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INDEPENDENT AUDITOR'S REPORT

To the Board of Directors
HealthWays, Inc. & Affiliates
Weirton, West Virginia

We have audited the accompanying consolidated statement of financial position of HealthWays, Inc. &
Affiliates (nonprofit organizations) as of June 30, 2012, and the related consolidated statement of
activities and changes in net assets (deficit), and consolidated statement of cash flows for the year then
ended. These financial statements are the responsibility of the Organization’s management. Our
responsibility is to express an opinion on these 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. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the accounting principles
used and the 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 HealthWays, Inc. & Affiliates as of June 30, 2012, and the changes in
its net assets and its cash flows for the year then ended in conformity with accounting principles
generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated January 18,
2013, on our consideration of HealthWays, Inc. & Affiliates’ 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 and should be considered in
assessing the results of our audit.

Seachrist, Kennon I Marling, A.C.

Seachrist, Kennon, & Marling, A.C.
Wheeling, West Virginia
January 18, 2013



HEALTHWAYS, INC. AND AFFILIATES

CONSOLIDATED STATEMENT OF FINANCIAL POSITION

FOR THE YEAR ENDED JUNE 30, 2012

Greenbrier Brooke-Hancock Combined
HealthWays, Ine.  Manor, Inc.  Commumity Living, Inc. 2012
ASSETS:
Current assets:
Cash and cash equivalents ¥ 5649819 § 4,373 $ 35,540 3 5,689,732
Client receivables, net 1,563,924 . - 1.563.924
Contract receivables 421,625 - - 421,625
Prepaid insurance - 715 1,060 1.775
Deposits and prepaid assets 103,384 - - 103,384
Total current assets 7,738,752 5.088 36,600 7.780.440
Deposits held in trust-funded 2,067 5,088 7.155
Restricted Deposits and
Funded Reserves % 27,297 46,926 74,223
Plant, property and equipment:
Land 49,184 30,000 32,783 111,967
Buildings 3,140,271 468,605 961,181 4,570,057
Equipment 922,698 - 36,043 958,741
Furniture and fixtures 87,912 20,409 42,616 150,937
Vehicles 907,986 - - 907,986
5,108,051 519,014 1,072,623 6,699,688
Less accumulated depreciation {3,410,660) (169,355} (711,339) (4,291,354)
Property and equipment, net 1,697,391 349.659 361,284 2,408,334
Other assets, at cost:
Investments 2.110914 2110914
Investment in joint venture 86,172 - 86,172
Deferred Financing Costs - 6,127 6.127
Total other assets 2,197,086 6,127 2,203,213
Total assets $ 11,633,229 5 384,111 3 456,025 $ 12,473,365
LIABILITIES & NET ASSETS (DEFICIT):
Current liabilities:
Accounts payable $ 591,079 3 6,665 $ 13,343 3 611,087
Provider tax payable 38.019 - - 38,019
Accrued wages and benefits 341,072 341,072
Deferred income 107.062 - - 107,062
Tenant security deposits - 1713 3,821 5534
Accrued interest payable - - 4,654 4,654
Morigage payable-current portion - - 23,742 23,742
Total current liabilities 1,077,232 8,378 45,560 1,131,170
Long-Term Liabilities:
Mortgage payable 378,400 786,393 1,164,793
Total liabilities 1.077.232 386,778 831,953 2,295,963
Net assets (deficit);
Unrestricted net assets (deficit) 10,544,104 (2,667) {375,928) 10,165,509
Temporarily restricted net assets 11,893 - - 11,893
Total net assets (deficit) 10,555,997 (2.667) (375,928) 10,177,402
Total liabilities and net assets (deficit) $ 11,633.229 3 3B4,111 $ 456,025 $ 12,473,365

The accompanying notes are an integral part of these financial statements.
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UNRESTRICTED NET ASSETS:

Support and Revenues
Net client service revenue - Note |

Rental income
Tenant assistance payments
Weslt Virginia Department of Health

and Heman Resourees funding
Other support
Workshops and rentals
Investment income (loss)
Management fee revenue
Tenant charges
Other revenue

Total support and revenues

Nel assets released from restrictions

Total revenues and reclassifications

Operating Expenses
Salaries and wages
Employee benefits
Contracted services
Supplies
Transportation
Utilities and telephone
Maintenance
Depreciation and amortization
Bad debt
Insurance
Interest expense
Provider tax
Management fees
Investment fees
Other

Total expenses

Other Income/Expenses
Gain (Loss) on Disposition
Total other incomelexpenses

Increase (decrease) in
unrestricted net assels

HEALTHWAYS, INC. AND AFFILIATES
CONSOLIDATED STATEMENT OF ACTIVITIES AND CHANGES IN NET ASSETS (DEFICIT)
FOR THE YEAR ENDED JUNE 39, 2012

Greenbrier  Brooke-Hancock Combining Combined
HealthWays, Inc, _Manor, Inc. Community Living, Inc. _ Entries 2012

$ 9,143,833 $ - $ - $ - $ 9,143,333
- 20,827 65.514 - 95,341

- 12,757 99.916 112,673
2.088.711 - - - 2.088.711
251,826 - - - 251.826
13.757 - & - 13,757
104,077 78 373 - 104,528
14,046 - - (10,651} 3,395

- 1,452 - - 1.452

21,537 228 6.042 - 27,807
11,637,787 44,342 171,845 (10.651) 11,843,323
30,819 - - 30.819
11,668,606 44,342 171,845 (10,651) 11,874,142
3,182,625 - - - 3,182,625
1,048,444 - - . 1,048,444
3,357,906 13,373 13.457 - 3.384,736
175.718 3.103 17.760 - 196.581
251,463 - - 251,463
140,106 9,131 22,842 172,079
164,668 1,666 3286 - 169,620
206.699 12,109 36,337 - 255,145
87,118 - - - 87.118
99.216 3.542 4.096 106,854

- - 57,507 - 57.507

422,552 - - - 422,552

- 3,936 6715 (10.651) ;

16,092 - - - 16,092
51,771 3416 1,091 - 62,284
9.210.384 50,276 163,091 (10,651) 9,413,100
(66.479) - - - (66,479)
(66,479) - - (66,479)
2,391,743 (5.934) 8,754 2,394,563

The accompanying notes are an integral part of these financial statements.
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TEMPORARILY RESTRICTED
NET ASSETS:

Support and Revenues
Net assets released from restrictions
Increase (decrease) in

temporarily restricted net assets
Increase (decrease) in net assels

Net assets (deficit), beginning of year

Net assets (deficit), end of year

HEALTHWAYS, INC. AND AFFILIATES
CONSOLIDATED STATEMENT OF ACTIVITIES AND CHANGES IN NET ASSETS (DEFICIT)
FOR THE YEAR ENDED JUNE 30, 2012

Greenbrier  Brooke-Hancock Combining Combined
HealthWays, Inc. _Manor, Inc. Community Living, Inc.  Entries 2012
(30.819) : 2 - (30.819)
(30,819) - - - (30.819)
2,360,924 (5.934) 8.754 - 2,363,744
8,195,073 3.267 (384.682) = 7.813,658
§ 10.555.997 3 2667 % (375.928) 3 - $ 10177402

The accompanying notes are an integral part of these financial statements.
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CONSOLIDATED STATEMENT OF CASH FLOWS

P13 ws ff rAling g
Ny ing Rewen cLiviti
Increase (decrease) in net asseis

Adjusiments 1 reconcile ncrease (decrease) in nét
assers 1o net cash provided {used) by operating and
RON-OPErating activities:

Depreciation

{Disposak) of propeny and equipment

Realized and unrealized (gain) loss on investments

Change in assets and habiliies:
(Increase) decrease in receivables
{Increase) decrease in deposits and prepaid expenses
Increase (deceease) in accoums payable
Tecrease (decrease) in provider tax
Increase (decrease) in accrued wages and benefis
Increase (Jevrease) in enant security deposits
Increase (decrease) in other labilities
Increase (decrease) in deferred meome
Net cash proviled (used) by operating activities

Cash Flows from [nvesting Agtivities

(Purchases) of property and equipment

(Purchases} of investments

Sale of mvestments

Net {depnsits) withdrawls in residial receipts

Net (deposits) to withdrawls from the reserve for replace ment
Net vash provided (used) in investing activities

ash Flows ncing Aglivit
Principal (payments) on first moetgape
Net cash provded {used} in financing activities
Net increase {decrease) incash
Cash and cash equivalents s beginning of the year
Cash and cash equivalents at end of the year
Supplemental disclosure for cash fow information:
Cash pawd during the period for:

Interes expense

Income axes

HEALTHWAYS, INC. AND AFFILIATES

FOR THE YEAR ENDED JUNE 30, 2012

Greenbrier Brooke-Hancock Combined
Health¥Ways, Inc. _Manor, Ine. G ity Living, Inc. 2012

§ 2360924 b (5.934) s 8,754 $ 2.363.744
206699 12109 36.337 255,145
56479 - . 66,479
{2.829) - - (2.829)
(903,364) = - (903.364)
44,350 86 (106000 43.376
116,465 430 5.990 122,885
10,119 - 10,119
136.581) . (36.581)

# (2} 160 158

1,500 - (126) 1.374
{32,541) - T {32.41)
1.831.221 6.689 540055 1,887,965
(108.441) 16.870) (7.861) {123.172)
(1,195.450) a - (1.195.450)
329,298 - - 399,298

- 6.866 - 6.866

- (2.472) (11.492) (13.964)

(904.593) (2476 {19.353) 1926,422)
- - (21,943) (21.943)
b & (21.943) (21.943)

926,628 4213 8.759 §39.600
4,723,191 160 26381 4.750.132

§ 5649819 5 4.373 3 35,540 1 5.680.732
i - 3 - $ - 3 -

3 - 3 - 3 - 3

The accompanying notes are an integral part of these financial statements.
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HEALTHWAYS, INC. AND AFFILIATES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2012

Note 1 — Description of Organization and Significant Accounting Policies:

HealthWays, Inc. was incorporated in West Virginia as a not-for-profit corporation on June 12, 1970 as
Hancock-Brooke Mental Health Services, Inc. On July 26, 1996, the name was officially changed to
HealthWays, Inc. (HealthWays). Its purpose is to establish, maintain, support and operate a
comprehensive mental health center, primarily to serve the residents of Hancock and Brooke counties in
West Virginia, but also to serve the residents of surrounding areas. During the year ended June 30, 2009
HealthWays, Inc. obtained a controlling interest in Greenbrier Manor, Inc. During the year ending June
30, 2011 Health Ways, Inc. obtained a controlling interest in Brooke-Hancock Community Living, Inc.

Greenbrier Manor, Inc. is a not-for-profit corporation organized under the laws of the State of West
Virginia, to acquire real property located in Weirton, West Virginia and to construct and operate thereon
an 3-unit residential facility in accordance with Section 811 of the National Affordable Housing Act.
Such projects are regulated by the U.S. Department of Housing and Urban Development (HUD) as to
rent charges and operating methods. The project is also subject to a Project Rental Assistance
agreement with HUD, and a significant portion of the Project's revenue is received from HUD. In
addition, the Corporation is operated exclusively for nonprofit purposes, and no part of the income or
assets of the Corporation may be distributed to, or inure to the benefit of, any individual.

Brooke-Hancock Community Living, Inc. (Shiloh Apartments) is a not-for-profit corporation organized
under the laws of the State of West Virginia, to acquire real property located in Wellsburg, WV and to
construct and operate thereon a 21 unit apartment complex in accordance with Section 202 of the
National Housing Act, with mortgage insurance provided by the Federal Housing Administration (FHA)
of HUD. Such projects are regulated by HUD as to rent charges and operating methods. The project is
also subject to Section 8 Housing Assistance Payment agreements with HUD, and a significant portion
of the Project’s revenue is received from HUD. In addition, the Corporation is operated exclusively for
nonprofit purposes, and no part of the income or assets of the Corporation may be distributed to, or inure
to the benefit of, any individual.

Basis of Financial Reporting - The consolidated financial statements have been prepared on the accrual
basis of accounting in accordance with guidelines established by the American Institute of Certified

Public Accountants.

Principles of Consolidation - The consolidated financial statements as of June 30, 2012 include the
accounts of HealthWays, Inc. and its controlled affiliates: Greenbrier Manor, Inc. and Brooke-Hancock
Community Living, Inc. All intercompany transactions have been eliminated from the consolidated
financial statements.




HEALTHWAYS, INC. AND AFFILIATES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2012

Note 1 — Description of Organization and Significant Accounting Policies (continued):

Revenue Recognition — HealthWays has agreements with third-party payers that provide for payments to
the organization at amounts different from its established rates. Payment arrangements include
prospectively determined rates per encounter, reimbursed costs, and discounted charges. Net client
service revenue is reported at the estimated net realizable amounts from patients, third-party payers, and
others for services rendered, including retroactive adjustments under reimbursement agreements with
third-party payers. Retroactive adjustments are recorded on an estimated basis in the period the related
services are rendered and adjusted in future periods as final settlements are determined.

Revenues from services rendered to clients are recorded by HealthWays, Inc. at the full-established
rates, with estimated amounts uncollectible by reason of charity allowances and contractual adjustments
recorded as revenue deductions. Net amounts are reported on the statement of activities. For the year
ended June 30, 2012, allowances and discounts totaled $1,448,753.

Revenues are based on medical services provided. These revenues are based, in part, on cost
reimbursement principles and are subject to audit and retroactive adjustment by the respective third-
party fiscal intermediaries. In the opinion of management, retroactive adjustments, if any, would not be
material to the financial position or results of operations of Health Ways.

Charity Care - HealthWays provides care to patients who meet certain criteria under its charity care
policy without charge or at amounts less than its established rates.

Contributions, Grants and Awards - All contributions, grants and awards are considered to be available
for unrestricted use unless specifically restricted by the donor/grantor. Amounts received that are
designated for future periods or restricted by the donor/grantor for specific purposes are reported as
temporarily restricted or permanently restricted support that increases those net asset classes. However,
if a restriction is fuifilled in the same year in which the contribution, grant or award is received,
HealthWays reports the support as unrestricted.

Deductions from Revenue — HealthWays’ policy is to charge for services at standard billing rates and to
record sliding fee adjustments and contractual allowances as a deduction from revenue. Accordingly,
accounts receivable as of June 30, 2012 have been reduced by such allowances.



HEALTHWAYS, INC. AND AFFILIATES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2012

Note 1 - Description of Organization and Significant Accounting Policies (continued):

Current Vulnerability Due To Certain Circumstances — HealthWays, Inc. receives a substantial portion
of its funding from the Medicaid program and the West Virginia Department of Health and Human

Resources. It is therefore dependent on funding from these agencies for its continued existence.

Patient service revenue that HealthWays' generates is primarily limited to services to residents in
Hancock and Brooke counties in West Virginia, but also to serve the residents of surrounding areas.
General economic conditions in the areas can, therefore, significantly influence HealthWays’ ability to
collect fees for services rendered.

Greenbrier Manor, Inc.'s sole asset is an 8-unit apartment building. Greenbrier Manor, Inc.'s operations
are concentrated in the multifamily real estate market. In addition, Greenbrier Manor, Inc. operates in a
heavily regulated environment. The operations of Greenbrier Manor, Inc. are subject to the
administrative directives, rules and regulations of federal, state and local regulatory agencies, including,
but not limited to HUD. Such administrative directives, rules and regulations are subject to change by an
act of Congress or an administrative change mandated by HUD. Such changes may occur with little or
inadequate funding to pay for the related cost, including the additional administrative burden to comply
with a change.

Brooke-Hancock Community Living, Inc.’s sole asset is a 21-unit apartment building. Brooke-Hancock
Community Living, Inc.’s operations are concentrated in the multifamily real estate market. In addition,
Brooke-Hancock Community Living, Inc. operates in a heavily regulated environment. The operations
of Brooke-Hancock Community Living, Inc. are subject to the administrative directives, rules and
regulations of federal, state and local regulatory agencies, including, but not limited to HUD. Such
administrative directives, rules and regulations are subject to change by an act of Congress or an
administrative change mandated by HUD. Such changes may occur with little or inadequate funding to
pay for the related cost, including the additional administrative burden to comply with a change.

Client Receivables - Client receivables have been reported net of allowances for uncollectibles and
contractual adjustments of $410,419 as of June 30, 2012. Past due accounts are written off in the period
management deems them to be uncollectible.




HEALTHWAYS, INC. AND AFFILIATES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2012

Note 1 ~ Description of Organization and Significant Accounting Policies (continued):

Client Receivables (continued) - Client receivables are reported at estimated net realizable amounts from
patients and responsible third-party payers. Amounts owed to HealthWays are reported net of
allowances. Allowances include estimates of contractual adjustments, charity care and bad debts.
Specific patient balances are written off at the time they are determined to be uncollectible. The process
for estimating the ultimate collection of receivables involves significant assumptions and judgments. In
this regard, HealthWays has implemented a standardized approach to estimate and review the
collectability of its receivables based on accounts receivable aging trends. Historical collection and
payer reimbursement experience are an integral part of the estimation process related to determining
allowances for contractual allowances and doubtful accounts. In addition, HealthWays assesses the
current state of its billing functions in order to identify any known collection or reimbursement issues to
determine the impact, if any, on its reserve estimates, which involve judgment. Revisions in reserve
estimates are recorded as an adjustment to net client service revenue or the provision for doubtful
accounts in the period of revision. HealthWays believes that its collection and reserve processes, along
with the monitoring of its billing processes, help to reduce the risk associated with material revisions to
reserve estimates resulting from adverse changes in collection, reimbursement experience and billing
functions.

Property and Equipment - HealthWays, Inc. leases its facility located at 501 Colliers Way, Weirton from
the West Virginia Department of Health under a 99-year lease for a total of one dollar. For accounting
purposes, HealthWays, Inc. has recorded the associated value of the facility of $1,428,594 as a fixed
asset and is providing for depreciation on a straight-line basis over a period of fifty years. Attached to
these consolidated financial statements is a listing of other assets that have been purchased with state
funds. These assets are used by HealthWays, Inc. and depreciated by them but remain the property of
the state of West Virginia.

Property and equipment with a cost exceeding $1,000 and an estimated useful life of greater than one
year is recorded at historical cost. Depreciation is calculated using the straight-line method over the
estimated useful life of the assets. Depreciation expense for HealthWays, Inc. for the year ended June
30, 2012 was $206,699. Depreciation for Greenbrier Manor, Inc. for the year ended June 30, 2012 was
$12,109. Depreciation expense for Brooke-Hancock Community Living, Inc. for the year ended June 30,
2012 was $35,889. Consolidated depreciation expense for the year ended June 30, 2012 was $254,697.
Because HealthWays, Inc. leases from the state, the state is responsible for all major repairs and
maintenance, therefore HealthWays, Inc. does not maintain a schedule for planned major repairs and
maintenance.

HealthWays, Inc. reviews its investment in property for impairment whenever events or changes in
circumstances indicate that the carrying value of such property may not be recoverable. Recoverability
is measured by a comparison of the carrying amount of the property to the future net undiscounted cash
flow expected to be generated by the property including any estimated proceeds from the eventual
disposition of the property. If the property is considered to be impaired, the impairment to be recognized
is measured at the amount by which the carrying amount of the property exceeds the fair value of such
property. There were no impairment losses recognized in 2012,
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HEALTHWAYS, INC. AND AFFILIATES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2012

Note 1 — Description of Qrganization and Significant Accounting Policies (continued):

Net Asset Classification - Net assets of HealthWays, Inc. and Affiliate and changes therein are classified
and reported as follows:

Unrestricted net assets — net assets that are not subject to donor-imposed stipulations.

Temporarily restricted net assets — net assets subject to donor-imposed stipulations that will be met
either by actions of HealthWays, Inc. and Affiliates and/or the passage of time.

Permanently restricted net assets — net assets subject to donor-imposed stipulations that they be
maintained permanently by HealthWays, Inc. and Affiliates.

Revenues are reported as increases in unrestricted net assets unless use of the related assets is limited by
donor-imposed restrictions. Expenses are reported as decreases in unrestricted net assets. Gains and
losses on assets or liabilities are reported as increases or decrease in unrestricted net assets unless their
use is restricted by explicit donor stipulation or by law. Expirations of temporary restrictions on net
assets (i.e., the donor-stipulated purpose has been fulfilled and/or the stipulated time period has elapsed)
are reported as net assets released from restrictions.

HealthWays, Inc. and Affiliates have no permanently restricted net assets at June 30, 2012. HealthWays,
Inc.'s temporarily restricted net assets at June 30, 2012 were $11,893. The composition of the
temporarily restricted net assets for HealthWays, Inc. as of June 30, 2012 was $11,893 related for use in
the "Miracles Happen" program. Greenbrier Manor, Inc. and Brooke-Hancock Community Living, Inc.
do not have any temporarily restricted net assets as of June 30, 2012.

Income Taxes - The Organizations are not-for-profit organizations that are exempt from income taxes
under Section 501(c)(3) of the Internal Revenue Code. In addition, the Organizations qualify for the
charitable contribution deduction under Section 170(b)(1)(A) and has been classified as an Organization
that is not a private foundation under 509(a)(2). The Organization’s Federal Return of Organization
Exempt from Income Tax (Form 990) for the tax years 2008, 2009, and 2010 are subject to examination
by the IRS, generally for three years after they were filed. Accounting principles generally accepted in
the United States of America require management to evaluate tax positions taken by the Organization
and recognize a tax liability (or asset) if the Organization has taken an uncertain position that more
likely than not would not be sustained upon examination by the IRS. Management has analyzed the tax
positions taken by the Organization, and has concluded that as of June 30, 2012, there are no uncertain
positions taken or expected to be taken that would require recognition of a liability (or asset) or
disclosure in the financial statements.

Estimates - The preparation of consolidated financial statements in conformity with accounting
principles generally accepted in the United States of America requires management to make estimates
and assumptions that affect certain reported amounts and disclosures. Accordingly, actual results could
differ from those estimates.

10



HEALTHWAYS, INC. AND AFFILIATES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2012

Note 1 - Description of Organization and Significant Accounting Policies (continued):

Contributions - Contributions received are recorded as unrestricted, temporarily restricted, or
permanently restricted support depending on the existence and/or nature of any donor restrictions.

Unconditional promises to give are recognized as revenues, or gains, in the period received and as
assets, decrease of liabilities, or expenses depending on the form of the benefits received. Conditional
promises to give are recognized when the conditions on which they depend are substantially met.

Contribution and support that is restricted by the donor is reported as an increase in unrestricted net assets if
the restriction expires in the same reporting period in which the contribution or support is received.

Functional Classification of Activities - Expenses are charged to program and support services based on the
actual costs incurred. Management and general costs have been combined with program services when these
amounts are not separable. Additionally, those expenses which are not directly identifiable with any other
specific function but provide overall support and direction have been included as Management and General.

The classification of expenses by functional allocation is as follows:

HealthWays, Inc.
2012
Program Services $ 7,548,086
Management & General 1,662,298
5 9210384
Greenbrier Manor, Inc.
2012
Program Services b 37,451
Management & General 12,825
$ 50,276
Brooke-Hancock Community Living, Inc.
2012
Program Services $ 152,287
Management & General 10,804
31661
Consolidated
2012
Program Services $ 7,737,824
Management & General 1,685,927

$ 9,423,751

Cash and Cash Equivalents - For purposes of the consolidated statement of cash flows, HealthWays, Inc.
and Affiliates consider all investments with an original maturity date of three months or less to be cash
equivalents. Cash equivalents are stated at cost, which approximates market.
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HEALTHWAYS, INC. AND AFFILIATES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2012

iption of Oreganization and Significant Accounting Policies (continued):

Subsequent Events - Management has evaluated subsequent events through January 18, 2013, the date
the financial statements were available to be issued.

Note 2 — Retirement Plamn;

During the fiscal year ended June 30, 1981, HealthWays, Inc. adopted a Simplified Employee Pension
contribution agreement covering all full-time employees, age 21 and over with 18 months of service.
During the fiscal year ended June 30, 1996, HealthWays elected to include part-time employees. During
the fiscal year ended June 30, 2006, HealthWays adopted a 401k plan covering all eligible employees,
age 21 and over with no service requirements. The 401k plan has no company contributions.
HealthWays accrues an equivalent of 7% of eligible employees’ gross wages on a monthly basis. For
the fiscal year ended June 30, 2012, retirement plan expense related to the Simplified Employee Pension
plan amounted to $150,888 of which $11,528 was unpaid and included in accrued wages and benefits on
the balance sheet at June 30, 2012.

Note 3 — Investments:

Investments - Investments in marketable securities with readily determinable fair values and all
investments in debt securities are reported at their fair values in the Statement of Financial Position.
Unrealized gains and losses are included in the Statement of Activities and Changes in Net Assets.

At June 30, 2012 investments held were comprised of the following:

June 30, 2012 Cost Market
Cash and Cash Equivalents $ 20,551 % 20,551
Equity Securities 198,158 217,546
Mutual Funds-Equity 1,821,010 1,770,478
Real Estate 101,679 102,339
Total $ 2,141,398 § 2,110,914

Unrealized investment (gains) losses for the years ending June 30, 2012 amounted to$(2,829).

Investment in Joint Venture - During the year ended June 30, 1996, HealthWays, Inc. along with many
other mental health centers, jointly created First Choice Health Systems, Inc., a for profit corporation to
enable the centers to pool their influence to expand into statewide markets. The original investment was
$50,000 with an estimated value of $86,172 as of June 30, 2012.




HEALTHWAYS, INC. AND AFFILIATES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2012

Note 4 - Line-of-Credit:

HealthWays, Inc. has established a continuing line-of-credit with the Steel Workers Community Federal
Credit Union in the amount of $200,000. There was no outstanding balance on this credit line as of June
30, 2012. The line has a variable interest rate and requires said interest to be paid monthly. Accounts
receivable have been pledged as collateral.

Note S - Long-Term Debt

Greenbrier Manor, Inc. has a section 811 Capital Advance agreement with HUD in the amount of
$378,400. This agreement is secured by a mortgage deed on the property located at 229 Greenbrier
Road, Weirton, WV. As noted in the mortgage note dated July 30, 1998, the principal sum shall bear no
interest nor shall repayment be required so long as the housing remains available to eligible, low-income
persons with disabilities in accordance with Section 202 of the Housing Act of 1959, the Regulatory
Agreements and Regulations. If default be made by the Owner, the entire principal sum shall at once
become due and payable. Interest per annum at a rate equal to 6.75% shall be payable on demand with
respect to the payment of principal upon default.

Brooke-Hancock Community Living, Inc. had a mortgage payable to the U.S. Department of Housing
and Urban Development and later re-financed the mortgage payable through Progressive Bank. This
agreement is secured by a mortgage deed on the property located at 3025 Pleasant Avenue, Wellsburg
WYV 26070. The mortgage bears interest at a rate of 6.99% and matures in 2030. As of June 30, 2012,
the outstanding balance on this mortgage amounted to $810,135. The principal payments on mortgages
and notes payable due in the next five years and thereafter are as follows:

2013 $ 23,742
2014 25,455
2015 27,293
2016 29,263
2017 31,375
Thereafter 673.007

$ 810,135

Note 6 - Housing Assistance Payment Contract

To subsidize a portion of the tenants' monthly rental costs of the projects, Greenbrier Manor, Inc. has
entered into Housing Assistance Payment (HAP) contracts with HUD, which require certain restrictions
on operating policies, rental charges, and operating expenditures. Under the terms of the contracts, a
“contract rent" value is assigned to each unit based on results of a market comparability study of other
rental units in the regional area. The tenants' monthly rental cost is equal to 30 percent of their adjusted
monthly income. The balance of the contract rent is subsidized by HUD. Subsidized rental income was
$12,757 for the year ended June 30, 2012.

13



HEALTHWAYS, INC. AND AFFILIATES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2012

Note 6 - Housing Assistance Payment Contract (continued):

To subsidize a portion of the tenants' monthly rental costs of the projects, Brooke-Hancock Community
Living, Inc. has entered into Housing Assistance Payment (HAP) contracts with HUD, which require
certain restrictions on operating policies, rental charges, and operating expenditures. Under the terms of
the contracts, a "contract rent" value is assigned to each unit based on results of a market comparability
study of other rental units in the regional area. The tenants' monthly rental cost is equal to 30 percent of
their adjusted monthly income. The balance of the contract rent is subsidized by HUD. Subsidized rental
income was $99,916 for the year ended June 30, 2012.

Note 7 — Cash Balances in excess of FDIC and NCUA Insurance:

HealthWays, Inc. and Affiliates maintain accounts at local financial institutions. The Federal Deposit
Insurance Corporation (FDIC) and the National Credit Union Administration (NCUA) insures a
maximum of $250,000 per depositor. Differences do exist between financial institution and book
balances due to deposits-in-transit, outstanding checks and other reconciling items. The following
uninsured excess exists at June 30, 2012,

First Choice Tin Mill Hancock Co.
Credit Union WesBanco Credit Union Savings Bank Capital One
Balance as of June 30, 2012 $ 4441093 § 858215 § 154,180 $ 266,495 $ 174
Less: FDIC &NCUA Coverage (250,000 (250,000 {250,000) (250,000) (250,000)
Less: Additional Coverage (4,441,093) - - - -
Amount uninsured at June 30, 2012 $ 0- § 608215 § 0- 3 16,495 % -0-
Greenbrier Manor, Inc.
Hamncock Co.
United Bank Savings Bank
Balance as of June 30, 2012 $ 23,584 $ 10,952
Less: FDIC & NCUA Coverage (250,000) {250,000)
Less: Additional Coverage . e, B
Amount uninsured at June 30, 2012 § -0 s 0
Brooke-Hanceck Community Living, Inc.
Progressive Bank
Balance as of June 30, 2012 $ 88,041
Less: FDIC & NCUA Coverage (250,000)
Less: Additional Coverage -
Amount uninsured at June 30, 2012 $§ 0

The total uninsured excess as of June 30, 2012 was $624,710; management believes the credit risk associated
with these deposits is minimal.
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HEALTHWAYS, INC. AND AFFILIATES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2012

Note 8 - Fair Value Measurements

For assets and liabilities measured at fair value on a recurring basis during the period, Financial
Accounting Standards Board FASB ASC 820-10-50-1 through 50-3; 820-10-50-8, requires quantitative
disclosures about the fair value measurements separately for each major category of assets and

liabilities. For assets, that information is as follows for the year ended June 30, 2012:

Assets at Fair Value as of June 30, 2012

Significant
Other
Quoted Prices in  Observable Significant
Active Markets Inputs Unobservable Inputs
(Level 1) (Level 2) (Level 3)
Cash and cash equivalents: $ 2055100 $ - $ -
Equity Securities:
Healthcare 27,729.00 - 5
Financial 29,699.00 5 %
Technology 51,762.00 - :
Services 38,742.00 - -
Basic Materials 30,792.00 - -
Consumer Goods 22,768.00 - -
Utilities 3,429.00 - .
Industrial Goods 7,339.00 = -
Conglomerates 5,287.00 - -
Equity Mutual Funds:
Mid-cap growth 31,369.00 - -
Diversified Emerging Markets 39.930.00 - -
Emerging Markets 40,923.00 - -
Large Blend 48,064.00 - -
Intermediate Term 411,315.00 - &
High Yield 65,838.00 - s
Foreign Large Value 90,758.00 - g
Small Growth 23,642.00 - -
Real 37,341.00 - -
Moderate Allocation 981,297.00 - -
Real Estate Investment Trust - 102,339.00 -
Total investments $2,008,575.00 § 102,339.00 § -
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HEALTHWAYS, INC. AND AFFILIATES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2012

Note 9 - HUD Restricted Deposits

Under the terms of the Regulatory and Loan Agreements, Greenbrier Manor, Inc. and Brooke-Hancock
Community Living, Inc. are required to maintain certain deposit accounts to be held for specified
purposes. Greenbrier Manor, Inc. and Brooke-Hancock Community Living, Inc. are required to make
monthly deposits to a replacement reserve account for the future repair and replacement of property and
equipment. Additionally, any surplus cash existing at year-end is required to be deposited into a residual
receipts account, Withdrawals from the replacement reserve and residual receipts accounts are subject to
approval by HUD. Balances in restricted funds as of June 30, 2012 were as follows:

Greenbrier Manor, Inc, Balance

Replacement Reserve $ 22,464
Residual Receipts 4,833
Tenant Security Deposits 2,067
Brooke-Hancock Community Living , Inc. Balance

Replacement Reserve $ 46,926
Tenant Security Deposits 5,088

Note 10 - Rent Increases

Under the regulatory agreement, Greenbrier Manor, Inc. and Brooke-Hancock Community Living, Inc.
may not increase rents charged to tenants without HUD approval.

Note 11 - Related Party Transactions

HealthWays, Inc., which has majority control of the board of directors of both Greenbrier Manor, Inc.
and Brooke-Hancock Community Living, Inc., is the management agent of the Projects. During the year
ended June 30, 2012, Greenbrier Manor, Inc. paid $10,259 in management and bookkeeping fees and
$1,891 in other reimbursements to HealthWays, Inc. There are no amounts payable to or receivable
from Greenbrier Manor, Inc. as of June 30, 2012. Brooke-Hancock Community Living, Inc. paid $5,676
in management fees and $4,703 in other reimbursements to HealthWays, Inc. There were no receivables
from or amounts payable to related parties as of June 30, 2012. There is an amount payable to
HealthWays, Inc in regards to management fees of $1,039 as of June 30, 2012.

Note 12 — Legal Proceedings

HealthWays and Affiliates are involved in legal actions in the ordinary course of business. Although the
outcome of any litigation cannot be predicted with certainty, management believes that any unfavorable
settlements or decisions will either be covered by insurance or not materially affect HealthWays and
Affiliates financial position or results of operation.
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INDEPENDENT AUDITOR’S REPORT ON ADDITIONAL INFORMATION

To the Board of Directors of
HealthWays, Inc & Affiliates

We have audited the consolidated financial statements of HealthWays, Inc. & Affiliates as of and for the
year ended June 30, 2012, and have issued our report thereon dated January 18, 2013, which expressed
an unqualified opinion on those financial statements, which appears on page 1. Our audit was performed
for the purpose of forming an opinion on the consolidated financial statements as a whole. The
statements of financial position, statements of activities and changes in net assets, and statements of cash
flows for HealthWays, Inc. for the years ended June 30, 2012 and 2011 (shown on pages 18-20) the
schedule of property and equipment purchases with BHHF administered funding (shown on pages 21-
22) and the schedule of expenditures of federal and state awards (shown on pages 23-24) are presented
for purposes of additional analysis and is not a required part of the basic consolidated financial
statements. The statement of financial position, statement of activities and changes in net assets (deficit),
statement of cash flows for Greenbrier Manor, Inc. for the year ended June 30, 2012 and supplemental
data required by HUD (shown on pages 25-30), are also presented for the purpose of additional analysis
and is not a required part of the consolidated financial statements. The statement of financial position,
statement of activities and changes in net assets (deficit), statement of cash flows for Brooke — Hancock
Community Living, Inc. for the year ended June 30, 2012, and supplemental data required by HUD
(shown on pages 31-36), are also presented for the purposes of additional analysis and is not a required
part of the consolidated financial statements.

Such information is the responsibility of management and was derived from and relates directly to the
underlying accounting and other records used to prepare the consolidated financial statements. The
information has been subjected to the auditing procedures applied in the audit of the consolidated
financial statements and certain additional procedures, including comparing and reconciling such
information directly to the underlying accounting and other records used to prepare the consolidated
financial statements or to the consolidated financial statements themselves, and other additional
procedures in accordance with auditing standards generally accepted in the United States of America. In
our opinion, the consolidating information is fairly stated in all material respects in relation to the
consolidated financial statements as a whole.

Seachrist, Kennon of, Marling, A.C.

Seachrist, Kennon, & Marling, A.C.
Wheeling, West Virginia
Janvary 18, 2013
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HEALTHWAYS, INC.

STATEMENTS OF FINANCIAL POSITION

ASSETS:

Current assets:

Cash and cash equivalents

Client receivables, net

Contract receivables

Deposits and prepaid assets
Total current assets

Plant, property and equipment:
Land

Buildings

Equipment

Furniture and fixtures
Vehicles

Construction in process

Less accumulated depreciation
Property and equipment, net

Other assets, at cost:

Investments

Investment in joint venture
Total other assets

Total assets

LIABILITIES & NET ASSETS:
Current liabilities:
Accounts payable
Provider tax payable
Accrued wages and benefits
Reserve for third party settlements
Deferred income

Total current liabilities

Total liabilities
Net assets:
Unrestricted net assets
Temporarily restricted net assets

Total net assets

Total liabilities and net assets

JUNE 30, 2012 AND 2011
2012 2011
$ 5649819 $ 4723191
1,563,924 755,452
421,625 326,732
103,384 147,734
7,738,752 3,953,109
49,184 49,184
3,140,271 3,134,863
922,698 832,502
87,912 83,672
907,986 898,515
= 88,015
5,108,051 5,086,751
(3,410,660) (3,224,613)
1,697,391 1,862,138
2,110,914 1,311,924
86,172 86,172
2,197,086 1,398,096
$ 11,633,229 $ 9,213,343
$ 591,079 $ 474,614
38,019 27,900
341,072 377,652
= (1,500)
107,062 139,604
1,077,232 1,018,270
1,077,232 1,018,270
10,544,104 8,152,361
11,893 42,712
10,555,997 8,195,073
$ 11,633,229 $ 9,213,343




HEALTHWAYS, INC.
STATEMENTS OF ACTIVITIES AND CHANGES IN NET ASSETS
FOR THE YEARS ENDED JUNE 30, 2012 AND 2011

212 ou

UNRESTRICTED NET ASSETS:
Support and Revenues
Net client service revenue 8 9,143,833 §  7,344336
West Virginia Department of Health

and Human Resources funding 2,088,711 2,175,926
Other support 251,826 210,999
Workshops and rentals 13,757 13,108
Investment income (loss) 104,077 173,797
Management fee revenue 14,046 18,793
Other revenue 21,537 29,676

Total support and revenues 11,637,787 9,966,635

Net assets released from restrictions 30,819 -
Total support, revenues and reclassifications 11,668,606 9,966,635

Operating Expenses

Salaries and wages 3,182,625 3,326,641
Employee benefits 1,048,444 1,109,059
Contracted services 3,357,906 3,114,871
Supplies 175,718 218,066
Transportation 251,463 229,311
Utilities and telephone 140,106 139,300
Building and equipment maintenance 164,668 162,964
Depreciation 206,699 198,319
Bad debt 87,118 33,552
Insurance 99,216 113,297
Provider tax 422,552 328,566
Investment fees 16,092 7,132
Other 57,777 112,497
Total expenses 9,210,384 9,193,575
Other Income/Expenses
Gain (Loss) on Disposition (66,479) 28,626
Total other income/expenses (66,479) 28,626
Increase (decrease) in unrestricted net assets 2,391,743 801,686

TEMPORARILY RESTRICTED NET ASSETS:
Support and Revenues

Net assets released from restrictions (30.819) -
Increase (decrease) in temporarily restricted net assets (30.819) -
Increase (decrease) in net assets 2,360,924 801,686
Net assets, beginning of year 8,195,073 7,393,387

Net assets, end of year $ 10,555,997 $ 8195073
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HEALTHWAYS, INC.
STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED JUNE 30, 2012 AND 2011

2012 2011
Cash Flows from Operating and Non-Operating
Revenue Activities:
Increase (decrease) in net assets $ 2360924 $ 801,686
Adjustments to reconcile increase (decrease) in net assets (o net
cash provided (used) by operating and non-operating activities:
Depreciation 206,699 198,319
Loss on (disposals) of property and equipment 66,479 -
Realized and unrealized (gain) loss on investments (2,829) (104.598)
Realized (gain) loss on sale of assets - (28,626)
Change in assets and liabilities:
(Increase) decrease in receivables (903,364) 278,144
(Increase) decrease in deposits and prepaid expenses 44,350 (67,382)
Increase (decrease) in accounts payable 116,465 (56,163)
Increase (decrease) in provider tax 10,119 7,810
Increase (decrease) in accrued wages and benefits (36,581) 25,558
Increase (decrease) in other liabilities 1,500 -
Increase (decrease) in deferred income (32,541) 12,151
Net cash provided (used) by operating activities 1,831,221 1,066,899
Cash Flows from Investing Activities
(Purchases) of property and equipment (108,441) (187,596)
(Purchases) of investments (1,195,450) (995,243)
Sale of investments 399,298 382,988
Proceeds from sale of assets - 28,626
Net cash provided (used) in investing activities (904,593) (771,225)
Net increase (decrease) in cash 926,628 295,674
Cash at beginning of the year 4,723,191 4,427,517
Cash at end of the year $ 5649819 5 4,723,191
Supplemental disclosure for cash flow information:
Cash paid during the period for:
Interest expense $ - 3 -
Income taxes $ - $ =
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HEALTHWAYS, INC.
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE YEAR ENDED JUNE 30, 2012

Current

Federal Grantor/ Account Federal Revenue
Program Title Number CFDA # Eamed Expenditures
SA Services 8793-2012-2884-096-128 93.959 5 240,019 3 240,019
SA Adolescent Services 8793-2012-2892-096-128 93.959 18,852 18,852
SA Residential Services 8793-2012-2891-096-128 93.959 84,474 84.474
DIG 8723-2012-2849-096-128 93.243 9,500 9.500

$ 352,845 $ 352,845

The accompanying schedule of expenditures of federal awards includes the federal grant activity of Healthways Inc. under
programs of the federal government for the year ended June 30, 2012. Because the schedule presents only a selected portion
of the operations of HealthWays, Inc., it is not intended to and does not present the financial position, changes in net assels
or cash flows of HealthWays. Inc.

Expenditures reported on the Schedule are reported on the accrual basis of accounting.

The accompanying notes are an integra) part of these financial statements.
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HEALTHWAYS, INC.
SCHEDULE OF EXPENDITURES OF STATE AWARDS
FOR THE YEAR ENDED JUNE 30, 2012

Current
Federal Grantor/ Account Federal Revenue
Program Title Numbers CFDA # Earned Expenditures

Uncompensated Care 0525-2012-3065-219-252 N/A h) 168,206 $ 168,206
Support Services 0525-2012-3041-219-252 N/A 142,204 142,204
Case Management 0525-2012-2851-219-252 N/A 295,159 295,159
Family Support Services 0525-2012-2870-221-252 N/A 65,609 65,609
Client Core Services 0525-2012-2870-219-252 N/A 68,769 68,769
Community Support Improvement 0525-2012-3702-219-252 N/A 104,565 104.565
SA Adult Qutpatient 0525-2012-2884-219-252 N/A 56,526 56.526
SA Adult Residential Treatment 0525-2012-2891-219-252 N/A 520,000 520.000
SA Adolescent Outpatient 0525-2012-2892-219-252 N/A 98.678 98.678
Care Coordinators Improvement 0525-2012-3701-219-252 N/A 62,858 62,858
Co - Occurring 0525-2010-3701-219-252 N/A 4.044 4,044

$  1.586.618 § 1,586,618

The accompanying schedule of expenditures of federal awards includes the federal grant activity of Healthways Inc. under
programs of the federal government for the year ended June 30, 2012. Because the schedule presents only a selected portion of
the operations of HealthWays, Inc., it is not intended 1o and does not present the financial position, changes in net assets or
cash flows of HealthWays Inc.

Expenditures reported on the Schedule are teported on the accrual basis of accounting

The accompanying notes are an integral part of these financial statements.
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GREENBRIER MANOR, INC.
HUD PROJECT NO. 045-HD015-CA
STATEMENT OF FINANCIAL POSITION

ASSETS:

Current Assets:

Cash

Prepaid insurance
Total current assets

Deposits Held in Trust - Funded:

Tenant security deposits

Restricted Deposits and Funded Reserves:

Reserve for replacements
Residual reserve
Total restricted deposits

Property and Equipment:
Land
Building and improvements
Furniture and fixtures
Total property and equipment
Less - accumulated depreciation
Net property and equipment

Total assets

JUNE 30, 2012

LIABILITIES AND NET ASSETS (DEFICIT)

Current Liabilities:
Accounts payable
Total current liabilities

Deposit and Prepayment Liabilities:
Tenant security deposits

Long-Term Liabilities:
Mortgage payable

Total liabilities

Net Assets:
Unrestricted net assets (deficit)

Total liabilities and net assets {deficit)

$

2012

4,373
715
5,088

2,067

22,464
4,833
27,297

30,000
468,605
20,409
519,014
(169,355)

349,659

$ 384,111
3 6,665
6,665

1,713
378,400

386,778

(2,667)

384,111



GREENBRIER MANOR, INC.
HUD PROJECT NQO. 045-HD015-CA

STATEMENT OF ACTIVITIES AND CHANGES IN NET ASSETS (DEFICIT)

FOR THE YEAR ENDED JUNE 30, 2012

REVENUES:
Rental income
Tenant assistance payments
Investment income - residual receipts
Investment income - replacement reserve
Investment income - other
Tenant charges
Other income
Total revenues

EXPENSES:

Office expense

Management fee

Bookkeeping expense

Miscellaneous administrative expenses
Total administrative expenses

Electric
Water
Gas
Total utilities

Supplies
Contracts
Garbage and Trash Removal
Snow Removal
Total operating & maintenance expenses
Property Insurance
Dishonesty bond insurance
Total taxes & insurance
Total expenses before depreciation
Increase (decrease) in net assets before depreciation
Depreciation
Increase (decrease) in net assets

Net assets (deficit), beginning of year

Net assets (deficit), end of year

26

2012

$ 29,827
12,757

4

72

2

1,452

228

44,342

1,168
3,936
8,551
2,946
16,601

3,427
3,010
1,996
8,433

3,103
4,822
926
740
9,591

3.204
338
3.542

38,167

6,175

12,109

(5,934)

3,267

$ (2,667)



GREENBRIER MANOR, INC.
HUD PROJECT NO. 045-HD015-CA
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED JUNE 30, 2012

Cash Flows from Operating Activities
Rental receipts
Interest receipts
Other operating receipts
Total recipts

Administrative

Management fee

Utilities

Operating and maintenance

Property insurance

Tenant security deposits
Total Disbursements

Net cash provided (used) by operating activities

Cash Flows from Investing Activities

Net (deposits to) withdrawls from reserve for replacement account
Net (deposits to) withdrawls from other reserves
(Purchases) of fixed assets

Net cash provided (used) by investing activities

Net increase (decrease) in cash
Cash at beginning of the year

Cash at end of the year

Cash Flows from Operating Activities

Increase (decrease) in net assets

Adjustments to reconcile increase (decrease) in net assets
to net cash provided (used) by operating activities:

Depreciation expense

(Increase) decrease in prepaid expenses

(Increase) decrease in tenant security deposit account

Increase (decrease) in accounts payable

Total adjustments

Net cash provided (used) by operating activities

$

$

2012

42,584
78
1,680
44,342

(12,749)
(3,936)
(8,433)
(9,077)
(3,456)

2)

(37.653)

6,689

(2,472)
6,866
(6,870)

(2,476)

4,213
160

4,373

(5,934)

12,109
86

(2)
430
12,623

6,689



GREENBRIER MANOR, INC.
HUD PROJECT NO. 045-HD015-CA
SUPPLEMENTARY DATA REQUIRED BY HUD
FOR THE YEAR ENDED JUNE 30, 2012

ACCOUNTS AND NOTES RECEIVABLE (OTHER THAN FROM TENANTS):
There are no accounts or notes receivable as of June 30, 2012

DELINQUENT TENANT ACCOUNTS RECEIVABLE:

There are no significant deliquent tenant accounts receivable as of June 30, 2012,

TENANT SECURITY DEPOSITS:

Tenant security deposits are held in a separate bank account in the name of the project. The security cash
account balance as of June 30, 2012 is $2,067. Interest from funds held in the security deposit account
is allocated to tenant security deposits. There is no unfunded liability as of June 30, 2012.

SCHEDULE QF RESERVE FOR REPLACEMENTS:

Beginning balance - July 1, 2011 b 19,992
Monthly deposits 2,400
Interest earned 72
Authorized withdrawals 2
Ending balance, June 30, 2012 ) 22,464

SCHEDULE QF RESIDUAL RECEIPTS:

Beginning balance - July 1, 2011 $ 11,699
Interest income 4
Authorized withdrawals (6,870)
Ending balance, June 30, 2012 3 4,833

ACCOUNTS PAYABLE (OTHER THAN TRADE CREDITORS):
There are no accounts payable for amounts other than creditors as of June 30, 2012.

ACCRUED TAXES:
There are no accrued taxes payable as of June 30, 2012.

COMPENSATION OF QWNERS:

There was no compensation paid to the owners during the period ended June 30, 2012.

SCHEDULE OF UNAUTHORIZED DISTRIBUTIONS OF PROJIECT INCOME:

There was no unauthorized distribution of project income during the period ended June 30, 2012.

SCHEDULE OF NOTES PAYABLE (OTHER THAN MORTGAGES):
There were no notes payable other than mortgages as of June 30, 2012.

CHANGES IN OWNERSHIP:
There were no changes in ownership during the period ended June 30, 2012.



GREENBRIER MANOR, INC.
HUD PROJECT NO. 045-HD015-CA
SUPPLEMENTARY DATA REQUIRED BY HUD
FOR THE YEAR ENDED JUNE 30, 2012

SCHEDULE OF FUNDS IN FINANCIAL INSTITUTIONS:
Funds in financial institutions as of June 30, 2012 consist of the following:

Funds held by United National Bank - regular operating account

Funds held by United National Bank - tenant security deposits

Funds held by United National Bank - reserve fund for replacements

Funds held by United National Bank - residual receipts

Funds held by Hancock County Savings Bank - residual receipts

Funds held by Hancock County Savings Bank - reserve fund for replacements
Total funds in financial instittions

$

$

COMPUTATION OF SURPLUS CASH, DISTRIBUTIONS, AND RESIDUAL RECEIPTS

Cash:
Cash on hand and in banks
Total cash

Current Obligations:
Accounts payable - 30 days
Accrued expenses payable
Tenant security deposit liability
Total current obligations

Surplus cash (deficiency) at June 30, 2012

Deposit due residual receipts

29

$

3

5,186
2,067
11,498
4,833
10,952
34,536

6,440
6,440

2,265
4,400
1,713
8,378

{1.938)



GREENBRIER MANOR, INC.
HUD PROJECT NO. 045-HD015-CA
SUPPLEMENTARY DATA REQUIRED BY HUD
FOR THE YEAR ENDED JUNE 30, 2012

CHANGES IN FIXED ASSET ACCOUNTS:

Assets

Balance Balance
06/30/11 Additions Disposals 06/30/12

Land $§ 30000 § - § - $ 30,000
Building and improvements 461,735 6,870 - 468,605
Furniture and fixtures 20,409 - - 20,409

Total $ 512,144 $ 6870 3 = $ 519,014
Accumulated Depreciation 157,246 12,109 - 169,355
Book Value $ 354898 § (5239 § - $§ 349,659
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BROOKE-HANCOCK COMMUNITY LIVING, INC.
HUD PROJECT NO. 045-EH086
STATEMENT OF FINANCIAL POSITION

JUNE 30, 2012
2012
ASSETS:
Current Assets:
Cash $ 35,540
Prepaid insurance 1,060
Total current assets 36,600
Deposits Held in Trust - Funded:
Tenant security deposits 5.088
Restricted Deposits and Funded Reserves:
Reserve for replacements 46,926
Total restricted deposits 46,926
Propent Equipment:
Land 32,783
Building and improvements 961,181
Building equipment 36,043
Furnishings 42,616
Total property and equipment 1,072,623
Less - accumulated depreciation (711,339)
Net property and equipment 361,284
Other Assets:
Deferred financing costs 6,127
Total other assets 6,127
Total assets $ 456,025
LIABILITIES AND NET ASSETS (DEFICIT):
Current Liabilities:
Accounts payable i) 13,343
Accrued interest payable 4,654
Mortgage payable - current portion 23,742
Total current liabilities 41,739
Deposit and Prepayment Liabilities:
Tenant security deposits 3,821
Long-Term Liabilities:
Morigage payable 786,393
Total liabilities 831,953
Net Assets:
Unrestricted net assets (deficit) (375,928)
Total liabilities and net assets (deficit) $ 456,025
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BROOKE-HANCOCK COMMUNITY LIVING, INC.
HUD PROJECT NO. 045-EH086

STATEMENT OF ACTIVITIES AND CHANGES IN NET ASSETS (DEFICIT)

FOR THE YEAR ENDED JUNE 3¢, 2012

REVENUES:
Rental income
Tenant assistance payments
Financial revenue-project operations
Investment income - replacement reserve
Laundry and vending revenue
Other income
Total revenues

EXPENSES:

Office expense

Management fees

Auditing expense

Bookkeeping fees

Miscellaneous administrative expenses
Total administrative expenses

Electric
Water
Gas
Total utilities

Supplies

Contracts

Garbage and trash removal

Heating/cooling repairs and maintenance
Total operating and maintenance

Property insurance

Miscellaneous taxes, licenses, permits and insurance
Total taxes and insurance

Interest-morigage
Total expenses before depreciation

Increase (decrease) in net assets before depreciation

Depreciation
Amortization Expense

Increase (decrease) in net assets
Net assets (deficit), beginning of year

Net assets (deficit), end of year

32

2012

3 65,514

99,916
45

328
2,282
3,760
171,845

516
6,715
2,050
2,040
3,162

14,483

9,697
8,685
1,873
20,255

17,760
9,367
1,887
1,399

30,413

3,922
174
4,096

57,507
126,754

45,091

35,889
448

8,754

(384,682)

3 {375,928)



BROOKE-HANCOCK COMMUNITY LIVING, INC.
HUD PROJECT NO. 045-EH086
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDING JUNE 30, 2012

2012

Cash Flows from Operating Activities

Rental receipts

Interest receipts

Other operating receipts
Total receipts

Adminisirative

Management fee

Utilities

Operating and maintenance

Property insurance

Tenant security deposits

Interest on first mortgage
Total disbursements

Net cash provided (used) by operating activities

165,430
373
6,042

171,845

(5.771)
(6,715)
(18,258)
(28,417)
(5,156}
160
(57,633)

(121,790

50,055

Cash Flows from Investing Activites

Net (deposits to) withdrawals from the reserve for replacement account

Purchase of fixed assets

Net cash provided (used) by investing activities

(11,492)
(7,861

(19.353)

Cash Flows from Financing Activities

Principal payments on first mortgage
Net cash provided (used) by financing activities

Net increase (decrease) in cash

Cash at beginning of the year

Cash at end of the year

(21,943)

(21,943)

8,759

26,781

35.540

Cash Flows from Operating Activities

Increase (decrease) in net assets 3
Adjustments to reconcile increase (decrease) in net assets
to net cash provided (used) by operating activities:
Depreciation and amortization expense
(Increase) decrease in accounts receivable
(Increase) decrease in prepaid expenses
(Increase) decrease in tenant security deposit account
Increase (decrease) in accounts payable
Increase (decrease) in accrued interest payable

Increase (decrease) in tenant security deposits held in trust

Total adjustments

Net cash provided (used) by operating activities ¥

8,754

36,337

(1,060)

(13)
5,990

(126)
173

41,301

50,055
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BROOKE-HANCOCK COMMUNITY LIVING, INC.
HUD PROJECT NO. 045-EH086
SUPPLEMENTARY DATA REQUIRED BY HUD
FOR THE YEAR ENDED JUNE 30, 2012

ACCOUNTS AND NOTES RECEIVABLE (OTHER THAN FROM TENANTS):
There are no accounts or notes receivable as of June 30, 2012

DELINQUENT TENANT ACCOUNTS RECEIVABLE:
There are no significant deliquent tenant accounts receivable as of June 30, 2012.

TENANT SECURITY DEPOSITS:

Tenant security deposits are held in a separate bank account in the name of the project. The security
account balance as of June 30, 2012 is $5,088. Interest from funds held in the security deposit account
is allocated to tenant security deposits. There is no unfunded liability as of June 30, 2012.

SCHEDULE OF RESERVE FOR REPLACEMENTS:

Beginning balance - July 1, 2011 $ 35,434
Monthly deposits 11,165
Interest earned 327
Authorized withdrawals -
Ending balance, June 30, 2012 $ 46,926

SCHEDULE OF RESIDUAL RECEIPTS:

Beginning balance - July 1, 2011 $ ¥
Interest income -
Authorized withdrawals -
Ending balance, June 30, 2012 $ -

ACCOUNTS PAYABLE (OTHER THAN TRADE CREDITORS):
There is a related party payable to Healthways in regard to management fees of $1,039 at June 30, 2012.
All other accounts payable are for amounts to creditors.

ACCRUED TAXES:
There are no accrued taxes payable as of June 30, 2012.

COMPENSATION OF OWNERS:
There was no compensation paid to the owners during the period ended June 30, 2012.

SCHEDULE OF UNAUTHORIZED DISTRIBUTIONS OF PROJECT INCOME:

There was no unauthorized distribution of project income during the period ended June 30, 2012,

SCHEDULE OF NOTES PAYABLE (OTHER THAN MORTGAGES);
There were no notes payable other than mortgages as of June 30, 2012.

CHANGES IN OWNERSHIP:
There were no changes in ownership during the period ended June 30, 2012.
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BROOKE-HANCOCK COMMUNITY LIVING, INC.
HUD PROJECT NO. 045-EH086
SUPPLEMENTARY DATA REQUIRED BY HUD
FOR THE YEAR ENDED JUNE 30, 2012

SCHEDULE OF FUNDS IN FINANCIAL INSTITUTIONS:
Funds in financial institutions as of June 30, 2012 consist of the following:

Funds held by WesBanco Bank - regular operating account 3 4
Funds held by Progressive Bank - regular operating account 36,019
Funds held by Progressive Bank - reserve fund for replacements 46,926
Funds held by Progressive Bank- tenant security deposits 5,088
Total funds in financial institutions 3 88,037

COMPUTATION OF SURPLUS CASH., DISTRIBUTIONS, AND RESIDUAL RECEIPTS
Cash:

Cash on hand and in banks 3 40,628
Total cash 40,628

Current Obligations:

Accounts payable - 30 days (13,343)
Accrued expenses payable (4,654)
Tenant security deposit liability (3,821)
Total current obligations (21,818)
Surplus cash (deficiency) at June 30, 2012 $ 18,810
s
Deposit due residual receipts $ 18,810
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BROOKE-HANCOCK COMMUNITY LIVING, INC.
HUD PROJECT NO. 045-EH086
SUPPLEMENTARY DATA REQUIRED BY HUD
FOR THE YEAR ENDED JUNE 30, 2012

CHANGES IN FIXED ASSET ACCOUNTS:

Assets

Balance Balance

06/30/11 Additions Disposals 06/30/12
Land $ 32,783 $ - % - h) 32,783
Building and improvements 961,181 - 961,181
Building equipment 30,806 5,237 36,043
Furniture and fixtures 39,991 2,625 - 42,616
Total 1,064,761 7,862 - 1,072,623
Accumulated Depreciation 675,450 35,889 - 711,339
Book Value $ 389,311 $ 28027y % - $ 361,284
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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

Board of Directors
HealthWays, Inc. & Affiliates
Weirton, West Virginia

We have audited the consolidated financial statements of HealthWays, Inc. & Affiliates (nonprofit
organizations) as of and for the year ended June 30, 2012, and have issued our report thereon dated
January 18, 2013. We conducted our andit in accordance with auditing standards generally accepted in
the United States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

Management of HealthWays, Inc. & Affiliates is responsible for establishing and maintaining effective
internal control over financial reporting. In planning and performing our audit, we considered
HealthWays, Inc. & Affiliates’ 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 HealthWays, Inc. & Affiliates’ internal control
over financial reporting. Accordingly, we do not express an opinion on the effectiveness of the
Organization’s internal control over financial reporting.

Our consideration of internal control over financial reporting was for the limited purpose described in
the preceding paragraph and was not designed to identify all deficiencies in internal control over
financial reporting that might be significant deficiencies or material weaknesses and therefore, there can
be no assurance that all deficiencies, significant deficiencies, or material weaknesses have been
identified. However, as described in the accompanying schedule of findings and responses, we identified
certain deficiencies in internal control over financial reporting that we consider to be material
weaknesses.

3



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 a
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. We consider the deficiencies described in the accompanying schedule of findings and
responses to be material weaknesses. See Findings 12-1 through 12-6.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether ABC Organization’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 one instance of noncompliance or other matters that is
required to be reported under Government Auditing. See Finding 12-7

HealthWays, Inc. & Affiliates’ responses to the findings identified in our audit are described in the
accompanying schedule of findings and responses. We did not audit HealthWays, Inc. & Affiliates’
response and, accordingly, we express no opinion on it

This report is intended solely for the information and use of management, the Board of Directors, others
within the entity, and federal awarding agencies and pass-through entities and is not intended to be and
should not be used by anyone other than these specified parties.

Seachrist, Kennon &l Marling, A.C.

Seachrist, Kennon, & Marling, A.C.
Wheeling, West Virginia
January 18, 2013
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HEALTHWAYS, INC. AND AFFILIATES
SCHEDULE OF FINDINGS AND RESPONSES
FOR THE YEAR ENDED JUNE 30, 2012

Finding 12-1: Material Weakness - HealthWays, Inc. and Brooke-Hancock Community Living, Inc.

Financial Statement Preparation — Financial Statement Finding:

Condition: The Organization currently requires assistance from the auditors to prepare its financial
statements, complete with required footnote disclosures, in conformity with U.S. generally accepted
accounting principles (GAAP).

Criteria: Effective internal control over financial reporting requires that the Organization prepare its
own financial statements and related footnotes or designate an employee with the knowledge to
oversee the preparation of, and identify material misstatements in, the financial statements prepared
by the auditor.

Effect: A likelihood exists that the Organization may issue financial statements and related
footnotes that contain a misstatement that will not be prevented or detected by the Organization’s
internal control.

Recommendation: We recommend that the Organization designate an employee with the
knowledge to oversee the preparation of, and review for material misstatements, the financial
statements and related footnotes as prepared by the auditor. Additionally we recommend that
management should assess the adequacy of the design of its policies and procedures related to the
reconciliation of the general ledger accounts.

Response: Both the CFO and CEO review the financial statements and related footnotes presented
by the Auditor. Healthways does reconcile the general ledger however last year a group of accounts
were not reconciled because of the demands of changing accounting software and the state of West
Virginia making major changes in the Waiver and Charity Care Programs.

Finding 12-2: Material Weakness — HealthWays, Inc. and Brooke-Hancock Community Living, Inc.

General Ledger Reconciliation — Financial Statement Finding:

Condition: Subsidiary ledgers and records supporting accounts are not being reconciled to the
general ledger and certain account classifications are not being properly reflected.

Criteria: Effective internal control over financial reporting requires that the Organization reconcile
subsidiary ledgers and records supporting accounts to the general ledger.

Effect: A likelihood exists that the Organization may issue financial statements that contain a
misstatement that will not be prevented or detected by the organization’s internal control.

Recommendation: We recommend that the Organization perform routine reconciliations of all

general ledger accounts.
39



HEALTHWAYS, INC. AND AFFILIATES
SCHEDULE OF FINDINGS AND RESPONSES
FOR THE YEAR ENDED JUNE 30, 2012

Response: Management realizes the need to reconcile general ledger accounts and to present
financial statements to the Board of Directors that are free of misstaternents. Most all accounts
were reconciled but a group of accounts were missed and the CFO did not notice that a group of
accounts was not reconciled during his review. However we had major changes in our business
that required administrative and accounting staff,

Most of the new accounting software, Great Plains, became operational 07/01/11. The fixed
assets program became operational in August 2011. We had to create allocation tables,
spreadsheets and reports as we became familiar with the software.

The new Waiver manual went into effect 10/01/2011 and created a number of problems. Waiver
changed and added service codes after 10/01/2011. Instead of converting all clients to the new
waiver, the state decided to convert the clients at their annual meeting, or at critical junctures or
at the client request. This left us dealing with old and new budgets throughout the year creating
problems in billing.

Healthways kick off for electronic medicals records was October 2011. We spent countless hours
preparing spreadsheets and entering information on employees, payees, service activity codes
rate schedules etc., in preparation for have EMR with Qualifacts up and running by 07/01/2012.

Charity Care funding went from a grant to fee for service on 01/01/2012. Billing codes and rates
needed checked and added, and files needed checked for documentation. Business processes for
billing needed developed and put in place. Many problems occurred in billing and a number of
telephone meeting were held between the state and the Behavioral Health Centers. Problems are
still present and the state continues to have meetings on charity care.

The state changed the federal reporting forms and requires this information on all clients
effective 07/01/2012. Only substance abuse clients needed a federal reporting form before July.
Staff needed trained on this form and all staff needed trained on the changes. Healthways
received a grant from DHHR for $9,500.00 to help with the costs of implementing the changes.

The electronic format for billing Medicaid, Medicare, Mt. State Blue Cross and Blue Shield, and
the other insurances changed 07/01/2012. Accounting staff had to keep resubmitting billings
until our systems person finally corrected all the problem in September 2012,

Finding 12-3: Material Weakness — HealthWays, Inc.

Financial Statement Preparation — Financial Statement Finding:

Condition: Certain material adjustments were required to be made to the accounting records
including adjustments to assist in converting the accounting records from the cash basis to the
accrual basis so the financial statements could be prepared in conformity with U.S. generally
accepted accounting principles.
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HEALTHWAYS, INC. AND AFFILIATES
SCHEDULE OF FINDINGS AND RESPONSES
FOR THE YEAR ENDED JUNE 30, 2012

Criteria: Effective internal control over financial reporting requires that the Organization prepare its
own financial statements and related footnotes or designate an employee with the knowledge to
oversee the preparation of, and identify material misstatements in, the financial statements prepared
by the auditor.

Effect: A likelihood exists that the Organization may issue financial statements and related
footnotes that contain a misstatement that will not be prevented or detected by the Organization’s
internal controls.

Recommendation: We recommend that the Organization designate an employee with the
knowledge to oversee the preparation of, and review for material misstatements, the financial
statements and related footnotes as prepared by the auditor.

Response: Both the CFO and CEO review the financial statements and related footnotes presented
by the Auditor. Both are aware that HealthWays uses the accrual method of accounting, which
require all transactions to be recorded in the period in which they incur and not the period in which
the money is received or paid.

Finding 12-4: Material Weakness — HealthWays, Inc.

Financial Statement Preparation — Financial Statement Finding:

Condition: We believe that a material weakness in internal control over financial reporting exists in
the Organization's financial statement closing process for preparing its year-end financial
statements, including (a) ineffective controls to ensure timely review of all account reconciliations
and significant financial statement accounts, and (b} ineffective controls over the review of the
year-end financial statements,

Criteria:  Effective internal controls over financial reporting requires the Organization to have
effective controls to ensure review of all account reconciliations and related financial statements.

Effect: A likelihood exists that the Organization may issue financial statements that contain a
material misstatement that will not be prevented or detected by the Organization’s internal controls.

Recommendation: We recommend that the Organization develop adequate internal controls over
financial reporting and the financia) statement closing process.

Response: Healthways does have procedures in place and the CFO does know it is his responsibility
to review all account reconciliations.
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HEALTHWAYS, INC. AND AFF ILTATES
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Finding 12-5: Materia Weakness — HealthWays, Inc.

Financial Statement Preparation - Control Environment

Condition: There are five components of internal control: control environment, risk assessment,
control activities, information and communication systems, and monitoring. Internal control is a

assurance about the achievement of the Organization's objectives with regard to reliability of
financial reporting, effectiveness and efficiency of operations and compliance with applicable laws
and regulations. During our consideration of internal control over the preparation of financial
statements for the purpose of planning our audit, we noted that internal controls related to
information and communication were not effectively designed or implemented.

Criteria: Information and communication is the Organization’s manual or automated procedures
used to initiate, record, process and report on the Organization’s transactions and maintain
accountability for assets, liabilities and equity. .

Effect: The lack of an effective information and communication system results in a likelihood that
financial reporting is not reliable.

Recommendation: We recommend the Organization evaluate the information and communication
system internal controls over financial reporting. Information and communication systems include
the accounting system and its manual or automated procedures and records used to initiate, record,
process, and report the company’s transactions, events, and conditions and to maintain
accountability for the related assets, liabilities, and equity.

Response: Healthways is a small company so there is a constant exchange of information between
administration and accounting. Even more so last year because of ail the changes that occurred at
Healthways. Lost in all the changes was the reconciliation of some accounts. The CFO will make
sure all accounts are reconciled.

Finding 12-6: Material Weaknesses — Brooke-Hancock Community Living, Inc.

Documentation for Disbursements — Financial Statement Finding:

Condition: A random sample of 60 disbursements for the year ended June 30, 2012 was selected for
testing. 3 of the disbursements tested Wwere not supported by appropriate documentation.

Criteria: The Organization should require adequate documentation (original invoices, receipts, etc.)
be provided to support all disbursements.

Effect: A likelihood exists that the Organization may not have adequate records to support certain
transactions.
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Response: It has always been the policy of Healthways that supporting documentation must exist for
the payment to be issued, because of the change in managers at Shiloh; we believe the
documentation exists but they were unable to locate it. We will have the manager submit
documentation to the Board of Directors along with the accounts payable checks.

Finding 12-7: Noncompliance - Brooke-Hancock Community Living, Inc.

Department of Housing and Urban Development — Residual Receipts

Condition: The Department of Housing and Urban Development (HUD) and the Regulatory
Agreement require that any residual receipts realized from the operations of the property be

deposited in a residual Teceipts account within 60 days afier the end of the fiscal year. Our
from operations for the period then ended had not been deposited into a residual receipts account as
Criteria: The Regulatory Agreement for Brooke-Hancock Community Living, Inc. requires that any
residual receipts realized from the operations of the property be deposited in a residual receipts
account within 60 days after the end of the fiscal year.

Effect: A likelihood exists that the Organization may fail to make the required deposit of realized
residual receipts in accordance with The Department of Housing and Urban Development (HUD)

and the Regulatory Agreement,

Recommendation: We recommend that the Organization review and revise their policies and
procedures related to timely deposits of any realized residual receipts.
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