CONSOLIDATED FINANCIAL STATEMENTS
AND FLORIDA SINGLE AUDIT REPORT

The Devereux Foundation and Controlled Entities
d/b/a Devereux Advanced Behavioral Health

Year Ended June 30, 2017 and 2016
With Report of Independent Auditors

Ernst & Young LLP

EY

Building a better
working world



The Devereux Foundation and Controlled Entities
d/b/a Devereux Advanced Behavioral Health

Consolidated Financial Statements
and Florida Single Audit Report

Years Ended June 30, 2017 and 2016

Contents

Report of INAEPENAENT AUGITOIS. ....c..eeiiiieiieieeie ettt sb e st sbeeae s 1

Audited Consolidated Financial Statements

Consolidated BalanCe SNEELS .........vuiiiiciiiee ettt e e e s e e e s s bbee e e s eabens 3
Consolidated Statements of Operations and Changes in Net ASSEtS.......cccccevveievveresieseese e 5
Consolidated Statements 0f Cash FIOWS...........cooiuiiiiiii i 7
Notes to Consolidated Financial StateMENTS..........ccoueiiiiiiiiiee e 8

Supplementary Information

Florida Single Audit
Schedule of Expenditures of State Financial ASSIStANCE ...........cceviveiiiiiieiie e 35
Notes to the Schedule of Expenditures of State Financial ASSIStanCe..........ccccevvvvverveverivereennn 36

Report of Independent Auditors 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...........ccccooevieienienieiencnee. 37
Report of Independent Auditors on Compliance for Each Major State Financial
Assistance Project and Report on Internal Control Over Compliance Required by

Section 215.97, Florida Statutes, and Chapter 10.650, Rules of the Auditor General............... 39
Schedule of Findings and QUESLIONEA COSES.........ceiuiriiiieiieie e 41
Schedule of Functional Expenses for Devereux FIOrida............ccccoveveiieniineiiese e 43

1712-2506546



Ernst & Young LLP Tel: +1 215 448 5000
One Commerce Square Fax: +1 215 448 5500
Suite 700 ey.com

Building a better 2005 Market Street
working world Philadelphia, PA 19103

Report of Independent Auditors

The Board of Trustees
The Devereux Foundation and Controlled Entities

Report on the Financial Statements

We have audited the accompanying consolidated financial statements of The Devereux
Foundation and Controlled Entities d/b/a Devereux Advanced Behavioral Health (Devereux),
which comprise the consolidated balance sheets as of June 30, 2017 and 2016, and the related
consolidated statements of operations and changes in net assets and cash flows for the years then
ended and the related notes to the consolidated financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated
financial statements in conformity with U.S. generally accepted accounting principles; this
includes the design, implementation, and maintenance of internal control relevant to the
preparation and fair presentation of consolidated financial statements that are free of material
misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on
our audits. We conducted our audits in accordance with auditing standards generally accepted in
the United States and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. 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 involves performing procedures to obtain audit evidence about the amounts and
disclosures in the consolidated financial statements. The procedures selected depend on the
auditor’s judgment, including the assessment of the risks of material misstatement of the
consolidated financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the entity’s preparation and fair
presentation of the consolidated financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity’s internal control. Accordingly, we express no such opinion. An audit
also includes evaluating the appropriateness of accounting policies used and the reasonableness
of significant accounting estimates made by management, as well as evaluating the overall
presentation of the consolidated financial statements.

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

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the consolidated financial position of The Devereux Foundation and Controlled Entities
as of June 30, 2017 and 2016, and the results of operations and changes in its net assets and its cash
flows for the years then ended in conformity with U.S. generally accepted accounting principles.

Supplementary Information

Our audits were conducted for the purpose of forming an opinion on the consolidated financial
statements as a whole. The accompanying schedule of expenditures of state financial assistance
and schedule of functional expenses for Devereux Florida are presented for purposes of
additional analysis as required by Section 215.97, Florida Statutes, and Chapter 10.650, Rules of
the Auditor General, and are not a required part of the consolidated financial statements. Such
information is the responsibility of management and was derived from and relates directly to the
underlying accounting and other records used to prepare the consolidated financial statements.
The information has been subjected to the auditing procedures applied in the audit of the
consolidated financial statements and certain additional procedures, including comparing and
reconciling such information directly to the underlying accounting and other records used to
prepare the consolidated financial statements or to the consolidated financial statements
themselves, and other additional procedures in accordance with auditing standards generally
accepted in the United States. In our opinion, the information is fairly stated, in all material
respects, in relation to the consolidated financial statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we also have issued our report dated
September 25, 2017, on our consideration of Devereux’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 internal control over financial reporting or on compliance. That
report is an integral part of an audit performed in accordance with Government Auditing
Standards in considering Devereux’s internal control over financial reporting and compliance.

St + MLLP

September 25, 2017, except for the schedule
of expenditures of state financial assistance
and schedule of functional expenses for
Devereux Florida, for which the date is
January 2, 2018
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The Devereux Foundation and Controlled Entities
d/b/a Devereux Advanced Behavioral Health

Consolidated Balance Sheets
(In Thousands)

Assets
Current assets:
Cash and cash equivalents, including client funds on deposits
of $1,880 and $1,865 in 2017 and 2016, respectively $
Accounts receivable, net of allowance for uncollectibles of
$4,007 and $4,857 in 2017 and 2016, respectively
Current portion of assets limited as to use
Operating fund investments
Prepaid expenses and other current assets

Total current assets

Assets limited as to use:
By board for designated purposes
By trustees under bond indenture agreements
By board for donor purposes
By insurance agreement

Property and equipment, net

Other assets:
Other assets
Pledges receivable and deferred gifts

Total other assets

Total assets $

June 30

2017 2016
9,224 $ 11,236
53,015 51,053
798 793
17,030 27,886
4502 5,563
84,569 96,531
117,896 97,316
536 2,715
15,049 14,150
4.000 4,000
137,481 118,181
106,516 108,112
438 372
6,745 6,107
7,183 6,479
335,749 $ 329,303
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June 30

2017 2016

Liabilities and net assets
Current liabilities:

Current portion of long-term debt $ 3,467 $ 3,922

Accounts payable and accrued expenses 8,769 11,043

Employee compensation and related benefits 24,922 30,469

Estimated settlements due to third-party payors 15,193 15,998

Reserves under insurance programs and other

current liabilities 13,499 12,445

Client funds on deposit 1,880 1,865
Total current liabilities 67,730 75,742
Estimated settlements due to third-party payors 1,786 2,118
Reserves under insurance programs and other liabilities 18,864 18,729
Deferred revenue 6,307 6,868
Obligation to provide future services and use of facilities

to continuing care clients 6,323 6,084
Long-term debt 49,971 54,452
Total liabilities 150,981 163,993
Net assets:

Unrestricted 162,711 144,769

Temporarily restricted 15,211 13,832

Permanently restricted 6,846 6,709
Total net assets 184,768 165,310
Total liabilities and net assets $ 335749 $ 329,303

See accompanying notes.
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The Devereux Foundation and Controlled Entities
d/b/a Devereux Advanced Behavioral Health

Consolidated Statements of Operations and Changes in Net Assets

(In Thousands)

Unrestricted net assets
Revenue:
Net client revenue
Investment income
Gifts and bequests
Other revenue
Net assets released from restrictions for operations

Expenses:
Salaries and wages
Employee benefits
Food
Purchased services
Supplies
Plant operation and maintenance
Provision for bad debts
Depreciation and amortization
Interest
Insurance
Other

Operating income before other items

Other items:
Gain on early extinguishment of debt
Loss on investment in joint venture
(Increase) decrease in obligation to provide future services
and the use of facilities to continuing care clients
Change in fair value of interest rate swap
Net gain on disposition of property
Other income
Excess of revenue over expenses

(Continued on following page.)
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Year Ended June 30

2017 2016
$ 437,322 422,189
4,546 4,128
6,811 3,385
10,078 10,912
1,831 1,338
460,588 441,952
264,975 255,182
73,892 70,714
7,641 7,517
34,940 35,472
8,067 8,711
25,884 25,723
2,190 2,481
14,059 14,010
2,512 3,257
8,342 4,392
11,258 11,168
453,760 438,627
6,828 3,325
34 -
(340) -
(239) 1,193
502 (438)
223 273
180 1,028
7,008 4,353



The Devereux Foundation and Controlled Entities
d/b/a Devereux Advanced Behavioral Health

Consolidated Statements of Operations and Changes in Net Assets (continued)
(In Thousands)

Year Ended June 30
2017 2016

Unrestricted net assets (continued)
Excess of revenue over expenses $ 7,008 $ 4,353
Other changes in unrestricted net assets:

Unrealized gains (loss) on investments 10,467 (6,954)

Net assets released from restrictions for property

and equipment purchases 467 461

Increase (decrease) in unrestricted net assets 17,942 (2,140)
Temporarily restricted net assets
Gifts, grants, and bequests, net 3,788 2,151
Net assets released from restrictions for operations (1,942) (1,408)
Net assets released from restrictions to finance property

and equipment purchases (467) (461)
Increase in temporarily restricted net assets 1,379 282
Permanently restricted net assets
Gifts, grants, and bequests 8 2
Net realized and unrealized gain (loss) on investments 459 (120)
Other (330) (360)
Increase (decrease) in permanently restricted net assets 137 (478)
Increase (decrease) in net assets 19,458 (2,336)
Net assets, beginning of year 165,310 167,646
Net assets, end of year $ 184768 $ 165,310

See accompanying notes.
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The Devereux Foundation and Controlled Entities
d/b/a Devereux Advanced Behavioral Health

Consolidated Statements of Cash Flows

(In Thousands)

Operating activities
Increase (decrease) in net assets
Adjustments to reconcile decrease in net assets to net cash
provided by operating activities:
Net gain on disposition of property
Depreciation and amortization
Provision for bad debts
Loss from joint venture

Net realized and unrealized (gains) losses in fair value of investments

Increase (decrease) in obligation to provide future services
Change in fair value of interest rate swap
Restricted contributions
Changes in operating assets and liabilities:
Accounts receivable
Prepaid expenses and other current assets
Pledges receivable
Accounts payable and accrued expenses
Employee compensation and related benefits
Deferred revenue
Estimated settlements due to third-party payors, net
Reserves under insurance programs and other current liabilities
Net cash provided by operating activities

Investing activities

Purchases of property and equipment, net
Joint venture capital contributions

Other assets

Purchases of investments

Sales of investments

Net cash used in investing activities

Financing activities

Proceeds from long-term debt
Repayments of long-term debt
Deferred financing costs incurred
Restricted contributions, net

Net cash used in financing activities

Decrease in cash and cash equivalents
Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year

See accompanying notes.
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Year Ended June 30
2017 2016
19,458 $ (2,336)
(223) (273)
14,059 14,010
2,190 2,481
340 -
(13,698) 6,152
239 (1,193)
(502) 438
(3,796) (2,153)
(4,152) (2,976)
1,061 (178)
111 70
(1,772) (178)
(5,547) 2,472
(561) (694)
(1,137) 3,319
1,204 1,178
7,274 20,139
(12,154) (10,492)
(389) -
@an 97
(7,464) (14,860)
12,268 5,210
(7,756) (20,045)
20,458 -
(24,716) (3,764)
(319) (95)
3,047 2,326
(1,530) (1,533)
(2,012) (1,439)
11,236 12,675
9,224 % 11,236
7



The Devereux Foundation and Controlled Entities
d/b/a Devereux Advanced Behavioral Health

Notes to Consolidated Financial Statements
(In Thousands)

June 30, 2017

1. Organization and Basis of Presentation

The Devereux Foundation and Controlled Entities d/b/a Devereux Advanced Behavioral Health
(Devereux) is a not-for-profit corporation, dually designated by the Internal Revenue Service (IRS)
as an educational facility and health care organization, with a nationwide network of behavioral
health treatment centers for children, adolescents, and adults with complex emotional, psychiatric,
and developmental disabilities, including individuals with autism spectrum disorders. Treatment
settings range along a continuum from acute psychiatric inpatient and campus-based residential
settings to community group homes, outpatient, foster care, in home, educational, vocational, and
prevention programs.

Devereux functions as the sole corporate member for the following entities (the Controlled
Entities), which are included in the accompanying consolidated financial statements:

Helena Devereux Foundation (HD Foundation) is a Pennsylvania not-for-profit corporation,
which holds certain assets to benefit Devereux’s programs.

Devereux Cleo Wallace (DCW) is a Colorado not-for-profit corporation that operates a
psychiatric residential treatment facility and provides other behavioral health services in the
Denver area. DCW is the sole corporate member of Devereux Cleo Wallace Foundation (DCW
Foundation), a Colorado not-for-profit corporation that was established for the benefit of
DCW.

All significant intercompany balances and transactions have been eliminated in the accompanying
consolidated financial statements.

Devereux is affiliated with Devereux Community Based Care (DCBC), is a Florida not-for-profit
corporation which administers and coordinates child welfare and related services in Indian River,
Martin, Okeechobee, and St. Lucie counties in Florida. Devereux provides certain administrative,
financial, and other support services to DCBC. It also appoints a simple majority of DCBC’s Board
of Directors, with the remaining seats filled by individuals from the local community. However,
major decisions of the board require supermajority approval, defined as two-thirds of the directors.
Accordingly, Devereux does not control the board of DCBC and, because it also has no direct
economic or controlling interest, DCBC is not consolidated into Devereux’s consolidated financial
statements.
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The Devereux Foundation and Controlled Entities
d/b/a Devereux Advanced Behavioral Health

Notes to Consolidated Financial Statements (continued)
(In Thousands)

2. Summary of Significant Accounting Policies
Use of Estimates

The preparation of consolidated financial statements in conformity with accounting principles
generally accepted in the United States (U.S. GAAP) requires management to make estimates and
assumptions that affect the amounts reported in the consolidated financial statements and
accompanying notes. Actual results could differ from those estimates.

Cash and Cash Equivalents

Cash and cash equivalents, for which the carrying value approximates fair value, include money
market funds and certain investments with original maturities of three months or less.

Fair Value of Financial Instruments

Financial instruments consist of cash equivalents, accounts receivable, assets limited as to use and
investment, accounts payable and accrued expenses, and long-term debt. The carrying amounts
reported on the consolidated balance sheets for cash equivalents, accounts receivable, assets
limited as to use and investment, and accounts payable and accrued expenses approximate fair
value. Management’s estimates of the fair value of other financial instruments are described
elsewhere in the notes to the consolidated financial statements.

Allowance for Uncollectibles

Devereux provides an allowance for uncollectible accounts for estimated losses resulting from the
unwillingness or inability of clients to make payments for services. The allowance is determined
by analyzing specific accounts and historical data and trends. Accounts receivable are charged off
against the allowance for uncollectible accounts when management determines that recovery is
unlikely and Devereux ceases collection efforts.
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The Devereux Foundation and Controlled Entities
d/b/a Devereux Advanced Behavioral Health

Notes to Consolidated Financial Statements (continued)
(In Thousands)

2. Summary of Significant Accounting Policies (continued)
Assets Limited as to Use, Investments, and Investment Income

Assets limited as to use include assets set aside by the Board of Trustees (the Board), assets held
by trustees under bond indenture agreements, assets for insurance agreements, and assets held by
the Board for donor purposes. Amounts set aside by the Board are designated for the operation of
certain facilities, scholarships, continuing care, and other contingencies. The Board retains control
over designated assets and may, at its discretion, subsequently use the assets for other purposes.
Assets limited as to use that are required for current obligations or designated for current use are
reported as current assets.

Investments in debt and equity securities are measured at fair value based on quoted market prices.
Investment income or loss (including realized gains and losses on investments, interest, and
dividends) is included in unrestricted investment income, or included in restricted investment
income, if such income is restricted by the donor or legislation. Devereux periodically reviews its
investments for other-than-temporary declines in the market value of investments. When an other-
than-temporary decline is identified, the investment’s cost is written down to the current market
value, and the loss is recorded as a component of the excess of revenue over expenses.

Unrealized gains and losses on investments, to the extent that such losses are considered
temporary, are reported as a component of changes in unrestricted or restricted net assets. Realized
gains and losses on investments sold are computed using the weighted average cost method.

Property and Equipment

Property and equipment are recorded at cost or, if donated, at fair market value at the date of
receipt. Depreciation is provided on a straight-line basis over the expected useful lives of the assets.
Gifts of long-lived assets, such as land, buildings, or equipment, are reported as other changes in
net assets. Interest cost incurred on borrowed funds during the period of construction of capital
assets is capitalized as a component of acquiring those assets. No interest was capitalized in 2017
or 2016.
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The Devereux Foundation and Controlled Entities
d/b/a Devereux Advanced Behavioral Health

Notes to Consolidated Financial Statements (continued)
(In Thousands)

2. Summary of Significant Accounting Policies (continued)
Deferred Financing Costs

Deferred financing costs represent expenditures incurred in the issuance of long-term debt, and are
amortized using the effective-interest-rate method over the term of the related debt. These costs
are presented on the consolidated balance sheet as a direct reduction of the carrying value of the
associated debt, consistent with the presentation of debt discounts or premiums.

Temporarily and Permanently Restricted Net Assets

Temporarily restricted net assets represent those assets whose use has been limited by donors to a
specific time period or purpose. Permanently restricted net assets have been restricted by donors
to be maintained by Devereux in perpetuity, with income generally available to support health care
and education services.

Permanently restricted net assets are invested on a pooled basis with Devereux’s Board-designated
investments. In accordance with Commonwealth of Pennsylvania Act 141, organizations are
annually permitted to spend between 2% and 7% of permanently restricted net assets. For both
2017 and 2016, Devereux elected to spend at a rate of 4.5%. Additionally, in accordance with the
Pennsylvania law, Devereux classifies as permanently restricted net assets (a) the value of gifts
donated to the permanent endowment and (b) accumulations to the permanent endowment made
in accordance with the direction of the applicable donor gift instrument. This is regarded as the
“historic dollar value” of the endowed fund. Any remaining unspent earnings or net appreciation
of the donor-restricted endowment funds is not classified in permanently restricted net assets and
is classified as temporarily restricted net assets until those amounts are appropriated for
expenditure by Devereux in a manner consistent with Devereux’s spending policy.

Excess of Revenue Over Expenses
Included in the excess of revenue over expenses on the accompanying consolidated statements of
operations and changes in net assets are all changes in unrestricted net assets, except for unrealized

gains and losses on investments, to the extent that such losses are considered temporary, and net
assets released from restrictions for property and equipment additions and other changes.
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The Devereux Foundation and Controlled Entities
d/b/a Devereux Advanced Behavioral Health

Notes to Consolidated Financial Statements (continued)
(In Thousands)

2. Summary of Significant Accounting Policies (continued)
Income Taxes

The IRS determined that Devereux, HD Foundation, DCW, and DCW Foundation qualify for
exemption from federal income taxes under the Internal Revenue Code. Accordingly, no provision
for federal or state income taxes is included in the accompanying consolidated financial
statements. Devereux, HD Foundation, DCW, and DCW Foundation have reviewed the technical
merits of each of its tax positions in accordance with U.S. GAAP for uncertainty in income taxes,
and have determined there are no uncertain tax positions that would have a material impact on the
accompanying consolidated financial statements.

Charity Care

In advancement of its charitable mission, Devereux accepts clients with limited or no ability to
pay for services. A client is classified as a charity client by reference to certain established policies.
Essentially, these policies define charity services as those for which payment is not anticipated. In
assessing a client’s ability to pay, Devereux uses generally recognized poverty income levels, but
also includes cases where incurred charges are significant relative to income.

Under certain governmental reimbursement programs, Devereux has been paid an amount less
than actual costs due to agency budgetary constraints or other factors. The economic loss
attributable to such programs is also included as charity care. Charity care amounts are not included
in net client revenue or accounts receivable. The amount of costs incurred for services provided to
clients that qualify for charity care and the economic shortfall attributable to unreimbursed costs
of certain programs aggregated $11,664 and $11,092 in 2017 and 2016, respectively.

Devereux also provides a variety of services and benefits within the communities in which it

operates, for which no compensation is received. The cost of these services has not been quantified
and, therefore, is not included in the charity care amounts referred to above.
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The Devereux Foundation and Controlled Entities
d/b/a Devereux Advanced Behavioral Health

Notes to Consolidated Financial Statements (continued)
(In Thousands)

2. Summary of Significant Accounting Policies (continued)
Contributions

Unconditional promises to give cash and other assets are reported at fair value at the date the
promise is received. Unconditional promises to give cash and other assets that are expected to be
collected in future years are recorded at the present value of estimated future cash flows. The
discounts on those amounts are computed using a risk-free interest rate applicable to the year in
which the promise is received. The gifts are reported as either temporarily or permanently
restricted support if they are received with donor stipulations that limit the timing or nature in
which donated assets can be used. When a donor restriction expires, temporarily restricted net
assets are reclassified as unrestricted net assets and reported on the consolidated statement of
operations and changes in net assets as net assets released from restrictions. Donor-restricted
contributions whose restrictions are met within the same year as received are reported as gifts and
bequests in the accompanying consolidated financial statements.

Functional Expenses

Devereux and its members’ primary mission is to provide behavioral health care, education, and
child welfare services to its clients. The majority of all operating expenses incurred were related
to the provision of these services.

Reclassifications

Certain reclassifications have been made to the consolidated financial statements of the prior year
to conform to the current year presentation.

Recently Adopted Accounting Pronouncements

During fiscal year 2017, Devereux adopted Accounting Standards Update (ASU) 2015-07, Fair
Value Measurement (Topic 820): Disclosures for Investments in Certain Entities That Calculate
Net Asset Value per Share (or Its Equivalent). The standard removes the requirement to categorize
within the fair value hierarchy investments for which fair values are estimated using the net asset
value practical expedient provided by FASB Accounting Standards Codification (ASC) 820, Fair
Value Measurement. As a result of the implementation of ASU 2015-07, all investments that are
estimated using the net asset value practical expedient are excluded from the fair value hierarchy
in Note 5.
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The Devereux Foundation and Controlled Entities
d/b/a Devereux Advanced Behavioral Health

Notes to Consolidated Financial Statements (continued)
(In Thousands)

2. Summary of Significant Accounting Policies (continued)

In fiscal year 2017, Devereux adopted ASU 2014-15, Presentation of Financial Statements —
Going Concern (Subtopic 205-40). ASU 2014-05 provides guidance on management’s
responsibility in evaluating whether there is substantial doubt about a company’s ability to
continue as a going concern and about related footnote disclosures. For each reporting period,
management will be required to evaluate whether there are conditions or events that raise
substantial doubt about a company’s ability to continue as a going concern within one year from
the date the financial statements are issued. Devereux adopted ASU 2014-05 on June 30, 2017,
determining there are no conditions or events that raise substantial doubt about their ability to
continue as a going concern.

Recent Accounting Pronouncements

In May 2014, the Financial Accounting Standards Board (FASB) issued ASU 2014-09, Revenue
from Contracts with Customers (Topic 606), which provides guidance for revenue recognition.
The new standard will require revenue recognized to represent the transfer of promised goods or
services to customers in an amount that reflects the consideration in which a company expects to
receive in exchange for those goods or services. The standard also requires new, expanded
disclosures regarding revenue recognition. In July 2015, the FASB voted to defer the effective date
to January 1, 2018, with early adoption permissible beginning January 1, 2017.

An entity can elect to apply the guidance under one of the following two methods:
(1) retrospectively to each prior reporting period presented — referred to as the full retrospective
method or (ii) retrospectively with the cumulative effect of initially applying the standard
recognized at the date of initial application in retained earnings — referred to as the modified
retrospective method. Devereux has substantially completed an initial impact assessment of the
potential changes from adopting ASU 2014-09. The impact assessment consisted of a review of a
representative sample of contracts, discussions with key stakeholders, and a cataloguing of
potential impacts on the consolidated financial statements, accounting policies, financial controls,
and operations. Devereux currently does not anticipate a material impact on the revenue
recognition practices for net client revenue.

1712-2506546 14



The Devereux Foundation and Controlled Entities
d/b/a Devereux Advanced Behavioral Health

Notes to Consolidated Financial Statements (continued)
(In Thousands)

2. Summary of Significant Accounting Policies (continued)

Devereux has not yet completed a final review of the impact of this guidance including the new
disclosure requirements, as they are continuing to evaluate the impacts of adoption and the
implementation approach to be used. Devereux plans to adopt the new standard effective July 1,
2019, and will continue to monitor additional changes, modifications, clarifications or
interpretations being undertaken by the FASB, which may impact current conclusions.

In January 2016, the FASB issued ASU 2016-01, Financial Instruments — Overall (Subtopic
825-10): Recognition and Measurement of Financial Assets and Financial Liabilities. ASU
2016-01 will require business-oriented health care not-for-profit entities to measure equity
investments that do not result in consolidation and are not accounted for under the equity method
at fair value and recognize any changes in fair value in the performance indicator unless the
investments qualify for a new practicality exception. The practicality exception is available for
equity investments without a readily determinable fair value, for which measurement would be
based on cost less impairment and adjusted for observable price changes. Subsequent to the
adoption of ASU 2016-01, Devereux will no longer be able to recognize unrealized holding gains
and losses on equity securities currently classified as other-than-trading outside of the performance
indicator. This ASU does not impact the accounting for investments in debt securities. The
guidance is effective for annual periods beginning after December 15, 2018. Early adoption is
permitted for annual periods beginning after December 15, 2017. Devereux is currently evaluating
the impact the adoption of this standard will have on the consolidated financial statements.

In February 2016, the FASB issued ASU 2016-02, Leases (Topic 842), which will require a lessee
to report most leases on its balance sheet but recognize expenses on its income statement in a
manner similar to current accounting. The guidance also eliminates current real estate-specific
provisions. The provisions of ASU 2016-02 are effective for Devereux for annual periods
beginning after December 15, 2018, and interim periods within those years. Early adoption is
permitted. Devereux is currently evaluating the impact the adoption of this standard will have on
the consolidated financial statements.
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The Devereux Foundation and Controlled Entities
d/b/a Devereux Advanced Behavioral Health

Notes to Consolidated Financial Statements (continued)
(In Thousands)

2. Summary of Significant Accounting Policies (continued)

In August 2016, the FASB issued ASU 2016-14, Not-for-Profit Entities (Topic 958): Presentation
of Financial Statements of Not-for-Profit Entities, which simplifies and improves how a not-for-
profit organization classifies its net assets, as well as the information it presents in financial
statements and notes about its liquidity, financial performance, and cash flows. The guidance is
effective for fiscal years beginning after December 15, 2017, and interim periods within fiscal
years beginning after December 15, 2018. Early application is permitted. The guidance must be
initially adopted for an annual fiscal period or for the first interim period within the fiscal year of
adoption. The guidance will be applied retrospectively. Devereux is currently evaluating the
impact the adoption of this standard will have on the consolidated financial statements.

Subsequent Events

In accordance with ASC 855, Subsequent Events, management has evaluated subsequent events
through the date the accompanying consolidated financial statements were issued on
September 25, 2017.

Devereux’s campuses in Victoria, Texas and League City, Texas were impacted by Hurricane
Harvey, which made landfall in South Texas on August 25, 2017, leading to evacuations of clients
and staff from both locations. Pursuant to some required cleanup, all clients and staff returned to
the Victoria campus in early September. The League City facility, located near Houston, was
significantly damaged from the heavy flooding in that area. It is too early to quantify the net cost
to Devereux, but management believes the uninsured loss, including deductibles under its various
property insurance policies, will likely exceed $1,000, net of insurance recoveries, and that the
campus will not be ready for full re-occupancy for several months.

3. Net Client Revenue
Accounts receivable and net client revenue are reported on the accrual basis in the period in which
services are rendered at established rates, net of contractual adjustments, discounts, and charity

care. Devereux recognizes bad debt expense and the allowance for uncollectible accounts based
on its historical experience and individual account analysis.
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The Devereux Foundation and Controlled Entities
d/b/a Devereux Advanced Behavioral Health

Notes to Consolidated Financial Statements (continued)
(In Thousands)

3. Net Client Revenue (continued)

The majority of services are rendered to clients through reimbursement programs administered by
state and local governmental agencies, in some cases through a contracted managed care
organization. No single government agency accounted for more than 10% of revenue in 2017 or
2016. Under these programs, reimbursed amounts are based upon fee-for-service rates, a
combination of historical costs and prospectively determined rates, or reasonable costs, as defined.
In total, these programs accounted for 94% of total net client revenue in both fiscal years 2017 and
2016. Remaining services are rendered through payment arrangements with managed care
organizations, commercial insurance carriers, or private accounts.

Certain governmental agencies pay an interim rate or a fixed periodic amount during the period
Devereux provides services and retroactively adjusts the reimbursement based upon actual costs
incurred during the year or based on actual units of service delivered. Third-party settlements with
governmental agencies are accrued on an estimated basis in the period the related services are
rendered. Estimated settlements due to third-party payors are classified as current or non-current
based on the anticipated timing of settlements. Differences between the estimated settlement and
the finalized amounts are recorded in the year of settlement. During 2017 and 2016, prior year
settlement adjustments increased net client revenue by $2,620 and $1,387, respectively. In the
opinion of management, adequate provision has been made for any additional adjustments that
may result from the final settlement of outstanding cost reports.

Devereux is subject to numerous laws and regulations of federal, state, and local governments.
Compliance with these laws and regulations can be subject to government review and
interpretation, as well as regulatory actions unknown and unasserted at this time. Government
activity in the health care industry continues to increase with respect to investigations and
allegations concerning possible violations of regulations by health care providers, which could
result in the imposition of significant fines and penalties, as well as significant repayments of
previously billed and collected revenues of client services. Devereux has implemented a corporate
compliance program and conducts documentation audits of services provided and the underlying
clinical documentation to ensure compliance with established regulations. When potential
overpayments are identified, payors are notified and refunds issued.
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The Devereux Foundation and Controlled Entities
d/b/a Devereux Advanced Behavioral Health

Notes to Consolidated Financial Statements (continued)
(In Thousands)

4. Investments

Investments are stated at fair value as follows:

June 30
2017 2016

Assets limited as to use and operating fund investments:

Cash and cash equivalents $ 4,123 $ 4,336

Equity mutual funds 57,093 49,937

Commodity funds 7,813 6,652

Real estate investment trust (REIT) funds 4,027 3,385

Fixed-income mutual funds 1,695 6,367

Multi-asset funds 70,104 65,341

U.S. government and agency bonds 10,454 10,842
Total $ 155309 $ 146,860

Investment income and realized and unrealized gains and losses on investments and cash and cash
equivalents are composed of the following:

Year Ended June 30

2017 2016

Unrestricted net assets
Amounts included in investment income:

Interest, dividends, and distributions $ 1,774 $ 3,205

Net realized gains on sales of investments 2,772 923

4,546 4,128

Other changes in unrestricted net assets:

Net change in unrealized gains (losses) on investments 10,467 (6,954)
Permanently restricted net assets
Net realized and unrealized gains (losses) on investments 459 (121)
Total investment gain (loss) $ 15,472 $ (2,947)
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The Devereux Foundation and Controlled Entities
d/b/a Devereux Advanced Behavioral Health

Notes to Consolidated Financial Statements (continued)

4. Investments (continued)

(In Thousands)

Devereux’s gross unrealized losses and fair value of individual securities, aggregated by
investment category, which have been in a continuous unrealized loss position less than 12 months
and greater than 12 months at June 30, 2017 and 2016, respectively, are as follows:

June 30, 2017

Commodity funds (1 security) $

Fixed-income mutual-funds
(1 security)

U.S. government and agency
bonds (10 securities)

Total $

June 30, 2016
Commodity funds (1 security) $
Equity mutual-funds
(1 security)
Multi-asset funds (2 securities)
U.S. government and agency
bonds (2 securities)

Total $

Less than 12 Months 12 Months or Longer Total
Unrealized Unrealized Unrealized
Fair Value Losses Fair Value Losses Fair Value Losses

-3 - 3 7,813 (1,342) $ 7813 $ (1,342)

1,202 (12) - - 1,202 (12)
3,882 (36) 765 (20) 4,647 (56)
5,084 $ 47 $ 8,578 (1,362) $ 13,662 $ (1,409)
-3 - 3 6,652 (1,528) $ 6,652 $ (1,528)

6,408 (257) - - 6,408 (257)
40,244 (2,212) 14,976 (1,259) 55,220 (3,471)

- - 793 (18) 793 (18)

46,652 $ (2,469) $ 22421 (2,805) $ 69,073 $ (5,274)

At June 30, 2017 and 2016, management determined that the unrealized losses were temporary
based on the extent and length of time the securities’ fair value was below cost, and are not material
to the overall investment portfolio.

Additionally, as of June 30, 2017 and 2016, Devereux had gross unrealized gains of $22,109 and
$15,092 on investments with fair values of $141,647 and $77,787, respectively.
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Notes to Consolidated Financial Statements (continued)

(In Thousands)

5. Fair Value Measurements

In determining fair value, Devereux uses the market approach. The market approach utilizes prices
and other relevant information generated by market transactions involving identical or comparable
assets or liabilities. Information used to establish fair value estimates falls into three tiers, which
prioritize the inputs used in measuring fair value. These tiers include Level 1 - defined as
observable inputs such as quoted prices in active markets; Level 2 — defined as inputs other than
quoted prices in active markets that are either directly or indirectly observable; and Level 3 —
defined as unobservable inputs in which little or no market data exists, therefore, requiring an

entity to develop its own assumptions.

The following tables present the fair value hierarchy for Devereux’s financial assets and liabilities

measured at fair value on a recurring basis.

Total Level 1 Level 2 Level 3
June 30, 2017
Cash and cash equivalents $ 9,224 9,224 — —
Assets limited as to use and operating fund
investments:
Cash and cash equivalents $ 4,123 4,123 - -
Equity mutual funds 57,093 57,093 - -
Commodity funds 7,813 7,813 - -
REIT funds 4,027 4,027 - -
Fixed-income mutual funds 1,695 1,695 - -
Multi-asset funds 27,125 27,125 - -
U.S. government and agency bonds 10,454 — 10,454 —
112,330 101,876 10,454 -
Multi-asset fund measured at net asset value 42,979
Total assets limited as to used and operating
fund investments at fair value $ 155,309
Beneficial interest in trusts held by third
parties, net (Note 7) $ 6,456 - - 6,456
Liabilities:
Interest rate swap $ 347 - 347 -
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Notes to Consolidated Financial Statements (continued)

(In Thousands)

5. Fair Value Measurements (continued)

Total Level 1 Level 2 Level 3
June 30, 2016
Cash and cash equivalents $ 11,236 11,236 $ - $ -
Assets limited as to use and operating fund
investments:
Cash and cash equivalents $ 4,336 4336 $ - $ -
Equity mutual funds 49,937 49,937 - -
Commodity funds 6,652 6,652 - -
REIT funds 3,385 3,385 - -
Fixed-income mutual funds 6,367 6,367 - -
Multi-asset funds 25,097 25,097 - -
U.S. government and agency bonds 10,842 - 10,842 -
106,616 95,774 $ 10,842 $ -
Multi-asset fund measured at net asset value 40,244
Total assets limited as to used and operating
fund investments at fair value $ 146,860
Beneficial interest in trusts held by third
parties, net (Note 7) $ 5,857 - $ - $ 5,857
Liabilities:
Interest rate swap $ 849 -3 849 $ -
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Notes to Consolidated Financial Statements (continued)
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5. Fair Value Measurements (continued)

The following table sets forth the change in the fair value of financial instruments using significant
unobservable inputs:

Fair value balance, June 30, 2015 $ 6,143
Additions _
Distributions -
Changes in fair value (286)

Fair value balance, June 30, 2016 5,857
Additions 194
Distributions -
Changes in fair value 405

Fair value balance, June 30, 2017 $ 6,456

Devereux’s Level 1 securities primarily consist of cash, money market funds, equity mutual funds,
commodity funds, REIT funds, fixed-income mutual funds, and multi-asset funds. Devereux
determines the estimated fair value for its Level 1 securities using quoted (unadjusted) prices for
identical assets or liabilities in active markets. Devereux’s Level 2 securities primary consist of
U.S. government and agency bonds. Devereux determines the estimated fair value for its Level 2
securities using quoted prices for similar assets or liabilities in active markets.

In accordance with ASC Subtopic 820-10, the multi-asset fund that is measured at fair value using
the net asset value per share (or its equivalent) practical expedient has not been classified in the
fair value hierarchy. The fair value amounts presented in the tables are to permit reconciliation of
the fair value hierarchy to the amounts presented on the consolidated balance sheets.

The estimated value of the beneficial interest in trusts held by third parties is determined based on
information provided by the trustee, including Devereux’s proportional interest in the net assets of
the trust. The assets held in trust consist primarily of cash equivalents and marketable securities.
The fair value of the interest of trusts held by third parties is measured using the underlying value
of the investments, as well as discounted cash flow analysis of the expected cash flow of the trusts,
and is reported as Level 3.
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The Devereux Foundation and Controlled Entities
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Notes to Consolidated Financial Statements (continued)

(In Thousands)

5. Fair Value Measurements (continued)

The interest rate swap, which is classified as a Level 2 liability, is valued using techniques,
including discounted cash flow analysis on the expected cash flow of the derivative. This analysis
reflects the contractual terms of the derivative, including the period to maturity, and uses

observable market-based inputs, including interest rate curves.

6. Property and Equipment

Estimated June 30
Useful Lives 2017 2016

Land $ 6,575 $ 6,575
Land improvements 8-25 years 25,416 25,292
Buildings and improvements 5-40 years 232,308 230,090
Equipment 3-20 years 64,418 66,804
Construction-in-progress 3,309 2,639
332,026 331,400

Less accumulated depreciation and
amortization 225,510 223,288
$ 106,516 $ 108,112

Depreciation expense was $14,059 and $14,010 in 2017 and 2016, respectively.

In 2017, Devereux wrote off approximately $11,500 of fully depreciated assets, much of which
consisted of information technology equipment no longer in use.
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Notes to Consolidated Financial Statements (continued)
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7. Pledges Receivable and Deferred Gifts

The following is a summary of promises to give funds to Devereux:

June 30
2017 2016
Pledges receivable in:
Less than one year $ 68 $ 52
One to five years 265 226
333 278
Less allowance for uncollectible accounts (18) (15)
Less discount to present value (26) (13)
Pledges receivable, net 289 250
Beneficial interest in trusts held by third parties, net 6,456 5,857
Total $ 6,745 $ 6,107

The present value of the future cash flows of pledges receivable was determined using discount
rates approximating 2.0% for 2017 and 2016.

Devereux periodically receives indications of an intention to give from individuals through the
settlement of the individuals’ estates. The anticipated value of these intended gifts has not been
established, nor has it been recognized as an asset on the consolidated balance sheets.

The beneficial interests in trusts are unconditionally designated for the benefit of Devereux upon
the occurrence of some future event. During 2017, Devereux did not receive any cash from this
group of trusts; one new gift of $194 in beneficial interest in trusts was received. During 2016,
Devereux did not receive any cash from these trusts and no new gifts in beneficial interest in trusts
were received. The interests are recorded at fair value as represented by the third-party trustee.
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8. Long-Term Debt

June 30
2017 2016

$18,225 tax-exempt Chester County Health and Education

Facilities Authority Revenue Bonds, Series of 2016

(the 2016 Pennsylvania Bonds) $ 18,225 $ -
$29,240 tax-exempt Chester County Health and Education

Facilities Authority Revenue Bonds, Series of 2006

(the 2006 Pennsylvania Bonds) - 21,835
3.25% to 7.15% mortgages payable monthly through

October 2028, secured by the related properties,

equipment, or revenue 7,473 8,278
$6,580 tax-exempt Chester County Health and Education

Facilities Authority Revenue Bonds, Series of 2011

(the 2011 Pennsylvania Bonds) 4,277 4,673
$8,745 tax-exempt Chester County Health and Education

Facilities Authority Revenue Bonds, Series of 2012

(the 2012 Pennsylvania Bonds) 6,682 7,214
$7,054 tax-exempt Colorado Health Facilities Authority

Revenue Bonds, Series of 2012 (the 2012 Colorado

Bonds) 4,225 4,978
$9,000 taxable borrowing from a bank (the 2013 Loan) 6,714 7,165
$5,000 taxable borrowing from a bank (the 2015 Loan) 4,724 4,845
Total long-term debt 52,320 58,988
Less current portion (3,467) (3,922)
Less deferred financing costs (875) (914)
Net original issue premium 1,993 300
Net long-term debt $ 49971 $ 54,452

In October 2016, Devereux issued the 2016 Pennsylvania Bonds to refinance the 2006
Pennsylvania Bonds. The 2016 Pennsylvania Bonds were sold at an original issue premium of
$2,233, which resulted in an effective interest rate of 2.74% over the life of the bonds. The 2016
Pennsylvania bonds mature over a 15-year period.
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8. Long-Term Debt (continued)

In February 2015, Devereux entered into an agreement with a bank to borrow $5,000 in fixed-rate
debt (the 2015 Loan) to finance certain capital expenditures. The 2015 Loan matures over a 25-year
period, and the bank has the option to put the loan to Devereux after 10 years (February 12, 2025).
The interest rate is currently fixed at 4.214% for ten years, after which it will reset at the then
current rate.

In July 2013, Devereux entered into an agreement with a bank to borrow $9,000 in variable-rate
debt (the 2013 Loan) that was used to currently refund the 1995 New York and 1997 New Jersey
Bonds and finance certain capital expenditures. The 2013 Loan, as amended, matures over a
15-year period; however, on July 1, 2025, the bank has the option to put the loan to Devereux.
Concurrent with the 2013 Loan, Devereux entered into a 15-year interest rate swap with an original
notional amount of $8,393 (current notional amount of $7,164) that effectively fixes the interest
rate at 5.028%.

The 2012 Pennsylvania and 2012 Colorado Bonds were issued to refinance previously issued tax-
exempt debt. All of the bonds were acquired by a financial institution. The bonds mature over a
15-year period, and the financial institution has an option to put the bonds after 7 years
(November 1, 2019). The 2012 Pennsylvania and 2012 Colorado Bonds bear interest at a fixed
rate, subject to a rate reset after 7 years and 12 years if the bonds are not called by the financial
institution.

The 2011 Pennsylvania Bonds were issued to refinance previously issued tax-exempt debt. All of
the bonds were acquired by a financial institution. The 2011 Pennsylvania Bonds bear interest at
a variable rate equal to 65.00% of the one-month London Interbank Offered Rate (LIBOR), plus a
margin of 1.40%. The rate on the bonds at June 30, 2017, was 2.196%. The bonds mature over a
15%-year period, and the financial institution has an option to put the bonds after 7 years. However,
at certain advance dates, Devereux can request one-year extensions to the call option date. As a
result of approved extensions, the current put option date is December 15, 2021.

The 2006 Pennsylvania Bonds were issued to refinance previously issued tax-exempt debt, finance

certain capital expenditures, and fund a debt service reserve. The 2006 Pennsylvania Bonds were
called at par on November 1, 2016, and resulted in a gain of $34 on the early retirement.
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8. Long-Term Debt (continued)

All of the tax-exempt bonds and the 2013 and 2015 Loans were issued under a Master Trust
Indenture (MTI) for which Devereux, HD Foundation, DCW, and DCW Foundation are members
of the obligated group and were issued to advance, refund, or refinance previously issued tax-
exempt bonds and other debt, to finance certain capital expenditures, and to fund required debt
service and reserve funds. They are secured by an interest in gross revenues, as defined, as well as
mortgages on certain properties.

Original issue premiums or discounts on bonds are amortized using the interest method over the
term of the related debt.

Agreements related to the Revolving Credit Agreement (see Note 9) and the debt issued under the
MTI, contain financial covenants requiring Devereux to maintain debt service coverage and
liquidity ratios. All such covenants were complied with as of and for the years ended June 30, 2017
and 2016.

Other information relating to each of the bonds, all of which have serial and term components, is
as follows:

2016
Pennsylvania
Bonds 2015 Loan 2013 Loan
Scheduled principal payments November 1 Monthly July 1
Year of final maturity 2031 2040 2028
Range of principal and/or sinking
fund payments $100 to $1,735  $127 to $308 $473 to $769
Interest payment dates May 1 and Monthly Monthly
November 1
Range of coupon interest rates 1.00% to 5.00% 4.214% 5.028%
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8. Long-Term Debt (continued)

2012 2012 2011
Pennsylvania Colorado Pennsylvania
Bonds Bonds Bonds
Scheduled principal payments November 1 November 1 May 1 and
November 1
Year of final maturity 2028 2028 2027
Range of principal and/or sinking
fund payments $544 to $674 $167 to $787 $400 to $454
Interest payment dates May 1 and May 1 and May 1 and
November 1 November 1 November 1
Range of coupon interest rates 2.15% 2.28% Variable

Scheduled maturities of all long-term debt for the next five years and thereafter ending June 30 are
as follows:

2018 $ 3,467
2019 4,689
2020 4,071
2021 3,644
2022 3,799
Thereafter 32,650

Interest paid on all indebtedness amounted to $2,584 and $3,278 in 2017 and 2016, respectively.
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9. Note Payable

Devereux has a bank Revolving Credit Agreement (Revolver) with a maximum borrowing limit
of $39,300, which is available for working capital and letters of credit. The Revolver expires
November 30, 2017 although management expects to renew for an additional one-year term. The
Revolver is secured by a parity lien on gross revenues and by mortgages on certain Devereux
properties, as defined under the MTI (see Note 8). Interest on working capital loans accrues at the
one-month LIBOR plus an applicable margin of 1.00%. At June 30, 2017 and 2016, no working
capital loans were outstanding. At June 30, 2017, letters of credit aggregating $9,770 were
outstanding, substantially all of which were used to secure deductibles under insurance policies
(see Note 14). Fees on outstanding letters of credit accrue at 1.00% at June 30, 2017 and 2016. A
commitment fee of 0.25% is paid on unused Revolver amounts.

10. Obligation to Provide Future Services and the Use of Facilities to Continuing Care
Clients

Devereux is contractually obligated to provide care for life to certain clients. The obligation, which
recognizes the future costs to be incurred under these continuing care contracts, was computed
using the following assumptions for 2017 and 2016: annual cost of care based on actual operating
costs, life expectancy based on 1959-61 U.S. Life Tables, an inflation factor of 4.75% of the
average annual operating cost, an interest yield of 6.00%, and a reduction for any supplemental
payments, including social security which is assumed to increase 3.00% annually, received on
behalf of the clients.

As of June 30, 2017, there were 18 individuals covered by continuing care contracts.
Devereux also recognizes the present value of certain arrangements with several continuing care

residents under which Devereux is the beneficiary of the assets of trusts established on behalf of
the residents.
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10. Obligation to Provide Future Services and the Use of Facilities to Continuing Care
Clients (continued)

The present value of the components of the obligation follows:

June 30
2017 2016
Gross liability $ 16,394 $ 17,043
Social Security and other benefits (7,649) (7,485)
Future trust interests (2,422) (3,474)

$ 6,323 $ 6,084

11. Retirement Plan

Devereux has a defined contribution retirement plan covering all eligible employees, administered
by the Teachers Insurance and Annuity Association (TIAA). To be eligible for an employer
contribution, an employee must have completed two years of service, work a minimum of 1,000
hours annually, and be actively employed at the end of the plan year (December 31). Employer
contributions to the plan are generally based on 5% of the employee’s compensation, plus a match
of employee contributions up to 2% of compensation, and are made annually each January. These
contributions are credited to individual annuity contracts owned by each participant and are
charged to expense when earned. Contribution expense was $8,226 and $7,949 in 2017 and 2016,
respectively.
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12. Temporarily Restricted Net Assets

Temporarily restricted net assets are available for the following purposes:

June 30
2017 2016
Purchase of property and equipment $ 454 $ 529
Behavioral health care and education services 4,365 4,252
Research 1,069 926
Other 2,595 2,001
For future periods 6,728 6,124

$ 15211 $ 13,832

During 2017 and 2016, $1,942 and $1,408, respectively, of temporarily restricted net assets were
released from restrictions for operations, of which $111 and $70, respectively, related to the
collection of previous pledges, which are classified as a component of unrestricted gifts and
bequests on the consolidated statements of operations and changes in net assets.

13. Permanently Restricted Net Assets

Activity in Devereux’s permanently restricted net assets is as follows:

June 30
2017 2016

Endowment balance at beginning of year $ 6,709 $ 7,187
Investment income return:

Investment income 95 105

Realized and unrealized losses 459 (120)

Total investment income return 554 (15)

Contributions 8 2

Appropriation of endowment assets for intended purpose (425) (465)

Endowment balance at end of year $ 6,846 $ 6,709
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14. Commitments and Contingencies
Operating Leases

Devereux leases various equipment and facilities under operating leases expiring at various dates
through 2024. Total rent expense for the years ended June 30, 2017 and 2016, was $9,145 and
$9,171, respectively. The following is a schedule by year of future minimum lease payments under
operating leases as of June 30, 2017, that have initial or remaining lease terms in excess of one
year.

Year ending June 30:

2018 $ 7,049
2019 4,917
2020 3,623
2021 2,782
2022 1,691
Thereafter 4,755

$ 24,817

Workers’ Compensation

Devereux maintained workers’ compensation insurance with a per-claim deductible of $750 for
2017 and 2016. Due to this level of retention, Devereux maintains $1,260 of cash on deposit with
its insurers for the payment of future claims, which is included in operating fund investments on
the consolidated balance sheets. Additionally, Devereux is required to post letters of credit of
$9,770 as collateral for its obligations as of June 30, 2017 and 2016 (see Note 9). Based upon
historical loss experience, management determined that a $12,711 and $14,507 liability for the
estimated retention and costs of claims not settled as of June 30, 2017 and 2016, respectively, be
recorded as a component of reserves under insurance programs and other liabilities on the
consolidated balance sheets.
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14. Commitments and Contingencies (continued)
Professional and General Liability

Devereux is insured under a claims-made policy for professional liability and an occurrence policy
for general liability. Devereux retained $8,000 for 2017 and 2016 in aggregate deductibles ($4,000
for any individual claims) related to the combination of professional and general liability coverage.
Due to this level of retention, Devereux is required to post $4,000 of collateral, which was met
with an insurance trust holding treasury securities valued at $4,561 as of June 30, 2017. Based
upon historical loss experience, management determined that a $10,283 and $6,472 liability for
the estimated retention and cost of claims and incidents not settled as of June 30, 2017 and 2016,
respectively, be recorded as a component of reserves under insurance programs and other liabilities
on the consolidated balance sheets. Devereux plans to continue to obtain adequate professional
and general liability insurance. For the year ended June 30, 2017, Devereux recorded expense of
$1,737 related to prior-year losses as a change in estimate based on updated actuarial analysis.

Litigation

Devereux and DCW are contingently liable in connection with certain claims and contracts arising
in the normal course of their activities. After consultation with legal counsel, management believes
these matters will be resolved without a material adverse effect on Devereux’s future financial
position or results from operations.

Devereux is not a party to, nor are any of its properties the subject of, any material, pending legal
proceedings other than ordinary, routine litigation incidental to the business, with exception to the
matter noted below.

In March 2017, an $11,031 verdict against Devereux was awarded to a Plaintiff in the Philadelphia
County Court of Common Pleas in a civil case originally filed in 2014. The Plaintiff claimed
personal injury as a result of alleged actions of a youth residing at one of Devereux’s Pennsylvania
treatment centers in 2011. A final judgment has not yet been entered by the court, but is expected
soon. Once entered, Devereux will file a formal appeal of this verdict in the Superior Court of
Pennsylvania. Devereux, along with outside counsel, strongly believes the jury verdict was in error
and has concluded based on evidence expected to be presented at the appeal that it is probable the
original verdict will be overturned. Accordingly, Devereux has determined that it does not have a
probable loss under the applicable accounting standard relating to accounting for contingencies
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14. Commitments and Contingencies (continued)

and, therefore, has not recorded a liability for this case as of June 30, 2017 beyond estimated legal
expenses. With respect to the estimation of loss, Devereux has estimated the maximum loss that is
reasonably possible would be the amount of the jury verdict ($11,031), assuming the verdict is
upheld on appeal in all respects, plus post-judgment interest. If none of the jury’s verdict is upheld
on appeal, the loss would be $0, so the range of reasonably possible loss is $0 to $11,031 plus post-
judgment interest. If the jury verdict is upheld, Devereux may receive insurance recoveries from
their primary and excess insurance carriers, which cover any amounts over $4,000 per claim.
Devereux’s primary and excess insurance carriers have filed declaratory judgment actions against
the Company, seeking to deny insurance coverage for this claim. Both carriers claim Devereux
failed to provide adequate notification of this claim before the complaint was filed in 2014.
Devereux strongly disagrees with the positions of the carriers, has retained outside counsel and is
vigorously defending these actions. Should Devereux lose both the appeal of the underlying case
and the insurance litigation, it would be exposed for the entire $11,031 judgement plus post-
judgment interest.
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The Devereux Foundation and Controlled Entities
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Schedule of Expenditures of State Financial Assistance

Year Ended June 30, 2017

State Agency Name

State Project Title CSFA Total
Contract Use Contracts Number Expenditures
Brevard Family Partnership OHC RA-1608 60.138 $ 10,185
Heartland for Children MDXMS1 60.138 51,620
Community Based Care of Central Florida SEMOROS011-1516 60.138 409,416
Children’s Network of Southwest Florida EBNO5 60.138 12,865
Department of Children & Families GJ503 60.138 359,000
Total 60.138: Sexually Exploited Children 843,086
Heartland for Children MDXMS1 60.074 22,395
Kids Central C1617-PRV-D031 60.074 207,217
Community Based Care of Central Florida OROS007-1617 60.074 255,315
Community Partnership for Children D12-16-DEV-CPA,
D12-16-DEV-DD,
D12-16-DEV-FBSS 60.074 11,218
Total 60.074: Out of Home Care Support 496,145
Heartland for Children MDXMS1 60.075 16,606
Kids Central C1617-DVR-D031 60.075 106,818
Kids Central C1617-PRV-D031 60.075 268,420
Total 60.075: In Home Care Support 391,844
Community Based Care of Central Florida OROS003-1617 60.112 35,368
Community Based Care of Central Florida SEMOROQOS011-1516 60.112 4,800
Total 60.112: Independent Living Program 40,168
Community Partnership for Children D12-16-DEV-CPA,
D12-16-DEV-DD,
D12-16-DEV-FBSS 60.141 12,530
Total 60.141: Extended Foster Care 12,530
Total Expenditures of State Financial Assistance $ 1,783,773
See accompanying notes.
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The Devereux Foundation and Controlled Entities
d/b/a Devereux Advanced Behavioral Health

Notes to the Schedule of Expenditures of State Financial Assistance

Year Ended June 30, 2017

1. Basis of Presentation

The accompanying schedule of expenditures of state financial assistance includes the state
financial assistance project activity of The Devereux Foundation and Controlled Entities
(Devereux) and is presented on the accrual basis of accounting. The information in this schedule
is presented in accordance with the requirements of Section 215.97, Florida Statutes, and
Chapter 10.650, Rules of the Auditor General.

2. Contingency

Project expenditures are subject to audit and adjustment. If any expenditure were to be
disallowed by the grantor agency as a result of such an audit, any claim for reimbursement to the
grantor agency would become a liability of Devereux. In the opinion of management, all state
financial assistance project expenditures included on the accompanying schedule are in
compliance with the terms of the project agreements and applicable state laws and regulations.
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Report of Independent Auditors 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 Trustees
The Devereux Foundation and Controlled Entities
d/b/a Devereux Advanced Behavioral Health

We have audited, in accordance with auditing standards generally accepted in the United States
and the standards applicable to financial audits contained in Government Auditing Standards
issued by the Comptroller General of the United States, the financial statements of The Devereux
Foundation and Controlled Entities d/b/a Devereux Advanced Behavioral Health (Devereux),
which comprise the consolidated balance sheets as of June 30, 2017 and 2016, and the related
consolidated statements of operations and changes in net assets and cash flows flows for the year
then ended, and the related notes to the financial statements, and have issued our report thereon
dated September 25, 2017.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered Devereux’s
internal control over financial reporting (internal control) to determine the audit procedures that
are appropriate in the circumstances for the purpose of expressing our opinion on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of Devereux’s
internal control. Accordingly, we do not express an opinion on the effectiveness of Devereux’s
internal control.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent, or detect and correct misstatements on a timely basis. A material weakness is a
deficiency, or combination of deficiencies, in internal control, such that there is a reasonable
possibility that a material misstatement of the entity’s financial statements will not be prevented,
or detected and corrected on a timely basis. A significant deficiency is a deficiency, or a
combination of deficiencies, in internal control that is less severe than a material weakness, yet
important enough to merit attention by those charged with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph
of this section and was not designed to identify all deficiencies in internal control that might be
material weaknesses or significant deficiencies. Given these limitations, during our audit we did
not identify any deficiencies in internal control that we consider to be material weaknesses.
However, material weaknesses may exist that have not been identified.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether Devereux’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 results of our tests disclosed no instances of
noncompliance or other matters that are required to be reported under Government Auditing
Standards.

Purpose of This Report

The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the result of that testing, and not to provide an opinion on the entity’s internal
control or on compliance. This report is an integral part of an audit performed in accordance with
Government Auditing Standards in considering the entity’s internal control and compliance.
Accordingly, this communication is not suitable for any other purpose.

St + MLLP

September 25, 2017

1712-2506546 38

A member firm of Ernst & Young Global Limited



Ernst & Young LLP Tel: +1 215 448 5000
One Commerce Square Fax: +1 215 448 5500
Suite 700 ey.com

Building a better 2005 Market Street
working world Philadelphia, PA 19103

Report of Independent Auditors on Compliance for Each Major
State Financial Assistance Project and Report on Internal Control Over
Compliance Required by Section 215.97, Florida Statutes, and
Chapter 10.650, Rules of the Auditor General

The Board of Trustees
The Devereux Foundation and Controlled Entities
d/b/a Devereux Advanced Behavioral Health

Report on Compliance for Each Major State Financial Assistance Project

We have audited The Devereux Foundation and Controlled Entities d/b/a Devereux Advanced
Behavioral Health’s (Devereux) compliance with the types of compliance 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 Devereux’s state programs for the year ended June 30, 2017.
Devereux’s major state programs are identified in the summary of auditor’s results section of the
accompanying schedule of findings and questioned costs.

Management’s Responsibility

Management is responsible for compliance with the requirements of laws, regulations, contracts, and
grants applicable to its state financial assistance projects.

Auditor’s Responsibility

Our responsibility is to express an opinion on compliance for each of Devereux’s major state
financial assistance projects based on our audit of the types of compliance requirements referred to
above. We conducted our audit of compliance in accordance with auditing standards generally
accepted in the United States; the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States; Section 215.97, Florida
Statutes; and Chapter 10.650, Rules of the Auditor General. Those standards and Section 215.97,
Florida Statutes, and Chapter 10.650, Rules of the Auditor General, 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 state financial
assistance project occurred. An audit includes examining, on a test basis, evidence about Devereux’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 on compliance for each major
federal program. However, our audit does not provide a legal determination of Devereux’s
compliance.
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Opinion on Each Major State Financial Assistance Project

In our opinion, Devereux complied, in all material respects, with the types of compliance
requirements referred to above that could have a direct and material effect on each of its major state
financial assistance projects for the year ended June 30, 2017.

Report on Internal Control Over Compliance

Management of Devereux is responsible for establishing and maintaining effective internal control
over compliance with the types of compliance requirements referred to above. In planning and
performing our audit of compliance, we considered Devereux’s internal control over compliance with
the types of requirements that could have a direct and material effect on each major state financial
assistance project to determine the auditing procedures that are appropriate in the circumstances for
the purpose of expressing an opinion on compliance for each major state financial assistance project
and to test and report on internal control over compliance in accordance with Section 215.97, Florida
Statutes, and Chapter 10.650, Rules of the Auditor General, 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 Devereux’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 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 state financial assistance project will not be prevented, or detected and
corrected, on a timely basis. A significant deficiency in internal control over compliance is a
deficiency, or a combination of deficiencies, in internal control over compliance with a type of
compliance requirement of a state financial assistance project that is less severe than a material
weakness in internal control over compliance, yet important enough to merit attention by those
charged with governance.

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 internal control over
compliance that might be material weaknesses or significant deficiencies. We did not identify any
deficiencies in internal control over compliance that we consider to be material weaknesses.
However, material weaknesses may exist that have not been identified.

The purpose of this report on internal control over compliance is solely to describe the scope of our
testing of internal control over compliance and the results of that testing based on the requirements of
the Executive Office of the Governor’s State Projects Compliance Supplement. Accordingly, this

report is not suitable for any other purpose.
é/vm)t ¥ MLL?
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The Devereux Foundation and Controlled Entities
d/b/a Devereux Advanced Behavioral Health

Schedule of Findings and Questioned Costs

Year Ended June 30, 2017

Part | — Summary of Auditor’s Results
Financial Statements Section
Type of auditor’s report issued:

Internal control over financial reporting:

Material weaknesses identified? Yes
Significant deficiencies identified? Yes
Non-compliance material to financial statements noted? Yes

Federal Awards Section

Internal control over major programs:
Material weaknesses identified? Yes
Significant deficiencies identified? Yes

Type of auditor’s report issued on compliance for major

Unmodified

v" No
v" None reported
v No

v No
v" None reported

federal programs: Unmodified
Any audit findings disclosed that are required to be
reported in accordance with Section 215.97, Florida
Statutes, and Chapter 10.650, Rules of the Auditor
General? Yes v No
Identification of Major Programs
CFDA Numbers Name of Federal Program or Cluster
60.075 In Home Support
60.138 Sexually Exploited Children
Dollar threshold used to distinguish between
Type A and Type B programs: $300,000
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The Devereux Foundation and Controlled Entities
d/b/a Devereux Advanced Behavioral Health

Schedule of Findings and Questioned Costs (continued)

Year Ended June 30, 2017

Part Il — Financial Statement Findings

No significant deficiencies; material weaknesses; fraud; noncompliance with provisions of laws,
regulations, contracts and grant agreements, and abuse related to the consolidated financial
statements were identified that are required to be reported under Government Auditing
Standards.

Part 111 — Federal Award Findings and Questioned Costs
No significant deficiencies, material weaknesses and material instances of noncompliance,
including questioned costs, as well as any abuse findings involving state financial assistance that

are material to a major project as required to be reported under Section 215.97, Florida Statues,
and Chapter 10.650, Rules of the Auditor General, were identified in the current year.
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The Devereux Foundation and Controlled Entities

Schedule of Functional Expenses for Devereux Florida

Year Ended June 30, 2017

Total for
Total for All State-
Residential State SAMH- Designated
LV 2 R&B w/ Residential Residential Residential Funded SAMH Cost Total
Inpatient Residential Supervision LV?2 LV 3 LV3 Case Cost Centers Centers Non-SAMH Expenses
Expense Categories (Viera) LV 1(RTC) (Iv 2-3 % (a)) (STFC-L2) (STFC-L1) (TFC) Prevention Outpatient Management (Bl,*...+B1,) (D+E) Cost Center Administration  (F+G+H*+I*)
A Bia Bip Bic By, Byt Big Bin By By D F G | J
I1A. Personnel expenses
(1) Salaries 12,568,606 $ 3,110,108 $ 1,136,987 $ 454,978 $ 324,026 $ 1,400,267 $ 2,900,439 $ 1,750,410 $ 8,772,834 $ 32418655 $ 32418655 $ 4,836,169 $ 3,183,372 $ 40,438,196
(2) Fringe benefits 3,846,557 985,013 387,730 134,187 95,565 412,981 841,925 427,054 2,317,747 9,448,758 9,448,758 1,426,426 853,555 11,728,739
Total personnel expenses 16,415,164 4,095,121 1,524,717 589,164 419,592 1,813,248 3,742,364 2,177,464 11,090,581 41,867,414 41,867,414 6,262,594 4,036,927 52,166,935
11B. Other expenses
(1) Building occupancy 844,380 387,795 178,222 57,495 40,947 176,951 220,724 115,048 562,312 2,583,875 2,583,875 386,752 490,352 3,460,979
(2) Professional services 896,098 371,403 18,574 321,734 229,133 990,187 470,346 430,137 288,943 4,016,554 4,016,554 66,698 273,812 4,357,064
(3) Travel 19,379 7,716 826 1,863 1,326 5,732 19,923 2,913 73,993 133,670 133,670 37,896 62,494 234,060
(4) Equipment 759,583 257,732 93,864 6,105 4,348 18,789 29,064 16,172 69,884 1,255,539 1,255,539 276,093 113,740 1,645,372
(5) Food services 440,723 185,625 50,509 156 111 481 8,243 799 3,504 690,152 690,152 149,949 4,749 844,850
(6) Medical and pharmacy 473,214 119,606 3,886 324 231 998 181,081 60 4 779,404 779,404 22,065 - 801,468
(7) Subcontracted services - - - - - - - - - - - - - -
(8) Insurance 639,718 145,044 54,957 32,923 23,447 101,325 118,460 80,314 322,571 1,518,759 1,518,759 198,355 9,554 1,726,668
(9) Interest paid 141,347 14,808 5,710 2,908 2,071 8,949 13,143 8,579 35,798 233,312 233,312 89,094 7,517 329,923
(10) Operating supplies and expenses 411,378 147,560 62,582 285 203 877 9,667 1,017 1,255 634,823 634,823 103,296 13,296 751,415
(11) Other 939,876 275,360 103,507 44,028 31,356 135,503 215,022 167,629 734,758 2,647,039 2,647,039 251,281 (399,278) 2,499,043
(12) Donated items - — - — - — - — - — - — - -
Total other expenses 5,565,696 1,912,649 572,637 467,821 333,173 1,439,793 1,285,672 822,666 2,093,021 14,493,127 14,493,127 1,581,478 576,237 16,650,842
Total personnel and other expenses 21,980,859 $ 6,007,770 $ 2,097,354 $ 1,056,985 % 752,764 $ 3253041 $ 5,028,036 3 3,000,130 $ 13183602 $ 56360541 $ 56,360,541 $ 7844073 $ 4613164 $ 68,817,777
11C. Distributed indirect costs
(a) Other support costs (optional) 1,622,083 $ 438,499 $ 158,369 $ 86,433 $ 61,556 $ 266,011 $ 393,469 $ 241,768 $ 755,550 $ 4,023,739 $ 4,023,739 $ 566,008 $ (4,589,747) $ -
(b) Administration 948,937 259,079 90,633 45,960 32,732 141,448 217,765 130,273 559,277 2,426,103 2,426,103 338,208 1,206 2,765,518
Total distributed indirect costs 2571020 $ 697,578 % 249,002 $ 132,393 $ 94,287 $ 407,459 $ 611,233 $ 372,041 % 1314827 % 6,449.842 $ 6,449,842 % 904,216 $ (4,588541) $ 2,765,518
Total projected operating expenses 24551880 $ 6,705348 $ 2,346,356 $ 1,189,377  $ 847,052 $ 3,660,500 $ 5,639,270 $ 3372171 $ 14498429 $ 62810383 $ 62,810,383 $ 8,748289 $ 24623 $ 71583295
11D. Unallowable costs 219,872 $ 93,672 $ 11,344  $ 14,460 $ 10,298 $ 44,503 $ - 3 125780 $ - $ 519,929 $ 519,929 §$ 46,090 $ - $ 566,019
1IE. Total SAMH lines of credit equivalent - $ - $ - $ - $ - $ - 3 - $ - 3 - $ - $ - $ - 3 - $ -
Total allowable projected operating expenses 24,332,008 $ 6,611,676 $ 2335012 $ 1174917  $ 836,754 $ 3615997 $ 5,639,270 $ 3246391 $ 14498429 $ 62290454 $  62,290454 $ 8,702,199 $ 24623 $ 71,017,276
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