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X Annual Report Checklist

X Annual Provider Fee in the amount of: 4,766.86$   

If applicable, late fee in the amount of: $__________

X Certification by the provider's chief executive officer that:

X   The reports are correct to the best of his/her knowledge.
X   Each continuing care contract form in use or offered to new residents has been 

  approved by the Department.
X   The Provider is maintaining the required liquid reserves and, when applicable, the

   required refund reserve.

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

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

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

X Provider's "Continuing Care Retirement Community Disclosure Statement" and From 7-1
"Report on CCRC Monthly Service Fees" for each community

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.
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INDEPENDENT AUDITORS' REPORT 
 
To the Board of Directors 
Friends Association of Services for the Elderly 
Santa Rosa, California 
 
We have audited the accompanying continuing care reserve report (the �Reports�) of the Friends 
Association of Services for the Elderly (the �Company�), as of March 31, 2015.  The Reports 
have been prepared by management using the report preparation provisions of California Health 
and Safety Code Section 1792. 
 
Management�s Responsibility 
 
Management is responsible for the preparation and fair presentation of the Reports in accordance 
with the requirements of 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 Reports that are free from material misstatement, whether due to fraud or error. 
 
Auditor�s Responsibility 
 
Our responsibility is to express an opinion 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 an audit to obtain reasonable assurance about 
whether the reports are free of 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 
Company�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 of the 
effectiveness of the Company�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 that the audit evidence we have obtained is sufficient and appropriate to provide a 
basis for our audit opinion. 
 
Opinion 
 
In our opinion, the Reports present fairly, in all material respects, the liquid reserve requirements 
of the Company as of March 31, 2015, in conformity with the report preparation provisions of 
California Health and Safety Code Section 1792. 



 
 
 
 
 
 
 

 

 
Emphasis of Matter 
 
The accompanying Reports were prepared in accordance with the report preparation provisions 
of California Health and Safety Code Section 1792, which is a basis of accounting other than 
accounting principles generally accepted in the United States of America.  The Reports are not 
intended to be a complete presentation of the Company�s assets, liabilities, revenues and 
expenses.  Our opinion is not modified with respect to this matter. 
 
Restriction on Use 
 
Our report is intended solely for the information and use of the Company and for filing with the 
California Department of Social Services and should not be used by anyone other than these 
specified parties.  However, this report is a matter of public record and its distribution is not 
limited. 
 
 
 
July 24, 2015 
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ANNUAL PROVIDER FEES 

 
 
  



Line

[1] Number at beginning of fiscal year

[2] Number at end of fiscal year

[3] Total Lines 1 and 2

[4] Multiply Line 3 by ".50" and enter result on Line 5. x 0.50

[5] Mean number of continuing care residents

[6] Number at beginning of fiscal year

[7] Number at end of fiscal year

[8] Total Lines 5 and 6

[9] Multiply Line 8 by ".50" and enter result on Line 10. x 0.50

[10] Mean number of all residents 102

Divide the mean number of continuing care residents (Line 5)
[11] by the mean number of all residents (Line 10) and enter the

result (round to two decimal places).

Line

[1] Total Operating Expenses (including depreciation and debt service interest only) 6,538,477

[a] Depreciation 282,982

[b] Debt Service (Interest Only) 21,907

[2] Subtotal (add Line 1a and 1b) 304,889

[3] Subtract Line 2 from Line 1 and enter result. 6,233,588

[4] Percentage allocated to continuing care residents (Form 1 1, Line 11) 0.76

[5] Total Operating Expense of Continuing Care Residents 4,766,861.74
(multiply Line 3 by Line 4)

x 0.001
[6] Total Amount Due (multiply Line 5 by .001) 4,766.86

Provider: Friends Association of Services for the Elderly
Community: Friends House

FORM 1 1 AND FORM 1 2

All Residents

102

FORM 1 1
RESIDENT POPULATION

Continuing Care Residents TOTAL

76

80

156

78

102

204

TOTAL

0.76

FORM 1 2
ANNUAL PROVIDER FEE
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INDEPENDENT AUDITORS' REPORT 
 
 
To the Board of Directors 
Friends Association of Services for the Elderly 
Santa Rosa, California 
 
 
We have audited the accompanying financial statements of Friends Association of Services for 
the Elderly (a California non-profit corporation), which comprise the statement of financial 
position as of March 31, 2015, and the related statements of activities and cash flows for the year 
then ended, and the related notes to the financial statements.   

Management�s Responsibility for the Financial Statements 

Management is responsible for the preparation and fair presentation of these 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 financial statements that are free from material misstatement, 
whether due to fraud or error. 

Auditor�s Responsibility 

Our responsibility is to express an opinion on these financial statements 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 about whether the financial statements are free of material misstatement.   

An audit involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the financial statements. The procedures selected depend on the auditor�s 
judgment, including the assessment of the risks of material misstatement of the 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 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 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 financial statements. 

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



  
 
 
 
 

  
 
 

 

 
  

Opinion 

In our opinion, the financial statements referred to above present fairly, in all material respects, 
the financial position of Friends Association of Services for the Elderly, as of March 31, 2015, 
and the changes in its net assets and its cash flows for the year then ended in accordance with 
accounting principles generally accepted in the United States of America. 

Other Matter 

The financial statements of Friends Association of Services for the Elderly as of March 31, 2014, 
and for the year then ended, were audited by other auditors whose report dated July 28, 2014, 
expressed an unmodified opinion on those financial statements. 

 
 
July 24, 2015   
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The accompanying notes are an integral part of these financial statements. 
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STATEMENTS OF FINANCIAL POSITION 
 

ASSETS 
 

2015 2014

Current assets
Cash and cash equivalents $ 461,518            $ 913,746            
Accounts receivable, net 490,746            512,781            
Short-term assets whose use is limited 412,791            376,790            
Prepaid expenses and inventory 107,088            125,012            

Total current assets 1,472,143         1,928,329         

Property and equipment, net 4,434,344         4,148,881         

Other assets
Deferred gift annuities 81,980              91,572              
Other investment 176,921            174,880            
Long-term assets whose use is limited 203,004            202,903            

Total other assets 461,905            469,355            

Total assets $ 6,368,392         $ 6,546,565         

March 31,
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STATEMENTS OF FINANCIAL POSITION 
(Continued) 

 
LIABILITIES AND NET ASSETS 

 

2015 2014

Current liabilities
Accounts payable and accrued expenses $ 427,414            $ 571,414            
Refundable deposits 264,629            597,515            
Capital lease obligation, current 8,438                -                   
Notes payable, current 358,500            725,000            
Management fees payable 32,427              51,715              

Total current liabilities 1,091,408         1,945,644         

Long-term liabilities
Capital lease obligation, net of current portion 31,097              -                   
Notes payable, net of current portion 310,115            228,615            
Unearned entrance fees 5,055,404         4,363,720         
Gift annuity payable 90,000              90,000              

Total long-term liabilities 5,486,616         4,682,335         

Total liabilities 6,578,024         6,627,979         

Net assets
Unrestricted (907,304)          (752,677)          
Temporarily restricted 494,771            468,362            
Permanently restricted 202,901            202,901            

Total net assets (209,632)          (81,414)            

Total liabilities and net assets $ 6,368,392         $ 6,546,565         

March 31,
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The accompanying notes are an integral part of these financial statements. 
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STATEMENTS OF ACTIVITIES 
 

2015 2014

Changes in unrestricted net assets:
Revenue, gains, and other support

Skilled nursing facility revenue $ 3,041,621         $ 3,008,279         
Less: provison for bad debts (166,806)          (40,000)            

Net skilled nursing facility revenue 2,874,815         2,968,279         

Housing related fees 2,046,396         1,322,684         
Amortization of entrance fees 781,646            906,038            
Contributions 277,345            173,040            
Investment income 2,598                786                   
Other income 255,723            363,772            

6,238,523         5,734,599         
Net assets released - restricted purposes met 145,347            114,023            

Total unrestricted revenue, gains, and other support 6,383,870         5,848,622         

Expenses
Program expenses:

Dietary 742,959            717,541            
Facility services and utilities 873,060            1,079,979         
Health and social services 2,401,607         2,486,505         
Assisted living 461,865            438,132            

General and administrative expenses:
Administrative and marketing 1,429,714         1,022,162         
Depreciation 282,982            252,031            
Fund disbursements 56,938              66,396              
Management services 249,996            249,996            
Interest and fees 29,917              44,081              
Loss on asset disposal 9,439                1,269                

Total expenses 6,538,477         6,358,092         

Change in net assets from operations (154,607)          (509,470)          

Unrealized loss on investments (20)                   (48)                   

Change in unrestricted net assets (154,627)          (509,518)          

Years Ended March 31,
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STATEMENTS OF ACTIVITIES 
(Continued) 

 

2015 2014

Changes in temporarily restricted net assets:
Contributions $ 142,865            $ 114,298            
Change in present value of gift annuities 28,891              16,443              
Net assets released - restricted purposes met (145,347)          (114,023)          

Change in temporarily restricted net assets 26,409              16,718              

Change in total net assets (128,218)          (492,800)          

Net assets, beginning of year (81,414)            411,386            

Net assets, end of year $ (209,632)          $ (81,414)

Years Ended March 31,
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STATEMENTS OF CASH FLOWS 
Increase (Decrease) in Cash 

 

2015 2014
Cash flows from operating activities

Cash received from residents $ 4,865,091         $ 5,043,457         
Cash received from entrance fees 1,845,265         1,109,810         
Investment income received 2,598                3,615                
Proceeds from contributions 441,093            266,324            
Interest paid (29,917)            (44,081)            
Cash paid to suppliers and employees (6,361,503)       (5,896,095)       

Net cash provided by operating activities 762,627            483,030            

Cash flows from investing activities
Net purchases of fixed assets (513,542)          (190,604)          
Change in limited use assets (36,102)            (26,388)            
Net purchase of investments (2,060)              (2,829)              

Net cash used in investing activities (551,704)          (219,821)          

Cash flows from financing activities
Principal payments on notes payable (285,000)          (355,000)          
Proceeds on notes payable -                       25,115              
Payments on capital lease obligation (7,208)              -                       
Refunds of unearned entrance fees (371,935)          (308,950)          
Change in deposit program 992                   959                   

Net cash used in financing activities (663,151)          (637,876)          

Net change in cash (452,228)          (374,667)          

Cash, beginning of year 913,746            1,288,413         

Cash, end of year $ 461,518            $ 913,746            

Supplemental disclosures:
Non-cash investing and financing activities:

Donated fixed assets $ 17,600              $ -                       
Capital lease obligation incurred for use of equipment $ 46,743              $ -                       
Fixed assets included in accounts payable $ 10,707              $ 22,658              

Years Ended March 31,
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STATEMENTS OF CASH FLOWS 
Increase (Decrease) in Cash 

(Continued) 
 

2015 2014
Reconciliation of change in net assets to net cash

provided by operating activities:
Change in net assets $ (128,218)          $ (492,800)          

Adjustments to reconcile change in net assets to net 
cash provided by operating activities:

Amortization of earned entrance fees (781,646)          (906,038)          
Depreciation expense 282,982            252,031            
Unearned entrance fees received from residents 1,845,265         1,109,810         
Unrealized loss on investments 20                     48                     
Unrealized loss on asset disposal 9,439                1,269                
Proceeds from gift annuities 38,483              47,629              
Change in present value of gift annuities (28,891)            (16,443)            
Contribution of fixed assets (17,600)            (68,643)            

(Increase) decrease in operating assets:
Accounts receivable, net 22,035              597,624            
Prepaid expenses and inventory 17,924              983                   

Increase (decrease) in operating liabilities:
Accounts payable and accrued expenses (145,907)          (403,494)          
Other current liabilities 1,907                2,159                
Deposits (333,878)          387,878            
Management fees payable (19,288)            (28,983)            

Net cash provided by operating activities $ 762,627            $ 483,030            

Years Ended March 31,
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Note 1 � Nature of Business 
 
Friends Association of Services for the Elderly (the �Association�), is a California non-profit 
corporation that owns and operates Friends House, a facility that provides residential apartments, 
skilled nursing and assisted living housing facilities and related services for the elderly in Santa 
Rosa, California.   
 
The facility consists of 67 housing units and apartments, a 6-room assisted living facility and a 32-
bed skilled nursing facility.  The Association enters into Continuing Care Contracts, as defined by the 
California Health and Safety Code, with the residents of Friends House.  Pursuant to these 
regulations, all residential apartments are licensed under the Residential Care Facilities for the 
Elderly (RCFE) classification. 
 
 
Note 2 � Summary of Significant Accounting Policies 
 
Basis of Presentation � The accompanying financial statements have been prepared on the accrual 
basis of accounting in accordance with accounting principles generally accepted in the United States 
of America. 
 
Performance Indicator � �Change in unrestricted net assets� as reflected in the accompanying 
statements of activities is the performance indicator.  Change in unrestricted net assets includes all 
changes in unrestricted net assets, excluding receipt of restricted contributions, contributions of, and 
net assets released from donor restrictions and change in present value of gift annuities restricted by 
donors or law. 
 
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. 
 
Cash and Cash Equivalents � The Association considers all highly liquid instruments, with a 
maturity of three months or less at the time of purchase, to be cash equivalents, excluding assets 
whose use is limited.   
 
Accounts Receivable � Accounts receivable primarily represents monthly fees and amounts due from 
residents and third party payors for health care services.  Receivables are stated net of an allowance 
for doubtful accounts.  The allowance for doubtful accounts is based upon an analysis of the 
collectability of outstanding receivables.  Accounts deemed uncollectible are charged against the 
allowance.  Subsequent collections of bad debts are credited to the allowance.  Accounts receivable 
due over 90 days totaled $159,095 and $144,955 as of March 31, 2015 and 2014, respectively. 
 
Inventories � Inventories consisting of dietary, operating and health care supplies is valued at cost 
using the first-in, first-out (FIFO) method. 
 
Assets Whose Use is Limited � Assets whose use is limited represents cash considered temporarily or 
permanently restricted.   
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Note 2 � Summary of Significant Accounting Policies (continued) 
 
Gift Annuities � The Association has beneficial interests in several gift annuities held and managed 
by the Friends Fiduciary Corporation.  The agreements provide that the Association will receive its 
share of the trust assets after the death of the trust beneficiaries.  The funds are restricted as to their 
use by the donors. The Association�s interests in the gift annuities have been recorded as temporarily 
restricted net assets measured at the present value of future cash receipts from the gift annuity assets.  
Changes in the amount reported as assets are recorded as increases or decreases to temporarily 
restricted net assets in the statement of activities.   
 
Property and Equipment � Property and equipment acquisitions in excess of $2,000 are capitalized 
at cost.  Maintenance, repairs and renewals which neither materially add to the value of the property 
nor appreciable prolong its life are charged to expense as incurred.  Depreciation is computed using 
the straight-line method based on the following estimated useful lives: 
 

Land improvements   5-25 years 
Building and improvements  3-40 years 
Furniture and equipment  3-25 years 
Vehicles    4-5 years 

 
Obligation to Provide Future Services � The Association annually calculates the present value of the 
costs of future services and the use of facilities to be provided to current residents and compares that 
amount to expected resident service income and deferred revenue from unearned entrance fees.  The 
calculation is based on actuarial future cash flow, which is based on the present value of cash 
outflows and inflows (using a discount rate of 6% for 2015 and 2014) and adjusted for certain non-
cash items as compared to the balance of unearned entrance fees.  This calculation indicates that no 
net liability for future services to current residents exists at March 31, 2015 and 2014. 
 
Entrance Fees � The entrance fee entitles a resident to reside in a specific accommodation and to use 
the services of the Association during his or her lifetime. The fee, net of the portion that is estimated 
as refundable entrance fee, is recorded as deferred revenue and amortized into income using the 
straight-line method over the expected remaining life of the resident. Resident life expectancy is 
reevaluated annually.  Upon death or withdrawal, the remaining unamortized, nonrefundable portion 
of the entrance fee is recognized as income. 
 
The residency agreement provides for the Association to refund the entire entry fee if the apartment 
is vacated during the first 90 days from the date of occupancy.  If the apartment is vacated after the 
first 90 days, the Association retains 20% of the entry fee for the first year plus 1.33% for each 
month, or part of a month, in excess of the first year.  No refund is made after six years of residency.  
Refunds are made within 60 days of the date the Association is notified of the contract termination, 
or within 14 calendar days from the date the unit is made available, whichever is later.     
 
Residents� Monthly Fees and Nursing Services � Residents� monthly fees and nursing services 
revenue are recognized according to contracted rates and in the period when the service is provided.  
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Note 2 � Summary of Significant Accounting Policies (continued) 
 
Third-Party Payer Reimbursement Contracts � The Association renders services to residents under 
contractual arrangements with Medi-Cal and Medicare. Under the terms of these contracts, the 
Association receives payments at certain interim rates. The difference between interim rates and the 
final settlement, based upon an annual cost report, is subject to audit by the payor but historically has 
not been material to the operation of the Association.  Net revenues include contractual adjustments, 
which represent the difference between customary charges and actual payments.    
 
Contributions � The Association accounts for contributions in accordance with the recommendations 
of the Revenue Recognition Topic of the FASB Accounting Standards Codification.  In accordance 
with this Topic, contributions received are recorded as unrestricted, temporarily restricted or 
permanently restricted support, depending on the existence or nature of any donor restrictions. 
Donor-restricted contributions are reported as increases in temporarily or permanently restricted net 
assets depending on the nature of the restriction.  When a restriction expires (that is, when a 
stipulated time restriction ends or purpose restriction is accomplished), temporarily restricted net 
assets are reclassified to unrestricted net assets and reported in the statement of activities as net assets 
released from restriction. 
 
Donated Services � A number of people have donated their time to the Association.  The financial 
statements do not reflect the value of those donated services, as no reliable basis exists for reasonably 
determining the amounts involved. 
 
Donated Property � Contributed property and equipment is recorded at fair value at the date of 
donation.  If donors stipulate how long the asset must be used, the contribution is recorded as 
restricted support.  In the absence of such stipulations, contributions of property and equipment are 
recorded as unrestricted support. 
 
Advertising and Marketing Costs � Advertising costs are charged to expense as incurred.  Total 
advertising costs for the years ended March 31, 2015 and 2014, were $32,422 and $59,788, 
respectively.   
 
Functional Expenses � Expenses have been charged to program or general and administrative 
classifications based on direct expenditures incurred. Indirect expenses are allocated to program or 
general and administrative classifications based on related usage. The expenses of the Association 
are presented according to their functional classification in the accompanying statements of activities.  
There were $2,717 and $2,202 of fundraising costs incurred for the years ending March 31, 2015 and 
2014, respectively. 
 
Financial Instruments � The Association�s financial instruments consist of accounts receivable, 
deferred gift annuities, other investments, limited use assets, accounts payable, accrued expenses, 
refundable deposits, capital lease obligation, notes payable and a gift annuity payable.  It is 
management�s opinion that the Association is not exposed to significant interest rate or credit risk 
arising from these instruments.  Unless otherwise noted, the fair value of these financial instruments 
approximates their carrying values.  
 
Income Taxes � The Association is exempt from federal and state income taxes under Internal 
Revenue Code Section 501(c)(3) and applicable state laws.  Therefore, no provision for income taxes 
has been made in the accompanying financial statements. 
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Note 2 � Summary of Significant Accounting Policies (continued) 
 
Reclassifications � Certain amounts in the prior year financial statements have been reclassified in 
order to conform to the current year presentation. 
 
 
Note 3 � Accounts Receivable 
 
Accounts receivable, net consists of the following as of: 
 
  March 31, 
  2015  2014 
 
Health center  $ 521,773  $ 528,759 
Resident monthly fees   20,749   30,082 
Other   35,019   32,338 
   577,541   591,179 
Less: allowance for doubtful accounts  (86,795)   (78,398) 
       
  $ 490,746  $ 512,781 
 
Accounts receivable, gross consists of the following as of: 
 
  March 31, 
  2015  2014 
 
Private pay      21%      21% 
Medicare   53   34 
Medicaid   10   16 
HMO   11   17 
Other     5   12 
       
   100%   100% 
 
 
Note 4 � Other Investment 
 
Investment in Captive Insurance Company � On January 1, 2004, the Association invested in the 
captive insurance holding company Peace Church Risk Retention Group (PCRRG).  As of March 31, 
2015 and 2014, the Association owned 1.378% and 1.378% of PCRRG, respectively. 
 
PCRRG insures claims relating to general liability.  Claims experience is identified to each 
participating entity, and subsequent premiums are modified based on an entity�s experience. 
 
The investment in PCRRG was $176,921 and $174,880 as of March 31, 2015 and 2014, respectively. 
The Association paid premiums of $67,328 and $39,963 for the years ended March 31, 2015 and 
2014, respectively. 
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Note 5 � Assets Whose Use is Limited 
 
  March 31, 
  2015  2014 
 
 $   $  
Temporarily donor restricted   412,791   376,790 
Endowment  203,004   202,903 
      
  615,795   579,693 
Less: portion reported as short-term    (412,791)   (376,790) 
 

$ 203,004  $ 202,903 
 
Assets whose use is limited consists of cash held in interest bearing accounts. 
 
 
Note 6 � Property and Equipment 
 
  March 31, 
  2015  2014 
 
Land   $ 1,306,535  $ 1,306,535 
Land improvement   500,039   495,968 
Buildings and improvements   8,638,643   8,465,010 
Furniture and equipment   1,380,779   1,073,676 
Vehicles   15,026   15,026 
   11,841,022   11,356,215 
Less: accumulated depreciation   (7,567,417)   (7,309,369) 
       
   4,273,605   4,046,846 
       
Construction-in-process   160,739   102,035 
       
Property and equipment, net  $ 4,434,344  $ 4,148,881 
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Note 7 � Fair Value of Financial Instruments 
 
The Association has adopted the requirements of the Fair Value Measurements and Disclosures 
Topic of the FASB Accounting Standards Codification.  The Topic defines fair value and requires 
enhanced disclosure about assets and liabilities carried at fair value.  These additional disclosures are 
required only for financial assets and liabilities measured at fair value and for nonfinancial assets and 
liabilities measured at fair value on a recurring basis.   
 
The Topic requires that a fair value measurement reflect the assumptions market participants would 
use in pricing an asset or liability based on the best available information.  These assumptions 
include risks inherent in a particular valuation technique (such as a pricing model) and the risks 
inherent in the inputs to the model.  It also specifies that transaction costs should not be considered in 
the determination of fair value.  According to the Topic, 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 (exit price).   
 
The Topic establishes a fair value hierarchy that prioritizes the inputs used to measure fair value.  
The hierarchy gives the highest priority to unadjusted quoted prices in active markets for identical 
assets or liabilities (Level 1 measurement) and the lowest priority to unobservable inputs (Level 3 
measurement).  The three levels of the fair value hierarchy defined by this Topic are as follows: 
 
Level 1 � Quoted prices are available in active markets for identical assets or liabilities as of the 
reporting date.  Active markets are those in which transactions for the asset or liability occur in 
sufficient frequency and volume to provide pricing information on an ongoing basis. 
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Note 7 � Fair Value of Financial Instruments (continued) 
 
Level 2 � Pricing inputs are observable, either directly or indirectly, but are not quoted prices 
included within Level 1.  Level 2 includes those financial instruments that are valued using external 
inputs with models or other valuation methodologies. 
 
Level 3 � Pricing inputs include significant inputs that are generally less observable from objective 
sources.  These inputs may be used with internally developed methodologies that result in 
management�s best estimate of fair value.  Level 3 instruments include those that may be more 
structured or otherwise tailored to customers� needs. 
 
As required by the Topic, financial assets and liabilities are classified in their entirety based on the 
lowest level of input that is significant to the fair value measurement. 
 
The following tables show the Association�s financial assets that were accounted for at fair value on 
a recurring basis as of March 31, 2015 and 2014: 
 
  Fair Value Measurements at Reporting Date Using: 
  

Fair Value  

Quoted Prices 
in Active 

Markets for 
Identical 
Assets 

(Level 1)  

Significant 
Other 

Observable 
Inputs  

(Level 2)  

 
Significant 

Unobservable 
Inputs 

(Level 3) 
 
March 31, 2015            
            
Assets:            
Other investments:         
 Insurance investment $ 176,921  $ -  $ -     $ 176,921  
Gift annuities  81,980   -   -      81,980  
           
Total assets $ 258,901  $ -  $ -     $ 258,901
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Note 7 � Fair Value of Financial Instruments (continued) 
 
  Fair Value Measurements at Reporting Date Using: 
  

Fair Value  

Quoted Prices 
in Active 

Markets for 
Identical 
Assets 

(Level 1)  

Significant 
Other 

Observable 
Inputs  

(Level 2)  

 
Significant 

Unobservable 
Inputs 

(Level 3) 
 
March 31, 2014            
            
Assets:            
Other investments:         
 Insurance investment $ 174,880  $ -  $ -     $ 174,880
Gift annuities  91,572   -   -      91,572
            
Total assets $ 266,452  $ -  $ -     $ 266,452
 
 
Assets measured at fair value on a recurring basis using significant unobservable inputs (Level 3): 
  
  Fair Value Measurements Using Significant 

Unobservable Inputs (Level 3)  
  Insurance 

Investment 
 

Gift Annuities 
 

Total 
Assets:        
April 1, 2014  $ 172,051 $ 117,684 $ 289,735 
Proceeds on maturity   -  (47,629)  (47,629) 
Contributions   -  5,074  5,074 
Unrealized gains   2,829  -  2,829 
Change in present value   -  16,443  16,443 
        
March 31, 2014   174,880  91,572  266,452 
Proceeds on maturity   -  (38,483)  (38,483) 
Unrealized gains   2,041  -  2,041 
Change in present value   -  28,891  28,891 
        
March 31, 2015  $ 176,921 $ 81,980 $ 258,901 
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Note 7 � Fair Value of Financial Instruments (continued) 
 
The unrealized gains on the insurance investment are included in investment income on the 
statements of activities.   
 
Fair value for Level 3 assets is determined by calculating the present value of cash flows expected to 
be received, using various discount rates and life expectancy tables.  There were no assets or 
liabilities valued using Level 1 and Level 2 inputs and no liabilities valued using Level 3 inputs. 
 
 
Note 8 � Refundable Deposits 
 
The Association maintains a deposit program in which cash deposits (unrelated to entrance fees) are 
held on behalf of certain residents, as well as other supporters of the Association.  At March 31, 
2015, deposits earned monthly interest based on the One Year Treasury Security index plus a 
fractional rate for rates ranging between 0.35% and 0.63% per annum.  At March 31, 2014, deposits 
earned monthly interest based on the One Year Treasury Security index plus a fractional rate for rates 
ranging between 0.36% and 0.65% per annum. Deposits are refundable upon a 90 day notice, but are 
generally held for more than one year.  Deposits held as of March 31, 2015 and 2014, were $210,629 
and $209,637, respectively, and are included in refundable deposits on the statements of financial 
position. 
 
Application fees and entrance fees paid by a resident to reserve a unit are refundable for a period 
prior to move-in.  Application fees are recorded as income when a resident signs the residency 
agreement.  The entrance fee deposit is combined with the resident�s final payment upon move-in 
and is recorded as deferred revenue.  These refundable amounts as of March 31, 2015 and 2014, were 
$54,000 and $387,878, respectively, and are included in refundable deposits on the statements of 
financial position.  
   
 
Note 9 � Line of Credit 
 
On May 21, 2013, the Association obtained a line of credit with a bank in the amount of $1,500,000 
with variable interest at the bank�s index rate (initially 3.25% per annum.)  The line of credit is 
secured by a deed of trust on the Association�s real property, as well as substantially all the assets of 
the Association, as defined in the line of credit agreement.  The line of credit has been extended 
through September 5, 2015, and provides for certain covenants as defined in the agreement.  As of 
March 31, 2015 and 2014, there was no outstanding balance on the line of credit. 
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Note 10 � Capital Lease 
 
The Association obtained a piece of equipment through a capital lease.  The equipment has a cost 
basis of $46,743.  The amount of accumulated depreciation in the statement of financial position that 
relates to the leased asset was $4,674 at March 31, 2015.  Depreciation expense reported in the 
statement of activities includes depreciation of the leased asset in the amount of $4,674 for the year 
ended March 31, 2015. 
 
The annual minimum future lease payments required under the lease agreement are as follows for the 
years ended March 31: 
 

2016  $ 11,526
2017   11,526
2018   11,526
2019   11,526
   
   46,104
Less interest   (10,885)
   
  $ 35,219

 
 
Note 11 � Notes Payable 
 

 March 31, 
 2015  2014 

 
Notes are payable to individuals with interest at 
3% per annum, payable in quarterly installments 
of interest only.  Principal amounts are due in 
lump sums under original terms of one to five 
years through March 2018. $ 668,615  $ 953,615 
      
Less current portion  (358,500)   (725,000) 
      
Long-term portion $ 310,115  $ 228,615 
 
Future maturities of notes payable are as follows for the years ended March 31: 
 

2016  $ 358,500
2017   60,115
2018   250,000
   
  $ 668,615
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Note 12 � Unearned Entrance Fees 
 
 

 
Years  Ended 

March 31, 
  2015  2014 
 
Balance, beginning of year  $ 4,363,720  $ 4,468,897 
New entrance fees   1,845,265   1,109,811 
Entrance fees refunded   (371,935)   (308,950) 
Amortization of fees   (781,646)   (906,038) 
       
Balance, end of year  $ 5,055,404  $ 4,363,720 
 
Entrance fees still within a potentially refundable declining period at March 31, 2015 and 2014, were 
$3,000,958 and $2,285,896, respectively.  Based on the past five years actual refunds have averaged 
$378,662 per year for the potentially refundable declining period.  
 
 
Note 13 � Temporarily Restricted Net Assets 
 
Temporarily restricted net assets were restricted to use for the following as of:  
 
  March 31, 
  2015  2014 
 
Resident support funds  $ 316,260  $ 274,850 
Palliative care   18,713   19,500 
Charitable gift annuities   81,980   91,572 
Capital funds   27,332   27,332 
Other funds   50,486   55,108 
       
  $ 494,771  $ 468,362 
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NOTE 14 - Permanently Restricted Net Assets 
 
Permanently restricted net assets consisted of the following as of:  
 

 March 31, 
 2015  2014 

 
Permanently restricted � endowment fund $ 202,901  $ 202,901 
 
The Association is subject to the requirements of the Uniform Prudent Management of Institutional 
Funds Act (UPMIFA) governing endowments.  The Association has interpreted this law as requiring 
the preservation of the fair value of the original gift as of the gift date. As a result of this 
interpretation, the Association classifies as permanently restricted net assets the original value of 
gifts donated to the permanent endowment and the original value of subsequent gifts to the 
permanent endowment.  Earnings from the endowment are classified as temporarily restricted net 
assets until those amounts are appropriated for expenditure by the Association in a manner consistent 
with the standard of prudence prescribed under law.  No new donations were made to the endowment 
fund during the year ended March 31, 2015.  The interest income, which is restricted to support 
general operating activities of the Association, was used for its intended purpose and was released 
from restriction within the current year.  Interest income was $101 and $415 for the years ended 
March 31, 2015 and 2014, respectively. 
 
In accordance with UPMIFA, the Association has adopted investment and spending policies for the 
endowment assets in order to preserve and enhance the value of the corpus in perpetuity, provide a 
relatively steady stream of earnings, and to balance the current and future funding needs of the 
Association.  The current policy is to hold the endowment fund in an interest bearing account and 
appropriate the interest income for operational needs each year. 
 
 
Note 15 � Retirement Plan 
 
The Association has a 403(b) tax deferred annuity plan available to all employees. This defined 
contribution plan allows participants to contribute a portion of their salary up to the maximum limit 
allowed by the Internal Revenue Service.  The Association matches employees� contributions up to 
$500 per employee per calendar year and, in addition, provides retirement benefits to contracted 
employees of the management company.  Employer contributions totaled $33,474 and $32,011 for 
the years ended March 31, 2015 and 2014, respectively. 
 
 
Note 16 � Related Party Transactions 
 
The Association maintains deposits as part of the deposit program (see note 8) for a board member in 
the amount of $51,369 and $51,181 as of March 31, 2015 and 2014, respectively.  
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Note 17 � Management Services 
 
The Association has an agreement with PRS Management and Consulting, LLC, whereby PRS 
Management and Consulting, LLC will provide management services for the Association. The 
agreement was signed on April 10, 2012.  The term of the agreement is five years from the effective 
date and shall automatically be renewed for an additional three years unless a written notice of 
termination is delivered by either party within six months in advance of the termination date. 
Management fees charged were $249,996 and $249,996 for the years ended March 31, 2015 and 
2014, respectively. 
 
 
Note 18 � Statutory Reserves 
 
The Association is certified as a Continuing Care Retirement Community (CCRC) by the State of 
California Department of Social Services.  California Code Chapter 10, Article 6, Section 1792 
requires CCRCs to establish "liquid reserves" (cash, marketable securities, etc.) equal to, or greater 
than the annual principal and interest payments on long-term obligations plus 75 days of the CCRC's 
adjusted operating expenses.  The Association�s liquid reserves at March 31, 2015, were sufficient to 
meet this requirement. 
 
 
Note 19 �Contingencies 
 
The Association is subject to various claims for damages that arise in the normal course of business.  
All claims have been referred to the Association�s insurance carrier and are in various stages of 
investigation, discovery or pretrial. In management�s opinion, although the outcomes of these claims 
are unknown at this time, any losses that may occur would be covered by the Association�s insurance 
company, and therefore, should not have a material impact on the Association�s financial position or 
activities. 
 
The Association is subject to numerous laws and regulations of federal, state and local governments. 
These laws and regulations relate to, among other things, matters such as licensure, accreditation, and 
government health care program participation requirements, regulations regarding reimbursement for 
patient services and regulations regarding Medicare and Medi-Cal billing, fraud and abuse. 
Government agencies are actively conducting investigations concerning possible violations of 
statutes and regulations by health care providers.  Violations of these laws and regulations could 
result in expulsion from government health care programs, together with the imposition of fines and 
penalties, as well as significant repayments for patient services previously billed.  The Association 
has implemented a voluntary corporate compliance program which includes guidance for all 
Association employees� adherence to applicable laws and regulations.  Management is not aware of 
any actions or potential actions at March 31, 2015. 
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Note 20 � Concentrations of Credit Risk 
 
The Association provides care to residents under the Medicare and Medi-Cal programs.  Noridian 
Healthcare Solutions, LLC and the State of California Department of Health are the agencies 
responsible for payment for services to Medicare and Medi-Cal residents, respectively.  Total 
Medicare revenues for the years ending March 31, 2015 and 2014, were $1,570,198 and $1,587,498, 
respectively.  Total Medi-Cal revenues for the years ending March 31, 2015 and 2014, were 
$381,742 and $229,760, respectively.   
 
The Association�s operations are concentrated in the elderly housing market in Santa Rosa, 
California.  In addition, the Association grants credit to its private residents on an unsecured basis. 
 
At various times during the year, and at March 31, 2015, the Association had balances in excess of 
the coverage under Federal Deposit Insurance Corporation insurance.  
 
 
Note 21 � Operating Deficits 
 
As shown in the accompanying financial statements, the Association had a net change in unrestricted 
net assets of ($154,627) and ($509,518) for the years ended March 31, 2015 and 2014, respectively.  
As of March 31, 2015, the Association�s current assets exceed its current liabilities by $380,715, and 
its total liabilities exceeded its total assets by $209,632.  As of March 31, 2014, the Association�s 
current liabilities exceed its current assets by $394,105, and its total liabilities exceeded its total 
assets by $17,315.  Management has made reductions in operating costs and has raised monthly fees 
in an effort to eliminate losses.  Fundraising opportunities are also being considered. 
 
 
Note 22 � Subsequent Events  
 
The Association did not have any subsequent events through July 24, 2015, which is the date the 
financial statements were issued, requiring recording or disclosure in the financial statements for the 
year ended March 31, 2015. 
 
 



 

 

 
 
 
 
 
 
 

PART 5 
LIQUID RESERVES 

 
 
  



Provider: Friends Association of Services for the Elderly

FORM 5 1
LONG TERM DEBT INCURRED
IN A PRIOR FISCAL YEAR
(Including Balloon Debt)



Provider: Friends Association of Services for the Elderly

FORM 5 1
LONG TERMDEBT INCURRED
IN A PRIOR FISCAL YEAR
(Including Balloon Debt)



Provider: Friends Association of Services for the Elderly

FORM 5 2
LONG TERM DEBT INCURRED

During Fiscal Year
(Including Balloon Debt)





Amounts TOTAL

Multiply Line 5 by 75 and enter the result. 510,375

PROVIDER: Friends Association of Services for the Elderly
COMMUNITY: Friends House

FORM 5 4
CALCULATION OF NET OPERATING EXPENSES





Friends House
DSS Reserve Report Part of Form 5 5
Description of Reserves and Additional Disclosures (Section 1790)

Cash & Cash Equivalents

Less:

Add:

264,317

Investments

0

Per Capita Cost of Operations

** Note: These funds will not be included on Form 5 5, as they are restricted for use, NOT for the debt
service or operating reserves.



 

 

 
 
 
 
 
 
 

PART 6 
CONTINUING CARE RETIREMENT COMMUNITY 

DISCLOSURE STATEMENT 
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PROVIDER NAME:  Friends Association of Services for the Elderly

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

*PLEASE INDICATE IF THE FACILITY IS LIFE CARE.

MULTI-LEVEL RETIREMENT COMMUNITIES

FREE-STANDING SKILLED NURSING

SUBSIDIZED SENIOR HOUSING



SINGLE-SITE FACILITY
FINANCIAL DISCLOSURE STATEMENT

FACILITY NAME:  Friends House
Adjusted

2011 2012 2013 2014 2015
INCOME FROM ONGOING OPERATIONS
OPERATING INCOME
(excluding amortization of entrance fee income) 4,967,493            4,568,665            4,033,893            4,655,521            5,179,532            

LESS OPERATING EXPENSES
(excluding depreciation, amortization, & interest) 5,564,425            6,116,651            5,738,680            6,061,980            6,225,578            
NET INCOME FROM OPERATIONS (596,932)             (1,547,986)          (1,704,787)          (1,406,459)          (1,046,046)          

LESS INTEREST EXPENSE 62,938                 66,786                 49,987                 44,081                 29,917                 

PLUS CONTRIBUTIONS 338,785               344,827               553,727               287,338               420,210               

PLUS NON-OPERATING INCOME (EXPENSES)
(excluding extraordinary items) 47,717                 14,609                 (119,995)             16,395                 28,871                 
NET INCOME (LOSS) BEFORE ENTRANCE FEES,
DEPRECIATION AND AMORTIZATION (273,368)             (1,255,336)          (1,321,042)          (1,146,807)          (626,882)             

NET CASH FLOW FROM ENTRANCE FEES
(Total Deposits Less Refunds) 889,467               201,988               749,781               800,860               1,473,330            

DESCRIPTION OF SECURED DEBT AS OF MOST RECENT FISCAL YEAR END

LENDER OUTSTANDING INTEREST DATE OF DATE OF AMORTIZATION AMORTIZATION
BALANCE RATE ORIGINATION MATURITY PERIOD PERIOD

Non-institutional lenders 953,615           3.00% 3/2011 3/2018 Interest only Interest only

-                   

FINANCIAL RATIOS (see next page for ratio formulas)
2011 2012 2013 2014 2015

DEBT TO ASSET RATIO 13.5% 7.2% 7.8% 3.5% 4.9%
OPERATING RATIO 118.8% 129.0% 143.5% 131.2% 120.8%
DEBT SERVICE COVERAGE RATIO 3.1 1.8 (13.8) 0.78                    1.29                    
DAYS CASH-ON-HAND RATIO 147 129 76 49 34

HISTORICAL MONTHLY SERVICE FEES
AVERAGE FEE AND PERCENT CHANGE

% 2011 % 2012 % 2013 % 2014 % 2015
STUDIO -$                    -$                    -$                    -$                    -$                    
ONE BEDROOM 0.0% 888.00$               3.5% 920.00$               12.3% 1,049.00$            26.0% 1,417.00$            24.1% 1,866.00$            
TWO & THREE  BEDROOM 0.0% 1,334.00$            3.3% 1,380.00$            9.1% 1,518.00$            26.0% 2,050.00$            16.3% 2,450.00$            
COTTAGE/GARDEN APT 0.0% 1,435.00$            3.4% 1,485.00$            9.1% 1,634.00$            25.9% 2,206.00$            15.7% 2,617.00$            
ASSISTED LIVING 4.8% 5,500.00$            0.0% 5,500.00$            0.0% 5,500.00$            0.0% 5,500.00$            0.0% 5,500.00$            
SKILLED NURSING 7.1% 8,100.00$            0.0% 8,100.00$            6.3% 8,640.00$            4.5% 9,049.00$            0.0% 9,049.00$            
SPECIAL CARE N/A N/A N/A N/A N/A

COMMENTS FROM PROVIDER: 
A change to the pricing structure was introduced in 2014 which affects the % increase calculation.  
The actual rate increase to existing residents was 15%.



Provider Name:  Friends Association of Services for the Elderly

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.

And Investments
+ Unrestricted Non-Current Cash

And Investments
(Operating Expenses - Depreciation

+ Net Proceeds from Entrance Fees
Annual Debt Service

DAYS CASH ON HAND RATIO

Unrestricted Current Cash

-Amortization)/365

Long-Term Debt, less Current Portion

Total Operating Expenses
--Depreciation Expense
--Amortization Expense

Total Operating Revenues
--Amortization of Deferred Revenue

Total Excess of Revenues over Expenses 
+Interest, Depreciation,

and Amortization Expenses
--Amortization of Deferred Revenue

DEBT SERVICE COVERAGE RATIO

OPERATING RATIO

FINANCIAL RATIO FORMULAS

LONG-TERM DEBT TO TOTAL ASSETS RATIO

Total Assets



 

 

 
 
 
 
 
 
 

PART 7 
REPORT ON CCRC MONTHLY SERVICE FEES 

 
  



[1] Monthly Service Fees at
beginning of reporting period:

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

[  ] Check here if monthly service fees at this community were not increased 
during the reporting period. 

[3] Indicate the date the fee increase was implemented:  April 1, 2014

[4] Check each of the appropriate boxes:

[X] Each fee increase is based on the provider's projected costs, prior year per capita costs, 
and economic indicators.

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

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

[X] 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.

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

[X] 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.

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

FORM 7-1
PROVIDER NAME: Friends Association of Services for the Elderly
COMMUNITY NAME: Friends House

FORM 7-1
REPORT ON CCRC MONTHLY SERVICE FEES

INDEPENDENT ASSISTED SKILLED  

0%

LIVING LIVING NURSING

 $1,950 - $2,650  $5,500  $8,213 - 9,885 

15% - 24% 0.00%



Each year as part of our budget process we incorporate suggestions from residents on
ways in which we can improve the services we provide.  We also work closely with our
department heads to include those suggestions where possible and to refine our program
of services while keeping the costs as low as possible.

As you can imagine, with so many different individuals: residents, employees and board
members, our budget takes several months each year to prepare before it is finalized. 
The FASE Board and Pacific Retirement Services have reviewed and approved the
budget for this next fiscal year.

Our goal each year is to produce a budget, which keeps monthly rate increases
reasonable while continuing to maintain and improve the services we provide.  The budget
must cover inflationary increases (including the necessary adjustments to salaries and
benefits to retain and attract quality employees) and meet regulatory requirements and
our actuarial reserve requirements.

We did not raise health center or assisted living fees.  Independent living fees did
increase by 15% - 25% for existing residents. 

Our goal has been to build and staff Friends House to provide a great place for you
to live a happy and healthy life.  We will be monitoring our services and implementing
change as necessary. 

We realize the importance of keeping fee increases to the most reasonable level possible
and have made every effort to do so.


