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Hebrew Health Care, Incorporated and Affiliates
Schedule of Expenditures of Federal Awards
For the Year Ended September 30, 2012

Federal
Federal Grantor/Pass-through CFDA Federal
Grantor/Program or Cluster Title Number Expenditures
Major Program:
U.S. Department of Housing and Urban Development:
Mortgage Insurance - Nursing Homes, Intermediate Care Facilities,
Board and Care Homes and Assisted Living Facilities 14.129 $ 19,424 575
Total Major Program 19,424,575
Other Expenditures of Federal Awards:
U.S. Department of Agriculture:
Passed-through the State of Connecticut
Department of Education:
Child and Adult Care Food Program 10.558 29,634
Total Other Federal Expenditures 29,634
Total Federal Expenditures $ 19,454,209

See accompanying notes to the schedule of expenditures of federal awards.
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Hebrew Health Care, Incorporated and Affiliates
Notes to the Schedule of Expenditures of Federal Awards
For the Year Ended September 30, 2012

Note 1 - General

Various departments and agencies of the federal government have provided financial assistance to Hebrew Health
Care, Incorporated and Affiliates (the Organization) through grants and other authorizations in accordance with the
federal laws and regulations. These financial assistance programs provide funding for several programs as listed on
the Schedule of Expenditures of Federal Awards.

Note 2 - Summary of Significant Accounting Policies
The accounting policies of the Organization conform to accounting principles generally accepted in the United
States of America as applicable to not-for-profit entities. The following is a summary of the more significant
policies relating to the aforementioned grant programs.

Basis of Presentation

The consolidated financial statements contained in the Organization’s annual audit are prepared on the accrual basis
of accounting. The following is a summary of such basis:

Revenues are recognized when they are earned. Due to certain grants having fiscal periods
different from the Organization, the revenue is prorated over the grant period as services are
provided.

Expenses are recorded in the period when incurred.
The accompanying Schedule of Expenditures of Federal Awards includes the federal grant activity of the
Organization and is presented on the accrual basis of accounting. The information in this schedule is presented in
accordance with the requirements of OMB Circular A-133, Audits of States, Local Governments and Non-Profit
Organizations. Therefore, some amounts presented in this schedule may differ from amounts presented in, or used
in the preparation of the Organization’s basic consolidated financial statements.
Loans Outstanding

The expenditures of federal awards listed above for CFDA Number 14.129 represent the loan balance outstanding
as of September 30, 2012. The Organization is currently in default with this debt agreement.

41



Independent Auditors’ Report on Internal Control Over Financial Reporting and on Compliance
and Other Matters Based on an Audit of Financial Statements Performed in
Accordance with Government Auditing Standards

To the Board of Trustees of
Hebrew Health Care, Incorporated and Affiliates:

We have audited the consolidated financial statements of Hebrew Health Care, Incorporated and Affiliates (the Organization) as of
and for the year ended September 30, 2012, and have issued our report thereon dated February 12, 2013. We conducted our audit in
accordance with auditing standards generally accepted in the United States of America and the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

Management of Hebrew Health Care, Incorporated and Affiliates is responsible for establishing and maintaining effective internal
control over financial reporting. In planning and performing our audit, we considered the Organization’s internal control over
financial reporting as a basis for designing our auditing procedures for the purpose of expressing our opinion on the consolidated
financial statements, but not for the purpose of expressing an opinion on the effectiveness of the Organization’s internal control over
financial reporting. Accordingly, we do not express an opinion on the effectiveness of the Organization’s internal control over
financial reporting.

A deficiency in internal control exists when the design or operation of a control does not allow management or employees, in the
normal course of performing their assigned functions, to prevent, or detect and correct misstatements on a timely basis. A material
weakness is a deficiency, or combination of deficiencies, in internal control such that there is a reasonable possibility that a material
misstatement of the Organization’s consolidated financial statements will not be prevented, or detected and corrected on a timely
basis.

Our consideration of internal control over financial reporting was for the limited purpose described in the first paragraph of this
section and was not designed to identify all deficiencies in internal control over financial reporting that might be deficiencies,
significant deficiencies or material weaknesses. We did not identify any deficiencies in internal control over financial reporting that
we consider to be material weaknesses, as defined previously.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Organization’s consolidated financial statements are free of material
misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts and grant agreements,
noncompliance with which could have a direct and material effect on the determination of financial statement amounts. However,
providing an opinion on compliance with those provisions was not an objective of our audit, and accordingly, we do not express such
an opinion. The results of our tests disclosed instances of noncompliance or other matters that are required to be reported under
Government Auditing Standards, which are described in the accompanying schedule of findings and questioned costs as findings 12-
1,12-2 and 12-3.

We noted certain other matters that we reported to management of the Organization in a separate letter dated December 21, 2012.
This report is intended solely for the information and use of management, the Board of Trustees, others within the Organization,

federal awarding agencies and pass-through entities and is not intended to be and should not be used by anyone other than these
specified parties.

Sorlom Loflern $ [Soyeg, L4L

February 12, 2013
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Independent Auditors’ Report on Compliance with Requirements that Could Have a Direct and Material
Effect on Each Major Program and on Internal Control Over
Compliance in Accordance with OMB Circular A-133

To the Board of Trustees of
Hebrew Health Care, Incorporated and Affiliates:

Compliance

We have audited the compliance of Hebrew Health Care, Incorporated and Affiliates (the Organization) with the types of compliance
requirements described in the U.S. Office of Management and Budget (OMB) OMB Circular A-133 Compliance Supplement that
could have a direct and material effect on each of the Organization’s major federal programs for the year ended September 30, 2012.
The Organization’s major federal programs are identified in the summary of auditor’s results section of the accompanying schedule of
findings and questioned costs. Compliance with the requirements of laws, regulations, contracts and grants applicable to each of its
major federal programs is the responsibility of the Organization’s management. Our responsibility is to express an opinion on the
Organization’s compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the United States of America; the
standards applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General of the United
States; and OMB Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations. Those standards and OMB
Circular A-133 require that we plan and perform the audit to obtain reasonable assurance about whether noncompliance with the types
of compliance requirements referred to above that could have a direct and material effect on a major federal program occurred. An
audit includes examining, on a test basis, evidence about the Organization’s compliance with those requirements and performing such
other procedures as we considered necessary in the circumstances. We believe that our audit provides a reasonable basis for our
opinion. Our audit does not provide a legal determination on the Organization’s compliance with those requirements.

As described in finding 12-1 in the accompanying schedule of findings and questioned costs, the Organization did not comply with
the requirements of the U.S. Department of Housing and Urban Development Mortgage Insurance (CFDA 14.129) regarding the
timeliness of payments on the mortgage note. During 2012, the Organization stopped paying on the mortgage note, which resulted in
default of the mortgage note. Compliance with such requirements is necessary, in our opinion, for the Organization to comply with
the requirements applicable to that program.

In our opinion, except for the noncompliance described in the preceding paragraph, the Organization complied, in all material
respects, with the compliance requirements referred to above that could have a direct and material effect on each of its major federal
programs for the year ended September 30, 2012. However, the results of our auditing procedures disclosed other instances of
noncompliance with those requirements, which are required to be reported in accordance with OMB Circular A-133 and which are
described in the accompanying schedule of findings and questioned costs as findings 12-2 and 12-3.

Internal Control Over Compliance

Management of the Organization is responsible for establishing and maintaining effective internal control over compliance with the
requirements of laws, regulations, contracts, and grants applicable to federal programs. In planning and performing our audit, we
considered the Organization’s internal control over compliance with the requirements that could have a direct and material effect on a
major federal program to determine the auditing procedures for the purpose of expressing our opinion on compliance and to test and
report on internal control over compliance in accordance with OMB Circular A-133, but not for the purpose of expressing an opinion
on the effectiveness of internal control over compliance. Accordingly, we do not express an opinion on the effectiveness of the
Organization’s internal control over compliance.
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Our consideration of internal control over compliance was for the limited purpose described in the preceding paragraph and was not
designed to identify all deficiencies in internal control over compliance that might be significant deficiencies or material weaknesses,
and therefore, there can be no assurance that all deficiencies, significant deficiencies or material weaknesses have been identified.
However, as discussed below, we identified certain deficiencies in internal control over compliance that we consider to be a material
weakness and other deficiencies that we consider to be significant deficiencies.

A deficiency in internal control over compliance exists when the design or operation of a control over compliance does not allow
management or employees, in the normal course of performing their assigned functions, to prevent or detect and correct,
noncompliance with a type of compliance requirement of a federal program on a timely basis. A material weakness in internal
control over compliance is a deficiency, or combination of deficiencies, in internal control over compliance; such that there is a
reasonable possibility that material noncompliance with a type of compliance requirement of a federal program will not be prevented
or detected and corrected, on a timely basis. We consider the deficiencies in internal control over compliance described in the
accompanying schedule of findings and questioned costs as item 12-1 to be a material weakness.

A significant deficiency in internal control over compliance is a deficiency, or a combination of deficiencies, in internal control over
compliance with a type of compliance requirement of a federal program that is less severe than a material weakness in internal control
over compliance, yet important enough to merit attention to those charged with governance. We consider the deficiencies in internal
control over compliance described in the accompanying schedule of findings and questioned costs as items 12-2 and 12-3 to be
significant deficiencies.

Schedule of Expenditures of Federal Awards

We have audited the consolidated financial statements of the Organization as of and for the years ended September 30, 2012 and
2011, and have issued our report thereon dated February 12, 2013, which contained an unqualified going concern opinion on those
consolidated financial statements. Our audit was performed for the purpose of forming an opinion on the consolidated financial
statements as a whole. The schedule of expenditures of federal awards is presented for the purposes of additional analysis as required
by U.S. Office of Management and Budget Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations, 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 consolidated financial statements and certain
additional procedures, including comparing and reconciling such information directly to the underlying accounting and other records
used to prepare the consolidated financial statements or to the consolidated financial statements themselves, and other additional
procedures in accordance with auditing standards generally accepted in the United States of America. In our opinion, the information
is fairly stated in all material respects in relation to the consolidated financial statements as a whole.

The Organization’s response to the findings identified in our audit are described in the accompanying schedule of findings and
questioned costs. We did not audit the Organization’s responses and, accordingly, we express no opinion on them.

The purpose of this report is solely to describe the scope of our testing of compliance with the types of compliance requirements
applicable to each of the Organization’s major programs and our testing of internal control over compliance and the results of our
testing, and to provide an opinion on the Organization’s compliance but not to provide an opinion on the effectiveness of the
Organization’s internal control over compliance. This report is an integral part of an audit performed in accordance with Government
Auditing Standards in considering the Organization’s compliance with requirements applicable to each major program and its internal
control over compliance. Accordingly, this report is not suitable for any other purpose.

Sorlom Loflern $ [Soyeg, L4L

March 29, 2013

44



Hebrew Health Care, Incorporated and Affiliates
Schedule of Findings and Questioned Costs
For the Year Ended September 30, 2012

Section | - Summary of Auditors’ Results

Financial Statements:

Type of auditors’ report issued Unqualified (going concern)

Internal control over financial reporting:

Material weakness(es) identified? Yes X No

Significant deficiencies identified that are

not considered to be material weakness(es)? Yes X None reported

Noncompliance material to financial statements noted? X Yes No

Federal Awards:
Internal control over major programs:

Material weakness(es) identified? X Yes No

Significant deficiencies identified that are

not considered to be material weakness(es)? X Yes None reported

Type of auditors’ report issued on compliance for major programs Qualified

Any audit findings disclosed that are required to be reported
in accordance with section 510(a) of Circular A-133? X Yes No

The following schedule reflects the major programs included in the audit:

CFDA Number Name of Federal Program or Cluster Expenditures

14.129 U.S. Department of Housing $ 19,424,575
and Urban Development
Mortgage Insurance - Nursing Homes,
Intermediate Care Facilites, Board of Care
Homes and Assisted Living Facilities

Dollar threshold used to distinguish between type A
and type B programs: $ 583,626

Auditee qualified as low-risk auditee? Yes X No
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Hebrew Health Care, Incorporated and Affiliates
Schedule of Findings and Questioned Costs
For the Year Ended September 30, 2012

Section |11 - Findings Relating to the Consolidated Financial Statement Audit as Required to be Reported in
Accordance with Generally Accepted Government Auditing Standards

None noted
Section 111 - Findings and Questioned Costs for Federal Awards

Finding 12-1: The Organization had two mortgage payments related to fiscal year 2012 that were not paid until
January 2013 (U.S. Department of Housing and Urban Development — CFDA 14.129).

Criteria or specific requirement: Mortgage payments are to be made by the 15" of the month.

Condition: The Organization did not pay two out of twelve mortgage payments required to be paid during
fiscal year 2012. These payments were subsequently paid in January 2013 using funds from the
replacement reserve fund.

Questioned Costs: In performing the audit, the auditor noted $19,424,575 of questioned costs, which is the
total amount of the mortgage loan as reported on the September 30, 2012 audited consolidated balance
sheet.

Context: In performing the audit, the auditor identified this finding.

Effect: The Organization was not in compliance with the applicable payment requirements.

Cause: The cause of the non-payment is a decision made by management.

Recommendation: The Organization needs to ensure all payments are received by Wells Fargo by the 15"
of the month.

Views of responsible officials and planned corrective actions: The Organization will work to ensure that
such payments are filed timely in the future and Dave Houle, Executive Vice President and CFO will be
responsible for ensuring this.

Finding 12-2: Untimely financial statement filing with HUD (U.S. Department of Housing and Urban
Development — CFDA 14.129).

Criteria or specific requirement: HUD requires that the audited financials are filed with HUD within 90
days of its year end.

Condition: The Organization did not have the audited financials complete due to the fact that they were
awaiting a bank covenant waiver.

Questioned Costs: In performing the audit, the auditor noted $19,424,575 of questioned costs, which is the
total amount of the mortgage loan as reported on the September 30, 2012 audited consolidated balance
sheet.

Context: In performing the audit, the auditor identified this finding.

Effect: The Organization was not in compliance with the applicable reporting requirements.
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Hebrew Health Care, Incorporated and Affiliates
Schedule of Findings and Questioned Costs
For the Year Ended September 30, 2012

Cause: The Organization did not have the audited financials complete due to the fact that they were
awaiting a bank covenant waiver.

Section 111 - Findings and Questioned Costs for Federal Awards (continued)

Recommendation: The Organization needs to ensure it files its audited financials within 90 days of its year
end with HUD.

Views of responsible officials and planned corrective actions: The Organization will work to ensure that
such filings are filed timely in the future and Dave Houle, Executive Vice President and CFO will be
responsible for ensuring this.

Finding 12-3: The HUD Enforcement Center is currently reviewing the inter-company loan activities of the HUD
project and the overall organization (U.S. Department of Housing and Urban Development — CFDA 14.129).

Criteria or specific requirement: HUD requires that no Project funds are loaned from the HUD project.

Condition: The HUD Enforcement Center is currently reviewing all inter-company loan activities
surrounding the HUD project.

Questioned Costs: In performing the audit, the auditor noted $248,245 of questioned costs, which is the
total amount of gross intercompany balances as reported on the September 30, 2012 audited consolidated
balance sheet. This amount represents general cash flow changes between the Affiliates and will be settled
within the next year’s operating cycle.

Context: In performing the 2012 audit, the auditor noted a letter from the HUD Enforcement Center.
Effect: The Organization was not in compliance with the specific Project requirements, per HUD.

Cause: The Organization has several intercompany loan balances relating to the overall Organization.

Recommendation: The Organization should continue to work with the HUD Enforcement Center to
resolve this issue.

Views of responsible officials and planned corrective actions: The Organization has responded to

requests from the HUD Enforcement Center and has taken steps to resolve these issues. The Organization
will continue to work with the HUD Enforcement Center to resolve all outstanding issues.
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Hebrew Health Care, Incorporated and Affiliates
Schedule of Prior Year Findings
For the Year Ended September 30, 2012

Section | - Findings Relating to the Consolidated Financial Statement Audit as Required to be Reported in
Accordance with Generally Accepted Government Auditing Standards

None noted
Section 11 - Findings and Questioned Costs for Federal Awards

Finding 11-1: Untimely financial statement filing with HUD (U.S. Department of Housing and Urban
Development — CFDA 14.129).

Criteria and Condition: HUD requires that the audited financials are filed with HUD within 90 days of its
year end. The Organization did not have the audited financials complete due to the fact that they were
awaiting a bank covenant waiver.

Current Status: We noted this finding also in 2012. HUD requires the filing to be filed within ninety
days, see finding 12-2.

Finding 11-2: The HUD Enforcement Center is currently reviewing the inter-company loan activities of the HUD
project and the overall organization (U.S. Department of Housing and Urban Development — CFDA 14.129).

Criteria and Condition: HUD requires that no Project funds are loaned from the HUD project. The HUD
Enforcement Center is currently reviewing all inter-company loan activities surrounding the HUD project.

Current Status: The Organization has responded to requests from the HUD Enforcement Center and has

taken steps to resolve these issues. The Organization will continue to work with the HUD Enforcement
Center to resolve all outstanding issues.
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Hebrew Health Care, Incorporated and Affiliates
Corrective Action Plan
For the Year Ended September 30, 2012

The Organization respectively submits the following corrective action plan for the year ending September 30, 2012.

Finding 12-1: The Organization had two mortgage payments related to fiscal year 2012 that were not paid until
January 2013 (U.S. Department of Housing and Urban Development — CFDA 14.129).

Recommendation: The Organization needs to ensure all payments are received by Wells Fargo by the 15"
of the month.

Action Taken: We concur with the recommendation. The Organization will work to ensure that such
payments are remitted timely in the future and Dave Houle, Executive Vice President and CFO will be
responsible for ensuring this.

Finding 12-2: Untimely financial statement filing with HUD (U.S. Department of Housing and Urban
Development — CFDA 14.129).

Recommendation: The Organization needs to ensure it files its audited financials within 90 days of its year
end with HUD.

Action Taken: We concur with the recommendation. The Organization will work to ensure that such
filings are filed timely in the future and Dave Houle, Executive Vice President and CFO will be responsible
for ensuring this.

Finding 12-3: The HUD Enforcement Center is currently reviewing the inter-company loan activities of the HUD
project and the overall organization (U.S. Department of Housing and Urban Development — CFDA 14.129).

Recommendation: The Organization should continue to work with the HUD Enforcement Center to
resolve this issue.

Action Taken: The Organization has responded to requests from the HUD Enforcement Center and has

taken steps to resolve these issues. The Organization will continue to work with the HUD Enforcement
Center to resolve all outstanding issues.
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