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Certification by the provider’s Chief Executive Officer that:
The reports are correct to the best of his/her knowledge.
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& The provider is maintaining the required /iquid reserves and, when applicable, the
required refund reserve.

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

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

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

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

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

Community Care Licensing Division

Statewide Adult & Senior Care Program Office

744 P Street, MS 8-3-90

Sacramentc, CA 95814

To Whom It May Concern:

I, Adriene verson, Chief Executive Officer of Mercy Retirement and Care Center, certify that the
enclosed continuing care reserve report is correct to the best of my knowledge;

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

2) that each continuing care contract form in use for new residents has been approved by the

Department of Social Services;

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

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

Sincerely,

Adriene Iverson

Chief Executive Officer

(510) 534-8540 » FAX (510) 261-7551 * 3431 Foothill Boulevard ® Oakiand, CA 94601

“Compassionate Care for the Elderly”
www.eldercarealliance.org
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FORM 1-1

PROVIDER: Mercy Retirement and Care Center

COMMUNITY:

RESIDENT POPULATION
Line Continuing Care Residents TOTAL
[1]  Number at beginning of fiscal year !
[2]  Numberat end of fiscal year 1
(3]  Total Lines 1 and 2 2
(4]  Multiply Line 3 by “.50" and enter result on Line 5. X .50
(5] Mean number of continuing care residents I 1 1
All Residents
(6]  Number at beginning of fiscal year 155
] Number at end of fiscal year 194
(8]  Total Lines6and 7 299
91 Multiply Line 8 by “.50™ and enter result on Line 10. x.50
[10)  Mean number of all residents [ 13507
Divide the mean number of continuing care residents (Line 5) by the
[11] mean m!mber of all residents (Line 10) and enter the result (round to 0.67%
two decimal places).
FORM 1-2
Lise ANNUAL PROVIDER FEE roTAL
(1] Totl Operating Expenses (including depreciation and debt service - interest only) $14,806,145
[a] Depreciation $952,890
[b) Debt Service (Interest Only) $0
[2] Subtotal (add Line 1a and 1b) $952,890
[3] Subtract Line 2 from Line 1 and enter result. $13,853,255
{4] Percentage allocated to continuing care residents (Form 1-1, Line 11) 0.67%
{S] Total Operating Expense for Continuing Care Residents $92,816.81
(multiply Line 3 by Line 4)
(6] Total Amount Due (multiply Line 5 by .001) 250 - I for Stat

(03 - 0am0 Cem 2
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Independent Auditor’s Report

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

We have audited the accompanying consolidated financial statements of Elder Care Alliance and
Subordinate Corporations (ECA), which comprise the consolidated statements of financial position as of
June 30, 2015 and 2014, and the related consolidated statements of activities and cash flows for the years
then ended, and the related notes to the consolidated financial statements.

Management’s Responsibility for the Financial Statements

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

An audit involves performing procedures to obtsin audit evidence about the amounts and disclosures in
the consolidated 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 consolidated financial statements in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on ~
the effectiveness of the entity’s internal control. Accordingly, we express no such opinion. An audit also
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

consolidated financial statements.

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




Board of Directors
Elder Care Alliance and Subordinate Corporations

Page 2

Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of ECA as of June 30, 2015 and 2014, and the results of its operations, 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.

BED P

Springfield, Missouri
October 23, 2015



Elder Care Alliance and Subordinate Corporations

Consolidated Statements of Financial Position
June 30, 2015 and 2014
(In Thousands)

Assets
2015 2014
Current Assets
Cash $ 14,761 $ 6,442
Patient and resident accounts receivable, net of allowance;

2015 - $175, 2014 - $527 1,197 2,108
Prepaid expenses and other 493 719
Other receivables 388 11,062

Total current assets : 16,839 . 20,331
Investments and Interest in Investment Pool 31,943 24,079
Assets Limited As To Use

Internally designated 602 901
Held by mortgagee under loan agreement with HUD '

Reserve for replacements 817 678

Escrow deposits 754 785
Externally restricted by donor - cash 678 678

Total assets limited: as to use 2,851 3,042
Property and Equipment, Net 63,445 62,659 ‘
Deferred Financing Costs and Other 2;156 2,247
Assets Held for Sale - 8,682

Total assets $ 117,234 $ 121,040

See Notes to Consolidatéd Financial Statements



~ Liabilities and Net Assets

Current Liabilities
Current maturities of long-term debt
Accounts payable
Accrued expenses and other
Total current liabilities

Long-Term Debt
Asset Retirement Obligations
Deferred Revenue - Unearned Entrance Fees

Liabilities Held for Sale
Total liabilities
Net Assets
Unrestricted
Temporarily restricted
Permanently restricted

Total net assets

Total liabilities and net assets

2015 2014
1,786 2,628
1,668 1,853
3,327 3,890
6,781 8,371

83,357 100,070
636 604

- 238

- 434
90,774 109,717
19,303 3,959
3,510 3,717
3,647 3,647
26,460 11,323
117,234 121,040




Elder Care Alliance and Subordinate Corporations
Consolidated Statements of Activities
Years Ended June 30, 2015 and 2014
(In Thousands)

Revenues, Gains and Other Support

Net patient and resident service revenue
Contributions
Other revenue, net
Net assets released from restrictions for

Operations

Charity

Total revenues, gains and
other support

Expenses and Losses
Salaries and benefits
Purchased services and other
Supplies
Depreciation, amortization and other .
Interest and fees
Gain on disposal of property and
equipment
Provision for uncollectible accounts
Total expenses and losses

Operating Income (Loss)

Other Income
Interest and dividend income
Gains from investment pool
Forgiveness of debt
Total other income

Excess (Deficiency) of Revenues Over Expenses
From Continuing Operations

Discontinued Operations
Gain from discontinued operations
Excess (Deficiency) of Revenues Over Expenses

Net assets released for purchase of
property and equipment

Investment return - net change in unrealized
losses on investments

Increase (Decrease) in Net Assets
Net Assets, Beginning of the Year
Net Assets, End of the Year

See Notes to Consolidated Financial Statements

2015
Temporarily Permanently
Unrestricted Restricted Restricted Total
3 40,329 $ - $ - 40,329
1,011 504 - 1,515
334 - - 334
819 (819) - -
36 (36) 5 -
. 42,529 (351) - 42,178
20,936 - - 20,936
7,646 - - 7,646
2,664 - - 2,664
3,225 - - 3,225
3,542 - - 3,542
29 - - 29
38,042 - - 38,042
4,487 (351) - 4.136
59 - - 59
710 150 - 860
568 - - 568
1,337 150 - 1,487
5,824 (201) - 5,623
9,564 - - 9,564
15,388 (201) - 15,187
6 (6) - -
(50) - - (50)
15,344 (207) - 15,137
3,959 3,717 3,647 11,323
$ 19,303 $ 3,510 $ 3,647 26,460




2014

Temporarily Permanently

Unrestricted Restricted Restricted Total
$ 37,298 $ - $ - $ 37,298
841 974 - 1,815
330 - - 330
1,316 (1,316) . )
71 (71) - -
39,856 (413) - ' 39,443
21,061 - - 21,061
7,089 - - 7,089
2,441 - - 2,441
3,220 - - 3,220
3,784 - - 3,784
1) - - )
92 - - - 92
37,686 - - 37,686
2,170 (413) - 1,757
79 - - 79
1,151 893 - 2,044
1,230 893 - 2,123
3,400 480 - 3,880
3,386 - - 3,386
6,786 480 - 7,266
1,141 (1,141) - -
(23) - - (23)
7,904 (661) = 7,243
(3,945) 4,378 3,647 4,080
$ 3,959 $ 3,717 $ 3,647 $ 11,323




Elder Care Alliance and Subordinate Corporations
Consolidated Statements of Cash Flows
Years Ended June 30, 2015 and 2014
(In Thousands)

2015 2014
Operating Activities
Change in net assets $ 15,137 $ 7,243
ITtems not requiring (providing) operating cash flows
Debt forgiveness (568) (1,300)
Loss on extinguishments of debt 32 1,047
Gain on sale of operations (9,673) (2,732)
Gain on disposal of property and equipment - (1)
Depreciation and other 3,137 3,323
Amortization of deferred financing costs 56 117
Amortization of earned entrance fees - (103)
Accretion of asset retirement obligations 32 56
Provision for uncollectible accounts 29 92
Realized and unrealized gains on investments )
and investment pool, net (561) (1,905)
Restricted contributions and investment income (654) (1,867)
Changes in
Patient and resident accounts receivable 882 (641)
Prepaid expenses and other assets 226 (85)
Other receivables 10,674 (1,440)
Accounts payable ' (398) 907
Accrued liabilities and other long-term liabilities (563) (158)
Net cash provided by operating activities 17,788 2,553
Investing Activities
Payment of closing costs for sale of operations (788) (744)
Purchases of investments, investment pool and assets
limited as to use (7,536) (2,952)
Sales of investments, investment pool and
assets limited as to use : 127 2,307
Proceeds from sale of operations 18,470 15,500
Purchases of property and equipment (3,708) (2,071)
Net cash provided by investing activities 6,565 12,040
Financing Activities
Proceeds from restricted contributions and investment income 654 1,867
Principal payments of long-term debt (16,987) (17,081)
Payment of deferred financing costs - (75)
Net cash used in financing activities _ (16,333) (15,289)

See Notes to Consolidated Financial Statements 5



Elder Care Alliance and Subordinate Corporations
Consolidated Statements of Cash Flows
Years Ended June 30, 2015 and 2014
(In Thousands)

2015 2014
Increase (Decrease) in Cash $ 8,020 $ (696)
Cash, Beginning of Year 8,021 8,717
Cash, End of Year $ 16,041 $ 8,021
Reconciliation of Cash
to Statements of Financial Position )
Cash $ 14,761 $ 6,442
Cash in assets limited as to use
Internally designated 602 901
Restricted 678 678
Total cash $ 16,041 $ 8,021
Supplemental Cash Flows Information
Interest paid $ 3,306 $ 3,740
Property and equipment acquisitions included in accounts
payable ' $ 264 $ 51

See Notes to Consolidated Financial Statements



Elder Care Alliance and Subordinate Corporations
Notes to Consolidated Financial Statements
June 30, 2015 and 2014
(In Thousands)

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

Nature of Operations

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

“Sisters of Mercy™).

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

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

through ECA-Corporate.

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

nursing fees.

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



Elder Care Alliance and Subordinate Corporations
Notes to Consolidated Financial Statements
June 30, 2015 and 2014
(In Thousands)

to the use and privileges of SLH for life. Residents are also entitled to certain healthcare services
provided in the SLH assisted living and skilled nursing facility. The residency agreement does not
entitle the residents to an ownership interest in SLH. SLH generates its revenues primarily from
residential care and skilled nursing fees. ECA sold the senior living operations including certain
assets and-liabilities of SLH on July 1, 2014 (see Note 15).

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

residential care fees.

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

Elder Care Alliance of Camarillo (AVC) doing business under the name of “AlmaVia of ~

Camarillo” operates an 85-unit RCFE with 25 units designated for dementia care in Camarillo,
California.

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

Francisco, California.

Elder Care Alliance of Union City (AVUC) doing business under the name “AlmaVia Assisted

Living” operated a 95-unit RCFE with 24 units designated for dementia care in Union City,
California. ECA sold the senior living operations including certain assets and liabilities of

AVUC on May 16, 2014 (see Note 15).

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

California.

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

Basis of Consolidation

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

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues and expenses
during the reporting period. Actual results could differ from those estimates.



Elder Care Alliance and Subordinate Corporations
Notes to Consolidated Financial Statements
June 30, 2015 and 2014
(In Thousands)

Cash

At June 30, 2015, ECA’s cash accounts exceeded federally insured limits by approximately
$17,140.

Investments, Interest in Investment Pool and Investment Return

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

other investments.

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

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

investment pool.-

Assets Limited As To Use

Assets limited as to use include (1) assets internally designated by the Board of Directors for
payment of workers’ compensation claims, over which the Board retains control and may at its
discretion subsequently use for other purposes, (2) assets held in escrow for payment of property
taxes, property insurance, mortgage insurance premium, occupancy stabilization, debt service and
reserves for replacements pursuant to the loan agreements with HUD and (3) assets restricted by

donors.
Patient and Resident Accounts Receivable

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



Elder Care Alliance and Subordinate Corporations
Notes to Consolidated Financial Statements
June 30, 2015 and 2014
(In Thousands)

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

account.

Property and Equipment

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

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

Land improvements 20 years
Buildings and improvements 15-40 years
Furniture and equipment 3-10 years

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

service.

Long-Lived Asset Impairment

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

No asset impairment was recognized during the years ended June 30, 2015 and 2014.

Deferred Financing Costs

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

Deferred Revenue - Unearned Entrance Fees

Entrance fees received for continuing care residency are deferred and recognized as revenue over
the life expectancy of the resident. Refunds may be made up to two years for certain fees after the
date of occupancy. A separate refund liability has not been established as the amount is deemed
immaterial based upon experience.

10



Elder Care Alliance and Subordinate Corporations
Notes to Consolidated Financial Statements
June 30, 2015 and 2014
(In Thousands)

Obligation to Provide Future Services

MRCC and SLH provide services primarily on a fee-for-service basis. MRCC and SLH fees are
not limited to stated or cost-of-living increases. MRCC and SLH set resident rates to fully absorb
their ongoing operating costs. Accordingly the accompanying financial statements do not reflect a
liability to provide future services and the use of facilities at June 30, 2015 and 2014.

Net Assets

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

reported as follows:

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

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

Permanently Restricted Net Assets — Permanently restricted net assets have been restricted by
donors to be maintained by ECA in perpetuity. Generally, the donors of these assets permit ECA

to use all or part of the income earned on related investments for general or specific purposes.

Net Patient and Resident Service Revenue and Monthly Fees

ECA has agreements with third-party payers that provide for payments to ECA at amounts
different from its established rates. Net patient service revenue is reported at the estimated net
realizable amounts from residents, third-party payers and others for services rendered and includes
estimated retroactive revenue adjustments. Retroactive adjustments are considered in the
recognition of revenue on an estimated basis in the period the related services are rendered and
such estimated amounts are revised in future periods as adjustments become known. Payment
arrangements include prospectively determined rates per day, reimbursed costs, discounted charges
and per diem payments. Net revenues from Medicare and Medi-Cal programs were approximately
$3,474 and $1,776, respectively, for the year ended June 30, 2015, and approximately $4,560 and
$2,690, respectively, for the year ended June 30, 2014. Laws and regulations governing the
Medicare and Medi-Cal programs are complex and subject to interpretation and change. Asa
result, it is reasonably possible that recorded estimates could change in the near term.

Charitable Care

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

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

revenue.

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

donor.

MRCC was named the beneficiary of a $9,500 estate comprised of cash, investments and property.
During the year ended June 30, 2014, the value of the estate increased to $10,015 and was
converted to cash by the executor. As of June 30, 2014, the estate had not been received and a
receivable of $10,015 was included in other receivables in the statements of financial position.
During the year ended June 30, 2015, cash proceeds were received totaling $9,926, after executory

costs were paid.

Asset Retirement Obligations

ASC Topic 410-20, Asset Retirement Obligations, defines a conditional asset retirement obligation
as a legal obligation to perform an asset retirement activity in which the timing and/or method of
settlement are conditional on a future event that may or may not be within the control of the entity.
As of June 30, 2015 and 2014, there was $636 and $1,038, respectively, of conditional asset
retirement obligations included in the statements of financial position. At June 30, 2014, SLH’s
conditional asset retirement obligation of $434 was included in liabilities held for sale on the
statements of financial position. Effective July 1, 2014, SLH no longer has a conditional asset
retirement obligation, as it transferred to the acquirer with the building on the date of sale.
Accretion expense totaled $32 and $56 for the years ended June 30, 2015 and 2014, respectively.

Excess (Deficiency) of Revenues Over Expenses

The statements of activities include excess {(deficiency) of revenues over expenses. Changes in
unrestricted net assets which are excluded from excess (deficiency) of revenues over expenses,
consistent with industry practice, include unrealized gains and losses on investments other than
trading securities and contributions of long-lived assets (including assets acquired using
contributions which by donor restriction were to be used for the purpose of acquiring such assets).
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June 30, 2015 and 2014
(In Thousands)

Professional Liability Claims

ECA recognizes an accrual for claim liabilities based on estimated ultimate losses and costs
associated with settling claims and a receivable to reflect the estimated insurance recoveries, if any.

Professional liability claims are described more fully in Note 9.
Income Taxes

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

Internal Revenue Code Section 501(c)(3) and the laws of the state in which they operate.

However, ECA is subject to federal income tax on any unrelated business taxable income.
Subsequent Events

Subsequent events have been evaluated through the date of the Independent Auditor’s Report,

which is the date the financial statements were available to be issued.

Reclassifications

Certain reclassifications have been made to the 2014 financial statements to conform to the 2015
financial statement presentation. These reclassifications had no effect on the change in net assets.

Note 2: Concentration of Credit Risk

ECA grants credit without collateral to its patients and residents. The mix of receivables from
patients, residents and third-party payers at June 30, 2015 and 2014, is:

2015 , 2,01 4
Medicare 37% - 43%
Medi-Cal 42% 30%
Other third-party payers 17% 12%
Patients and residents 4% 15%
100% .100%

Financial instruments which could potentially subject ECA to significant concentrations of credit
risk consist primarily of investments in marketable securities. ECA, primarily through external
money managers, has significant investments in marketable securities which are subject to price

fluctuation. This risk is controlled through a diversified portfolio and regular monitoring
procedures.
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(In Thousands)

Note 3: Investments and Investment Return

Composition of investments, interest in investment pool and assets limited as to use at June 30,
2015 and 2014, are summarized in the following table:

Interest in investment pool

Fixed income securities
U.S. Treasury securities
U.S. agencies
U.S. government

Remics/CMOs
Corporate debt securities
Foreign bonds
Municipal bonds-

Cash and cash equivalents
Money market mutual funds
Cash

Other investments

Certificates of deposit

Deposits held by mortgagee under
loan agreement with HUD '

under loan agreement with HUD

Reserve for replacements
Escrow.deposits

2015 2014
Amortized Unrealized Amortized Unrealized
Cost Gain (Loss) Fair Value Cost Gain (Loss) Fair Value
$ 23,890 $ 1,661 § 25,551 $ . 15,796 $ 1,930 $ 17,726
541 3) 538 393 3) 390
1,171 - 1,171 1,213 “ 1,209
97 ) 96 2 . .
1,322 (16) 1,306 1,646 3 1,649
359 (1) 358 400 1 401
392 @) " 388 298 - 298
65 - 65 137 - 137
1,283 - 1,283 1,581 - 1,581
452 - 452 246 6 252
2,015 - 2,015 2,015 - 2,015
1,571 - 1,571 1,463 - 1,463
$ 33,158 % 1,636 _§ 34794 _$ 25,188 _$ 1933 _§ 27,121
These investments are included on the statements of financial position as follows:
2015 2014
Investments and interest in investment pool $ 31,943 3 24,079
Assets limited as to use, internally designated 602 901
Assets limited as to use, held by mortgagee
817 678
754 785
Assets limited as to use, externally restricted by donor - cash 678 678
$ 34,794 $ 27,121

Interest in investment pools is reported at fair value with changes in fair value reflected in excess
(deficiency) of revenues over expenses in the consolidated statements of activities, see Note /4.
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June 30, 2015 and 2014
(In Thousands).

Total investment return is comprised of the following:

Interest and dividend income
Gains from investment pool
Realized gains
Unrealized gains (losses)

Interest and dividend income

Change in unrealized losses

Total investment return is reflected in the consolidated statements of activities as follows:

Unrestricted net assets
Interest and dividend income
Gains from investment pool

Investment return - net change in unrealized

losses on investments

Temporarily restricted net assets

Gains from investment pool

2015 2014
$ 59 . § 79
880 946
(269) 082
249 116
(50) - (23)
$ 869 $ 2,100
2015 2014
$ 59 § 79
710 1,151
(50) 23)
150 893
$ 869 $ 2,100
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Notes to Consolidated Financial Statements
June 30, 2015 and 2014
(In Thousands)

Alternative Investments

Except as described below, the fair value of the interest in investment pools considered alternative
investments has been estimated using the net asset value per share of the investments. Alternative

investments held at June 30 consist of the following:

June 30, 2015

Unfunded Redemption  Redemption Notice

Fair Value Commitments Frequency Period
Dignity Health funded o
depreciation fund of funds (A) $ 13,808 § - Semimonthly  Prenotification of 7 days
Dignity Health philanthropic asset ’
management fund of funds (B) $ 11,743 § - Semimonthly  Prenotification of 7 days

“June 30, 2014

Unfunded Redemption Redemption Notice

Fair Value Commitments Frequency Period
Dignity Health funded
depreciation fund of funds (A) $ 12,794 § - Semimonthly  Prenotification of 7 days
Dignity Health philanthropic asset ‘ -
management fund of funds (B) $ 4932 § - Semimonthly  Prenotification of 7 days
(A) This fund seeks to generate a real rate of return of 4.0% as its long-term investment
objective. The fund tries to achieve this objective by diversification and allocation of the
fund’s capital between various equity and fixed income securities at a ratio of 40% to 60%,
respectively. The equity securities are allocated between various domestic mid- and large-
cap securities, domestic small-cap securities and international equity securities. The fixed
income securities are allocated between various domestic fixed income securities. The fund
also includes a small amount of private equity, real estate and hedge fund of funds
investments.
(B) This fund seeks to generate a real rate of return of 5.5% as its long-term investment

objective. The fund tries to achieve this objective by diversification and allocation of the
fund’s capital between various equity and fixed income securities at a ratio of 60%.to 40%,
respectively. The equity securities are allocated between various domestic mid- and large-
cap securities, domestic small-cap securities and international equity securities. The fixed
income securities are allocated between various domestic fixed income securities.
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Note 4: Property and Equipment and Assets Held for Sale

Property and equipment consist of the following at June 30:

2015 2014
Land $ 4,580 $ 4,580
Land lease 9,748 9,748
Land improvements 1,107 1,082
Buildings and leasehold improvements, building
improvements and building service equipment 71,046 69,071
Equipment 10,256 9,559
Construction in progress 2,893 1,667
99,630 95,707
Less accumulated depreciation 36,185 33,048
Property and equipment, net 63,445 62,659
Assets held for sale - 8,682
Total property and equipment $ 63,445 $ 71,341

Land lease includes a capitalized land lease of approximately $4.1 million for AVSF for the first 30
years’ base rent prepaid as required by the ground lease agreement with the Roman Catholic
Archbishop of San Francisco as more fully described in Note 0. The land lease was amended on
October 1, 2011, due to HUD refinancing. The lease now expires March 2075 and has no options
to extend the term of the lease. The amendment required AVSF to prepay approximately $4,005
for an additional 43 years’ base rent. The land lease will be amortized over the remaining lease
term using the straight-line method. The land lease has accumulated amortization of $1,637 and
$1,529 at June 30, 2015 and 2014, respectively, and a net land lease balance of $6,460 and $6,568

at June 30, 2015 and 2014, respectively.

The property of AVUC was sold on May 16, 2014 (see Note 15), which included aland lease in the
amount of $1,150. The property was purchased by AVUC from the Community Redevelopment
Agency of the City of Union City (the “Agency”) in the amount of one dollar for the purpose of
constructing the AVUC facility. This transaction was accounted for as a contribution. Based on
the Agency Agreement, the Agency had the option to repurchase the property from AVUC for one
dollar during the option period which began approximately 55 years after completion of the AVUC
facility and expired after one year. The land lease was being amortized ratably over 55 years until

the sale occurred.
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June 30, 2015 and 2014
(In Thousands)

‘Land lease also includes property that was purchased by AVSR from the Lutheran Synod in the form
of a promissory note for $1,650 for the purpose of constructing the AVSR facility. The promissory
note with the Lutheran Synod was paid in full through HUD-insured financing obtained in March
2010 (see Note 5). The existing ground lease with the Lutheran Synod was amended due to the
refinancing. The original land lease gave the Lutheran Synod the right to repurchase the property for
one dollar, ten years after full payment of the AVSR bonds, not to exceed 60 years. Therefore, the
Jand lease was being amortized ratably over 40 years. The amended ground lease gives the Lutheran
Synod the right to repurchase the property for one dollar, ten years after full payment of the HUD
insured loan, not to exceed 60 years. The land lease is now being amortized ratably over 45 years
resulting in accumulated amortization of $351 and $315 at June 30, 2015 and 2014, respectively, and
a net land lease balance at June 30, 2015 and 2014, of $1,299 and $1,335, respectively.

At June 30, 2015, ECA’s construction in progress balance of $2,893 is primarily due to refurbishing
certain areas of its facilities including a large renovation project at MRCC. The projects currently in
progress are expected to be completed between 2015 and 2018 with $32,327 additional costs to

complete.

As described in Note 5, portions of the above property and equipment are pledged as collateral on
ECA’s long-term debt.

As of May 16, 2014, the property and equipment of AVUC was sold (see Note 15). At June 30,
2014, certain assets and liabilities of SLH were held for sale as the senior living operations of SLH
were sold on July 1, 2014 (see Note 15). The SLH assets and 11ab1ht1es held for sale were

comprised of the followmg at June 30:

2015 2014
Assets held for sale _
Property and equipment, net $ . $ 8,682
Liabilities held for sale '
Asset retirement obligations $ - $ 434

The SLH property and equipment held for sale included the net book value of land, land
improvements, buildings, building improvements, furniture, equipment and vehicles. SLH’s asset
retirement obligations held for sale exists due to the identification of asbestos in some of the older

structures on the campus.
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Note 5: Long-Term Debt
2015 2014
ECA-Corporate line-of-credit payable (A) $ - $ 11,869
ECA-Corporate note payable (B) 3,630 3,852
ECA-Corporate note payable (C) 1,852 1,972
SLH note payable (D) - 3,941
AVC promissory note payable (E) 11,786 12,002
AVSF promissory note (F) 36,404 37,013
AVSR promissory note payable (G) 31,471 32,049
85,143 102,698
Less current maturities 1,786 ' 2,628
$ 83,357 $ 100,070
(A) ECA-Corporate — Line of credit payable to Dignity Health under which ECA can borrow up
to $13,500, interest payments due monthly at one-half of the Dignity Health blended internal -
rate for funds, principal due monthly, collateralized by real property and gross revenues.
ECA paid in full and terminated the line of credit during the year ended June 30, 2015.
Dignity Health granted ECA a 5% discount on the outstanding balance of the line of credit
due to the early repayment, which totaled $568. The gain on forgiveness of debt has been
included as a separate line in the statements of activities.
(B) ECA-Corporate entered into a $4,000 note payable with a financial institution in October
2011 to prepay rent for the AVSF ground lease (see Note 10) which was amended due to
AVSF’s refinancing discussed below. The note bears variable interest based on LIBOR plus
2.50%, the interest rate at June 30, 2015, was 2.75%. The note has monthly interest-only -
payments that commenced November 1, 2011, and principal payments that commenced on
November 1, 2013, in monthly installments of approximately $18.5 with interest. The entire
balance of the note payable is due in October 2016. The note payable is guaranteed by
Dignity Health. ECA must comply with the covenants of the existing credit enhancement
agreement with Dignity Health as described below.
(C) ECA-Corporate entered into a $2,000 note payable with a financial institution in March 2012

Elder Care Alliance and Subordinate Corporations

Notes to Consolidated Financial Statements
June 30, 2015 and 2014
(In Thousands)

to purchase the land for AVC. The note allows ECA-Corporate to select the interest rate
from three separate options. Based upon ECA-Corporate’s interest election, the note bears
interest at the greater of 2.5% or the LIBOR interest rate plus 2.0%. At June 30, 2015, the
interest rate was 2.50%. The note has monthly interest payments through March 2013,
monthly principal payments of approximately $9 plus interest due starting in April 2014,
with the entire balance of principal and interest due on March 1, 2019. The note is secured
by $1,240 of investments held by ECA-Corporate and $1,000 of invesiments held by

MRCC.
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In June 2012, SLH entered into a $4,360 note payable with a financial institution and the
note was paid on July 1, 2014, with the proceeds from the sale of SLH’s senior living
operations (see Note 15). The note allowed SLH to select the interest rate from three
separate options. Based upon SLH’s interest election, the note bore interest at the greater of
3% or the LIBOR interest rate plus 2.75%. The note had monthly principal payments of
approximately $18 plus interest. The note was secured by a first deed of trust on certain

properties of ECA.

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

derived there from.

AVSF — Held by a commercial entity, insured by the U.S. Department of Housing and Urban
Development (HUD) under Section 232 of the National Housing Act, in the original amount
of $38,485. The mortgage matures in November 2046, payable in monthly instaliments of
approximately $162 including interest at 3.65%, secured by a first lien on the AVSF
property. Under the terms of the note, AVSF is required to maintain certain escrow deposits
and reserve accounts for replacements that are included in assets limited as to use. The
lender required a five-year debt service escrow which is covered by an irrevocable standby
letter of credit with a financial institutional in the amount of $975 which is subject to’
automatic annual extensions with a final expiration of October 31, 2016. The lender requires
the debt service escrows to continue to be maintained until minimum debt service coverage
ratios are met. It is also subject to restrictions on acquisition, use and disposition of the
mortgaged property and revenues derived there from.

AVSR - Held by a commercial entity, insured by the U.S. Department of Housing and Urban
Development (HUD) under Sectior. 232 of the National Housing Act, in the original amount
of $32,878. The mortgage was payable in monthly installments of approximately $166,
including interest at 5% through April 1, 2045, and was secured by a first lien on the AVSR
property.

The mortgage was refinanced in November 2012 to obtain a lower interest rate with a
mortgage payable with a commercial entity insured by HUD under Section 232 of the
National Housing Act. The new mortgage is payable in monthly installments of
approximately $144, including interest at 3.6% through April 1, 2045, and is secured by a
first lien on the AVSR property. Under the terms of the mortgage, AVSR is required to
maintain certain escrow deposits and reserve accounts for replacements that are included in
assets limited as to use. It is also subject under the terms of the mortgage to restrictions on
acquisition, use and disposition of the mortgaged property and revenues derived there from.
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ECA-Corporate has an irrevocable standby letter of credit for the amount of $925 for their workers’
compensation insurance plan through July 2016 which has been collateralized with investments.
Subsequent to year end, the letter of credit was reduced to $500. Interest on the letter of credit is
charged at 1.5%. At June 30, 2015 and 2014, there were no amounts drawn on the letter of credit.

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

The bond indenture agreement of AVUC required that certain funds be established with the Trustee,
and these funds were included as assets limited as to use under the bond indenture agreement in the
financial statements until the Series 2004 bonds were paid in full from the sale of the AVUC operations
on May 16, 2014. The Series 2004 bond funds of $897 were not released to AVUC until the year ended
June 30, 2015, and are included in other receivables on the statement of financial position at June 30,

2014.

Aggregate annual maturities of long-term debt at June 30, 2015, are:

2016 $ 1,786
2017 5,023
2018 ' 1,670
2019 3,133
2020 1,673
Thereafter 71,858

$ 85,143

ECA has fixed rate debt on the HUD insured mortgages for AVSR, AVSF and AVC. Based on the
borrowing rates currently available to ECA on this type of debt, management estimates the fair value
of the debt to be $79,882 and $78,725 at June 30, 2015 and 2014, respectively. Based on the
borrowing rates currently available to ECA and the variable nature of the remaining debt, the carrying
amount of the remaining long-term debt approximates its current fair value.

21



Elder Care Alliance and Subordinate Corporations
Notes to Consolidated Financial Statements
June 30, 2015 and 2014
(In Thousands)

Note 6: Temporarily and Permanently Restricted Net Assets

Temporarily restricted net assets consist of donor restricted contributions and grants at June 30,
2015 and 2014, for the following purposes:

2015 2014

507

Equipment and expansion $ 498 $
3,210

Charity and other 3,012

$ - 3510 $ 3,717

During the years ended June 30, 2015 and 2014, $861 and $2,528, respectively, of net assets were
released from donor restrictions by incurring eligible operating and capital expenditures and
satisfying the restricted purposes of charitable care.

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

Note 7 Endowments

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

donor-imposed restrictions.

ECA’s governing body has interpreted the State of California Prudent Management of Institutional
Funds Act (SPMIFA) as requiring preservation of the fair value of the original gift as of the gift
date of the donor-restricted endowment funds absent explicit donor stipulations to the contrary. As
a result of this interpretation, ECA classifies as permanently restricted net assets (a) the original
value of gifts donated to the permanent endowment, (b) the original value of subsequent gifts to the
permanent endowment and (c) accumulations to the permanent endowment made in accordance
with the direction of the applicable donor gift instrument at the time the accumulation is added to
the fund. The remaining portion of donor-restricted endowment funds is classified as temporarily
restricted net assets until those amounts are appropriated for expenditure by ECA in a manner
consistent with the standard of prudence prescribed by SPMIFA. In accordance with SPMIFA,
ECA considers the following factors in making a determination to appropriate or accumulate

donor-restricted endowment funds:

1. Duration and preservation of the fund
2. Purposes of ECA and the fund
3. General economic conditions
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4. Possible effect of inflation and deflation
5. Expected total return from investment income and appreciation or depreciation of

investments
6. Other resources of ECA
7. Investment policies of ECA

The composition of net assets for the endowment fund at June 30, 2015 and 2014, was:

2015
Temporarily Permanently
Restricted 'Restricted Total
Donor-restricted
endowment funds $ 2,373 $ 3,647 $ 6,020
2014
Temporarily Permanently
Restricted Restricted Total
Donor-restricted

endowment funds $ 2,244 $ 3,647 $ 5,801

Changes in endowment net assets for the years ended June 30, 2015 and 2014, were:

2015
Temporarily Permanently
Restricted Restricted Total

Endowment net assets,

beginning of year $ 2,244 $ . 3,647 $ 5,891
Investment return )

Investment gain ' 316 - 316

Net depreciation (187) - (187)
Total investment return 129 - 129
Endowment net assets, . ,

end of year $ 2,373 $ 3,647 $ 6,020
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2014
Temporarily Permanently
Restricted Restricted Total

Endowment net assets,

beginning of year $ 1,740 $ 3,647 $ 5387
Investment return

Investment gain 366 - 366

Net appreciation 403 - 403
Total investment gain 769 - 769
Appropriation of endowment

assets for expenditure _ (265) - (265)
Endowment net assets,

end of year - $ 2,244 $ 3,647 $ 5,891

From time to time, the fair value of assets associated with individual donor-restricted endowment
funds may fall below the level ECA is required to retain as a fund of perpetual duration pursuant to
donor stipulation or SPMIFA. There were no such deficiencies of this nature at June 30, 2015 and

2014, respectively.

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

may vary from this amount.

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

return objectives within prudent risk constraints.

ECA has a policy of appropriating each year for expenditures an amount expected to be required to
offset the amount of resident assistance estimated to be provided as approved in the annual budget.
In establishing this policy, ECA considered the long-term expected return on its endowment. This
is consistent with ECA’s objective to maintain the purchasing power of endowment assets held in
perpetuity, as well as to provide additional real growth through new gifts and investment return.
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Note 8: Functional Expenses

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

2015 2014
Health care services $ 29,711 $ 42920
General and administrative 18,501 10,436

$ 38,212 $ 53,356

These expenses are included on the statements of
activities as follows:

2015 ’ 2014
Total expenses and losses $ 38,042 $ 37,686
Expenses included in discontinued operations ' 170 15,670

$ 38,212 $ 53356

Note 9: Professional Liability Claims

ECA purchases professional liability insurance under a claims-made policy on a fixed premium
basis. Accounting principles generally accepted in the United States of America require a health
care provider to accrue reported and unreported incidents, if any, occurring during the year by
estimating the probable ultimate costs of the incidents. Based upon ECA’s claim experience, no
such accrual is required. It is reasonably possible that this estimate could change materially in the

near term.
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Note 10: Ground Lease

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

Note 11: Retirement Plans

ECA has a defined contribution plan and incentive plan which cover all employees. Employees are
eligible for.participation in the defined contribution plan at the date of hire and ECA matches the
employee contribution, after the completion of one year of service, up to a maximum of 6% of the
employee’s salary. In addition, employees are eligible for the incentive plan after the completion
of one year of service where ECA contributes a discretionary amount of the employee’s salary (for
fiscal year 2015 and 2014, ECA contributed between 1.5% — 2% and 0% — 2% of an employee’s
salary, respectively). During the years ended June 30, 2015 and 2014, ECA contributed $368 and
$493, respectively, to the plans.

Note 12: Continuing Care Reserve Requirement

The State of California Health and Safety Code requires continuing care retirement communities to
report on the adequacy of certain reserve requirements. MRCC met both the statutory and liquid
reserve requirements at June 30, 2015 and 2014, and was exempt from the refund reserve
requirément at June 30, 2015 and 2014.
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Note 13: Disclosures About Fair Value of Financial Instruments

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

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

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

full term of the assets or liabilities.

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

Following is a description of the valuation methodologies used for assets measured at fair value on
a recurring basis and recognized in the accompanying statements of financial position, as well as
the general classification of such assets pursuant to the valuation hierarchy. There have been no
significant changes in the valuation techniques during the year ended June 30, 2015.

Investments

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

Level 1 of the valuation hierarchy. If quoted market prices are not available, then fair values are
estimated by using quoted prices of securities with similar characteristics or independent asset
pricing services and pricing models, the inputs of which are market-based or independently sourced
market parameters, including, but not limited to, yield curves, interest rates, volatilities,
prepayments, defaults, cumulative loss projections and cash flows. Such securities are classified in
Level 2 of the valuation hierarchy. In certain cases where Level 1 or Level 2 inputs are not
available, securities are classified within Level 3 of the h1erarchy ECA does not hold securities

classified as Level 3.

The value of certain investments, classified as alternative investments, is determined using net asset
value (or its equivalent) as a practical expedient. Investments for which ECA expects to have the
ability to redeem its investment with investee within 12 months after the reporting date are
categorized as Level 2.
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The following table presents the fair value measurements of assets and liabilities recognized in the
accompanying statements of financial position measured at fair value on a recurring basis and the
level within the fair value hierarchy in which the fair value measurements fall at June 30, 2015 and

2014.
Fair Value Measurements Using

Quoted
Prices in
Active Significant
Markets for Other Significant
Identical Observable Unobservable
Assets Inputs Inputs
Fair Value (Level 1) (Level 2) (Level 3)
June 30, 2015
Interest in investment pool $ 25,551 $ -3 25,551 § -
Fixed income securities
U.S. Treasury securities 539 539 - -
U.S. agencies 1,171 1,171 - -
U.S. Government
Remics/CMOs _ 96 - 96
Corporate debt securities 1,306 - 1,306 -
Foreign bonds 358 - 358 -
Municipal bonds - 388 - 388 -
Money market mutual funds 65 65 - -
Other investments 452 - 452 -
June 30, 2014
Interest in investment pool $ 17,726 $ - 8 17,726 $ -
Fixed income securities
U.S. Treasury securities 391 391 - -
U.S. agencies 1,209 1,209 - -
Corporate debt securities 1,649 - 1,649 -
Foreign bonds 401 - 401 -
Municipal bonds 298 - 298 -
Money market mutual funds 137 137 - -

28



Elder Care Alliance and Subordinate Corporations
Notes to Consolidated Financial Statements
June 30, 2015 and 2014
(In Thousands)

Note 14: The Fair Value Option

As permitted by Topic 825, ECA has elected to measure its interest in investment pool at fair value.
Management has elected the fair value option for this item because it more accurately reflects the
portfolio returns and financial position of ECA. Total interest in investment pools at June 30, 2015

and 2014, is $25,551 and $17,726, respectively.

ECA’s interest in investment pool represents funds invested in two Dignity Health-managed
investment pools. The underlying assets of the pools include a variety of different investments
such as equity securities, mutual funds, fixed income securities, real estate investment trusts, hedge
funds and various other investments. At June 30, 2015 and 2014, total unrealized gains on the
interest in investment pool are 12.0% and 7.5% of the total cost of the fund, respectively. The
unrealized gains correlate with the changing stock market during 2014 and 2015.

See Note 13 for additional disclosures regarding fair value of the interest in investment pool listed
in the preceding paragraph.
Changes in Fair Value

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

2015
Temporarily
Unrestricted Restricted
Gains from Gains from Total
Investment Investment Change in
Pool ~ Pool Fair Value
Interest in investment pool $ 710 $ 150 $ 860
2014
Temporarily
Unrestricted Restricted
Gains from Gains from Total
Investment Investment Change in
Pool Pool Fair Value
Interest in investment pool $ L15st .~ § 893 $ 2,044

Interest income on the investment pool is measured monthly and included in gains from investment
pool in the accompanying statements of activities.
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Note 15: Discontinued Operations

On May 16, 2014, ECA sold the senior living operations including certain assets and liabilities of
AVUC for consideration totaling $15,500, pursuant to an asset purchase agreement containing a
planned foreclosure sale agreement. The sale satisfied all outstanding long-term debt of AVUC.
Assets sold included property and equipment of AVUC of $11,750. Total revenues for AVUC
were $3,514 in 2014 and excess of revenues over expenses was $1,952 (including gain on disposal
of $2,732) in 2014. Revenues and expenses that remain in continuing operations for 2015 and
2014 include contribution revenue, assets released from restriction, management fees,
intercompany expense allocations and all investment returns and gains. ‘

In August 2013, after an extensive strategic planning process for both the SLH and Mercy
campuses, ECA decided to discontinue the operations of SLH after finding it infeasible to renovate
the aging campus of SLH. ECA sold the senior living operations including certain assets and
liabilities of SLH on July 1, 2014, for consideration totaling $18,470. Assets sold included
property and equipment of SLH of $8,682. Total revenues for SLH were $48 and $13,165 in 2015
and 2014, respectively. Excess of revenues over expenses for SLH were $9,714 and $376
(including gain on disposal of $9,673 and $0) in 2015 and 2014, respectively. A portion of the
proceeds from the sale of $3,942 were utilized to pay off the outstanding principal and interest of
the SLH note payable (see Note 5 (D)). Revenues and expenses that remain in continuing
operations for 2015 and 2014 include coniribution revenue, assets released from restriction,
management fees, intercompany expense allocations, and all investment returns and gains.

Note 16: Significant Estimates and Concentrations

Accounting principles generally accepted in the United States of America require disclosure of
certain significant estimates and current vulnerabilities due to certain concentrations. Those

matters include the following:

Allowance for Net Patient and Resident Service Revenue Adjustments

Estimates of allowances for adjustments included in net patient and resident service revenue are
described in Note 1. .

Professional Liability Claims

Estimates related to the accrual for professional liability claims are described in Notes I and 9.

Contributions

Approximately 20% and 28% of all contributions were received from one donor in 2015 and 2014,
respectively.
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Compliance

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

Litigation

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

Investments

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

reported in the accompanying statements of financial position.

Asset Retirement Obligation

As discussed in Note 1, ECA has recorded a liability for its conditional asset retirement obligations
related to asbestos removal at MRCC and SLH. SLH’s asset retirement transferred with the
building to the acquirer effective July 1, 2014, upon the sale of the community.

Current Economic Conditions

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

change rapidly, resulting in future adjustments.
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Independent Auditor’s Report on Supplementary Information

Board of Directors _
Elder Care Alliance and Subordinate Corporaticns
Alzmeda, California

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

statements as a whole.

BED L

Springfield, Missouri
October 23, 2015
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Supplemental Schedule of Cash Flows —

Mercy Retirement and Care Center
Years Ended June 30, 2015 and 2014
(In Thousands)

Elder Care Alliance and Subordinate Corporafions

2015 2014
Cash Flows From Operating Activities
Cash received from noncontract residents 3 14,947 12,724
Cash received from residents 66 10
Contributions 1,160 730
Proceeds from donor 9,926 -
Reimbursement for services to nonresidents 110 125
Cash received from other operating activities 310 279
Cash received from interest 143 109
Cash paid to related parties (1,273) (950)
Cash paid to suppliers and employees (12,659) (11,247)
Net cash provided by operating activities 12,730 1,780
Cash Flows From Investing Activities
Purchases of investments and interest in investment pool (2,170) (119)
Sales of investments and interest in investment pool 57 48
Purchases of property and equipment (1,988) (1,498)
Net cash used in investing activities (4,101) (1,569)
Cash Flows From Financing Activities
Transfer to affiliate - (424)
Net payment of deferred financing costs - (75)
Net cash used in financing activities - (499)
Increase (Decrease) in Cash 8,629 (288)
Cash, Beginning of Year 1,571 1,859
Cash, End of Year $ 10,200 1,571
Reconciliation of Cash
to Statements of Financial Position
Cash $ 9,522 893
Cash in assets limited as to use 678 678
Total cash $ 10,200 1,571
Reconciliation of Changes in Net Assets to Net Cash
Provided by Operating Activities
Change in net assets $ 1,976 2,028
Adjustments to reconcile change in net assets to net cash
provided by operating activities
Depreciation and accretion 985 1,028
Gain on disposal of fixed assets - 1)
Unrealized and realized gains on investments, net (249) (1,161)
Transfer to affiliate ’ - 424
Changes in certain current assets and liabilities
Patient accounts receivable 170 (582)
Prepaid expenses and other receivables 9,912 (503)
Accounts payable 121 360
Accrued expenses and other (33) 109
Net change in due to related parties (152) 78
Net cash provided by operating activities $ 12,730 1,780
Supplemental Cash Flows Information
$ 143 17

Property and equipment acquisitions included in accounts payable

41



Mercy Retirement and Care Center

Independent Auditor’s Report and Continuing Care Contract
Annual Report
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NOV 03 205
Independent Auditor’s Report

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

We have audited the accompanying continuing care reserve report (the “Reports™) of Mercy Retirement
and Care Center (the “Association”) as of June 30, 2015, and for the year then ended.

Management's Responsibility for the Continuing Care Reserve Report

Management is responsible for the preparation and fair presentation of the Reports in accordance with
accounting principles generally accepted in the United States of America and the report preparation
provisions of the California Health and Safety Code Section 1792; this includes the design,
implementation and maintenance of internal control relevant to the preparation and fair presentation of the
Reports that are 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 the audit to obtain reasonable assurance about whether the Reports are
free from material misstatement.

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

We believe 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 Directors
Elder Care Alliance and Subordinate Corporations
Page 2

Opinion

In our opinion, the Reports referred to above, present fairly, in all material respects, the liquid reserve
requirement of the Association at June 30, 2015, in accordance with accounting principles generally
accepted in the United States of America and the report preparation provisions of the California Health
and Safety Code Section 1792.

Other Matters

The accompanying Reports were prepared for filing with the State of California, Department of Social
Services, for the purpose of complying with the provisions of the California Health and Safety Code
Section 1792, as described in Note 1, and are not intended to be a complete presentation of the assets,
liabilities, revenues and expenses of the Association.

Supplementary Information

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

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

purpose.

BED Lp

Springfield, Missouri
October 23, 2015
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FY 15 Revenue

Audited F/ S
Residential & Assisted Living

Memory Care (Dem)

Skilied Nursing

Entrance Fees

Charitable Adjustments
Contractual Allowances
Subtotal Room & Board
Gross Ancilfary Revenue
Other Operating Revenue**
Total Room & Board Revenue

Mercy FY 15

CCRC Revenue Allocation
Attachment to Form 5-5
Line 2e
CCRC Amount Non-CCRC Amount Total
Amount
4,823,740 65,485 4,758,255 4,823,740
1,811,259 - 1,811,259 1,811,259
6,448,573 - 6,448,573 6,448,573
117,000 - 117,000 117,000
{(450) - (450) (450)
(531,970) - (531,970) (531,970)
12,668,152 65,485 12,602,667 12,668,152
2,141,592 326 2,141,266 2,141,592
109,541 - 109,541 109,541
14,919,285 65,811 14,853,474 14,919,285
0.44% 99.56%

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

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



FORM 5-5
ANNUAL RESERVE CERTIFICATION

Provider Name: Mercy Retirement and Care Center
Fiscal Year Ended:; 06/30/2015

We have reviewed our debt service reserve and operating expense reserve requirements as of, and for the
period ended 06/30/2015 _  and arc in compliance with those requirements.

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

Amoun
{11 Debt Service Reserve Amount $0
[2] Operating Expense Reserve Amount $0
[3] Total Liquid Reserve Amount: [ $0

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

Amount
(market value at end of quarter)
Qualifying Asset Description Debt Service Reserve Operating Reserve
[4)  Cash and Cash Equivalents , $0,621,524
[S]  Investment Securities T _ 310569,1?7
[6]  Equity Securities . e
[7)  Unused/Available Lines of Credit -
[8]  Unused/Available Letters of Credit o _ _ -
{9]  Debt Service Reserve (not applicable)
(0] Other: i : I — .
(describe qualifying asset)

Lised for Liguid Reserver o) ____® py e

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

Surplus/(Deficiency): nsg ¥ pg _ Soosom
Signature:
@W W/ Date: | Q_\ a3 5 e
(Authorized Representative)

Chief Executive Officer

(Title) EIRTSE!

23



Note 1

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

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

e The amount the provider is required to hold as a debt service reserve under Section 1792.3.
¢ The amount the provider must hold as an operating expense reserve under Section 1792.4.
In accordance with the Code, the Association has computed its liquid reserve requirement as of

June 30, 2015, the Association’s most recent fiscal year end, and the reserve is based on audited
financial statements for that period.



MERCY RETIREMENT AND CARE CENTER
YEAR ENDING JUNE 30, 2015
H&SC SECTION 1790(a)(2) and DISCLOSURE

Description of all Reserves Maintained

June 30,
2015 2014

Restricted Funds

Charitable Care & Other $4,233,318 $4,508,067

$4,233,318 $4,508,067

Status: These Funds are fully funded
Funds Accumulated for Specific Projects or Purposes
Per Capita Cost of Operations
Total operating Expenses(Form 5-4, Line 1) $14,806,145 To be filled in from Form 54
Mean number of all residents(Form 1-1, Line 10) 149.5 To be filled in from Form 1-1

58038
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RESIDENTIAL ASSISTED SKILLED

_LIVING LIVING NURSING
Monthly Service Fees at
beginning of reporting period: $0 ) i
(indicate range, if applicable) $3425-$6,195  $9,581 - $11,899
Indicate percentage of increase
in fees imposed during reporting
iod: 0% 2.5% - 3.0% 2.5% - 5.0%

period:
(indicate range, if applicable)

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

Indicate the date the fee increase was implemented: _ July 1, 2014
(If more than 1 increase was implemented, indicate the dates for each increase.)

Check each of the appropriate boxes:

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

?{Allaﬂ'ectedmidenuwmgivenwﬁumnoﬁoeofﬂ:isfeehImatlensthays
prior to its implementation.

ﬁ’ 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.

ﬁ 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

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

V The goveming 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.

PROVIDER: Mercy Retirement and Care Center

COMMUNITY:

FUTRY: 7



Mercy Retirement and Care Center
Year Ending June 30, 2015
Form 7-1, Item 5 Explanation for Increase in Monthly Services

Increase in Percent Explanation

Residential Living 0.0% No change.

Due to labor cost increase of 3%, insurance increase of

Assisted Living 2.5% - 3.0% 5%, and support cost increases of 5%.

Due to labor cost increase of 3%, insurance increase of

Skilled Nursing 2.5%- 5.0% 5%, and support cost increases of 5%.



Continuing Care Retireament Community
Disciosure Statement

1013112015

=4

General information

FACILITY NAME: Mercy Retirement and Care Center

ADDRESS: 3431 Foothill Boulevard Oakland, CA

——_NOV 3206 —

__ ZIPCODE: _ 9%01 __ PHONE: (510)534-8540

PROVIDER NAME: Mercy Retirement & Care Cir.

RELATED FACILITIES:

YEAR OPENED: 1872 — NO. OF ACRES: _45_

MILES TO SHOPPING CTR: 5 miles

NUMBER OF UNITS:
APARTMENTS - STUDIO _ ¢

INDEPENDENT LIVING

FACILITY OPERATOR: Mercy Retirement ahd CatdiCERG \RE
RELIGIOUS AFFILIATION: _ Sisters of Mercy Ok the Americas. /T
MULTI-STORY: ] SINGLE STORY: :
MILES TO HOSPITAL: 2to 3 miles

HEALTH CARE
ASSISTED LIVING &1

APARTMENTS -1BDRM 0

SKILLED NURSING 42

APARTMENTS -2BDRM _ 0

SPECIAL CARE 21

COTTAGESHOUBES _ o

DESCRIBE SPECIAL CARE:

Demantia

% OCCUPANCY AT YEAREND —_g7%
TYPE OF OWNERSHIP: wuor FOR PROFIT

FORM OF CONTRACT: L[] LIFE CARE
] ASSIGN ASSETS

REFUND PROVISIONS (Check ali that apply): D180% [J75% [ 50% CIPRORATED TO 0% %ER

O For PROFIT D ACCREDITED:E Y OON BY:

ﬁ CONTINUING CARE 2] FEE FOR SERVICE
Cleauity D entryrFee [ RENTAL

0-3 months - 100%

3-24 months - Pro Rata Portion
After 24 monrths - None
————

RANGE OF ENTRANCE FEES: $_0 TO$ 0 LONG-TERM CARE INSURANCE mumeo?nvﬁ
HEALTH CARE BENEFITS INCLUDED IN CONTRACT;  None
ENTRY REQUIREMENTS: MIN. AGE: 60 PRIOR PROFESSION; None OTHER: None
FACILITY SERVICES AND AMENITIES
COMMON AREA AMENITIES SERVICES AVAILABLE
AVAILABLE  FEE FOR INCLUDED FOR EXTRA
BEAUTY/BARBER SHOP g 1  HOUSEKEEPING TIMES/MONTH
BILLIARD ROOM — NUMBER OF MEALS/DAY
BOWLING GREEN ]  SPECIAL DIETS AVAILABLE
CARD ROOMS =
CHAPEL E 24-HOUR EMERGENCY RESPONSE
COFFEE SHOP ACTIVITIES PROGRAM
CRAFT ROOMS > L]  ALL UTILIMES EXCEPT PHONE
EXERCISE ROOM E APARTMENT MAINTENANCE
GOLF COURSE ACCESS CABLE TV
LIBRARY L  UNENS FURNISHED
PUTTING GREEN 5]  LINENS LAUNDERED
SHUFFLEBOARD - | - MEDICATION MANAGEMENT
SPA = =  NURSINGWELLNESS CLINIC
SWIMMING POOL-NDOOR = ]  PERSONAL NURSING/HOME CARE
SWIMMING POOL-OUTDOOR - | EJ  TRANSPORTATION-PERSONAL
TENNIS COURT = " TRANSPORTATION-PREARRANGED
WORKSHOP E OTHER_Rehabilitation Therapies
OTHER

All 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.

Page 10i4



Mercy Retirement and Care Center
PROVIDER NAME:

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

MULTILEVEL RETIREMENT COMMUNITIES

FREE-STANDING SKILLED NURSING

SUBSIDIZED SENIOR HOUSING

* PLEASE INDICATE IF THE FACILITY IS LIFE CARE.
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Mercy Retirement and Care Center

PROVIDER NAME:
2012 2013 2014 2015
:l;coue FRC:: g&egms OPERATIONS
$13,797 :
(PE'W'"G of oo o $12,942 $13,530 $15,229
LESS OPERATING EXPENSES 12,889 $(12,560 $(12,8 $(13,853
(excluding depreciation, amortization, & interest) $( ) _(_,o__ ) _( i , L
NET INCOME FROM OPERATIONS 353 $970 $932 51376 _
LESS INTEREST EXPENSE $0 $0 $0 30
PLUS CONTRIBUTIONS $1,357 $10.241 $1,245 $1,160
Pl “n;mme (EXPENSES) $(15) $1,053 $1,.270 $303
NET INCOME (LOSS) BEFORE ENTRANCE FEES,
DEPRECIATION AND AMORTIZATION 31585 $12,264 $3.447 $2,929
NET CASH FLOW FROM ENTRANCE FEES $0 $0 50 0
(Total Deposits Less Refunds) ————
DESCRIPTION OF SECURED DEBT AS OF MOST RECENT FISCAL YEAR END
LENDER OUTSTANDING INTEREST DATE OF DATE OF AMORTIZATION
BALANCE- RATE ORIGINATION MATURITY PERIOD

N/A

FINANCIAL RATIOS (see next page for ratio formulas)

2008 CCAC Medians 2013 2014 2015
50% Percentlie

DEBT TO ASSET RATIO 0% 0% 0%
OPERATING RATIO 53.70% 90.52% 87.17%
DEBT SERVICE COVERAGE RATIO 0% 0% T 0%
DAYS CASH-ON-HAND RATIO 250.25_ 260.19 529.34
marochFLEgomw %gTw%E FEESE ‘
AVERAGE FEE AND PER HANG

2012 % 2013 % 2014 % 2015
STUDIO | s0 0% —_0% 80 0% S0 __|
ONE BEDROOM $0 __ 0% _g —0% %0 0% ___$0 _ |
TWO BEDROOM $0 _0% __s0 __0% __$0 __0% ___$0 |
COTTAGE/HOUSE $0 _ 0% __s0 __0% __S0 __ 0% ___S0 T
ASSISTED LIVING $3001_  12% __ $3.068 65% __ $3266_  37% ___ $3.387
SKILLED NURSING $8719  55% __$9196 _ 51% __ $9.666  26% __ S0.914™ |
SPECIAL CARE | $5101  (22)% _ $4.980_  12.3% __ $5601 __ 3.0% $5.770

COMMENTS FROM PROVIDER: increases in average fees due to labor cost increase of 3%, insurance increase of 4%, and support
cost increases of 5%.
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M Retirement and Care Center
PROVIDER NAME: _ '

FINANCIAL RATIO FORMULAS

LONG-TERM DEBT TO TOTAL ASSETS RATIO

Term D C

Portion
Total Assets

OPERATING RATIO

DEBT SERVICE COVERAGE RATIO

- Total Excess of Revenuss over Expenses
+ Interast, Depreciation,
and Amortization Expenses
— Amortization of Deferred Revenue
+ Net Proceeds from Entrance Fees
Annual Debt Sesvice

DAYS CASH ON HAND RATIO

Unrestricted Current Cash
And Investments
+ Unrestricted Non-Current Cash
and Investments

E ses - De
(Openﬂnlg xpen mmpmhﬂon

Note: These formulas are also used by the Continuing Care Accreditation Commission. For each formula,
that organization also publishes annual mgdian figures for certain continuing care retirement communities.
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7 VIN VN VN VIN VIN VIN VIN
A VN VN v/N VIN VIN v/N VIN
G VIN VIN V/N VIN VN VIN VIN
¥ VIN VIN VIN VN VIN VIN VIN
¥ VIN VIN V/N VIN V/IN V/IN VIN
VIN zL1'es e0L'zs | svo'es | 886'LS  s6¥LS 86.$ 085'1$
VIN 98L'6z8 €99'82$ | vvs'2z$ | ezv'ozs  6i1v28  19g'zZS  Z29'ZLg
VIN 0Z1L$ 0$ 09% 0% 0% 0$ 0%
VIN Zi$ 9$ €$ 0$ 0$ 0$ 0$
6 €S Ses LeS 625 09¢ 0SZ 661
N7 vS6°128  Sle'les | ¥69'02$ | 160028 1ZL'6S LLO'8S  €£0'/$
A %ZLIC  %ev9 | %resz | %biL %8y V/N VN
7 %609 %P9 %29 | %vL2 %8y VIN VIN
VIN %00'€6  %00°€6 | %00€6 | %006 %0006  %O00E6 %0068
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Mercy Retirement and Care Center
Key Indicators Report
For FY 2015

Explanations of significant trends:

1)
2)

3)

4

5)
6)

7

8)

9

Average Occupancy—The increase to 93.3% level of occupancy was achieved in FY 2015 and
is expected to continue to grow in future years.

Net Operating Margin—Mercy’s application to become a CCRC was approved in mid FY
2012. Due to continued start up challenges, Mercy expects to increase its CCRC residents in
FY 2016 and expects to add more CCRC residents in FY 2018. Net operating margins are
expected to be around 6% in FY 2016 and slowly drop over the later years to slightly below 5%
due to some costs such as employee benefits increasing more than unit rate increases as a result
of competitive factors.

Net Operating Margin—Adjusted--Either monthly rental entrance fees or CCRC type entrance
fees are available to entering residents. As noted in item 2 above, Mercy is beginning to have
CCRC residents as of FY 2014. As a result, the Adjusted Net Operating Margin for each year
can swing widely, depending how much of each type of entrance fee is collected.

Unrestricted Cash and Investments — Cash and Investments are forecasted to be basically the
same level as FY 2015, growing slightly each year due to forecasted levels of operating cash
flow and capital expenditures. Due to the age of the campus, there will always be some capital
expenditures.

Days Cash on Hand — Days cash on hand will be very steady from FY 2015 and beyond.
Deferred Revenue from Entrance Fees—Since Mercy will have CCRC residents only starting
in FY 2014 with a slow ramp up thereafter, the amount of forecasted deferred revenue is small
in FY 2016 but will be growing as the number of CCRC residents increase.

Net Annual Entrance Fee proceeds— it is anticipated that CCRC entrance fees will average
$30,000, and entrance fees are forecasted to impact only FY 2016 and FY 2018 in the
forecasted years as CCRC residents are expected in each of those years.

Unrestricted Net Assets—For FY 2015 and beyond unit rental rate increases of approximately
3% are expected to more than offset wage increases of 3% and increases in benefits of 7%,
generating an increases each year in unrestricted net assets.

Annual Capital Asset Expenditures-Due to the age of the building and the need to make
enhancements to the campus, Mercy spent significantly more on capital expenditures in FY
2015 than in an average year. It is anticipated that required capital asset expenditures will
increase again to the pre-FY 2015 historical average of approximately $2 million per year
thereafter.

10) Annual Debt Service Coverage (Revenue Basis)}—Mercy has no debt in FY 2015 and does not

expect to incur any in the foreseeable future so this ratio is not applicable.

11) Annual Debt Service Coverage—Mercy has no debt in FY 2015 and does not expect to incur

any in the foreseeable future so this ratio is not applicable.

12) Annual Debt Service/Revenue (%)—Mercy has no debt in FY 2015 and does not expect to

incur any in the foreseeable future so this is not applicable.

13) Average Annual Effective Interest Rate (%)—Mercy has no debt in FY 2015 and does not

expect to incur any in the foreseeable future so this is not applicable.

14) Unrestricted Cash & Investments/Long-Term Debt (%) —Mercy has no debt in FY 2015 and

does not expect to incur any in the foreseeable future so this is not applicable.
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15) Average Age of Facility (Years)—Due to high capital spending in FY 2015 and, thus, an
increase in depreciation, the average age of the facility is slowly climbing—a trend that will
continue due to the anticipated level of capital spending in the out years versus the amount of
the facility becoming fully depreciated. At some point beyond FY 2020 there will need to be
some major capital spending for renovation or rebuild, but the buildings are currently in good
shape due to on-going annual maintenance spending and the extra capital spending in FY 2015.



