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Independent Auditor's Report

To the Partners
Arbors of Hop Brook Limited Partnership

Report on Financial Statements

We have audited the accompanying consolidated financial statements of Arbors of Hop Brook Limited
Partnership and Affiliates, which comprise the consolidated balance sheet as of September 30, 2014,
and the related consolidated statements of income and comprehensive income, changes in equity and
cash flows for the year then ended, and the related notes fo the 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 Responsibilily

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

An audit involves performing procedures to 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 error. In making those risk assessments, the auditor considers internal control
relevant to the entity's preparation and fair presentation of the consolidated financial statements in
order to design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity's internal control. Accordingly, we express no
such opinion. An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of significant accounting estimates made by management, as well as evaluating the
overall presentation of the consolidated financial statements.

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




QOpinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of Arbors of Hop Brook Limited Partnership and Affiliates as of
September 30, 2014, and the results of their operations and their cash flows for the year then ended in
accordance with accounting principles generally accepted in the United States of America.

Other Matters

As discussed in Note 1 to the consolidated financial statements, the Financial Accounting Standards
Board issued Accounting Standards Update 2012-01, Health Care Entities: Continuing Care Retirement
Communities - Refundable Advance Fees, which requires the entity to classify an advance fee as
deferred revenue when a continuing care retirement community has a resident contract that provides
for payment of the refundable advance fee that is contingent upon reoccupancy by a subsequent
resident, which is limited to the proceeds of recccupancy. Refundable advance fees that are contingent
upon reoccupancy by a subsequent resident but are not limited to the proceeds of reoccupancy should
be accounted for and reported as a liability. The adoption of the new standard on October 1, 2013
resulted in a decrease to the opening partners' capital of $1,867,883.

Report on Supplementary Information

Our audit was conducted for the purpose of forming an opinion on the consolidated financial statements
as a whole. The supplementary information on pages 24 to 27 is presented for purposes of additional
analysis and is not a required part of the consolidated financial statements. Such information is the
responsibility of management and was derived from and relates directly to the underlying accounting
and other records used to prepare the consolidated financial statements. The information has been
subjected to the auditing procedures applied in the audit of the consclidated financial statements and
certain additional procedures, including comparing and reconciling such information directly to the
underlying accounting and other records used to prepare the consolidated financial statements or to the
consolidated financial statements themselves, and other additional procedures in accordance with
auditing standards generally accepted in the United States of America. In our opinion, the information
is fairly stated in all material respects in relation to the consolidated financial statements as a whole.

WM&Z/J

Hartford, Connecticut
February 12, 2015



Arbors of Hop Brook Limited Partnership and Affiliates

Consolidated Balance Sheet

September 30, 2014

Assets

Current assets:
Cash and cash equivalents
Accounts receivable, net
Entrance fees receivable
Resident funds
Prepaid expenses
Total current assets

[nvestments:
Investments available-for-sale
Non-marketable equity securities
Total investments

Property and equipment:
L.and and improvements
Building and improvements
Equipment
Automotive equipment
Total property and equipment
Less accumulated depreciation and amortization

Construction in progress
Net propery and equipment

Other long-term assets:
Due from related party
Restricted funds
Deferred costs, net
Total other long-term assets

Total assets

3 537,518
1,282,414
117,500
9,183

8,559

1,955,174

8,111,912
250,000

8,361,912

1,556,253
16,634,118
4,308,176
213,333

22,611,880
{16,953,337)

5,658,543
425,920

6,084,463

241,074
921,031
56,802

1,218,907

$ 17,620,456




Arbors of Hop Brook Limited Partnership and Affiliates

Consolidated Balance Sheet
September 30, 2014

Liabilities and Equity
Current liabilities:
Current portion of long-term debt
Accounts payable
Resident funds
QOther current liabilities
Total current liabilities
Long-term liabilities:
Long-term debt, less current portion
Entrance fees
Total liabilities
Commitments and contingencies
Equity:
Partners’ capital:
Capital
Accumulated other comprehensive income

Total partners' capital
Noncontrolling interest

Total equity

Total liabilities and equity

See Notes to Consolidated Financial Statements

$ 237,671
1,433,974
9,183
654,668

2,335,496

3,342,500
7,060,292

12,738,288

4,349,690
1,226,780

5,676,470
(694,302)

4,882,168

$ 17,620,456




Arbors of Hop Brook Limited Partnership and Affiliates

Consolidated Statement of Income and Comprehensive Income
Year Ended September 30, 2014

Revenues:
Patient service revenue, net of contractua! allowances
Provision for uncollectible accounts
Net patient service revenue
Resident fees
Earned entrance fees
Total revenues

Expenses:
Administrative and general
Employee benefits
Plant operations and maintenance
Nursing
Activities
Food service
Laundry
Housekeeping
Medicare
Rehabilitative services
Other services
Depreaciation and amortization
Insurance
Interest expense
Total expenses

Lass from operations

Other income:
Investment income
Net realized gains on investments available-for-sale
Total cther income

Consolidated net income
Less net income attributable to noncontrolling interest
Net loss attributable to Arbors of Hop Brook Limited Partnership

Consolidated net income (loss)
Other comprehensive income:
Unrealized holding gains arising during the period
Less reclassification adjustment for gains
included in net income (loss)
Total other comprehensive income

Comprehensive income
Less comprehensive income attributable to noncontrolling interest

Comprehensive income (loss) attributable to Arbors of
Hop Brook Limited Partnership

See Notes to Consolidated Financial Statements.
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$

12,115,893
222,504

11,893,389
4,298,378
94,729

16,286,496

2,036,118
1,878,108
1,808,443
5,666,496
237107
1,854,185
130,968
341,104
323,703
915,108
432,092
847,612
33,684
82,317

16,487,045

(200,549)

198,463
264,033

462,496

261,947
370,007

$

(108,060}

$

261,947

684,882

(264,033)

420,849

682,796
370,007

$

312,789




Arbors of Hop Brook Limited Partnership and Affiliates

Consolidated Statement of Changes in Equity
Year Ended September 30, 2014

Accumulated
Cther

Pariners’ Comprehensive Noncentrolling

Capital Income Interest Total
Balance, October 1, 2013, as previously reported $ 6,416,903 $ 80593 $ (1,064,309 $ 6,158,525
Cumulative effect of change in

accounting principle (see Note 1) (1,867,883) (1,867,883)

Balance, October 1, 2013, as restated 4,549,020 805,931 (1,064,309) 4,290 642
Net income (loss) {108,060) - 370,007 261,947
Other comprehensive income - 420,849 - 420,849
Capital contributions 1,386,212 - - 1,386,212
Capital distributions {1,477,482) - - (1,477,482)
Balance, September 30, 2014 $ 4,349,690 $ 1226780 § (694302) _$ 4882168

See Notes to Consolidated Financial Statements.
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Arbors of Hop Brook Limited Partnership and Affiliates

Consolidated Statement of Cash Flows
Year Ended September 30, 2014

Operating activities:
Consolidated net income

Adjustments to reconcile consolidated net income to net cash

provided by operating activities:
Depreciation and amortization
Amortization of deferred cosis
Provision for uncollectible accounts
Earned entrance fees income
Net realized gains on investments
available for sale
Changes in operating assets and liabilities:
Accounts receivable
Entrance fees receivable
Prepaid expenses
Deposits
Accounts payable
Other current liabilities
Net cash provided by operating activities

Investing activities:
Increase in restricted funds
Purchase of property and equipment
Proceeds from sales of investments available-for-sale
Purchases of investments available-for-sale
Net cash used in investing activities

Financing activities:
Capital contributions
Capital distributions
Proceeds from resident entrance fees
Refunds of resident entrance fees
Payments on capital lease obligations
Payments on long-term debt
Net cash provided by financing activities

Net increase in cash and cash equivalents
Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of year

Supplemental disclosure of cash flow information:
Cash paid for interest

See Notes to Consolidated Financial Statements.
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$ 261,947

839,503
8,109

222,504

(94,729)

(264,033)

83,267
30,740
(3,265)
1,833
29,116
36,597

1,151,589

(139,882)
(898,313)
848,422

(977,119)
(1,166,892)

1,386,212
(1,477,482)
1,758,042
(1,259,990)

(36,276)

{210,000}
160,506

145,203

392,315
$ 537,518

$ 82685



Arbors of Hop Brook Limited Partnership and Affiliates

Notes to Consolidated Financial Statements
September 30, 2014

Note 1 - Summary of significant accounting policies
The accompanying consolidated financial statements were prepared for the purpose of
presenting, in a consolidated format, the financial position and results of operations of the
following commonly owned, inter-related entities:

Arbors of Hop Brook Limited Partnership (the "Partnership") was formed to operate a health
center and independent living center as a Continuing Care Retirement Community according
to Chapter 19 of the Connecticut General Statutes 17b-520. It is comprised of a 112-unit
independent living center and Manchester Manor Health Care Center, a 126-bed skilled
nursing center.

In 1992, Manchester Manor Realty, LLP ("Realty"), a limited liability partnership, was formed
to rent health care facilities to Manchester Manor Health Care Center for its operations. The
partners' liability with regard to the limited liability company is limited to their capital accounts.

Principles of consolidation
These entities are collectively referred to herein as the "Company". All significant
intercompany transactions and account balances have been eliminated in consolidation.

Variable interest entities

The Company has evaluated its relationship with Realty and has determined that the entity is
a variable interest entity, which has been consolidated in the Company's financial
statements. Based on a qualitative and quantitative assessment performed, it was
determined that the Company is the primary beneficiary of this entity because it has the
power over the activities that most significantly impact the entity's economic performance.
Accordingly, it has been consolidated into the Company's consolidated financial statements.
In addition, the Company is obligated to absorb their losses and has the ability to benefit from
profits.

The following table summarizes the assets and liabilities of Realty included in the
consolidated balance sheet as of September 30, 2014:

Asseis:
Cash $ 527,585
Accounts receivable 34,500
Deferred costs, net 26,611
Due from related party 241,074
Total assets $ 829,770
Liabilities:
Current portion of long-term debt $ 90,000
Other current liabilities 1,672
Long-term debt, less current portion 1,432,500
Total liabilities $ 1,524,072



Arbors of Hop Brook Limited Partnership and Affiliates

Notes to Consolidated Financial Statements
September 30, 2014

In addition, the Company has evaluated its relationship with Vernon Manor Health Care
Center, LLC and Arrowwood Group, LLC and determined that they are not required to
consolidate these entities, related through common ownership, info its consolidated financial
statements because the Company is not the primary beneficiary of either affiliate.

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 certain reported amounts and disclosures.
Actual results could differ from those estimates.

Cash and cash equivalents
For purposes of reporting cash flows, the Company considers all highly liquid debt
instruments purchased with a maturity of three months or less to be cash equivalents.

Restricted funds

The State of Connecticut requires that continuing care retirement communities maintain a
reserve fund, which consists of one year's debt service or lease obligation requirements plus
one month's operating costs. These funds are not available for current operating purposes.

Restricted funds as of September 30, 2014 were $921,031.

Concentrations

The Company's financial instruments that are exposed to concentrations of credit risk consist
primarily of cash and cash equivalents and patient service receivables (see Note 2) and
revenue (see Note 8).

The Company maintains its cash and cash equivalents with high-credit quality financial
institutions. At times, such amounts may exceed Federally insured limits. The Company has
not experienced any losses in such accounts and believes it is not exposed to any significant
credit risk on cash and cash equivalents. As of September 30, 2014, the Company had cash
and cash equivalents in excess of Federally insured limits in the amount of approximately
$286,000.

Patient service receivables

The collection of receivables from third-party payors and patients is the Company's primary
source of cash for operations and is critical to its operating performance. Patient service
receivables and revenue are recorded when patient services are performed. The primary
collection risks relate to uninsured patient accounis and patient accounts for which the
primary insurance payor has paid, but patient responsibility amounts (deductibles and
copayments) remain outstanding. Patient service receivables from third-party payors are
carried at a net amount determined by the original charge for the service provided, less an
estimate made for contractual adjustments provided to third-party payors.

10



Arbors of Hop Brook Limited Partnership and Affiliates

Notes to Consolidated Financial Statements
September 30, 2014

Receivables due directly from patients are carried at the original charge for the service
performed, less amounts covered by third-party payors and an estimated allowance for
doubtful accounts. Management determines the allowance for doubtful accounts by
identifying troubled accounts and by historical experience applied fo an aging of accounts.
The Company does not charge interest on past due accounts.

The provision for uncollectible accounts is increased when patient service receivables are
deemed uncollectible. Recoveries of receivables previously written off are recorded as a
reduction of the provision for uncollectible accounts when received.

Ihvestments

Investments available-for-sale primarily consist of certain equity securities not classified as
trading securities or as securities to be held-to-maturity. They may be sold at any time at
management's option in response to changes in interest rates, liquidity needs, and for other
purposes. Securities available-for-sale are reported at fair value with unrealized gains and
losses reported as other comprehensive income in the equity section of the consolidated
balance sheets. Accumulated realized gains and losses, based on the adjusted cost of the
specific security sold, are included in other income and, when applicable, are reported as a
reclassification adjustment in other comprehensive income.

The Company has also invested in a limited liability company (“‘LLC”) of $100,000 and real
estate investment trust (“REIT”) of $150,000 as of September 30, 2014. These investments
are deemed to be non-marketable equity securities, which are recorded at historical cost
because the Company does not have significant influence over the underlying investees.
These investments are subject to a periodic impairment review. To the extent any impairment
is considered other-than-temporary, the investment is written down to its fair value and the
loss is recorded as a compenent of investment income.

The Company uses the specific identification method to determine the cost of securities sold.

Property and equipment

Property and equipment are stated at cost less accumulated depreciation. Depreciation is
provided using a straight-line method over the useful lives of the respective assets ranging
from five to thirty-nine years. Assets acquired through capital leases are amortized over the
shorter of the lease term or estimated useful life.

Maintenance and repairs are charged to operations when incurred. Betterments and
renewals are capitalized. When property and equipment are sold or otherwise disposed of,
the asset accounts and related accumulated depreciation accounts are relieved, and any
gain or loss is included in other income.

11




Arbors of Hop Brook Limited Partnership and Affiliates

Notes to Consolidated Financial Statements
September 30, 2014

Deferred costs

Loan closing costs incurred for debt restructuring have been capitalized and are being
amortized using the interest method over the term of the loans. Deferred cost amortization is
included in interest expense in the consolidated statement of income and comprehensive
income.

Impairment of long-lived assets

The Company reviews its long-lived assets for impairment whenever events or changes in
circumstances indicate that the carrying value of such property may not be recoverable.
Recoverability is measured by a comparison of the carrying amount of the assets to the
future net undiscounted cash flow expected to be generated by the assets and any estimated
proceeds from the eventual disposition of the assets. If the assets are considered to be
impaired, the impairment to be recognized is measured at the amount by which the carrying
amount of the assets exceeds the fair value of such property. There were no impairment
losses recognized in 2014.

Resident funds

At September 30, 2014, the Company maintained $9,183 of resident funds for future
services to be provided by the Company. These funds are maintained in individual insured
interest bearing accounts at a bank and are recorded as resident funds on the consolidated
balance sheet.

Patient service revenue

The Company has agreements with third-party payors that provide for payments to the
Company at amounts different from its established rates. Payment arrangements include
predetermined fee schedules and discounted charges. Patient service revenue is reported
at the estimated net realizable amounts from patients, third-party payors and others for
services rendered, including retroactive adjustments under reimbursement agreements with
third-party payors, which are subject to audit by administrating agencies. These
adjustments are accrued on an estimated basis and are adjusted in future periods as final
settlements are determined.

Skilled nursing facilities are reimbursed under a Prospective Payment System for Medicare
Part A services that establishes an all-inclusive per diem payment rate, based on resident
activity, which covers routine, ancillary and capital related costs. The all-inclusive per diem
rate encompasses many non-physician Part B services billed during a Part A stay. Skilled
nursing facilities are required to pay for services provided by outside suppliers.

The Company provides care to certain patients under Medicaid and Medicare payment
arrangements. Laws and regulations governing the Medicaid and Medicare programs are
complex and subject to interpretation. Compliance with such laws and regulations can be
subject to future government review and interpretation as well as significant regulatory
action.

12



Arbors of Hop Brook Limited Partnership and Affiliates

Notes to Consolidated Financial Statements
September 30, 2014

Comprehensive income

Comprehensive income consists of two components: net income (loss) and other
comprehensive income. Other comprehensive income refers to revenue, expenses, gains
and losses that, under accounting principles generally accepted in the United States of
America, are recorded as an element of equity but are excluded from net income (loss).
The Company's other comprehensive income and accumulated other comprehensive
income are comprised of unrealized gains on marketable securities categorized as
available-for-sale.

Income taxes

The partners have elected to have the Company treated as a partnership. Under such
treatment, the Company's Federal and state taxable income or loss is passed through to the
individua! partners. Accordingly, no tax provisions are included in the consolidated financial
statements.

The Company has no unrecognized tax benefits at September 30, 2014. The Company's
Federal and state income tax returns prior to fiscal year 2011 are closed and management
continually evaluates expiring statutes of limitations, audits, proposed settlements, changes
in tax law and new authoritative rulings.

If applicable, the Company would recognize interest and penalties associated with tax
matters as part of expenses in the consolidated statements of income and comprehensive
income and include accrued interest and penalties in accrued expenses in the consolidated
balance sheets. The Company did not recognize any interest or penaities associated with
tax matters for the year ended September 30, 2014.

Entrance fees

independent living center residents pay an entrance fee upon entering into a continuing care
contract. Effective during fiscal year 2014, residents will pay an entrance fee that declines to
either 90%, 50% or 0% (depending on the declining balance refund plan chosen by the
resident) upon death or withdrawal after their independent living unit is reoccupied. Prior to
fiscal year 2014, residents paid an entrance fee upon move-in that was either 80% (post
fiscal year 04) or 90% (pre fiscal year 05), refundable upon death or withdrawal after their
independent living unit was reoccupied. An additional monthly service fee is charged to
residents, which entitles them to the lifetime use and privileges of the facilities. Residents do
not acquire any interest in the real estate property.

Arbors of Hop Brook Limited Partnership annually calculates the present value of the net cost
of future services and use of facilities to be provided to current residents and compares that
amount with the balances of unamortized deferred revenues from advanced fees and
expected revenues from investment income and monthly fees. If the present value of the net
cost of future services and use of facilities exceeds the deferred revenue from advanced fees
and expected future revenues, a liability will be recorded with a corresponding charge to
income. No obligation was required as the present value, at a discount rate of 5.5%, of the
expected revenues and unamortized deferred revenues from advanced fees exceeded the
net cost of future services and use of the facilities.

13



Arbors of Hop Brook Limited Partnership and Affiliates

Notes to Consolidated Financial Statements
September 30, 2014

Advertising
The Facility follows the policy of charging costs of advertising to expense as incurred.
Advertising expenses were $92,797 for the year ended September 30, 2014.

Retirement benefits

The Company sponsors a 401(k) retirement pfan that covers substantially all employees who
have at least one year of service and have attained the age of 21. The plan allows for
employer contributions and employee salary deferrals. The contribution expense for the year
ended September 30, 2014 was $84,256.

Change in accounting principle

On October 1, 2013, the Company adopted the provisions of Accounting Standards Update
2012-01, Health Care Entities: Continuing Care Retirement Communities - Refundable
Advance Fees ("ASU No. 2012-01"), which requires the entity to classify an advance fee as
deferred revenue when a continuing care retirement community has a resident contract that
provides for payment of the refundable advance fee that is contingent upon reoccupancy by
a subsequent resident, which is limited to the proceeds of reoccupancy. Refundable
advance fees that are contingent upon reoccupancy by a subsequent resident but are not
limited to the proceeds of reoccupancy should be accounted for and reported as a liability.
The Company's adoption of ASU No. 2012-01 has resuited in the establishment of a liability
for advance fees for amounts which were previously presented as deferred revenue and
amortized into revenue over the life of the facility. The adoption of the new standard on
October 1, 2013 resulted in a decrease in the opening partners' capital of $1,867,883.

Subsequent events

The Company has evaluated events and transactions for potential recognition or disclosure
through February 12, 2015, which is the date the consolidated financial statements were
available to be issued.

Note 2 - Patient service receivables, net

The Company grants credit without collateral to its patients, most of whom are local residents
and are insured under third-party payor agreements. The mix of receivables from patients and
third-party payors as of September 30, 2014 is as follows:

Medicaid $ 312,008

Medicare ‘ 354,387

Other third-party payors 153,806

Private 833,741

1,653,222

Less allowance for doubtful accounts 372,141
81,281,081
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Arbors of Hop Brook Limited Partnership and Affiliates

Notes to Consolidated Financial Statements
September 30, 2014

Patient service receivables are reduced by an allowance for doubtful accounts. In evaluating
the collectability of patient service receivables, the Company analyzes its past history and
identifies trends for each of its major payor sources of revenue to estimate the appropriate
allowance for doubtful accounts and provision for uncollectible accounts. Management
regularly reviews the data about these major payor sources of revenue in evaluating the
sufficiency of the allowance for doubtful accounts. For receivables associated with services
provided to patients who have third-party coverage, the Company analyzes contractually due
amounts and provides an allowance for doubtful accounts and a provision for uncollectible
accounts, if necessary (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 patients (which includes both patients without insurance
and patients with deductible and copayment balances due for which third-party coverage
exists for part of the bill), the Company records a significant provision for uncollectible
accounts in the period of services on the basis of its past experience, which indicates that
many patients are unable or unwilling to pay the portion of their bill for which they are
financially responsible. The difference between the standard rates (or the discounted rates
provided by the Company's policy) and the amounts actually collected after all reasonable
collection efforts have been exhausted is charged against the allowance for doubtful
accounts.

The Company's allowance for doubtful accounts was 23% of patient services receivabies at
September 30, 2014.

Note 3 - Investments available-for-sale
The Company's investments, (including restricted funds) which are reported at fair value, are
primarily in marketable equity securities and are classified as available-for-sale. They may
be sold at any time, at management's option in response to change in interest rates, liquidity
needs and for other purposes.

A summary of these investments at September 30, 2014 is as follows:

Gross Gross
Unrealized Unrealized
Cost Gains Losses Fair Value
Money market funds $ 206,331 $ - % - % 206,331
Common stocks 1,690,800 847,700 (5,446} 2,533,054
Mutual funds 5,909,032 418,003 (33,477) 6,293,558
$ 7,806,163 $ 1,265,703 & (38,923) 3% 9,032,943

15



Arbors of Hop Brook Limited Partnership and Affiliates

Notes to Consolidated Financial Statements
September 30, 2014

Information pertaining to securities with gross unrealized losses at September 30, 2014,
aggregated by length of time individual securities have been in a continuous loss position, is
as follows:

Less than 12 Months 12 Months or Greater Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses
Common stocks $ 29,388 % (785) $ 70,855 $ (4661) $ 100243 § (5446)
Mutual funds 651,236 (33,477) - - 651,236 (33,477)

$ 680624 $ (34262) § 70855 $ (4.661) § 751479 §_(38923)

Management evaluates securities for other-than-temporary impairment at least on a quarterly
basis, and more frequently when economic or market concerns warrant such evaluation.
Consideration is given to (1) the length of time and extent to which the fair value has been
less than cost, (2) the financial condition and near-term prospects of the issuer, and (3) the
intent and ability of the Company to retain its investment in the issuer for a period of time
sufficient to allow for any anticipated recovery in fair value. The Company does not consider
these investments to be other than temporarily impaired at September 30, 2014.

Note 4 - Fair value measurements
The Company values financial assets and liabilities based on the price that would be
received to sell an asset or paid to transfer a liability in an orderly transaction between
market participants at the measurement date.

In order to increase consistency and comparability in fair value measurements, a fair value
hierarchy that prioritizes observable and unobservable inputs is used to measure fair value
into three broad levels, which are described below:;

Level 1  Inputs to the valuation methodology are unadjusted quoted prices for identical
assets or liabilities in active markets that the Company has the ability fo
access. The fair value hierarchy gives the highest priority to Level 1 inputs.

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;

o Inputs other than quoted prices that are observable for the asset or
liability; and

e 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. The fair value hierarchy gives the lowest priority to
Level 3 inputs.
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Arbors of Hop Brook Limited Partnhership and Affiliates

Notes to Consolidated Financial Statements
September 30, 2014

The asset 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 assets measured at fair
value. There have been no changes in the methodologies used at September 30, 2014.

Money market funds: Valued using significant observable inputs, particularly dealer
market prices for comparable investments as of the valuation
date (Level 2).

Mutual funds: Valued at the quoted net asset value of shares held by the
Company at year end (Level 1).

Common stocks: Valued at the quoted price in active markets of shares held by
the Company at year end (Level 1).

The preceding methods described may produce a fair value calculation that may not be
indicative of net realizable value or reflective of future fair values. Furthermore, although the
Company believes their valuation methods are appropriate and consistent with other market
participants, 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 Company evaluated the significance of transfers between levels based upon the nature
of the financial instrument and size of the transfer relative to the total investments. There
were no transfers during the year ended September 30, 2014.

The following tables set forth by level, within the fair value hierarchy, the Company's
investments available-for-sale as of September 30, 2014:

Total (Level 1) {Level 2) (Level 3)
Money market funds $ 206,331 § - $ 206,331 % -
Common stocks:
Basic materials 474,612 474,612 - -
Consumer goods 287,977 287,977 - -
Financial 214,559 214,559 - -
Healthcare 149,747 149,747 - -
Industrial goods 138,493 138,493 - -
Services 366,190 366,190 - -
Technology 892,280 892,280 - -
Utilities 9,196 9,196 - -
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Arbors of Hop Brook Limited Partnership and Affiliates

Notes to Consolidated Financial Statements
September 30, 2014

Mutual funds:

Foreign large blend $ 397,768 $ 397,768 $ - $ -
Japan stock 404,741 404,741 - -
Large blend 1,172,864 1,172,864 - -
Large growth 388,983 388,983 - -
Large value 1,730,267 1,730,267 - -
Mid-cap growth 137,255 137,255 - -
Mid-cap value 138,389 138,389 - -
Moderate allocation 429,045 429,045 - -
Technology 668,922 668,922 - -
World allocation 825,324 825,324 - -
Totals $9,032,943 $8,826,612 $ 206,331 § -

The availability of observable market data is monitored to assess the appropriate
classification of financial instruments within the fair value hierarchy. Changes in economic
conditions or model-based valuation techniques may require the transfer of financial
instruments from one fair value level to another. In such instances, the transfer is reported
at the beginning of the reporting period.

Note 5 - Related party transactions
Due from related party
Represents amount due from Arrowwood Group, LLC. The loan is noninterest bearing and is
expected to be repaid.

Note 6 - Long-term debt
Arbors of Hop Brook Limited Partnership
On August 23, 2011, the Company entered into two loan agreements with People's United
Bank. A summary of these agreements follows:

First Mortgage Loan $2,400,000 promissory note, interest payable at one (1) month LIBOR
rate (0.16% at September 30, 2014) plus 2.0%. The loan matures on September 1, 2021.
Proceeds from the loan were used to retire an existing first mortgage and for closing costs.
The loan is secured by a first mortgage on real estate. The outstanding balance on the first
mortgage loan at September 30, 2014 was $2,030,000.

Line of Credit Revolving line of credit with a maximum borrowing of $1,000,000. Interest
only is payable monthly at one (1) month LIBOR rate plus 2.26%. The line expires
September 30, 2016. The loan automatically converts to a five-year term loan with an
amortization schedule of up to fifteen years at the conclusion of the draw period. There were
no outstanding balances on the line of credit at September 30, 2014. The line of credit is
secured by a third mortgage on real estate, a blanket security interest in all assets of the
Company and personal guarantees of partners of the Company.

The debt agreements of Arbors of Hop Brook Limited Partnership include certain restrictions
requiring maintenance of certain financial ratios. At September 30, 2014, the Company is in
compliance with these covenants.
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Arbors of Hop Brook Limited Partnership and Affiliates

Notes to Consolidated Financial Statements
September 30, 2014

Manchester Manor Realty, LLP
On August 23, 2011, the Company, entered into three loan agreements with People's United
Bank. A summary of these agreements follows:

First Mortgage Loan $1,800,000 promissory note, interest payable at one (1) month
LIBOR rate plus 2.0%. The loan matures on August 15, 2021. Proceeds from the loan
were used to retire an existing first mortgage and for closing costs. The loan is secured by
a first mortgage on real estate. The outstanding balance on the first mortgage loan at
September 30, 2014 was $1,522,500.

CapEx Loan Provides for advances up to $1,000,000 during a draw period that expires on
September 30, 2016. Proceeds were used to purchase fixed assets and make property
improvements to real estate. Interest only is payable monthly during the draw period at one
(1) month LIBOR rate plus 2.25%. The loan automatically converts to a five-year term loan
with an amortization schedule of up to fifteen years at the conclusion of the draw period.
There were no outstanding balances on the CapEx loan at September 30, 2014. The
CapEx loan is secured by a second mortgage on real estate and a blanket security interest
in all assets of the Company.

Line of Credit Revolving line of credit with a maximum borrowing of $1,500,000. Interest
only is payable monthly at one (1) month LIBOR rate plus 2.25%. The line expires on
September 30, 2016. There were no outstanding balances on the line of credit at
September 30, 2014. The line of credit is secured by a third mortgage on real estate, a
blanket security interest in all assets of the Company and personal guarantees of partners
of the Company.

The debt agreements of Manchester Manor Realty, LLP include certain restrictions requiring
maintenance of certain financial ratios. At September 30, 2014, the Company is in
compliance with these covenants.

Long-term debt and capital lease obligations (Note 7) are as follows as of September 30,
2014:

Long-term debt $ 3,552,500
Capital lease obligations 27,671
3,580,171

Less current maturities 237,671
$ 3,342,500
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Arbors of Hop Brook Limited Partnership and Affiliates

Notes to Consolidated Financial Statements
September 30, 2014

Principal maturities of notes payable are scheduled as follows:

Year Ending
September 30 Amount
2015 $ 210,000
2016 210,000
2017 210,000
2018 210,000
2019 210,000
Thereafter 2,502,500

$ 3,552,500

Interest on the long-term debt and capital lease obligations amounted to $82,501 for the year
ended September 30, 2014.

Note 7- Capital lease obligations
The Company has several noncancellable capital leases for office equipment. Property and
equipment include assets under these lease obligations of $233,083 with accumulated
amortization of $175,161 at September 30, 2014. Amortization of capital lease assets
totaling $43,539 for the year September 30, 2014, is included in depreciation and
amortization in the Company's consolidated statement of income and comprehensive
income.

Capital lease obligations continue through September 2015. The future minimum lease
payments under these leases are as follows:

Year Ending
September 30 Amount
2015 $ 28,457
Total minimum lease payments 28,457
Less amount representing interest 786
Present value of minimum lease payments 27,671
Less current portion 27,671

$ -

Note 8 - Patient services revenue, net

The Company recoghizes patient services revenue associated with services provided to
patients who have Medicare, Medicaid and third-party coverage on the basis of contractual
rates for the services rendered. For uninsured self-pay patients, the Company recognizes
revenue on the basis of its standard rates for services provided. On the basis of historical
experience, a significant portion of the Company's uninsured patients will be unable or
unwilling to pay for services provided. Thus, the Company records a significant provision for
uncollectible accounts related to uninsured patients in the period the services are provided.
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Arbors of Hop Brook Limited Partnership and Affiliates

Notes to Consolidated Financial Statements
September 30, 2014

Patient service revenue recognized in 2014 from these major payor sources is as follows:

Medicaid $ 4,362,449
Medicare ’ 2,351,442
Other third-party payors 1,321,327
Private 4,080,675

$ 12,115,893

Medicaid and Medicare revenue is reimbursed to the Company at the net reimbursement
rates determined by each program. Reimbursement rates are subject to revisions under the
provision of reimbursement regulations. Adjustments for such revisions are recognized in the
fiscal year incurred.

Note 9 - Entrance fees
Entrance fees at September 30, 2014 are as follows:

Nonrefundable, net of accumulated amortization of $602,042 $ 560,868
Refundable (liability) 6,465,948
Refundable (deferred revenue) 33,476

$ 7,060,292

Nonrefundable fees are amortized into income over the estimated life expectancy of the
resident. Entrance fees refundable upon reoccupancy {not limited to the proceeds of
reoccupancy) are accounted for as a liability in the consolidated balance sheet. Entrance
fees refundable upon reoccupancy (limited to the proceeds of reoccupancy) are accounted
for as deferred revenue and amortized into income or expense based upon the remaining
useful life of the facility, both on the straight-line method. Entrance fees amortized and
reported in revenues totaled $94,729 for the year ended September 30, 2014.

Note 10 - Vendor concentrations
The Company is dependent on two vendors that supply food and therapeutic services.
Purchases from these vendors totaled $2,007,004 for the year ended September 30, 2014.

Note 11 - Medical malpractice insurance

The Company maintains claims made medical malpractice insurance coverage providing
coverage limits of $1,000,000 per claim and a $3,000,000 annual aggregate.
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Arbors of Hop Brook Limited Partnership and Affiliates

Notes to Consolidated Financial Statements
September 30, 2014

Note 12 - Healthcare industry

Commitments and contingencies

The healthcare industry is subject to numerous laws and regulations of Federal, state and
local governments. These laws and regulations include, but are not necessarily limited fo,
matters such as licensure, accreditation, government healthcare program participation
requirements, reimbursement for patient services, and Medicare and Medicaid fraud and
abuse. Government activity has increased with respect to investigations and allegations
concerning possible violations of fraud and abuse statutes and regulations by healthcare
providers. Violations of these laws and regulations could result in expulsion from
government healthcare programs together with the imposition of significant fines and
penalties, as well as significant repayments for patient services previously billed.
Management believes that the Company is in compliance with fraud and abuse stafutes as
well as other applicable government laws and regulations. While no material regulatory
inquiries have been made, compliance with such laws and regulations can be subject to
future government review and interpretation as well as regulatory actions unknown or
unasserted at this time.
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Arbors of Hop Brook Limited Partnership and Affiliates

Consolidating Balance Sheet
September 30, 2014

Manchester Manchesler Eliminating
The Arbors Manor Manor Realty Entry Consolidated
Assels
Current assefs;
Cash and cash equivalents $ 984 3 8,949 $ 527,585 $ - % 537,518
Accounls receivable, net 1,333 1,281,081 34,500 {34,500) 1,282,414
Entrance feas receivable 117,500 - - - 117,500
Resident funds - 9,183 - - 9,183
Prepaid expenses - 8,559 - - 8,559
Toltal currenl assels 119,817 1,307,772 562,085 {34,500) 1,965,174
Investmentls available-for-sale 7.047 643 1,064,269 - - 8,111,912
Non-marketable equity securities 250,000 - - - 250,000
Due from related party - - 241,074 - 241,074
Restricled funds 921,031 - - - 921,031
Property and equipment, net 3,344,860 2,739,603 - - 6,084 463
Deferred costs, net 30,191 - 28,611 - 56,802
Total assels $ 11,713,542 $ 5,i11,644 $ 82770 5 (34,500) $ 17,620,456
Liabilities and Equity {Deficil’
Current liabilities:
Current portion of long-term debt $ 127,653 5 20,018 $ 20,000 $ - 3 237,671
Accounts payable 238,987 1,229 487 - (34,500) 1,433,974
Resident lunds - 6,183 - - 9,183
Other cuirent liabilities 287,917 365,179 1,872 - £54,668
Tolal current liabilities 654 557 1,623,667 91,572 (34,500) 2,335,496
Long-term liabiliies:
Long-term debt, less current portion 1,910,000 - 1,432,500 - 3,342,500
Entrance fees 7,060,292 - - - 7,060,292
Total liabilities 9,624,849 1,623,867 1,524,072 (34,500) 12,738,288
Equity {deficit) 2,088,693 3,487,777 {694,302) - 4,882,166
Total liabiliies and equity (deficit) $ 11,713,542 $ 5,111,644 % 820770 $  {34,500) $ 17,620,456

See Independent Auditor's Report.
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Arbors of Hop Brook Limited Partnership and Affiliates

Consolidating Statement of Income
Year Ended September 30, 2014

Manchester Manchester Eliminating
The Arbors Manor Manor Realty Entry Consolidated
Revenues:
Patient service revenue,
net of contractual allowance $ - $ 13,326,745 3 - $ (1,210,852} § 12,115,803
Provisien for uncolleclible accounts - 222,504 - - 222,504
Net patient service revenusg - 13,104,241 - (1,210,952) 11,893,389
Resident fees 4,298,378 - - - 4,298,378
Earned entrance fees 94,729 - - - 94,729
Rental income - - 414,000 {414,000} -
Total revenues 4,393,107 13,104,241 414,000 {1,624,852) 16,286,496
Expenses:
Direct costs 4,068,290 10,711,608 34,269 {1,210,852) 13,603,315
General and administrative 851,475 1,178,663 5,980 - 2,038,118
Depreciation and amortizalion 570,391 273,477 3,744 - B47,612
Rent - 414,000 - {414,000) -
Tolal expenses 5,490,156 12,677,748 43,903 {1,624,852) 16,487,045
Income {loss) from operations (1,097,049) 526,493 370,007 - {200,549)
Invesiment income 170,933 27,530 - - 198,463
Net realized gains on investments
available-for-sale 163,802 100,231 - - 264,033
Nelincome {loss) $ (762,314) $ 654,254 $ 370,007 $ - $ 261,947

See Independent Auditor's Report.
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Arbors of Hop Brook Limited Partnership and Affiliates

Consolidating Statement of Cash Flow
Year Ended September 30, 2014

Manchesler Manchesler Eliminating

The Arbors Manor Manor Realty Eniry Consolidated
Operaling aclivities:
Nel income {loss} $ (762,314) § 654,254 % 370,007 $ - $ 261,947
Adjusiments to reconcile net income (toss) to net cash provided
by (used in} operaling aclivities:
Deprecialion and amortization 566,026 273,477 - - 839,503
Amortization of deferred cosls 4,365 - 3,744 - 8,109
Provision for uncollectible accounts - 222,504 - 222,504
Eamned enlrance lees income {84,729) - - {94.729)
Net realfzed gain on investments
available-for-sale (163,802) {100,231) - (264,033}
Changes in operaling assefs and liabililies:
Accounls receivable 4,378 113,389 {34,500) - 83,267
Due from related party - {14,000) 14,000 - -
Entrance fees receivable 30,740 - - 30,740
Prepaid expenses - {3,265) - {3,265}
Deposils 1,833 1,833
Accounts payable (245,071) 274,187 - 29,116
Other current liabilities 33,725 3,015 {143) - 36,597
Net cash provided by (used in) operaling activities (624,849) 1,423,330 353,108 - 1,151,589
Investing activities:
Increase in restricted funds (139,882} - - - (139,882}
Purchase of properly and equipment (369,508) (528,807} - - (898,313)
Proceeds from sales of inveslments available-for-sale 411,278 437,144 - - 848,422
Purchasas of investments available-for-sale (535.749) {441,370) - - {977,118)
Net cash used in investing activilies (633,859) (533,033) - - (1,166,692)
Financing activities:
Capital contributions 1,384,677 1,535 - - 1,386,212
Capital dislibulions {515,247} (962,235) - - (1,477,482)
Proceeds from resident enfrance fees 1,758,042 - - - 1,758,042
Refunds of resident entrance fees (1,259,990) - - - (1,259,990)
Payments on capital lease obligations {13,192) (23,084) - - (36,276)
Payments on long-term debt {120,000) - (90,000} - (210,000)
Net cash provided by (used in} financing activities 1,234,280 (093,784) (90,000} - 160,506
Net increase {decrease) in cash and cash equivalents (24,418} (93,467) 263,108 - 145,203
Cash and cash eguivalents, beginning 25,402 102,436 264 477 - 392,315
Cash and cash equivalents, ending § 984 $ 8,949 $ 527,585 3 - $ 537,518

See Independent Auditor's Report.
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Arbors of Hop Brook Limited Partnership and Affiliates
Manchester Manor Health Care Center

Schedule of Patient Days
Year Ended September 30, 2014

Payor Source

Medicaid 22,595
Private 12,564
Medicare 6,453
Total patient days 41,612
Occupancy rate 90%

See Independent Auditor's Report.
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Entrance Fees and
Monthly Fees History

Entrance Fees and Monthly Fees 2014*-2015

2014+ 2015
Declining
Entrance Fee Balance Declining Balance

50% Refundable  50% Refundable

Y

Entrance Fee
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ARBORS OF HOP BROOK LIMITED PARTNERSHIP

BUDGETED FIVE YEAR ASSUMPTIONS
STATEMENTS OF CHANGES IN REVENUES AND EXPENSES
FOR THE YEARS ENDED SEPTEMBER 30

BUDGET BUDGET BUDGET BUDGET BUDGET
2015 2016 2017 2018 2019

Assumptions for Arbors of Hop Brook

REVENUE
Monthly fee increased each year by 35% 3.5% 3.5% 3.5% 3.5%
Ancilliary revenue increased each year by 4.0% 4.0% 4.0% 4.0% 4.0%
CCRC related revenue increased each year by 1.0% 1.0% 1.0% 1.0% 1.0%
Earned entrance fee increased by 2.0% 2.0% 1.0% 1.0% 1.0%
EXPENSES
Salaries increased each year by 2.0% 2.0% 2.0% 2.0% 2.0%
Employee benefils increased each year by 0.0% 0.0% 0.0% 0.0% 0.0%
Non-salary expenses increased each year by 2.0% 2.0% 2.0% 2.0% 2.0%
Rent increased each year by 0.0% 0.0% 0.0% 0.0% 0.0%
Depreciation increased each year by 8.0% 8.0% 8.0% 8.0% 8.0%
Return on investments increased each year by 4.0% 4.0% 4.0% 4.0% 4.0%
Percent of occupancy 35.96% 35.96% 3596% 35.96% 35.96%
Units Occupied 4 41 41 41 41
Sales of units each year 33 3.8 4.0 4.2 43
Assumptions for Manchester Manor Health Care Center
REVENUE
Rate Increases:
Medicaid 0.0% 0.0% 2.0% 2.0% 2.0%
Lifecare 4.0% 3.0% 3.0% 2.0% 1.0%
Private 4.0% 4.0% 4.0% 4.0% 4.0%
Medicare 0.0% 0.0% 2.0% 2.0% 2.0%
Managed Care 4.0% 4.0% 4.0% 4.0% 4.0%
Patient Day Mix
Medicaid 50.2% 48.8% 49.2% 49.8% 50.5%
Lifecare 6.3% 77% 7.3% 6.7% 6.0%
Private 18.9% 18.9% 18.9% 18.9% 18.9%
Medicare 16.7% 15.7% 15.7% 15.7% 15.7%
Managed Care 2.7% 2.7% 2.7% 2.7% 2.7%
Total occupancy 93.9% 93.9% 93.9% 93.9% 93.9%
Vacancy 6.1% 6.1% 6.1% 6.1% 6.1%
Total 100.0%  100.0%  100.0% 100.0% 100.0%
EXPENSES
Salaries increased each year by 2.0% 2.0% 2.0% 2.0% 2.0%
Employee benefits increased each year by 0.0% 0.0% 0.0% 0.0% 0.0%
Non-salary expenses increased each year by 2.0% 2.0% 2.0% 2.0% 2.0%
Rent increased each year by 0.0% 0.0% 0.0% 0.0% 0.0%
Depreciation increased each year by 8.0% 8.0% 8.0% 8.0% 8.0%
Return on investments increased each year by 4.0% 4.0% 4.0% 4.0% 4.0%

(most of investment is bonds)

CCRC Actuaries, LLC 3212015
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ARBORS OF HOP BROOK LIMITED PARTNERSHIP AND AFFILIATE

Assets

Current Asssls:
Cash and cash equivalenls
Restricted funds
Accounts receivable
Entrance fees recelvable
Prepaid expenses

Total current assets
Investments avallable for sale

Property and equipment:

Land and improvements

Building and Improvements

Equipment

Automolive equipment

Total property and equipment

Less accumulated depreciation
Plus Construction in Prograss

Net property and equipment

Long-term assets:
Loans receivable - affiliates
Deferred costs, net
Resldent funds
Deposits

Total long-term assets

Total assels

Liabliitles and Equity

Current Llabllitles:
Current portion of long-term dett
Accounts payable
Olher current liabililies
Resident Funds

Total current llabllitles

Long-term llabliities:
Loans payable - affiliates
Obligation under inlerest rate swap
Long-lerm debt, tess current portion
Unearned enfrance fees

Total llabltities

Equlty:
Partners’ capital
Gapiltal
Accumulated other comprehensive income (l08s)

Tolal pariners’ capital
Noncontroliing Interest

Tolal equlty

Balance Sheet

September 30

ACTUAL BUDGET BUDGET BUDGET BUDGET BUDGET

2014 2015 2016 2017 2018 2019
$ 5375618 §  (772,551) § (1,512,026) $ (1,086,631) $ (2,145,327} $  (2,008,060)
921,031 957,872 996,187 1,036,035 1,077,478 1,120,575
1,282,414 1,333,711 1,387,059 1,442,541 1,500,243 1,560,253
117,500 122,200 127,088 132,172 137,458 142,057
8,550 8,901 9,257 9,628 10,013 10,413
2,867,022 1,850,134 1,007,566 633,745 579,863 825,136
8,381,912 8,951,221 9,548,091 10,222,257 10,991,535 11,867,948
1,556,253 1,643,253 1,717,263 1,777,253 1,787,253 1,797 253
18,534,118 17,418,538 17,688,038 17,877,538 18,040,538 15,192,538
4,308,176 4,508,476 4,658,076 4,856,276 5,054,978 5,234,676
213,333 213,333 213,333 213,333 213,333 213,333
22,611,880 23,783,600 24,277,700 24,724,400 25,096,100 25,438,000
(16,953,337} _ (17.868.768) _ (18.857.413) _ (10.925160) _ (21,078,326) __ (22.323.746)

425 920

6,084,463 5,814,842 5,420,287 4,799,240 4,017,774 3,114,254
241,074 241,074 241,074 241,074 241,074 241,074
56,802 54,556 50,991 47,991 44,901 41,991
9,183 9,550 9,932 10,330 10,743 11,173
307,059 305,180 301,997 299,395 296,808 294,238
$ 17,620,456 § 16,821,377 § 16,275942 §$ 15954636 § 15885979 $§ 16,102,677
$ 237671 § 127,653 3 120,000 § 120,000 % 120,000 $ 120,000
1,433,974 1,491,333 1,550,986 1,613,028 1,677,547 1,744,649
654,668 680,855 708,089 736,412 765,869 796,504
9,183 9,550 9,932 10,330 10,743 11,173
2,335,498 2,309,391 2,369,008 2,479,768 2,574,159 2,672,325
3,342,500 3,214,847 3,004,847 2,974,847 2,854,847 2,734,847
7,060,292 6,508,000 6,330,847 8,205,699 6,139,416 6,130,854
12,738,288 12,032,238 11,814,701 11,660,314 11,568,422 11,538,025
4,349,690 3,007,352 3,304,563 2,871,500 2,625,457 2,586,038
1,226 780 1,356,089 1,400,959 1,427,125 1,446,403 1,472,818
5,576,470 5,263,441 4,705,542 4,298,624 4,071,859 4,058,854
{694,302) (474,302) {244,302) {4,302) 245,698 505,698
4,882 168 4,789,139 4,461,240 4,204,329 4,317,657 4,564,552
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ARBORS OF HOP BROOK LIMITED PARTNERSHIP AND AFFILIATE

Statements of Operatlons and Comprehensive Income (Loss)

Revenues:
Net padent service revenua
Resldenl Fees
Eamed entrance fes
Total revenues

Expenses:
Administrative and general
Employae benefils
Plant operations and maintenance
Nursing
Activitios
Food service
Laundry
Housekeepling
Medicare
Rehabllitative services
Other services
Depreclation and amortization
Insurance
Interest expense
Tolal expenses

Income from operations
Other Income (expense):
Invesiment Incorne
Gain on sale of property and equipment
Nel realized gains (losses) on Invesiment securities

Total other [ncome {expense)

Net Incoma (loss)
Less: net Income allributable lo nencontrolling Interest

Net Income {loss) attributable to Arbors of Hop Brook LP

Comprehanslve Income {lose}:
Nellncome (loss)

Other comprehensive Income {loss):
Unrealtzed helding gains {losses) arsing during the period
Unrealized gain (loss) on derivalive financlal instrument
Less: reclassiiicalion adjustment for gains (osses)
Included In net income (loss)
Total other comprehensive Income

Comprehenslve Incomae {less)
Less: comprehensive iIncome atlribulable to noncontreling interest

Comprehensive Income (loss) attributable
to Arbors of Hop Brook LP

September 30
ACTUAL BUDGET BUDGET BUDGET BUDGET BUDGET
2014 2015 2018 2017 2018 2019
$ 11,893,380 § 14,256,504 § 14,330,608 $ 14729543 § 15150945 $ 15596,549
4,298,378 4,228.949 4,378,873 4,536,258 4,699,209 4,868,201
94,729 110,292 114,152 118,148 122,283 126,563
16,280,496 18,593,745 18,823,833 19,383,948 19,972,527 20,591,313
2,036,118 2,504,003 2,952,892 3,011,050 3,072,189 3,133,633
1,878,108 1,813,396 1,813,398 1,813,396 1,613,398 1,813,396
1,608,443 1,748,358 1,783,325 1,818,001 1,856,371 1,892,479
5,566,496 6,540,955 6,671,774 6,805,209 6,941,313 7,080,140
237,107 228,101 232,663 237,318 242,062 246,904
1,854,185 1,804,385 1,042,472 1,881,322 2,020,848 2,061,367
130,968 132,232 134,077 137,574 140,326 143,133
341,104 355,146 362,249 369,494 376,884 384,421
323,703 321,490 327,920 334,479 341,168 347,991
915,108 1,039,085 1,059,868 1,081,084 1,102,685 1,124,739
432,002 565,067 576,360 587,686 590,654 611,647
847,612 917,667 902,220 1,070,747 1,156,167 1,248,420
33,684 89,214 90,998 92,818 94,674 £6,568
82,317 76,852 73,017 71,158 68,399 65,640
16,487,045 18,626,040 19,014,839 19,413,415 10,825,238 20,250,478
(200,549) (33,195) (191,305) (29,468) 147,289 340,835
199,463 250,857 268,537 286,383 306,668 329,746
264,033 60,000 50,000 50,000 50,000 50,000
462,496 310,857 318,537 336,383 356,666 378,746
261,047 277,662 127,231 306,918 503,957 720,581
570,007 220,000 230,000 240,000 260,000 260,000
$  (i08,060) § 57662 $ _ (102769) $ 66,916 3 253957 § 460,581
$ 261947 § 277,662 § 127,231 § 308916 % 503957 $ 720,581
684,862 143,114 94,870 76,166 69,278 76,413
- 46,195 . . . -
(264,033) (60.000) (50,000) (50,000) (50,000) (50,000)
420,849 128,309 44,870 26,166 19,278 26,413
682,796 408,971 172,101 333,082 523,235 748,994
270,007 260,195 230,000 240,000 250,000 260,000
$ 312,789 § 140,776 $ {57,899) $§ §3,082 § 273,235 § 486,994
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ARBORS OF HOP BROOK LIMITED PARTNERSHIP AND AFFILIATE

Beginning Balance

Net income (loss)

Other comprehensive income
Capital contributions

Capital distributions

Ending Balance

Statements of Changes in Equity

September 30

ACTUAL BUDGET BUDGET BUDGET BUDGET BUDGET
2014 2015 2016 2017 2018 2019

$4,200642 $4,882,168 $ 4780139 $ 4,461,240 $ 4,294,322 § 4,317,557

261,947 277,662 127,231 306,916 503,957 720,581
420,849 128,309 44,870 26,166 19,278 26,413
1,386,212 - - - - -
{(1,477,482) (500,000) (500,000} (500,000) (500,000) (500,000)

$4,882168 $4,780,139 § 4,481,240 $ 4294322 $ 4317557 § 4,564,552
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ARBORS OF HOP BROOK LIMITED PARTNERSHIP AND AFFILIATE

Cash flows {from operating actlvitles:
Net Income (loss)
Adjustments lo reconcile nel income (loss) to net cash
provided by operating aclivities:
Depreclation and amortization
Eamed entrance fes (inceme) expense
Amortization of deferred costs
Net reallzed (galns) losses on Invesiment securilies
Decrease in Resldent Funds
Defermed Financing Fees
(Increase) decrease In:
Reslricted funds
Accounls recelvable
Entrance fea receivable
Prepald expenses
Deposits
Increase (decrease) In:
Accounls payable
Other curent llabllities
Resldenl Funds

MNet cash provided by operaling actlvitles

Cash flows from Investing activitles:
Purchese of property and equipment
Net (purchases) sales of investments

Net cash used in investing activities

Gash flows provided by financing actlvities:
Capital contributions
Capital distributions
Flnaneing fees Incured
Procaeds from resident entrance fees
Refunds of resldent enlrance fees
Paymanls on capilal lease obligations
Precaeds (payments) on long-term debl
Increase (decrease) In loans payable - affillates
Increase in loans recelvable - affiliales

Het cash used In financing activities
Net Increase (decrease) In cash and cash equivalents

Cash and cash equivaients, beginning of year

Statements of Cash Flows

September 30
ACTUAL BUDGET BUDGET BUDGET BUDGET BUDGET
2014 2018 2016 2017 2018 2019
$ 261947 $ 277,662 § 127,231 § 306,916 % 503,957 $ 720,581
839,503 917,667 992,220 1,070,747 1,156,167 1,248,420
(94,728) (110,292) (114,152) (118,148) (122,283) (126,563)
8,109
(264,033) {60,000 (50,000) (50,000) (50,000} (50.000)
2,509 (367) (382) (397) {#413) {430)
(139,882} (36.841) (38,315) {39,847) (41,441 (43,099)
480,163 (51,207) (53,348) (55,482) (57,702) {60,010)
30,740 (4,700) (4,888) (5,084) {(5.287) (5.498)
(3,285 (342) (356) (370) (385) 401
1,833 - - - - -
(5,384) 57,359 59,653 62,039 64,621 67,102
38,597 26,187 27,234 28,324 29,456 30,835
{2,509) 287 382 397 413 430
1,151,589 1,015,402 945,278 1,199,005 1,477,003 1,781,168
(808,313) {745,800) (494,100) (446,700) (371,700) (341,800)
{268,579) (400,000} (500,000} (600,000) __ (700,000) 800,000
{1.166,892) (1,145,800) (294,100) {1,046,700) (1,671.700) (1.141,900)
1,386,212 - - - - -
(1,477.,482) {500,000) (500,000) {500,000 (500,000) {500,000)
1,758,042 280,000 635,000 645,000 657,000 666,000
(1,259,990) (732,000) (696,000) (852,000) (601,000) {548,000)
(36,276) (7.653) - - - -
(210,000 (230,018) 127,653) (120,000} {120,000) {120,000)
$ 160506 $  {1,179,671) 650,853) § (627.000) § (564,000} $§ _ (502,000)
5 145203 § (1310,060) $§  (738,475) § (474,605 $ (158,697} % 137,268
392,315 537,518 ({772,651) (1,512,026} (1,966,631} (2,145,327)
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415 Main Street
Relsterstown, MD 21136-1905

Email: info@ccrcactuaries.com

CCRC
Actuaries, LLC

January 16, 2015

Ms. Chante Drasdis

Director

Arbors of Hop Brook Limited Partnership
385 West Center Street

Manchester, CT 06040-4797

Re:  Arbors of Hop Brook Limited Partnership
Future Service Obligation
As of September 30,2014

Dear Chante:

Phone: 410-833-4220
Fax: 410-833-4229

At the request of management at Arbors of Hop Brook Limited Partnership (“Arbors”),
CCRC Actuaries, LLC (“CCRC Actuaries”) performed a calculation of the Obligation to
Provide Future Services and the Use of Facilities to Current Residents of Arbors in
accordance with Chapter 14 of the American Institute of Certified Public Accountants
(AICPA) Audit and Accounting Guide for Health Care Organizations (the Audit Guide).

In the course of our study we received the following information from Arbors:

» Current residential fees for entrance fees, monthly service fees and auxiliary fees;
e Prior year and current year budget information as well as the actual (interim

financial statement);
o Long term debt schedule;

o Current unit configuration including number, approximate square footage and

types of units for independent living and health center units; and

¢ Last year’s audited financial statements.

Our study was conducted in a manner consistent with the Code of Professional Conduct
and Qualification Standards of the American Academy of Actuaries and the Standards

and Practice of the Actuarial Standards Board.
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Chante Drasdis
January 16, 2015
Page 2

Background

Arbors provides independent living care at the 112-unit independent living center and
skilled nursing at the 126-bed Manchester Manor Health Center. Moving forward,
residents will pay an entrance fee upon move-in that declines to either 90%, 50% or 0%
upon death or withdrawal after their independent living unit is reoccupied. Formerly,
residents paid an entrance fee upon move-in that was either 80% (Post FY04) or 90%
(Pre FY05) refundable. In addition, there is a monthly fee associated with the 112
studios, one bedroom and two bedroom apartments. The new declining contracts offer no
healthcare benefit such that residents will pay the private pay rate upon transfer to skilled
nursing. If skilled nursing care is needed under the older contracts, the resident will
continue to pay their current monthly fee upon transfer to Manchester Manor.

The AICPA released the Audit Guide on September 15, 1996 and provides the Standards
for Continuing Care Retirement Communities pertaining to:

s Accounting for refund-reoccupancy and non-refundable entrance fees;

¢ Determining the future obligation to provide prepaid health services to current
residents; and

o Accounting for the cost of acquiring initial CCRC contracts.

Analysis i

The assumptions for the number of deaths, transfers to personal care and skilled nursing,
and voluntary withdrawals are expressed in terms of the 1983A mortality table. These
assumptions are presented in the following table:

Mortality and Morbidity Assumptions
1983 A Table Modifiers
Age

Under 75 75-84 85-94 Over 95
ILU Mortality 50% 50% 50% 50%
ILU Transfer to SNF 70 70 70 70
ILU Transfer to PCF 0 0 0 0
PCF Transfer to SNF 0 0 0 0
PCF Mortality 40 40 40 40
SNF Mortality 200 200 200 200

The assumptions used herein represent a single set of assumptions. The use of alternative
assumptions may produce results that differ, perhaps materially, from the results
presented here.
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Chante Drasdis
Jannary 16, 2015
Page 3

Unamortized Deferred Revenue

The Audit Guide states that nonrefundable entrance fees should be accounted for as
deferred revenue. This deferred revenue should be amortized into income over future
periods based on the estimated life of the resident or contract term, whichever is shorter.
The period of amortization should be adjusted annually based on the actuarially
determined estimated remaining life expectancy of each individual or joint and last
survivor life expectancy of each group of residents occupying the same unit.

CCRC Actuaries’ LifeCalc software was used to determine deferred revenue amounts as
of September 30, 2014. The calculations were based on Arbors’ resident census
information and actuarially determined life expectancies. Life expectancies were
calculated using actuarial methods and vsing the 1983 A mortality table. The calculations
recognize differences in age, sex, and health status among residents.

For residents entering the community during the fiscal year, the amount of deferred
revenue amortized during the year ending September 30, 2014 is equal to the resident’s
nonrefundable entrance fee divided by the life expectancy determined for that year and
multiplied by the fraction of the year that the resident lived at the facility. The amount of
unamortized deferred revenue as of September 30, 2014 for residents who entered the
community during the fiscal year is equal to the nonrefundable entrance fees paid less the
related deferred revenue amortized during the year.

CCRC Actuaries has calculated the unamortized deferred revenue attributable to
nonrefundable fees as of September 30, 2014 as $1,184,025. The amount amortized
during Fiscal Year 2014 was calculated as $119,652. Per the Audit Guide, upon death or
withdrawal, any remaining unamortized deferred revenue is to be released into income.
The amount released into income during Fiscal Year 2014 was $22,812.

The Audit Guide now states that entrance fees refundable upon reoccupancy should no
longer be accounted for as deferred revenue. This deferred revenue cannot be amortized
into income over future periods based on the remaining useful life of the facility. CCRC
Actuaries has calculated the unamortized deferred revenue attributable to refundable
upon reoccupancy fees as of September 30, 2014 as $0.

Oblisation fo Provide Future Services and the Use of Facilities to Current Residenis
(Future Service Obligation)

The Audit Guide states that the Future Service Obligation should be calculated annually
in order to determine whether a liability should be reported in the financial statements.
The liability related to continuing care contracts for each community equals:
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Chante Drasdis
January 16, 2015
Page 4

The present value of future net cash flows,

Minus the balance of unamortized deferred revenue,

Plus depreciation of facilities to be charged related to the contract,

Plus unamortized costs of acquiring the related initial continuing care contracts.

Cash inflow includes revenue contractually committed to support the residents and inflow
resulting from monthly fees including anticipated increases in accordance with contract
terms. Cash outflow includes operating expenses, including interest and excluding
selling expense, and general and administrative expenses.

To calculate the estimated amount of future net cash flow, we used a model to project
cash flow over a 30-year period based on actuarial methods. The mortality and
permanent transfer assumptions documented above were used to project the number of
residents in the ILU and SNF each year. Based on these demographic projections, the
amount of monthly fees received in each year are projected based on the fee and inflation
assumptions.

Per diem fees from non-entrance fee paying residents were not included as cash inflow.,
Expenses were projected based on inflation and allocation assumptions, and the number
of residents in the community during each year.

Per the Audit Guide, optional service income may be included as cash inflow with the
exception of income relating fo coffee shop and beauty shop services. We have included
optional services of $213,000 in Fiscal Year 2014 in the calculation of the Future Service
Obligation.

The present value of cash outflow and inflow were determined for the community using a
discount rate of 5.5%. The present value of cash inflow was then subtracted from the
present value of the cash outflow to determine the net cash flow.

The amount of depreciation related to current residents was determined by calculating an
estimate of the depreciation charge in each future year related to the number of current
residents at Arbors. A level depreciation charge was assumed and allocated pro-rata
among surviving current residents in each future year. These allocated charges in each
future year were summed to determine the total amount of depreciation related to current
residents.

The Audit Guide states that the cost of acquiring initial continuing care contracts that are

expected to be recovered from future contract revenues should be capitalized, Per Arbors
tepresentatives, no costs of acquiring continuing care contracts have been amortized.
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January 16, 2015
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Results

Based on the above, the Future Service Obligation was determined to be approximately
($611,000) as of September 30, 2014 as shown in the Appendix. Since this is a liability
calculation, the negative result represents an asset or surplus.

As the Audit Guide specifies that a CCRC should only include a Future Service
Obligation amount in financial statements if such amount is positive, Arbors’ resulting

Future Service Obligation amount for financial statement purposes as of September 30,
2014 is $0.

The results of our study are based on estimates of the demographic and economic
assumptions of the most likely outcome. Considerable uncertainty and variability are
inherent in such estimates. Accordingly, the subsequent emergence of actual resident
movements and of actual revenues and expenses may not conform to the assumptions
used in our analysis. Consequently, the subsequent development of these items may vary
considerably from expected.

Management should scrutinize future developments that may cause the Obligation to
increase. These developments include higher apartment vacancy rates, higher expense
inflation, and higher nursing care utilization and longer life expectancies at all levels of
care than assumed in the current projection.

Should you have any questions or concerns regarding this information, please do not
hesitate to contact our offices.

Respectfully,

Touse Bl

Dave Bond, F.S.A., M.A.AA.
Managing Partner

dave.bond@ccreactuaries.com
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APPENDIX

Arbors at Hop Brook

Future Service Obligation as of September 30, 2014

Present Value of Cash Flows

Cash Outflows $14,463,000
Cash Inflows 15,277,000
Net Cash Outflows (814.000)
Plus: /
Depreciation 1,387.000
Plus:
Unamortized Initial Acquisition Costs 1]
Minus;
Unamortized Deferred Revenue
Nonrefundable Fees 1,184,000
Refundable Fees 1]
Total 1,184,000
Net Future Service Obligation ($611,000)

Since this is a liability calculation, the negative result represents an asset or surplus.
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415 Main Street Phone: 410-833-4220
Reisterstown, MD 21136-1905 Fax: 410-833-4229

e Email: info@ccrcactuaries.com
CRC
Actuaries, LLC

Arbors of Hop Brook Limited Partnership

Statement of Actuarial Opinion
February 6, 2015

I, Dave Bond, am a Fellow of the Society of Actuaries, 2 Member of the American Academy of
Actuaries, the Managing Partner in the firm of CCRC Actuaries, LLL.C, and I meet the qualification
standards to render Statements of Actuarial Opinion for continuing care retirement communities. T
have been retained by Arbors of Hop Brook Limited Partnership (“Arbors™) to render a Statement of
Actuarial Opinion in accordance with Section 17b-527 of the Regulations implementing the
Continuing Care Statuies, regarding the following actuarial projections included in Arbors’ 2014
Annual Financial Filing:

Exhibit I - Residential Turnover Rates

Exhibit II - Average Age of Residents

Exhibit IIT - Heatth Care Utilization Rates

Exhibit IV - Occupancy Rates

Exhibit V - Number of Health Care Admissions

Exhibit VI - Days of Care

Exhibit VII - Number of Permanent Transfers

Note: Both Lifecare and Rental residents are included in the projections.

YVVVVVVYY

I have examined the above items as shown in Arbors Annual Financial Filing. These items are
attached to this Statement of Actuarial Opinion. In the course of my review, 1 have relied upon the
accuracy and completeness of data and supporting documentation prepared by Arbors. In the course of
my examination nothing came to my attention that causes me to believe that the underlying data
information is unreasonable or inappropriate. In other respects, my examination included such review
as | considered necessary of the data, methods, and wnderlying assumptions used by and the resulting
actuarial projections reported by Arbors Retirement Community with respect to the above items as
shown in Arbors® 2014 Annual Financial Filing.

In my opinion, the above items as shown in Arbors’ 2014 Annual Financial Filing:
> are based upon methods which are consistent with sound actuarial principles and practices; and
» are based upon methods and underlying assumptions that appear reasonable and appropriate in

this instance.

Should you have any questions or concerns regarding this information, please do not hesitate to contact
our offices.

Respeectfully,

Touse Pl

Dave Bond, F.8.A., M. A LA A,
Managing Partner
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Arbors of Hop Brook Limited Partnership

Residential Turnover Rates

The Independent Living Unit residential turnover rates for the most recently
completed fiscal year, and anticipated for the next five years, are as follows:

2014 2015 2016 2017 2018
20.8% 7.7% 8.9% 9.6% 10.0%
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Arbors of Hop Brook Limited Partnership Exhibit ||

Average Age of Residents

The projected average age for the next five years for independent living residents is as follows:

[

015

86

I

016 2017 2018 2019
8.7 88.7 88.7 88.7

[o1]
[o]
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Arbors of Hop Brook Limited Partnership

Health Care Utilization Rates

Health care utilization rates, including admission rates and days per 100 residents

by level of care for the most recently completed fiscal year, and anticipated for

the next five years, are as follows:

Year
2014
2015
2016
2017
2018
2019

Skilled Nursing Facility

Utilization Rate

Patients
9.5
11.8
16.1
19.6
22.3
24.3

%
7.9%
9.5%
12.1%
14.4%
16.1%
17.4%

Admission Rate

Patients
14.0
16.5
209
19.9
19.9
19.9

43~

%
12.6%
14.6%
17.7%
16.9%
17.0%
i7.1%

Days per

100 Residents

2,880
3,475
4,401
5,256
5,885
6,339
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Arbors of Hop Brook Limited Partnership Exhibit IV

Occupancy Rates

Occupancy rates for indepented living units for the most recently
completed fiscal year, and anticipated for the next five years, are as follows:

2014 2015 2016 2017 2018 2019

Lifecare 40% 40% 40% 40% 40% 40%
Rental 48% 54% 54% 54% 54% 54%
Total 89% 94% 94% 94% 94% 94%
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Arbors of Hop Brook Limited Partnership

Number of Health Care Admissions

The number of health care admissions, by level of care, for the most recently completed

fiscal year, and anticipated for the next five years, are as follows:

Year
2014
2015
2016
2017
2018
2019

Skilled Nursin
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14.0
16.5
209
18.9
18.9
19.9

Exhibit V



Arbors of Hop Brook Limited Partnership

Days of Care

The number of days of care, by level of care, for the most recently completed fiscal year,

and anticipated for the next five years, are as follows:

Year
2014
2015
2016
2017
2018
2019

Skilled Nursing

—A6-

3,468
4,299
5,859
7,153
8,137
8,866
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Arbors of Hop Brook Limited Partnership Exhlbit VIl

Number of Permanent Transfers

The number of permanent transfers to the skilled nursing or personal care
facility for the most recently completed fiscal year are:

Transferring from:

Independent
Facility fransferred to: Living Tolal
Skilled Nursing 4 4
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