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Catholic Health Care Services

of the Archdiocese of Philadelphia

We have audited the accompanying consolidated financial statements of Catholic Health Care
Services of the Archdiocese of Philadelphia, which comptise the consolidated balance sheets as of
June 30, 2013 and 2012, and the telated consolidated statements of operations and changes in net
assets and cash flows for the years then ended, and the related notes to the consolidated financial
statements.

Management’s responsibility for the financial statements

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

Auditor’s responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our
audits. We conducted our audits in accordance with auditing standards generally accepted in the
United States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the consolidated financial statements are free from material
misstatement,

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

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

Grant Thornton LLP
U.S. member firm of Grant Thornton International Ltd



Opinion

In our opinion, the consolidated financial statements referred to above present faitly, in all material
respects, the financial position of Catholic Health Care Setvices of the Archdiocese of Philadelphia,
as of June 30, 2013 and 2012, and the results of their operations and changes in net assets and their
cash flows for the years then ended in accordance with accounting principles generally accepted in
the United States of America.

Required supplementary information

Our audit was conducted for the purpose of forming an opinion on the consolidated financial
statements taken as a whole. The accompanying consolidating balance sheets as of June 30, 2013 and
2012 and the consolidating statements of operations and changes in net assets for the years then
ended are presented for purposes of additional analysis and are not a required part of the
consolidated financial statements. Such supplementaty information is the responsibility of
management and was detived from and relates directly to the undetlying accounting and other
records used to prepare the consolidated financial statements. The information has been subjected to
the auditing procedures applied in the audit of the consolidated financial statements and certain
additional procedures. These additional procedures included comparing and reconciling the
information directly to the undetlying 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
established by the American Institute of Certified Public Accountants. In our opinion, the
supplementary information is fairly stated in all material respects in relation to the consolidated
financial statements taken as a whole.

(S powx e aden CUP

Philadelphia, Pennsylvania

October 23, 2013



Catholic Health Care Setvices of the Archdiocese of Philadelphia

CONSOLIDATED BALANCE SHEETS

ASSETS

Current assets
Cash and cash equivalents
Short-term investments - temporatily restricted
Reserve and escrow accounts

Patient accounts receivable
Self-pay
Third-party payors
Allowance for doubtful accounts

Net patient accounts receivable

Other receivables

Related party receivables
Related patty loans receivable
Inventories

Prepaid expenses

T'otal current assets

Investments
Unrestricted
Temporarily restricted
Permanently restricted

Total investments

Propetty, plant and equipment, net
Funds held by third parties
Resident funds escrow accounts
Deferred financing costs, net
Related party loans receivable

Total assets

June 30,

Continned on next page

2013 2012
$ 5445223 $ 2,999,942
236 236
446,617 409,398
4,993,852 3,985,450
12,602,729 11,036,986
(537,689) (682,743)
17,058,892 14,339,693
1,959,794 3,185,131
1,616,199 1,408,326
888,825 713,971
131,956 143,436
683,895 780,632
28,231,637 23,980,765
22,509,907 19,697,601
3,239,137 3,066,565
168,274 159,591
25,917,318 22,923,757
78,314,601 78,573,902
1,876,723 2,046,782
1,277,341 1,254,481
117,644 143,762
47,110,444 47,999,269

$ 182,845,708

The accompanying notes are an integral part of these consolidated financial statements.
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Catholic Health Care Services of the Archdiocese of Philadelphia

CONSOLIDATED BALANCE SHEETS - CONTINUED

June 30,

LIABILITIES AND NET ASSETS

Current liabilities
Accounts payable
Accrued salaries
Accrued expenses
Related party payables
Deferred revenue

Total current liabilities

Resident funds escrow accounts
Loan payable

Mottgage payable

Defertred developers fee

Total liabilities

Net assets
Untestricted
Parent
Non-controlling interest

Total unrestricted

Temporarily restricted
Permanently restricted

Total net assets

Total liabilities and net assets

$ 182,845,708

The accompanying notes are an integral part of these consolidated financial statements.
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2013 2012
$ 3,738,674 $ 4,685,140
8,644,307 8,106,392
7,301,369 4,362,672
842,978 424,765
319,879 229,415
20,847,207 17,808,384
1,277,341 1,254,481
8,469,984 7,181,119
4,960,000 4,960,000
: 630,938
35,554,532 31,834,922
134,377,063 131,335,303
7,629,742 8,479,319
142,006,805 139,814,622
3,239,373 3,066,801
2,044,998 2,206,373
147,291,176 145,087,796

$ 176,922,718



Catholic Health Care Services of the Archdiocese of Philadelphia

CONSOLIDATED STATEMENTS OF OPERATIONS

Change in unrestricted net assets
Operating revenues

AND CHANGES IN NET ASSETS

Year ended June 30,

Net resident revenue, net of contractual allowances

Bad debt

Net resident revenue, net of bad debt

Other operating revenue

Net assets released from restrictions

Total operating revenues

Operating expenses
Administration
Auxiliary services
Loan interest and fees
CHCS administration
CHCS finance

CHCS community-based services

CHCS information technology services

Depreciation and amortization

Dietary

Housekeeping and laundry
Nurse administration
Pastoral care

Plant operation and maintenance

Professional care of residents
Recreation

Social services

Therapy services

Fringe benefits

Management agreement expenses

Total operating expenses

Operating loss

Continned on next page

2013

2012

$ 125,924,014
(97,332)

125,826,682

10,985,405
210,748

137,022,835

8,449,195
1,212,233
473,330
3,630,036
2911711
501,484
3,394,778
6,021,256
10,388,119
4,551,425
5,797,104
524,565
8,066,488
45,485,498
1,808,379
1,488,124
7,325,561
24,132,666
3,452,763

139,614,715

(2,591,880)

The accompanying notes ate an integral part of these consolidated financial statements.
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$ 123,024,925

(82,376)
122,942,549

9,146,333
87,873

132,176,755

8,546,086
1,181,102
913,410
2,814,479
3,025,688
590,776
2,511,226
6,314,198
10,463,870
4,646,151
5,826,940
544,407
8,349,652
45,186,910
1,827,482
1,513,328
6,485,041
25,427,335
3,733,736

139,901,817

(7,725,062)



Catholic Health Care Services of the Archdiocese of Philadelphia

CONSOLIDATED STATEMENTS OF OPERATIONS
AND CHANGES IN NET ASSETS - CONTINUED

Year ended June 30,

Nonoperating revenues
Contributions and bequests
Intetest and investment income
Realized gain on sale of investments
Unrealized gains and losses in fair value of investments
Change in fair value of interest rate swap
Net assets released from restrictions

Miscellaneous income
Total nonoperating revenues
Excess of (deficiency in) revenues over expenses
Deficiency attributable to non-controlling interest
Excess of (deficiency in) revenues over expenses attributable to parent

Other changes in unrestricted net assets
Change in non-controlling interest

Increase (decrease) in unrestricted net assets

Change in temporatily restricted net assets
Interest and investment income
Realized gain (loss) on sale of investments
Unrealized gains (losses) in fair value of investments
Net assets released from restrictions

Increase (decrease) in temporarily restricted net assets

Change in permanently restricted net assets
Change in value of permanently restricted funds
Net assets teleased from restrictions

(Decrease) increase in permanently restricted net assets
Increase (decrease) in net assets

Net assets
Beginning of year

End of year

$ 147,291,176

The accompanying notes are an integtal part of these consolidated financial statements.
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2013 2012
$ 102,942 $ 1,267,536
2,427,217 1,660,087
453,785 3,772,412
1,713,273 (4,001,780)
. (1,082,086)
- 900,580
_ G685 48099
4,784,063 2,564,848
2,192,183 (5,160,214)
849577 = LINESES
3,041,760 (4,056,629)
(849,577) 1,103,585
2,192,183 (5,160,214)
55,027 63,851
82,002 (57,124)
243,883 (71,188)
(208,340) (986,281)
1725502 (1,050,742)
(158,967) 526,284
(2,408) (2,172)
(161,375) 524,112
2,203,380 (5,686,844)
145,087,796 150,774,640

$ 145,087,796



Catholic Health Care Services of the Archdiocese of Philadelphia

CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash flows from operating activities and gains
Change in net assets

Year ended June 30,

Adjustments to reconcile change in net assets to net cash provided by (used in) operating activities

Bad debt
Unrealized (gains) losses in fair value of investments
Realized gain on sale of investments
Depreciation and amortization
Change in fair value of interest rate swap
Change in funds held by third parties
Changes in working capital which provided (or used) cash
Accounts receivable, net
Short-term investments
Reserve and escrow accounts
Related party receivables
Other receivables
Inventories
Prepaid expenses
Accounts payable
Accrued salaries
Accrued expenses
Related party payable
Deferred revenue

Net cash provided by (used in) operating activities before trading securities

Change in investments trading securities, net
Net cash provided by operating activities

Cash flows from investing activities
Capital expenditures
Payments received on related party loan

Net cash used in investing activities
Cash flows from financing activities
Settlement of interest rate swap

Repayment of long-term debt
Proceeds from loan

Net cash provided by (used in) financing activities
Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents
Beginning of year

End of year

Supplemental disclosure of cash flow information
Cash paid for interest

The accompanying notes are an integral part of these consolidated financial statements.
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2013 2012
$ 2,203,380 $ (5,686,844)
97,332 82,376
(1,968,248) 3,546,684
(535,787) (3,715,288)
6,021,256 6,314,198
. 1,082,086
170,059 (528,300)
(2,816,531) (2,620,513)
. 1,000,280
(37,219) 9,183
(207,873) (1,279,066)
1,225,337 862,174
11,480 12,799
96,737 363,658
(946,466) 296,161
537,915 807,496
2,938,697 (4,846,407)
418,213 424,765
90,464 96,484
7,298,746 (3,778,074)
(489,526) 67,648,642
6,809,220 63,870,568
(6,366,775) (7,359,009)
713,971 (48,713,240)
(5,652,804) (56,072,249)
L (2,289,000)
3 (10,780,250)
1,288,865 2,880,087
1,288,865 (10,189,163)
2,445,281 (2,390,844)
2,999,942 5,390,786
$ 5445223 $ 2,999,942
$ $ 314315




Catholic Health Care Services of the Archdiocese of Philadelphia
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

June 30, 2013 and 2012

NOTE A - NATURE OF OPERATIONS

Catholic Health Care Services of the Archdiocese of Philadelphia is the sole corporate member of the following
entities: St. John Neumann Nutsing Home, Immaculate Mary Home, St. Mary Manor, St. Martha Manot, St.
Francis Country House and St. Monica Manor (collectively the “Facilities”). Each of these long-term cate facilities
are owned and operated by Catholic Health Care Services. Skilled nursing care is rendered to the sick eldetly on a
24-hour basis, regardless of payor source. Each facility is a certified provider under Medicare, Medicaid and certain
federally designated Medicare HMO programs in the area, Catholic Health Care Services is also the sole member
of Villa Saint Mattha. Villa Saint Martha is an independent/assisted living facility, which is owned and operated by
Catholic Health Care Services.

Catholic Health Care Services manages Villa Saint Joseph, a personal care facility, which is owned by the
Archdiocese of Philadelphia.

Catholic Health Cate Setvices is a non-profit corporation whose members consist of the following: the Archbishop
of Philadelphia, the Moderator of the Curia, and the Secretary for Clergy.

Catholic Health Care Setvices receives an annual fee for administrative support setvices from all of the Facilities,
Villa Saint Joseph, and St. John Vianney Center (an affiliated entity) in exchange for management services
rendered. The fees from the Facilities are eliminated in the consolidation.

St. John Neumann Place is a 75-unit facility which provides housing to the elderly community. St. John Neumann
Place, a nonprofit corporation, entered into a partnetship joint venture (St. John Neumann Place LP) for the
project as the general pattner and owns 0.01% interest of the partnership. St. John Neumann Place is a controlled
entity.

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

1. Principles of Consolidation

The consolidated financial statements include the accounts of Catholic Health Cate Services, the Facilities and its
controlled entity and are collectively referred to as “CHCS”.

For consolidated for-profit entities in which the ownership is less than 100%, the outside ownership interests are
shown as non-controlling interests. All significant intercompany accounts and transactions have been eliminated.

2. Basis of Presentation
The accompanying consolidated financial statements have been prepared on the accrual basis. Net assets and its
tevenues, expenses, gains and losses are classified into three categories, based on the existence or absence of

donor-imposed restrictions. The categories are permanently restricted, temporarily restricted and unrestricted net
assets.

(Continued)
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Catholic Health Care Services of the Archdiocese of Philadelphia
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

June 30, 2013 and 2012

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Temporarily restricted net assets include gifts, pledges, trusts and remainder interests, income and gains which can
be expended but for which restrictions have not yet been met. Such restrictions include purpose restrictions where
donots have specified the purpose for which the net assets are to be spent, or time restrictions imposed by donor
ot implied by the nature of the gift.

Permanently restricted net assets include the historical dollar amounts of gifts, including trusts and remainder
interests, which require by donor restriction that the corpus be invested in perpetuity and only the investment
income be made available for operations in accordance with donor restrictions. Capital appreciation, if
permanently restricted by the donor, is included in permanently restricted net assets.

Unrestricted net assets are free of donor-imposed resttictions and are all the remaining net assets of CHCS.

3. Use of Estimates

The preparation of consolidated financial statements in conformity with accounting principles generally accepted
in the United States of America requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the consolidated
financial statements and the reported amounts of revenues and expenses during the reporting period. These
significant estimates include the allowance for doubtful accounts, useful lives of depreciable assets, and fair values
of investments. Actual results could differ from those estimates.

4. Cash and Cash Equivalents

CHCS considets investments in highly liquid securities, authorized by management, purchased with a maturity of
three months ot less from the date purchased to be cash equivalents. CHCS maintains cash balances with financial
institutions that at times may exceed Federal Depositoty Insurance Corporation limits. Management does not
believe the credit risk related to these deposits to be significant.

5. Investments

Investments in equity securities with readily determinable fair values and all investments in debt securities are
reported at fair value with gains and losses included in the consolidated statements of operations and changes in
net assets. The fair value of certain investments is estimated using the net asset value (“NAV”) per share. CHCS
has designated its investment portfolio as trading.

6. Inventories

Inventoties are stated at the lower of aggregate cost (first-in, first-out) or market.

(Continued)
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Catholic Health Cate Services of the Archdiocese of Philadelphia
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

June 30, 2013 and 2012

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

7. Propetty, Plant and Equipment

Property, plant and equipment are stated at cost. Expenditures for major renewals and betterments are capitalized.
Maintenance, tepairs and minor renewals are charged to expense as incurred. Depreciation is computed using the
straight-line method over the estimated useful lives of the assets. Donated assets are recorded at fair value at the
date of donation. Upon sale, or retirement of depreciable property, the cost and related accumulated depreciation
ate removed from the related accounts, and resulting gains or losses are retired in operations.

Recovery petiods ate based on the following ranges of useful lives:

Land improvements 5 - 20 years
Buildings 20 - 40 years
Building improvements 5 - 25 years
Furniture and equipment 3 - 20 years

8. Long-Lived Assets

CHCS continually evaluates whether events and circumstances have occurred that indicate the remaining estimated
useful life of long-lived assets may watrant revision or that the remaining balance may not be recoverable. When
factots indicate that long-lived assets should be evaluated for possible impairment, CHCS uses an estimate of the
related undiscounted operating income over the remaining life of the long-lived asset in measuring whether the
long-lived asset is recoverable. The impairment loss on these assets is measured as the excess of the catrying
amount of the asset over its fair value. Fair value is based on market prices where available, or discounted cash
flows. Management believes that no revision to the remaining useful lives or write-down of long-lived assets were
required at June 30, 2013 and 2012.

9. Deferred Financing Costs

As of June 30, 2013, deferred financing costs consist primarily of costs related to the St. John Neumann Place
project development, which are amottized over the lives of the various costs, 10-15 years. Amortization expense
was $17,411 and $108,710 for the years ended June 30, 2013 and 2012, respectively.

10. Classification of Gifts

CHCS reports gifts of cash and other assets as restricted support if they are received with donor stipulation that
limits the use of the donated assets. When a donor restriction expires, that is, when a stipulated time restriction
ends or putpose of restriction is accomplished, temporarily restricted net assets ate reclassified to unrestricted net

assets and reported in the consolidated statements of operations and changes in net assets as net assets released
from testrictions.

(Continued)
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Catholic Health Care Services of the Archdiocese of Philadelphia
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

June 30, 2013 and 2012

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

11. Resident Service Revenues and Allowances

CHCS repotts resident setvice revenue at the estimated net realizable value of the amounts due from residents and
third-party payors.

Each of the nursing facilities of CHCS is reimbursed prospectively using a daily rate based on the acuity level of
patients for its Medicare and Medicaid residents.

CHCS provides an allowance for doubtful accounts for estimated losses resulting from the unwillingness or
inability of residents to make payments for services. The allowance is determined by analyzing historical data and
trends. Accounts receivable are charged off against the allowance for doubtful accounts when management
determines that recovery is unlikely and CHCS ceases collection efforts.

For receivables associated with services provided to residents or patients who have third-party coverage, CHCS
analyzes contractually due amounts and provides an allowance for doubtful accounts and a provision for bad
debts, if necessaty (for example, for expected uncollectible deductibles and copayments on accounts for which the
third-party payor has not yet paid, or for payors who are known to be having financial difficulties that make the
realization of amounts due unlikely).

For receivables associated with self-pay residents or patients, CHCS trecords a significant provision for bad debts
on the basis of its past experience and on its review of individual receivable accounts to evaluate the ability and
willingness of residents and patients to pay amounts due for the portion of their bill for which they are financially
responsible.

Net residential fees and net health cate revenues for the years ended June 30, 2013 and 2012, net of contractual
allowances and discounts (but before the provision for bad debts), recognized in the periods from these major
payor soutces based on ptimary insurance designation, are as follows:

Third-Party Total
Net resident revenue Payors Self-Pay All Payors
2013 $ 94,027,233 § 31,896,781 §$125,924,014
2012 $ 91,337,062 § 31,687,863 § 123,024,925

Deductibles and copayments under third-party payment programs within the third-party payor amounts above are
the residents’ responsibility, and CHCS considets these amounts in its determination of the provision for bad debts
based on collection experience.

CHCS has not experienced significant changes in write-off trends and has not changed its charity care policy for
the years ended June 30, 2013 and 2012.

(Continued)
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Catholic Health Care Services of the Archdiocese of Philadelphia
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

June 30, 2013 and 2012

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

12. Nursing Home Assessment and Other Revenue

The Pennsylvania Nursing Facility Assessment Program was finalized in January 2005 and is effective July 1, 2003
through July 1, 2012. The assessment program was reauthorized by Act 80 of 2012 through FY 2013-2016. The
program, approved by the Centers for Medicare and Medicaid Setvices, authorized the collection of an assessment
from all non-governmental licensed nursing facilities for the purpose of maintaining Medicaid Assistance (“MA”)
rates and providing additional reimbursements to MA participating facilities. Quarterly assessment and
supplemental calculations are based on resident days by payor type. For the years ended June 30, 2013 and 2012,
the net nursing home assessment was $2,430,310 and $2,265,741, respectively, and is recognized within other
operating revenue.

13. Pledges/Contributions

Unconditional promises to give (pledges) are recorded as receivables and revenues at fair value at the date the
promise is received within the appropriate net asset category. Donor-restricted gifts which are received and either
spent or deemed spent within the same year are reported as unrestricted revenues and expenses. Gifts of long-lived
assets are reported at fair value as unrestricted revenue. Gifts specified for the acquisition or constructions of long-
lived assets are reported as unrestricted net assets when the assets are placed in setvice.

14. Excess of (Deficiency in) Revenues over Expenses

The consolidated statements of operations and changes in net assets include the excess of (deficiency in) revenues
over expenses. Changes in unrestricted net assets which are excluded from the excess of (deficiency in) revenues
over expenses, consistent with industry practice, include permanent transfers of assets to and from affiliates for
othet than goods and services, and change in fair value of funds held by third patties.

NOTE C - COMMUNITY BENEFIT
CHCS maintains recotds to identify and monitor the level of community care it provides. The level of community

benefits provided as identified in accordance with CHCS’s accounting policies is as follows for the yeats ended
June 30, 2013 and 2012:

2013 2012
Charitable services
Unpaid cost of state programs to the financially
disadvantaged (e.g., Medicaid) $ 21,403,387 $ 16,949,130
Unpaid cost of setvices to other financially disadvantaged persons 751,444 667,697
Total community care at cost $_ 22154831 $__17.616.827
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Catholic Health Care Setvices of the Archdiocese of Philadelphia
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

June 30, 2013 and 2012

NOTE D - INVESTMENTS
At June 30, 2013 and 2012, CHCS’s investments are summarized and classified as follows:

Temporarily ~ Permanently

2013 Untestticted restricted restricted Total
Archdiocese of Philadelphia Non-Pension
Assets Portfolio $ 19,788,469 $ 3239137 § 168,274 $§ 23,195,880
Unemployment insurance fund 2,721,438 - - 2,721,438

. 20500507 § 3289057 'Y 168,274 $_ 25917,318

Temporarily ~ Permanently

2012 Unrestricted restricted restricted Total
Archdiocese of Philadelphia Non-Pension
Assets Portfolio $ 16,887,925 § 3,066,565 $ 159,591 § 20,114,081
Unemployment insurance fund 2.809,676 = - 2,809,676

$._19,697,601 $___3,066,565 $ 159,591 §__22923757

For administrative and other needs, the Archdiocese of Philadelphia formed the Non-Pension Assets Portfolio
(the “NPAP”) to pool togethet certain investments in order to more efficiently manage the investments of various
entities and related organizations within the Archdiocese of Philadelphia. The investments in the NPAP are held
by a custodian and are managed based on sub-accounts as follows:

Eauity Sub-Account (or “fund”) - Invests in common stocks and is managed by multiple investment managers.
q gea by P g

Fixed Income Sub-Account (or ‘fund”) - Invests in mutual funds, corporate obligations, United States Treasury
obligations and municipal obligations and is managed by multiple investment managers.

Liguidity Sub-Account (or “fund”) - Investments are liquid in nature and are used to buy and sell units of the Equity
and Fixed Income funds.

The NPAP is unitized on a periodic basis to allow for the investment, at unit value, by entities in the NPAP. The
Archdiocese of Philadelphia’s investment in the NPAP is stated at unit value.

The Investment Committee of the Archdiocese of Philadelphia has primary responsibility for determining the
allocation of amounts to be invested among the funds. Management is responsible for ensuring that investment

allocations among the funds are maintained as determined by the Investment Committee of the Archdiocese of
Philadelphia.

(Continued)
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Catholic Health Care Setvices of the Archdiocese of Philadelphia
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

June 30, 2013 and 2012

NOTE D - INVESTMENTS - Continued

At June 30, 2013 and 2012, CHCS held the following categories of investments within the NPAP:

2013 2012
Ownership Ownership
Equity $ 17,544,228 $ 14,287,792
Fixed income 8,373,090 8,635,965

§_28907318 § 22023757

NOTE E - FUNDS HELD BY THIRD PARTIES

CHCS is the beneficiary of individual trusts held in perpetuity by third parties. At June 30, 2013 and 2012, the
allocable fair value of these trusts was $1,876,723 and $2,046,782, respectively, and is recorded as funds held by
third parties in the accompanying consolidated balance sheets. During fiscal year 2013, CHCS recognized
unrestricted income of $63,902 and permanently restricted depteciation of $170,059 related to these trusts. During
fiscal year 2012, CHCS recognized unrestricted income of $47,791 and permanently restricted appreciation of
$528,300 related to these trusts.

NOTE F - PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment and accumulated depreciation at June 30, 2013 and 2012 consist of:

2013 2012

Land $ 1,650,825 § 1,650,825
Land improvements 3,984,034 3,971,474
Buildings and improvements 134,315,470 113,845,256
Furniture and equipment 23,103,603 20,815,182
Construction in progress 617,720 17,747,948

163,671,652 158,030,685
Accumulated depreciation (85,357,051) (79,456,783)
Propetty, plant and equipment, net $__78314,601 $__ 78,573,902

Depreciation expense was $6,003,845 and $6,205,488 for the years ended June 30, 2013 and 2012, respectively.
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Catholic Health Care Setvices of the Archdiocese of Philadelphia
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

June 30, 2013 and 2012

NOTE G - PENSIONS

The eligible lay employees of CHCS are covered under the Archdiocese of Philadelphia Lay Employees’
Retirement Plan (the “Plan”), which is a defined benefit pension plan that covers substantially all lay employees,
once age and service requirements are met, of the Archdiocese of Philadelphia, its institutions and patishes. The
Plan is administered by the Trustees of the Lay Employees’ Retitement Plan. CHCS made annual conttibutions to
the Plan at an average rate of 5% of the salaties of eligible employees for the years ended June 30, 2013 and 2012.
The amount expensed by CHCS for contributions to the Plan was $2,691,701 and $2,620,206 for the years ended
June 30, 2013 and 2012, respectively. Separate accounts for vested benefits and pension fund assets are not
maintained for each institution.

NOTE H - DEBT

Loan Payable

St. Monica Manor obtained a loan from Beneficial Mutual Savings Bank and has the ability to botrow up to
$8,470,000 in order to renovate and redesign the St. Monica Manor property. During the construction petiod (June
2010 through June 2013) the loan will bear interest equal to the Wall Street Journal Prime Rate plus 100 basis
points, which is 4.25% at June 30, 2013 and 2012. The outstanding balance is due in full upon completion of the
construction period, July 1, 2013. On July 1, 2013, the loan will convert to a 25-year loan with required monthly
payments of principal and interest. After the construction petiod for a period of 25 years (July 2013 through 2038),
the loan will bear interest equal to the rate announced as the Federal Home Loan Bank of Pittsburgh’s Amottizing
5 Year Long Term Fixed Rate plus 300 basis points. The amount outstanding at June 30, 2013 is $8,469,984.

Mortgage Payable

St. John Neumann Place LP obtained a loan from the Archdiocese of Philadelphia, in the principal amount of
$2,860,000, with a term of thirty years and an interest rate of 6.25%, compounded annually. Principal and interest
are payable in monthly installments as cash flow permits with any balance due in full on the 30* anniversary of the
closing, December 4, 2036.

The Redevelopment Authority (“RDA”), an agency of the City of Philadelphia, approved a St. John Neumann
Place LP $1,765,000 loan through the Federal HOME program. The loan will bear interest at the greater of 4.9%
or a composite rate, as defined in the Mortgage Note. Interest will accrue from the date of the closing, and
principal and interest are payable in full on the 30 anniversary of the closing, December 4, 2036.

St. John Neumann Place LP received funding of $335,000 under the Federal HOME Loan Bank’s Affordable
Housing Program (“AHP”). The program provides a self-amortizing loan that will not require repayment if the
project is maintained in accordance with AHP regulations for the 15-year retention period. Should the partnership
not meet these terms, repayment of principal plus interest will be required.

17



Catholic Health Care Services of the Archdiocese of Philadelphia
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

June 30, 2013 and 2012

NOTE I - RESIDENT FUND ESCROW ACCOUNTS

CHCS acts as trustee over funds held for its residents. Expenditures of resident funds are authorized by the
residents ot their families. Generally, the funds are used to cover the costs of personal items which are not covered
by the daily general service charge ot special charges. These funds are returned to the resident, family, or estate
upon discharge or death.

NOTE J - TEMPORARILY AND PERMANENTLY RESTRICTED NET ASSETS

Temporarily restricted net assets ate available for the following purposes at June 30, 2013 and 2012:

2013 2012
Residential services $ 1,354,623 $ 1,287,739
Maintenance of the facilities © 1,740,011 1,650,653
Acquisition of nursing facilities in South Philadelphia 144,739 128,409

$___3.239373 §__ 3,066,801

Permanently restricted net assets at June 30, 2013 and 2012 are restricted to:

2013 2012
Investments to be held in perpetuity, the income from which
is expendable to suppott operations of the organization
(teported as other operating income) $___ 2044998 §_ 2206373

$__ 2044998 §___ 2206373

During 2013 and 2012, net assets were teleased from donor restrictions by incurring expenses satisfying the
restricted purpose of residential services and maintenance of the facilities in the amount of $210,748 and $988,453,
respectively.

NOTE K - ENDOWMENTS

CHCS’s endowments consist of donor-restricted endowment funds established for a variety of purposes. Net
assets associated with endowment funds are classified and reported based on the existence or absence of donot-
imposed restrictions.

For some of the endowments, the donor has directed how the eatnings are to be used. When documentation does
not provide specific direction, CHCS follows the Commonwealth of Pennsylvania Act 141.

(Continued)
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Catholic Health Care Services of the Archdiocese of Philadelphia
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

June 30, 2013 and 2012

NOTE K - ENDOWMENTS - Continued

1. Interpretation of Relevant Law

In accordance with Commonwealth of Pennsylvania Act 141, and unless directed otherwise by the donor, CHCS
classifies as permanently restricted net assets (a) the original value of gifts donated to the permanent endowment;
(b) the original value of subsequent gifts to the permanent endowment; and (c) accumulations to the permanent
endowment made in accordance with the direction of the applicable donot-gift instrument at the time the
accumulation is added to the fund. The remaining pottion of the donor-restricted endowment fund that is not
classified in permanently restricted net assets is classified as temporarily restricted net assets until those amounts
are appropriated for expenditure by CHCS in a manner consistent with the standard of prudence prescribed by
relevant law. CHCS does not release any portion of the permanently restricted funds. Pennsylvania law permits the
Archdiocese of Philadelphia to release a percentage, which is elected annually, of the market value of its
endowment funds into unrestricted income. The spending rate percentage, between 2% and 7%, is applied to the
three-year average of the market value of the endowment funds’ assets.

2. Retutn Objectives and Risk Parameters

CHCS has adopted investment policies established by the Archdiocese of Philadelphia’s Investment Committee
and spending policies for endowment assets that attempt to provide a predictable stream of funding to programs
supported by their endowment while seeking to maintain the purchasing power of the endowment assets.
Endowment assets include those assets of donor-restricted funds that the organization must hold in perpetuity.
Under this policy, the endowment assets are invested in a manner that is intended to produce results that exceed
the price and yield results of plus-3% over the consumer price index while assuming a moderate level of
investment risk. CHCS expects their endowment funds, over time, to provide an average rate of return of
approximately 5% annually. Actual returns in any given year may vary from that amount.

3. Spending Policy

In accordance with state law, net realized and unrealized gains on permanently restricted investments are included
as temporatily restricted net assets, unless subject to donor restrictions for the corpus. Commonwealth of
Pennsylvania law permits CHCS to adopt a spending policy for endowment earnings, subject to cettain limitations.
CHCS follows the total return concept of endowment investment and spending. Under this concept, a prudent
amount of appreciation earned on the investments may be spent in the event that the interest and dividends eatned
are insufficient to meet that period’s spending rate. The Archdiocese of Philadelphia’s spending policy for the years
ended June 30, 2013 and 2012 allowed for a 3% draw of the three-year average market value of the permanently
restricted endowments, unless directed otherwise by the donor.

4. Funds with Deficiencies
From time to time, the fait value of assets associated with individual donot-restricted endowment funds may fall

below the original gift amount maintained as permanently restricted net assets. As of June 30, 2013 and 2012, there
wete no deficiencies of this nature.

(Continued)
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Catholic Health Care Setvices of the Archdiocese of Philadelphia
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

June 30, 2013 and 2012

NOTE K - ENDOWMENTS - Continued

As of June 30, 2013 and 2012, $168,274 and $159,591, respectively, in donor-restricted endowment funds wete
recorded within permanently restricted net assets.

CHCS had the following endowment activities duting the year ended June 30, 2013, delineated by net asset class.
All endowment activities were donor-restricted:

Temporarily ~ Permanently
Unrestricted Restricted Restricted Total

$ 3,066,565 $ 159,591 § 3,226,156

Endowment net assets, beginning of year ~ §

Investment income - 233,546 1,725 235,271
Net appreciation (realized and
unrealized losses) . 147,366 9,366 156,732
Total investment return - 380,912 11,091 392,003
Contributions - - . -
Distributions - (208,340) (2,408) (210,748)
Endowment net assets, June 30, 2013 $ = $._3,239,137 $__ 168,274  $_3,407411

NOTE L - INCOME TAXES

CHCS is a nonprofit corporation which has been granted exempt status from federal and state taxation under
Section 501(c)(3) of the Internal Revenue Code.

CHCS follows the accounting guidance for uncertainties in income tax positions which requires that a tax position
be recognized or derecognized based on a “more likely than not” threshold. This applies to positions taken or
expected to be taken in a tax return. CHCS does not believe its consolidated financial statements include material
uncertain tax positions. As of June 30, 2013, the CHCS tax years ended June 30, 2010 through June 30, 2013 for
federal tax jurisdiction remain open to examination.

NOTE M - MEDICAL MALPRACTICE INSURANCE

CHCS insures against the risks of malpractice losses resulting from claims against any of its facilities, by
participating in the Pennsylvania’s Medical Care Availability and Reduction of Etror Fund (the “MCARE Fund”).
With respect to the primary malpractice insurance risk not covered by the MCARE Fund, CHCS patticipates in the
Archdiocese of Philadelphia Institutions’ general professional liability insurance.
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Catholic Health Cate Services of the Archdiocese of Philadelphia
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

June 30, 2013 and 2012

NOTE N - CONCENTRATION OF CREDIT RISK

CHCS grants credit without collateral to its residents, some of whom are insured under third-party payor
agreements. The mix of receivables from patients and third-party payors at June 30, 2013 and 2012 was as follows:

2013 2012
Private pay 29% 27%
Medical Assistance 53% 54%
Medicare 10% 10%
Insurance and other 8% 9%
_100% _100%

NOTE O - RELATED PARTY TRANSACTIONS
Loans Receivable

In June 2012, the Archdiocese of Philadelphia and related entities entered into several Term Loan Agreements with
participating Archdiocesan entities to retire outstanding external debt obligations. These retired obligations include
the Variable Rate Revenue Bonds Series of 2008 issued through the Montgomery County Industrial Development
Authority totaling $47,007,923; the Variable Rate Revenue Bonds Series of 2001 through the Chester County
Industrial Development Authority totaling $50,708,547; and the various interest rate swap transactions associated
with these debts totaling $15,750,000. The transaction resulted in the inter-diocesan Term Loan Receivables and
Term Loans Payables totaling $77,357,582 at participating Archdiocesan entities, which included a loan receivable
of $48,713,240 recorded by CHCS.

The Loans are collateralized by first priority mortgage liens encumbering the following Archdiocesan high school
premises: Bonner-Prendergrast High School, Pope John Paul II High School, Bishop Shanahan High School and
Archbishop Wood High School. In addition, the Archdiocese pledges the High School Revenue associated with
these specific schools. The loans catry a fixed interest rate of 4% amortized over 30 years matuting on June 1,
2015.

The future principal amounts receivable on the loans at June 30, 2013 are as follows:

2014 $ 888,825
2015 924,915
Balloon payment receivable June 1, 2015 46,185,529
$__47,999.269

(Continued)
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Catholic Health Care Setvices of the Archdiocese of Philadelphia
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

June 30, 2013 and 2012

NOTE O - RELATED PARTY TRANSACTIONS - Continued
Othet
CHCS is covered under various insurance, retirement and other plans of the Archdiocese of Philadelphia. The

transactions with the Archdiocese of Philadelphia and affiliates recorded as revenue or charged to expense for the
fiscal years ended June 30, 2013 and 2012 are as follows:

2013 2012
Revenues
Management fees $ 3,901,393 § 1,921,954
Contribution for related party expense 3,452,763 3,733,736
$___ 7,354,156 $___ 5,655,690
Expenses
Management fees $ 318,034 $ 550,300
Management agreement expenses 3,452,763 3,733,736
Pension 2,691,701 2,620,206
Insurance 8,256,184 8,398,839

$__14,718,682 §_ 15,303.081

CHCS, as lender, has entered into a loan agreement with the Office of Nutritional Development Setvices for a
revolving line of credit of $500,000. The terms of the agteement mature June 30, 2016. The line of credit bears
interest monthly on the effective intetest rate of the Borrowers. No amounts have been drawn upon as of June 30,
2013.

CHCS has teceivables from related parties of $1,616,199 and $1,408,326 and payables of $842,978 and $424,765 at
June 30, 2013 and 2012, respectively. Receivables include $1,384,989 and $1,261,591 due from Atchdiocese of
Philadelphia related entities at June 30, 2013 and 2012, respectively. The remaining related party balances are the
result of cash management atrangements between CHCS and other related entities.

NOTE P - TRANSFER OF NET ASSETS

During the fiscal year ended June 30, 2013, all unrestricted net assets of the facilities, with the exception of net
propetty, plant and equipment and certain unrestricted gifts, were transferred to CHCS. The transfer (exclusive of
Villa Saint Martha) was made pursuant to the restructuring of the organization and authorizations contained in the
restated articles of incorporation for each of the facilities. The transfers to CHCS were in contemplation and
support of furthering the goals and mission of CHCS.
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Catholic Health Care Setvices of the Atchdiocese of Philadelphia
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

June 30, 2013 and 2012

NOTE Q - FAIR VALUE MEASUREMENTS

Accounting Standards Codification (“ASC”) 820, Fair Value Measurements and Disclosures, establishes a single
authoritative definition of fair value, sets a framework for measuring fair value, and requires additional disclosures
about fair value measurements. The 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
ptices 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 under ASC 820 are
described as follows:

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

Level 2 Inputs other than Level 1 that are obsetvable, either directly or indirectly, such as quoted prices for
similar assets or liabilities; quoted prices in markets that are not active; or other inputs that are
observable ot can be corroborated by obsetvable matket data for substantially the same tetm of the
assets ot liabilities.

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

A financial instrument’s 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.

Fair value calculations may not be indicative of net realizable value or reflective of future fair values. Furthermore,
although CHCS believes its valuation methods are appropriate and consistent with other market patticipants, the
use of different methodologies or assumptions to determine the fair value of certain financial instruments could
result in a different fair value measurement at the reporting date.

The fair value of certain investments is estimated using the NAV per share. These investments are classified as
either Level 2, if CHCS’s investment can be redeemed at the reporting date or within the near term, or Level 3, if
its investment is not redeemable at the NAV per share at ot neat the consolidated balance sheet date.

(Continued)
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Catholic Health Care Services of the Atchdiocese of Philadelphia
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

June 30, 2013 and 2012

NOTE Q - FAIR VALUE MEASUREMENTS - Continued

Fair value measutements of investments in entities that calculate NAV per share or its equivalent as of June 30,
2013 ate as follows:

Redemption
Unfunded Redemption notice
Fair value commitments frequency period
Archdiocese NPAP (a) $ 23,195,880  § - daily 1 day

(2) A pooled investment portfolio comprised of equity and fixed income securities. The primary objective of
the NPAP is presetvation of capital while reducing, to the greatest extent possible, the possibility of loss.
The investment strategy and long-term asset allocation for the NPAP takes into consideration the specific
spending requitements and the present and future needs of the Archdiocese of Philadelphia and its
respective participating Ecclesiastical Organizations. Therefore, the desired minimum rate of return is
equal to the Consumer Price Index (“CPI”) plus three percent (3%) on an annualized basis. The fair values
are estimated using the NAV per share of the investments.

Following is a description of CHCS’s valuation methodologies for assets and liabilities measured at fair value that
ate not part of the NPAP. The Other Investments consist of the individual trusts held by third parties in

perpetuity.

Fair value for Level 3 is based on valuation techniques that use significant inputs, as they trade infrequently or not
at all.

The following tables present the fair values of the investments held by CHCS by level within the fair value
hierarchy, as of June 30, 2013 and 2012:

Significant
Quoted prices other Significant
in active observable unobservable
matkets inputs inputs Total fair
(Level 1) (Level 2) (Level 3) value
2013
Assets
Archdiocese NPAP $ = $ 23,195,880 § s $ 23,195,880
Unemployment insurance fund 2,721,438 - 2 2,721,438
Funds held by third parties = - 1,876,723 1,876,723
Total of assets at June 30, 2013 $__ 2721438 $__23,195880 § 1,876,723 $_ 27,794,041

(Continued)

24



Catholic Health Care Setvices of the Archdiocese of Philadelphia

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

June 30, 2013 and 2012

NOTE Q - FAIR VALUE MEASUREMENTS - Continued

The table below sets forth a summary of changes in the fair value of CHCS’s Level 3 assets for the year ended

June 30, 2013:

Balance at beginning of year

$ 2,046,782
Change in unrealized gains and losses (170,059)
Balance at end of year $___1,876,723
Significant
Quoted prices other Significant
in active observable unobservable
markets inputs inputs Total fair
(Level 1) (Level 2) (Level 3) value
2012
Assets
Atrchdiocese NPAP $ - $ 20,114,081 § - $ 20,114,081
Unemployment insurance fund 2,809,676 - - 2,809,676
Funds held by third parties - 2,046,782 2,046,782
Total of assets at June 30, 2012 $__ 2809676 $_.20114081 $__ 2046782 $__ 24,970,539

The table below sets forth a summary of changes in the fair value of CHCS’s Level 3 assets for the year ended

June 30, 2012:

Balance at beginning of year
Change in untealized gains and losses

Balance at end of year

NOTE R - FUNCTIONAL EXPENSES

$ 1,518,482
528,300

$__ 2,046,782

CHCS provides a variety of setvices, as described in Note B. Expenses related to providing these setvices are as

follows for the years ended June 30, 2013 and 2012:

Health care
Housing and community-based setvices
Administrative

25

2013 2012

$ 117,921,958 § 119,117,638

1,832,095 2,159,445
19,860,662 18,624,734
$_139.614.715 $.139,901,817




Catholic Health Care Services of the Archdiocese of Philadelphia
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

June 30, 2013 and 2012

NOTE S - SUBSEQUENT EVENTS

CHCS evaluated its June 30, 2013 consolidated financial statements for subsequent events through October 23,
2013, the date the consolidated financial statements were available to be issued. CHCS is not aware of any
subsequent event which would requite recognition ot disclosure in the consolidated financial statements, except as
disclosed below:

On July 1, 2013, St. Monica Manor refinanced its loan with Beneficial Mutual Savings Bank. The new loan is for a
term of 25 years with required monthly payments of principal and interest. The new loan will bear interest equal to
the rate announced as the Federal Home Loan Bank of Pittsburgh’s Amottizing 5 Year Long Term Fixed Rate plus
300 basis points. The obligation is secured by the grant of security interest in gross revenues and other accounts of
St. Monica Manor. CHCS is a guarantor on this loan.
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