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LaTrTiMoRE Brack Morcan & CaIN, Pc

CERTIFIED PUBLIC ACCOUNTANTS AND BUSINESS ADVISORS

INDEPENDENT AUDITORS' REPORT

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

We have audited the accompanying consolidated statements of financial position of Cumberland
Heights Foundation, Inc. and Affiliates as of December 31, 2010 and 2009, and the related
consolidated statements of activities and cash flows for the years then ended. These consolidated
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 also includes examining,
on a test basis, evidence supporting the amounts and disclosures in the consolidated financial
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 opinion, 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, 2010 and 2009, 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 basic consolidated financial
statements taken as a whole. The consolidating information in the schedules is presented for
purposes of additional analysis and is not a required part of the basic financial statements. Such
information has been subjected to the auditing procedures applied in the audits of the basic
consolidated financial statements and, in our opinion, is fairly stated in all material respects in
relation to the basic consolidated financial statements taken as a whole.

LM' B/Mm"‘q‘”\ “’C"'."‘“-:'b(“

Brentwood, Tennessee
September 28, 2011



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

December 31, 2010 and 2009

Assets

2010 2009

Current assets:
Cash $ 999,628 S 2,264,638
Accounts receivable for services, less allowance for
doubtful accounts of $632,499 in 2010 and $519,313
in 2009 2,639,027 2,978,333
Current portion of pledges receivable, less allowance
for uncollectible pledges of $104,656 in 2010 and

$210,400 in 2009 320,731 266,136

Other current assets 355,730 167,451
Restricted cash 940,837 -

Total current assets 5,255,953 5,676,558

Property and equipment, net 15,389,799 15,476,175

Pledges receivable, excluding current portion 65,924 224,370

Investments 1,111,320 985,954

Beneficial interest in perpetual trust 546,104 505,574

Restricted cash - 2.218.136

$_ 22369100 $ 25,086,767

Liabilities and Net Assets

Current liabilities:

Current installments of long-term debt S 1,088,088 S 1,500,000
Accounts payable 340,649 327,528
Accrued expenses 754,031 898.159
Total current liabilities 2,183,368 2,725,687
Long-term debt, excluding current installments 4,411,312 5,500,000
Fair value of interest rate swap agreement 482.173 422.219
Total liabilities 7.076.853 8.647.906

Net assets:
Unrestricted 12,689,160 12,453,193
Temporarily restricted 2,056,983 3,302,251
Permanently restricted 546,104 683.417
Total net assets 15.292.247 16.438.861

S 22,369,100 $ 25,086,767

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, 2010 and 2009

Changes in unrestricted net assets:
Public support and revenue:
Patient service revenue, net
Contributions
Investment income
Gain on sale of property and equipment
Other

Total public support and revenue

Satisfaction of restrictions

Total unrestricted public support and revenue

Expenses:
Program services:
Clinical services
Ancillary services

Total program services

Supporting services:
Administrative and fiscal
Marketing and public relations

Total supporting services
(Gain) loss on interest rate swap agreement
Total expenses
Increase in unrestricted net assets

Changes in temporarily restricted net assets:
Contributions
Investment income, net
Net assets released from restrictions
Net assets reclassified from permanently
restricted

Increase (decrease) in temporarily restricted net assets

Changes in permanently restricted net assets:
Investment income, net
Net assets released from restrictions
Net assets reclassified to temporarily restricted

Increase (decrease) in permanently restricted net assets

Increase (decrease) in net assets
Net assets at beginning of year

Net assets at end of year

2010 2009
20,359,334 $ 22,384,420
131,848 167,642
26,965 54,864
- 433,200
398.712 322.525
20,916,859 23,362,651
2.381.153 449.745
23,298,012 23.812.396
10,864,337 10,952,112
3,998,707 4.411.124
14,863,044 15,363,236
5,818,682 5,709,787
2.320.365 2.358.467
8,139,047 8,068,254
59,954 (326.650)
23,062,045 23,104,840
235,967 707.556
881,381 651,450
61,415 113,646
(2,365,907) (449,745)
177.843 -
(1.245,268) 315,351
55,776 68,712
(15,246) -
(177.843) -
(137.313) 68.712
(1,146,614) 1,091,619
16.438.861 15,347,242
15292247 $__ 16,438,861

See accompanying notes to the consolidated financial statements.



CUMBERLAND HEIGHTS FOUNDATION, INC. AND AFFILIATES
Consolidated Statements of Cash Flows

Years ended December 31, 2010 and 2009

2010 2009

Cash flows from operating activities:
Change in net assets $ (1,146,614) $ 1,091,619
Adjustments to reconcile change in net assets to cash flows
provided (used) by operating activities:

Depreciation and amortization 1,081,826 1,121,627
Provision for doubtful accounts 951,723 676,082
Provision for uncollectible pledges (105,744) 108,216
Gain on sale of property and equipment - (433,200)
Discount on pledges receivable (10,700) (37,478)
Net gain on investments (123,640) (216,807)
(Gain) loss on interest rate swap agreement 59,954 (326,650)
(Increase) decrease in operating assets:
Accounts receivable for services (618,100) (1,381,312)
Pledges receivable 220,295 587,409
Other current assets (182,596) (14,379)
Increase (decrease) in operating liabilities:
Accounts payable 13,121 81,131
Accrued expenses (144.128) (110,914)
Total adjustments 1,142,011 53,725
Net cash provided (used) by operating activities (4,603) 1,145,344

Cash flows from investing activities:

Proceeds from disposal of property and equipment - 715,856
Purchases of property and equipment (995,450) (313,193)
Proceeds from sale of investments 55,387 37,680
Purchases of investments, net (97,643) (103,728)
Change in restricted cash 1.277.299 2.239.165
Net cash provided by investing activities 239,593 2.575.780

Cash flows from financing activities -
Repayments on long-term debt (1,500.000) (2,991.000)
Increase (decrease) in cash (1,265,010) 730,124
Cash at beginning of year 2.264.638 1.534.514
Cash at end of year $ 999,628 $ 2,264,638

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, 2010 and 2009

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 organization 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 Associates, 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 2008, 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.

Summary of significant accounting policies

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

(a) Principles of consolidation

These consolidated financial statements include the accounts of the Foundation and its
Affiliates. 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, 2010 and 2009

Restricted cash

Restricted cash of $940,837 and $2,218,136 at December 31, 2010 and 2009, respectively,
consists of undisbursed loan proceeds and capital campaign contributions which are
restricted for future construction projects or debt service. During 2011, all restricted
cash was used for debt service.

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 unrealized 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 income for permanently restricted net assets is
reported as an increase in unrestricted net assets. Unrealized gains and losses 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 doubtful accounts on an ongoing basis, using historical payment trends,
analyses of accounts receivable by payor source and aging of receivables, as well as
review of specific accounts, and makes adjustments 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
collections 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
Notes to the Consolidated Financial Statements

December 31, 2010 and 2009

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 are provided over the assets' estimated useful lives using the straight-line
method as follows:

Years
Transportation equipment 5
Furniture and fixtures 3-7
Machinery and equipment 3-10
Buildings and improvements 3-40

Expenditures for maintenance and repairs are expensed when incurred. Expenditures for
renewals or betterments are capitalized. When property is retired 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 a 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, 2010, the Foundation has accrued no interest and no penalties related
to uncertain tax positions. It is their policy to recognize interest and/or penalties related
to income tax matters 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, 2007 through December 31, 2010.
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CUMBERLAND HEIGHTS FOUNDATION, INC. AND AFFILIATES
Notes to the Consolidated Financial Statements

December 31,2010 and 2009

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
retroactive 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.
Revenue adjustments totaled $7,671,693 and $7,456,978 in 2010 and 2009, respectively.

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, who have been referred through a regular referral source, and who have
no financial resources. The Foundation also provides for indigent patients, under certain
circumstances. Revenue is not recognized in the financial statements for charity care.
Charity care was $1,858,123 and $842,622 in 2010 and 2009, respectively.

Certain cash contributions are recognized as revenue when received.

Pledges receivable which are unconditional promises to give that are expected to be
collected within one 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.
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CUMBERLAND HEIGHTS FOUNDATION, INC. AND AFFILIATES
Notes to the Consolidated Financial Statements

December 31, 2010 and 2009

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 liabilities at the date of the consolidated financial statements and the reported
amounts of revenues and expenses during the reporting period. Actual results could
differ from those estimates.

New accounting pronouncements

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 to
recognize an insurance receivable at the same time that it recognizes the liability,
measured on the same basis of the liability. These amendments are effective for financial
statements for fiscal years beginning after December 15, 2010. Therefore the Foundation
expects to adopt these standards at the beginning of 2011.

In August 2010, accounting 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 charity care. These amendments are effective
for financial statements for fiscal years beginning after December 15, 2010. Therefore the
Foundation expects to adopt these standards at the beginning of 2011.

The Foundation is currently assessing the impact of adopting these accounting standards.

Fund raising costs

For the years ended December 31, 2010 and 2009, expenses totaling $319,077 and
$445,084 respectively, were associated with fundraising and are classified in the
consolidated statement of activities under marketing and public relations.

Events occurring after reporting date

The Foundation has evaluated events and transactions that occurred between December
31, 2010 and September 28, 2011 which is the date that the financial statements were
available to be issued, for possible recognition or disclosure in the financial statements.

Credit risk and other concentrations

The Foundation generally maintains cash on deposit at banks in excess of federally insured
amounts. The Foundation has not experienced any losses in such accounts and management
believes the Foundation is not exposed to any significant credit risk related to cash.
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CUMBERLAND HEIGHTS FOUNDATION, INC. AND AFFILIATES
Notes to the Consolidated Financial Statements

December 31, 2010 and 2009

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 occur in the near term and that such
changes could materially 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 payor 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, 2010 and 2009, is as follows:

2010 2009
AR Revenue AR Revenue
Other private insurance 50 % 38 % 36 % 34 %
Individuals 38 26 28 21
Blue Cross/Magellan 12 36 36 45

100 % 100 % 100 % 100 %

Assets and liabilities 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:
- Quoted prices for similar assets or liabilities in active markets;
- Quoted prices for identical or similar assets or liabilities 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.

If the asset or liability 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 significant to the fair
value measurement.

10



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

December 31, 2010 and 2009

The asset’s or liability’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 a description of the valuation methodologies used for asset measurement at
fair value. There have been no changes in the methodologies used at December 31, 2010 and
2009.

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

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

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

The methods described 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, 2010 and 2009:

2010
Level 1 Level 2 Level 3 Total
Cash held in interest
program $_ 121197 $ - $ - $_ 121.197
Mutual funds:
Fixed income 314,004 - - 314,004
Domestic index 68,244 - - 68,244
International 59.116 - - 59.116
441,364 - - 441,364

11



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

December 31, 2010 and 2009

Equity securities:

Consumer 131,673 - - 131,673
Industrial and energy 152,150 - - 152,150
Information 110,350 - - 110,350
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 - - 386.655 386,655

Total $_1.657.424 $ - $ 386,655 $_ 2,044,079
2009
Level 1 Level 2 Level 3 Total
Cash held in interest program $ 104,523 $ - $ - $ 104,523
Mutual funds 417,480 - - 417,480
Equity securities 463,951 - - 463,951
Contributions receivable, net - - 490,506 490,506
Beneficial Trust 505,574 - - 505,574
Total $_ 1491528 $ - $ 490,506 $_ 1,982,034

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.

12



CUMBERLAND HEIGHTS FOUNDATION, INC. AND AFFILIATES

Notes to the Consolidated Financial Statements

December 31, 2010 and 2009

The following table provides a summary of changes in fair value of the Foundation's Level 3
assets for the year ended December 31, 2010 and 2009:

Balance at December 31, 2008
New contributions

Contribution payments received

Fair Value Measurements Using Significant
Unobservable Inputs (L.evel 3)

Contributions
receivable, net

$ 1,148,653
125,234
(669,486)

Increase in allowance for uncollectible

pledges

Decrease in contribution discount

Write-off of pledges

Balance at December 31, 2009
New contributions

Contribution payments received

Decrease in allowance for
uncollectible pledges

Decrease in contribution discount

Write-off of pledges
Balance at December 31, 2010

(5) Pledges receivable

(108,216)
37,478
(43.157)

490,506
389,925
(420,045)

105,744
10,700

(190,175)
$ 386,655

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.
Pledges receivable are reported as temporarily restricted net assets in the accompanying
consolidated financial statements and are scheduled to be received as follows:

Receivable in less than one year
Receivable in one to five years

Less allowance for uncollectible pledges
Less discount

13

010 200
$ 425387 $ 476,536
84,942 254,088
510,329 730,624
104,656 210,400
19,018 29,718

$ 386,655 $ 490.506




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

December 31, 2010 and 2009

(6) Investments

A summary of the fair value of investments as of December 31, 2010 and 2009 is as follows:

2010 2009
Cash held in interest program $ 121,197  $ 104,523
Mutual funds 441,364 417,480
Equity securities 548,759 463,951

$_ 1111320 $ 985.954

At December 31, 2009, the fair value of invested assets assigned to permanently restricted
endowment net asset balances required to be maintained in perpetuity had a $35,527
deficiency. At December 31, 2010 no deficiency exists.

(7) 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 $546,104 and $505,574 at
December 31, 2010 and 2009, respectively, and is included in permanently restricted net assets
in the accompanying consolidated financial statements.

(8) Investment income

The following schedule summarizes the investment income (loss) in the consolidated
statements of activities for 2010 and 2009:

2010 009
Interest and dividend income $ 37,347 $ 37,407
Net gain on investments 123,640 216,807
Fees paid (16.831) (16.992)

$ 144,156 $ 237,222

14



CUMBERLAND HEIGHTS FOUNDATION, INC. AND AFFILIATES

Notes to the Consolidated Financial Statements

December 31, 2010 and 2009

(9) Property and equipment

A summary of property and equipment as of December 31, 2010 and 2009 is as follows:

Land

Buildings and improvements
Machinery and equipment
Transportation equipment
Furniture and fixtures
Construction in progress

Accumulated depreciation

010 2009

$ 348442 $ 348,442
21,240,282 20,430,854
2,933,549 2,773,337
170,158 137,874
1,038,762 1,027,161
10,495 28,570
25,741,688 24,746,238
(10,351,889) (9.270,063)

$_ 15389799 $_ 15.476.175

In May 2009, the Foundation sold the property located at Thompson Lane in Nashville,
Tennessee for a fixed price of $750,000 to a non-related third party. The Foundation

recognized a net gain of $433,200 from the transaction.

(10) Line of credit

At December 31, 2010, the Foundation had a $1,250,000 revolving line of credit available with
a bank that was converted to a $950,000 revolving line of credit as of August 25, 2011, which
matures August 31, 2012. There were no borrowings on the line at December 31, 2010 and
December 31, 2009. Borrowings under the line bore interest, payable on the first day of the
month, at an annual interest rate equal to the National Prime rate plus 124 basis points,
through July 31, 2009. Effective July 31, 2009, 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 (3.01% at December 31, 2010) and are unsecured.

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 violation of certain debt covenants as of December 31, 2010. However,
the Foundation received a waiver of the violation in September 2012.
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CUMBERLAND HEIGHTS FOUNDATION, INC. AND AFFILIATES
Notes to the Consolidated Financial Statements

December 31, 2010 and 2009

(11) Long-term debt

A summary of long-term debt as of December 31, 2010 and 2009 is as follows:

2010

[
=
=3
O

Note 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 (1.4222% at December 31,
2010) through May 15, 2017. $ 5,500,000 $ 7,000,000

Less current installments 1,088,688 1,500,000

Long-term debt, excluding current installments $ 4411312 § 5.500,000

A summary of future maturities of long-term debt as of December 31, 2010 is as follows:

Year Amount
2011 $ 1,088,688
2012 113,464
2013 121,666
2014 130,462
2015 139,893
2016 and later years 3.905,827
$__ 5.500.000

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

(12) Interest rate swap agreement

In May 2007, the Foundation entered into an interest rate swap agreement with a commercial
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 interest 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 $5,500,000 as of
December 31, 2010. Notional amounts do not quantify risk or represent assets or liabilities of
the Foundation, but are used in the determination of cash settlements under the agreement.
At December 31, 2010 and 2009, the fair value of the agreement was $482,173 and $422,219,
respectively, and is reported as a long-term liability in the consolidated statements of financial
position. The change in the estimated fair value of the interest rate swap agreement of $59,954
and $(326,650) during the years ended December 31, 2010 and 2009, respectively, is reported
as a (gain) loss in the consolidated statements of activities.
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(13) Net assets

As of December 31, 2010, the Board of Directors had designated $234,963 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.
Secondly, 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
financial needs of the Foundation. The monies of the endowment funds are to be invested in a
portfolio that is comprised of equity securities (50-70%), fixed income securities (30-50%) and
cash reserves (0-10%).

Composition of and changes in endowment net assets for the year ended December 31, 2010
were as follows:

010 009
Board-designated endowment net assets,
beginning of year $ 235327 $ 283,545
Net change during year (364) (48.218)

Board-designated endowment net assets, end of year $ 234.963 § 235,327

Endowment net asset composition by type of fund as of December 31, 2010 and is as follows:

Total Net
Temporarily Permanently Endowment
Unrestricted  Restricted Restricted Assets

Donor-restricted

endowment funds $ -8 876,357 § 546,104 $ 1,422,461
Board-designated

endowment funds 234.963 - - 234,963
Total funds $ 234,963 $ 876,357 $ 546,104 $ 1,657.424
Endowment net assets,

beginning of year $ 235,327 $ 572,784 $ 683,417 $ 1,491,528
Contributions 10,010 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 $ 234,963 $ 876,357 $ 546,104 $ 1,657,424
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Endowment net asset composition by type of fund as of December 31, 2009 and is as follows:

Total Net
Temporarily Permanently Endowment
Unrestricted  Restricted Restricted Assets

Donor-restricted

endowment funds $ - S8 572,784 $ 683,417 $ 1,256,201
Board-designated

endowment funds 235,327 - - 235,327
Total funds $ 235327 $ 572,784 $ 683,417 $__ 1,491,528
Endowment net assets,

beginning of year $ 283,545 $ 310,423 $ 614,705 $ 1,208,673
Contributions 39,262 189,176 - 228,438
Amounts appropriated for

expenditure (139,460) (23,295) - (162,755)
Investment income, net 51,980 96.480 68,712 217,172
Endowment net assets,

end of year $ 235,327 $ 572,784 $ 683,417 $__ 1,491,528

Temporarily restricted net assets as of December 31, 2010 and 2009 are available for the
following purposes:

201 2009
Preservation of capital assets $ - $ 1,160,518
Men's facility 121,851 130,350
Patient assistance 708,424 1,199,342
Other specific operational programs 1,226,708 812,041

$__ 2,056,983

$

3,302,251

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 to
support certain programs. A summary of the permanently restricted net assets for which the
related income is expendable as of December 31, 2010 and 2009 is as follows:

2010 2009
Olcott Foundation $ 546,104 $ 505,574
Earthman Endowment - 177,843
S 546,104 $ 683,417

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.

(14) Natural classification of expenses

A summary of the natural classification of expenses for the years ended December 31, 2010
and 2009 is as follows:

2010 2009
Salaries and temporary labor $ 13,964,684 $ 14,425,333
Contract services 1,157,078 1,447,729
Provision for doubtful accounts 951,723 676,082
Depreciation and amortization 1,081,828 1,121,627
Interest, including swap agreement 341,587 33,973
General insurance 477,832 471,909
Utilities 617,724 645,815
Food service 722,906 758,866
Supplies 533,967 612,808
Other 3,212,716 2,910,698

$_ 23,062,045 $_ 23.104.840

(15) 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. The Foundation matches salary deferral contributions
100% up to 3% of compensation and 50% for the next 2% of compensation. The Foundation
made contributions of $164,739 and $210,700 to the Plan in 2010 and 2009, respectively.
Effective October 2010, the Company discontinued all matching contributions.

(16) Advertising expenses

Advertising costs of $541,804 and $648,013 were expensed during 2010 and 2009, respectively.

(17) Lease commitments

The Foundation leases office space and various office equipment under operating leases. Rent
expense under these leases amounted to $566,057 and $498,985 in 2010 and 2009, respectively.
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A summary of future minimum payments under these leases as of December 31, 2010 is as

follows:
Year Amount
2011 $ 418,146
2012 226,779
2013 161,972
2014 77,463
2015 39.507

$__ 923867

(18) Contingent liabilities

The Foundation is involved 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 could be required.

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 to,
matters such as licensure, accreditation, government health care program participation
requirements, reimbursement for patient services, and Medicare fraud and abuse. 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 repayments for
patient services previously billed. Management believes that the Foundation is in compliance
with fraud and abuse statutes, as well as other applicable government laws and regulations.

(19) 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.

(20) Supplemental disclosures of cash flow statement information

2010 2009

Interest paid $ 281,633 $ 360,623

(21) Subsequent event

Effective August 25, 2011, certain modifications were made to the Loan Agreement relating to
debt covenants referred to Note 10. At this time, the Foundation also renewed the existing
revolving line of credit (see Note 10).
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(22) Management's plans for future operations

After the loss of a major payer contract, the executive management team enacted several cost
saving measures to realign the Foundation’s cost structure with the lower census. These
measures included a hiring freeze, reduction in workforce, suspension of merit raises and 401k
contributions, as well as reductions in operating expenses. Careful consideration was made so
that patient care would not be adversely affected.

Revenue enhancement strategies currently being employed include diversifying the payer mix
by expanding into more self pay and new geographic markets. An increase in business
development staff is focused on this expansion. Public relations and advertising is being
utilized to solidify and grow referrals at the local and regional levels. Donor development and
solicitations are helping to match organizational needs with community donations. Contract
rate increases for commercial insurance and self pay rates should yield greater cash flow and
revenue per patient day.

On August 1, 2011, Cumberland Heights became an in-network provider for Magellan and
subsequently the Blue Cross networks. Being in-network with Blue Cross Blue Shield provides
access to many more patients and is anticipated to increase the census and revenues
considerably. The executive management team has decided to initially limit the inpatient
census to a maximum of 85 patients to ensure that we can provide the best patient care while
remaining profitable.

21



C

001°69€°CC $ - $  ££8°09¢°1 $ @ § T6T'LTl $ 6197T09°€T
LYTT6TSI - - [44 (998°6ST°1) 160775591
y01°9vS - - - $01°9%S
€86'950°C - - [L9°811 - T1E8€6°1
091°689°C1 - - (6v9°811) (998°65T°1) SLY LIV
£68°9L0°L - £€8°09¢°1 - 8G1°L8¢°1 8TS050°L
€L1°T8Y - - - - [IANETS
[T 8847 - - - - Iy
89¢°€81°C - £€8°09¢°1 - 8G1°L8¢°1 £P0°LS1°T
1€0SL - - - 876°CT €01 1€L
6¥9°01¢ - - - L6E°E T5TLEE

- - £€8°09¢°1 (&) - £€8°09¢°1 -
889°880°1 $ - $ - $ - $ - $  889°880°1
001°69€°CT $ €€8°09¢€°L $ - $ $ 6Tl $ 619°C09°¢T
$01°9¥S - - - - 01°9%S
0ZETITL - - - - 0zZE 1111
¥T6'S9 - - - - ¥76°S9
66L°68€°S1 - - - - 66L°68¢°S1
£56°6ST°S £€8°09¢°1 - 44 T6T'LTI LY 68%°9
LESOV6 - - - - LESOVE
0€L°5S¢ - - - - 0€L°6S¢
1€L°0T€ - - - - 1€L°0T€

- £€8°09¢°1 (e) - - ££8°09¢°1
LT0°6€9°C - - - ¥S1°66 £L5°6£5°C
829°666 $ - $ - § T § 8€8°LT $ 89L°1L6

pajepijosuo) Jpaa) nqaq duj U] ‘sYRIN0SSY U] ‘uonepuno,f

‘sanunuIoe)) |RUOISSAJOIJ syyS1IdY purpRqUn)
NEYUREN s1ySyY
ADBIID puegpquin)

saLyuy Sunevunuiy

0T0T ‘T€ 1PqURNJ

‘so[qeAed pue sajqeaooal Aueduwiosisiul d1eUIWID O, (8)

(J191}9P) S19SSR 13U [BI0]

PADLISAL AUoURULID]

pajorysal Ajuetodws |

pajoLnsan
SERSREIN

sanjqer (2101

dems ojel 1SAILIUI JO AN[BA JONIEW 118
SIUQW|[BISUT JUALIND FUIPN|OXS ‘}qap UL} Fuo|

SONI[IqRI] JUSLIND [BIO]

sasuadxa paniddy

s1qeed syunodoy

sarjied pajejal 03 ojqeded

$ 1qop wid) Suof jo uontod JuaLin )
:sanI[Iger] JuaLIny

(310Y3 Q@) $13SSY 1IN pue sapIIqer|

$ S13SSE [BI0 ]

jsn (enjadiod ul isaisiug (eroausyg
SJUW)SIAU]

uontod juarmd Jurpn[oxs 9]qeA1a0al sadpa|d
1ou quawdmba pue Aadorg

S}asse JualLIn?d [B1O],

SBO PaJoLsay

S19SSB JUALIND 1310

10U “2]qeA190a1 5a5p2]d Jo uontod juaLiny

saned paje[al WO 9]qRAISIaY

19U "SIDIAISS 10] J[(RAIIDI SJUNOIDY

$ yse)
1S19SSE JUALIND)

GENY

uonIsoJ [BIOURBUIY JO JUIUIA)E)S SUNBPI[OSU0))

SHLVITIAAV ANV ‘ONI ‘NOLLVANNOA SLHOIAH ANV TIIINND



X4

‘asuadxa/owoout 993 sAneRsiuiwpe Auedwiodrajur ajeurt]d of (e)

LYTTOT'S1 $ SyLoy $ SyLoy § T $ (998°65T°1) $  1607TSS91 $ 183K 3} JO PUS U TE (JIOYIP) SI9SSE 1N
198°8€¥°91 - - 0€8'LYy $ (Tvs086) $ LOSTILELL 183k a1y o Furuuraq ays 18 (9Yap) s19ssE JON
F19'9r1°1) SrLOb SYLOY (r18°LY) (rzs6L2) (9L1'618) (11943p) $1055E 12U Ut (9583100P) 25B2IOU]
(€1e°LEn) - - - - (ereLen) (310yop) s1esse 1ou pajLysal Apusuruuad ur ssearsaq
(€p8°LLY) - - - - (EpSLLT) P9IOLIISAIUN 10 SUOIILISAI A1e1oduiad) 0) PILJISSL]IAT SJISSE JON
oyzs1) - - - - Oresi) SUOIIOLIISAI WO1Y PISE]al S)ASSE JON
9LL'SS - - - - 9LLSS SUWODUI JUSWISIAU]
$39SSE JoU PaJoL)sal Ajpuaueuuad ur sofuey )
(89T°S¥Z'1) - - (S¥991) - (€29°861°1) (11043p) $I9SSE 19U PAIOLISAI ALreiodwa) ur 35BI103(]
£F8°LLI - - - - CH8LLL PpajoLnsal Apuaueunrad Woy paiyIsse[dal $1asse 1N
(L06°59€°T) - (S+9°9%) - (2oT°61€°T) SUOIIOLIISAL LWOY PISEI[AI SIISSE 19N
SIF'19 - - - - S1¥19 QUIODUI JUIUISIAUL
18¢°188 - - - - 18€°188 SUONNQLIUO)
:51955® 10U PaloL)sal A[Lreioduwa) up sajuery)
L96°S€T SYLOY SYLOY (691°1) WTe6LD) 09¥°91¢ (1191J9p) $I9SSE JoU PAOLISIUN Ul (ISBAIIIP) ISBAIOU]
S¥0°T90°€T SYLOY - SS8°LY SIE1S6 079°€01°CT sasuadxa [elo]
+56°6S - - - - 1S6°6S dems 1Rl 15212Uf UO S5O
L¥O'6E1°8 SYLOY - 092 88 0694608 $3991A198 Surpoddns (30
$9€°0T€T - - - $9£°0T€T suonelal onqnd pue Sunexiepy
789°818°¢ SYL'OY (&) - 092 (4823 STEYLL'S [BOSY pue aanensiuupy
152014195 Furoddng
P70 98 %1 - - S6S°LY €LY 998 9L6'8Y6°€1 sao1A10s wresgoud jejo |
LOL'866°C - - ¥79°0% - £90°756°€ SA1AIBS Ag|[1ouy
LEETI80L - - 156 €L¥'998 €16'966'6 SIDIAIGS [BOMIL])
1SA0IAIRS WIRIF01]
sasuadxyg
T10°867°€T - SYLOY 9899 166°1L9 080°029°7C anudsas pue poddns srjgnd pajoLisarun (g3 |
€51°18¢€°C - - S¥9'or - 80S€€T SUOLIOLISAL JO UOLIOBJSIIES
6$8°916°0¢ - SYLOY 1§72 166°1L9 TLSS8T0T anuaaal pue podduns oygnd [ejo
TIL'86€ - SYLOY - YLLLY £89°16¢ BYO
$96°0C - - - - $96'9T \QLLODUI JUSUNSIAU]
a2 T - - 84 - L0 1€1 suonnqrnuoy
FEE65£°0T $ - $ - ® ¢ - $ LITYTY §  LILSELG] $ dNUAI 3014138 Judled JON
anuaaal  poddns sgng
1S19SSE Jou PaIdLIsalun ul safuey)
pajepijosuo)) Npa1) FICEL -y *Ju] ‘S9JeII0SSY “u] ‘uonEpuno
‘san 0 [eu0Issaj0.1g SIUBRY
£19A023Yy SIYSPH puBLIqN))
Janear) puelquny

saLuy Suneununy
010 ‘L€ 19quIDdd( popuy 183X
SINIANIY JO JUdUIR)B)S SUBPI[oSUu0))

SALVITIAAY ANV "ONI ‘NOILLVANNOA SLHOITH ANV TIAIINND



