FISCAL YEAR ENDED
12 /31 J2019

ANNUAL REPORT CHECKLIST

PROVlDER(S) Rancho San Antonio. RHC & RSI

CCRC(S): DBA:_The Forum at Rancho San Antonio

Healthcare Center at The Forum at Rancho San Antonio

CONTACT PERSON: Mike Sch|ossberg
TELEPHONE NO: 650-944-0264 EMAIL: mikeschlossberg@theforumrsa.com

A complete annual report must consist of 2 copies of all of the following:
[] Annual Report Checklist

[ ] Annual Provider Fee in the amount of: $ 30,540.00

[ ] If applicable, late fee in the amount of: $
[_] Certification by the provider’s Chief Executive Officer that:
[ ] The reports are correct to the best of his/her knowledge.

[ ] Each continuing care contract form in use or offered to new residents has
been approved by the Department.

[ 1 The provider is maintaining the required liquid reserves and, when applicable,
the required refund reserve.

[ ] Evidence of the provider’s fidelity bond, as required by H&SC section 1789.8.

[] Provider’s audited financial statements, with an accompanying certified public
accountant’s opinion thereon.

[ ] Provider’s audited reserve reports (prepared on Department form), with an
accompanying certified public accountant’s opinion thereon.

[ ] Provider’s “Continuing Care Retirement Community Disclosure Statement” and Form
7-1 “Report on CCRC Monthly Service Fees” for each community.

[ ] Provider's Refund Reserve Calculation(s) — Form 9-1and/or Form 9-2, if applicable.

The Key indicators Report is required to be submitted within 30 days of the due date of
the submission of the annual report, but may be submitted at the same time as the
annual report.



FORM 1-1

RESIDENT POPULATION

Line Continuing Care Residents TOTAL
[1] Number at beginning of fiscal year 465
[2] Number at end of fiscal year 458
[3] Total Lines 1 and 2 923
[4] Multiply Line 3 by “.50” and enter result on Line 5. x .50 x.50
[5] Mean number of continuing care residents

All Residents

[6] Number at beginning of fiscal year 495
[7] Number at end of fiscal year 491
[8] Total Lines 6 and 7 986
[9]1 Multiply Line 8 by “.50” and enter result on Line 10. x .50 x.50
[10] Mean number of all residents

Divide the mean number of continuing care residents (Line 5) by the
[11] mean number of all residents (Line 10) and enter the result (round to 0.94

two decimal places).

FORM 1-2
ANNUAL PROVIDER FEE
Line TOTAL
[1] Total Operating Expenses (including depreciation and debt service — interest only) 37,118,902
[a] Depreciation 4,494,608
[b] Debt Service (Interest Only) $304,451 reported int exp was capitalized -
[2] Subtotal (add Line 1a and 1b) 4,494,608
[3] Subtract Line 2 from Line | and enter result. 32,624,294
[4] Percentage allocated to continuing care residents (Form 1-1, Line 11) 30,539,780
[5] Total Operating Expense for Continuing Care Residents
x.001

[6] Total Amount Due (multiply Line 5 by .001) 30,540

PROVIDER: Rancho San Antonio, RHC & RSI

COMMUNITY: __ Rancho San Antonio, dba, The Forum@Rancho San Antonio




May 5, 2020

Department of Social Services
Continuing Care Contract Program
744 P Street, MS 10-90
Sacramento, CA 95814

CERTIFICATION OF CHIEF EXECUTIVE OFFICER OF
RANCHO SAN ANTONIO RETIREMENT HOUSING CORPORATION

The undersigned hereby certifies that (i) the materials enclosed with the annual
report for 2018 and any amendments, submitted herewith to the California
Department of Social Services is, to the best of her knowledge and belief, true
and correct, (ii) and that the forms of the continuing care agreements at Rancho
San Antonio in use or offered to residents are those which have theretofore been
submitted to, and approved by, the California Department of Social Services, and
(iiiy The Forum at Rancho San Antonio is maintaining the required liquid reserve
and a refund reserve trust fund was not required.

Mary Eljzabeth O’Connor, President

%Mf . Josd

Date

23500 Cristo Rey Drive o Cupertino, CA 95014 COA #204 CA REFE #435200344

Managed by {3 Life Care Services®

650.944,0100 o ExperienceTheForum.com



DATE (MM/DD/YYYY)

e
ACORD EVIDENCE OF COMMERCIAL PROPERTY INSURANCE 612712019

THIS EVIDENCE OF COMMERCIAL PROPERTY INSURANCE IS ISSUED AS A MATTER OF INFORMATION ONLY AND CONFERS NO RIGHTS
UPON THE ADDITIONAL INTEREST NAMED BELOW. THIS EVIDENCE DOES NOT AFFIRMATIVELY OR NEGATIVELY AMEND, EXTEND OR ALTER
THE COVERAGE AFFORDED BY THE POLICIES BELOW. THIS EVIDENCE OF INSURANCE DOES NOT CONSTITUTE A CONTRACT BETWEEN
THE ISSUING INSURER(S), AUTHORIZED REPRESENTATIVE OR PRODUCER, AND THE ADDITIONAL INTEREST.

PRODUCER NAME, ;
BT AET RERSGR AND ADDRESS | [Ai0 b, Fxt: 312-704-0100 COMEANYINANE AND ADDRESS NAIC NO: 10014
Arthur J. Gallagher Risk Management Services, Inc. Affiliated FM Insurance Company/Landmark American
2850 Golf Road Insurance Company
Rolling Meadows, IL 60008 P.O. Box 7500
Johnston Rl 02819
Fﬂ’é. Noy:312-803-7443 E#ﬁwéss: IF MULTIPLE COMPANIES, COMPLETE SEPARATE FORM FOR EACH
CODE: SUB CODE: POLICY TYPE
GENCY
COSTOMER 1D #: Property
a_JI_AhMEE INSUREIZ;: .tlg\ln A?]DRESS " LOAN NUMBER POLICY NUMBER
e Forum at Rancho San Antonio
23500 Cristo Rey Drive ER934/LHT908200
Cupertino, CA 95014 EFFECTIVE DATE EXPIRATION DATE
CONTINUED UNTIL
06/30/2019 06/30/2020 TERMINATED IF CHECKED
ADDITIONAL NAMED INSURED(S) THIS REPLACES PRIOR EVIDENCE DATED:

PROPERTY INFORMATION (ACORD 101 may be attached if more space is required) BUILDING OR [X] BUSINESS PERSONAL PROPERTY

LOCATION / DESCRIPTION
23500 Cristo Rey Drive
Cupertino, CA 95014

THE POLICIES OF INSURANCE LISTED BELOW HAVE BEEN ISSUED TO THE INSURED NAMED ABOVE FOR THE POLICY PERIOD INDICATED. NOTWITHSTANDING
ANY REQUIREMENT, TERM OR CONDITION OF ANY CONTRACT OR OTHER DOCUMENT WITH RESPECT TO WHICH THIS EVIDENCE OF PROPERTY INSURANCE MAY
BE ISSUED OR MAY PERTAIN, THE INSURANCE AFFORDED BY THE POLICIES DESCRIBED HEREIN 18 SUBJECT TO ALL THE TERMS, EXCLUSIONS AND CONDITIONS
OF SUGCH POLICIES. LIMITS SHOWN MAY HAVE BEEN REDUCED BY PAID CLAIMS.

COVERAGE INFORMATION PERILSINSURED | |BAsic | |sroap |X |speciaL | |
COMMERCIAL PROPERTY COVERAGE AMOUNT OF INSURANCE:  $ 204,811,650 DED:$30,000
YES| NO [N/A

BUSINESS INCOME [] RENTAL VALUE X IFYES, LIMIT:|nel in PolLim | X l Actual Loss Sustained; # of months: 12
BLANKET COVERAGE X If YES, indicate value(s) reported on property identified above: § 294 811,650
TERRCRISM COVERAGE X Attach Disclosure Notice / DEC

IS THERE A TERRCORISM-SPECIFIC EXCLUSION? X

IS DOMESTIC TERRORISM EXCLUDED? - X
LIMITED FUNGUS COVERAGE X IFYES, LIMIT:$100,000 DED:$30,000
FUNGUS EXCLUSION (If "YES", specify organization's form used) X
REPLACEMENT COST X
AGREED VALUE X
COINSURANCE X IFYES, %
EQUIPMENT BREAKDOWN (If Applicable) X IfYES, LIMIT:$500,000,000 DED:$30,000
ORDINANCE OR LAW - Coverage for loss to undamaged portion of bldg X If YES, LIMIT: Policy limit DED:$30,000

- Demolition Costs X IFYES, LIMIT:$25,000,000 DED:$30,000
- Incr. Cost of Construction X IFYES, LIMIT:$25,000,000 DED:$30,000

EARTH MOVEMENT (If Applicable) X IFYES, LIMIT: DED:
FLOOD (If Applicable) X IFYES, LIMIT:$250,000,000 DED:$500,000
WIND / HAIL INCL YES [] NO  Subject to Different Provisions: | X IfYES, LIMIT:$750,000,000 DED:$30,000
NAMED STORM INCL YES [JNO  Subject to Different Provisions: | X If YES, LIMIT:$750,000,000 DED:$30,000
PERMISSION TO WAIVE SUBROGATION IN FAVOR OF MORTGAGE X
HOLDER PRIOR TO LOSS
CANCELLATION

SHOULD ANY OF THE ABOVE DESCRIBED POLICIES BE CANCELLED BEFORE THE EXPIRATION DATE THEREOF, NOTICE WILL BE
DELIVERED IN ACCORDANCE WITH THE POLICY PROVISIONS.

ADDITIONAL INTEREST

CONTRACT OF SALE LENDER'S LOSS PAYABLE LOSS PAYEE LENDER SERVICING AGENT NAME AND ADDRESS
MORTGAGEE
NAME AND ADDRESS
Evidence of Property AUTHORIZED REPRESENTATIVE
%
o ¥ Je—

® 2003-2015 ACORD CORPORATION. All rights reserved.
ACORD 28 (2016/03) The ACORD name and logo are registered marks of ACORD



AGENCY CUSTOMER ID:

LOC #:
o . -
ACORD ADDITIONAL REMARKS SCHEDULE Page 1 of 1
AGENCY NAMED INSURED
Arthur J. Gallagher Risk Management Services, Inc. The Forum at Rancho San Antonio
23500 Cristo Rey Drive
POLICY NUMBER Cupertino, CA 95014
CARRIER NAIC CODE
EFFECTIVE DATE:
ADDITIONAL REMARKS

THIS ADDITIONAL REMARKS FORM IS A SCHEDULE TO ACORD FORM,
FORM NUMBER: 28 FORM TITLE: EVIDENCE OF COMMERCIAL PROPERTY INSURANCE

REMARKS:

Program Limit;
$500,000,000 Per Occurrence/Agg (Shared) — Affiliated FM Insurance Company
$250,000,000 Per Occurrence/Agg Excess of $500,000,000 (Shared) — Landmark American Insurance Company

Location Covered:
Cupertino City & Park Center Apartments
20380 Stevens Creek Blvd #104 Cupertino, CA 95014

© 2008 ACORD CORPORATION. All rights reserved.

ACORD 101 (2008/01)
The ACORD name and logo are registered marks of ACORD



Report of Independent Auditors and
Consolidated Financial Statements with
Supplementary Information

Rancho San Antonio Retirement Housing
Corporation and Rancho San Antonio Retirement
Services, Inc.

December 31, 2019 and 2018

@ MOSSADAMS
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@ MOSSADAMS

Report of Independent Auditors

To the Members of the Audit Committee and the Board of Directors
Rancho San Antonio Retirement Housing Corporation and
Rancho San Antonio Retirement Services, Inc.

Report on the Financial Statements

We have audited the accompanying consolidated financial statements of Rancho San Antonio
Retirement Housing Corporation (“‘RHC") and Rancho San Antonio Retirement Services, Inc. (“RSI”)
(collectively referred to as the “Company”), which comprise the consolidated balance sheets as of
December 31, 2019 and 2018, and the related consolidated statements of operaticns, changes in
members' equity, and cash flows for the years then ended, and the related notes to 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 Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our
audits. We conducted our audits in accordance with auditing standards generally accepted in the
United States of America. Those standards require that we plan and perform the audits 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.



Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material -
respects, the financial position of Rancho San Antonio Retirement Housing Corporation and Rancho
San Antonio Retirement Services, Inc. as of December 31, 2019 and 2018, and the results of their
operations and their cash flows for the years then ended in accordance with accounting principles
generally accepted in the United States of America.

Emphasis of Matter

As discussed in Note 2 to the consolidated financial statements, as of and for the year ended
December 31, 2019, the Company adopted Accounting Standards Codification Topic 606, Revenue
from Contracts with Customers. The adoption of the standard resulted in additional footnote
disclosures and has been applied retrospectively to all periods presented. Our opinion is not modified
with respect to this matter.

Other Matters
Supplementary Information

Our audits were conducted for the purpose of forming an opinion on the consolidated financial
statements as a whole. The accompanying consolidating balance sheet and consolidating statement
of operations, as of and for the year ended December 31, 2019, for Rancho San Antonio Retirement
Housing Corporation and Rancho San Antonio Retirement Services, Inc., presented as
supplementary information, are presénted for purposes of additional analysis and are not a required
part of the consolidated financial statements. Such information is the responsibility of management
and was derived from and relates directly to the underlying accounting and other records used to
prepare the consolidated financial statements. Such information has been subjected to the auditing
procedures applied in the audits 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.

o

ANV ID L et

San Francisco, California
April 23, 2020
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Rancho San Antonio Retirement Housing Corporation and

Rancho San Antonio Retirement Services, Inc.
Consolidated Balance Sheets

December 31, 2019 and 2018

2019 2018
ASSETS
CURRENT ASSETS
Cash and cash equivalents $ 15,278,649 $ 20,507,791
Investments 10,577,269 8,025,139
Accounts receivable 899,862 872,738
Inventories 79,621 67,934
Prepaid expenses & other assets 1,179,081 1,133,919
Total current assets 28,014,482 30,607,521
PROPERTY AND EQUIPMENT
Land rights and improvements 17,065,953 16,489,373
Buildings and improvements 124,679,886 121,912,500
Furniture and equipment 12,074,780 12,096,696
Construction in process 25,625,706 9,714,913
Property and equipment 179,346,325 160,213,482
Less accumulated depreciation (96,828,867) (92,897,584)
Property and equipment, net 82,517,458 67,315,898
BOARD-DESIGNATED INVESTMENTS 14,681,393 13,397,556
Total assets ' $ 125,213,333 $ 111,320,975
LIABILITIES AND MEMBERS' EQUITY
CURRENT LIABILITIES
Accrued liabilities $ 5,927,599 $ 2,469,074
Current portion of deferred escrow fransaction fees 357,278 315,776
Member advances 12,660,910 15,873,798
Total current liabilities 18,945,787 18,658,648
CONSTRUCTION LOAN PAYABLE 15,535,314 5,000,000
DEFERRED ESCROW TRANSACTION FEES, net of current portion 2,409,756 2,342,052
Total liabilities 36,890,857 26,000,700
MEMBERS' EQUITY 88,322,476 85,320,275
Total liabilities and members' equity $ 125,213,333 $ 111,320,975

See accompanying notes.




Rancho San Antonio Retirement Housing Corporation and

Rancho San Antonio Retirement Services, Inc.
Consolidated Statements of Operations
Years Ended December 31, 2019 and 2018

2019 2018
REVENUES
Resident service revenue 28,484,156 $ 27,445,359
Ancillary revenue 1,324,841 1,357,893
Appreciation on resale of memberships 3,629,718 3,944,000
Commission on sale of memberships 1,270,522 1,294,150
Net unrealized gain on investments 3,199,267 -
Interest and investment income 703,639 1,570,575
Total revenues 38,612,143 35,611,977
OPERATING EXPENSES
Salaries 14,899,734 14,330,775
Employee benefits and taxes 4,465,748 4,201,641
Insurance 771,338 715,804
Legal and professional 127,518 254,688
Depreciation 4,494,608 4,429,183
Management fees 1,393,797 1,368,789
Marketing 613,616 715,540
Property taxes 481,777 526,613
Utilities 1,714,496 1,561,609
Cable and IT services 588,715 560,980
Maintenance and supplies 1,637,572 1,619,370
Food and supplies 2,624,629 2,895,711
Ancillary 859,572 775,886
Other 2,445,782 2,120,103
Total operating expenses 37,118,902 36,076,692
NET OPERATING INCOME (LOSS) 1,493,241 (464,715)
OTHER INCOME (EXPENSE)
Amortization of escrow transaction and exit fees 1,348,211 1,389,192
Interest income (expense) 10,664 (248,205)
Net unrealized (loss) on investments - (2,747 ,244)
Other income 119,987 6,153
Income (loss) before provision for income taxes 2,972,103 (2,064,819)
PROVISION FOR INCOME TAXES 30,098 (16,838)
NET INCOME (LOSS) 3,002,201 3 (2,081,657)

See accompanying notes.




Rancho San Antonio Retirement Housing Corporation and

Rancho San Antonio Retirement Services, Inc.
Consolidated Statements of Changes in Members’ Equity

Years Ended December 31, 2019 and 2018

Balance, January 1, 2018
Net loss

Balance, December 31, 2018
Net income

Balance, December 31, 2019

Accumulated

Cooperative Deficit in

Memberships, Retained Total Members'
net Earnings Equity

$ 118,344,015 $ (30,942,083) $ 87,401,932
. (2,081,657) (2,081,657)
118,344,015 (33,023,740) 85,320,275
- 3,002,201 3,002,201
$ 118,344,015 $ (30,021,539) $ 88,322,476

See accompanying notes.




Rancho San Antonio Retirement Housing Corporation and

Rancho San Antonio Retirement Services, Inc.
Consolidated Statements of Cash Flows
Years Ended December 31, 2019 and 2018

2019 2018
CASH FLOWS FROM OPERATING ACTIVITIES
Cash received from residents for housing services $ 13,931,478 $ 13,327,366
Cash received from residents and third-party
payors for medical services 10,162,788 9,456,216
Cash received from noncontract residents 3,890,542 3,728,310
Cash received from ancillary revenues and other income 1,797,065 2,139,339
Cash received for resale of memberships 3,629,718 3,944,000
Cash received from commission of sales of memberships 1,270,522 1,294,150
Cash paid for operating activities, including
suppliers and employees (28,725,128) (30,142,952)
Cash received from interest 696,192 758,063
Cash paid for interest (304,451) (641,454)
Net cash provided by operating activities 6,348,728 3,863,038
CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of property and equipment (19,721,011) (7,187,437)
Purchases of investments (999,649) (1,920,226)
Proceeds from investments 781,562 5,502,499
Net change in board-designated cash and investments (418,613) (422,234)
Net cash used in investing activities - (20,357,711) (4,027,398)
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from member advances 5,464,000 3,316,000
Repayment of member advances (8,676,888) (3,000,000)
Proceeds from escrow transaction fees 1,457 417 1,510,800
Net payments for line of credit - (6,000,000)
Proceeds from construction loan from bank 10,635,314 5,000,000
Repayment of note payable to bank - (5,529,862)
Net cash provided by (used in) financing activities 8,779,843 (4,703,062)
NET CHANGE IN CASH, CASH EQUIVALENTS, AND RESTRICTED CASH (5,229,142) (4,867,422)
CASH, CASH EQUIVALENTS, AND RESTRICTED CASH, beginning of year 20,507,791 25,375,213
CASH, CASH EQUIVALENTS, AND RESTRICTED CASH, end of year $ 15,278,649 $ 20,507,791

RECONCILIATION OF NET INCOME (LOSS) TO NET CASH PROVIDED
BY OPERATING ACTIVITIES
Net income (loss) $ 3,002,201 $  (2,081,657)
Adjustments to reconcile net income (loss) to net cash provided
by operating activities:

Unrealized (gain) loss on investments (3,199,267) 2,747,244
Depreciation 4,494,608 4,429,183
Loss on disposal of equipment 24,843 83,513
Amortization of deferred escrow fransaction and exit fees (1,348,211) (1,389,192)
Changes in assets and liabilities:
Accounts receivable (27,124) (152,021}
Inventories (11,687) 21,256
Other receivables - 13,555
Prepaid expenses (45,162) (331,509)
Accrued liabilities 3,458,525 522,666
Net cash provided by operating activities $ 6,348,726 $ 3,863,038

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION
Cash paid during the year for income taxes 3 10,800 $ 17,300

See accompanying notes. 7




Rancho San Antonio Retirement Housing Corporation and

Rancho San Antonio Retirement Services, Inc.
Notes to Consolidated Financial Statements

NOTE 1 - DESCRIPTION OF THE ORGANIZATION

Rancho San Antonio Retirement Housing Corporation (“RHC”), a California taxable nonprofit mutual benefit
corporation, owns The Forum at Rancho San Antonio (the “Community”), which contains 319 independent living
units and a healthcare facility (the “Healthcare Center”) in Cupertino, California.

Rancho San Antonio Retirement Services, Inc. (‘RSI”) is a separate California taxable nonprofit mutual benefit
corporation that provides healthcare services to members of the Community and the general public. RSI leases
the Healthcare Center from RHC. The Healthcare Center contains 48 nursing beds and 58 assisted living suites.
Members of the Community pay a separate monthly fee to RSl for the Healthcare Center and its services. The
California Department of Social Services (“DSS”) and the California Department of Health Services (‘DHS”) have
certified RHC and RSI to provide care to members of the Community and the public.

Residents of the independent living units of the Community are required to purchase memberships in RHC and to
enter into occupancy and healthcare agreements with RHC and RSI, respectively. The memberships are
nonrefundable but are transferable at the option of the member, with RHC receiving 50 percent of the
appreciation, if any, upon resale of memberships. Members’ equity includes all capital raised from the initial sale
of all available cooperative memberships in RHC. The initial sale of all memberships was completed by
December 31, 1996.

The Community has proposed a significant renovations and additions project to the Cupertino City Council for its
existing campus. The proposed project would result in up to 23 new independent living villas (detached, single-
family homes), 10 new beds, approximately 45,000 square feet of renovations and additions to the skilled nursing
facility, approximately 10,500 square feet of renovations to the assisted living facility, 26 new beds in an
approximately 39,000-square-foot new memory care building, and approximately 27,000 square feet of
renovations and additions to the commons facilities (dining). The proposed project would also include one new
internally accessible roadway to accommodate the new independent living villas and minor changes to the
internal on-site circulation system, as well as new landscaping and skilled facilities. As of December 31, 2019, the
total project commitment amount is $97,956,868.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of consolidation — The consolidated financial statements include the accounts of RHC and RSI, of
which RHC is the sole member. RHC and RSI are collectively referred to as the “Company.” All significant
intercompany accounts and transactions have been eliminated in consolidation.

Cash and cash equivalents — Cash and cash equivalents include demand deposit accounts and money
market investment accounts with original maturities of three months or less.




Rancho San Antonio Retirement Housing Corporation and

Rancho San Antonio Retirement Services, Inc.
Notes to Consolidated Financial Statements

In November 2016, the Financial Accounting Standards Board (“FASB") issued Accounting Standards Update
(“ASU”") No. 2016-18, Statement of Cash Flows (Topic 230): Restricted Cash (“ASU 2016-18"), which requires the
statement of cash flows to explain the change during the period in the total cash, cash equivalents, and amounts
generally described as restricted cash or restricted cash equivalents. The Company adopted ASU 2016-18 on
January 1, 2019. As a result of adopting ASU 2016-18, the Company revised the presentation of cash, cash
equivalents, and restricted cash on the statements of cash flows for all periods presented. There is no change in
the cash flow activity for the years ended December 31, 2019 and 2018, as a result of the adoption. The following
table provides a reconciliation of cash, cash equivalents, and restricted cash balances within the statements of
financial position that sums to the total of the same amounts shown in the statements of cash flows:

2019 2018
Reconciliation of cash, cash equivalents, and restricted cash
Cash and cash equivalents $ 15,278,649 $ 20,507,791
Total cash, cash equivalents, and restricted cash on the
statements of cash flows $ 15,278,649 $ 20,507,791

Investments — The Company’s investments are included in the following captions on the consolidated balance
sheets: investments and board-designated investments. Investments consist of marketable investment securities
(See Note 3). Investment income or loss, including realized gains and losses on investments, interest, and
dividends, is included in interest and investment income on the consolidated statements of operations. Unrealized
gains and losses on investments are included in net unrealized (loss) gain on investments on the consolidated
statements of operations. As of December 31, 2019 and 2018, the net accumulated unrealized gains on
investments were $3,885,937 and $686,670, respectively.

Accounts receivable — The Company provides services to residents and nonresidents even though they may
lack adequate funds or may participate in programs that do not pay full charges. The Company receives
payments for health services from residents and nonresidents, insurance companies, Medicare, HMOs, and other
third-party payors. As a result, the Company is exposed to certain credit risk. The Company manages its risk by
regularly reviewing its account and providing appropriate implicit and explicit price concessions.

Inventories — Inventories primarily consist of food and nursing supplies and are stated at the lower of cost or net
realizable value on a first-in, first-out basis.

Property and equipment — Property and equipment are recorded at cost. Depreciation is computed on the
straight-line method over the estimated useful lives of the related assets as follows:

Land rights 85 years
Building 40 years
Land and building improvements 8 - 40 years
Furniture, fixtures, and equipment 3-10 years

The land on which the Community is constructed is leased under an operating lease that expires in 2072. At the
inception of the lease, $13,080,000 was paid to the property owner, which represented the total lease payments
required on the lease. Amounts paid under the lease are included in land rights and improvements and are
amortized on the straight-line method over the term of the lease.




Rancho San Antonio Retirement Housing Corporation and

Rancho San Antonio Retirement Services, Inc.
Notes to Consolidated Financial Statements

Impairment of long-lived assets — Long-lived assets are reviewed for impairment whenever events or changes
in circumstances indicate that the carrying amount of an asset may not be recoverable. Recoverability of assets to
be held and used is measured by a comparison of the carrying amount of an asset to future net cash flows
expected to be generated by the asset. If such assets are considered to be impaired, the impairment to be
recognized is measured by the amount by which the carrying amount of the assets exceeds the fair value of the
assets. The Company has determined that no such basis adjustment was necessary at December 31, 2019 and
2018. ]

Board-designated cash and investments — Board-designated investments are funds designated for property,
equipment repairs and replacements, and insurance costs. Board-designated investments also include the
following:

Member advances — Under the terms of the healthcare agreement, if a member has received more than
90 consecutive days of care in RSI and sells his or her membership in RHC, the resident is required to advance
RSI the lesser of $300,000 or the net proceeds from the sale. The advance is to be repaid, without interest, within
90 days after the termination of the member's healthcare agreement. Member advances are available for use by
RSI at the discretion of management and the Board of Directors.

Unexpended escrow transaction and exit fees for Healthcare Center purposes — Unexpended escrow transaction
and exit fees for Healthcare Center purposes are maintained by RHC for the purpose of funding operations of the
Healthcare Center, including, but not limited to, general operating expenses, capital repairs, replacements and
expansion, and construction of new facilities.

Obligation to provide future services — Management annually calculates the present value of the net cost
(difference between cost to operate and maintenance fees charged) of future services and use of the Continuing
Care Retirement Community (“CCRC") to be provided to current residents and compares the amount with the
balance of deferred escrow fransaction fees from the residents. If the present value of the net cost of future
services and use of the CCRC exceeds the deferred escrow transaction fees, a liability is recorded with the
corresponding charge to income. No liability was recorded at December 31, 2019 and 2018. The discount rate
used to calculate the obligation to provide future services is 6% for 2019 and 2018.

Revenue recognition — On January 1, 2019, the Company adopted Accounting Standards Codification Topic
606, Revenue from Contracts with Customers ("ASC 606") applying the full retrospective method. All periods
presented have been adjusted and are reported in accordance with ASC 606. The adoption of ASC 606 did not
have a material impact on the measurement nor on the recognition of revenue.

Resident services revenue

Resident services revenue is reported at the amount that reflects the consideration to which the Company
expects to be entitled to in exchange for the services provided. Resident service revenues generated from
monthly occupancy fees for independent living units, assisted living units, assisted living suites, and nursing beds
are recognized monthly based on the terms of the occupancy and service agreements in accordance with
provisions in ASC 840, Leases ("ASC 840").
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Ancillary revenue

Ancillary revenue on the consolidated statements of operations includes revenue from independent living of
$432,792 and $478,647 for the years ended December 31, 2019 and 2018, respectively which is recognized in
accordance with ASC 840. The remaining ancillary revenues from supplementary services and other items
requested by the resident is reported at the amount that reflects the consideration to which the Company expects
to be entitled to in exchange for providing these services. These amounts are due from residents, third-party
payors (including health insurers), Medicare, and others. Revenue is recognized in the month in which the
performance obligations are satisfied.

Revenue for health service performance obligations satisfied over time is recognized based on actual charges
incurred. The Company believes this method provides a faithful depiction of the transfer of services over the term
of the performance obligation based on the inputs needed to satisfy the obligation. Generally, performance
obligations satisfied over time relate to residents in the assisted living and skilled nursing facility. The Company
measures the performance obligation from admission into assisted living and the skilled nursing facility to the
point when it is no longer required to provide health care services to that resident, which is generally at the time of
discharge.

The Company determines the transaction price based on standard charges for goods and services provided,
reduced by contractual adjustments provided to Medicare and third-party payors. The Company determines its
estimates of contractual adjustments based on contractual agreements and historical experience.

Agreements with Medicare and third-party payors provide for payments at amounts less than established
charges. A summary of the payment arrangements with Medicare and third-party payors follows:

e Medicare: Certain health care services are paid at prospectively determined rates per discharge based on
clinical, diagnostic, or other factors. Certain services are paid based on cost-reimbursement
methodologies subject to certain limits. Physical services are paid based upon established fee schedules.

e Third-party payors: Payment agreements with certain commercial insurance carriers, health maintenance
organizations, and preferred provider organizations provide for payment using prospectively determined
rates per discharge, discounts from established charges, and prospectively determined daily rates.

Resident and ancillary revenues include amounts estimated by management to be reimbursable by the Medicare
program. Reimbursements (cost-based or otherwise) are subject to examination by agencies administering the
program, and provisions are made for potential retroactive adjustments. To the extent those provisions vary from
settlements, operations are charged or credited as the adjustments become known.

Generally, patients who are covered by Medicare and third-party payors are responsible for related deductibles
and coinsurance, which vary in amount. The Company estimates the fransaction price for patients with
deductibles and coinsurance based on historical experience and current market conditions. The initial estimate of
the transaction price is determined by reducing the standard charge by any contractual adjustments determined
by a resident by resident basis. Subsequent changes to the estimate of the transaction price are generally
recorded as adjustments to ancillary revenue in the period of the change. Subsequent changes that are
determined to be the result of an adverse change in the resident's ability to pay are recorded as bad debt
expense. Bad debt expense for the years ended December 31, 2018 and 2019, was not significant.
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The following table shows ancillary revenue by line of service:

2019 2018
Ancillary line of service
Assisted living $ 515,020 $ 496,648
Skilled nursing facility 377,029 382,598
$ 892,049 $ 879,246

Appreciation on resale of memberships

Upon the sale of a resident's membership, the resident pays RHC a “shared appreciation fee” based on a portion
of the appreciation in the membership. The shared appreciation fee is equal to one half of the excess, if any, of
(a) the greater of (i) the fair market value of the membership, as determined by M.A.l. appraiser selected by RHC,
or (ii) the gross sale price of the membership, not reduced by any commissions, taxes, fees, or charges incidental
to the sale; over (b) the membership purchase price. Revenue is recognized for this shared appreciation fee in the
period that escrow closes on the sale of the membership, which is when the performance obligation is satisfied.

Commission on sale of memberships

Upon sale of a resident's Membership, the resident pays a RHC a sales commission. The commission is 1% of
(a) the greater of (i) the fair market value of the membership, as determined by an M.A.l. appraiser selected by
RHC, or (ii) the gross sale price of the membership, not reduced by any commissions, taxes, fees, or charges
incidental to the sale. Revenue is recognized for this commission in the period that escrow closes on the sale of
the membership, which is when the performance obligation is satisfied.

Amortization of escrow fransaction and exit fees

RHC charges escrow transaction fees to buyers of occupancy rights and exit fees to sellers of occupancy rights
as per the occupancy agreement. These fees are collected by RHC and are held for the purpose of funding the
Healthcare Center operations and Community capital needs. The basic residence agreement creates a
performance obligation to be satisfied over the resident’s remaining life at the Company. Escrow transaction fees
of $15,000 per resident, collected from buyers, are recognized on a straight-line basis over the actuarially
determined life expectancy of the resident. The performance obligation is satisfied upon termination of the
residency agreement. Exit fees collected from sellers, which are calculated as 4% of the greater of the carrying
book value of the occupancy rights or the gross sales proceeds of the sale of such occupancy rights, are
recognized at close of escrow.

Tax status of RHC and RSI — RHC qualifies as a cooperative under Section 216 of the Internal Revenue Code,
as amended. To qualify as a cooperative, certain limitations must be met as to the nature of RHC’s revenue. For
the years ended December 31, 2019 and 2018, management believes that this requirement has been met
because more than 80% of the revenue earned was from resident sources.

RHC and RSI are subject to federal and state income taxes and provide for income taxes under the asset and
liability method in accordance with FASB Accounting Standards Codification (“ASC”) Topic 740, Income Taxes.
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Fair value measurements — FASB ASC Topic 820, Fair Value Measurements and Disclosures, prescribes fair
value measurements and disclosures for financial and nonfinancial assets and liabilities that are recognized or
disclosed at fair value in the consolidated financial statements. FASB ASC Topic 820 defines fair value as the
price that would be received fo sell an asset or paid to transfer a liability in an orderly transaction between market
participants at the measurement date. FASB ASC Topic 820 also establishes a framework for measuring fair
value and expands disclosures about fair value measurements.

The carrying amounts reported in the consolidated balance sheets for cash and cash equivalents, prepaid
expenses & other assets, accrued liabilities, deferred escrow transaction fees, member advances, and notes
payable approximate fair value. The fair values of investments are disclosed in Note 3.

The Company’s policy is to recognize transfers in and transfers out of Level 1 and Level 2 as of the end of the
reporting period.

Use of estimates — The preparation of financial statements in conformity with accounting principles generally
accepted in the United States requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities as of the date of the consolidated financial statements and the
reported amounts of revenues and expenses during the reporting period. Actual results could differ from those
estimates. Accounting estimates include contractual and uncollectible accounts receivable, fair value of
investments, liability for deferred escrow transaction fees, calculation of future service benefit obligation, and
useful lives of fixed assets,

Concentration of risk — Financial instruments potentially subjecting the Company to concentrations of credit risk
consist primarily of bank demand deposits in excess of Federal Deposit Insurance Corporation (“FDIC”) and
Securities Investor Protection Corporation (“SIPC”) limits and accounts receivable.

The Company also grants credit without collateral to its patients, most of whom are individuals insured under
third-party payor agreements. The Company manages its collection risk by regularly reviewing its accounts and
contracts and by providing appropriate allowances. The mix of receivables from patients and third-party payors
are as follows as of December 31:

2019 2018
Medicare 46% 47%
Private pay 45% 42%
Third-party insurance 6% 5%
Other payors 3% 6%
100% 100%
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