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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 December 31, 2010, and the related
consolidated statements of operations and changes in net assets and cash flows for the six months ended
December 31, 2010. 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 staternents, 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 December 31, 2010, and the results of its operations and changes in its net assets
and its cash flows for the six months ended December 31, 2010, in conformity with U.S. generally
accepted accounting principles.

In accordance with Government Auditing Standards, we have also issued our report dated July 8, 201t 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 opinien 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
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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
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, Audits 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 express no opinion on them.

KPMe LLP

July 18, 2011
Certified Public Accountants



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

Consolidated Balance Sheet

December 31, 2010
Assets

Current assets:
Cash and cash equivalents b 5,494
Patient accounts receivable, less allowance for uncollectible accounts of $1,125,614 2,547,540
Grant and contract receivables 1,852,873
Prepaid expenses and other current assets 604,741
Total current assets 5,010,648
Property and equipment, net 4,384,054
Total assets $ 9,394,702

Liabilities and Net Assets (Deficit)

Current liabilities:

Account payable and accrued expenses $ 986,856
Accrued employee compensation and benefits 1,817,367
Current portion of long-term debt 188,232
Total current liabilities 2,992,455
Long-term debt, less current portion 422,571
Other long-term liabilities 435,442
Due to affiliates 12,053,725
Total liabilities 15,904,193
Net assets (deficit):
Unrestricted (7,223,129)
Temporarily restricted 713,638
Total net assets (deficit) (6,509,491)
Total liabilities and net assets (deficit) 5 9,394,702
E  — ——

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
Six Months ended December 31, 2010

Unrestricted revenues and other support:
Net patient service revenue b
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 period
Net deficit at end of period b

See accompanying notes to consolidated financial statements.

8,434,450
2,552,292
6,964,985
422,318
1,308
224,545

18,599,898

17,722,652
3,845,777

21,568,429

(2,968,531)
128,067

(2,840,464)

(128,067)

(128,067)

(2,968,531)

(3,540,960)

(6,509,491)




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

Consolidated Statement of Cash Flows
Six Months ended December 31, 2010

Operating activities:
Change in net assets $ (2,968,531
Adjustments to reconcile change in net assets to net cash
provided by operating activities:

Depreciation 390,051
Changes in operating assets and liabilities 2,735,445
Net cash provided by operating activities 156,965

Investing activity:
Purchase of property and equipment (59,719)
Net cash used in investing activity (59,719)

Financing activity:
Repayments of long-term debt (97,149)
Net cash used in financing activity (97,149)
Increase in cash and cash equivalents 97
Cash and cash equivalents at beginning of period 5,397
Cash and cash equivalents at end of period $ 5,494

Supplemental disclosure of cash flow information:
Cash paid during the period for interest $ 24,773

See accompanying notes to consolidated financial statements.
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BAYCARE BEHAVIORAL HEALTH, INC. D/B/A THE HARBOR
BEHAVIORAL HEALTH CARE INSTITUTE, INC.

Notes to Consolidated Financial Statements
December 31, 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 that 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 Behavicoral Health, Inc. Also, effective QOctober 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.

Effective July 1, 2010, the Institute changed its fiscal year end from June 30 to December 31. These
consolidated financial statements and notes thereto have been prepared for the six months ended
December 31, 2010 as a result of this change in fiscal year end.

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 Heaith 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 aveiding 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.

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

Notes to Consolidated Financial Staterments
December 31, 2010

Cash and Cash Equivalents

Cash and cash equivalents include investments in highly liquid investments with a maturity of
three months or less when purchased.

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.

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 (see 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 six months ended December 31, 2010, the Institute provided charity care of
approximately $1,256,000, 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,

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
December 31, 2010

and such 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 14.8% and
11.0%, respectively, of the Institute’s net patient service revenue for the six months ended
December 31, 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 six months ended December 31, 2010, the Institute did not settle any claims from prior
years with Medicare or Medicaid.

Capitation Revenue

Behavioral Health has agreements with various health 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 December 31, 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 employees. Under these agreements, Life Management receives monthly
capitation payments based on the number of employees in the program, regardless of the services
provided by Life Management. Life Management reviews these agreements on a monthly basis to
estimate the amount of claims incurred, but not reported. The estimate of the claims incurred but not
reported at December 31, 2010 approximated $113,000 and is recorded in accounts payable and
accrued expenses.

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 December 31, 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 Institule’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
December 31, 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 six months ended December 31, 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
uncertain income tax positions in accordance with relevant accounting literature.

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 six months ended December 31, 2010 are as follows:

Patient accounts receivable, net 3 (357,502)
Grant and contract receivables 525,697
Prepaid expenses and other current assets (28,880)
Accounts payable and accrued expenses (47,899)
Accrued employee compensation and benefits 43,529
Due to affiliates 2,265,136
Other long-term liabilities 335,364
$ 2,735,445

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

Notes to Consolidated Financial Statements

December 31, 2010

Property and Equipment

Property and equipment, net consists of the following:
Land $ 683,787
Buildings 8,832,664
Leasehold improvements 919,285
Furniture and equipment 5,086,125

15,521,861
Less accumulated depreciation
and armortization (11,137,807)
b 4,384,054

Depreciation expense for the six months ended December 31, 2010 was $245,856. The Institute was also
allocated depreciation expense from BayCare of $144,195 during the six months ended December 31,
2010.

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
December 31, 2010, there were no pending transactions requiring return of state funds relating to property
and equipment.

Depreciation expense for the six months ended December 31, 2010 for property and equipment acquired
with state funds was approximately $128,000. Cost, net of accumulated depreciation, of property and
equipment acquired with state funds and in the possession of the Institute at December 31, 2010 was
approximately $778,000.

10 (Continued)



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

BEHAVIORAL HEALTH CARE INSTITUTE, INC.

Notes to Consolidated Financial Statements
December 31, 2010

(4) Long-Term Debt

The Institute is obtigated 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 December 31,

20110} 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 December 31,
2010), payable in monthly installments of principal and interest

through December 15, 2014

Less current portion of long-term debt

Maturities of long-term debt as of December 31, 2010 are as follows:

2011
2012
2013
2014

$

188,232
129,797
140,392
152,382

610,803

$

$

68,068

542,735

610,303
(188,232)

422,571

Morton Plant Hospital Association, Inc. has agreed to guarantee payments for the term loan payable to a
bank. As of December 31, 2010, management believes the Institute is in compliance with all required debt

covenants.

Interest expense incurred on long-term debt was approximately $25,000 for the six months ended

December 31, 2010.

The carrying amount of the Institute’s long-term debt approximates its fair value at December 31, 2010.

1
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BAYCARE BEHAVIORAL HEALTH, INC. D/B/A THE HARBOR
BEHAVIORAL HEALTH CARE INSTITUTE, INC.

Notes to Consolidated Financial Statements
December 31, 2010

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 oneyear) are as follows at
December 31, 2010:

2011 $ 885,307
2012 756,506
2013 677,296
2014 662,278
2015 527,450
Thereafter 4,142,159

Total minimum lease payments $ 7,650,996

Total rent expense, including donated rent, was $431,578 for the six months ended December 31, 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
six months ended December 31, 2010 were approximately $345,000.

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 December 31, 2010,
approximately $157,000 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 $741,000 of Life Management’s capitation revenue during the
six months ended December 31, 2010 is derived from BayCare.

Amounts classified in the consolidated balance sheet as due to affiliates at December 31, 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
level of operations. Management of the Institute believes that BayCare will continue to make such
advances through at least January 1, 2012.

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
December 31, 2010

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 January 1, 2012, 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.

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 six month period.

Approximately 27% of the Institute’s revenue for the six months ended December 31, 2010, was derived
from the State of Florida, Department of Children and Families (DCF). As of December 31, 2010,
approximately $1,266,000 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 result 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 July 8, 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
December 31, 2010

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 1: 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 December 31, 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 December 31, 2010 as of
July 18, 2011, which is the date the consolidated financial statements were available for issuance.
Management believes that no material events have occurred since December 31, 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
December 31, 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 $ 4,385 1,109 — 5,494
Patient accounts receivable, less
allowance for doubtful accounts 1,123,994 1,423,546 — 2,547,540
Grant and contract receivables 1,852,873 — — 1,852,873
Prepaid expenses and other
curTent assets 462,026 142,715 — 604,741
Total current assets 3,443,278 1,567,370 — 5,010,648
Property and equipment, net 4.323,230 60,824 o 4,384,054
Total assets $ 7,766,508 1,628,194 — 9,394,702
Current liabilities:
Account payable and accrued expenses  § 380912 605,944 — 986,836
Accrued employee compensation
and benefits 1,258,684 558,683 — 1,817,367
Current portion of long-term debt 188,232 — —_ 188,232
Total current liabilities 1,827,828 1,164,627 - 2,992,455
Long-term debt, less current portion 422,571 — — 422571
Other long-term liabilities 435,442 — —_ 435,442
Due to affiliates 3,644,074 8,409,651 — 12,053,725
Total liabilities 6,329,915 9,574,278 — 15,904,193
Net assets (deficit):
Unrestricted 722,955 (7,946,084) — {7,223,129)
Temporarily restricted 713,638 — — 713,638
Total net assets (deficit) 1,436,593 {7,946,084) — (6,509,491)
Total liabilities and net
assets (deficit) 8 7,766,508 1,628,194 — 9,394,702

See accompanying independent auditors’ report.
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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

Six Months ended December 31, 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
Unrestricted revenues and other support:
WNet patient service revenue $ 5,490,317 2,944,133 —_ 8,434,450
Capitation revenue 1,662,307 389,985 — 2,552,292
Public support grants 6,964.985 — — 6,964,985
Contributions 422318 — —_— 422,318
Investment income 1,308 — — 1,308
Other 214,217 10,328 — 224,545
Total unrestricted revenues
and other support 14,755,452 3,844 446 — 18,599,898
Expenses:
Program services 12,268,921 5,453,731 —— 17,722,652
Supporting services 3,048,233 797,544 — 3,845,777
Total expenses 15,317,154 6,251,275 — 21,568,429
Deficiency of
unrestricted revenues and
other support over expenses {561,702) (2,406,829) — (2,968,531)
Net assets released from restriction for
property and equipment 128,067 — — 128,067
Decrease in
unrestricted net assets (433,635) (2,406,829} — (2,840,464)
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) e — {128,067)
Change in net assets (561,702) (2,406,829) —_ (2,968,531)
Net assets (deficit) at beginning of period 1,998,295 (5,539,255) — (3,540,960)
Net assets {deficit) at end of period s 1,436,593 (7,946,084} — (6,509,491)

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
Six Months ended December 31, 2010
(Unaudited)
Suncoast
Region District 13 Combined
Total expenditures 3 10,089,668 5,227,486 15,317,154
Less:
Other state and federal funds (1,399,314) (233,715) (1,633,029)
Nonmatch Substance Abuse and Mental
Health funds (5,442,044) (934,241) (6,376,285)
Unallowable costs — — —
Totai allowable expenditures 3 3,248,310 4,059,530 7,307,840
Total amount of state earnings (total allowable
expenditures times 75%) ) 2,436,233 3,044,648 5,480,881
Amount of state funds received (2,100,064) {1,029,781) (3,129,845)
State earnings in excess of state
funds received $ 336,169 2,014,867 2,351,036

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

Six Months ended December 31, 2010
(Unaudited)

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

Aftercare Y 6,663
B-Net 58,000
Case Management 131,380
CCST Individual 982,164
Crisis Stabilization 494,609
Crisis Support 286,999
Detox Substance Abuse 369,350
FACT 496,014
Incidentials 208,392
Intervention 181,389
Medical Services 488,226
Outpatient Group 68,007
Qutpatient Individual 181,152
Outreach , 42,638
Prevention 189,234
Residential Service level 2 887,961

Total State Grants (DCF and pass through) 5,072,178

Other government funding:

Local government 555,295
Other state grants 674,506
Federal grants 101,838
In-Kind expenditures —

Total other government funding 1,331,639

All other funding and revenues:

Medicaid 793,854
Medicare, 1st and 2nd party, and 3rd party 6,356,341
Other income 1,201,440

Total nongovernment funding 8,351,635

Total all funding and revenues $  14,755452

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
Six Months ended December 31, 2010
(Unaudited)

Grantor/pass-through Contract
grantor/program title period Expenditures

Pasco County, Board of County Commissioners:
Adult and Children Mental Health and Substance

Abuse Services 10/10-09/1t § 299,048
NBRC 361,032
660,080

Hemnando County, Beard of County Commissioners:
Adult and Children Mental Health and Substance

Abuse Services 10/09-9/10 128,123

Adult and Children Mental Health and Substance
Abuse Services 10/10-9/11 128,124
United Way of Pasco County 07/10-06/11 10,000
Baldomero-Florida Dept of Veterans Affairs 07/1/10-6/30/11 1,015

Gulf Coast Community Foundation of Venice

Florida BRAIVE Fund 1/10-12/10 28,619
Total other financial assistance $ 955,961

See accompanying 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



2 5! !H! g-g 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 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 financial statements of BayCare Behavioral Health, Inc. d/b/a The Harbor Behavioral
Heatth Care Institute, Inc. (the Institute) as of and for the six months ended December 31, 2010, and have
issued our report thereon dated July 18, 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.

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 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 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 financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit, and accordingly, we do not express such an opinion. The
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results of our tests disclosed no instances of noncompliance or other matters that are required to be
reported under Government Auditing Standards.

We noted certain matters that we reported to management of the Institute in a separate letter dated July 18,
2011.

This report is intended solely for the information and use of the board of directors, management, others
within the organization, the Auditor General, 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 LLP

July 18, 2011
Certified Public Accountants
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2 !! !ld! "; KPMG LLP

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

Report on Compliance with Requirements
That Could Have a Direct and Material Effect on Each Major Program and on
Internal Control over Compliance in Accordance with OMB Circular A-133
and Chapter 10.650, 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 BayCare Behavioral Health, Inc. d/b/a The Harbor Behavioral Health Care Institute,
Inc.’s (The Institute) compliance 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 could have a direct
and material effect on each of The Institute’s major federal programs and state projects for the six months
ended December 31, 2010. The Institute’s major federal programs and state projects are identified in the
summary of auditor’s results section of the accompanying schedule of findings and questioned costs.
Compliance with the requirements of laws, regulations, contracts, and grants applicable to each of its major
federal programs and state projects is the responsibility of the Institute’s management. Qur 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 Govermment Auditing
Standards, issued by the Comptroller General of the United States; OMB Circular A-133, Audits of States,
Local Governments, and Non-Profit Organizations; and Chapter 10.650 Rules of the Auditor General
(Chapter 10.650). Those standards and 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 a state 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. Our
audit does not provide a fegal 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 compliance requirements referred to above that could have a
direct and material effect on each of its major federal programs and state projects for the six months ended
December 31, 2010. However, the results of our auditing procedures disclosed an instance of
noncompliance with those requirements, which is required to be reported n accordance with OMB Circular
A-133 and which is described in the accompanying schedule of findings and questioned costs as finding
2010-1.
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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 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 major federal program
or a state project to determine the auditing procedures for the purpose of expressing our opinion on
compliance and to test and report on internal control over compliance in accordance with OMB Circular
A-133; 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 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 project will not be prevented, or detected and corrected, on a timely basis.

Our consideration of internal control over compliance was for the limited purpose described in the first
paragraph of this section and was not designed to identify all deficiencies in intemnal control over
compliance 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.

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

This report is intended solely for the information and use of the board of directors, management, others
within the organization, the Auditor General, 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

July 18, 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
December 31, 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 Behavioral 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.

(a) 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, Rudes 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 six months ended December 31, 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 DCF 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 21 indicates that the Institute exceeded its local
share match for the six months ended December 31, 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. I/B/A THE HARBOR
BEHAVIORAL HEALTH CARE INSTITUTE, INC.

Schedule of Findings and Questioned Costs
Six Months ended December 31, 2010

(1) Summary of Auditors’ Results
(a) The type of auditors’ report issued on the consolidated financial statements:  Unqualified opinion
(b) Material weakness identified: None

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

consclidated financial statements: None reported
(d) Noncompliance that is material to the consolidated financial statements: None
(e) Material weaknesses identified in internal control over major programs: None
(f) Significant deficiency(ies) identified in internal control over major
programs that are not considered to be material weaknesses: None reported
(g) The type of report issued on compliance for major programs: Unqualified opinion

(h)  Any audit findings that are required to be reported under Section 510(a)
of OMB Circular A-133 or Chapter 10.650, Rules of the Auditor General: Yes

(1)  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 93958
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
U.S. Department of Health and Human Services — passed through State of

Florida, Department of Children and Families — Medicaid Cluster Recovery

and Resiliency 93.778

State projects CSFA No.

State of Florida, Department of Children and Families — passed through Central
Florida Behavioral Health Network — Adult Community Mental Health

Community Support 60.053
State of Florida, Department of Juvenile Justice — Delinquency

Intervention Facilities 80.016
State of Florida, Department of Children and Families — passed through

Central Florida Behavioral Health Network — Treatment and After Care 60.030
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BAYCARE BEHAVIORAL HEALTH, INC. D/B/A THE HARBOR
BEHAVIORAL HEALTH CARE INSTITUTE, INC.

Schedule of Findings and Questioned Costs
Six Months ended December 31, 2010

(i)  Dollar thresheld 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

(I} 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 Gevernment Auditing
Standards

None

Findings and Questioned Costs Relating to Federal and State Awards

Finding 2010-1 — CFDA 93.958, 93.959, and 93.778 and CSFA 60.053 and 60.030 Department of
Children and Families, Contract CF651-1001

Criteria

Pass through entities are required to ensure subrecipients have met the audit requirements of OMB Circular
A-133 and perform appropriate monitoring activities to ensure funds are spent in accordance with contract
requirements.

Condition

During August 2010, the crisis stabilization unit and the emergency stabilization unit that were previously
provided through the Institute were transferred to The North Bay Recovery Center (NBRC) at North Bay
Hospital. As funds are now being passed through to NBRC, KPMG performed testwork over the
subrecipient monitoring compliance requirements as outlined in OMB Circular A-133. Based on the
testwork performed, it was noted that appropriate subrecipient monitoring activities were not being fully
performed by the Institute.

Questioned Costs

None

Context

Based on a review of the Institute’s contract with NBRC, KPMG concluded that there was not adequate
monitoring in place to provide reasonable assurance that NBRC used the Federal and State awards for
authorized purposes, complied with laws, regulations, and the provisions of the contracts and grant
agreements, and achieved certain performance goals. KPMG was unable to identify sufficient audit
evidence to support a complete subrecipient monitoring process.
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BAYCARE BEHAVIORAL HEALTH, INC. D/B/A THE HARBOR
BEHAVIORAL HEALTH CARE INSTITUTE, INC.

Schedule of Findings and Questioned Costs
Six Months ended December 31, 2010

Effect

Not following the required elements of the grant contract could lead to disallowed costs, ineligible patients
admitted to the program and/or limitation on future funding.

Cause

The Institute was not fully aware of the applicable OMB Circular A-133 Compliance Requirements related
to sub-recipient monitoring.

Recommendation

The Institute should be aware of the applicable OMB Circular A-133 subrecipient monitoring compliance
requirements. The Institute should also have in place sufficient subrecipient monitoring controls to ensure
that NBRC uses Federal and State Awards for authorized purposes, complies with laws, regulations, and
the provisions of contracts and grant agreements, and achieves performance goals.

Management’s Response

Management concurs. During the period under the audit, management has put additional processes in place
to ensure appropriate subrecipient monitoring.

Prior Year Findings and Questioned Costs Relating to Federal Awards

None

Prior Year Findings and Questioned Costs Relating to State Projects

None
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