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l(;ENTI ¢ LLOYD ¢ STUTZMAN w0

I NESS CONSULTANTS AND CPAs

ECEIVE
INDEPENDENT AUDITOR’S REPORT

CONTINUING CARE
CONTRACTS BRANCH

Board of Trustees of
Hollenbeck Palms

Report on Financial Statements

We have audited the accompanying financial statements and the related notes to the financial statements
of Hollenbeck Palms (the Palms) as of June 30, 2015 and 2014 and for the years then ended, as listed in
the accompanying table of contents.

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 audits, We
conducted our audits 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.
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Board of Trustees of
Hollenbeck Palms

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the Palms as of June 30, 2015 and 2014, and the changes in its net assets and its cash
flows for the years then ended in accordance with accounting principles generally accepted in the United
States of America.

~ :
\_dcunie, ﬁu\wh\ 4/Ahp5mw\ P
VICENTI, LLOYD & STUTZMAN LLp

Glendora, California
October 13, 2015



HOLLENBECK PALMS

STATEMENTS OF FINANCIAL POSITION

June 30, 2015 and 2014
2015 2014
ASSETS:

Cash and cash equivalents (Notes 2 and 3) $ 11,791,663 $ 2,851,008
Accrued interest receivable 69,059 71,399
Due from residents and third-party payers, less allowance for bad

debts of $89,012 and $192,674 for 2015 and 2014, respectively 1,691,232 1,734,066
Pledges and other contributions receivable less discount (Note 4) 988,284 1,470,421
Prepaid expenses and other assets 367,633 285,747
Cash reserved for debt service (Note 3) 2,428,492 1,626,704
investments (Note 5) 43,444 976 45,114,183
Property and equipment, net (Note 6) 27,842,035 27,179,061
TOTAL $ 88,623,374 $ 80,332,589

LIABILITIES AND NET ASSETS:

LIABILITIES

Accounts payable and accrued expenses $ 2,911,878 $ 2,381,841

Accrued interest payabie 410,084 421,164

Deferred revenue from entrance fees (Note 2) 4,106,414 3,928,237

Assigned assets, net (Note 2) 5,842,900 6,929,952

Long term debt (Note 9) 31,815,000 22,420,000

Total liabilities 45,086,276 36,081,194

NET ASSETS (Note 2)

Unrestricted 39,018,809 40,189,205

Temporarily restricted 3,744,966 3,288,867

Permanently restricted 773,323 773323

Total net assets 43,537,098 44,251,395

TOTAL $ 88,623,374 $ 80,332,589

The accompanying notes are an integral part of these financial statements.



HOLLENBECK PALMS

STATEMENT OF ACTIVITIES
For The Year Ended June 30, 2015

Temporarily Permanently Total
Unrestricted Restricted Restricted 2015
REVENUES, GAINS. AND OTHER SUPPORT:
Resident service fees, including amortization
of entrance fees (Note 2) $ 13,390,128 $ $ 13,390,128
Investment income, including
realized gains (Note 5) 3,077,979 107,110 3,185,089
Donor contributions 105,267 365,473 470,740
Other 142,808 142,808
Total revenues, gains, and other support 16,716,182 472,583 - 17,188,765
EXPENSES (Note 13):
Resident care 6,018,695 6.018,695
General and administrative 4,148,365 4,148,365
Engineering and plant 1,076,423 1,076,423
Dietary 2,329,921 2,329,921
Housekeeping 781,678 781,678
Depreciation 1,192,885 1,192,885
Bond interest 999,714 999,714
Members' interest (Note 2) 170,208 ) 170,208
Total expenses 16,717,888 - - 16,717,888
OTHER GAIN-Resident contributions (Note 2) 484,240 - 484,240
CHANGE IN NET ASSETS
FROM OPERATIONS 482,534 472,583 - 955,117
OTHER INCOME:
Unrealized loss on investments (Note 5) (1,389,825) (16,484) (1,406,309)
Change in pension liability (Note 7) (263,105) o (263,105)
CHANGE IN NET ASSETS (1,170,396) 456,099 - (714,297)
NET ASSETS:
Beginning of year 40,189,205 3,288,867 773,323 44,251,395
End of year $ 39.018.809 $ 3,744966 $ 773,323 § 43,537,098

The accompanying notes are an integral part of these financial statements.
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HOLLENBECK PALMS

STATEMENT OF ACTIVITIES
For The Year Ended June 30, 2014

REVENUES, GAINS, AND OTHER SUPPORT:

Resident service fees, including amortization
of entrance fees (Note 2)
Investment income, including
realized gains (Note 5)
Donor contributions
Other

Total revenues. gains. and other support

EXPENSES (Note 13):

Resident care

General and administrative

Engineering and plant

Dictary

Housckeeping

Depreciation

Bond interest

Members' interest (Note 2)

Total expenses
OTHER GAIN-Resident contributions (Note 2)

CHANGE IN NET ASSETS
FROM OPERATIONS

OTHER INCOME:
Unrealized gain on investments (Note 5)
Change in pension liability (Note 7)
CHANGE IN NET ASSETS
NET ASSETS:
Beginning of year

End of year

Temporarily Permanently Total

Unrestricted Restricted Restricted 2014
$ 13,502,001 § $ $ 13.502.001
2,542,802 59,049 2,601,851
133.600 848.732 982.332
140,827 140827
_16.319.230 907,781 - 17,227.011
5.976.808 5,976.808
3.892.746 3.892.746
1,028,551 1.028.551
2,288.821 2,288.821
719.414 719,414
1.182.497 1.182.497
1,029,544 1.029,544
187.988 187988
16,306,369 - - 16.306.369
268,442 - - 268.442
281,303 907,781 - 1,189,084
2,042,377 185,992 2,228,369
333.711 333,711
2.657.391 1,093,773 - 3.751,164
37.531,814 2.195.094 773.323 40.500.231
§ 40,189.205 $ 3,288,867 § 773,323 $ 44251393

The accompanying notes are an integral part of these financial statements.
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HOLLENBECK PALMS

STATEMENTS OF CASH FLOWS
For The Years Ended June 30, 2015 and 2014

2015 2014
CASH FLOWS FROM OPERATING ACTIVITIES:
Cash received from residents $ 10,625,978 $ 11,343,804
Entrance fees received from residents 2,197,176 2,076,300
Contributions from donors 105,267 133,600
Investment income received 1,194,924 1,072,504
Processing fees 34,150 22,200
Other cash revenues 142,808 138,679
Cash paid to suppliers and employees (13,484,096) (13,640,148)
Interest paid (1.010,794) (1,042,937)
Interest paid to members (178,198) (188,595)
Net cash used by operating activities (372,785) (84,593)
CASH FLOWS FROM INVESTING ACTIVITIES:
Investments sold or matured 7,580,231 5,405,649
Investments purchased (5,851,753) (3,516,590)
Capital expenditures (1,855,860) (881,581)
Net cash provided (used) by investing activities (127,382) 1,007,478
CASH FLOWS FROM FINANCING ACTIVITIES:
Contributions restricted for capital improvements 847,610 592919
Proceeds from issuance of long-term debt 10,000,000
Payment of long term debt (605,000) (575,000)
Net cash provided by financing activities 10,242,610 17919
NET INCREASE IN CASH AND CASH EQUIVALENTS 9,742,443 940,804
CASH AND CASH EQUIVALENTS - Beginning of year 4477712 3,536,908
CASH AND CASH EQUIVALENTS - End of year $ 14,220,155 $ 4477712

Note: Cash and cash equivalents include cash reserved for debt service reported on the statement of
financial position.

The accompanying notes are an integral part of these financial statements.

-6-



HOLLENBECK PALMS

STATEMENTS OF CASH FLOWS

For The Years Ended June 30, 2015 and 2014

RECONCILIATION OF CHANGE IN NET ASSETS TO NET
CASH USED BY OPERATING ACTIVITIES:
Change in net assets
Adjustments to reconcile change in net assets to

net cash provided by operating activities:
Depreciation
Change in provision for doubtful accounts
Bad debt write-off
Unrealized (gain) loss on investments
Realized gain on investments
Increase {decrease) in pension liability
Other gain-resident contributions
Contributions for financing purposes
Changes in operating assets and liabilities:
Entrance fee receivable
Accrued interest receivable
Awmounts due from residents and third-party payers
Prepaid expenses and other current assets
Accounts payable and accrued expenses
Deferred revenue from entrance fees
Assigned assets liability

NET CASH USED BY OPERATING ACTIVITIES

SUPPLEMENTAL CASH FLOW INFORMATION:

Noncash assigned assets

2015 2014
$ (714297) 3,751,164
1,192,885 1,182,497
(103,662) (46,037)
434922 285,640
1,406,309 (2,228,369)
(2,173,335) (1,514,192)
263,105 (333,711
(484,240) (268.442)
(365.473) (848,732)
(249.688) 315,550
2,340 (15,155)
396,184 (140,813)
(81,886) 111316
528,686 190,167
178,177 (170,793)
(602,812) (354,683)
$ (372,785) (84,593)
g (48,606) (536,005)

The accompanying notes are an integral part of these financial statements.
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HOLLENBECK PALMS

NOTES TO FINANCIAL STATEMENTS
For The Years Ended June 30, 2015 and 2014

NOTE 1 - MISSION STATEMENT:

The Palms is committed to providing a residence for those in the later years of their lives that
encompasses a healthy environment of comfort, safety, and enjoyment; that attends to their
physical, mental, and spiritual needs; and that is quick to respond to and assist in those needs
whether immediate or long term, and to do so with great compassion, honesty, dignity, and
genuine love.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

Operations - The Palms, incorporated zs a California nonprofit public benefit corporation, owns
and operates a retirement community and skilled nursing facility in Los Angeles, California.
Residents receive residence, services, and care under three plans, as more fully described below.
The facilities include approximately 146 residential units and 106 skilled nursing beds. As of
June 30, 2015 and 2014, total number of residents was 23 1and 219, respectively.

The Palms fulfills the need for housing by providing residential facilities that are specifically
designed to meet the physical, recreational, social, and similar needs of its residents. The
residents' need for health care is provided for in the Palms' skilled nursing care units and through
the Palms' ongoing relationship with a network of physicians, health care professionals and local

hospitals.

The residents’ need for financial security is satisfied by the Palms' operational policy of providing
its residents lifetime care at the lowest possible cost. The residents' need for financial security is
further fulfilled by the Palms' policy of maintaining lifetime care for residents who become
unable to pay the regular monthly fee.

Earnings of the Palms are used to improve the care provided and subsidize any residents unable to
continue making monthly service fee payments. No part of the Palms' net earnings inures, directly
or indirectly, to the benefit of any private shareholder or individual.

Basis of Presentation - The accompanying financial statements have been prepared on the
accrual basis of accounting in accordance with generally accepted accounting principles of the
United States. Net assets and revenues, expenses, gains and losses are classified based on the
existence or absence of donor-imposed restrictions. Accordingly, net assets of the Palms and
changes therein are classified and reported as follows:

Unrestricted Net Assets: Net assets not subject to donor-imposed stipulations. The Board has
designated unrestricted net assets, as explained in Note 3.

Temporarily Restricted Net Assets: Net assets subject to donor-imposed stipulations that may or
will be met, either by actions of the Palms and/or the passage of time. When a restriction expires,
temporarily restricted net assets are reclassified to unrestricted net assets and reported in the
statements of activities as net assets released from restrictions.



HOLLENBECK PALMS

NOTES TO FINANCIAL STATEMENTS
For The Years Ended June 30, 2015 and 2014

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES: (continued)

Basis of Presentation (continued) - Permanently Restricted Net Assets: Net assets subject to
donor-imposed stipulations that they be maintained permanently by the Palms. Generally, the
donors of these assets permit the Palms to use all or part of the income earned on any related
investments for general or specific purposes.

Additional information on temporarily and permanently restricted net assets is provided in Note
1.

Member Care Plans and Assigned Assets - The Palms charges for resident care under three
plans. Under Plan A, new residents assign their assets to the Palms upon admission. Noncash
assets such as investments and real estate, assigned by new residents, are recorded at their fair
market value at the date received. A predetermined amount of the assigned assets is designated as
entrance fees. The entrance fee is amortized to income using the straight-line method of 2% per
month or amortized over the member's life expectancy, whichever is shorter, commencing with
the fourth month of residence.

As care is provided to the residents, the remaining assets are amortized to income at prevailing
rates for the residential section or for the nursing unit, as applicable. Upon the expiration of a
Plan A resident, an amount equal to assets assigned, less accumulated care costs, is transferred
from deferred income to other gain as a resident contribution. Such resident contributions were
$484,240 for 2015 and $268,442 for 2014. Assigned assets were $5, 842,900 and $6,929,952 as
of June 30, 2015 and 2014, respectively.

Under Plan B, a resident pays an entrance fee, which is amortized to income using the straight-
line method of 2% per month or amortized over the member's life expectancy, whichever is
shorter, and a monthly fee based on the prevailing rate for care costs. The Palms also offers a Plan
C, under which a resident pays an initial processing fee and a significantly larger monthly fee as
opposed to paying an entrance fee.

Rates under all plans are adjusted by the Board of Trustees as the cost of providing care
fluctuates. Under both Plans A and B, when members fully deplete their assigned assets, the
Palms will absorb their cost of care by reducing rates to the amount of state and federal public aid
available. For 2015 and 2014, charity care, which is based on estimated cost per day in excess of
service fees received, amounted to $1,157,904 and $875,084, respectively.

9.



HOLLENBECK PALMS

NOTES TO FINANCIAL STATEMENTS
For The Years Ended June 30, 2015 and 2014

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES: (continued)

Entrance Fees - Fees paid by a resident upon entering into a continuing care retirement
community contract, net of estimated future refunds, are recorded as deferred revenue, and are
amortized to income using the methods described above. Under resident contracts, the full
amount of entrance fees is refundable if a resident leaves the Palms within the first 90 days after
entering; otherwise, the remaining unamortized entrance fees and unexpended assigned assets are
refunded if a resident leaves. Unamortized entrance fees totaled $4,106,414 and $3,928,237 as of
June 30, 2015 and 2014, respectively.

Management believes the estimated amount of entrance fees that are expected to be refunded to
current residents under the terms of these contracts and based on previous attrition experience is
not material and, as such, no provision for the liability has been reported.

Entrance fee receivables are recorded when residents entering into a continuing care retirement
community do not have sufficient liquid assets to cover the entrance fee. Entrance fees receivable
was $249,688 and $0 as of June 30, 2015 and 2014, respectively. The entrance fees receivable as
of June 30, 2615 is due from one resident.

Resident Services Fees - Resident services fees are recorded net of a provision for contractual
allowances. The contractual allowance represents the difference between established rates and
per-diem reimbursement. In addition, resident services fees are presented net of bad debt expense
on the Statement of Activities. Receivables associated with resident service fees are written off
based on management’s evaluation of uncollectible balances.

Members' Interest - Residents have the option of opening a member's savings account with the
Palms. Residents are able to make deposits and withdrawals from their savings accounts as
needed. At the resident's request, payments for various bills and charges at the Palms may be paid
by the Palms from the member's savings accounts. The Palms invests the funds deposited and
pays members an established interest rate of 3% of the net amount (assigned assets and savings
balance less accumulated charges). The calculated interest is recorded as members' interest
expense and is included in assigned assets, net, in the statement of financial position and in
members’ interest in the statement of activities.

Obligation to Provide Future Services - The Palms calculates the present value of the net cost of
future services and use of facilities to be provided to current residents ("estimated obligation")
and compares that amount with the balance of deferred revenue from entrance fees. If the
estimated obligation exceeds the deferred revenue from entrance fees, a liability is recorded with
the corresponding charge to income. As of June 30, 2015 and 2014, the estimated obligation is
less than the balance of deferred revenue from entrance fees. The obligation is calculated
assuming a 4% inflation rate and a 4% discount rate for June 30, 2015 and 2014, respectively.

-10-



HOLLENBECK PALMS

NOTES TO FINANCIAL STATEMENTS
For The Years Ended June 38, 2015 and 2014

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES: (continued)

Tax Status - The Palms is a not-for-profit corporation and is exempt from federal income taxes
under Section 501(a) of the Internal Revenue Code and is exempt from California franchise taxes
Section 23701d of the California Revenue and Taxation Code. The Palms is described in Section
501(c)(3) of the Internal Revenue Code and is listed in Internal Revenue Service Publication 78
as a charitable organization qualified to receive donations. The Palms maintains its tax-exempt
status through devoting its resources to meet the primary needs of aged persons. These needs are
for housing, health care, and financial security.

Income Taxes - The Palms has evaluated its tax positions and the certainty as to whether those
positions will be sustained in the event of an audit by taxing authorities at the federal and state
levels. The primary tax positions evaluated are related to the Palm’s continued qualification as a
tax-exempt organization and whether there are unrelated business income activities conducted
that would be taxable. Management has determined that all income tax positions are more likely
than not (>50%) of being sustained upon potential audit or examination; therefore, no disclosures
of uncertain income tax positions are required.

The Palms files informational returns in the U.S. federal jurisdiction and the state of California.
The statute of limitations for federal and California state purposes is generally three and four
years, respectively.

Cash and Cash Equivalents - The Palms considers all highly liquid debt investments with a
remaining maturity of three months or less at the time of purchase to be cash equivalents.
Accounts with greater than three month’s maturity are included with investments. The Palms
holds deposits in excess of Federal Deposit Insurance Corporation (“FDIC”) limits. At June 30,
2015 and 2014 respectively, uninsured, uncollateralized deposits were $2,095,290 and $822,808.
The Palms alsc holds deposits with a brokerage firm in excess of Securities Investor Protection
Corporation (“SIPC™) limits. At June 30, 2015 and 2014 respectively, unsecured brokerage
deposits were $3,037,240 and $2,628,812. These deposits are held by creditworthy, high-quality
financial institutions.

Donor-Restricted Contributions - The Palms reports gifts of cash and other assets as restricted
support if they are received with donor stipulations that limit the use of the donated assets. When
a donor restriction expires, temporarily restricted net assets are reclassified as unrestricted net
assets and reported in the statements of activities as released from restrictions. No temporarily
restricted net assets were released from restrictions during the fiscal years ended June 30, 2015
and June 30, 2014. Donor-restricted contributions whose restrictions are met within the same year
as received are reflected as unrestricted contributions. Temporarily restricted net assets are
composed of unexpended restricted contributions received. Gifts permanently restricted by the
donor, such as endowments whereby the donor has prohibited the use of the corpus, are recorded
as permanently restricted net assets.

-11-



HOLLENBECK PALMS

NOTES TO FINANCIAL STATEMENTS
For The Years Ended June 39, 2015 and 2014

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES: (continued)

Investments - The Palms' investment policy is to adhere to high standards of quality in the
selection of all types of investments, with reasonable diversification to be maintained at all times.
Specifically, the Palms' policy prohibits investments in derivative financial instruments.
Marketable securities are primarily managed by an independent investment manager and held by
independent custodial banks.

Investments principally consist of stocks, bonds, and bank deposits. The fair value of investments
is based on current trading values. Interest, dividends, and realized gains and losses are included
in investment income. The cost of securities sold is based on the specific-identification method.

Investment securities, in general, are exposed to various risks, such as interest rate, credit, and
overall market volatility. Due to the level of risk associated with certain investment securities, it
is reasonably possible that changes in the values of investment securities will occur in the near
term and such changes couid materially affect the amounts reported in the accompanying balance

sheets.

Property and Equipment - Purchased assets with a cost greater than $500 and an estimated
usefui life in excess of three years are capitaiized as fixed assets. Donations of property and
equipment with a value of $1,000 or more are capitalized at their estimated fair value. Routine
maintenance and repairs are charged to expense as incurred. Depreciation is computed on the
straight-line method, based on the following estimated useful lives:

Buildings and improvements 10-40 years
Equipment 3-7 years
Vehicles S years

Professional Liability Insurance Coverage - The Palms purchases professional liability
insurance under an occurrence-basis policy with a nominal deductible.

Self-Insurance - The Palms is self-insured for claims under the California Unemployment
Insurance Code. Such claims are paid when approved by the Palms. The amounts of such claims
were $1,771 and $5,365 in 2015 and 2014, respectively.

Allocations of Expenses - The costs of providing various programs and other activities have been
summarized on a departmental basis in the statements of activities. Certain costs have been
allocated among the programs and supporting services benefited in Note 13.

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.
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HOLLENBECK PALMS

NOTES TO FINANCIAL STATEMENTS
For The Years Ended June 30, 2015 and 2014

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES: (continued)

Subsequent Events - The Palms has evaluated subsequent events through October 13, 2015,
which is the date these financial statements were available to be issued.

NOTE 3 - CASH RESTRICTIONS, DESIGNATIONS AND RESERVATIONS:

Cash and cash equivalents at June 30, 2015 includes $45,795 temporarily restricted for life care
membership purposes and $1,442,435 temporarily restricted for building projects. The board has
designated $1,976,320 for future building and asset replacement purposes and $8,006,531 in bond
funds for building projects. In addition, $2,428,492 in bond debt service reserves is required as a
condition of the bond issue to be used in the event of a principal or interest payment deficiency.

Cash and cash equivalents at June 30, 2014 includes $26,321 temporarily restricted for life care
membership purposes. The board has designated $998,826 for future building and asset
replacement purposes and $720,256 for debt service payments. In addition, $1,626,704 in bond
debt service reserves is required as a condition of the bond issue to be used in the event of a
principal or interest payment deficiency.

NOTE 4 - PLEDGES RECEIVABLE:

Pledges receivable expected to be received in one year or less are recorded at net realizable value,
which approximates fair market value. Pledges receivable have been discounted to present value
using a discount rate of 1.63%. An aliowance for uncoliectable amounts has not been recorded
based on management’s assessment of the donors’ creditworthiness. At june 30, the Palms had
unconditional promises to give expected to be received in the following periods:

2015 2014
In one year or less $ 231,667 $ 331,667
Between one and five years 693,401 1,201,667
More than five years 100,000 41,666
Gross unconditional pledges receivable 1,025,068 1,575,000
Less: discount on pledges receivable (36,784) (104,579)
Net pledges receivable $ 988,284 $ 1,470,421

-13-



HOLLENBECK PALMS

NOTES TO FINANCIAL STATEMENTS
For The Years Ended June 30, 2015 and 2014

NOTE 5 - INVESTMENTS:

Investments in equity and debt securities are reported at fair value in the statement of financial
position. Gains and losses on investments are reported in the statement of activities as increases
or decreases in unrestricted net assets ualess their use is temporarily or permanently restricted by
explicit donor stipulations or by law. Investments in equity and debt securities traded on national
securities exchanges are valued at the closing price on the last business day of the fiscal year;
equity and debt securities traded on the over-the-counter market are valued at the last reported bid

price.

For fair value measurements a disclosure presentation, levels 1 through 3 have been assigned to
the fair value measurement of investments. The fair value measurement is determined as follows:

Level 1 — quoted prices in an active market for identical assets.

Level 2 — quoted prices for similar assets and market-corroborated inputs.

Level 3 — the organizations” own assumptions about market participation, including
assumptions about risk, deveioped based on the best information available in the

circumstances.

The composition of investments at June 30, 2015 and 2014 is as follows:

2015 2014

Stocks (Level 1) $ 31,001,196 $ 35,031,012
Bonds (Level 1) 10,263,628 8,356,380
Cash and money market (Level 1) 100,999
Bank deposits (Level 1) 455,806 454,652

41,821,629 43,842,044
Annuity and life insurance policies (Level 2) 1,228,935 1,267,819
Investment interest in limited partnership (Level 3) 390,092
Real estate owned (Level 3) 4,320 4,320
Total investments $ 43,444.976 $ 45,114,183
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HOLLENBECK PALMS

NOTES TO FINANCIAL STATEMENTS
For The Years Ended June 30, 2015 and 2014

NOTE 5 - INVESTMENTS: (continued)

A reconciliation of the change in assets measured at fair value using significant unobservable
inputs (Level 3) is as follows:

Fair Value Measurements
Using Significant

Unobservable Inputs (Level 3) July 1, 2014 Additions Dispositions June 30, 2015
Investment interest in limited partnership $ $ 390,092 $ $ 390,092
Real estate owned 4,320 4,320

$ 4320 $ 390,092 $ - $ 394,412

The investment interest in limited partnership was measured based on the actual sales price
effected in July 2015.

Investment income and gains for investments for the years ended June 30, 2015 and 2014 are
composed of the foliowing:

2015 2014
Dividend and interest income $ 1,102,169 $ 1,178,009
Realized gains on sales of investments, net 2,173,335 1,514,192
Less fees (90,415) (90.350)
Net investment income included in operations 3,185,089 2,601,851
Unrealized gains {1.406,309) 2,228.369
Net investment income $ 1,778,780 $ 4,830,220
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HOLLENBECK PALMS

NOTES TO FINANCIAL STATEMENTS
For The Years Ended June 30, 2015 and 2014

NOTE 6 - PROPERTY AND EQUIPMENT:

Property and equipment at June 30, 2013 and 2014 consist of the following:

2015 2014

Land $ 6,766 $ 6,766
Buildings and improvements 39,937,482 39,789,676
Furniture and equipment 5,758,700 5,702,842
Vehicles 317,360 313,422
Cemetery lots 21,326 21,326

46,041,634 45,834,032
Less accumulated depreciation (20,414,846) (19,338,000)

25,626,788 26,496,032
Consiruciion in progress 2,215,247 683,025

$ 27,842,035 $§ 27,179,061

Depreciation expense for the years ended June 30, 2015 and 2014 was $1,192,885 and
$1,182,497.

NOTE 7 - RETIREMENT PLANS:

Effective January 1, 2009 the Retirement Plan for the Employees of Hollenbeck Palms (the Plan)
was amended. The amendment changed the noncontributory traditional Defined Benefit Plan to a
noncontributory Cash Balance Pension Plan (CBPP). The Plan is subject to the provisions of the
Employees Retirement Income Security Act of 1974 (ERISA). Participants over 50 years of age
with at least 15 years of service as of January 1, 2009 were grandfathered. This sub-group of
grandfathered participants will receive a Special Annual Accrual contribution which is
determined using the traditional Defined Benefit Plan formula. Active participants who are not a
part of the sub-group will receive contribution credits equal to 5% of their annual salary along
with interest at the 30 year Treasury Bond Rate, imputed on their beginning balance. In addition,
all Plan participants are credited with their present value of accrued benefit under the traditional
Defined Benefit Plan.

For benefits accrued prior to January 1, 2009, a participant's interest becomes fully vested after
completion of five years of service. For benefits accrued on or after January 1, 2009, a

participant’s interest becomes fully vested after completion of three years of service.

As of January 1, 2009 the Plan has been frozen and there will be no new entrants.
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HOLLENBECK PALMS

NOTES TO FINANCIAL STATEMENTS
For The Years Ended June 39, 2015 and 2014

NOTE 7 - RETIREMENT PLANS: (continued)

The Palms has established a separate qualified trust, under IRC Section 401 for the Plan. The
assets of the Plan may only be distributed to plan participants, and therefore, they are not
included in these financial statements. Plan assets are invested in cash and debt and equity
securities whose values are subject to fluctuations of the securities markets. Changes in these
values attributable to the differences between actual and assumed returns on plan assets are
defined as unrecognized gains or losses and are included in the determination of the net pension

expense over time.
The Palms uses a June 30 measurement date for its plan.

A summary of the plan, amounts reflected in the statements of financial position, and the
components of net periodic pension cost as of the date of the latest valuation is as follows:

Change in benefit obligation:
Benefit obligation - beginning of year

2015

2014

§ 7279393

$ 7,087,322

Service cost 345,891 359,176
Interest cost 314,809 327,347
Benefits paid (1,804,483) (792.256)
Actuarial loss 17.964 297.804
Benefit obligation - end of year $_ 6.153.574 $_7.279.393
Change in plan assets:
Fair value of assets - beginning of yzar $ 7,010,174 $ 6,316,790
Actual return on plan assets 235,061 1,048,140
Employer contribution 362.550 437,500
Benefits paid (1.804.483) (792,256)
Fair value of assets - end of year $ . 5.803,302 $§_7.010.174
Funded status § (350.272) $_ (269.219)




HOLLENBECK PALMS

NOTES TO FINANCIAL STATEMENTS
For The Years Ended June 30, 2015 and 2014

NOTE 7 - RETIREMENT PLANS: (continued)

2015 2014

Amounts recognized in the statement of

financial position are included in:
Accounts payable and accrued liabilities $ __(350.272) $ (269219

Amounts recognized in accumulated

unrestricted net assets consist of*
Actuarial loss § 1.213.584 S 950429

Source of change in the statement of

net activities consist of:
(333.711)

&3

Actuarial {gain) loss arising during period 5 263,105

Components of net periodic benefit cost:

Service cost $ 345,891 S 359,176
Interest cost 314,809 327,347
Expected return on plan assets (498,549) (461,897)
Amortization of prior service cost N/A N/A
Amortization of loss 18.297 45,272
Benefit obligation - end of year $ 180.448 $_269.898

Accumulated Benefit Obligation

The accumulated benefit obligation for the Palms was $6,153,574 and $7,279,393 at June 30,
2015 and 2014, respectively. Accounting principles generally accepted in the United States of
America require the recognition of an additional liability in the amount of the unfunded
accumuiated benefit obligation, with an equal amount to be recognized as an intangibie asset,
provided that the asset recognized shall not exceed the amount of unrecognized prior service cost
and unrecognized transition obligation. Any additional amounts are charged to unrestricted net
assets.
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HOLLENBECK PALMS

NOTES TO FINANCIAL STATEMENTS
For The Years Ended June 30, 2015 and 2014

NOTE 7 - RETIREMENT PLANS: (continued)

Accumulated Benefit Obligation (continued)

Weighted-average assumptions used to determine benefit obligations at June 30, 2015 and 2014,
are as follows:

2015 2014
Discount rate (on benefit obligations) 4.50% 4.50%
Expected long-term rate of return on plan assets 7.00% 7.25%
Rate of compensation increase 3.00% 3.00%

Weighted-average assumptions used to determine net periodic pension cost at June 30, 2015 and
2014, are as follows:

2015 2014
Discount rate (on net periodic costs) 4.50% 4.75%
Expected long-term rate of return on plan assets 7.25% 7.25%
Rate of compensation increase 3.00% 3.00%

The Palms employs a vigorous process to determine the estimates of expected long-term rate of
return on assets. The estimates are primarily driven by actual historical asset-class returns and
advice from external actuarial firms while incorporating specific assets-class risk factors, such as
the variation of the annual rate of return as compared to the average expected rate of return.

The Plan invests primarily in asset categories with sufficient size, liquidity, and cost efficiency to
permit investments of reasonable size. The Plan invests in asset categories that provide
diversification benefits and are easily measured. Maximum and minimum holding ranges for each
of these asset categories are set by the Board of Trustees. The current target allocations for cash
management, equity, and fixed income are 5%, 60%, and 35%, respectively. Actual asset
allocation within these approved ranges is based on a variety of economic and market conditions
and consideration of specific asset category risk. To assess the Plan's investment performance. a
long-term asset allocation policy benchmark has been established.
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HOLLENBECK PALMS

NOTES TO FINANCIAL STATEMENTS
For The Years Ended June 30, 2015 and 2014

NOTE 7 - RETIREMENT PLANS: (continued)

Contributions

The Palms expects to contribute to the Plan the ERISA recommended amount of approximately
$300,000 in the next year.

Estimated Future Benefit Payments

The estimated future benefit payments are as follows:

Years beginning July 1,

2016 $ 516,381
2017 392,469
2018 440,638
2019 364,670
2020 406,748
2021-2025 2,497,495

Amount Expected to be Recognized in Net Periodic Benefit Costs

The estimated net actuarial loss that will be amortized from changes in unrestricted net assets into
net periodic benefit cost in the year ended june 30, 2016 is $51,705.

Deferred Compensation Plan

On September 1, 2005, a nonqualified deferred compensation plan covering management or
highly compensated employees as defined by ERISA was adopted by the Board of Trustees. This
plan is not intended to be a qualified plan under Section 401(a) of the IRC. but is referred to as an
‘eligible plan' pursuant to Section 457(b) of the IRC. The expense associated with this 457(b) plan
was $44,031 and $50,820 in 2015 and 2014, respectively. The contributions to this plan are set
aside in a grantor trust, but remains subject to the claims of creditors until distributed to the

participants or beneficiaries.

401 (k) Plan

The Palms has a 401(k) defined contribution plan, which covers employees with one year of
service and who work at least 1,000 hours per year. The Palms contributes 10% of each
employee's contributions. Employer contributions for the years ended June 30, 2015 and 2014,
were $25,068 and $22.639, respectively.



HOLLENBECK PALMS

NOTES TO FINANCIAL STATEMENTS
For The Years Ended June 30, 2015 and 2014

NOTE 8 - CONTINGENCIES:

Workers' Compensation Self-Insurance

Effective December 12, 2002, the Palms entered into a contractual agreement to form Guardian
Comp, Inc., which, through its risk-sharing provisions, provides insurance coverage for workers'
compensation liability exposure. Guardian Comp, Inc. is a multi-organization insurance company
for long-term care organizations incorporated under the laws of the state of California.

Guardian Comp, Inc. provides occurrence-based insurance coverage using a combination of self-
insured retentions and excess commercial insurance coverage. Guardian Comp, Inc. has engaged
the services of a professional actuarial consultant for the determination of premiums to be
assessed to participants under the plan coverage. As a self-insurance administrator, Guardian
Comp, Inc. enables risk sharing among participating long-term care organizations. The
participants are required to pay assessed premiums. Insurance expense under the Guardian Comp,
Inc. amounting to approximately $543,725 and $461,967 in 2015 and 2014, respectively.

Litigation
The Palms is, from time to time, subject to litigation and claims arising in the normal course of

business. In the opinion of managemert, the ultimate resolution of legal proceedings will not
have a material adverse effect on the Palms' financial statements.

NOTE 9 - LONG TERM DEBT:

On February 16, 2007, the Palms issued $28,000,000 of Revenue Bonds to finance construction
of the Magnolia Court project. The Bonds are payable beginning February 1, 2010, with annual
payments scheduled through February 1, 2037. One sixth of the amount of interest due on the
succeeding interest payment date plus one twelfth of the principal dvue on the succeeding
principal payment date shall be paid by the last business day on or prior to the 20th of each month
to the Trustee. Interest rates range from 4.15% to 5.59%.

In February 2009, the Palms extinguished $3,000,000 of the bond debt, realizing a gain of
$1,019,982. In August 2010, the Palms extinguished $400,000 of the bonded debt prior to debt
maturity of February 2011, realizing a gain of $17,994.

A Reserve Fund was established in the amount of $1,769,630 to make any principal and interest
payments if a shortage occurs in the required payments. As a result of the redemption, the reserve
was reduced to $1,626,635. The balances as of June 30, 2015 and 2014 have increased by interest

earned and adjusted for changes in fair value.
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HOLLENBECK PALMS

NOTES TO FINANCIAL STATEMENTS
For The Years Ended June 30, 2015 and 2014

NOTE 9 - LONG TERM DEBT: (continued)

The Bonds are secured by an insurance policy issued by Radian Asset Assurance, Inc. The bonds
are further secured by the Magnolia Court project and the existing facilities, assignment of rents,
and a security agreement. The sale agreement requires the Palms to comply with various
covenants, conditions and restrictions.

The following table sets forth the amounts required to be made available at the principal payment
date, for the payment of interest with respect to the Bonds and for the principal due, interest and
total payments with respect to the Bonds:

Debt Service Due  Principal Payments Due Interest Components
Fiscal Year Ended Within Fiscal Year Due Within Fiscal Year Total Payments

2016 A 635.000 i 984,201 $ 1,019,201
2017 665.000 957,849 1,622,849
2018 695,000 526,919 1,624,919
2019 720.000 900,381 1,620,381
2020 755.000 869.421 1,624,421
Thereafter 18,345,000 8,578,339 26,923,339
Totals $ 21,815,000 $ 13,220,110 $ 35,035,110

The fair value of bonds payable with fixed interest rates is based on rates assumed to be currently
available for bond issues with similar terms and average maturities (level 2 fair value
measurements). The estimated fair value of these bonds payable at June 30, 2015 and 2014
approximated $20,332,463 and $20,282,409, respectively. The carrying amounts of these bonds
payable at June 30, 2015 and 2014 were $21.815,000 and $22,420.,000, respectively.

Private Financing Bonds
On July 17, 2014, the Palms issued $10,000,000 in private financing bonds to finance the
renovation of the skilled nursing facility. The bonds are payable beginning February 1, 2015, with

annual payments scheduled through February 1, 2044,

The bonds have a 4.58% fixed rate of interest. Revenues are pledged to punctual payment of bond
principal and interest.
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HOLLENBECK PALMS

NOTES TO FINANCIAL STATEMENTS
For The Years Ended June 30, 2015 and 2014

NOTE 9 - LONG TERM DEBT: (continued)

Private Financing Bonds (continued)

The following table sets forth the amounts required to be made available at the principle payment
date, for the payment of interest with respect to the Bonds and for the principal due, interest and
total payments with respect to the Bonds:

Debt Service Due  Principal Payments Due Interest Components Due

Fiscal Year Ended Within Fiscal Year Within Fiscal Year Total Payments
2016 $ $ 458,000 $ 458,000
2017 180,000 458,000 638,000
2018 190,000 449,756 639,756
2019 200,000 441,054 641,054
2020 205,000 431,894 636,894
Thereafter 9,225,000 6,168,802 15,393,802
Totals $ 10,000,000 $ 8,407,506 $ 18,407,506

The fair value of bonds payable with fixed interest rates is based on rates assumed to be currently
available for bond issues with similar terms and average maturities (level 2 fair value
measurements). The carrying value at June 30, 2015 was $10,000,000 which approximated fair

value.

NOTE 10 - REDEVELOPMENT PLAN OBLIGATION (AB 1169 Disclosure):

The bonded debt issuance of $28,000,000 was primarily designated for the Magnolia Court
project, which was completed in 2009. The bonded debt issuance of $10,000,000 is primarily
designated for the skilled nursing facility renovation project. This and other master plan projects
are designed to meet the needs of the organization by providing additional housing and facilities
for residents, which is consistent with the Palms’ tax exempt status.

As of June 30, 2015, related to the Magnolia Court project, $24.690,346 had been expended for
construction costs, $1,683,019 had been expended to pay bond issuance costs and $6,215,000 had
been expended to retire debt. A balance of $1,626,702, including additional interest income,
remains for future debt service payments. As of June 30, 2015, related to the skilled nursing
facility renovation project, $1,532,213 has been expanded for project costs. In addition, as of
June 30, 2015, the Board had designated $8,006,531 of unrestricted net assets including debt
financing proceeds, for project costs. $801,790 is reserved for future debt service payments. As
of June 30, 2015, the Palms was committed under construction agreements for the skilled nursing
facility renovation project totaling approximately $6,200,000.
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NOTES TO FINANCIAL STATEMENTS
For The Years Ended June 30, 2015 and 2014

NOTE 11 - ENDOWMENT RESTRICTED ASSETS:

The Palms’ endowment consists of funds established to provide life care membership for seniors
whose limited resources prevent their entry into the Palms without such assistance.

Interpretation of Relevant Law

The Board of Trustees of the Palms follows the Uniform Prudent Management of Institutional
Funds Act (UPMIFA) in determining the fair value of the donor-restricted endowment fund
absent explicit donor stipulations. As a result, the Palms classifies as permanently restricted net
assets (a) the original value of gifts donated to the permanent endowment, (b) the original value
of subsequent gifts to the permanent endowment, and (c) accumulations to the permanent
endowment made in accordance with the direction of the applicabie donor gift instrument at the
time the accumulation is added to the fund. The remaining portion of the donor-restricted
endowment fund that is not classified in permanently restricted net assets is classified as
temporarily restricted net assets until those amounts are appropriated for expenditure by the
Palms in a manner consistent with the standard of prudence prescribed by UPMIFA.

In accordance with UPMIFA, the Palms considers the following factors in making a
determination to appropriate or accumulate donor-restricted endowment funds:

(1)  The duration and preservation of the fund

(2) The purposes of the organization and the donor-restricted endowment fund
(3) General economic conditions

(4) The possible effect of inflation and deflation

(5) The expected total return from income and the appreciation of investments
(6) Other resources of the organization

(7) The investment policies of the organization.

Endowment Composition and Changes in Endowment Net Assets

Endowment net asset composition by type of fund as of June 30, 2015 and 2014 consisted of
donor-restricted endowment funds; temporarily restricted subject to purpose restrictions of
$1,305,932 and $1,222,627, respectively, and permanently restricted by explicit donor stipulation
of $773.323. Changes in endowment net assets are reported in the statement of activities as
temporarily restricted or permanently restricted activities as appropriate.

Funds with Deficiencies

From time to time, the fair value of assets associated with individual donor-restricted endowment
funds may fall below the level that the donor or UPMIFA requires the Paims to retain as a fund of
perpetual duration. In accordance with GAAP, deficiencies of this nature are reported in
unrestricted net assets when applicable. There were no such deficiencies as of June 30, 2015 or
2014.
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NOTES TO FINANCIAL STATEMENTS
For The Years Ended June 30, 2015 and 2014

NOTE 11 - ENDOWMENT RESTRICTED ASSETS: (continued)

Return Objectives, Risk Parameters and Strategies Employed for Achieving Objectives

The Palms has adopted investment and spending policies for endowment assets that attempt to
provide a predictable stream of funding to the program supported by its endowment while seeking
to maintain the purchasing power of the endowment assets. Endowment assets include those
assets of donor-restricted funds that the Palms must hold in perpetuity. Under this policy, as
approved by the Board of Trustees, the endowment assets are invested in a manner that is
intended to preserve and protect the assets by earning an appropriate return on the investments.

Spending Policy

The Palms has established a formal spending policy. Appropriations will be made only from
accumulated investment earnings maintained as temporarily restricted net assets based on
residents’ financial needs. Endowment principal (permanently restricted net assets) will not be
invaded for any purpose. As such, the Board of Trustees considers all relevant factors annually in
determining the amount appropriated for expenditures. This is consistent with the Palms’
objective to maintain the purchasing power of the endowment assets held in perpetuity as well as
to provide additional real growth through investment return.

Temporarily Permanently
Restricted Restricted Total

Endowment net assets, June 30, 2013 $ 977,586 $ 773,323 § 1,750,909

Investment income 59,049 59,049

Net appreciation (realized and unrealized) 185,992 185,992
Endowment net assets, June 30, 2014 1,222,627 773,323 1,995,950

Investment income 99,789 99,789

Net appreciation (realized and unrealized) (16,484) (16,484)
Endowment net assets, June 30, 2015 $ 1.305.932 § 773323  $ 2,079,255
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NOTES TO FINANCIAL STATEMENTS
For The Years Ended June 30, 2015 and 2014

NOTE 12 - PATIENT SERVICE REVENUE:

A substantial portion of the Palms’ revenue for health care services is provided on behalf of
patients under Medi-Cal and Medicare programs. The major sources of revenue are as follows:

2015 2014

Patient service revenue:

Medi-Cal program $ 5,608,144 $ 4,589,724
Medicare program 2,290,361 2,731,078
Other 3,424,947 3,514,381
Total patient service revenue 11,323,452 10,835,183
Less contractual provisions (4,096,947) (3,519,903)
Less bad debt expense;:

Medi-Cal program (129,853) (70,418)
Medicare program (173,138) (80,661)
Other (28,270) (88,524)
Total bad debt expense (331,261) (239,603)
Met patient service revenue $ 6,895,244 $ 7,075,677

For the year ended June 30, 2015, the Palms derived 36% of its patient service revenue from
Medi-Cal, 20% from Medicare and 45% from other sources. For the year ended June 30, 2014,
the Palms derived 30% of its patient service revenue from Medi-Cal, 24% from Medicare and
46% from other sources. The aggregate amount due from Medi-Cal and Medicare at June 30,
2015 and 2014, is $1,032,910 and $1,371,043, respectively.

Funds received from the Medi-Cal and Medicare programs are subject to governmental audit,

which could result in retroactive adjustments. At this time, management is not aware of any
ongoing or pending audits.
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NOTES TO FINANCIAL STATEMENTS
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NOTE 13 - CLASSIFICATION OF EXPENSES:

Programs
Board and Skilled Nursing

2015 Care Facility Total

Resident care $ - $ 5,270,998 $§ 5,270,998
Assisted resident living 747,697 - 747,697
General and administrative 2,652,314 1,496,051 4,148,365
Engineering and plant 839,610 236,813 1,076,423
Dietary 1,489,751 840,170 2,329,921
Housekeeping 609,709 171,969 781,678
Depreciation 930,450 262,435 1,192,885
Bond interest 999,714 - 999,714
Members' interest 170,208 - 170,208
Total expenses $ 8,439,453 $__ 8278436 $ 16,717,888

Programs
Board and Skilled Nursing

2014 Care Facility Total

Resident care $ - $ 5,282,398 $ 5,282,398
Assisted resident living 694,410 - 694,410
General and administrative 2,335,071 1,557,675 3,892,746
Engineering and plant 802,270 226,281 1,028,551
Dietary 1,373,037 915,784 2,288,821
Housekeeping 561,143 158,271 719,414
Depreciation 922,348 260,149 1,182,497
Bond Interest 1,029,544 - 1,029,544
Members' interest 187,988 . 187,988
''otal expenses $ 7,905,811 $ 8,400,558 $ 16,306,369
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CONTINUING CARE
CONTRACTS BRANCH

1. The annual reserve reports and any amendments thereto are correct to the best of my knowledge.

CERTIFICATION BY CHIEF EXECUTIVE OFFICER
Fiscal Year Ended June 30, 2015

2. Each continuing care contract form in use for new residents has been approved by the California
Department of Social Services.

3. The provider is maintaining the required liquid reserve and, if applicable, refund reserve.

Nl B b

Wililiam G. Heideman
President
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CONTINUING CARE
CONTRACTS BRANCH

INDEPENDENT AUDITORS' REPORT

Board of Trustees
Hollenbeck Palms

We have audited the accompanying continuing care reserve report ("Reports”) of Hollenbeck Palms, a California
Not-For-Profit Corporation, (the "Organization") as of the year ended June 30, 2015. These Reports are the
responsibility of the Organization's management. 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 the audit to obtain reasonable assurance about whether the Reports
are free of material misstatement. An audit includes consideration of internal control over financial reporting as a
basis for designing audit procedures that are appropriate in the circumstances, but not for the purpose of expressing
an opinion on the effectiveness of the Organization's internal control over financial reporting. Accordingly, we
express no such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts and
disclosures in the Reports, assessing the accounting principles used and significant estimates made by the
Organization's management, as well as evaluating the overall presentation of the Reports. We believe that our audit
provides a reasonable basis for our opinion.

The accompanying Reports were prepared for the purpose of complying with California Health and Safety Code
Section 1792 and are not intended to be a complete presentation of the Organization's assets, liabilities, revenues and
expenses.

In our opinion, the Reports present fairly, in all material respects, the liquid reserve requirements of the Organization
as of June 30, 2015, in conformity with the report preparation provisions of California Health and Safety Code
Section 1792.

This report is intended solely for the use of the Organization and for filing with the California Department of Social
Services and is not intended to be and should not be used for any other purpose. However, this report is a matter of
public record and its distribution is not limited.

{/’w& P %@y&! odt%w o™
VICENTI, LLOYD & STUTZMAN LLP
October 19, 2015
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2210 E. Route 66, Ste. 100, Glendora, CA 91740 ¢ T1e 626.857.7300 ¢ rx 626.857.7302
915 Wilshire Boulevard, Ste. 2250, Los Angeles, CA 90017 ¢ 1 213.550.5422
Email INFO@VLSLLP,COM ¢ Web WWW.VLSLLP.COM



FORM 1-1
RESIDENT POPULATION

Line Continuing Care Residents TOTAL
[1 Number at beginning of fiscal year 219
[2] Number at end of fiscal year - 231
[3] Total Lines 1 and 2 450
[4] Multiply Line 3 by ".50" and enter result on Line 5. x .50
[5] Mean number of continuing care residents 225]
All Residents
[6] Number at beginning of fiscal year 219
[7] Number at end of fiscal year 231
[8] Total Lines 6 and 7 450
[9] Multiply Line 8 by ".50" and enter result on Line 10. x .50
[10] Mean number of all residents 225]
Divide the mean number of continuing care residents
(1] (Line 5) by the mean number of al/ residents (Line 10) 1.00
and enter the result (round to two decimal places).
FORM 1-2
ANNUAL PROVIDER FEE
Line TOTAL
[1] Total Operating Expenses $16,717,888
[a] Depreciation $1,192,885
[b] Debt Service (Interest Only) ~ $999,714
[2] Subtotal (add Line 1a and 1b) $2,192,598
[3] Subtract Line 2 from Linz 1 and enter result. $14,525,290
[4] Percentage aliocated to continuing care residents (Form 1-1, Line 11) 100%
[5] Total Operating Expense of Continuing Care Residents
{multiply Line 3 by Line 4) $14,525,290
[6] Total Amount Due (multiply Line 5 by .001) $14,525
PROVIDER:  HOLLENBECK PALMS
COMMUNITY: HOLLENBECK PALMS -
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HOLLENBECK PALMS
TWO-WAY RECONCILIATION IN SUPPORT OF FORM 5-1
For the fiscal year ended June 30, 2015

AMOUNTS FROM FINANCIAL STATEMENTS

Total cash paid for bond interest expense
As reported on Form 5-1 $ 1,010,794

Amount of cash paid reducing accrued
interest expense for amounts accrued
in prior year (421,164)

Increase to accrued interest expense
(5 months accrual of 6 months interest

due for February to July 2015) 410,084
Bond interest expense per
Statement of Activities, Page 4: $ 999,714
Take the next year's interest component X 5/12 984,201
5
12
410,084
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HOLLENBECK PALMS
TWO-WAY RECONCILIATION IN SUPPORT OF FORM 5-2
For the fiscal year ended June 30, 2015

AMOUNTS FROM FINANCIAL STATEMENTS

Total cash paid for bond interest expense
As reported on Form 5-2 $ 246,811

Amount of cash paid reducing accrued
interest expense for amounts accrued
in prior year -

Increase to accrued interest expense
(5 months accrual of 6 months interest

due for February to July 2015) 190,833
Less: bond interest capitalized in fixed assets
during construction period (437,644)
Bond interest expense for this issue per
Statement of Activities, Page 4: $ 0
Take the next year's interest component X 5/12 458,000
5
12
190,833
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Provider Name:
Fiscal Year Ended:

FORM 5-5
ANNUAL RESERVE CERTIFICATION

HOLLENBECK PALMS

~06/30/15

We have reviewed our debt service reserve and operating expense reserve requirements as of, and for the

fiscal year ended

06/30/15

and are in compliance with those requirements.

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

(]
[2]

[3] Total Liquid Reserve Amount: [

Debt Service Reserve Amount

Amount
$2,073,794

Operating Expense Reserve Amount

$2,982,372

$5,056,166|

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

[4]
3]
(6]
{71
(8]
9]
{101

Signature:

Qualifying Asset Description

Cash and Cash Equivalents

Amount
(market value at end of quarter)

Debt Service Reserve Operating Reserve

2,428,492 11,791,663

Investment Securities

10,263,628

Equity Securities

31,001,196

Unused/Available Lines of Credit

Unused/Available Letters of Credit

Debt Service Reserve

(not applicable)

Other:

(describe qualifying asset)

Total Amount of Qualifying Assets
Listed for Reserve Obligation: [11]

Reserve Obligation Amount: [13]

Surplus/(Deficiency): [15]

{Authorized Representative)

(Title)

10

2,428,492 [iZ] 53,056,487

2,073,794 [14] 2,982,372

354,698 [16] 50,074,115
Date:




HOLLENBECK PALMS
TWO-WAY RECONCILIATION IN SUPPORT OF FORM 5-5
For the fiscal year ended June 30, 2015

Debt
Service Operating
Reserve Reserve Total
AMOUNTS FROM FINANCIAL STATEMENTS:
Cash and cash equivalents, per Statement of Financial Position 14,220,155
Allocated to Debt Service Reserve, Line [4] 2,428,492 2,428,492
Allocated to Operating Reserve, Line [4] 11,791,663 11,791,663
Total Cash and cash equivalents on Form 5-5 2428492 11,791,663 14,220,155
Investments, per Statement of Financial Position 43,444,976
Components of Investments, per Footnote #5
Bonds (Investment Securities), Form 5-5, Operating Reserve, Line [5] 10,263,628 10,263,628
Stocks (Equity Securities), Form 5-5, Operating Reserve, Line [6] 31,001,196 31,001,196
Cash and Money Market (restricted use; not regorted on Form 5-5) 100,999
Bank Deposits (restricted use; not reported on Form 5-5) 455,806
Investment in limited partnership (restricted use; not report on Form 5-5) 390,092
Real Estate Owned (restricted use; not reported on Form 5-5) 4,320
Annuity & Life insurance policies (restricted use; not reported on Form 5-5) 1,228,935
Total Investments - 41,264,824 43,444,976
Total Amount of Qualifying Assets, Line [11] 2,428,492 53,056,487

11



RECEWE

CONTINUING CARE RETIREMENT COMMUNITY

DISCLOSURE STATEMENT CONTINUING CARE
GENERAL INFORMATION TRACTS BRANCH
FACILITY NAME: HOLLENBECK PALMS
ADDRESS: 573 8. BOYLE AVENUE, LOS ANGELES, CA 90033 PHONE:  (323) 263-6195
PROVIDER NAME: HOLLENBECK PALMS FACILITY OPERATOR: N/A
RELATED FACILITIES: N/A RELIGIOUS AFFILIATION: N/A
YEAR OPENED: 1895 NO. OF ACRES: _ 8 MULTI-STORY: _ Y SINGLE STORY: N/A BOTH: N/A
MILES TO SHOPPING CTR: 3 MILES TO HOSPITAL: 1 -
NUMBER OF UNITS
INDEPENDENT LIVING HEALTH CARE
APARTMENTS - STUDIO 59 ASSISTED LIVING SERVICES AVAILABLE
APARTMENTS - 1 BDRM 64 SKILLED NURSING 106
APARTMENTS - 2 BDRM 22 SPECIAL CARE
COTTAGES/HOUSES DESCRIBE SPECIAL CARE:
% OCCUPANCY AT YEAR END 96%
TYPE OF OWNERSHIP: [XINOT FOR PROFIT [ ]JFOR PROFIT ACCREDITED: y N
FORM OF CONTRACT: [JuFe cARe [XJCONTINUING CARE [X]FEE FOR SERVICE
[XJASSIGN ASSETS Oeaurry [XIENTRY FEE [CJRENTAL
REFUND PROVISIONS (check all that apply): 85% [ 75%[] 50%[X]PRORATED TO 0% [JoTHER:
RANGE OF ENTRANCE FEES: $ 38150 TO § 913479 LONG-TERM CARE INSURANCE REQUIRED? [] Y N
ENTRY REQUIREMENTS: MIN. AGE: 65 PRIOR PROFESSION: N/A OTHER: N/A
'RESIDENT REPRESENTATIVE ON THE BOARD (briefly describe their involvement):
Attends all board meetings and sub-committee meetings and a member of Residents Executive Council
FACILITY SERVICES AND AMENITIES
COMMON AREA AMENITIES SERVICES AVAILABLE
FEE FOR INCLUDED FOR EXTRA
AVAILABLE SERVICE IN FEE CHARGE
"BEAUTY/BARBER SHOP HOUSEKEEPING TIMES/MONTH
‘BILLIARD ROOM Y NUMBER OF MEALS/DAY [20r3
'BOWLING GREEN SPECIAL DIETS AVAILABLE
'CARD ROOMS Y
' CHAPEL 24-HOURS EMERGENCY RESPONSE [y
COFFEE SHOP ACTIVITIES PROGRAM Y
'CRAFT ROOMS Y ALL UTILITIES EXCEPT PHONE Y
“EXERCISE ROOM Y APARTMENT MAINTENANCE
GOLF COURSE ACCESS CABLE TV Y
.LIBRARY Y LINENS FURNISHED N
PUTTING GREEN Y LINENS LAUNDERED
SHUFFLEBOARD MEDICATION MANAGEMENT
“SPA NURSING/WELLNESS CLINIC
‘SWIMMING POOL-INDOOR [N PERSONAL NURSING/HOME CARE N
“SWIMMING POOL-OUTDOOR (N TRANSPORTATION-PERSONAL Y
TENNIS COURT N TRANSPORTATION-PREARRANGED [N Y
WORKSHOP OTHER

OTHER COMPUTER ROOM, PHARMACY

Al providers are required by Health 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-facility 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.

12



PROVIDER NAME: HOLLENBECK PALMS

FYE FYE FYE FYE
INCOME FROM ONGOING OPERATIONS 2012 2013 2014 2015
OPERATING INCOME
(excluding amortization of entrance fee income) ~ § 14,562,411 $ 15644554 $ 15493534 $  15468,833
LESS OPERATING EXPENSES
(excluding depreciation, amortization & interest) $ (15,780,714) $  (13,681,136) $ (13,906,339) $ (14,355,081)
NET INCOME FROM OPERATIONS $ (1,218,303) $ 1,963,418 $ 1,587,195 $ 1,113,752
LESS INTEREST EXPENSE $ 1,090,196 $ (1,060,708) $  (1,029,544) $ (999,714)
PLUS CONTRIBUTIONS $ 1,286,823 $ 3,613,021 $ 1,250,773 $ 954,980
PLUS NON-OPERATING INCOME(EXPENSES)
(excluding extraordinary items) $ 1,515,772 $ 4,221,028 $ 4,971,047 $ 2,613,600
NET INCOME(LOSS) BEFORE ENTRANCE FEES,
DEPRECIATION AND AMORTIZATION $ 6,804,773 $ 10,161,788 $ 6,779,471 $ 3,682,618
NET CASH FLOW FROM ENTRANCE FEES
(total deposits less refunds) $ 1,529,800 $ 2,554,620 $ 2,076,300 $ 2,197,176
DESCRIPTION OF SECURED DEBT AS OF MOST RECENT FISCAL YEAR END
OUTSTANDING INTEREST DATE OF DATE OF
LENDER BALANCE RATE ORIGINATION MATURITY PERIOD
California Statewide 21,815,000 4.1% - 5.59% 02/23/2007 01/10/2037 30 Year
Communities 10,000,000 4.58% 07/01/2014 02/01/2044 30 Year
Development
Authority
FINANCIAL RATIOS (Based on CCAC Formulas)
2013 CCAC MEDIANS 2013 2014 2015
50TH PERCENTILE
(optional)
DEBT TO ASSET RATIO 0.2944 0.2791 0.3518
OPERATING RATIO 0.88 0.91 0.94
DEBT SERVICE COVERAGE RATIO 4.29 2.33 1.68
DAYS CASH-ON-HAND RATIO 1,080 1,175 1,287
HISTORICAL MONTHLY SERVICE FEES
AVERAGE FEE AND PERCENT CHANGE
2012 % 2013 % 2014 % 2015
STUDIC $ 2,240 | 4.02%| % 2,330 | 451%|% 2435 3.49%| % 2,520
ONE BEDROOM $ 2615 | 4.02%| $ 2720 | 4.41%!% 2840 | 3.49%| $ 2,939
TWO BEDROOM b 3,328 | 4.00%| $ 3459 | 451%| % 3615 | 4.01%| $ 3,760
COTTAGE/HOUSE $ - 0.00%] $ - 0.00%]| $ - 0.00% $ -
ASSISTED LIVING $ 1,502 | 3.99%| § 1,662 | 4.48%]| % 1632 | 3.49%( $ 1,689
SKILLED NURSING $ 2711 517%( $ 285 | 4.56%($ 298 | 4.03%| $ 310
SPECIAL CARE $ - 0.00%] $ - 0.00%] % - 0.00%{ $ -

COMMENTS FROM PROVIDER:

13




(1)

2)

3)

(4)

()

FORM 7-1
REPORT ON CCRC MONTHLY SERVICE FEES

REDISENTIAL ASSISTED SKILLED
LiVING LIVING NURSING

Monthly Service Fee At $2,540 $633 $6,810
beginning of reporting period: To To To
(indicate range, if applicable) $8,101 $2,868 $12,360
Indicate percentage of
increase in fees imposed 4.0% 4.0% 4.0%
during reporting period: To To To
(indicate range, if applicable) 4.0% 4.0% 4.0%

I:] Check here if monthly service fee 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)

Indicate the date the fee increase was impiamented: July 1, 2015
(If more than 1 increase was implemented, indicate the dates for each increase.)

Check each of the appropriate boxes:

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

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

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.

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.

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

DThe 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.

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

14



METHODOLOGY USED TO CALCULATE ADJUSTMENTS IN MONTHLY CARE FEES

Monthly care fees are adjusted annually in connection with the preparation of the Revenue and Expense
Budget for the coming fiscal year. In addition to analyzing actual results from prior fiscal years and the
first 10 months of the current fiscal year, U.S. Financial Data obtained through reports from the St. Louis
Federal Reserve Bank is considered. This data would specially include information from the Producer
Price Index and the Employment Cost Index. The data from the U.S. Department of Labor dealing with
wage rates is also included in the budget process. Monthly care fees are adjusted according to the
conclusions drawn based on the information obtained.

15



PER CAPITA COST

Provider Name: HOLLENBECK PALMS
Fiscal Year Ended: June 30, 2015

Total Operating Cost (Form 5-4)
Mean Number of all Residents (Form 1-1)

Per Capita cost

16

16,717,888
225

74,302



| HESERESK |

The California Statewide Communities Development Authority issued Revenue bonds in
February 2007 for the purpose of financing the construction of Magnolia Court, a 32 unit
RCFE building, in Hollenbeck Palms. The underwriter is Citigroup Global Markets Inc.
and the guarantor is Radian Asset Assurance Inc. The bond funds were loaned to
Hollenbeck Palms pursuant to a loan agreement between the California Statewide
Community Development Authority, Hollenbeck Palms, and Wells Fargo Bank, the
Trustee. The funds are held in a designated fund by Wells Fargo Bank, the Trustee.
The Department of Social Services approved the project on September 13, 2006.

As of June 30, 2009, the Magnolia Court construction project was completed.

The California Statewide Communities Development Authority issued Revenue bonds in
July 2014 for the purpose of financing the construction of the skilled nursing facility. The
bond funds were loaned to Hollenbeck Palms pursuant to a loan agreement between
the California Statewide Community Development Authority, Hoilenbeck Palms, and
Wells Fargo Bank, the Trustee. The funds are held in a designated fund by Wells Fargo
Bank, the Trustee. The Office of Statewide Health Planning and Development approved
the project on March 18, 2015.

The amount of $2,073,794 on page 10 line 1 of the annual reserve certification includes
$605,000 of principal and $1,468,794 of interest paid for the bonds during the fiscal year
ending 06/30/2015. The amount of interest has been added to our reserve amount.

17
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HOLLENBECK PALMS

NOTES TO CONTINUING CARE RESERVE REPORT SCHEDULES
AS OF AND FOR THE YEAR ENDED JUNE 30, 2015

1.

MISSION STATEMENT

Hollenbeck Palms (the “Palms”) is committed to providing a means of residence for those in the
later years of their lives that encompasses a healthily environment of comfort, safety, and
enjoyment; that attends to their physical, mental, and spiritual needs; and that is quick to respond to
and assist in those needs whether immediate or long term, and to do so with great compassion,
honesty, dignity, and genuine love. The Palms is recognized by the Internal Revenue Service as a
not-for-profit corporation as described in Section 501(c) (3) of the Internal Revenue Code (“IRC™)
and is exempt from federal income taxes pursuant to Section 501(a) of the IRC.

OPERATIONS

Operations —The Palms is incorporated as a California nonprofit public benefit corporation, and
owns and operates a retirement community and skilled nursing facility in Los Angeles, California.
Residents receive residence, services and care under two plans. The facilities include approximately
146 residential units and 106 skilled nursing beds.

The Palms fulfills the need for housing by providing residential facilities that are specifically
designed to meet the physical, recreational, social and similar needs of its residents. The residents’
need for health care is provided for in the Paims’ skilled nursing care units and through the Palms’
ongoing relationship with a network of physicians, health care professionals, and local hospitals.

The residents’ need for financial security is satisfied by the Palms’ operational policy providing its
residents lifetime care at the lowest possible cost. The residents’ need for financial security is
further fulfilled by the Palms’ policy of maintaining lifetime care for residents who become unable
to pay the regular monthly fee.

Earnings of the Palms are used to improve the care provided and subsidize any residents unable to
continue making monthly service fee payments. No part of the Palms’ net earning inures, directly
or indirectly, to the benefit of any private shareholder or individual.

CONTINUING CARE RESERVE REPORT SCHEDULES

Basis of Presentation —California Health and Safety Code Section 1792 requires continuing care
contract providers to establish and maintain statutory and refund reserves to ensure financial
resources will be available to fulfill contractual obligations to residents. The continuing care
reserve report schedules (the “Schedules™), which calculate reserve requirements, are prepared in
accordance with the Annual Reserve Report Instructions provided by the State of California
Department of Social Services. The Schedules are required to be submitted annually to the
California Department of Social Services within four months of year-end.

EVIDENCE OF FIDELITY BOND

The Palms is in compliance with the fidelity bond requirement through their commercial crime
insurance policy purchased through a commercial insurance carrier.

18
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