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Suite 1700
100 North Tampa Street
Tampa, FL 33602-5145

Independent Auditors’ Report

The Board of Directors
BayCare Behavioral Health, Inc. d/b/a The Harbor
Behavioral Health Care Institute, Inc.:

We have audited the accompanying consolidated balance sheet of BayCare Behavioral Health, Inc. d/b/a
The Harbor Behavioral Health Care Institute, Inc. (the Institute) as of June 30, 2010, and the related
consolidated statements of operations and changes in net assets and cash flows for the year then ended.
These consolidated financial statements are the responsibility of the Institute’s management. 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 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 of America. Those standards require that we plan
and perform the audit to obtain reasonable assurance about whether the consolidated financial statements
are free of material misstatement. An audit includes consideration of internal control over financial
reporting as a basis for designing audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the Institute’s internal control over financial
reporting. Accordingly, we express no such opinion. An audit also includes examining, on a test basis,
evidence supporting the amounts and disclosures in the consolidated financial statements, assessing the
accounting principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audit provides a reasonable basis for our
opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of BayCare Behavioral Health, Inc. d/b/a The Harbor Behavioral Health
Care Institute, Inc. as of June 30, 2010, and the results of its operations and changes in its net assets and its
cash flows for the year then ended, in conformity with U.S. generally accepted accounting principles.

In accordance with Government Auditing Standards, we have also issued our report dated January 28, 2011
on our consideration of the Institute’s internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other matters.
The purpose of that report is to describe the scope of our testing of internal control over financial reporting
and compliance and the results of that testing, and not to provide an opinion on the internal control over
financial reporting or on compliance. That report is an integral part of an audit performed in accordance
with Government Auditing Standards and should be considered in assessing the results of our audit.

Our audit was performed for the purpose of forming an opinion on the basic financial statements taken as a
whole. The consolidating information, statement of functional expenses, schedule of state earnings,
funding sources and revenues schedules, supplemental schedule of revenue requirements of the State of
Florida, Department of Children and Families Contracts, schedule of expenditures of other financial
assistance, and schedule of bed-day availability payments are presented for purposes of additional analysis
as required by specific grant requirements and are not a required part of the basic financial statements. The
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accompanying schedule of expenditures of federal and state awards is presented for purposes of additional
analysis as required by U.S. Office of Management and Budget Circular A-133, dudits of States, Local
Governments, and Non-Profit Organizations, and Section 215.97, Florida Statutes, and Chapter 10.650,
Rules of the Auditor General, and is not a required part of the basic financial statements. The consolidating
information, statement of functional expenses, and schedule of expenditures of federal and state awards
have been subjected to the auditing procedures applied in the audit of the basic financial statements and, in
our opinion, are fairly stated, in all material respects, in relation to the basic financial statements taken as a
whole. The schedule of state earnings, funding sources and revenues schedules, supplemental schedule of
revenue requirements of the State of Florida, Department of Children and Families Contracts, schedule of
expenditures of other financial assistance, and schedule of bed-day availability payments have not been
subjected to the auditing procedures applied in the audit of the basic financial statements and, accordingly,
we €Xpress no opinion on them.

KPMe LIP

January 28, 2011
Certified Public Accountants



BAYCARE BEHAVIORAL HEALTH, INC. D/B/A THE HARBOR
BEHAVIORAL HEALTH CARE INSTITUTE, INC.

Consolidated Balance Sheet

June 30, 2010
Assets

Current assets:
Cash and cash equivalents b 5,397
Patient accounts receivable, less allowance for uncollectible accounts of $1,219,957 2,190,038
Grant and contract receivables 2,378,570
Prepaid expenses and other current assets 575,861
Total current assets 5,149,866
Property and equipment, net 4,570,191
Total assets $ 9,720,057

Liabilities and Net Assets (Deficit)

Current liabilities:

Accounts payable and accrued expenses $ 1,034,755
Accrued employee compensation and benefits 1,773,838
Current portion of long-term debt 197,740
Total current liabilities 3,006,333
Long-term debt, less current portion 510,212
Other long-term liabilities 100,078
Due to affiliates 9,644,394
Total liabilities 13,261,017
Net assets (deficit):
Unrestricted {4,382,665)
Temporarily restricted 841,705
Total net assets (deficit) (3,540,960)
Total liabilities and net assets (deficit) $ 9,720,057

See accompanying notes to consolidated financial statements.



BAYCARE BEHAVIORAL HEALTH, INC. D/B/A THE HARBOR
BEHAVIORAL HEALTH CARE INSTITUTE, INC.

Consolidated Statement of Operations and Changes in Net Assets

Year ended June 30, 2010

Unrestricted revenues and other support:
Net patient service revenue
Capitation revenue
Public support grants
Contributions
Investment income
Other

Total unrestricted revenues and other support

Expenses:
Program services
Supporting services

Total expenses

Deficit of unrestricted revenues and other support over expenses
Net assets released from restriction for property and equipment

Decrease in unrestricted net assets

Temporarily restricted net assets:
Net assets released from restriction for property and equipment

Decrease in temporarily restricted net assets
Change in net assets

Net deficit at beginning of year

Net deficit at end of year

See accompanying notes to consolidated financial statements.

$ 16,242,562

5,434,798
18,451,175
1,038,224
33,340
506,071

41,706,170

33,863,018
8,288,761

42,151,779

(445,609)
128,067

(317,542)

(128,067)

(128,067)

(445,609)
(3,095,351)

$  (3.540,960)




BAYCARE BEHAVIORAL HEALTH, INC. D/B/A THE HARBOR
BEHAVIORAL HEALTH CARE INSTITUTE, INC.

Consolidated Statement of Cash Flows
Year ended June 30, 2010

Operating activities:
Change in net assets $
Adjustments to reconcile change in net assets to net cash provided by
operating activities:
Depreciation
Changes in operating assets and liabilities

Net cash provided by operating activities

Investing activities:
Purchase of property and equipment
Decrease in assets limited as to use

Net cash provided by investing activities

Financing activity:
Repayments of long-term debt

Net cash used in financing activity
Decrease in cash and cash equivalents
Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year 3

Supplemental disclosure of cash flow information:
Cash paid during the year for interest $

See accompanying notes to consolidated financial statements.

(445,609)

859,860
(357,707)

56,544

(140,161)
265,381

125,220

(184,936)

(184,936)

(3,172)
8,569

5,397

59,699
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BAYCARE BEHAVIORAL HEALTH, INC. D/B/A THE HARBOR
BEHAVIORAL HEALTH CARE INSTITUTE, INC.

Notes to Consolidated Financial Statements
June 30, 2010

Organization and Summary of Significant Accounting Policies

BayCare Behavioral Health, Inc. d/b/a The Harbor Behavioral Health Care Institute, Inc. (Behavioral
Health) is a not-for-profit corporation, which offers mental health and drug and alcohol abuse treatment-
related services to residents of Pasco and Hernando Counties, Florida. Effective October 15, 2008,
BayCare Health System, Inc. (BayCare) became the sole corporate member of Behavioral Health and
Behavioral Health changed its legal name from The Harbor Behavioral Health Care Institute, Inc. to
BayCare Behavioral Health, Inc. Also effective October 15, 2008, Behavioral Health became the sole
corporate member of Behavioral Health Management Services, Inc. d/b/a BayCare Life Management (Life
Management). Behavioral Health continues to use The Harbor Behavioral Health Care Institute, Inc. name
as a trade name. Behavioral Health and Life Management are referred to collectively in the notes as the
Institute. All significant intercompany transactions among Behavioral Health and Life Management have
been eliminated from these consolidated financial statements.

Behavioral Health is committed to providing quality mental healthcare to children, adolescents, adults,
senior citizens, and those with drug and/or alcohol abuse problems. Behavioral Health’s staff includes
psychologists, social workers, nurses, psychiatrists, and other professionals. Life Management provides
both employee assistance programs and mental health services to individuals in the Tampa Bay, Florida
area.

On April 14, 1998, The Harbor Behavioral Health Care Institute, Inc. entered into an affiliation agreement
with Morton Plant Mease Health Care, Inc. (MPMHC). The affiliation agreement had an effective date of
July 31, 1998. Under the affiliation agreement, MPMHC became the sole corporate member of The Harbor
Behavioral Health Care Institute, Inc. On October 1, 1994, an agreement was executed between Morton
Plant Health System, Inc. and the Trustees of Mease Hospital, Inc. to form a partnership to consolidate
certain patient care and administrative services provided to the patient community served by each
institution. The intent of the partnership and joint operation is to provide savings to the patient community
through avoiding unnecessary duplication of healthcare services, facilities, high-tech equipment, and
management and administrative support activities. MPMHC was formed for the purpose of owning,
operating, or providing those eligible patient services and eligible administrative services defined in the
agreement. MPMHC was the sole corporate member of the Institute until October 15, 2008. MPMHC is a
member of BayCare through a joint operating agreement (JOA). In addition to MPMHC, the JOA includes
Catholic Health East and South Florida Baptist Hospital, Inc.

(a) Use of Estimates

The preparation of these consolidated financial statements, in conformity with U.S. generally
accepted accounting principles, requires management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the
date of the consolidated financial statements, and the reported amounts of revenues and expenses
during the reporting period. Actual results could differ from those estimates.

(6)  Cash and Cash Equivalents

Cash and cash equivalents include investments in highly liquid investments with a maturity of
three months or less when purchased, except those classified as assets limited as to use.

6 (Continued)
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BAYCARE BEHAVIORAL HEALTH, INC. D/B/A THE HARBOR
BEHAVIORAL HEALTH CARE INSTITUTE, INC.

Notes to Consolidated Financial Statements
June 30, 2010

Inventories

Inventories consist principally of medical supplies and medicines and are valued at the lower of cost
or market using the first-in, first-out (FIFO) method and are included in prepaid expenses and other
current assets in the consolidated balance sheet.

Assets Limited as to Use

Assets limited as to use included U.S. government securities and were held by an independent trustee
under the terms of certain bond indenture agreements.

Property and Equipment

Property and equipment are recorded at historical cost at the date of acquisition or fair value at the
date of donation. Depreciation is provided over the estimated useful lives of the respective assets
using the straight-line method. Major asset classifications and estimated useful lives are generally in
accordance with those recommended by the American Hospital Association: 5 to 20 years for land
improvements, 15 to 40 years for buildings, and 2 to 15 years for equipment and leasehold
improvements.

Temporarily Restricted Net Assets

Temporarily restricted net assets are those whose use by the Institute has been limited by donors to a
specific time period or purpose. Temporarily restricted net assets are maintained primarily for the
purpose of capital improvements (note 3). Temporarily restricted net assets for state funded capital
assets are released from restriction as the capital assets are depreciated.

Charity Care

The Institute accepts all patients regardless of their ability to pay. A patient is classified as a charity
patient by reference to certain established policies. Because the Institute does not pursue collection
of amounts determined to qualify as charity care, such amounts are not reported as net patient service
revenue. During the year ended June 30, 2010, the Institute provided charity care of approximately
$2,614,000, as measured by the amount of charges foregone for services rendered based upon
established rates.

Net Patient Service Revenue

The Institute has agreements with third-party payors that provide for payments to Behavioral Health
and Life Management at amounts different from its established rates. Payment agreements include
prospectively determined rates per discharge, reimbursed costs, discounted charges, and per diem
payments,

Net patient service revenue is reported at the estimated net realizable amounts from patients, third-
party payors, and others for services rendered and includes estimated retroactive revenue adjustments
due to future audits, reviews, and investigations. Retroactive adjustments are considered in the
recognition of revenue on an estimated basis in the period the related services are rendered, and such

7 (Continued)
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BAYCARE BEHAVIORAL HEALTH, INC. D/B/A THE HARBOR
BEHAVIORAL HEALTH CARE INSTITUTE, INC.

Notes to Consolidated Financial Statements
June 30, 2010

amounts are adjusted in future periods as adjustments become known or as years are no longer
subject to such audits, reviews, and investigations.

Net revenues from the Medicaid and Medicare program accounted for approximately 10.5% and
7.6%, respectively, of the Institute’s net patient service revenue for the year ended June 30, 2010.
Laws and regulations governing the Medicaid and Medicare programs are extremely complex and
subject to interpretation. As a result, there is at least a reasonable possibility that recorded estimates
will change by a material amount in the near term.

During the year ended June 30, 2010, the Institute did not settle any claims from prior years with
Medicare or Medicaid.

Capitation Revenue

Behavioral Health has agreements with various heaith maintenance organizations (HMOs) to provide
medical services to subscribing participants. Under these agreements, Behavioral Health receives
monthly capitation payments based on the number of the HMOs’ participants, regardless of services
actually performed by Behavioral Health. In addition, the HMOs make fee-for-service payments to
Behavioral Health for certain covered services based upon discounted fee schedules. Behavioral
Health periodically reviews these agreements to determine whether expected healthcare costs exceed
anticipated future capitation payments. At June 30, 2010, Behavioral Health has determined that an
accrual for losses is not necessary.

Life Management has agreements with various employers to provide employee assistance and mental
health services to their employces. Under these agreements, Life Management receives monthly
capitation payments based on the number of employees in the program, regardiess of the services
provided by Life Management. Life Management reviews these agreements on a mornthly basis to
estimate the amount of claims incurred, but not reported. The estimate of the claims incurred but not
reported at June 30, 2010 approximated $134,000 and is recorded in accounts payable and accrued
expenses in the accompanying consolidated balance sheet.

Public Support Grants

Revenue from federal, state, and other grants is recorded as public support grants based upon the
terms of the grantor allotment, which generally provides that revenue is earned when the allowable
costs of the specific grant provisions have been incurred. Such revenue is subject to audit by the
grantor, and if the examination results in a deficiency of allowable expenses, the Institute will be
required to refund any deficiencies. Any adjustments to grant funding are recorded in the year the
adjustment occurs. Management is of the opinion that all amounts recognized as public support
grants revenue have been earned as of June 30, 2010.

Allowance for Uncollectible Accounts

Additions to the allowance for uncollectible accounts are made by means of the provision for bad
debts. Accounts receivable are written off after collection efforts have been followed in accordance
with the I[nstitute’s policies. Accounts written off as uncollectible are deducted from the allowance
for uncollectible accounts, and subsequent recoveries are added.

8 (Continued)
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BAYCARE BEHAVIORAL HEALTH, INC, D/B/A THE HARBOR
BEHAVIORAL HEALTH CARE INSTITUTE, INC.

Notes to Consolidated Financial Statements
June 30, 2010

The amount of the provision for bad debts is based upon management’s assessment of historical and
expected net collections, business and economic conditions, trends in federal and state government
healthcare coverage, and other collection indicators.

Contributions

Contributions consist primarily of in-kind donations of occupancy expense and salary expense,
which are recorded as both revenue and expense based upon the donor’s estimate of the fair value of
the space and services provided. Donations restricted for property and equipment are recorded as
other changes in net assets at the fair value of the donation on the date of contribution.

Impairment of Long-Lived Assets

Management regularly evaluates whether events or changes in circumstances have occurred that
could indicate impairment in the value of long-lived assets. If there is an indication that the carrying
amount of an asset is not recoverable, the Institute estimates the projected undiscounted cash flows
from the use and eventual disposition of the asset, excluding interest, to determine if an impairment
loss should be recognized. The amount of impairment loss, if any, is determined by comparing the
carrying value of the asset to its estimated fair value. There were no such impairment losses recorded
during the year ended June 30, 2010.

In addition to consideration of impairment upon the events or changes in circumstances described
above, management regularly evaluates the remaining lives of its long-lived assets. If estimates are
revised, the carrying value of affected assets is depreciated or amortized over the remaining lives,

Income Taxes

Behavioral Health and Life Management are 501(c)(3) organizations which are exempt from federal
income taxes under Section 501(a) of the Internal Revenue Code and from state income taxes under
Chapter 220.13 of the Florida Statutes. Behavioral Health and Life Management account for any
uncertain income tax positions in accordance with relevant accounting literature.

9 {Continued)



BAYCARE BEHAVIORAL HEALTH, INC. D/B/A THE HARBOR
BEHAVIORAL HEALTH CARE INSTITUTE, INC.

Notes to Consolidated Financial Statements

June 30, 2010

(o) Changes in Operating Assets and Liabilities

Details of the changes in operating assets and liabilities reported in the consolidated statement of
cash flows for the year ended June 30, 2010 are as follows:

Patient accounts receivable, net $ (178,393)
Grant and contract receivables (376,273)
Prepaid expenses and other

current assets (93,160)
Accounts payable and

accrued expenses 607,909
Accrued employee compensation

and benefits 224,389
Other long-term liabilities 312
Due to affiliates (542,491)

$ (357,707)

(2) Property and Equipment

Property and equipment, net consist of the following:

Land $ 683,787
Buildings 8,788,308
Leaschold improvements 919,285
Furniture and eguipment 5,074,285
15,465,665
Less accumulated depreciation

and amortization (10,895,474)

$ 4,570,191

Depreciation expense for assets held by the Institute during the year ended June 30, 2010 was $548,010.

The Institute was also allocated depreciation expense from BayCare of $311,850 during the year ended
June 30, 2010.

(3) Assets Acquired with State Funds

The State of Florida rules governing mental health services contractors stipulate that the state can recover
its proportionate share of state funds used to acquire real property or equipment if the asset is sold prior to
expiration of the holding period in which the state has an interest in the assets. The state can also recover
its proportionate share of the fair value or the asset itself of any property or equipment no longer used for
its original authorized purpose or state-approved alternative use during the holding period. The holding
period is defined as 20 years for real property and the contract-approved useful life for equipment. As of

10 {Continued)
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BAYCARE BEHAVIORAL HEALTH, INC. D/B/A THE HARBOR

BEHAVIORAL HEALTH CARE INSTITUTE, INC.

Notes to Consolidated Financial Statements
June 30, 2010

June 30, 2010, there were no pending transactions requiring return of state funds relating to property and

equipment.

Depreciation expense for the year ended June 30, 2010 for property and equipment acquired with state
funds was approximately $128,000 and is reflected in both depreciation expense and net assets released
from restrictions for property and equipment. Cost, net of accumulated depreciation, of property and
equipment acquired with state funds and in the possession of the Institute at June 30, 2010 was

approximately $842,000.

Long-Term Debt

The Institute is obligated under long-term debt as follows:

Pasco County Industrial Development Bonds, Series 1996 A and B, at interest
rates ranging from 5.01% to 6.60% (5.125% as of June 30, 2010) with principal
and interest payable in monthly installments through September 30, 2011

Term loan payable to a bank, at a variable rate (7.70% as of June 30, 2010),
payable in monthly instaliments of principal and interest
through December 15, 2014

Less current portion of long-term debt

Maturities of long-term debt as of June 30, 2010 are as follows:

2011
2012
2013
2014
2015

197,740
151,273
135,020
145,947

77,972

707,952

$

$

108,617

399,335

707,952
(197,740)

510,212

During the year ended June 30, 2001, Morton Plant Hospital Association, Inc. agreed to guarantee
payments for the term loan payable to a bank. In addition, the bank modified certain covenants. As of
June 30, 2010, management believes the Institute is in compliance with all required debt covenants.

Interest expense incurred on long-term debt was approximately $60,000 for the year ended June 30, 2010.

The carrying amount of the Institute’s long-term debt approximates its fair value at June 30, 2010.

11
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BAYCARE BEHAVIORAL HEALTH, INC. D/B/A THE HARBOR
BEHAVIORAL HEALTH CARE INSTITUTE, INC.

Notes to Consolidated Financial Statements
June 30, 2010

(5) Leases

©

™

The Institute leases certain facilities, office space, equipment, and land under noncancelable operating
leases expiring at various times through 2024. Future minimum lease payments under noncancelable
operating leases (with initial or remaining lease terms in excess of one year) are as follows at June 30,
2010:

2011 $ 754,179
2012 643,130
2013 601,609
2014 598,136
2015 517,232
Thereafter 4,383,265
Total minimum lease
payments $ 7,497,551

Total rent expense, including donated rent, was $800,756 for the year ended June 30, 2010.

Retirement Plan

The Institute participates in the BayCare Health System Retirement Plan (Plan). The defined contribution
plan covers substantially all Institute employees who meet certain service requirements. For these
employees, the Plan provides that the Institute will contribute 2% of wages and also match 50% of the
employee’s contributions up to 6% of the contributing employees’ wages. Total contributions for the year
ended June 30, 2010 were approximately $635,000.

Related-Party Transactions

Behavioral Health acts as the management agent for nine related entities, which sponsor U.S. Department
of Housing and Urban Development (HUD) Section 811 projects. These entities have been awarded
funding from HUD for the purpose of constructing and operating housing for disabled individuals.

The entities share some common board members with Behavioral Health. At June 30, 2010, approximately
$167,000 of amounts due to the Institute for expenses paid on behalf of these entities are included in
prepaid expenses and other current assets in the consolidated balance sheet.

Life Management provides capitated mental health and other services to BayCare employees through
employee benefit programs. Approximately $1,381,000 of Life Management’s capitation revenue in the
accompanying consolidated statement of operations and changes in net assets is derived from BayCare.

Amounts classified in the consolidated balance sheet as due to affiliates at June 30, 2010 represent
advances to the Institute for certain management fees, professional and liability, property and workers’
compensation insurance, employees’ health benefits, marketing, planning, data processing, and other
expenses paid by MPMHC and BayCare on behalf of the Institute. The Institute is economically dependent
upon BayCare to provide similar advances in the future in order for the Institute to maintain its current

12 (Continued)
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BAYCARE BEHAVIORAL HEALTH, INC. D/B/A THE HARBOR
BEHAVIORAL HEALTH CARE INSTITUTE, INC.

Notes to Consolidated Financial Statements
June 30, 2010

level of operations. Management of the Institute believes that BayCare will continue to make such
advances through at least July 1, 2011.

Due to affiliates is classified as a long-term liability as there are no specific repayment terms established
for the due to affiliates balance, and MPMHC and BayCare have indicated they will not require the
Institute to make payments prior to July 1, 2011. MPMHC and BayCare do not charge interest to the
Institute for unpaid balances.

Professional Liability

Effective October 1, 1998, the Institute became insured through a retrospectively rated insurance
agreement with BayCare’s wholly owned insurance captive for all incidents reported after September 30,
1998. The insurance provided by the captive is on a claims-made basis. The liability related to the captive
is recorded on BayCare’s combined financial statements and the expense is allocated to the various
BayCare affiliates.

Concentrations of Credit Risk

The Institute grants credit without collateral to its patients, primarily residents of Pasco and Hernando
Counties. These residents pay for these services on a sliding-fee scale based on their ability to pay for these
services with public support. Client fees are collected either directly or through third parties. Accounts
receivable are reported net of an estimated allowance for uncollectible accounts. The Institute does not
charge interest on accounts receivable.

Grant and contract receivables represent funds due to the Institute from various state and local government
entities based on contracts established during the fiscal year.

Approximately 30% of the Institute’s revenue for the year ended June 30, 2010, was derived from the State
of Florida, Department of Children and Families (DCF). As of June 30, 2010, approximately $1,589,000 of
grant and contract receivables was due from DCF. The credit risk for other concentrations of receivables is
limited due to the number of contracts and other payors that provide payments for services.

Contingencies

Grant monies received and disbursed by the Institute are for specific purposes and are subject to review by
the grantor agencies. Such audits may resuit in requests for reimbursement due to disallowed expenditures.
Based upon prior experience, the Institute does not believe that such disallowances, if any, would have a
material effect on the financial position of the Institute. As of January 28, 2011, there were no material
questioned or disallowed costs as a result of grant audits in process or completed of which management
was aware. Any adjustments to grant funding are recorded in the year the adjustment occurs.

The Institute is currently the subject of litigation involving matters that arise in the normal course of
business. Based on current information, management believes at this time that the results of the litigation
are not likely to have a material adverse effect on the financial position of the Institute.

13 (Continued)
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BAYCARE BEHAVIORAL HEALTH, INC. D/B/A THE HARBOR
BEHAVIORAL HEALTH CARE INSTITUTE, INC.

Notes to Consolidated Financial Statements
June 30, 201G

Fair Value Measurements

Fair value guidance defines fair value as the exit price that would be received to sell an asset or paid to
transfer a liability in the principal or most advantageous market in an orderly transaction between market
participants on the measurement date. It requires investments to be grouped into three categories based on
certain criteria as noted below:

Level |: Fair value is determined by using quoted prices for identical assets or liabilities in active markets.

Level 2: Fair value is determined by using other than quoted prices that are observable for the asset or
liability (e.g., quoted prices for identical assets or liabilities in inactive markets, quoted prices for similar
assets or liabilities in active markets, observable inputs other than quoted prices, and inputs derived
principally from or corroborated by observable market data by correlation or other means).

Level 3: Fair value is determined by using inputs based on management assumptions that are not directly
observable.

At June 30, 2010, all of the Institute’s cash and cash equivalents were categorized as Level 1 in the fair
value hierarchy.

Subsequent Events

The Institute has evaluated events and transactions occurring subsequent to June 30, 2010 as of January 28,
2011, which is the date the consolidated financial statements were available for issuance. Management
believes that no material events have occurred since June 30, 2010 that requires recognition or disclosure

in the consolidated financial statements.

14
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BAYCARE BEHAVIORAL HEALTH, INC. D/B/A THE HARBOR
BEHAVIORAL HEALTH CARE INSTITUTE, INC.

Schedule 1 — Consolidating Balance Sheet Information
June 30, 2010

BayCare
Behavioral Behavioral
Health, Inc. Health
d/b/a The Management
Harbor Services, Inc.
Behavioral d/b/a BayCare
Health Care Life
Institute, Inc. Management Eliminations Consolidated
Current assets:
Cash and cash equivalents $ 5,334 63 -— 5,397
Patient accounts receivable, less allowance
for doubtful accounts 1,096,880 1,093,158 — 2,190,038
Grant and contract receivables 2,378,570 — — 2,378,570
Prepaid expenses and other current assets 460,257 115,604 —— 575,861
Total current assets 3,941,041 1,208,825 — 5,149,866
Property and equipment, net 4,502,814 67,377 — 4,570,191
Total assets $ 8,443,855 1,276,202 — 9,720,057
Current liabilities:
Accounts payable and accrued expenses $ 467,195 567,560 — 1,034,755
Accrued employee compensation and benefits 1,362,405 411,433 — 1,773,838
Current portion of long-term debt 197,740 — — 197,740
Total current liabilities 2,027,340 978,993 — 3,006,333
Long-term debt, less current portion 510,212 — — 510,212
Other long-term iiabilities 100,078 — - 100,078
Due to affiliates 3,807,930 5,836,464 — 9,644 394
Total liabilities 6,445,560 6,815,457 — 13,261,017
Net assets (deficit):
Unrestricted 1,156,590 {5.539,255) — (4,382,665)
Temporarily restricted 341,705 — — 841,705
Total net assets (deficity 1,998,295 {5,539,255) — (3,540,960)
Total liabilities and net assets (deficit) § 8,443,855 1,276,202 — 9,720,057

See accompanying independent auditors® report.

15



BAYCARE BEHAVIORAL HEALTH, INC. D/B/A THE HARBOR

BEHAVIORAL HEALTH CARE INSTITUTE, INC.
Schedule 2 — Consolidating Statement of Operations and Changes in Net Assets Information

June 30, 2010
BayCare
Behavioral Behavioral
Health, Inc. Heaith
d/b/a The Management
Harbor Services, Inc.
Behavioral d/b/a BayCare
Health Care Life
Institute, Inc. Management Eliminations Consolidated
Unrestricted revenues and other support:
Net patient service revenue $ 12,366,181 3,876,381 — 16,242,562
Capitation revenue 3,797,407 1,637,391 — 5,434,798
Public support grants 18,451,175 — — 18,451,175
Contributions 1,038,224 — — 1,038,224
Investment income 33,340 — — 33,340
Other 502,033 4,038 — 506,071
Total unrestricted revenues
and other support 36,188,360 5,517,810 — 41,706,170
Expenses:
Program services 26,991,874 6,871,144 — 33,863,018
Supporting services 7,190,048 1,098,713 — 8,288,761
Total expenses 34,181,922 7,969,857 — 42.151,779
Excess (deficiency) of
unrestricted revenues and
other support over expenses 2,006,438 (2,452,047) — (445,609)
Net assets released from restriction for
property and equipment 128,067 o — 128,067
Increase (decrease) in
unrestricted net assets 2,134,505 (2,452,047) — (317,542)
Temporarily restricted net assets:
Net assets released from restriction for
property and equipment (128,067} — — (128,067)
Decrease in temporarily restricted
net assets {128,067) — — (128,067)
Change in net assets 2,006,438 (2,452,047) — (445,609}
Net assets {deficit) at beginning of year (8,143) (3,087,208) — (3,095,351)
Net assets (deficit) at end of year 3 1,998,295 (5,539,255) — (3,540,960)

See accompanying independent auditors’ report.
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BAYCARE BEHAVIORAL HEALTH, INC. D/B/A THE HARBOR

BEHAVIORAL HEALTH CARE INSTITUTE, INC.

Schedule of State Earnings
Year ended June 30, 2010
(Unaudited)
Suncoast
Region District 13 Combined
Total expenditures $ 26,519,230 7,662,692 34,181,922
Less:
Other state and federal funds (5,750,897) {506,209) (6,257,106)
Nonmatch Substance Abuse and Mental
Health funds (2,914.212) (916,131) (3,830,343)
Unallowable costs — — —
Total allowable expenditures b 17,854,121 6,240,352 24,094,473
Total amount of state earnings (total allowable
expenditures times 75%) $ 13,390,591 4,680,264 18,070,855
Amount of state funds received (6,031,485) (2,072,830) (8,104,315)
State earnings in excess of state
funds received 5 7,359,106 2,607,434 9,966,540

See accompanying independent auditors’ report.
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BAYCARE BEHAVIORAL HEALTH, INC. D/B/A THE HARBOR
BEHAVIORAL HEALTH CARE INSTITUTE, INC.

Supplemental Schedule of Revenue Requirements of the State of Florida,
Department of Children and Families Contracts

Year ended June 30, 2010
(Unaudited)

State of Florida, Department of Children and Families SAMH Grants:

Aftercare 32,508
Case Management 338,949
CCST Individual 1,964,917
Crisis Stabilization 2,691,517
Crisis Support 1,139,410
Detox Substance Abuse 725,503
Drop-In Self Help 231,658
Incidentals 601
In-Home On-Site 320,794
Intervention 957,839
Medical Services 157,330
Qutpatient Group 293,275
Outpatient Individual 121,725
Outreach 279,713
Prevention 1,850,387
Residential Service level 2 —

Total state grants (DCF and pass through) 11,106,126

Other government funding:

Local government 1,832,655
Other state grants 3,156,551
Federal grants 1,461,242
In-kind expenditures 702,069

Total other government funding 7,152,517

All other funding and revenues:

Medicaid 1,639,313
Medicare, first-, and third-party 14,312,166
Other/Interest/Surplus 33,200
Other income 1,945,038

Total nongovernment funding 17,929,717

Total all funding and revenues 36,188,360

See accompanying independent auditors’ report.
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BAYCARE BEHAVIORAL HEALTH, INC. D/B/A THE HARBOR
BEHAVIORAL HEALTH CARE INSTITUTE, INC.

Schedule of Expenditures of Other Financial Assistance

Year ended June 30, 2010

(Unaudited)
Grantor/pass-through grantor/program title Contract period Expenditures
Pasco County, Board of County Commissioners:
Adult and Children Mental Health and Substance
Abuse Services 10/09-09/10 $ 1,320,161
Hemando County, Board of County Commissioners;
Adult and Children Mental Health and Substance
Abuse Services 10/08-9/09 128,124
Adult and Children Mental Health and Substance
Abuse Services 10/09-9/10 384,370
United Way of Pasco County 07/09-06/10 20,000
United Way of Pasco County-Emergency Service Program 07/09-06/10 5,000
Gulf Coast Community Foundation of Venice
Florida BRAIVE Fund 1/10-12/10 52,468
State of Florida, Department of Children and Families passed through
Central Florida Behavioral Health Network-Surplus and Other payments 8,958
Florida State University Subcontract for Drug Free Communities Grant
Contract number RO1130(SARG) 8/6/2009-1/21/2010 52,623
State of Florida, Dept. of Children and Families, passed through Eckerd
Community Alternatives 07/01/09-06/30/10 442 673

Total other financial assistance

See accampanying independent auditors’ report.
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OMB CIRCULAR A-133 AND CHAPTER 10.650,
RULES OF THE AUDITOR GENERAL,
COMPLIANCE AND INTERNAL CONTROL

Reports and Schedules



KPMG LLP
Suite 1700
100 North Tampa Street
Tampa, FL 33602-5145

Report on Internal Control over Financial Reporting and on
Compliance and Other Matters Based on an Audit of the
Financial Statements Performed in Accordance with
Government Auditing Standards

The Board of Directors
BayCare Behavioral Health, Inc. d/b/a The Harbor
Behavioral Health Care Institute, Inc.:

We have audited the consolidated financial statements of BayCare Behavioral Health, Inc. d/b/a The
Harbor Behavioral Health Care Institute, Inc. (the Institute) as of and for the year ended June 30, 2010, and
have issued our report thereon dated January 28, 2011. 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 of America.

Internal Control over Financial Reporting

In planning and performing our audit, we considered the Institute’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 Institute’s internal control over financial reporting. Accordingly, we do not express an opinion on the
effectiveness of the Institute’s internal control over financial reporting.

A deficiency in internal control over financial reporting 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 over financial reporting, such that there is a reasonable
possibility that a material misstatement of the entity’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 above.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Institute’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

KPMG LLP is a Dalaware limited liability parntnership,
the U.S. member firm of KPMG Intemational Cooperative
{"KPMG Intemationar), a Swiss entity.



opinion. The results of our tests disclosed no instances of noncompliance or other matters that are required
to be reported under Government Auditing Standards.

This report is intended solely for the information and use of the board of directors, management, others
within the organization, the Auditor General, and federal and state awarding agencies and pass-through
entities, and is not intended to be and should not be used by anyone other than these specified parties.

KPMe P

January 28, 2011
Certified Public Accountants
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KPMG LLP
Suite 1700
100 North Tampa Street
Tampa, FL 33602-5145

Report on Compliance with Requirements Applicable to
Each Major Federal Program and State Financial Assistance Project and on
Internal Control over Compliance in Accordance with OMB Circular A-133
and Rules of the Auditor General

The Board of Directors
BayCare Behavioral Health, Inc. d/b/a The Harbor
Behavioral Health Care Institute, Inc.:

Compliance

We have audited the compliance of BayCare Behavioral Health, Inc. d/b/a The Harbor Behavioral Health
Care Institute, Inc. (the Institute) with the types of compliance requirements described in the U.S. Office of
Management and Budget (OMB) Circular A-133, Compliance Supplement, and the requirements described
in the Executive Office of the Governor’s State Projects Compliance Supplement that are applicable to
each of its major federal programs and state financial assistance projects for the year ended June 30, 2010.
The Institute’s major federal programs and state financial assistance projects are identified in the summary
of auditors’ 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 and state financial assistance projects is the responsibility of the Institute’s management. Our
responsibility is to express an opinion on the Institute’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 of America; OMB Circular A-133,
Audits of States, Local Governments, and Non-Profit Organizations; and Chapter 10.650, Rules of the
Auditor General. Those standards, OMB Circular A-133, and Chapter 10.650, 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 or state financial assistance project occurred. An audit includes examining, on a test basis,
evidence about the Institute’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. Qur audit does not provide a legal determination of the Institute’s compliance with those
requirements.

In our opinion, BayCare Behavioral Health, Inc. d/b/a The Harbor Behavioral Health Care Institute, Inc.
complied, in all material respects, with the requirements referred to above that are applicable to each of its
major federal programs and state financial assistance projects for the year ended June 30, 2010.

Internal Control over Compliance

Management of the Institute is responsible for establishing and maintaining effective internal control over
compliance with the requirements of laws, regulations, contracts, and grants applicable to federal programs
and state financial assistance projects. In planning and performing our audit, we considered the Institute’s
internal control over compliance with the requirements that could have a direct and material effect on a
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major federal program or state financial assistance project in order to determine our 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 and Chapter 10.650, 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 Institute’s internal control over compliance.

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 or state financial assistance project 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 or state financial assistance project will not be prevented, or detected and
cotrected on a timely basis.

Our consideration of the internal control over compliance was for the limited purpose described in the first
paragraph of this section and would not necessarily identify all deficiencies in the Institute’s internal
control that might be deficiencies, significant deficiencies, or material weaknesses. We did not identify any
deficiencies in internal control over compliance that we consider to be material weaknesses, as defined

above.

This report is intended solely for the information and use of the board of directors, management, and others
within the organization, the Auditor General, and federal and state awarding agencies and pass-through
entities, and is not intended to be and should not be used by anyone other these specified parties.

KPMe LIP

January 28, 2011
Certified Public Accountants
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BAYCARE BEHAVIORAL HEALTH, INC. D/B/A THE HARBOR
BEHAVIORAL HEALTH CARE INSTITUTE, INC.

Notes to Schedule of Expenditures of Federal and State Awards
June 30, 2010

Summary of Significant Accounting Policies

The accounting policies and presentation of the schedule of expenditures of federal and state awards of
BayCare Behavioral Health, Inc. d/b/a The Harbor Behaviora! Health Care Institute, Inc.
(the Institute) have been designed to conform to accounting principles generally accepted in the United
States of America, and the reporting and compliance requirements of the Office of Management and
Budget (OMB) Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations, and
Chapter 10.650, Rules of the Auditor General.

(@) Reporting Entity

OMB Circular A-133, Section 215.97, Florida Statutes, and Chapter 10.650, Rules of the Auditor
General, set forth the audit and reporting requirements for federal and state financial assistance. The
Institute has included the schedule of expenditures of federal and state awards in its annual audited
financial statements. Financial assistance received from the State of Florida is included to satisfy the
requirements of Section 215.97, Florida Statutes, and Chapter 10.650, Rules of the Auditor General.

The schedule of expenditures of federal and state awards includes all federal and state financial
assistance expended by the Institute during the year ended June 30, 2010.

(b)  Basis of Accounting

Basis of accounting refers to when expenditures are recognized in the accounts and reported in the
consolidated financial statements. The accrual basis of accounting is followed for the schedule of
expenditures of federal and state awards.

Match Requirements of BCF Contracts

The Institute has contracts with the State of Florida, Department of Children and Families (DCF), which
requires a twenty-five percent (25%) local match for certain mental health and substance abuse services.
The unaudited schedule of state earnings included on page 20 indicates that the Institute exceeded its local
share match for the year ended June 30, 2010.

Nonreimbursable Expenses

The Institute incurs certain expenses that are nonreimbursable or nonallowable under certain state or
federal grant awards. These expenses are funded by nongrant revenues, such as patient fees, and are
excluded from the schedule of expenditures of federal and state awards.
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BAYCARE BEHAVIORAL HEALTH, INC. D/B/A THE HARBOR

BEHAVIORAL HEALTH CARE INSTITUTE, INC.
Schedule of Findings and Questioned Costs
Year ended June 30, 2010

Summary of Auditors’ Results

(a) The type of auditors’ report issued on the consolidated financial statements:

(b) Material weakness identified:

(c) Significant deficiency(ies) identified that are not considered to be material
weaknesses in internal control were disclosed by the audit of the
consolidated financial statements:

(d) Noncompliance which is material to the consolidated financial statements:
(e) Material weaknesses identified in internal control over major programs:

(f)  Significant deficiency(ies) identified in internal control over major
programs that are not considered to be material weaknesses:

{g) The type of report issued on compliance for major programs:

(h)  Any audit findings which are required to be reported under Section .510(a)

Unqualified opinion

No

None reported
No

No

None reported

Unqualified opinion

of OMB Circular A-133 or Chapter 10.650, Rules of the Auditor General: No
(i)  The programs/projects tested as major programs/projects included the
following:
Federal programs CFDA No.
U.S. Department of Health and Human Services — passed through
State of Florida, Department of Children and Families — Block Grants
for Community Mental Health Services 93.958
U.S. Department of Health and Human Services — passed through
State of Florida Department of Children and Families — Block Grants
for Prevention and Treatment of Substance Abuse 93.959
Medicaid Cluster 93.778
State projects CSFA No.
State of Florida, Department of Children and Families — Baker Act 60.006
State of Florida, Department of Children and Families — Substance
Abuse Treatment and Aftercare Services for Adults 60.033
State of Florida, Department of Children and Families — Adult
Community Mental Heaith Community Support 60.053
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BAYCARE BEHAVIORAL HEALTH, INC. D/B/A THE HARBOR
BEHAVIORAL HEALTH CARE INSTITUTE, INC.

Schedule of Findings and Questioned Costs
Year ended June 30, 2010

() Dollar threshold used to distinguish between Type A and Type B federal
programs: $300,000

(k) Dollar threshold used to distinguish between Type A and Type B state
projects: $300,000

() Auditee qualified as a low-risk auditee under Section .530 of OMB
Circular A-133: No

Findings Relating to the Financial Statements Reported in Accordance with Government Auditing
Standards

None

Findings and Questioned Costs Relating to Federal Awards

None
Findings and Questioned Costs Relating to State Projects
None.

Prior Year Findings Relating to the Financial Statements Reported in Accordance with Government
Auwditing Standards

Finding 2009-1 from the prior year was remediated during the year ended June 30, 2010.

Prior Year Findings and Questioned Costs Relating to State Projects
Finding 2009-2 from the prior year was remediated during the year ended June 30, 2010.
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