496,582

12,208
12,208
1,508,790

32,318,956

83,502
1,213,334
561,771
6,508
368,433

2,233,548

2,233,548

25,521
(1,725)

23,796
23,796
2,257,344

34,576,300

200
665

865

$ 34,577,165

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



The McLean Hospital Corporation

Notes to Schedule of Expenditures of Federal Awards
September 30, 2005

1. Summary of Significant Accounting Policies

Basis of Presentation

The accompanying Schedule of Expenditures of Federal Awards includes the federal grant
transactions of The McLean Hospital Corporation recorded on the accrual basis of accounting. The
information in this schedule is presented in accordance with the requirements of OMB Circular
A-133, Audits of States, Local Governments, and Non-Profit Organizations. Therefore, some
amounts presented in this schedule may differ from amounts presented in or used in the preparation
of the basic financial statements. Negative amounts represent adjustments or credits to amounts
reported as expenditures in prior years. Pass-through numbers are provided where available.

2. Facilities and Administrative Costs

The predetermined fixed facilities and administrative cost rates were based on financial
information submitted utilizing the method prescribed in OASC-3. The Hospital negotiated and
was awarded a predetermined facilities and administrative cost rate of 61% for the period

October 1, 2003 through September 30, 2007 for research and development. The Hospital also was
awarded a fixed fringe benefit rate of 22% for the period October 1, 2004 through September 30,
2005.

3. Subrecipients
During fiscal 2005, the Hospital provided to subrecipients in the Research and Development and

Research Training Program $4,050,067, as follows. These amounts are included in the
accompanying Schedule of Expenditures of Federal Awards:

Adcare Hospital $ 23,305
Baylor College of Medicine 141,652
Boston University 262,356
Brandeis University 256,705
Brown University 8,133
Cab Health and Recovery Services 78,104
Dana Farber Cancer Institute 5,002
Harvard University : 354,714
Lund University 52,323
Massachusetts General Hospital 1,088,348
National Alliance for Autism Research ‘ 236,300
Northeastern University 32,177
Research Foundation Mental Hygiene 476,213
Research Foundation of The State University of New York 1,736
Rhode Island Hospital 84,540
Stanley Street Treatment Resources 255,187
Temple University 39,905
Tufts University 211,548
University of New Mexico ) 58,295
University of North Carolina 33,722
University of Rochester 99,221
University of Stellenbosch 16,002
University of Texas 234,579

$ 4,050,067
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Part I1

Reports on Compliance and Internal Controls



We noted certain matters that we reported to management of the Hospital in a separate letter dated
December 14, 2005.

This report is intended solely for the information and use of the Hospital's Board of Trustees,
management, federal awarding agencies and pass-through entities and is not intended to be and should
not be used by anyone other than those specified parties.

January 30, 2006
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PRCEWATRHOUSE(COPERS

PricewaterhouseCoopers LLP
125 High Street

Boston MA 02110

Telephone (617) 530 5000
Facsimile (617) 530 5001

Report of Independent Auditors on Compliance with Requirements
Applicable to Each Major Program and on Internal Control over Compliance
in Accordance with OMB Circular A-133

To the Board of Trustees of
The McLean Hospital Corporation

Compliance

We have audited the compliance of the McLean Hospital Corporation (the "Hospital") with the types of
compliance requirements described in the U.S. Office of Management and Budget (OMB) Circular A-
133 Compliance Supplement that are applicable to each of its major federal programs for the year
ended September 30, 2005. The Hospital's major federal programs are identified in the summary of
auditor's results section of the accompanying schedule of findings and questioned costs. Compliance
with the requirements of laws, regulations, contracts and grants applicable to each of its major federal
programs is the responsibility of the Hospital's management. Our responsibility is to express an
opinion on The Hospital's compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the
United States of America; the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States; and OMB Circular A-133,
Audits of States, Local Governments, and Non-Profit Organizations. Those standards and OMB
Circular A-133 require that we plan and perform the audit to obtain reasonable assurance about
whether noncompliance with the types of compliance requirements referred to above that could have a
direct and material effect on a major federal program occurred. An audit includes examining, on a test
basis, evidence about the Hospital's compliance with those requirements and performing such other
procedures as we considered necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinion. Our audit does not provide a legal determination of the Hospital's
compliance with those requirements.
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In our opinion, the Hospital complied, in all material respects, with the requirements referred to above
that are applicable to each of its major federal programs for the year ended September 30, 2005.

Internal Control over Compliance

The management of the Hospital is responsible for establishing and maintaining effective internal
control over compliance with the requirements of laws, regulations, contracts and grants applicable to
federal programs. In planning and performing our audit, we considered the Hospital's internal control
over compliance with requirements that could have a direct and maternal effect on a major federal
program in order to determine our auditing procedures for the purpose of expressing our opinion on
compliance and to test and report on the internal control over compliance in accordance with OMB
Circular A-133.

Our consideration of the internal control over compliance would not necessarily disclose all matters in
the internal control that might be material weaknesses., A material weakness is a reportable condition
in which the design or operation of one or more of the internal control components does not reduce to a
relatively low level the risk that noncompliance with applicable requirements of laws, regulations,
contracts and grants caused by error or fraud that would be material in relation to a major federal
program being audited may occur and not be detected within a timely period by employees in the
normal course of performing their assigned functions. We noted no matters involving the internal
control over compliance and its operation that we consider to be material weaknesses,

This report is intended solely for the information and use of the Hospital's Board of Trustees,
management, and federal awarding agencies and pass-through entities and is not intended to be and
should not be used by anyone other than those specified parties.

Fooucoisotrllouselogre P

January 30, 2006
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Part 111

Findings



The McLean Hospital Corporation
Schedule of Findings and Questioned Costs
Year Ended September 30, 2005

II.

111

Summary of Auditor's Results

Financial Statements
Type of auditor's report issued

Internal control over financial reporting
Material weakness(es) identified?
Reportable condition(s) identified not considered
to be material weaknesses?

Noncompliance material to financial statements noted?

Federal Awards
Internal control over major programs
Material weakness(es) identified?
Reportable condition(s) identified not considered
to be material weaknesses?

Type of auditor's report issued on compliance for
major programs

Any audit findings disclosed that are required to be

reported in accordance with Circular A-133,
Section .510(a)?

Identification of Major Programs
Research and Development and Research Training

Dollar threshold used to distinguish between Type A
and Type B programs

Auditee qualified as low-risk auditee?

Financial Statement Findings

None

Findings and Questioned Costs for Federal Awards

There were no findings noted in the current year.
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Unqualified

___yes X mno

__yes _X_ nonereported

__yes X no

___yes X mno

___yes _X none reported

Unqualified

___yes X no

Various CFDA numbers

$300,000

__yes X no



The McLean Hospital Corporation

Summary Schedule of Prior Audit Findings

There were no findings noted in the prior year.
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