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Lartivore Brack Morcan & CAIN, PC

CERTIFIED PUBLIC ACCOUNTANTS AND BUSINESS ADVISORS

INDEPENDENT AUDITORS' REPORT

The Board of Directors of
Cumberland Heights Foundation, Inc.:

We have audited the accompanying consolidated statements of financial position of Cumberland
Heights Foundation, Inc. and Affiliates as of December 31, 2011 and 2010, and the related
consolidated statements of activities and cash flows for the years then ended. These consclidated
financial statements are the responsibility of the Foundation's management. 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 audits to obtain
reasonable assurance about whether the consolidated financial statements are free of material
misstatement. An audit includes consideration of internal control over financial reporting as a
basis for designing audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the Foundation's internal control over
financial reporting. Accordingly, we express no such opinion. An audit alse includes examining,
on a test basis, evidence supporting the amounts and disclosures in the consolidated finanecial
statements, assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall consolidated financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion.

In our opimion, the consolidated financial statements referred to above present fairly, in all
material respects, the financial position of Cumberland Heights Foundation, Inc. and Affiliates as
of December 31, 2011 and 2010, and the results of their activities and their cash flows for the years
then ended in conformity with accounting principles generally accepted in the United States of
America.

Our audits were made for the purpose of forming an opinion on the consolidated financial
statements taken as a whole. The consolidating schedules are presented for purposes of additional
analysis and are 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 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 opinjon, the information is fairly stated
in all material respects in relation to the consolidated financial statements as a whole.

Brentwood, Tennessee
May 29,2012



CUMBERLAND HEIGHTS FOUNDATION, INC. AND AFFILIATES
Consolidated Statements of Financial Position

December 31, 2011 and 2010

Assets

2011 2016

Current assets:
Cash $ 1,003,643 3 999,628
Accounts receivable for services, less allowance for
doubtful accounts of $495,683 in 2011 and $632,499
in 2010 3,398,458 2,639,027
Current portion of contributions receivable, less
allowance for uncollectible pledges of $88,648 in

2011 and $104,656 in 2016 60,563 320,731

Other current assets 274,619 355,736

Restricted cash 60,189 940.837

Total current assets 4,797,472 5,255,953

Property and eguipment, net 15,269,028 15,389,799
Contributiens receivable, excluding current

portion 38,201 65,924

Investments 1,144,704 1,111,320

Beneficial interest in perpetual trust 504.838 546,104

) 21,754,243 3 22.369.160

Liabilities and Net Assets

Current liabilities:

Line of credit $ 52,953 $ -
Current installments of long-term debt 104,308 1,088,688
Current installments of capital lease obligation 23,289 -
Accounts payable 275,426 340,649
Accrued expenses 924,060 754,031
Total current Habilities 1,379,976 2,183,368
Long-term debt, excluding current installments 4,297,848 4,411,312
Capital lease obligation, excluding current installments 32,916 -
Fair value of interest rate swap agreement 575,154 482,173
Total liabilities 6,285,888 7,076,853
Net assets:
Unrestricted 13,473,074 12,689,160
Temporarily restricted 1,490,443 2,056,983
Permanently restricted 504,838 546,164
Total net assets 15,468,355 15.292.247

§ 21,754,243 k) 22,369,100

See accompanying notes to the consolidated financial statements.
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CUMBERLAND HEIGHTS FOUNDATION, INC. AND AFFILIATES
Consolidated Statements of Activities

Years ended December 31, 2011 and 2019

2011 2016
Changes in unrestricted net assets:
Public support and revenue;
Patient service revenue, net 3 19,020,187 $ 20,359,334
Contributions 282,371 131,848
Investment income 1,671 16,965
Other 332.825 398,712
Total public support and revenue 19,636,454 20,916,859
Satisfaction of restrictions 1,158,418 2,381,153
Total unrestricted public support and revenue 20.794.872 23,258,012
Expenses:
Program services:
Clinical services 8,504,571 16,864,337
Ancillary services 3.627.863 3.998.707
Total program services 12,532,434 14,863,044
Supporting services:
Administrative and fiscal 4,881,506 5,818,682
Marketing and public relations 2,504,037 2,320,365
Total supporting services 7,385,543 8,139,047
L.oss on interest rate swap agreement 92,981 59,954
Total expenses 20,010,958 23.062.045
Increase in unrestricted net assets 783.914 235,967
Changes in temporarily restricted net assets:
Contributions 563,422 881,381
Investment income (Joss), net (58,774 61,415
Net assets released from restrictions (1,124,188 (2,365,967
Net assets reclassified from permanently restricted - 177.843
Decrease in temporarily restricted net assets (566.540) {1,245.268)
Changes in permanently restricted net assets:
Investment income (loss), net (7,0636) 55,776
Income distributed (34,230) (15,246}
Net assets reclassified to temporarily restricted - (177.843)
Decrease in permanently restricted net assets (41.266) (137.313)
Increase {decrease) in net assets 176,108 {1,146,614)
Net assets at beginning of year 158,292,247 16,438,861
Net assets at end of year $ 15,468,355 $ 15,292,247

See accompanying notes to the conselidated financial statements.
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CUMBERLAND HEIGHTS FOUNDATION, INC. AND AFFILIATES
Consolidated Statements of Cash Flows

Years ended December 31, 2011 and 20168

Z011 2016

Cash flows from eperating activities:
Change in net assets % 176,108 $ (1,146,614}
Adjustments to reconcile change in net assets to net cash
provided (used) by operating activities:

Depreciation and amortization 996,764 1,081,826
Provision for doubtful accounts 425,485 951,723
Provision for uncollectible pledges (16,008) (105,744
Discount on contributions receivable {13,189) (16,700}
Net (gain) loss on investments 29,012 {123,640)
Loss on interest rate swap agreement 92,981 59,954
{Increase) decrease in operating assets:
Accounts receivable for services (1,184.916) {618,106)
Contributions receivable 317,088 226,295
Cther current assets 81,111 {182,596)
Increase (decrease) in operating lHabilities:
Accounts payable (65,223) 13,121
Accrued expenses 169.969 (144.128)
Total adjustments 833074 1,142,011
Net cash provided (used) by operating activities 1,009,182 {4.603)
Cash flows from investing activities:
Purchases of property and equipment (799,223) (995,452)
Proceeds from sale of investments 76,449 55,387
Purchases of investments, net (97,579} {97,641)
Change in restricted cash 880.648 1,277,299
Net cash provided by investing activities 60,295 239,593
Cash flows from financing activities:
Repayments on long-term debt {1,097,844) (1,500,000)
Line of eredit, net activity 52,953 -
Principal payments on capital leases (20571 -
Net cash used by financing activities {1.065.462) 1.560.000)
Increase {decrease) in cash 4,015 (1,265,010)
Cash at beginning of year 999,628 2,264,638
Cash at end of year 3 1,603,643 3 999,628

See accompanying notes to the consolidated financial statements,
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CUMBERLAND HEIGHTS FOUNDATION, INC. AND AFFILIATES
Notes to the Consolidated Financial Statements

December 31, 2011 and 20610

(1} Nature of operations

Cumberland Heights Foundation, Inc. (the "Foundation') is a charitable organization that
maintains and operates treatment centers for the rehabilitation of persons addicted to the use
of alcohol and/or drugs. Cumberland Heights Professional Associates, Inc. ("PA") is a
separate orgamization that was formed to provide medical and outpatient services to the
patients of the Foundation. Creative Recovery Communities, Inc. ("CRC") is a private high
school d/b/a Community High School, and is primarily for students who have completed
alcohol and/or drug treatment. Due to the Foundation's economic interest in Cumberland
Heights Professional Asscciates, Inc. and Creative Recovery Communities, Inc. (collectively
the "Affiliates") and since the Foundation and the Affiliates share a common board of
directors, the Affiliates have been included in the consolidated financial statements of the
Foundation. During a prior year, management made the decision to close the operations of
Creative Recovery Communities, Inc. However, Creative Recoveries Communities, Inc. still
exists as a legal entity for business purposes.

{2) Summary of significant accounting policies

The consolidated financial statements of the Foundation and Affiliates are presented on the
acerual basis. The significant accounting policies followed are deseribed below.

{a) Principles of consclidation

These consclidated financial statements include the accounts of the Foundation and its
Affiliates (collectively, the "Organizations"). All significant intercompany accounts and
transactions have been eliminated.

(b) Basis of presentation

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

Unrestricted net assets - Net assets that are not subject to donor-imposed
stipulations.

Temporarily restricted net assets - Net assets subject to donor-imposed stipulations
that may or will be met either by actions of the Foundation and Affiliates and/or
the passage of time.

Permanently restricted net assets - Net assets subject to donor-imposed stipulations
that they be maintained permanently by the Foundation and Affiliates.

All contributions are considered to be available for unrestricted use unless specifically
restricted by the donor. Amounts received that are designated for future periods or
restricted by the donor for specific purposes are reported as temporarily restricted or
permanently restricted support.
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CUMBERLAND HEIGHTS FOUNDATION, INC. AND AFFILIATES
Notes to the Consolidated Financial Statements

December 31, 2011 and 2010

Restricted cash

Kestricted cash of 360,189 and $940,837 at December 31, 2011 and 2010, respectively,
consists of undisbursed loan proceeds and capital campaign contributions which are
restricted for future construction projects or debt service. During 2011, undisbursed loan
proceeds were used for debt service. The remaining balance of $60,189 at December 31,
2011 relates to capital campaign contributions.

Investments

Investments in marketable equity securities with readily determinable fair values and all
investments in debt securities are shown at their fair values in the consolidated statements
of financial position. Investment income shown in the consolidated statements of activities
includes interest, dividends, and realized and wunrvealized gains and losses, net of
investment expenses. Investment income is reported in the period earned as an increase
in unrestricted net assets unless the use of the assets received is limited by donor-imposed
restrictions., Investment income that is temporarily restricted by the donor is reported as
an increase in unrestricted net assets if the restrictions are met or expire in the year in
which the income is recognized. Other donor-restricted investment income is reported as
an increase in temporarily restricted net assets, depending on the nature of the
restrictions. Interest and dividend imcome for permanently restricted net assets is
reported as an increase In unrestricted net assets. Unrealized gainms and Josses on
permanently restricted net assets are reported as increases or decreases in permanently
restricted net assets, based on the donor's explicit instructions,

Receivables and credit policies

The Foundation and Affiliates report accounts receivable, net of an allowance for
doubtful accounts, at the amount which represents management's estimate of the amount
that ultimately will be realized. The Foundation and Affiliates review the adequacy of the
allowance for doubtiul accounts on an ongoing basis, using historical payment trends,
analyses of accounts receivable by pavor source and aging of receivables, as well as
review of specific accounts, and makes adjustiments to the allowance as necessary. The
carrying amount of accounts receivable is reduced by the allowance, which reflects
management's best estimate of the amounts that will not be collected. Late or interest
charges on delinquent accounts are not recorded until collected. Accounts are sent to
coliections after 90 days of non-payments and are written off in the event of the inability
to pay.
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CUMBERLAND HEIGHTS FOUNDATION, INC. AND AFFILIATES
Motes to the Conseolidated Financial Statements

December 31, 2011 and 2010

Property and equipment

Property and equipment are stated at cost. Donated property and equipment are
recorded at their estimated market value at the date of the gift. Depreciation and
amortization arve provided over the assets' estimated useful lives using the straight-line
method as follows:

Years
Transportation equipment 5
Farniture and fixtures 3-7
Machinery and equipment 3-10
Buildings and improvements 340

Expenditures for mainfenance and repairs are expensed when incurred. Expenditures for
renewals or betterments are capitalized. When property is retived or sold, the cost and
the related accumulated depreciation or amortization are removed from the accounts,
and the resulting gain or loss is recorded as a change in net assets.

Income taxes

The Foundation and Affiliates are exempt from federal and state income taxes under the
provisions of Internal Revenue Code Section 501(c)(3), and, accordingly, no provision for
income taxes is included in the consolidated financial statements,

Under generally accepted accounting principles, a tax position is recognized as a benefit
only if it is "more likely than not" that the tax position would be sustained in 2 tax
examination, with a tax examination being presumed to occur. The amount recognized is
the largest amount of tax benefit that is greater than 50% likely of being realized on
examination. For tax positions not meeting the "more likely than not" test, no tax benefit
is recorded. The Foundation and Affiliates had no material uncertain tax positions that
qualify for recognition or disclosure in the consolidated financial statements.

As of December 31, 2011, the Organizations have no accrued interest or penalties related
to uncertain tax pesitions. It is their policy te recognize interest and/or penalties related
to income fax matfers in income tax expense.

The Foundation and Affiliates file separate U.S, Federal information tax returns The
Organizations are currently open to audit under the statute of limitations by the Internal

Revenue Service for the years ended December 31, 2008 through December 31, 2011.

Revenue recognition

Net patient service revenue is recognized at the estimated net realizable amounts from
patients, third-party payors, and others for services rendered, including estimated
vetroactive adjustments under reimbursement agreements with third-party payors.
Retroactive adjustments are made on an estimated basis in the period the related services
are rendered and adjusted in future periods, as final settlements are determined.
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CUMBERLAND HEIGHTS FOUNDATION, INC, AND AFFILIATES
Notes to the Consolidated Financial Statements

December 31, 2011 and 2010

The Foundation has a Patient Assistance Fund that provides treatment scholarships for
persons who have not had a previous treatment experience, who demonstrate a high level
of motivation, and who have no financial resources. The Foundation also provides for
indigent patients, nnder certain circumstances. Revenue is not recognized in the financial
statements for charity care. Direct and indirect costs of charity care were approximately
$745,0600 and $900,000 in 2011 and 2010, respectively,

Certain cash contributions are recognized as revenue when received.

Contributions receivable which are unconditional promises to give that are expected {o be
collected within ome year are recorded at their net realizable value. Unconditional
promises to give that are expected to be collected in future years are recorded at the
present value of estimated future cash flows. The discounts on those amounts are
computed, and recorded if material, using a risk-free interest rate applicable to the year
in which the promise is received. Amortization of the discount is included in contribution
revenue. Conditional promises to give are not included as support until such time as the
conditions are substantially met.

Advertising and promotion costs

Advertising and promotion costs are expensed as incurred.

Long-lived assets

The carrying values of long-lived assets are reviewed whenever events or circumstances
indicate that the carrying amount of an asset may not be recoverable. If this review
indicates that the asset will not be recoverable, as determined based on the undiscounted
cash flows of the operating entity or asset over the remaining amortization period, the
carrying value of the asset will be reduced to its fair value,

Fair value of interest rate swap agreement

The Foundation uses derivatives to manage risks related to interest rate movements.
Interest rate swap contracts designated and qualifying as cash flow hedges are reported
at fair value. The gain or loss on the hedge is included in the consolidated statements of
activities, The Foundation's interest rate risk management strategy is to stabilize cash
flow requirements by maintaining interest rate swap contracts to convert variable-rate
debt to a fixed rate.

Use of estimates

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



CUMBERLAND HEIGHTS FOUNDATION, INC. AND AFFILIATES
Notes to the Consolidated Financial Statements

December 31, 2011 and 2010

{m) Adoption of new accounting pronouncements

(n)

(o)

(p)

In August 2010, accounting standards relating to the presentation of insurance claims and
related insurance recoveries for health care entities were amended to require the entity fo
recognize an insurance receivable at the same time that it recognizes the liability,
measured on the same basis of the Hability. These standards are effective for financial
statements for fiscal years beginning after December 15, 2010. Therefore, the Foundation
adopted these standards at the beginning of 2011. The adoption of these accounting
standards did not have a significant impact on the consolidated financial statements.

In August 2010, aceounting standards relating to the disclosure of charity care for health
care entities were amended to require the entity to measure charity care based on the
direct and indirect costs of providing the chavity care. These amendments are effective
for financial statements for fiscal years begiuning after December 15, 2010. Therefore,
the Foundation adopted these standards at the beginning of 2011. The adoption of these
accounting standards did not have a significant Impact on the consolidated financial
statements,

New accounting pronouncements

In July 2011, the Financial Accounting Standards Board ("FASB") issued accounting
standards that require changes in financial statement presemtation and enhanced
disclosures by health care entities that recognize significant amounts of patient service
revenue at the time services are rendered without taking account of patients’ ability fo
pay. These standards require health care entities to change the presentation of their
statement of operations by reclassifying the provision for bad debts associated with
patient service revenue from an operating expense to a deduction from patient service
revenue (net of contractual allowances and discounts). Additionally, these entities will be
required to provide enhanced disclosure about their policies for recognizing revenue and
assessing bad debts as well as qualitative and quantitative information about changes in
the allowance for doubtful accounts. These standards are effective for fiscal years ending
after December 15, 2012, and therefore the Foundation expects to adopt these standards
at the beginning of 2012. The Foundation is currently assessing the impact of adopting
these accounting standards.

Fundraising costs

For the years ended December 31, 2011 and 2010, expenses totaling 5342,598 and
$319,077 respectively, were associated with fundraising and are classified in the
consolidated statements of activities under marketing and public relations.

Events occurring after reporting date

The Foundation has evaluated events and traunsactions that occurred between December
31, 2011 and May 29, 2012 which is the date that the consolidated finmancial statements
were available to be issued, for possible recognition or disclosure in the consolidated
financial statements.



CUMBERLAND HEIGHTS FOUNDATION, INC. AND AFFILIATES
Notes to the Consolidated Financial Statements

December 31, 2011 and 2010

(3) Credit risk and other concentrations

)

Beginping December 31, 2010, through December 31, 2012, all noninterest-bearing transaction
accounts are fully insured, regardless of the balance of the account, at all FDIC-insured
institutions. The unlimited insurance coverage is available to all depositors, including
consumers, businesses, and government entities. This unlimited insurance coverage is separate
from, and in addition to, the insurance coverage provided to a depositor’s other deposit
accounts held at an ¥FDIC-insured institution.

The Foundation utilizes various investment instruments. Investment securities, in general, are
exposed to various risks, such as interest rate, credit, and overall market volatility. Due to the
level of risk associated with certain investment securities, it is reasonably possible that
changes in the values of investment securities will cccur in the mear ferm and that such
changes could matevially affect the amounts reported in the consolidated statements of
financial position.

The Foundation provides rehabilitation treatment for individuals with alcohol and other
chemical dependencies under various payer programs. Accordingly, the concentration of
accounts receivable and revenue from Blue Cross/Magellan, private insurance companies, and
individuals as of and for the years ended December 31, 2011 and 2010, is as follows:

2011 2010
AR Revenue AR Revenue
Other private insurance 34 % 46 % 50 % 38 %
Individuals 26 29 38 26
Blue Cross/Magellan 46 25 12 36

108 % 108 % 100 % 100 %

Assets and Habilities measured at fair value

FASB ASC 820, Fair Value Measurements and Disclosures, provides the framework for
measuring fair value., That framework provides a fair value hierarchy that prioritizes the
inputs to valuation techniques used to measure fair value. The hierarchy gives the highest
priority to unadjusted quoted prices in active markets for identical assets or liabilities (Level 1
measurements) and the lowest priority to unobservable inputs (Level 3 measurements). The
three levels of the fair value hierarchy are described below:

Level 1 - Inputs to the valuation methodology are unadjusted quoted prices for identical assets
or liabilities in active markets that the Foundation’s management has the ability to access.

Level 2 - Inputs to the valuation methodology include:
- (uoted prices for similar assets or liabilities in active markets;
- (Quoted prices for identical or similar assets or Habilities in inactive markets;
- Inputs other than quoted prices that are observable for the asset or liability;
- Inputs that are derived principally from or corroborated by observable market data by
correlation or other means.

16



CUMBERLAND HEIGHTS FOUNDATION, INC. AND AFFILIATES
Notes to the Consolidated Financial Statements

December 31, 2011 and 2010

If the asset or lability has a specified (contractual) term, the Level 2 input must be observable
for substantially the full term of the asset or liability.

Level 3 - Inputs to the valuation methodology are unobservable and siguificant to the fair
value measurement,

The asset’s or lability’s fair value measurement level within the fair value hierarchy is based
on the lowest level of any input that is significant to the fair value measurement. Valuation
techniques used need to maximize the use of observable inputs and minimize the use of
unobservable inputs.

The following is g description of the valuation methodologies used for asset measurement at
fair value. There have been no changes in the methodologies used at December 31, 2011 and
2010.

(i)  Mutual funds: Valued at the net asset value of shares held by the Foundation at
year end.

(1)  Egquity securities: Valued at the closing price reported on the active market on
which the individual securities are traded.

(i) Contributions receivable: Valued at the net realizable value of the contributions
receivable outstanding at year-end.

The methods deseribed above may produce a fair value calculation that may not be indicative
of net realizable value or reflective of future fair values. Furthermore, while the Foundation's
management believes its valuation methods are appropriate and consistent with other market
participants, the use of different methodologies or assumptions to determine fair value of
certain financial instruments could result in a different fair value measurement at the
reporting date.

The following table sets forth by level, within the fair value hierarchy, the Foundation’s assets
at fair value as of December 31, 2011 and 2010:

2011
Level 1 Level 2 Level 3 Total

Cash held in interest program $ 92,365 3§ - $ - 3 92,365
Mutual funds:

Fixed income 402,398 - - 402,395

Domestic index 67,004 - - 67,004

International 57.384 - - 57,384

526,783 - - 526,783




CUMBERLAND HEIGHTS FOUNDATION, INC. AND AFFILIATES
Notes to the Consolidated Financial Statements

December 31, 2011 and 2010

Equity securities:

Consumer 121,046 - - 121,046
Industrial and energy 158,514 - - 158,914
Information 54,082 - - 54,082
Healtheare 81,408 - - 81,408
Telecommunications and
utilities 54,430 - - 54,436
Other 55,676 - - 55.676
525.556 - - 525,556
Beneficial trust 504.838 - - 504,838
Contributions receivable, net - - 98,764 98.764
Total $__1.649547 § - 3 98,764 $__1,748.306
2610
Level 1 Level 2 Level 3 Total
Cash held in interest program 3 121,197 % - $ - 3 121,197
Mutual funds:
Fixed income 314,004 - - 314,604
Domestic index 68,244 - - 68,244
International 59,116 - - 59,116
441.364 - - 441.364
Equity securities:
Consumer 131,673 - - 131,673
Industrial and energy 152,150 - - 152,150
Information 110,350 - - 116,350
Healthcare 65,148 - - 65,148
Telecommunications and
utilities 45,168 - - 45,168
Other 44,270 - - 44.270
548.759 - - 548.759
Beneficial trust 546,104 - - 546,104
Contributions receivable, net - - 386,658 386,655
Total - 81657424 3 - 5 386,655 $__2.044.079

The interest rate swap, within the fair value hierarchy, is considered a Level 2 liability and is
measured at fair value on a recurring basis.
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CUMBERLAND HEIGHTS FOUNDATION, INC. AND AFFILIATES
Notes to the Consolidated Financial Statements

December 31, 2011 and 2010
The following table provides a summary of changes in fair value of the Foundation's Level 3
assets for the year ended December 31, 2011 and 2010:

Fair Value Measurements Using Significant
Unobservable Inputs (Level 3)

Contributions
receivable, net
Balance at December 31, 2009 $ 490,506
New contributions 389,925
Contributions received (420,045}
Decrease in allowance for uncollectible
pledges 105,744
Decrease In contribution discount 10,760
Write-off of pledges (196,175)
Balance at December 31, 2010 386,655
New contributions 32,415
Contributions received {302,048)
Decrease in allowance for
uncollectible pledges 16,008
Decrease in contribution discount 13,189
Write-off of pledges {47,455)

Balance at December 31, 2011

) 98,764

(5y Contributions receivable

The Foundation solicits pledges of support from board members and others for contributions
to be used for the Campaign for Recovery or other purposes. The pledges are discounted
when recorded to reflect the present value of expected future collections due after one year.
Contributions receivable are vreported as temporarily restricted nef assets in the
accompanying consolidated financial statements and are scheduled to be received as follows:

2013 2010
Receivable in less than one year $ 149,211 3 425,387
Receivable in one to five years 44,630 84.942
193,241 510,329
Less allowance for uncollectible pledges 88,648 104,656
Less discount 5.829 19,018
$ 98,764 § 386,655

i3
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CUMBERLAND HEIGHTS FOUNDATION, INC. AND AFFILIATES
MNotes to the Consolidated Financial Statements

December 31, 2011 and 2010

Investments

A summary of the fair value of investments as of December 31, 2011 and 2019 is as follows:

2011 2010
Cash held in interest program $ 92,365 § 121,197
Mutual funds 526,783 441,364
Fquity securities 525.856 548,759

$_ 1344704 § 1,111,320

At December 31, 2011, the fair value of invested assets assigned to permanently restricted
endowment net asset balances reguired to be maintained in perpetuity had a $36,263
deficiency. At December 31, 2010 no deficiency existed.

Beneficial interest in perpetual trust

The Foundation is the beneficiary of a trust created by a donor, the assets of which are not in
the possession of the Foundation. The Foundation has legally enforceable rights and claims to
such income therefrom. Net realized and unrealized gains or losses related to the beneficial
interest are reported as changes in permanently restricted net assets based on the explicit
donor stipulation. The fair value of the beneficial interest was $504,838 and $546,104 at
December 31, 2011 and 2010, respectively, and is included in permanently restricted net assets
in the accompanying consolidated financial statements.

Investment income

The following schedule summarizes the investment income (loss) in the consolidated
statements of activities for 2011 and 2019:

2011 2010
Interest and dividend income 3 38,325 3 37,347
Net gain (Joss) on investments (29,612} 123,640
Fees paid (21.052) (16,831

$ (11.73% § 144,156
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CUMBERLAND HEIGHTS FOUNDATION, INC. AND AFFILIATES

Notes to the Consolidated Financial Statements

December 31, 2011 and 2010

{9y Property and equipment

A summary of property and equipment as of December 31, 2011 and 2010 is as follows:

2011 2016

Land % 348,442  § 348,442
Buildings and improvements 21,415,559 21,240,282
Machinery and eguipment 3,166,884 2,933,549
Transportation equipment 207,654 170,158
Furniture and fixtures 1,038,762 1,038,762
Construction in progress 440,380 14,495

26,617,681 25,741,688
Accumulated depreciation {11.348.653) (10.351.889)

$__15269.028

§__ 15389799

Construction in progress primarily consists of amounts incurred relating to the renovation of
certain property. At December 31, 2011, the estimated cost to complete was approximately

$537,000.

(10} Line of credit

At December 31, 2011, the Foundation had a $950,000 revelving line of credit, payable on
demand, which matures August 31, 2012, There were borrowings of $52.,953 on the line at
December 31, 2011, There were ne borrowings on the line as of December 31, 2010,
Borrowings under the line bear interest, payable monthly, at an annual interest rate equal to
the one-month LIBOR plus 2.750 percentage points over the index, but not less than a2 4.05%
floor. The rate was 4.05% at December 31, 2011, The line of credit is secured by accounts

receivable.

The line of credit agreement is cross-collateralized with the long-term debt (see Note 11). The
security agreement with the bank contains certain financial covenants, including requirements
for the maintenance of specified current ratios and minimum levels of debt service coverage.
The Foundation was in compliance with all debt covenants as of December 31, 2011,
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Notes to the Consolidated Financial Statements

December 31, 2011 and 2016

{11} Long-term debt

A summary of long-term debt as of December 31, 2011 and 2010 is as follows:

b2
<o
Ay
]

2011

Mote payable in connection with $9,991,000 Series
2007 Health Facilities Bonds issued by the
Metropolitan Government of Nashville and
Davidson County, Tennessee; due in scheduled
principal installments as summarized by year
below, plus interest at a variable rate based on the
30-day LIBOR rate {1.43481% at December 31,
2011} through May 15, 2017, § 4,402,356 § 5,500,000

Less current installments 164,308 1,088,688

Long-term debt, excluding current installments $__ 47297848 §__ 4411312

A summary of future maturities of long-term debt as of December 31, 2011 is as follows:

Year Amount

2012 $ 104,308
2013 121,666
2014 130,462
2015 139,893
2016 150,006
2017 and later years 3,755,821

$__ 4.402,156

The long-term note payable is secured by a first mortgage of the Foundation’s property and
the loan agreement requires maintenance of certain covenants (see Note 10).

{12y Capital lease obligation

The Foundation entered inte a capital lease arrangement duving 2011 to finance the
acqguisition of certain equipment, The Foundation's obligation as of December 31, 2011 is as

follows:
Minimum lease payments payable $ 58,304
Less: portion representing inferest 2,105
Capital lease obligation 56,199
Less: eurrent portion _— 23.289
Long-term portion S, 32,910
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December 31, 2011 and 2010

Future minimum annual lease payments pavable under the eapital lease obligation as of
December 31, 2011 are as follows:

Year Amount
2012 $ 24,667
2013 26,910
2014 6.727
Total current minimum lease payments 3 58.304

Equipment utilized under capital lease obligation at December 31, 2011 amounted fo
approximately $71,5060.

(13) Interest rate swap agreement

In May 2007, the Foundation entered inte an interest rate swap agreement with a commereial
bank to reduce the impact of changes in interest rates on its taxable revenue bond Series 2007.
Under the interest rate swap agreement, which is classified as a cash flow hedge, the
Foundation pays interest at a fixed rate of 3.39% and receives inferest at 70% of the one-
month LIBOR plus 1.24%. The existing agreement terminates in May 2017 and has an
original notional amount of $9,991,000. The current notional amount is $4,380,148 as of
December 31, 2011. Notional amounts do not quantify risk or represent assets or Habilities of
the Foundation, but are used in the determination of cash settlements under the agreement.
At December 31, 2011 and 2010, the fair value of the agreement was $575,154 and $482,173,
respectively, and is reported as a long-term lability in the consolidated statements of financial
position. The change in the estimated fair value of the inferest rate swap agreement of $92,981
and $59,954 during the years ended December 31, 2011 and 2018, respectively, is reported as a
foss in the consolidated statements of activities.

(14) Net assets

As of December 31, 2011 and 2010, the Board of Directors had designated $242,025 and
$234,963, respectively, of unrestricted net assets as a general endowment fund to support the
mission of the Organization. Since that amount resulted from an internal designation and is
not donor-restricted, it is classified and reported as unrestricted net assets.

The primary objective of the Foundation's endowment funds is the preservation of capital.
Sécondly, the endowment funds should provide reasonable growth of principal within the
unfolding market environment, as well as an adequate level of income to supplement the
financizal needs of the Foundation. The monies of the endowment funds are to be invested in a
portfolio that is comprised of equity securities (56-70%), fixed income securities (30-50%) and
cash reserves (3-10%).
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Composition of and changes in endowment net assets for the vear ended December 31, 2011
were as follows:

2011 010
Board-designated endowment net assets,
beginning of year 3 234,963 % 235,327
Net change during year 7.062 {364)

Board-designated endowment net assets, end of year $ 242.025 & 234,963

Endowment net asset composition by type of fund as of December 31, 2011 and is as follows:

Total Net
Temporarily Permanently Endowment
Unrestricted  Restricted Restricted Agssets

Donor-restricted

endowment funds 3 - 8 932,679 8 504,838 § 1,467,517
Board-designated

endowment funds 242,025 - - 242.025
Total funds 3 242025 § 802,679 $ 504,838 & 1.649.542
Endowment net assets,

beginning of year $ 234,963 § 876,357 § 546,104 § 1,657,424
Contributions 17,525 64,846 - 82,371
Amounts appropriated for

expenditure {9,469} (32,750) (34,230} (76,449)
Investment income, net {994) (8.774) {7,036) (13.804)
Endowment net assets,

end of year $ 242,025 § 902,679 8 504,838 §___ 1,649,542
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Endowment net asset composition by type of fund as of December 31, 2010 and is as follows:

Total Net
Temporarily Permanently Endoewment
Unrestricted  Restricted Restricted Assets

Donor-restricted

endowment funds 3 - 8 876,357 § 546,104 & 1,422.461
Board-designated

endowment funds 234.963 - - 234.963
Total funds 3 234863 $ 876357 § 546,104 $__ 1,657,424
Endowment net assets,

beginning of year 3 235327 8 572,784 § 683,417 8% 1,491,528
Contributions 10,810 77,090 - 87,100
Reclassifications - 177,843 (177,843) -
Amounts appropriated for

expenditure (27,366) (12,775) (15,246} (55,387}
Investment income, net 16,992 61,415 55,776 134,183
Endowment net assets,

end of year 5 234,963 $ 876357 % 546,104 § 1,657,424

Tempeorarily restricted net assets as of December 31, 2011 and 2010 are available for the
following purposes:

2011 2010
Men's facility 3 803 8§ 121,851
Patient assistance (including endowment net
assets of $902,679 at December 31, 2011) 1,287,415 708,424
Other specific operational programs 202,225 1,226,708

$ 1490443 §___ 2,056,983

Permanently restricted net assets are held in perpetuity with the unrealized gain (loss)
reflected as permanently restricted net assets and the income from assets expendable fo
support certain programs. A summary of the permanently restricted net assets for which the
related income is expendable as of December 31, 2011 and 2010 is as follows:

[

011 01
Oleott Foundation $ 504,838 g 546,104

i
[

During 2010, management determined that $177,843 of permanently restricted net assets
should be reclassified to temporarily restricted net assets in order to comply with the donor's
intended use for the gift.
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The endowment funds are primarily invested in equity and fixed income securities. As
determined by the restrictions imposed by the donors and the guidelines established by the
endowment committee, the permanently restricted endowment is generally expended at a rate
between 3% and 5% of the calendar year end principal balance.

(15) Natural classification of expenses

A summary of the natural classification of expenses for the vears ended December 31, 2011
and 2010 is as follows:

2011 2010
Salaries and temporary labor 5 12,610,422 $ 13,964,684
Contract services 1,010,927 1,157,078
Provision for doubtful accounts 425,485 981,723
Depreciation and amortization 966,764 1,681,828
Interest, including swap agreement 321,898 341,587
General insurance 433,746 477,832
Utilities 601,225 617,724
Food service 670,284 722,906
Supplies 473,112 533,967
Other 3,067,695 3212716

$__20,010,958 §__23.062,045

(16) Profit-sharing plan

Eligible employees of the Foundation may participate in the Cumberland Heights 401(k)
Retirement Plan (the "Plan"). Employees are generally eligible after they reach age 20 1/2
and are employed for six months. From January through October 2010, the Foundation
matched salary deferral contributions 100% up to 3% of compensation and 56% for the next
2% of compensation. Effective October 2010, the Foundation discontinued all matching
contributions. The Foundation made contributions of $164,739 to the Plan in 2010.

(17) Advertising expenses

Advertising costs of $766,436 and $541,804 were expensed during 2011 and 2018, respectively.

(18) Lease commitments

The Foundation leases office space and various office equipment under operating leases. Rent
expense under these leases amounted to $475,266 and $566,057 in 2011 and 2010, respectively.

20
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A summary of futore minimum payments nnder these leases as of December 31, 2011 is as

follows:
Year Amount
2012 $ 268,828
2013 190,288
2014 77,272
2015 37.816

$_ 574,204

(19) Contingencies

Healthcare Industry

The health care industry is subject to numerous laws and regulations of federal, state and
local governments. These laws and regulations include, but are not necessarily limited fo,
matters such as licemsure, accreditation, government health care program participation
requirements, reimbursement for patient services, fraud and abuse. Recently, government
activity has increased with respect to investigations and/or allegations concerning possible
viclations of fraud and abuse statutes and/or regulations by health care providers. Violations
of these laws and regulations could result in expulsion from government health care programs
together with the imposition of significant fines and penalties, as well as significant
repayments for patient services previously billed. Management believes that the Foundation
and Affiliates are in compliance with fraud and abuse statutes, as well as other applicable
government laws and regulations.

Healthcare Reform

In March 2010, Congress adopted comprehensive health care insurance legislation, the Patient
Care Protection and Affordable Care Act and the Health Care and Education Reconciliation
Act ("ecollectively, the “"Health Care Reform Legisiation™). The Health Care Reform
Legislation, among other matters, is designed to expand access to health care coverage to
substantiaily all citizens through a combination of public program expansion and private
industry health insurance. Provisions of the Health Care Reform Legislation become effective
at various dates over the next several vears and a number of additional steps are required to
implement these requirements. Due to the complexity of the Health Care Reform Legislation,
reconciliation and implementation of the legislation continues to be under counsideration by
lawmakers, and it is not certain as to what changes may be made in the future regarding
bealth care policies. Changes to existing Medicaid coverage and payments are also expected to
oceur as a result of this legislation. While the full impact of Health Care Reform Legislation is
not yet fully known, changes to pelicies regarding reimbursement, universal health insurance
and managed competition may materially impact the Organization's operations.
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Litigation

The Foundation is invelved in various legal actions arising in the normal course of business.
In the opinion of management, such matters will not have a material adverse effect on the
Foundation's consolidated financial position or results of operations. As these matters
develop, it is reasonably possible management's estimate of their effect could change and an
accrual for additional liabilities counld be required,

{20) Related party transactions

The Foundation sometimes purchases goods or services from companies or organizations that
are affiliated with or owned, directly or indirectly, by members of the Board of Directors.
Additionally, the Foundation receives pledges from companies or organizations that are
affiliated with or owned, directly or indirectly, by members of the Board of Directors.

{21) Supplemental disclosures of cash flow statement information

911 2010
Interest paid $ 228917 % 281,633
Equipment acquired under capital lease 3 76,770 § -
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