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BARTLETT, PRINGLE & WOLF, LLP

CERTIFIED PUBLIC ACCOUNTANTS AND CONSULTANTS

INDEPENDENT AUDITOR’S REPORT

To the Board of Directors of
Montecito Retirement Association:

Opinion

We have audited the accompanying financial statements of Montecito Retirement Association (the
Association) which comprise the balance sheets as of December 31, 2024 and 2023, the related
statements of operations, changes in net assets, cash flows, and functional expenses for the years
then ended, and the related notes to the financial statements.

In our opinion, the financial statements present fairly, in all material respects, the financial position
of the Association as of December 31, 2024 and 2023, and the results of its operations and its cash
flows for the years then ended in accordance with accounting principles generally accepted in the
United States of America.

Basis for Opinion

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America (GAAS). Our responsibilities under those standards are further described in the
Auditor’s Responsibilities for the Audit of the Financial Statements section of our report. We are
required to be independent of the Association and to meet our other ethical responsibilities, in
accordance with the relevant ethical requirements relating to our audits. We believe that the audit
evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.

Responsibilities of Management for the Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with accounting principles generally accepted in the United States of America, and for
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
error.

In preparing the financial statements, management is required to evaluate whether there are
conditions or events, considered in the aggregate, that raise substantial doubt about the Association’s
ability to continue as a going concern within one year after the date that the financial statements are
available to be issued.
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Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole
are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report
that includes our opinion. Reasonable assurance is a high level of assurance but is not absolute
assurance and therefore is not a guarantee that an audit conducted in accordance with GAAS will
always detect a material misstatement when it exists. The risk of not detecting a material
misstatement resulting from fraud is higher than for one resulting from error, as fraud may involve
collusion, forgery, intentional omissions, misrepresentations, or the override of internal control.
Misstatements are considered material if there is a substantial likelihood that, individually or in the
aggregate, they would influence the judgment made by a reasonable user based on the financial
statements.

In performing an audit in accordance with GAAS, we:
* Exercise professional judgment and maintain professional skepticism throughout the audit.

* Identify and assess the risks of material misstatement of the financial statements, whether
due to fraud or error, and design and perform audit procedures responsive to those risks.
Such procedures include examining, on a test basis, evidence regarding the amounts and
disclosures in the financial statements.

e Obtain an understanding of internal control relevant to the audit 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 Association’s internal control. Accordingly, no such
opinion is expressed.

* Evaluate the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluate the overall
presentation of the financial statements.

* Conclude whether, in our judgment, there are conditions or events, considered in the
aggregate, that raise substantial doubt about the Association’s ability to continue as a going
concern for a reasonable period of time.

We are required to communicate with those charged with governance regarding, among other
matters, the planned scope and timing of the audit, significant audit findings, and certain internal
control-related matters that we identified during the audit.

W,p . #%.LL}D

Santa Barbara, California
April 22, 2025




MONTECITO RETIREMENT ASSOCIATION

BALANCE SHEETS
December 31, 2024 and 2023

Current Assets:
Cash and cash equivalents

ASSETS

Accounts receivable, net of allowance for credit

losses of $135,554 in 2024 and 2023
Notes receivable, current portion
Accrued interest receivable
Pledges receivable, current portion
Inventories
Prepaid expenses and deposits

Total current assets

Long-Term Reserves:
Liquid reserve assets
Third party restricted deposits
Donor restricted funds

Total long term reserves

Property, Plant and Equipment:
Land and buildings
Fixtures and equipment
Improvements
Construction in progress

Less accumulated depreciation
Net property, plant and equipment
Other Assets:
Pledges receivable, net of current portion
Deferred compensation plan
Other assets

Total other assets

Total assets

See accompanying notes
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2024 2023
6,241,536 5,628,122
2,560,720 2,280,500

474,168 897,879
6,387 2,303

; 100,000

266,522 222,363
1,017,369 846,277
10,566,702 9,977,444
34,182,640 28,506,957
567,760 466,925
2,167,819 2,278,833
36,918,219 31,252,715
78,455,920 78,455,920
6,683,839 6,351,225
89,476,811 84,635,478
1,749,308 1,108,714

176,365,878 170,551,337

(63,837,105) (57,154,338)

112,528,773 113,396,999
1,680,441 1,988,508

231,411 250,718
407,994 261,558
2,319,846 2,500,784

$ 162,333,540

$ 157,127,942




MONTECITO RETIREMENT ASSOCIATION

BALANCE SHEETS

December 31, 2024 and 2023

LIABILITIES AND NET ASSETS

Current Liabilities:
Accounts payable
Accrued expenses
Deferred revenue
Long-term debt, current portion

Total current liabilities

Long-Term Liabilities:
Long-term debt, net of current portion
Entry fee deposits
Deferred revenue from entrance fees
Deferred compensation plan

Total long-term liabilities
Total liabilities
Net Assets:
Without donor restrictions
With donor restrictions
Purpose restrictions
Perpetual in nature

Total net assets

Total liabilities and net assets

See accompanying notes
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2024 2023
$ 1,439,722 $ 1,439,338
3,474,410 3,044,851
2,272,121 2,107,331
1,199,973 1,620,613
8,386,226 8,212,133
15,426,509 16,588,494
3,281,769 2,316,617
94,277,289 92,045,352
231,411 250,718
113,216,978 111,201,181
121,603,204 119,413,314
38,562,515 35,435,792
1,426,444 1,593,741
741,377 685,095
2,167,821 2,278,836
40,730,336 37,714,628

$ 162,333,540

$ 157,127,942




MONTECITO RETIREMENT ASSOCIATION
STATEMENT OF OPERATIONS
For the Years Ended December 31, 2024 and 2023

2024 2023
Changes in net assets without donor restrictions:
Operating revenue and gains:
Monthly fees $ 26,063,871 $ 24,547,929
Net entrance fees earned 10,652,406 10,759,165
Medical revenue 1,380,980 1,281,958
Service income 1,274,078 1,081,212
Contributions 163,986 61,856
Interest and dividend income, net 1,177,293 799,544
Other operating income 26,466 9,925
Net assets released from restrictions 905,680 804,145
Total revenue, gains and other support 41,644,760 39,345,734
Expenses:
Clinic 913,449 787,210
Food services 9,144,446 8,034,054
General and administrative 5,679,715 4,857,324
Health and fitness 260,825 164,474
Housekeeping 2,273,111 2,216,811
Information technology 840,901 803,463
Life enrichment 853,027 846,863
Marketing 532,102 529,377
Medical center 4,458,118 4,315,586
Outside medical and ancillary services 1,131,767 990,420
Personal care 2,232,362 2,035,592
Philanthropy 219,787 213,272
Plant operations and maintenance 3,805,226 3,593,973
Resident support 158,440 147,038
Security 734,626 693,015
Depreciation 6,742,045 6,688,207
Interest expense 571,134 620,861
Total expenses 40,551,081 37,537,540
Income from operations 1,093,679 1,808,194
Non-operating revenue, gains and other support:
Realized gains (losses) on sales of investments (1,281) 927,032
Unrealized gains on investments 1,756,172 1,761,493
Loss on disposal of assets (9,931) (3,781)
Net assets released from restriction - purchase
of equipment 288,084 52,684
Increase in net assets without
donor restrictions $ 3,126,723 $ 4,545,622

See accompanying notes
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MONTECITO RETIREMENT ASSOCIATION
STATEMENT OF CHANGES IN NET ASSETS
For the Years Ended December 31, 2024 and 2023

Change in net assets without donor restrictions

Contributions

Investment income
Net assets released from restrictions

Change in net assets
Net assets at beginning of year

Net assets at end of year

Change in net assets without donor restrictions

Contributions

Investment income
Net assets released from restrictions

Change in net assets
Net assets at beginning of year

Net assets at end of year

Without Donor With Donor
Restrictions Restrictions Total
2024
$ 3,126,723 $ $ 3,126,723
904,134 904,134
178,615 178,615
(1,193,764) (1,193,764)
3,126,723 (111,015) 3,015,708
35,435,792 2,278,836 37,714,628
$ 38,562,515 $ 2,167,821 $ 40,730,336
2023
$ 4,545,622 $ $ 4,545,622
1,295,515 1,295,515
118,308 118,308
(856,829) (856,829)
4,545,622 556,994 5,102,616
30,890,170 1,721,842 32,612,012
$ 35,435,792 $ 2,278,836 $ 37,714,628

See accompanying notes
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MONTECITO RETIREMENT ASSOCIATION
STATEMENT OF CASH FLOWS
For the Years Ended December 31, 2024 and 2023

2024 2023
Cash Flows from Operating Activities:
Cash received from residents for services $ 27,843,446 $ 26,071,564
Investment income received 1,351,824 916,094
Contributions and grants received 1,386,475 1,175,188
Reimbursements for services to non-residents 520,073 496,934
Cash paid for operations (32,788,744) (29,446,174)
Cash paid for interest (536,766) (587,163)
Net cash used by operating activities (2,223,692) (1,373,557)
Cash Flows from Investing Activities:
Collection of notes receivable 423,711 161,791
Expenditures for plant and equipment (6,118,944) (4,719,576)
Proceeds from disposals of plant and equipment 3,000 -
Capital contribution to risk retention group (146,436) -
Transfers of cash out of investment accounts 659,923 352,752
Transfers of cash in to investment accounts (3,766,443) (3,793,262)
Net cash used by investing activities (8,945,189) (7,998,295)
Cash Flows from Financing Activities:
Principal payments on long term debt (1,619,265) (2,028,481)
Proceeds from net entrance fees 12,741,620 10,806,911
Refunds to residents and applicants (572,956) (1,088,387)
Deposits received 1,920,811 1,347,180
Proceeds from contributions restricted for:
Property and equipment purchases 87,069 158,624
Endowment 29,109 264,063
Net cash provided by financing activities 12,586,388 9,459,910
Net increase in cash, cash equivalents, and
restricted cash 1,417,507 88,058
Cash, cash equivalents, and restricted cash at beginning of year 8,581,360 8,493,302
Cash, cash equivalents, and restricted cash at end of year $ 9,998,867 $ 8,581,360

See accompanying notes
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MONTECITO RETIREMENT ASSOCIATION
STATEMENT OF FUNCTIONAL EXPENSES
For the Year Ended December 31, 2024

Salaries and wages
Payroll taxes

Health insurance
Retirement

Other benefits
Workers' compensation
Professional fees
Supplies

Food purchases

Other medical services
Repairs and maintenance
Rental and lease
Purchased services
Laundry and linen
Landscaping

Utilities

Insurance
Miscellaneous
Activities and events
Donations
Depreciation

Interest expense

Totals

Resident General and 2024

Services Administrative Philanthropy Total
$ 13,953,342 $ 2,512,110 $ 133,851 16,599,303
1,071,397 191,331 9,766 1,272,494
1,652,403 129,956 10,638 1,792,997
762,929 209,640 13,979 986,548
667,017 510,395 21,255 1,198,667
268,728 83,243 2,208 354,179
121,179 306,489 - 427,668
826,211 75,694 1,790 903,695
2,404,817 12,361 1,578 2,418,756
1,244,946 - - 1,244,946
178,174 103,143 - 281,317
1,136 66,280 - 67,416
567,361 326,249 5,116 898,726
179,714 - - 179,714
583,083 - - 583,083
1,571,133 20,048 770 1,591,951
1,745,621 22,274 855 1,768,750
226,913 268,091 13,128 508,132
41,189 18,208 6,480 65,877
- 93,683 - 93,683
6,653,883 84,902 3,260 6,742,045
563,666 7,192 276 571,134
$§ 35,284,842 $ 5,041,289 $ 224,950 40,551,081

See accompanying notes
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MONTECITO RETIREMENT ASSOCIATION
STATEMENT OF FUNCTIONAL EXPENSES
For the Year Ended December 31, 2023

Salaries and wages
Payroll taxes

Health insurance
Retirement

Other benefits
Workers' compensation
Professional fees
Supplies

Food purchases

Other medical services
Repairs and maintenance
Rental and lease
Purchases services
Laundry and linen
Landscaping

Utilities

Insurance
Miscellaneous
Activities and events
Donations
Depreciation

Interest expense

Totals

Resident General and 2023
Services Administrative Philanthropy Total
$§ 12,708,580 $ 2,160,701 $ 123,503 $ 14,992,784
988,337 163,437 9,891 1,161,665
1,371,052 106,737 13,483 1,491,272
516,216 131,447 10,167 657,830
794,060 314,140 25,955 1,134,155
377,406 31,344 3,572 412,322
147,537 324,723 - 472,260
750,622 91,453 2,048 844,123
2,171,594 8,172 291 2,180,057
1,089,222 - - 1,089,222
195,560 137,124 - 332,684
- 70,265 - 70,265
514,895 307,074 11,904 833,873
166,557 - - 166,557
552,700 - - 552,700
1,548,215 19,755 759 1,568,729
1,537,987 19,624 754 1,558,365
252,123 254,299 7,869 514,291
27,536 53,308 4,589 85,433
- 109,885 - 109,885
6,600,749 84,224 3,234 6,688,207
612,743 7,818 300 620,861
$ 32,923,691 $ 4,395,530 $ 218,319 $ 37,537,540

See accompanying notes
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MONTECITO RETIREMENT ASSOCIATION
NOTES TO FINANCIAL STATEMENTS

Note 1 -

Note 2 -

Nature of Business

Montecito Retirement Association (the Association), a nonprofit California corporation, operates
Casa Dorinda, a lifecare retirement community. The Association was formed primarily for the
purpose of providing housing, health care, and other related services to residents through the
operation of a retirement facility containing 234 independent living apartments, 38 assisted care
rooms, and a 52-bed skilled nursing facility. Assisted Living is comprised of 27 personal care
rooms and 11 memory care rooms. The Association is licensed by the State of California,
Department of Social Services. The skilled nursing facility is also licensed by the California
Department of Public Health.

The Association enters into contracts with residents to provide services to the resident for their
remaining life. In consideration for future services, the residents pay entrance fees based on
various factors including the size of apartment upon entering the facility. In addition to the
entrance fee, residents pay monthly fees based on actual costs of operations. Annual increases in
monthly fees are based on current and projected costs of operations.

There are no statutory or contractual requirements to retain entrance fees in escrow accounts.

Summary of Significant Accounting Policies

A) Presentation
Net assets, revenues, gains and losses are classified based on the existence or absence of
donor-imposed restrictions. Accordingly, the net assets of the Association and changes

therein are classified and reported as follows:

Net Assets Without Donor Restriction

Net assets available for current support of Association activities and not subject to donor
restrictions. These net assets may be used at the discretion of the Association’s management
and Board of Directors.

Net Assets With Donor Restrictions

Net assets subject to donor imposed restrictions. Some donor-imposed restrictions are
temporary in nature, such as those that will be met by the passage of time or other events
specified by the donor. Other donor-imposed restrictions are perpetual in nature, where the
donor stipulates that resources be maintained in perpetuity. Gifts of long-lived assets and
gifts of cash restricted for the acquisition of long-lived assets are recognized as revenue
when the assets are placed in service. Donor-imposed restrictions are released when a
restriction expires, that is, when the stipulated time has elapsed, when the stipulated purpose
for which the resource was restricted has been fulfilled, or both.

-10 -



MONTECITO RETIREMENT ASSOCIATION
NOTES TO FINANCIAL STATEMENTS

Note 2 -

Summary of Significant Accounting Policies (Continued)

B)

C)

D)

E)

F)

Use of Estimates

Management uses estimates and assumptions in preparing financial statements. Those
estimates and assumptions affect the reported amounts of assets and liabilities, the disclosure
of contingent assets and liabilities, and reported revenues and expenses. Significant estimates
used in preparing these financial statements include those assumed in computing the liability
for deferred entrance fees and the obligation to provide future services as discussed in note
2C and 2F, and useful lives and depreciation expense on capitalized assets. Actual results
could differ from those estimates.

Deferred Revenue from Entrance Fees

Fees paid by a resident upon entering into a life-care contract are recorded as deferred
revenue and are amortized to income using the straight-line method over the estimated
remaining life expectancy of the resident. Upon termination of a contract through death or
withdrawal any unamortized nonrefundable entrance fees are recorded as revenue.

Fees paid by a resident upon entering into a life-care contract are refundable upon
cancellation by either party during the first 90 days, less a processing fee. After 90 days,
under agreements signed prior to February 2023, entry fees are refundable on a pro-rata basis
within five years, except in the case of death, in which the resident’s estate receives no
refund of the entrance fee after two years. In February 2023, the Association implemented a
revised life care agreement which modified the pro-rata refundable period to be three years
in all cases. These changes are only applicable to agreements entered into after the revision
was implemented. No amounts have been recorded as refundable fees at December 31, 2024
and 2023 because management does not believe that a significant portion of entrance fees
will be refunded under these contracts.

Entry Fee Deposits

Fees paid as deposits before entering into a life-care contract are partially refundable and will
be applied to entrance fees upon move in.

Application Fees

Application fees, which are nonrefundable, are recorded as income when received.

Obligation to Provide Future Services

The Association annually calculates the present value of the net cost of future services and
use of facilities to be provided to current residents and compares that amount with the
balance of deferred revenue from entrance fees. If the present value of the net cost of future
services and use of facilities exceeds the deferred revenue from entrance fees, a liability is
recorded (obligation to provide future services and use of facilities) with the corresponding
charge to income. The obligation is discounted at 3%.

As of December 31, 2024 and 2023, there was no accruable obligation to provide future
services. Accordingly, no liability was recorded.

-11 -



MONTECITO RETIREMENT ASSOCIATION
NOTES TO FINANCIAL STATEMENTS

Note 2 -

Summary of Significant Accounting Policies (Continued)

G)

H)

)

Cash and Cash Equivalents

Cash and cash equivalents include all highly liquid debt instruments with original maturities
of three months or less, except for any cash, money market funds, or other cash equivalents
included in the Association’s long-term liquid reserve accounts.

The following table provides a reconciliation of cash, cash equivalents, and restricted cash
reported within the balance sheet that sum to the total of the same such amounts shown in the
statement of cash flows:

2024 2023
Cash and cash equivalents $ 6,241,536 $ 5,628,122
Third party restricted deposits 131,390 204,556
Donor restricted funds 3,625,941 2,748,682
Total cash, cash equivalents, and restricted
cash shown in the statement of cash flows $ 9,998,867 $ 8,581,360

The nature and purpose of cash restrictions are described in Note 4.

Basis of Accounting for Receivables

Accounts receivable and notes receivable are carried at their estimated collectible amount.
Interest income on notes receivable is recognized annually.

Pledges receivable are classified as either collectible in one year or less, or collectible in
multiple years. Those deemed collectible in one year or less are stated at their full face value.
Those classified as multi-year pledges are stated at their net present value using a risk-
adjusted discount rate.

Management periodically evaluates receivables for collectability on a specific-account basis
based on past events and current conditions, and records an allowance for expected credit
losses for any amounts estimated to be uncollectible.

Inventories

Inventories are stated at the lower of cost or market. Cost is determined on the first-in, first-
out basis.

-12 -



MONTECITO RETIREMENT ASSOCIATION
NOTES TO FINANCIAL STATEMENTS

Note 2 -

Summary of Significant Accounting Policies (Continued)

J)

K)

L)

M)

Property, Plant and Equipment

Property, plant and equipment are recorded at cost with depreciation provided on the
straight-line basis over the estimated useful lives of the assets. Interest costs on borrowed
funds during the period of construction of property, plant, and equipment are capitalized as a
component of the cost of acquiring those assets. Interest paid which was included as
expenditures for plant and equipment on the statement of cash flows was $0 for the years
ended December 31, 2024 and 2023.

The estimated useful lives of the assets are as follows:

Buildings 35 - 40 years
Fixtures and equipment 3 - 15 years
Improvements 3 - 40 years

Financial Risk

The Association maintains its cash in bank deposit accounts and money market funds which
at times may exceed federally insured limits. The Association has not experienced any losses
in such accounts and believes it is not exposed to any significant financial risk on cash
balances.

The Association invests in a professionally managed portfolio that contains fixed income
securities, equity securities, and alternative investments. Such investments are exposed to
various systematic risks such as market and credit. Due to the level of risk associated with
such investments it is at least reasonably possible that changes in risks in the near term could
materially affect investment balances and the amounts reported in the financial statements.

Investments

Investment purchases are recorded initially at cost if purchased, or at fair value on the date
of donation if donated. Thereafter, investments are reported at their fair values on the
balance sheets. Interest and dividend income is reported in the statement of operations net of
external and direct internal investment expenses.

Revenue Recognition

The Association recognizes revenue under Accounting Standards Update (ASU) 2014-09,
Revenue from Contracts with Customers (ASC 606). Revenues that are accounted for outside
the scope of ASC 606 include funds received by the Association which are voluntary and un-
reciprocal contributions, as well as investment income including realized and unrealized
gains and losses on investments.

-13 -



MONTECITO RETIREMENT ASSOCIATION
NOTES TO FINANCIAL STATEMENTS

Note 2 -

Summary of Significant Accounting Policies (Continued)

M) Revenue Recognition (Continued)

In accordance with ASC 606, revenue is reported at the amount that reflects the
consideration to which the Association expects to be entitled in exchange for providing
services to residents, and is recognized as performance obligations are satisfied. Performance
obligations are determined based on the nature of the services provided by the Association.
Revenue for performance obligations satisfied over time is recognized based on actual
charges incurred in relation to total expected or actual charges. The Association believes that
this method provides a faithful depiction of the transfer of services over the term of the
performance obligation based on the inputs needed to satisfy the obligation. Performance
obligations satisfied over time are related to monthly fees, entrance fees, medical revenue,
and service income, as further described below. There are no significant performance
obligations which transfer to the customer at a point in time.

Monthly Fees

Monthly fees are specified in agreements with residents and are dependent upon apartment
size and occupancy. Monthly fees are subject to periodic increases for inflation or increased
operating costs. Under the terms of the agreements the Association provides daily meals,
weekly housekeeping, utilities, transportation, fitness facilities and classes, various life
enrichment activities and outings, security services, and medical services which include a
walk-in clinic, on site physicians, assisted living, memory care, skilled nursing facilities, and
other Medicare approved health services. Revenue is recognized when performance
obligations are satisfied by transferring control of the service provided to the resident, which
is monthly as the services are performed.

Entrance Fees

Residents are required to pay an entrance fee as described in Note 2C above, the amount of
which is specified in written agreements with each resident. The performance obligation for
nonrefundable entrance fees (refundable on a decreasing basis for a fixed period of time, at
which point the entrance fees become nonrefundable) is that the Association is standing
ready to provide a service such that the resident can continue to live in the community and
access the appropriate level of care based on his or her needs. The Association has
determined that these are a series of distinct services that are considered one performance
obligation which is satisfied over time. Therefore, entrance fees are recorded as contract
liabilities and are recognized as revenue on a straight-line basis over each individual
resident’s expected remaining life.

Medical Revenue

Medical revenue is reported at the estimated net realizable amounts from Medicare for
services rendered, including estimated retroactive adjustments. Inpatient services for
Medicare beneficiaries are paid at Patient Driven Payment Model (PDPM) rates. Outpatient
services are based on a fixed fee schedule as determined by Medicare. Retroactive
adjustments are accrued on an estimated basis in the period the related services are rendered
and adjusted in future periods as final settlements are determined. Revenue is recognized
when performance obligations are satisfied by transferring control of the service provided to
the resident, which is over the course of the related appointment or treatment.

-14 -



MONTECITO RETIREMENT ASSOCIATION
NOTES TO FINANCIAL STATEMENTS

Note 2 -

Summary of Significant Accounting Policies (Continued)

M) Revenue Recognition (Continued)

N)

0)

P)

Q)

R)

Service Income

Service income includes revenues related to non-healthcare services such as parking,
maintenance fees, guest and employee meals, guest room rentals, beauty shop charges,
laundry services, special activities, and various administrative charges. Revenue is
recognized when performance obligations are satisfied.

Disaggregation of Revenue

The Association disaggregates its revenue from contracts with customers by payor source, as
management believes it best depicts how the nature, amount, timing and uncertainty of its
revenue and cash flows are affected by economic factors.

Income Taxes

The Association is a not-for-profit charitable corporation and is exempt from Federal and
State income taxes under Internal Revenue Code Section 501(c)(3) and 23701(d),
respectively.

Debt Issuance Costs

Debt issuance costs are amortized using the straight-line method over the term of the related
financing agreement.

Income from Operations

The statement of operations includes income from operations. Non-operating amounts
presented include realized and unrealized gains and losses on investments, gains and losses
on disposal of assets, satisfactions of restrictions on contributions used for purchases of
equipment, and net gain on insurance recoveries.

Functional Expenses

The financial statements report certain categories of expenses that are attributed to more than
one program or supporting function. Therefore, these expenses require allocation on a
reasonable basis that is consistently applied. Expenses that are allocated include depreciation,
amortization and utilities, which are allocated on a square footage basis. Insurance and
information technology costs are allocated based on type of coverage and usage.
Administration, communication, and marketing expenses are recorded under management
and administration.

Ancillary and Outside Medical Services

Outside medical services include hospital, physician and other copayments and deductibles
on medical services. Ancillary services include expenses related to physical therapy,
occupational therapy, pharmacy and speech therapy.
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MONTECITO RETIREMENT ASSOCIATION
NOTES TO FINANCIAL STATEMENTS

Note 3 -

Note 4 -

Liquidity and Availability

Financial assets available for general expenditure, that is, without donor or other restrictions
limiting their use, within one year of the balance sheet date, consist of the following:

2024 2023

Cash and cash equivalents $ 6,241,536 $ 5,628,122
Accounts receivable 2,560,720 2,280,500
Current portion of notes receivable 474,168 897,879
Accrued interest receivable 6,387 2,303
Pledges receivable, current portion - 100,000
Liquid reserve assets 34,182,640 28,506,957

$ 43,465,451 $ 37,415,761

As part of the Association’s liquidity management procedures, cash in excess of daily
requirements are invested in short term investments and money market funds. The Association
maintains 30-60 days in cash and cash equivalents on hand.

Liquid reserve assets are those invested with long-term intentions for future operating and capital
requirements. Funds are transferred from liquid reserve assets as needed. The Association has
other assets limited to use as described more fully in Note 4, which are not available for general
expenditure within the next year and are not reflected in the amounts above.

Long Term Reserves

Long term reserves include undesignated operating reserves invested for future general use as
well as funds which are limited to use by donors, other outside parties, or the Board of Directors.

Limited use assets include the following:

e Donor restricted assets are comprised of donations from residents and the general public
which have been designated for specified purposes.

e Restricted deposits include:
o Funds held by the Association’s bond trustee.

o Deposits assigned to third parties as security for the performance of site
improvements.
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Note4- Long Term Reserves (Continued)

The composition of limited use assets at December 31, 2024 and 2023 is as follows:

2024 2023
Donor Restricted:
Money market funds $ 3,625,941 $ 2,748,682
Mutual funds - equities 5,209 4,722
Alternative investment funds 361,005 347,873
Due (to) from liquid reserve assets (1,824,336) (822,444)
Total donor restricted $ 2,167,819 $ 2,278,833
Third-Party Restricted Deposits:
Money market funds $ 131,390 $ 204,556
Certificates of deposit 436,370 262,369
Total restricted deposits $ 567,760 $ 466,925

Liquid reserve assets are available for use in general operations and are invested with long-term
intentions. The composition of liquid reserve assets is as follows:

Liquid Reserve Assets: 2024 2023
Money market funds $ 1,741,325 $ 1,473,115
Mutual funds - equities 16,892,381 13,652,082
Mutual funds - bond funds 13,724,598 12,559,316
Due (to) from donor restricted assets 1,824,336 822,444
Total liquid reserves $ 34,182,640 $ 28,506,957
Note 5-  Accounts Receivable

Accounts receivable consist of the following:

2024 2023
Due from residents $ 2,337,012 $ 2,103,393
Health insurance programs, net of allowance for
credit losses of $135,554 in 2024 and 2023 204,269 99,143
Other receivables 19,439 77,964

$ 2,560,720 $ 2,280,500

Accounts receivable from residents consists primarily of monthly fees billed in advance for
services to be provided in the following month and corresponds to the deferred revenue from
monthly fees shown in current liabilities.
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Note 6 -

Note 7 -

Notes Receivable

Notes receivable are as follows:
2024

2023

Notes receivable from entrance fees. Qualifying

residents have the option to pay entrance fees in

equal installments over a period of up to four

years. Interest is charged at 3.0% per year. There

were two outstanding notes receivable from

entrance fees as of December 31, 2024 and

2023, respectively. $ 474,168

897.879

Total notes receivable 474,168
Less current portion 474,168

897,879
897.879

Notes receivable, net of current portion $ -

$

0

The following is a summary of principal payments to be received during the years ended

December 31:

2025 $ 474,168
$ 474,168

Pledges Receivable

Unconditional promises to give are included in the financial statements as pledges receivable.
Amounts expected to be collected within one year are recorded at net realizable value.
Unconditional pledges expected to be collected in future years are initially recorded at fair value
using present value techniques incorporating risk-adjusted discount rates designed to reflect the
assumptions market participants would use in pricing the asset. The discount rate used was 2.30%
in 2024 and 2023. In subsequent years, amortization of the discount is included in contribution
revenue in the statement of operations. The Association determines the allowance for
uncollectible pledges receivable based on historical experience, an assessment of economic
conditions, and a review of subsequent collections. Pledges receivable are written off when
deemed uncollectible. All pledges were restricted for construction of the new personal and
memory care building, and were released from restriction upon completion of the project during

2021.
Pledges receivable, are due to be collected as follows at December 31:
2024 2023
Less than one year $ - $ 100,000
One to five years 726,500 351,500
More than five years 1,356,339 2,143,339
Total pledges receivable 2,082,839 2,594,839
Less: Unamortized discount (402,398) (506,331)
Pledges receivable, net $ 1,680,441 $ 2,088,508
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Note 8 -

Fair Value Measurements

Under the Financial Accounting Standards Board’s authoritative guidance on fair value
measurements, fair value is the price that would be received to sell an asset or paid to transfer a
liability in an orderly transaction between market participants at the measurement date. In
determining fair value, the Association uses various methods including market, income and cost
approaches. Based on these approaches, the Association often utilizes certain assumptions that
market participants would use in pricing the asset or liability, including assumptions about risk
and or the risks inherent in the inputs to the valuation technique. These inputs can be readily
observable, market corroborated, or generally unobservable inputs.

The Association utilizes valuation techniques that maximize the use of observable inputs and
minimize the use of unobservable inputs. Based on the observability of the inputs used in the
valuation techniques the Association is required to provide the following information according
to the fair value hierarchy. The fair value hierarchy ranks the quality and reliability of the
information used to determine fair values.

Financial assets and liabilities carried at fair value will be classified and disclosed in one of the
following three categories:

Level 1:  Quoted prices for identical assets and liabilities traded in active exchange
markets, such as the New York Stock Exchange.

Level 2:  Observable inputs other than Level 1 including quoted prices for similar assets
or liabilities, quoted prices in less active markets, or other observable inputs
that can be corroborated by observable market data. Level 2 also includes
derivative contracts whose value is determined using a pricing model with
observable market inputs or can be derived principally from or corroborated by
observable market data.

Level 3:  Unobservable inputs that are not corroborated by market data.

The Association has various processes and controls in place to ensure that fair value is reasonably
estimated. A model validation policy governs the use and control of valuation models used to
estimate fair value. This policy requires review and approval of models, and periodic re-
assessments of models to ensure that they are continuing to perform as designed. The Association
performs due diligence procedures over third-party pricing service providers in order to support
their use in the valuation process. Where market information is not available to support internal
valuations, independent reviews of the valuations are performed and any material exposures are
escalated through a management review process.

While the Association believes its valuation methods are appropriate and consistent with other
market participants, the use of different methodologies or assumptions to determine the fair value
of certain financial instruments could result in a different estimate of fair value at the reporting
date.
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Note 8 -

Fair Value Measurements (Continued)

During the years ended December 31, 2024 and 2023, there were no changes to the Association's
valuation techniques that had, or are expected to have, a material impact on its financial position
or results of operations.

The following is a description of the valuation methodologies used for instruments measured at
fair value:

Certificates of Deposit: Valued at original cost plus accrued interest, which approximates fair
value.

Mutual Funds: Valued at the net asset value (NAV) of shares held by the Association at year end.
The NAV is based on the quoted price in an active market.

Alternative Investment Funds: Valued at the fair values of fund investments as reported by the
Santa Barbara Foundation (the Foundation). The Santa Barbara Foundation Long Term
Endowment Pool is designed for accounts with a long-term endowed investment horizon. The
portfolio is invested in a diversified mix of global assets which include illiquid private equity,
real assets, hedge funds, fixed income, public equities (both domestic and international) and real
estate. The portfolio is structured to achieve a total return equal to spending needs plus inflation.
The Foundation holds, manages, and invests the assets of the Fund as part of their investment
portfolio. Distributions to the Association are made in accordance with the Foundation’s
spending policy, and distributions must be approved by the Foundation’s Board of Trustees.

Deferred Compensation Plan Obligations: The deferred compensation plan obligations are based
on the fair market value of the deferred compensation plan assets, which are observable inputs;
however, the liabilities are not publicly traded and are therefore, considered Level 2 items.

The following tables set forth by level, within the fair value hierarchy, the Association’s assets at
fair value as of December 31, 2024 and 2023:

December 31, 2024

Quoted Prices in Significant
Active Markets Other Significant
for Identical Observable Unobservable
Total Fair Assets Inputs Inputs
Value (Level 1) (Level 2) (Level 3)
Long term reserves:
Cash and money market funds $ 5,498,656 $ 5,498,656 $ - $ -
Mutual funds - bond funds 13,724,598 13,724,598 - -
Mutual funds - equities 16,897,590 16,897,590 - -
Certificates of deposit 436,370 436,370
Alternative investment funds 361,005 - - 361,005
Deferred compensation plan:
Mutual funds - equity funds 216,976 216,976 - -
Mutual funds - fixed income 14,435 14,435 - -
Total assets $ 37,149,630 $ 36,352,255 $§ 436,370 $ 361,005
Deferred compensation plan $ 231,411 $ - $§ 231411 $ -
Total liabilities $ 231,411 $ - § 231411 $ -
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Note 8 -  Fair Value Measurements (Continued)
December 31, 2023
Quoted Prices in Significant
Active Markets Other Significant
for Identical Observable Unobservable
Total Fair Assets Inputs Inputs
Value (Level 1) (Level 2) (Level 3)
Long term reserves:
Cash and money market funds $ 4,426,353 $ 4,426,353 $ - $ -
Mutual funds - bond funds 12,559,316 12,559,316 - -
Mutual funds - equities 13,652,082 13,652,082 - -
Certificates of deposit 267,091 - 267,091
Alternative investment funds 347,873 - - 347,873
Deferred compensation plan:
Mutual funds - equity funds 234,574 234,574 - -
Mutual funds - fixed income 16,144 16,144 - -
Total assets $ 31,503,433 $ 30,888,469 $ 267,091 $ 347,873
Deferred compensation plan $ 250,718  $ - $ 250,718 $ -
Total liabilities $ 250,718 $ - $ 250,718 $ -

The Association evaluated the significance of transfers between levels based upon the nature of
the investment and size of the transfer relative to total net assets available for benefits. For the
years ended December 31, 2024 and 2023, there were no significant transfers in or out of Level 3.

The following table includes a rollforward of the amounts for the years ended December 31, 2024
and 2023 for financial instruments classified within Level 3.

Alternative
Investment
Funds

Balance, December 31, 2022 $ 325,722
Investment return, net 22,151
Balance, December 31, 2023 347,873
Investment return, net 13,132
Balance, December 31, 2024 $ 361,005
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Note 9 -

Long-Term Debt

Long term debt is comprised of the following at December 31:

2024 2023
Revenue Bonds Series 2017B $ 13,530,062 $ 14,108,265
Revenue Bonds Series 2017C - 456,994
BBVA Loan 3,327,369 3,911,437
Total long term debt 16,857,431 18,476,696
Less debt issuance costs (230,949) (267,589)
Less current portion (1,199,973) (1,620,613)

Total long term debt, net of current portion $ 15,426,509 $ 16,588,494

Revenue Bonds Series 2017A, 2017B, 2017C

In June 2017, pursuant to a Loan Agreement between the Association and the California Health
Facilities Financing Authority (the Authority), the Authority has issued revenue bonds which
were directly placed with a commercial bank, and has agreed to the loan of the proceeds of the
bonds to the Association. The Association used funds to 1) finance the construction of 22 new
independent living homes, a new personal care and memory care building, refurbishment of the
existing personal care building, enhanced infrastructure, an updated clinic facility, a new dining
venue, and road improvements (the 2017 Project or Bliss Expansion) and 2) prepay its
obligations under the Second Installment Sale Agreement related to the 2012 COPs. The
obligations issued under the Loan Agreement are secured by a gross receivables pledge as well as
a security interest in the Association’s facilities. The 2017A Bonds were fully repaid during
2022.

Series 2017B Bonds

The Revenue Bonds (Montecito Retirement Association) Series 2017B were issued to provide
permanent financing for the 2017 Project in the principal amount of up to $16,000,000. The
Series 2017B Bonds accrue interest at a fixed rate of 3.02% and mature on June 1, 2032 with a
balloon payment. The 2017B Bonds are subject to mandatory sinking fund redemption on the
first day of each month commencing July 1, 2020, at a redemption price equal to the principal
amount thereof to be redeemed, together with accrued interest thereon to the date fixed for
redemption. The 2017B Bonds are drawdown bonds and may be issued in several increments as
the Association incurs related expenses and receives funding on a reimbursement basis.

Projected sinking fund principal payments for the 2017B Bonds are as follows:

2025 $ 595,908
2026 614,155
2027 632,963
2028 652,345
2029 672,322
Thereafter 10,362,369
$ 13,530,062
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Note 9 -

Note 10 -

Long-Term Debt (Continued)

Series 2017C Bonds

The Refunding Revenue Bonds (Montecito Retirement Association) Series 2017C were issued to
refinance the 2012 COPs, in the principal amount of $6,000,000. The Series 2017C Bonds accrue
interest at a fixed rate of 2.04% and mature on June 1, 2024. The 2017C Bonds are subject to
mandatory sinking fund redemption on the first day of each month, commencing July 1,2017, at
a redemption price equal to the principal amount thereof to be redeemed, together with accrued
interest thereon to the date fixed for redemption. The 2017C Bonds were fully repaid during
2024.

BBVA Bank Loan

In February 2020 the Association entered into a 10-year fixed rate bank loan for $6,000,000 at
3.14%. The loan was obtained to minimize spending of reserves on the Bliss Expansion. Monthly
payments of principal and interest in the amount of $58,325 were due beginning in March 2020.

Principal payments required on the BBV A bank loan are as follows:

2025 $ 604,065
2026 623,308
2027 643,164
2028 663,653
2029 684,794
Thereafter 108,385
$ 3,327,369

The Association is required to meet certain financial covenants as defined in the Loan
Agreements. The Association has met all required covenants for the year ended December 31,
2024.

Deferred Compensation Plan

The Association has a nonqualified deferred compensation plan covering selected key employees.
The Association and the employees made contributions to the plan, which are invested with an
insurance company. Contributions were based on a percentage of the employee’s wages. The
Association has a policy of fully funding the plan. As of December 31, 2024 and 2023 the plan
was fully funded. Total plan assets at December 31, 2024 and 2023 were $231,411 and $250,718,
respectively. Effective July 31, 1997, no further contributions were made into this plan.
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Note 11 - Tax Deferred Annuity Plan

The Association has a qualified tax deferred annuity plan covering all eligible employees. The
Association and the employees make contributions to the plan. The Association makes annual
contributions to the plan in the quarter following year end. The Association’s contributions are
based on a percentage of the employee’s wages. It is the current policy of the Association to
deposit employer matching contributions on an annual basis. The expense related to this plan was
$986,548 in 2024 and $657,830 in 2023. Annuity plans involve the transfer of risk to the third
party custodian and therefore are not included in the balance sheet of the Association.

Note 12 - Net Assets With Donor Restrictions

Net assets with donor restrictions are restricted for the following purposes or periods:

2024 2023
Subject to expenditure for specified purpose:
Subsidized fees for residents $ 773,628 $ 772,564
Personal and memory care 89,293 99,155
Medical center 157,167 318,546
Dementia training 36,594 30,594
Employee emergency fund 225,847 223,832
Employee appreciation fund 8,300 49,177
Community enhancement 135,615 99,873
Subject to endowment spending policy and
appropriation:
Endowment invested in perpetuity 741,377 685,095

$ 2,167,821 $ 2,278,836

Note 13 - Net Assets Released From Restrictions

Net assets were released from donor restrictions by incurring expenses satisfying the restricted
purposes or by occurrence of other events specified by donors:

2024 2023
Program restrictions accomplished:
Subsidized fees for residents $ 159,437 $ 111,029
Personal and memory care 9,862 5,779
Medical center 248,449 -
Dementia training - -
Employee emergency fund 156,755 73,940
Employee appreciation fund 567,242 589,260
Community enhancement 52,019 76,821

$ 1,193,764 $ 856,829

-4 -



MONTECITO RETIREMENT ASSOCIATION
NOTES TO FINANCIAL STATEMENTS

Note 14 -

Endowment

The Association’s endowment consists of donor restricted funds which are to be invested in
perpetuity with dividend and interest income to be used for various purposes. As required by
accounting principles generally accepted in the United States of America, net assets associated
with endowment funds, are classified and reported based on the existence or absence of donor-
imposed restrictions.

The Board of Directors of the Association has interpreted the State Prudent Management of
Institutional Funds Act (SPMIFA) as requiring the preservation of fair value of the original gift as
of the gift date and subsequent net appreciation of the donor-restricted endowment funds absent
explicit donor stipulations to the contrary.

As a result of this interpretation, the Association classifies as perpetual net assets with donor
restrictions (a) the original fair value of the gifts donated (b) the original fair value of subsequent
gifts to the permanent endowment (c) net appreciation of the of the underlying assets, and (d)
accumulations to the endowment made in accordance with the direction of the applicable donor
gift instrument at the time the accumulation is added to the fund.

In accordance with SPMIFA, the Association considers the following factors in making a
determination to appropriate or accumulate donor-restricted endowment funds:

(1) The duration and preservation of the fund

(2) The purposes of the Association and the donor-restricted endowment fund
(3) General economic conditions

(4) The possible effect of inflation and deflation

(5) The expected total return from income and the appreciation of investments
(6) Other resources of the Association

(7) The investment policies of the Association

Endowment net asset composition by fund type and changes in endowment net assets for the
years ended December 31, 2024 and 2023 were as follows:

With Donor

Restrictions
Endowment net assets, December 31, 2022 $ 398,247
Contributions 264,063
Investment income 22,785
Endowment net assets, December 31, 2023 685,095
Contributions 29,109
Investment income 27,173
Endowment net assets, December 31, 2024 $ 741,377

Return Objectives and Risk Parameters

The Association has adopted investment policies that seek to preserve capital in real, inflation-
adjusted terms, and to earn a rate of return on investments which exceeds the return of various
custom indexes set by the Board of Directors. Endowment assets are invested and managed
pursuant to these investment policies.
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Note 14 -

Note 15 -

Endowment (Continued)

Strategies Employed for Achieving Objectives

To satisfy its long-term rate-of-return objectives, the Association relies on a total return strategy
in which investment returns are achieved through both capital appreciation (realized and
unrealized) and current yield (interest and dividends). The Association’s long term target asset
allocation guidelines for the investment portfolio are designed to achieve the long-term

investment objective within the established risk parameters.

Spending Policy and How the Investment Objectives Relate to Spending Policy

The Association has a policy to allow appropriation of interest and dividends on endowment
assets, while retaining net appreciation with the corpus of the funds. This is consistent with the
Association’s preservation of capital and rate of return objectives

Supplemental Disclosure of Cash Flow Information

Cash Flows from Operating Activities:
Change in net assets $
Adjustments to reconcile change in net assets
to net cash used by operating activities:
Depreciation and amortization
Amortization of unearned entrance fees
Loss on disposal of assets
Deposits recognized as revenue
Proceeds from contributions restricted for:
Property and equipment purchases
Permanently restricted contributions
Unrealized and realized gains on investments
(Increase) decrease in:
Accounts receivable
Accrued interest receivable
Pledges receivable
Inventories
Prepaid expenses
Increase (decrease) in:
Accounts payable and accrued expenses
Deferred revenue from operations

2024 2023
3,015,708 5,102,616
6,778,685 6,724,847

(10,652,406) (10,759,165)

9,931 3,781
(193,480) (160,001)
(87,069) (158,624)
(29,109) (264,063)
(1,754,891) (2,688,525)
(280,220) (65,250)
(4,084) (1,758)
408,067 230,579
(44,159) 25,420
(171,092) 105,174
662,137 648,762
118,290 (117,350)

Net cash used by operating activities $

(2,223,692)

$ (1,373,557)
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Note 16 -

Note 17 -

Note 18 -

Note 19 -

Income Tax Matters

The Financial Accounting Standards Board issued guidance on accounting for uncertainty in
income taxes, which the Association adopted as of January 1, 2009. The standard addresses
determination of whether tax benefits claimed or expected to be claimed on a tax return should be
recorded in the financial statements. Management evaluated the Association's tax positions and
concluded that the Association had taken no uncertain tax positions that require adjustment to the
financial statements to comply with the provisions of this guidance. The Association is no longer
subject to examinations by the U.S federal tax authorities for years before 2021 and by the State
of California tax authorities for years before 2020.

Projects in Process

The Association spent $2,855,706 on general campus improvements and equipment, and
$3,113,963 on resident apartment improvements for the year ended December 31, 2024.

Reclassifications

Certain reclassifications have been made to prior year balances in order to conform with current
year presentation.

Subsequent Events

Subsequent events have been evaluated through April 22, 2025, the date that the financial
statements were available to be issued.
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