W MERCYRETIREMENT
& CARECENTER

an ELDER CARE ALLIANCE community

October 28, 2013

State of California

Department of Social Services
Community Care Licensing Division
Continuing Care Contracts Branch
744 P Street, M.S. 10-90
Sacramento, CA 95814

Ladies and Gentlemen,
Re: Mercy Retirement Home CCRC Annual Report

Please find enclosed the requested 3 copies of the CCRC Annual Report and the Disclosure Statement for
Mercy Retirement Home for the year ending June 30, 2013.

Also enclosed is the check for the annual fee of $250.
Sincerely,
Janice Washburn

Controller
510-769-2727

(510) 534-8540 » FAX (510) 261-7551 * 3431 Foothill Boulevard ® QOakland, CA 94601
“Compassiorate Care for the Elderly”

www.eldercarealliance.org



FISCAL YEAR ENDED:

_ 06 /30/13
ANNUAL REPORT CHECKLIST
PROVIDER(S): Mercy Retirement and Care Center
CCRC(s): Mercy Retirement and Care Center
CONTACT PERSON; Janice Washbum
TELEPHONE NO.: ( 510 ) 769-2727 EMAIL: jwashburn@eldercarealliance.org

A complete annual report must consist of 3 copies of all of the following:
Annual Report Checklist,

@ Annual Provider Fee in the amount of: S 250

L} If applicable, late fee in the amount of: S

Certification by the provider’s Chief Executive Officer that:
The reports are correct to the best of his/her knowledge.
Each continuing care contract form in use or offered to new residents has been
approved by the Department.
4 The provider is maintaining the required liquid reserves and, when applicable, the
required refund reserve.

8 Evidence of the provider’s fidelity bond, as required by H&SC section 1789.8.

Provider’s audited financial statements, with an accompanying certified public
accountant’s opinion thereon.

& Provider's audited reserve reports (prepared on Department forms), with an
accompanying certified public accountant’s opinion thereon.

@ Provider’s “Continuing Care Retirement Community Disclosure Statement” and Form 7-1
“Report on CCRC Monthly Service Fees” for each community.

W Provider's Refund Reserve Calculation(s) — Form 9-1 and/or Form 9-2, if applicable.

The Key Indicators Report is required to be submitted within 30 days of the due date of the
submission of the annual report, but may be submitted at the same time as the annual
report.

September 2013



O MEercYRETREMENT
& CARECENTER

an ELDER CARE ALLIANCE community

October 17, 2013

State of California, Health & Human Services Agency
Department of Social Services

Community Care Licensing Division

Statewide Adult & Senior Care Program Office

744 P Street, MS 8-3-90

Sacramento, CA 25814

To Whom It May Concern:

|, Jesse Jantzen, Chief Executive Officer of Mercy Retirement Home, certify that the enclosed continuing
care reserve report is correct to the best of my knowledge;

1)} that the annual reserve reports and amendments are fairly stated;

2) that each continuing care contract form in use for new residents has been approved by the
Department of Social Services;

3) that Mercy Retirement and Care Center maihtains the required reserves for prepaid continuing

care contracts, statutory reserves, and refund reserves as of the date of this letter.

Sincerely,

- -

-

lesseddntzen

Chief Executive officer

(510) 534-8540 « FAX (510) 261-7551 » 3431 Foothill Boulevard ® Oakland, CA 94601
“Compassionate Care for the Elderly”

www.eldercarealliance.org
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K 910 E. S1. Louis Street, Saite 200
PO. Box 1190
up Springfield, MO 65801-1190

CPAs & Advisors 417.865.8701 Fax 417.865.0682 www.bkd.com

Independent Auditor's Report

Board of Directors
Elder Care Alliance and Subordinate Corporations
Alameda, Califormia

We have audited the accompanying consolidated financial statements of Elder Care Alliance and
Subordinate Corporations (ECA}, which comprise the consolidated statements of financial position as of
June 30, 2013 and 2012, and the related consolidated statements of activities and cash flows for the years
then ended, and the ralated notes to the financial statements.

Management’'s Responsibility for the Consolidated Financlal Statements

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

Auditor’'s Responsiblility

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

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

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

Praxi g’;

L]
experience BKD AR



Board of Directors
Elder Care Alliance and Subordinate Corporations
Page 2

Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of Elder Care Alliance and Subordinate Corporations as of June 30, 2013
and 2012, and the results of their operations, the changes in their net assets and their cash flows for the
years then ended in accordance with accounting principles generally accepted in the United States of
America.

BEDLp

Springfield, Missouri
October 25, 2013



Elder Care Alliance and Subordinate Corporations

Consolidated Statements of Financial Position
June 30, 2013 and 2012
(In Thousands)

Assets
2013 2012
Current Assets
Cash $ 7,783 s 3.403
Patient and resident accounts receivable, net of allowance;

2013 - $346, 2CG12 - $180 1,559 1.846
Assets limited as to use - current 642 635
Prepaid expenses and other 801 9200
Other receivables 9,622 122

Total current assets 20,407 6.906
Investments and Interest in Investment Pool 26.031 18,758
Assets Limited As To Use

Internally designated 256 -
Under indenture agreement, lheld by trustee

Debt service reserve 219 1,110
Held by morigagee under loan agreement with HUD

Reserve for replacements 543 410

Escrow deposits 625 1.664
Externally rastricted by donor - cash 678 678

Total assets limited as to use 3.021 3.862
Property and Equipment, Net 84.637 87,489
Deferred Financing Costs and Other 3.351 4.164

Total assets $ 131,497 $ 121,179

[r———— % Eeee——=——

See Notes to Consolldated Financlal Staterments



Llabllities and Net Assets

Current Liabilities
Curremt maturities of long-term debt
Accounts payable
Accrued expenses and other

Total cusrent liabilities

Long-Term Debt

Asset Retirement Obligations

Deferred Revenue - Unearned Entrance Fees
Total Habilities
Net Assefs
Unrestricted

Temporarily restricted
Permanently restricted

Total net asssts

Total liabilities and net assets

2013 2012

$ 4,041 $ 2,692
967 1,802

4,048 3,750

9,056 8,244

117,038 120,077

582 926

341 451

127.417 129.698
(3,945) (16,059)

4,378 3,888

3,647 3,647
4,080 (8.519)

$ 131497 $ 121,179



Elder Care Alliance and Subordinate Corporations

Consolidated Statements of Activities
Years Ended June 30, 2013 and 2012
(In Thousands)

Revenues, Gains and Other Support
Net patient and resident service revenue
Contributions
Other revenue, net
Net assets released from restrictions for
Operations
Charity

Total reventes. gains and
other support

Expenses and Losses
Salaries and benefits
Purchased services and other
Supplies
Depreciation, amortization and other
Interest and fees
Provision for uncollectible accounts
Loss on disposal of property and equipment

Total expenses and losses
Operating Income (Loss)

Other Income (Expense)
Interest and dividend income
Net realized and unrealized gain on
intetest rate swap agreements
Gains (losses} from investment pool
Loss on extinguishmenis of debt

Excess (Deficieney) of Revenues
Over Expenses

Net assets released for purchase of
property and equipnient
Investment return - net change in unrealized
gains (losses) on investments
Increase (Decrease) in Net Assets
Net Assets, Beginning of the Year

Net Assets, End of the Year

See Notes to Consclidated Financlal Statements

2013
Temporarily Permanently
Unrestricted Restricted Restricted Total
$ 54,953 $ - S - s 54,953
10,696 457 - 11,173
589 - - 589
291 (291) . .
420 (420) . .
66,549 (234) - 66,715
29,346 - - 29,346
11.650 - - 11,050
3,927 - - 3,927
4,603 - - 4,603
4,991 - - 4,991
177 - - 177
54,094 - - 54.094
12,855 (234 - 12,621
105 14 - 119
833 727 - 1.560
{1,612) - - (1,612}
12,181 s07 - 12,688
21 {21) - .
(93) 4 - (89)
12,109 490 - 12.599
(16.054) 3.888 3,647 (8.519)
$ { 3._945; $ 4.378 g 3,647 8 4,080




2012

Temporarily Permanently
Unrestricted Restricted Restricted Total
% 52.451 $ - 3 - S 52,451
1,624 461 3 2,088
318 - - 518
217 (217) - -
272 (272) - )
58,082 (28) 3 55,057
28.527 - - 28.527
11,305 - - 11,5GS
3,912 - - 3.912
4,158 - - 4,158
5,202 - - 5,202
144 - - 144
42 - - 42
53.490 - - 53.450
1.592 (28) 3 1.567
233 (3) - 230
73 - - 73
(5) {102} - (108)
(1,941) - - (1.941)
(49) (133) 3 (179)
21 (21 i .
{65) (433 - (108)
93) (197) 3 (287)
(15.961) 4,085 3.644 (8.232)
$ g 16,054‘3 s 3.888 $ 3.647 $ 58.5 19!-
= ===



Elder Care Alliance and Subordinate Corporations

Consolidated Statements of Cash Flows
Years Ended June 30, 2013 and 2012
(In Thousands)

2013 2012
Operating Activities
Change in net assets S 12,599 g {287
Items not requiring (providing) operating cash flows
Loss on extinguishments of debt 1,612 1.541
Loss on disposal of property and equipment - 42
Depreciation and other 4,224 3,95¢
Amortization of deferred financing costs 323 158
Amortization of earned entrance fees {110) (268)
Accretion of asset retirentent obligations 36 52
Provision for uncollectible accounts 177 144
Realized and unrealized (gains) losses on investients
and investment pool, net {1.316) 373
Change in fair value of inferest rate swap agreements - (400)
Restricted contributions and investment income {1,218) (356)
Changes in
Patient and resident accounts receivable 110 (300)
Prepaid expenses and other assets 93 (528)
Other receivables (9,500) 7
Accounts payable {592} 432
Accrued liabilities and other leng-term liabilities 268 491
Net cash provided by operating activities 6.756 5.451
Investing Activities
Purchases of investments, investment pool and assets
limited as to use (2.942 (5.027)
Sales of investiments, investment pool and
assets limnited as to use 3,742 5,183
Proceeds from: sale of property and equipment - 9
Purchases of property and equiptent (1,614) (10,227
Net cash used in investing activities (314 (10,062)
Financing Activities
Proceeds from issuance of long-term debt 32.979 62,197
Proceeds from restricted contributions and investment income 1,218 336
Principal payments of long-term debt (34.670) (58,302}
Payment of deferred financing costs and prepayment penalty (833 (1,466)
Payment for termination of swap agreement - (1,096)
Net cash provided by (used in) financing activities {1.306) 1.689

See Notes to Consolidated Financlal Statements 5



Elder Care Alliance and Subordinate Corporations

Consolidated Statements of Cash Flows
Years Ended June 30, 2013 and 2012
(In Thousands)

2013 2012
Increase (Decrease) in Cash 3 4,636 $ (2.922)
Cash, Beginning of Year 4.081 7.003
Cash, End of Year $ 8.717 § 4,081
] |
Reconciliation of Cash
to Statements of Financial Position
Cash $ 7.783 pY 3.4¢3
Casl in assets limited as to use
Internally designated 256 -
Restricted 678 678
Total cash S 3,717 3 4,081
I=—————— | L ]
Supplemental Cash Flows Information
Interest paid 3 5.626 8 4,794
Property and equipment acquisitions included in accounts
pavable 3 72 b 315

See Notes to Consolidated Financlal Statements 6



Elder Care Alliance and Subordinate Corporations

Notes to Consolidated Financial Statements
June 30, 2013 and 2012
(in Thousands)

Note 1: Nature of Operations and Summary of Significant Accounting Policies

Nature of Operations

Elder Care Alliance (ECA-Corporate) is a California nonprofit public benefit corporation, exempt
from federal and state income taxes, established on December 6, 1996. ECA-Corporate is
cosponsored by the Sierra Pacific Synod of the Evangelical Lutheran Church in America (the
“Lutheran Synod™) and the Sisters of Mercy of the Americas — West Midwest Communities (the
“Sisters of Mercy”).

ECA-Corporate was established with the support and leadership of Dignity Health, formerly known
as Catholic Healthcare West (CHW). The shared vision of Dignity Health, ECA-Corporate and its
cosponsors, the Lutheran Synod and the Sisters of Mercy, was to create a network of faith-
centered, nonprofit elder care facilities and services to meet the needs of the burgeoning population
of elderly people who seck support and assistance with activities of daily living in a
noninstitutional environment.

On May 15, 1997, two separate nonprofit corporations, Mercy Retirement and Care Center
(MRCC) and Salem Lutheran Home Association of the Bay Cities. Inc. (SLH), entered into an
affiliation agreement. Under the terms of this agreement, ECA-Corporate became the sole
corporate member of both MRCC and SLH. ECA-Corporate provides supportive housing, skilled
nursing, rehabilitation and social services principally to the aged through these subordinate
corporations. MRCC and SLH retain their individual identities, assets and liabilities and
relationships with their individual sponsors and operate under a common management team
through ECA-Corporate.

MRCC 15 a California nonprofit public benefit corporation organized for the purposes of providing
residences, assistance with daily living needs and skilled nursing care for elderly persons. The
facilities include 106 units licensed as residential care, including a 22-unit dementia care facility
and 59 units licensed as skilled nursing. Beginning on December 28, 2011, MRCC began offering
a “continuing care™ concept in which residents enter into a residential contract that generally
provides for a specific entrance fee and for monthly service fees throughout the residents’ tenancy.
Generally, payment of these fees entitles residents to the use and privileges of MRCC for life.
Residents are also entitled to certain healthcare services provided in the MRCC assisted living and
skilled nursing facility. The residency agreement does not entitle the residents to an ownership
interest in MRCC. MRCC generates its revenues primarily from residential care and skilled
nursing fees.

SLH is a California nonprofit public benefit corporation organized for the purpose of providing
residences, assistance with daily living needs and skilled nursing care for elderly persons. The
faciliies include 134 units licensed as residential care, including a 30-unit dementia care facility
and 48 units licensed as skilled nursing. SLH offers a “continuing care” concept in which residents
enter into a residential contract that generally provides for a specific entrance fee and for monthly
service fees throughout the residents’ tenancy. Generally. payment of these fees entitles residents



Elder Care Alliance and Subordinate Corporations

Notes to Consoclidated Financial Statements
June 30, 2013 and 2012
(In Thousands)

to the use and privileges of SLH for life. Residents are also entitled to certain healthcare services
provided in the SLH assisted living and skilled nursing facility. The residency agreement does not
entitle the residents to an ownership interest in SLH. SLH generates its revenues primarily from
residential care and skilled nursing fees.

The following entities are California nonprofit public benefit corporations organized for the
purpose of developing residential care facilities for the elderly (RCFEs) to provide residences and
assistance with daily living needs for elderly persons and generate its revenues primarily from
residential care fees.

They are subordinate corporations to ECA-Corporate and operate under a common management
team through ECA-Corporate:

Elder Care Alliance of Camarillo (AVC) doing business under the name of “AlmaVia of
Camarillo” operates an 85-unit RCFE with 25-units designated for dementia care in Camarillo,
California.

Elder Care Alliance of San Francisco (AVSF} doing business under the name of “AlmaVia of San
Francisco™ operates a 135-unit RCFE with 41-units designated for dementia care in San
Francisco, California.

Elder Care Alliance of Union City (AVUC) doing business under the name “AlmaVia Assisted
Living™ operates & 95-unit RCFE with 24-un1ts designated for dementia care in Union City,
California.

Elder Care Alliance of San Rafael (AVSR} doing business under the name “AlmaVia of San
Rafael” operates a 137-unit RCFE with 22-umnits designated for dementia care in San Rafael,
California.

Hereinafter, ECA-Corporate and its subordinate corporations are referred to collectively as “ECA.”

Basis of Consolidation

The accompanying consolidated financial statements include the accounts of ECA-Corporate and
its subordinate corporations, MRCC, SLH, AVC, AVSF, AVUC and AVSR. All significant
transactions and accounts between the entities have been eliminated.

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.



Elder Care Alliance and Subordinate Corporations

Notes to Consolidated Financial Statements
June 30, 2013 and 2012
(In Thousands)

Cash

At June 30, 2013, ECA’s cash accounts exceeded federally insured limits by approximately $7.418.

Investments, Interest in Investment Pool and Investment Return

Investments in equity securities having a readily determinable fair value and in all debt securities
are carried at fair value and are classified as “available for sale” securities. Other investments are
valued at the lower of cost (or fair value at time of donation, if acquired by contribution) or fair
value. Investment return includes dividend, interest and other investment income; realized and
unrealized gains and losses on investments catried at fair value; and realized gains and losses on
other investments.

Investment return that is initially restricted by donor stipulation and for which the restriction will
be satisfied in the same year is included in unrestricted net assets. Other investment return is
reflected in the statements of activities as unrestricted, temporarily or permanently restricted based
upon the existence and nature of any donor or legally imposed restrictions.

Investments in investment pools are carried at fair value pursuant to the fair value option provisions
of ASC Topic 825. ECA’s interest in investment pools represents funds it has invested in Dignity
Health-managed investment pools. ECA may deposit or withdraw funds in the pools at its
discretion; however, withdrawals require advance notice. Earnings (including distributions and
increases or decreases in the value of ECA’s share of the pool) are included in gains (fosses) from
investment pool.

Assets Limited As To Use

Assets limited as to use include (1) assets internally designated by the Board of Directors for
payment of workers’ compensation claims, over which the Board retains control and may at its
discretion subsequently use for other purposes (2} assets held by wustees under a bond indenture
agreement (3) assets held in escrow for payment of property taxes and insurance, occupancy
stabilization, debt service and reserves for replacements pursuant to the loan agreement with HUD
(4) assets restricted by donors. Amounts required to meet current habilities of ECA are included in
current assets.



Elder Care Alliance and Subordinate Corporations

Notes to Consolidated Financial Statements
June 30, 2013 and 2012
(In Thousands)

Patient and Resident Accounts Recelvable

As part of its mission to serve the community, ECA provides care to residents even though they
may participate in programs that do not pay full charges, or they may lack adequate insurance or
private means. ECA manages their private resources and’or collection risk by regularly reviewing
their accounts and contracts and by providing appropriate allowances based upon a review of
outstanding receivables, historical collection information and existing economic conditions.

Accounts receivable are stated at net realizable value from third-party pavers, residents and others.
Accounts receivable are due in full when billed and are considered delinquent and subsequently
written off as bad debts based on individual credit evaluation and specific circumstances of the
account.

Property and Equipment

Property and equipment acquisitions are recorded at cost and depreciated using the straight-line
method based over the estimated useful life of each asset. Leasehold improvements are depreciated
over the shorter of the lease term or their respective estimated useful lives.

The estimated useful lives for each major depreciable classification: of property and equipment are
as follows:

Land improvements 5-25 years
Buildings and improvements 5-50 years
Furniture and equipment 3-15 years

Donations of property and equipment are reported at fair value as an increase in unrestricted net
assets unless use of the assets is restricted by the donor. Monetary gifts that must be used to
acquire property and equipment are reported as restricted support. The expiration of such
restrictions is reported as an increase in unrestricted net assets when the donated asset is placed in
service.

Long-Lived Asset Impairment

ECA evaluates the recoverability of the carrying value of long-lived assets whenever events or
circumstances indicate the carrving amount may not be recoverable. If a long-lived asset is tested
for recoverability and the undiscounted estimate future cash flows expected to result from the use
and eventual disposition of the asset is less than the canrying amount of the asset, the asset cost is
adjusted to fair value and an impairment loss is recogmzed as the amount by which the carrying
amount of a long-lived asset exceeds its fair value.

No asset impairment was recognized during the years ended June 30, 2013 and 2012.

10



Elder Care Alliance and Subordinate Corporations

Notes to Consolidated Financial Statements
June 30, 2013 and 2012
(In Thousands)

Deferred Financing Costs

Deferred financing costs represent bond and long-term debt issuance costs which are amortized on
the straight-line method over the term of the respective debt agreements.

Deferred Revenue - Unearned Entrance Fees

Entrance fees received by SLH for continuing care residency are deferred and recognized as
revenue over the life expectancy of the resident. MRCC does not have any residents with
continuing care contracts as of June 30, 2013 or 2012, respectively. Refunds may be made up to
two vears for certain fees after the date of occupancy. A separate refund liability has not been
established as the amount is deemed immaterial based upon experience.

Obligation to Provide Future Services

SLH provides services primarily on a fee-for-service basts. SLH fees are not limited to stated or
cost-of-living increases. SLH sets resident rates to fully absorb its ongoing operating costs.
Accordingly the accompanying financial statements do not reflect a liability to provide future
services and the use of facilities at June 30, 2013 and 2012.

Net Assets

Net assets and revenues, gains and losses are classified based on the existence or absence of donor-
imposed restrictions. Accordingly. the net assets of ECA and changes therein are classified and
reported as follows:

Unrestricted Net Assets — Net assets that are not subject to donor-imposed restrictions. Certain net
assets have been designated by the Board for specific use in future periods. In addition, MRCC has
a policy of funding depreciation, to the extent that funds are available, to be used for replacement.
expansion and improvement of property, plant and equipment or for repayment of long-term debt.
The funds may be redesignated for other uses as appropriate.

Temporarily Restricted Net Assets — Temporarily restricted net assets are those whose use by ECA
has been limited by denors to a specific time peried or purpose.

Permanently Restricted Net Assets — Permanently restricted net assets have been restricted by
donors to be maintained by ECA in perpetuity. Generally, the donors of these assets permit ECA
to use all or part of the income earned on related investments for general or specific purposes.

Net Patient and Resident Service Revenue and Monthly Fees

ECA has agreements with third-party payers that provide for payments to ECA at amounts
different from its established rates. Net patient service revenue is reported at the estimated net
realizable amounts from residents, third-party payers and others for services rendered and includes
estimated retroactive revenue adjustments. Retroactive adjustments are considered in the
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Notes to Consolidated Financial Statements
June 30, 2013 and 2012
(In Thousands)

recognition of revenue on an estimated basis in the period the related services are rendered and
such estimated amounts are revised in future periods as adjustments become known. Payment
arrangements inclide prospectively determined rates per day, reimbursed costs, discounted charges
and per diem payments. Net revenues from Medicare and Medi-Cal programs were approximately
$4,503 and $2,443, respectively, for the year ended June 20, 2013, and approximately $4,252 and
$2,042, respectively, for the year ended June 30, 2012. Laws and regulations governing the
Medicare and Medi-Cal programs are complex and subject to interpretation and change. Asa
result, it is reasonably possible that recorded estimates could change in the near term.

Charitable Care

ECA provides charitable care to residents who are unable to pay for services or monthly service
fees. The amount of charitable care is included in net revenue.

Contributions

Unconditional gifts expected to be collected within one year are reported at their net realizable
value. Unconditional gifts expected to be collected in future vears are initially reported at fair
value determined using the discounted present value of estimated future cash flows technique. The
resulting discount is amortized using the level-yield method and is reported as contribution
revenue.

Gifts received with donor stipulations are reported as either temporarily or permanently restricted
support. When a donor restriction expires, that is, when a time restriction ends or purpose
restriction is accomplished, temporarily restricted net assets are reclassified and reported as an
increase in unrestricted net assets. Donor-restricted contributions whose restrictions are met within
the same year as received are reported as unrestricted contributions. Conditional contributions are
reported as liabilities until the condition is eliminated or the contributed assets are returned to the
donor.

During the year ended June 30, 2013, MRCC was named the beneficiary of a $9,500 estate
comprised of cash, mvestments and property. MRCC has $9,500 included in unrestricted
contributions in the statements of activities. As of June 30, 2013, the estate had not been received
and a receivable of $9,500 1s included in other receivables in the statements of financial pesition.

Asset Retirement Obligations

ASC Topic 410-20, Asser Retirement Obligations, defines a conditional asset retirement obligation
as a legal obligation to perform an asset retirement activity in which the timing and/or method of
settlement are conditional on a future event that may or may not be within the control of the entity.
As of June 30, 2013 and 2012, there was $982 and $926, respectively, of conditional asset
retirement obligations included in the statements of financial position. Accretion expense totaled
$56 and $52 for the years ended June 30, 2013 and 2012, respectively.
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Excess (Deficliency) of Revenues Over Expenses
The statements of activities include excess (deficiency) of revenues over expenses. Changes in
unrestricted net assets which are excluded fiom excess (deficiency) of revenues over expenses,
consistent with industry practice, include unrealized gains and losses on investments other than
trading securities and contributions of long-lived assets (including assets acquired using
contributions which by doner restriction were to be used for the purpose of acquiring such assets).

Professional Liability Claims
ECA recognizes an accrual for claum liabilities based on estimated ultimate losses and costs
associated with settling claims and a receivable to reflect the estimated insurance recoveries, if any.
Professional liability claims are described more fully in Noze /1.

Income Taxes
ECA-Corporate and its subordinate corporations are each exempt from income taxes under the

Internal Revenue Code Section S01{c}(3} and the laws of the state in which thev operate.
However, ECA is subject to federal income tax on any unrelated business taxable income.

Subsequent Events

Subsequent events have been evaluated through the date of the Independent Auditor’s Report,
which is the date the financial statzments were available to be issued.

Reclassifications

Certain reclassifications have been made to the 2012 financial statements to conform to the 2013
financial statement presentation. These raclassifications had no effect on the change in net assets.

Note 2: Concentration of Credit Risk

ECA grants credit without collateral to its patients and residents. The mix of receivables from
patients, residents and third-party payers at June 30, 2013 and 2012. is:

2013 2012
Medicare 26% 51%
Medi-Cal 23% 14%
Other third-party pavers 17% 13%
Patient and residents 34% 22%
100% 100%
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Financial instruments which could potentially subject ECA to significant concentrations of credit
risk consist primarily of interest rate swap agreements (see Noze 6) and investments in marketable
securities. ECA, primarily through external money managers, has significant investments in
marketable securities which are subject to price fluctuation. This risk is controlled through a
diversified portfolio and regular monitoring procedures.

Note 3: Investments and Investment Return

Composition of investments, interest in investment pool and assets limited as to use at June 30,
2013 and 2012, are summarized in the following table:

2013 2012
Amortized  Unrealized Amortized Unrealized
Cost Gain (Loss) Fair Value Cost Gain (Loss) Fair Value
Interest in investment pool 3 12634 § 953 § 13,587 § 11,061 § 131 § 11,192
Fixed income securities
U.S. Treasury securities 332 (23 330 331 3 334
Government guaranteed bonds - - - 15¢ - 156
U.S. agencies 1.2065 )] 1,198 2,098 22 2,120
U.S. govermment
Remics/'CMOs 182 1 183 363 2 365
Corporate debt securities 1.483 {8} 1475 1,624 i1 1,635
Foreign bonds 523 {7y 515 411 1 412
Municipal bonds a5t - 351 480 18 498
Equity securities - - - 4 - 4
Cash and cash equivalents
Money market nutual funds 1,814 17 1,831 2,081 30 2,111
Cash 934 - 934 679 - 679
Other investments 152 4 156 185 - 185
Certificates of deposit 2.015 - 2,015 1.490 - 1.490
Depasits held by mortgagee under
loan agreement with HUD 1,168 - 1,168 2.074 - 2,074
$§ 22793 $ 951 $ 23744 23.037 § 218§ 23258
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June 30, 2013 and 2012
(In Thousands)

These investments are included on the statements of financial position as follows:

2013 2012
Assets limited as to use - current S 642 ) 635
Investments and interest in investment pool 20,081 18,758
Assets limited as to use, internally designated 256 -

Assets limitad as to use, under indenture
agreement held by trustee
Debt service reserve 919 1,110
Assets limited as to use, deposits held by mortgagee
vnder loan agreement with HUD

Reserve for replacements 543 410
Escrow deposits 625 1,664
Assets limited as to use, externally restricted by donor 678 678
$ 23,744 $ 23,255

N

Interest in investment poels is reported at fair value with changes in fair value reflected in excess
{deficiency) of revenues over expenses in the consolidated statements of activities, see Note /7.

Tetal investment return is comprised of the following:

2013 2012

Interest and dividend income 5 119 $ 230
Gains (losses) from investment pool

Realized gains 583 766

Unrealized gains (Iosses) §22 (1,031)

Interest and dividend income 158 157

Change in unrealized losses (89) (108)

% 1.590 S 14
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Total investment return is reflected in the consolidated statements of activities as follows:

2013 2012
Unrestricted net assets
Interest and dividend income $ 105 S 233
Gains (losses) from investment pool 833 6)
Investment return - net change in unrealized
losses on investinents 93) (65)
Temporarily restricted net assets
Interest and dividend income 14 (3)
Gams (losses) from investment pool 727 {102)
Investment refurn - net change in unrealized
gains {fosses) on investments 4 (43)
$ 1,550 3 14

Alternative Investments

Except as described below, the fair value of the interest in investment pools considered alternative
investments hias been estimated using the net asset value per share of the investments. Alternative
investments held at June 30 consist of the following:

June 30, 2013
Unfunded Redemption Redemption Notice

Fair Value Commitments Frequency Period
Dignity Health funded
depreciation fund of funds (A} $ 4318 § - Semimonthly Prenotification of 7 days
Dignity Health philanthropic asset
management fund of funds (B) S 9,269 $ - Semimonthly Prenotification of 7 davs
June 30, 2012
Unfunded Redemption Redemption Notice
Fair Value Commitments Frequency Period
Dignity Health funded
depreciation fund of funds (A) $ 3830 § - Semimonthly Prenotification of 7 davs
Dignity Health philanthropic asset
management fund of funds (B) 8 7362 § - Semimonthly Prenotification of 7 days
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(A) This fund seeks to generate a real rate of return of 4.0% as its long-term investment
objective. The fund tries to achieve this objective by diversification and allocation of the
fund’s capital between various equity and fixed income securities at a ratio of 40% to 60%,
respectively. The equity securities are allocated between various domestic mid- and large-
cap securities, domestic small-cap securities and international equity securities. The fixed
income securities are allocated between various domestic fixed income securities. The fund
also includes a small amount of private equity, real estate and hedge fund of funds
investments.

(B) This fund seeks to generate a real rate of return of 5.5% as its long-term investment
objective. The fund tries to achieve this objective by diversification and allocation of the
fund’s capital berween various equity and fixed income securities at a ratio of 60% to 40%,
respectively. The equity securities are allocated between various domestic mid- and large-
cap securities, domestic small-cap securities and international equity securities. The fixed
income securities are allocated between various domestic fixed income securities.

Note 4: Property and Equipment

Property and equipment consist of the following at June 30:

2013 2012

Land $ 4,772 $ 4772

Land lease 10,898 10,898

Land improvements 4,203 4,188
Buildings and leasehold improvements. building

improvements and building service equipment 99,537 98,467

Equipment 13,553 12,796

Construction in progress 654 1,158

133.617 132,276

Less accumulated depreciation 48,980 44,787

$ 84.637 $ 87,489
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Land lease includes a capitalized land lease of approximately $4.1 million for AVSF for the first 30
vears’ base rent prepaid as required by the ground lease agreement with the Roman Catholic
Archbishop of San Francisco as more fully described in Note 12. The land lease was amended on
October 1, 2011, due to HUD refinancing. The lease now expires March 2075 and has no options
to extend the term of the lease. The amendment required AVSF to prepay approximately $4,005
for an additional 43 years’ base rent. The land lease will be amortized over the remaining lease
term using the straight-line methed. The land lease has accumulated amortization of $1,421 and
$1.343 at June 30, 2013 and 2012, respectively, and a net land lease balance of $6.676 and $6,754
at June 30, 2013 and 2012, respectively.

Land lease also mcludes property of $1,150 purchased by AVUC from the Community
Redevelopment Agency of the City of Union City (the “Agency™) in the amount of one dollar for
the purpose of constructing the AVUC facility. This transaction is accounted for as a contribution
in the accompanying financial statements as described in Nore 7. Based on the Agency Agreement,
the Agency has the option to repurchase the property from AVUC for one dollar during the option
period which begins approximately S$ years after completion of the AVUC facility and expires
after one vear. The land lease is being amortized ratably over the 55 years resulting in accumulated
amortization of $168 and $147 at June 30, 2013 and 2012, respectively, and a net land lease
balance at June 30, 2013 and 2012, of $982 and $1,003, respectively.

Land lease also includes property that was purchased by AVSR from the Lutheran Synod in the form
of & promissery note for $1,650 for the purpose of constructing the AVSR facility. The promissory
note with the Lutheran Synod was paid in full through financing obtained in March 2010 (see Note
5). The existing ground lease with the Lutheran Syncd was amended due to the refinancing of the
bonds. The original land lease gave the Lutheran Synod the right to repurchase the property for one
dollar, ten vears after full payment of the AVSR bonds, not to exceed 60 vears. Therefore, the land
lease was being ameortized ratably over 40 years. The amended ground lease gives the Lutheran
Synod the right to repurchase the property for one dollar, ten vears after full payment of the HUD
insured loan, not to exceed 60 years. The land lease is now being amortized ratably over 45 years
resuliing in accumulated amortization of $278 and $241 at June 30. 2013 and 2012, respectively, and
a net land lease balance at June 30, 2013 and 2012, of 81,372 and $1.409. respectively.

At June 30, 2013, ECA’s construction in progress balance of $654 is primarily due to refurbishing
certain areas of its facility. The projects currently in progress are expected to be completed in the
next fiscal vear with no significant additional costs to complete.

As described in Note S, portions of the above property and equipment are pledged as collateral on
ECA’s long-term debt.
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Leng-Term Debt
2013 2012

ECA-Corporate line-of-credit payable (A) $ 12.530 $ 13,021
ECA-Corporate note payable (B) 4,000 4,000
ECA-Corporate note payable (C) 2.000 2,000
ECA-Corporate note payable (D) - 500
SLH note payable (E) 4,142 4,360
AVC promussory note payable (F) 2212 12,416
AVSF promissorv note (G) 37,599 38.165
AVUC Series 2004 revenue bonds (H) 14,150 14,485
AVUC agency loan (I) 1300 1,300
AVUC debst relief agreement (I) 539 437
AVSR promissory note payable (K} 32,607 32,085
121,079 122,769

Less current maturities 4,041 2,692
§ 117,038 $ 120,077

ECA-Corporate — Line of credit payable to Dignity Health under which ECA can borrow up
to $13,500, interest payments due monthly at one-half of the Dignity Health blended internal
rate for funds (2.95% at June 30, 2013), principal due monthly, collateralized by real
property and gross revenues. Pursuant to the agreement, ECA must comply with the
covenants of the existing credit enhancement agreement with Dignity Health as described
balow.

ECA-Corporate entered into a $4,000 note payable with a financial institution in October
2011 to prepay rent for the AVSF ground lease (see Nore 12} which was amended due to
AVSF’s refinancing discussed below. The note bears variable interest based on LIBOR plus
2.50%, the interest rate at June 30, 2013, was 2.75%. The note has monthly interest only
payments commencing November 1, 2011, principal payments commence on November 1,
2013, in monthly installments of $18.5 with interest. The entire balance of the note payable
is due in October 2016. The note payable is gnaranteed by Dignity Health.

ECA-Corporate entered into a $2,000 note payable with a financial institution in March 2012
to purchase the land for AVC (see Note 12). The note allows ECA-Corporate to select the
interest rate from three separate options. Based upon ECA-Corporate’s interest election, the
note bears interest at the greater of 2.5% or the LIBOR interest rate plus 2.0%. At June 30,
2013, the interest rate was 2.50%. The note has monthly interest payments through March
2013, monthly principal payments of approximately $9 plus interest due starting in April
2014, with the entire balance of principal and interest due on March 1, 2019, The note is
secured by $1,240 of investments held by ECA-Corporate and $1,000 of investments held by
MRCC.
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(D) ECA-Corporate entered into a $500 note payable with a financial institution in March 2012,
bearing interest at the greater of 2.5% or prime plus 1%, interest accrued on this note is
payable monthly, and all outstanding principal was due on December 1, 2012. The note was
secured by ECA assets. In November 2012, the note was paid in full.

(E) SLH entered into a $4,360 note payable with a financial institution in June 2012. The note
allows SLH to select the interest rate from three separate options. Based upon SLH’s
interest election. the note bears interest at the greater of 3% or the LIBOR interest rate plus
2.75%. At June 30, 2013, the interest rate was 3.0%. The note has monthly principal
payments of $18 plus interest, with the entire balance of principal and interest due on July 1,
2017. The note is secured by a first deed of trust on certain properties of ECA.

(F) AVC - Held by a commercial entity, insured by the U.S. Department of Housing and Urban
Development (HUD) under Section 232 of the National Housing Act, in the original amount
of $12,416. The mortgage matures in June 2047, payable in monthly installments of $48
including interest at 3.0%, secured by a first lien on the AVC property. Under the terms of
the note, AVC is required to maintain certain escrow deposits and reserve accounts for
replacements that are included in assets limited as to use. It is also subject to restrictions on
acquisition, use and disposition of the mortgaged property and revenues derived there from.

{G) AVSF - Held by a commercial entity, msured by the U.S. Department of Housing and Urban
Development (HUD) under Section 232 of the National Housing Act, in the original amount
of $38.485. The mortgage matures in November 2046, payable in monthly installments of
$162 including interest at 3.65%, secured by a first lien on the AVSF property. Under the
terms of the note, AVSF is required to maintain certain escrow deposits and reserve accouts
for replacements that are included in assets limited as to use. The lender required a one-year
debt service escrow reserve to be maintained that is equal to six months principal and
interest. This escrow deposit was refunded in Decentber 2012. In addition, the lender
required a five-year debt service escrow which is covered by an irrevocable standby letter of
credit with a financial institutional in the amount of $975 which is subject to automatic
annual extensions with a final expiration of October 31, 2016. The lender requires the debt
service escrows fo continue to be maintained until minimum debt service coverage ratios are
met. It 15 also subject to restrictions on acquisition, use and disposition of the mortgaged
property and revenues derived there from.

(H) AVUC - Insured Revenue Bonds Series 2004 issued by the ABAG Finance Authority for
Nonprofit Corporations and BNY Western Trust Company as the trustee, in the original
amount of $15,685, bearing interest of 4.125% to 5.6%, mandatory annual sinking fund
payments beginning August 15, 2008, final maturity August 2034, insured by the Office of
Statewide Health Planning and Development of the State of California (the “Office™). The
insured bonds are subject to optional, special and mandatory redemption and secured by the
real property of AVUC. In February 2011, AVUC, ECA-Corporate and the Office entered
into a Debt Service Relief Agreement related to the AVUC 2004 bond issue, see (J) below.

20



@

&)

X)

Elder Care Alliance and Subordinate Corporations

Notes to Consolidated Financial Statements
June 30, 2013 and 2012
(In Thousands)

AVUC - Pursuant to the First Amended and Restated Disposition, Development and Loan
Agreement (Agency Agreement) between AVUC and the Community Redevelopment
Agency of the City of Union City (the “Agency™) and in conjunction with the issuance of the
Cal-Mortgage Insured Revenue Bonds Series 2004 {the “Bonds™), the Agency agreed to lend
(using the proceeds it received from the California Housing Finance Agency) $1,300 to
AVUC to pay a portion of the costs of constructing a residential assisted living and dementia
care facility in Union City. The proceeds of the loan were deposited with the Bonds Trustee
and were disbursed pursuant to the agreement for the Bonds. The loan bears no interest.
AVUC is required to maintain a Surplus Funds Account to be held and administered by the
Bonds Trustee. After the end of each calendar quarter, AVUC will deposit all available
cash, if any, in excess of amounts necessary, during the next succeeding quarter, to fund the
debt service on the Bonds, normal operating expenses, and any additional reserves required
by the Bonds. Subject to the Agency’s remedies in case of a defauls, the loan is repayable
exclusively from the funds deposited in the Surplus Funds Account. As of June 30, 2013
and 2012, no amounts have been deposited in the Surplus Funds Account. If AVUC has
insufficient funds available in its Surplus Funds Account on the pavment date in 2014 to
make the full payment, any shortfall in such payment shall be forgiven by the Agency.

AVUC - In Febiuary 2011, AVUC, ECA-Cerporate and the Office entered into a Debt
Service Relief Agreement related to the AVUC 2004 bond issue (see (H} above) that became
retroactively effective October 1, 2010, terminating in January 2015. The agreement allows
ECA-Corporate to fund a portion of the cash shortfalls of AVUC in order to make monthly
debt service deposiis with the Trustee, and the Office would fund the remainmmg portion of
the debt service requiremnent. The repayment of amounts advanced to AVUC by ECA-
Corporate and the Office, including management fees, will only commence at such time as
AVUC meets required liquidity ratios. Funds disbursed by the Office to meet debt service
requirements, will accumulate interest at a variable rate set by the Office semiannually, and
will accrue from the date of the disbursement until the balance is paid in full. The interest
rate at June 30, 2013, was .37%. Repayment of funds to the Office will commience on
January 1, 2015, and will be amortized over seven years. Under this agreement. the full
amount of monthly debt service requirements are not being deposited monthly with the
Trustee. but rather right before semiannual payments are made, which results in a technical
loan default under the Indenture. The indenture only allows the remedy of acceleration by
the Trustee with the consent of the Office. The Office waives their right to direct the Trustee
to accelerate repayments of the debt as long as the Debt Service Relief Agreement is in
place.

AVSR - Held by a commercial entity, insured by the U.S. Department of Housing and Urban
Development (HUD) under Section 232 of the National Housing Act, in the original amount
of $32,878. The mortgage was payable in monthly installments of $166, including interest at
5% through April 1. 2045. and was secured by a first lien on the AVSR property.
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The mortgage was refinanced in November 2012 to obtain a lower interest rate with a
mortgage payable with a commercial entity insured by HUD under Section 232 of the
National Housing Act. A loss on extinguishment of debt of $1,612 was recorded. which was
comprised of the deferred financing costs related to the original mortgage and a prepayment
penalty. The new mortgage is payable in monthly mstallments of $144, including interest at
3.6% through April 1, 2045, and is secured by a first lien on the AVSR property. Under the
terms of the mortgage, AVSR is required to maintain certain escrow deposits and reserve
accounts for replacements that are included in assets limited as to use. It is also subject
under the terms of the mortgage to restrictions on acquisition, use and disposition of the
mortgaged property and revenues derived there from.

ECA-Corporate entered into an irrevocable standby letier of credit in July 2012 for the amount of
$525 for their workers’ compensation insurance plan. Subsequent to year end, ECA-Corporate
renewed the letter of credit through July 2014 and increased the amount fo $925 which has been
collateralized with additional investments. The letter of credit is collateralized by a certificate of
deposit of 3525 held in escrow. Interest on the letter of credit is charged at 1.5%. At June 30,
2013, there were no amounts drawn on the letter of credit.

InMay 1997, ECA entered mto a credit enhancement agreement with Dignity Health, which
expired on June 30, 2005. Under the agreement, Dignity Health provided ECA with a guaranty for
certam loan agreements entered into by ECA. made loans to ECA and assisted ECA in obtaining
financing through third parties. This agreement requires ECA to maintain a defined debt coverage
ratio of at least 1.1 and meet other restrictive covenants, the most restrictive of which include
limitations on the acquisition and disposition of property and limitations on additional indebtedness.
While the agreement has expired, its provisions remain applicable to those loans subject to the
credit enhancement agreement, as described above.

The bond indenture agreement of AVUC requires that certain funds be established with the trustee.
Accordingly. these funds are included as assets limited as to use under bond indenture agreement in
the financial statements.

Aggregate annual maturities of long-term debt at June 30, 2013, are:

2014 ) 4,041
2015 3.029
2016 3,141
2017 6.398
2018 6,135
Thereafter 98,335

s 121,079
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Based on an independent third-party analysis at June 30, 2013 and 2012, the fair value of the fixed
rate AVUC bonds was approximately $14,353 and $14,901, respectively. ECA has fixed rate debt
on the HUD msured mortgages for AVSR, AVSF and AVC. Based on the borrowing rates
currently available to ECA on this type of debt. management estimates the fair value of the debt to
be $82,692 and $96,253 at June 30, 2013 and 2012, respectively. Based on the borrowing rates
currently available to ECA and the variable nature of the remaining debt, management believes the
carrying amount of the remaining long-term debt approximates its fair value.

Note 6: Derivative Financial Instrument

AVSF had an interest swap to manage the interest rate exposure on its 2006 variable rate demand
bonds which was terminated in October 2011 due to AVSF’s HUD refinancing. AVSF paid $1,096
to settle the swap liability at the termination date. AVSF recorded an unrealized gain of $400 for
the vear ended June 30, 2012, for the change in the underlying value of the swap prior to
termination. AVSF also recorded realized losses in relation to this swap of $(327) for the year
ended June 30, 2012,

Note 7: Temporarily and Permanently Restricted Net Assets

Temporarily restricted net assets consist of donor restricted contributions and grants at June 30,
2013 and 2012, for the following purposes:

2013 2012

] $ 520
8 3.368

Equipment and expansion $
Charity and other 3,

o0 'h
th

$ 4378 $ 3,888

During the years ended June 30, 2013 and 2012, $732 and $510, respectively. of net assets were
released from donor restrictions by incurring eligible operating and capital expenditures and
satisfying the restricted purposes of charitable care. Temporarily restricted net assets include the
fair value of the AVUC land (see Note 4} contribution of $1,150. The contribution is being
released from restriction ratably over 55 years beginning in fiscal year 2006 resulting in a release
of $21 for each year. The remaining restricted balance of this contribution is $982 and $1,003 at
June 30, 2013 and 2012, respectively.

Permanently restricted net assets consist of endowments that must be maintained in perpetuity.
with the earnings on such funds to be used primarily for the care of indigent people.
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Note 8: Endowments

ECA’s endowmient consists of approximately eight individual funds established for charitable care
purposes. The endowment consists of donor-restricted endowment funds. As required by
accounting principles generally accepted in the United States of America (GAAP), net assets
associated with endowment funds are classified and reported based on the existence or absence of
donor-imposed restrictions.

ECA’s governing body has interpreted the State of California Prudent Management of Institutional
Funds Act (SPMIFA) as requiring 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, ECA classifies as permanently restricted net assets {a} the original
value of gifts donated to the permanent endowment, (b) the criginal 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 donor-restricted endowment funds is classified as temporarily
restricted net assets until those amounts are appropriated for expenditure by ECA in a manner
consistent with the standard of prudence prescribed by SPMIFA. In accordance with SPMIFA,
ECA considers the following factors in making a determination to appropriate or accumulate
donor-restricted endowment funds:

Duration and preservation of the fund

Purposes of ECA and the fund

General economic conditions

Possible effect of inflation and deflation

Expected total return from investment income and appreciation or depreciation of
investments

Other resources of ECA

Investment policies of ECA

T

R

The composition of net assets for the endowment fund at June 30. 2013 and 2012, was:

2013
Temporarlly Permanently
Restricted Restricted Total
Donor-restricted
endowment funds S 1,967 S 3.647 $ 5,614
2012
Temporarily Permanently
Restricted Restricted Total
Donor-restricted
endowment funds s 1,354 $ 3,647 $ 5,001
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Changes in endowment net assets for the years ended June 30, 2013 and 2012, were:

Endowment net assets.
beginning of year

Investment return
Investment gain
Net appreciation

Total investment return

Contributions
Appropriation of endowment
assets for expenditure

Endowment net assets,
end of vear

Endowment net assets,
beginning of vear

Investment return
Investment gain
Net depreciation

Total investment loss

Contributions
Appropriation of endowment
assets for expenditure

Endowment net assets,
end of year

2013
Temporarily Permanently
Restricted Restricted Total

$ 1,354 $ 3,647 $ 5.001

270 - 270

294 - 394

664 - 664

(51 5 (51)

S 1.967 3 3,647 $ 5.614
_ -} = |

2012
Temporarily Permanently
Restricted Restricted Total

$ 1,523 $ 3.644 $ 5.167

375 - 175

(544) - (544)

(169} - (169)

: 3 3

$ 1.354 $ 3.647 $ 5,001
fr———on————————i} | e | ===
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Elder Care Alliance and Subordinate Corporations
Notes to Consolidated Financial Statements
June 30, 2013 and 2012
(In Thousands)

From time to time, the fair value of assets associated with individual donor-resiricted endowment
funds may fall below the level ECA is required to retain as a fund of perpetual duration pursuant to
donor stipulation or SPMIFA. There were no such deficiencies of this nature at June 30, 2013 and
2012, respectively.

ECA has adopted investment and spending policies for endowment assets that attempt to provide a
predictable stream of funding to programs and other items supported by its endowment while
seeking fo maintain the purchasing power of the endowment. Endowment assets include the assets
of donor-restricted endowment funds ECA mmst hold in perpetuity or for donor-specified perieds.
Under ECA’s policies, endowment assets are invested in a manner that is intended te produce
results that exceed the average return of the Barclays Capital Aggregate Index for fixed income
investments and the average return of the Russell 3000 index for equities while assuming an
investment grade level of investment risk. ECA expects its endowment funds to provide an
average rate of return of approximately 5% annually over time. Actual returns in any given year
may vary from this amount.

To satisfy its Jong-term rate of return objectives, ECA relies on a total return strategy in which
investment retwns are achieved through both current yield (investment income such as dividends
and interest) and capital appreciation (both realized and unrealized). ECA targets a diversified
asset allocation that places a greater emphasis on equity-based investments to achieve its long-term
return objectives within prudent risk constraints.

ECA has a policy of appropriating each vear for expenditures an amount expected to be required to
offset the amount of charitable cars estimated to be provided as approved in the annual budget. In
establishing this policy, ECA considered the long-term expected return on its endowment. This is
consistent with ECA’s objective to maintain thie purchasing power of endowment assets held in
perpetuity. as well as to provide additional real growth through new gifts and investment return.

Note 9: Charitable Care

Traditional charitable care covers services provided to persons who cannot afford to pay. The
estimated cost to provide these services was approximately $748 and $752 for 2013 and 2012,
respectively. The estimated costs were calculated by applying the ratio of cost to charges to the
gross uncempensated care charges.
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Notes to Consolidated Financial Statements
June 30, 2013 and 2012
(in Thousands)

Note 10: Functional Expenses

ECA provides residential and healthcare services to residents. Expenses related to providing these
services are as follows:

2013 2012
Health care services $ 43,661 S 42 7858
General and administrative 10,433 10,705

S 54,094 S 53.490

Note 11: Professional Liability Claims

ECA purchases professional liability insurance under a claims-made policy on a fixed premium
basis. Accounting principles generally accepted in the United States of America require a health
care provider to accrue reported and unreported incidents, if any, occurring during the year by
estimating the probable ultimate costs of the incidents.

Accounting Standards Update (ASU) 2010-24, Health Care Entities (Topic 954): Presentation of
Inswrance Claims and Related Insturance Recoveries, eliminated the practice of netting claim
liabilities with expected insurance recoveries for statement of financial position presentation.
Claim liabilities are to be determined without consideration of insurance recoveries. Expected
recoveries are presented separately. Based upon estimates of loss for ECA’s claims, an accrual has
been made for ECA’s estimated costs associated with litigating or settling claims. It is reasonably
possible that this estimate could change materially in the near term.

Note 12: Ground Leases
AVC owns a building located on land that was subject to a ground lease with Dignity Health. In

May 2012, the ground lease was terminated due to AVC’s purchase of the land as part of HUD
refinancing (see Note 5 (F)).
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Elder Care Alliance and Subordinate Corporations

Notes to Consolidated Financial Statements
June 30, 2013 and 2012
(In Thousands)

AVSF holds a ground lease with the Roman Catholic Archbishop of San Francisco. The lease
expires March 2060 with two optional terms to extend the lease for 15 years each. AVSF was
required to prepay the first 30 years base rent in the amount of $4,092 in July 2002. The rent
prepayvinent was capitalized as a land lease (see Note 4). Six months prior to the end of the AVSF
ground lease term, the lessor will determine whether it will accept the premises in their existing
condition or require that ECA demolish the improvements and return the land to its original
condition. This ground lease was amended in October 2011 in connection with the long-term debt
refinancing (see Nore 5 ¢(G)). The ground lease expiration date was extended to March 31, 2075,
and AVSF has no options to extend the term of this lease. The amendment required AVSF to
prepay an additional 43 years of base rent of $4,005, which was paid with a term loan by ECA-
Corporate (see Note 5 (B)).

Note 13: Retirement Plans

ECA has a defined contribution plan and incentive plan which cover all employees. Employees are
eligible for participation in the defined contribution plan at the date of hire and ECA matches the
employee contribution, after the completion of one year of service, up to a maximum of 6% of the
emplovee’s salary. In addition, employees are eligible for the incentive plan after the completion
of one year of service where ECA contributes a discretionary amount of the employee’s salary {for
fiscal year 2613 and 2012, ECA contributed between 1.0% — 2.0% and 0.5% — 1.5% of an
employee’s salary, respectively). During the years ended June 30, 2013 and 2012, ECA
contributed $426 and $478, respectively, to the plans.

Note 14: Management Company

ECA entered into a management agreement with Life Care Services, LLC (LCS) in December
2007. Pursuant to this agreement, LCS provided ECA’s chief executive director, chief financial
officer, certain management personnel and other management and financial services. Effective
July 1. 2011, ECA’s chief executive director and chief financial officer terminated their
employment with LCS and became direct employees of ECA. ECA terminated the existing
management agreement effective December 31, 2011. Total fees paid to LCS during the years
ended June 30, 2013 and 2012, were $0 and $904, respectively.

Note 15: Continuing Care Reserve Requirement

The State of California Health and Safety Code requires continuing care retirement conununities to
report on the adequacy of certain reserve requirements. Management has determined that SLH and
MRCC met both the statutory and liquid reserve requirements at June 30, 2013, and was exempt
from the refund reserve requirement at June 30, 2013.
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Note 16: Disclosures About Fair Value of Financial Instruments

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an
orderly transaction between market participants at the measurement date. Fair value
measurements must maximize the use of observable inputs and minimize the use of unobservable
inputs. There is a hierarchy of three levels of inputs that may be used to measure fair value:

Level 1 Quoted prices in active markets for identical assets or liabilities.

Level 2 Observable inputs other than Level 1 prices, such as quoted prices for similar
assets or liabilities; quoted prices in markets that are not active; or other inputs
that are observable or can be corroborated by observable market data for
substantially the full term of the assets or liabilities.

Level 3 Unobservable inputs that are supported by little or no market activity and that
are significant to the fair value of the assets or liabilities.

Following 15 a description of the valuation methodclogies used for assets measured at fair value on
a recuiring basis and recognized in the accompanying statements of financiat position, as well as
the general classification of such assets pursuant to the valuation hierarchy.

Investments

Where quoted market prices are available in an active market, securities are classified within

Level 1 of the valuation hierarchy. If quoted market prices are not available, then fair values are
estimated by using quoted prices of securities with similar characteristics or independent asset
pricing services and pricing models, the inputs of which are market-based or independently sourced
market parameters, mcluding, but not limited to, yield curves, interest rates, volatilities,
prepayvments, defaults. cumulative loss projections and cash flows. Such securities are classified in
Level 2 of the valuation hierarchy. In certain cases where Level 1 or Level 2 inputs are not
avaiiable, securities are classified within Level 3 of the hierarchy. ECA does not hold securities
classified as Level 3.

The value of certain investments, classifisd as alternative investments. is determined using net assat
value {or its equivalent) as a practical expedient. Investments for which ECA expects to have the
ability to redeem its investment with investee within 12 months after the reporting date are
categorized as Level 2.
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The following table presents the fair value measurements of assets and liabilities recognized in the
accompanying statements of financial position measured at fair value on a recurring basis and the
level within the fair value hierarchy in which the fair value measurements fall at June 30, 2013 and
2012.

Fair Value Measurements Using

Quoted
Prices in
Active Significant
Markets for Other Significant
Identical Observable Unobservable
Assets inputs Inputs
Fair Value (Level 1} (Level 2) {Level 3)
June 30, 2013
Interest in investument pool $ 13,587 $ - 8 13,587 §
Fixed income securities
U.S. Treasury securities 330 330 -
U.S. agencies 1,198 1,108 -
U.S. government
Remics/CMOs 183 - 183
Corporate debt securities 1.475 - 1.475
Foreign bonds 516 - 516
Municipal bonds 351 - 351
Monev market mumal fimds 1.829 1.829 -
Other investments 156 - 156
June 30, 2012
Interest in investment pool $ 11,192 § - $ 11,192 §
Fixed income securities
U.S. Treasury securities 334 334
Government guaranteed bonds 156 156 -
U.S. agencies 2,120 2,120 -
U.S. government
Remics/CMOs 365 - 365
Corporate debt securities 1,635 - 1,635
Foreign bonds 412 - 412
Municipal bonds 498 - 498
Equity securities
Mutual funds 4 4 -
Money market mumual funds 2,078 2,078 -
Other investients 185 - 185
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Note 17: The Falr Value Option

As permitted by Topic 825, ECA has elected to measure its interest in investment pools at fair
value. Management has elected the fair value option for this item because it more accurately
reflects the portfolio returns and financial position of ECA. Total interest in investments pools at
June 30, 2013 and 2012, are $13,587 and $11,192, respectively.

ECA’s interest in investment pool represents funds invested in two Dignity Health-managed
investment pools. The underlying assets of the pools include a variety of different investments
such as equity securities, mutual fuads, fixed income securities, real estate investment trusts, hedge
funds and various other investments. At June 30, 2013 and 2012, total unrealized gains on the
interest in mvestment pool are 8% and 1% of the total cost of the fund, respectively. The
unrealized losses and gains correlate with the changing stock market during 2012 and 2013.

See Nore [ 6 for additional disclosures regarding fair value of the interest in investment pools listed
in the preceding paragraph.

Changes In Fair Value

Changes m fair value for the interest in investment pool for which the fair value option has been
elecied and the line item in which these changes are reported are as follows:

2013
Temporarily
Unrestricted Restricted
Galns from Gains from Total
Investment Investment Change In
Pool Pool Fair Value
Interest in investment pool $ 833 $ 727 $ 1,560
E—"ro————na— =T E===———
2012
Temporarily
Unrestricted Restricted
Losses from Losses from Total
Investment Investment Change in
Pool Pool Fair Value
Interest in investment pool $ (6) $ (102} $ (108)

Interest income on the investment pool is measured monthly and included in investment return in
the accompanying statements of activities.
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Note 18: Significant Estimates and Concentrations

Accounting principles generally accepted in the United States of America require disclosure of
certain significant estitnates and current vulnerabilities due to certain concentrations. Those
matters include the following:

Allowance for Net Patient and Resident Service Revenue Adjustments

Estimates of allowances for adjustments included in net patient and resident service revenue are
described in Nore J.

Medical Malpractice Claims

Estimates related to the accrual for medical malpractice claims are described in Notes I and /1.

Contributions

Approximately 85% of all contributions wers received from one donor in 2013.

Compliance

The healthcare industry is subject to numerous laws and regulations of federal, state and local
governments. Compliance with these laws and regulations can be subject to government review
and interpretation, as well as regulatory actions. Recently. government activity has mcreased with
respect to investigations and allegations concerning possible violations by health-care providers of
regulations wlich could result in the imposition of significant fines and penalties, as well as
significant repayments for patient services previously billed. ECA is subject to such regulatory
reviews and, while these reviews may result in repayments and‘or civil remedies, management
believes. based on its current knowledge and information, that such repayments and/or civil
remedies would not have a material effect on ECA’s consolidated financial position.

Litigation

In the normal course of business, ECA is, from time to time, subject to allegations that may or do
result in litigation. ECA evaluates such allegations by conducting investigations to determine the
validity of each potential claim. Based upon the advice of counsel, management records an
estimate of the amount of ultimate expected loss, if any, for each of these matters. Events could
occur that would cause the estimate of ultimate loss to differ materially in the near term.



Elder Care Alliance and Subordinate Corporations
Notes to Consolidated Financial Statements
June 30, 2013 and 2012
(In Thousands)

Investments

ECA invests in various investment securities. Investment securities are exposed to various risks
such as interest rate, market and credit risks. Due to the level of risk associated with certain
investment securities, it is at least reasonably possible that changes in the values of investment
securities will occur in the near term and that such change could materially affect the amounts
reported in the accompanying statements of financial position.

Asset Retirement Obligation

As discussed in Note I, ECA has recorded a liability for its conditional asset retirement obligations
related to asbestos removal at MRCC and SLH.

Current Economic Conditions

Due to the current regulatory environment, economic uncertainties, and the growing pressures on
the budgets of both the state and federal governments, it is possible that Medicare and Medi-Cal
reimbursement could change in the near term which could impact the financial results and cash
flows of ECA. The values of assets and liabilities recorded in the financial statements could
change rapidly, resulting in future adjustments.

Note 19: Subsequent Events

In August 2013, ECA entered into a nonbinding letter of intent to sell the facilities and certain
assets of one of its 100%-owned subordinate corporations to an independent third party at a price in
excess of the asset carrying value of approximately $3,000. ECA and the buyer have no
contractual obligation to purchase or sell the property until the execution of a formal asset purchase
agreement. In addition, the proposed sale would be contingent upon various approvals, including
Attorney General approval for the transfer of licensed beds from ECA to the buyer. If all
conditions of the contemplated agreement are met, management expects the sale to be finalized in
the first half of 2014.

In September 2013, ECA entered into an asset purchase agreement to sell the facilities and certain
assets of one of its 100%-owned subordinate corporations to an independent third party for a
purchase price of $15.500, which approximates the carrying value of the assets. The agreement
establishes a due diligence period where the buyer has discretion to elect to either continue or
terminate the agreement. In addition. the sale is contingent upon ECA obtaining various corporate
and third party consents before the end of the due diligence period. The sale is also contingent
upon the buyer obtaining required licenses from designated regulatory agencies. If all conditions
of the agreement are met, management expects the transaction to be finalized early next year.
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independent Auditor’s Report on Supplementary Information

Board of Dirsctors
Elder Care Alliance and Subordinate Corporations
Alameda, California

Our audits were conducted for the purpose of forming an opinion on the consolidated financial statements
as a whole. The accompanying supplementary information listed in the table of contents is presented for
purposes of additional analysis and is not a required part of the consolidated financial statements. Such
information is the responsibility of management and was derived from and relates directly to the
underlying accounting and other records used to prepare the consolidared financial statements. The
information has been subjected to the anditing procedures applied in the audits of the consolidated
financial statements and certain additional procedures. including comparing and reconciling such
information directly 1o the underiving accounting and other records used to prepare the consolidated
financial statements or to the consclidated financial statements themselves, and other additional
procedures in accordance with auditing standards generally accepted in the United States of America. In
our opinion. the information is fairly stated in all material respects in relation to the consolidated financial
statements as a whole.

BED L

Springfield, Missouri
QOctober 25, 2013
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Elder Care Alliance and Subordinate Corporations

Supplemental Schedule of Cash Flows -
Salem Lutheran Home Association of the Bay Cities, Inc.

Years Ended June 30, 2013 and 2012
(In Thousands)

2013 2012
Cash Flews From Operating Activities
Cash received from residents and third-party payers $ 1,231 $ 1.562
Cash received from noncontract residents 11,542 15.340
Coatributions 503 155
Reimbursemert for services fo nonresidents 66 198
Cash received Fom other operating activities 1iz 45
Cash received from interest 63 83
Cash paid to related parties {1,012} (866)
Cash paid to supplizrs and employees {11.22%) {10.216)
Cashz paid for mterest {132) (272)
Nei cash provided by opersting activities 1,148 1,029
Cash Flows From Investing Activities
Purchases of investments and interest in investment pool 31) (1.035)
Sales of investments and interest in investment pool 25 953
Purchases of property and equipment (101) (867)
Net cash used 1n imvesting activities {167} (949)
Cash Flows From Financing Activities
Proceeds from issuzance of long-term dabs - 4,360
Repayment of leng-term debt {218} {4.667)
Paymenst of deferred fivancing costs - (553
Net cash used in financing activities (2183 {357
Increase (Decrease) in Cash 763 7%
Cash, Beginning of Year 378 855
Cash, End of Year S 1341 s 578

Reconciliation of Changes in Net Assets to Net Cash
Provided by Operating Activities
Change to net asssis $ 1,075 $ {20)
Adjusiments to reconcile change in net assets to net cash
provided by operating activities

Depreciation. amortization and accretion 809 804
Loss on disposal of capital assets - 10
Amortization of eamed entrance fees {110) {268)
Net unrealized and realized gains on investments. net (409) 182
Changes m certain curreat assets and liabilities
Patient sccounts receivable and other receivables 175 (82)
Prepaid expenses and other {51) 2
Accounts payable {231} 245
Accrued expsnses and other (55 86
Net change in due 1o related parties {55} 70
Nist cash provided by operating activities $ 1,148 $ 1.029

Supplemental Cash Flows Information
Property and equipment acquisitions included in accounts payable [ 4 $ o8

43



Elder Care Alliance and Subordinate Corporations

Supplemental Schedule of Cash Flows —
Mercy Retirement and Care Center
Years Ended June 30, 2013 and 2012
(In Thousands)

2013 2012
Cash Flows From Operating Activities
Cash received from noncontract residents $ 13.178 $ 12,457
Comributions 741 1.357
Reimbursement for services to nonresidents 131 198
Cash received Som other operating aciivities 321 s
Cash received from iuterest 156 199
Cash paid to selated parties {1,068} (967)
Cash paid to suppliers and employees (11.690} (11.547)
Net cash provided by operating activities 1,789 2,022
Cash Flows From Investing Activities
Purchases of investments and intevest in investzient pool {215} (1,258)
Sales of invesiments and interest in ivestment pool 1,377 61
Purchases of property and squipment {758 {1.580)
Ne1 cash provided by (used in) investing activities 3ga (2.370
Cash Flows From Financing Activities
Transfer to sfiliate {1,306) -
Net cash used in financing activities (1.396) -
Inerease (Decrease} in Cash 8§26 (755)
Cash, Beginning of Year 1,033 1,788
Cash, End of Year $ 1,855 3 1,033
_——— me———————
Reconciliation of Cash
to Statements of Financial Position
Cash $ 1,181 b 355
Cash in asseis loxited as to use 678 67
Tatal cash 3 1,859 § 1,033
Reconciliation of Changes in Net Assets to Nef Cash
Provided by Operating Activities
Change in et assets s $.948 $ 208
Adiusirents 15 reconcile change in net assets to net cash
provided by cperating activities
Degreciation and acerstion 1,043 918
Unrealized snd realized {gains) losses on investments, net (897 27
Transier to affiliate 1.306 214
Changes in certain current assets and liabilities
Patisnt accounts receivable and other receivables (9.397) 99
Prepaid expenses and other (25} (25)
Accounts payable {88} 209
Accrued expenses and other {48) 48
Net change in due to related parties {75) 26
Net cash provided by operating activities $ 1,768 $ 2,022
Supplemental Cash Flows Information
Property and equipment acquisitions included in accounts paysble 3 6 $ 181



Mercy Retirement and Care Center

Independent Auditor's Report and Continuing Care Contract Annual Report
Year Ended June 30, 2013
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A ]
10 E. St. Louis Street, Suite 200
P.O. Box 1190
LLp Springfield, MO 65801-1190

CPAs & Advisors 417.865.8701 Fax 417.865.0682 www.bkd.com

Independent Auditor’s Report

Board of Directors
Elder Care Alliance and Subordinate Corporations
Alameda, California

We have audited the accompanying continuing care reserve repott (the “Reports™) of Mercy Retirement
ard Care Center (the “Association”}, as of June 50, 2013, and for the vear then ended.

Management’s Responsibility for the Continuing Care Reserve Report

Management is responsible for the preparation and fair presentation of the Reports in accordance with
accounting principles generally accepted in the United States of America and the report preparation
provisions of the California Health and Safety Code Section 1792; this includes the design,
implementation and maintenance of internal control relevant to the preparation and fair presentation of the
Reports that are frez from material misstatement. whether due to fraud or 2rror.

Auditor’s Responsibility

Qur responsibility is fo express an opuiion on the Reports based on our audit. We conducted our audit in
accordance with auditing standards generally accepted in the United States of America. Those standards
require that we plan and perform the audit to obtain reasonable assurance abour whether the Reports are
free from material misstatement.

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

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

Praxity

L]
experience BKD LA



Board of Directors
Elder Care Alliance and Subordinate Corporations

Page 2

Opinion

In our opinion. the Reports referred to above, present fairly, in all material respects, the liquid reserve
requirement of the Association at June 30, 2013, in accordance with accounting principles generally
accepted in the United States of America and the report preparation provisions of the California Health
and Safety Code Section 1792.

Other Matters

The accompanying Reports were prepared for filing with the State of California, Department of Social
Services, for the purpose of complying with the provisions of the California Health and Safety Code
Section 1792, as described in Note I, and are not intended to be a complete presentation of the assets,
libilities, revenues and expenses of the Association.

Supplementary Information

Our audit was conducted for the purpose of forming an opinion on the liquid reserve requirement of the
Association. The additional schedules included in the Reports are presented for purposes of additional
analysis and are not a required part of the Reports. Such information has not been subjected to the
auditing procedures applied in the audit of the liquid reserve requirement. and accordingly, we do not
express an opinion of provide any assurance on it.

This report is intended solely for the information and use of the Board of Directors and management of
the Association and for filing with the Departinent of Social Services and should not be used for any other
purposes.

BED Lwp

Springfield, Missouri
October 25, 2013



FORM 1-1
RESIDENT POPULATION

Line Continuing Care Residents TOTAL
Mm Number at beginning of fiscal year 0
21 Number at end of fiscal year 0
[3)  Total Lines 1 and 2 0
4] Multiply Line 3 by “.50” and enter result on Line 5. x .50
[}  Mean number of continuing care residznts U 0 ]
All Residents
[6)  Number at beginning of fiscal year 149
(7]  Numberatend of fiscal year 146
[8)  Total Lines 6and 7 295
9] Muliiply Line 8 by “.50 and enter result on Line 10, x .50
[10] Mean number of afl residents I 147.50 |
Divide the mean number of continuing care residents (Line 5) by the
[11] mean mfmber of all residents (Line 10) and enter the result (round to 0%
two decimal places).
FORM 1-2
ANNUAL PROVIDER FEE
Line _TOTAL
[1}) Total Operating Expenses (including depreciation and debt service — interest only) $13,570,152
[8) Depreciation $1,010,357
(b] Debt Service (Interest Only) 50
[2] Subtotal (add Line 12 and Ib) $1,010,357
[3] Subtract Line 2 from Line | and enter result. $12,559,795
[4] Perceniage allocated to continuing care residents (Form 1-1, Line 11) 0%
[5] Total Operating Expense for Continuing Care Residents $0
(multiply Line 3 by Line 4)
[6] Total Amount Due (multiply Line 5 by .001) 50 - ; of?a]

PROVIDER:

Mercy Retirement and Care Center

COMMUNITY:

(OG0 99 o) Gaen -2
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FY 13 Revenue

Audited F/ S8

Residential & Assisted Living
Memory Care (Dem)
Skilled Nursing

Entrance Fees

Charitable Adjustments
Contractual Allowances
Subtotal Room & Board

Gross Ancillary Revenue
Other Operating Revenue™
Total Room & Board Revenue

Mercy FY 13

CCRC Revenue Allocation
Attachment to Form 5-5

Line 2e

4,021,280
1,500,360
6,190,702
139,500
(9.912)
(342,129)
11,499,801

1,578,250
131,356
13,209,408

0%

Non-CCRC
Amount

4,021,280

1,500,360
6,190,702
139,500
(9,912)
(342,129)
11,499,801

1,578.250
131,358
13,209,408

100%

Total
Amount

4,021,289

1,500,360
6,190,702
138,500

(8,912)

(342,129}
11,489,801

1,578,250
131,358
13,208,408

**Note: Included in other operating revenue are reimbursements received for services provided o

non-residents, such as guest accomodations and meals, and misceliancous vendor refunds.



FORM §-5
ANNUAL RESERVE CERTIFICATION

Provider Name: Mercy Retiremsnt and Care Center
Fiscal Year Ended:; C&/30:2013

We have reviewed our debt service reserve and operating expense reserve requirements as of, and for the
period ended 0€/30/2013 and are in compliance with those requirements.

Our liquid reserve requirements, computed using the audited financial statements for the fiscal year are as
follows:

mount
[1] Debt Service Reserve Amount $0
[2] Operating Expense Reserve Amount $0
[3] Total Liquid Reserve Amount: | $0

Qualifving assets sufficient to fulfill the above requirements are held as follows:

Ameount
(market value at end of quarfer)
Qualifving Asset Description Debt Service Reserve Operating Reserve
[4]  Cash and Cash Equivalerts $1,181,000
[5]  Inwvestment Securities $7.430.375
[6]  Equity Securities
[7] Unused Available Lines of Credit
[8] Unused/Avaiiable Letters of Cradit
[9]  Debt Service Reserve (not applicable)
[10] Other:
(describe qualifving asset)

Listed for Liquid Reserves - [} 50 [12] eTaT

Total Amount Required: [13] S0 [14] %0

Surplus/(Deficiency): [15] 30 [16] $8.611,375
Signature:

W Date: @ ’} 3‘ 12

(Authrized/Representgfive ’
%M% 4 Lg/
(Title) EORMSE5)
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Note 1

The continuing care reserve report has been prepared in accordance with the report preparation provisions
of the California Health and Welfare Code (the Code). Section 1792.

Section 1792 of the Code indicates that the Association should maintain at all times qualifying assets as a
liqmid reserve in an amount that equals or exceeds the sum of the following;

e The amount the provider is required to hold as a debt service reserve under Section 1792.3.
e The amount the provider must hold as an operating expense reserve under Section 1792 4.
In accordance with the Code. the Association has computed its liquid reserve requirement as of

June 30. 2013. the Association’s most recent fiscal year end. and the reserve is based on audited
financial statements for that period.



MERCY RETIREMENT AND CARE CENTER
YEAR ENDING JUNE 30, 2013
H&SC SECTION 1790(a}(2) and DISCLOSURE

Description of all Reserves lviaintained

June 30,
2013 2012
Restricted Funds
Charitable Care & Other $4,257 676 34,087,816
$4,297,676 $4,087,816

Status: These Funds are fully funded

Funds Accumulated for Specific Projects or Purposes

Per Capita Cost of Operations

Total cperating Expenses{Form 5-4, Line 1) $13,570,152 To be filled in from Form 5-4
Mean number of ali residents{Form 1-1, Line 10} 147.5 To be filled in from Form 1-1

$ 92,001
]



Continuing Cars Retirement Community 10/31/2013
Disclosure Statement
General Information

FACILITY NAME: Mescy Retirament and Care Center
ADDRESS: 3431 Foothill Bouievard Qakland. CA ~ _—_—WOTE;”—__ 94601 PHONE: (510) 534-8540
PROVIDER NAME: *ercy Retirement & Care Ctr. FACILITY OPERATOR: M Retirement and Care Center
RELATED FACILITIES: The Safem Lutheran Home Assoc. RELIGIOUS AFFILIATION: _ Sisters of Mercy of the Americas
YEAR OPENED: 1872 __ NO.OFACRES:_45 MULTI-STORY: CJ SINGLE STORY: O BOTH:

MILES TO SHOPPING CTR: 5 miles MILES TO HOSPITAL: 2 to 3 miles

NUMBER OF UNITS: INDEPENDENT LIVING HEALTH CARE
APARTMENTS - STUDIO O ASSISTED LIVING 64
APARTMENTS -1 B8DRM 0 SKILLEDNURSING ~ 59
APARTMENTS-2BDRM 0 SPECIAL CARE 2

COTTAGES/HOUSES ~ o DESCRIBE SPECIAL CARE: _ Dementia

% OCCUPANCY AT YEAREND _ ggy;

TYPE OF OWNERSHIP: v NOTFORPROFIT EJ FORPROFIT LI ACCREDITED:Dd Y ON 8Y:

FORM OF CONTRACT: [J LIFE CARE ﬁ CONTINUINGCARE [ FEE FOR SERVICE
[ assiecnassers [Jeaury D entryree [ RENTAL T e TR
bl et
REFUND PROViISIONS (Check all that apply): 3 90% [75% 0 50% CIPRORATED TO 0% %THER: '

RANGE OF ENTRANCE FEES: $_2 TOs 0 LONG-TERM CARE INSURANCE REQUIRED? ﬂYﬁ

HEALTH CARE BENEFITS INCLUDED IN CONTRACT: _ None

ENTRY REQUIREMENTS: MIN. AGE: 60 PRIOR PROFESSION; NNcne OTHER: _ None

FACILITY SERVICES AND AMENITIES

COMMON AREA AMENITIES SERVICES AVAILABLE

AVAILABLE FEE FOR INCLUDED FOR EXTRA
g SEME IN FEE CHARGE

BEAUTY/BARBER SHOP : HOUSEKEEPING TIMES/MONTH y _

BILLIARD ROOM = NUMBER OF MEALS/DAY

BOWLING GREEN [}  SPECIAL DIETS AVAILABLE

CARD ROOMS - |

CHAPEL 2  24-HOUR EMERGENCY RESPONSE

COFFEE SHOP - | ACTMITIES PROGRAM

CRAFT ROOMS L  ALL UTILITIES EXCEPT PHONE

EXERCISE ROOM L]  APARTMENT MAINTENANCE

GOLF COURSE ACCESS [ o | CABLE TV

LIBRARY J UNENS FURNISHED

PUTTING GREEN [ | LINENS LAUNDERED

SHUFFLEBOARD = =3 MEDICATION MANAGEMENT

SPA = [ | NURSINGWELLNESS CLINIC

SWIMMING POOLINDOOR | - = PERSONAL NURSING/HOME CARE

SWIMMING POOL-OUTDOOR = 2]  TRANSPORTATION-PERSONAL

TENNIS COURT - | 0 TRANSPORTATION-PREARRANGED

WORKSHOP = E OTHER_ Rehabiiltation Therapies

OTHER =

All providers are required by Healith and Safety Code section 1789.1 to provide this report to prospective
residents before executing a deposit agreement or continuing care contract, or receiving any payment. Many
communities are part of multi-facillty operations which may influence financial reporting. Consumers are
encouraged to ask questions of the continuing care retirement community that they are considering and to
seek advice from professional advisors.
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Mercy Retirement and Care Center
PROVIDER NAME:

CCRCs LOCATION (City, State) PHONE (with area code)

MULTI-LEVEL RETIREMENT COMMUNITIES

"FREE-STANDING SKILLED NURSING

SUBSIDIZED SENIOR HOUSING

* PLEASE INDICATE IF THE FACILITY IS LIFE CARE.

Pago 2 of 4



IMercy Retirement and Care Center

PROVIDER NAME:

2012 2013
INCOME FROM c()NGOING OPERATIONS
OPERATING INCOME
(excluding smortization of entrance fee income) $12,942 $13.530
(excluding depreciation, amortization, & interast) '
NET INCOME FROM OPERATIONS __ 883 _  _s970
LESS INTEREST EXPENSE d $0
PLUS CONTRIBUTIONS $1,357 $10.241
PLUS NON-OPERATING INCOME (EXPENSES) $1,053
(excluding extraordinary Hems) 505 :
NET INCOME (LOSS) BEFORE ENTRANCE FEES, 51508 o12.264
DEPRECIATION AND AMORTIZATION ’ el
NET CASH FLOW FROM ENTRANCE FEES $0 $0

(Total Deposits Less Refunds)

DESCRIPTION OF SECURED DEBT A8 OF MOST RECENT FISCAL YEAR END

LENDER OUTSTANDING INTEREST DATE OF DATE OF AMORTIZATION
NEA BALANCE RATE ORIGINATION MATURITY PERIOD
FINANCIAL RATIOS (ses next page for ratio formulas)
2005 CCAC Medians 2012 2013
50™ Percentile
tiona

DEBT TO ASSET RATIO c% 0%
OPERATING RATIO 92.42% 52.70%
DEBT SERVICE COVERAGE RATIO 0% 0%
DAYS CASH-ON-HAND RATIO 238.27 250.25
HISTORICAL MONTHLY SERVICE FEES
AVERAGE FEE AND PERCENT CHANG

2011 % 012 % 2013 %
STUDIO | so __ 0% __ s0 __ 0% __ %0 0%
ONE BEDROOM 0 __ 0% __ 80 __ 0% __$%0 0.0%
TWO BEDROOM $0 __ 0% s g% __ %0 0.0%
COTTAGE/HOUSE [__s0 0% s __on ___80 0.0%
ASSISTED LIVING $2914 4% 33031~ 12% ___$3.068 0.0%
SKILLEC NURSING $7.784  12% 88719 55% _ _$9.136 0.0%
SPECIAL CARE $4980 2% $6.1017 (2.2% 989 0.0%

COMMENTS FROM PROVIDER: Assisted living increased due o i‘_he posged raie increase of approximately 3% overall and the
change in occupled room type mix. Skifled nursing Increased due to occupancy mix in addition to

an approximately 3.5% average posted rate increase. Special care units’ posted rate increased, but

overall average fees decreased due to room type mix.
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Mercy Retirement and Care Center

PROVIDER NAME:

FINANCIAL RATIO FORMULAS

LONG-TERM DEBT TO TOTAL ASSETS RATIO

Long-Term Debt, less Current Portion
Total Assets

OPERATING RATIO

Total Operating Expenses
- Depreciation Expense
-~ Amortization Expense
Total Operating Revenues
- Amortization of Defemed Revenue

DEBT SERVICE COVERAGE RATIO

Total Excess of Revenues over Expenses
+ Interest, Depreciation,
and Amonrtization Expenses
— Amortization of Daferred Revenue
+ Nat Proceeds from Entrance Fees
Annual Debt Service

DAYS CASH ON HAND RATIO

Unrestricted Current Cash
And Investments
+ Unrestricted Non-Cusrent Cash
and Investments
(Operating Expenses — Depreciation
- Amortizationy/365

Note: These formulas are also used by the Continuing Care Accreditation Commission. For each formula,
that organization also publishes annual median figures for certain continuing care retirement communities.
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FORM 7-1
REPORT ON CCRC MONTHLY SERVICE FEES

RESIDENTIAL ASSISTED SKILLED
LIVING LIVING NURSING

[1) Monthly Service Fees at

beginning of reporting period: $0 1215. 95855  $8.973. 511 133
(indicate range, if applicable) $3:218-38, 98,2 A

[2] Indicate percentage of increase
in fees imposed during reporting

P,"'ri?d’ . ) 0% 2.05%-4.00%  3.10%-4.24%
(indicate range, if applicable)

[ Check here if monthly service fees at this community were not increased during the
reporting period. (If you checked this box, please skip down to the bottom of this
form and specify the names of the provider and community.)

[3] Indicate the date the fee increase was implemented: U 1- 2012
(If more than 1 increase was implemented, indicate the dates for each increase.)

[4) Check each of the appropriate boxes:

( Each fee increase is based on the provider’s projected costs, prior year per capita costs,
and economic indicators.

V All affected residents were given written notice of this fee increase at least 30 days
prior to its implementation.

W At least 30 days prior to the increase in monthly service fees, the designated
representative of the provider convened a meceting that all residents were invited to
attend.

{At the meeting with residents, the provider discussed and explained the reasons for the
increase, the basis for determining the amount of the increase, and the data used for
calculating the increase.

V The provider provided residents with at least 14 days advance notice of each meeting
held to discuss the fee increases.

V The governing body of the provider, or the designated representative of the provider
posted the notice of, and the agenda for, the meeting in a conspicuous place in the
community at least 14 days prior to the meeting.

{8] On an attached page, provide a concise explanation for the increase in monthly service fees
including the amount of the increase.

PROVIDER: Mercy Retirement and Care Center
COMMUNITY:

:mm :; ‘)’L.‘-



Mercy Retirement and Care Center

Year Ending June 30, 2013

Form 7-1, ltem 5 Explanation for increase in Monthly Services

Increase in
Residential Living

Assisted Living

Skilled Nursing

Percent

0.00%

2.05% - 4.00%

3.10% - 4.24%

Explanation
No change.

Due io labor cost increases of 3%, insurance
increases of £%, food cost increases of 3% and IT
systems and support cost increases of 8%.

Due fo iabor cost increases of 3%, insurance
increases of £%, food cost increases of 3% and IT
systems and support cost increases of 8%.



