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CONTINUING CARE
CONTRACTS BRANCH

ANNUAL REPORT
CHECKLIST

for
FISCAL YEAR ENDED:

2014

PROVIDER: Eskaton
FACILITY(IES): Eskaton Village-Carmichael

CONTACT PERSON: _ Eduard Boogaard
TELEPHONE NO.: {916) 334-0810

Your complete annual report must consist of 2 copies of all of the following:

B This cover sheet.
¥ Annual Provider Fee in the amount of: $_ 16.,883.00
® Certification by the provider’s chief executive officer that:
o The reports are correct to the best of his/her knowledge.
o Each continuing care contract form in use or offered to new residents
has been approved by the Department.
o The provider is maintaining the required liquid reserve and refund
reserve , if applicable.
Evidence of the provider’s fidelity bond.
The provider’s audited financial statements, with an accompanying certified
public accountant’s opinion thereon.
The provider’s audited reserve reports (prepared on Department forms),
with an accompanying certified public accountant’s opinion thereon.
The provider’s “Continuing Care Retirement Community Disclosure
Statement” for each community.
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CERTIFICATION BY CHIEF EXECUTIVEN)

As required by the Continuing Care Contract Statutes, I hereby certify that:

o The annual reserve reports and any amendments thereto are correct to

the best of my knowledge.

e Each continuing care contract form in use or offered to new residents

has been approved by the Department.

® As of the date of my certification, the provider is maintaining the
required liquid reserve and, if applicable, the required refund reserve.
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Todd Murch, Chief Executive Officer
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FORM 1-1
RESIDENT POPULATION

Continuing Care Residents

[11 Number at beginning of fiscal year 308
[2] Number at end of fiscal year - 392
[3] Total Lines 1 and 2 79C
[4] Multiply Line 3 by ".50" and enter result on Line 5. X _So
[5] Mean number of continuing care residents | 395
All Residents
[6] Number at beginning of fiscal year 418
[71 Number at end of fiscal year 415
[8] Total Lines 6 and 7 833
[9] Multiply Line 8 by ".50" and enter result on Line 10. X .50
[10] Mean number of all residents 417

[11] Divide the mean number of continuing care residents
(Line 5) by the mean number of all residents (Line 10)
and enter the result (rounded to two decimal places).

0.9¢
FORWM 1-2
ANNUAL PROVIDER FEE
Line TOTAL
[1] Total Operating Expenses (including depreciation and debt service-interest only) 23,058,00C
[a] Depreciation 3,390,000
[b] Debt Service (Interest Only) 1,896,000
[2] Subtotal (add Line 1a and 1b) 5,286,00C
[3] Subtract Line 2 from Line 1 and enter result 17,772,00C
[4] Percentage allocated to continuing care residents (Form 1-1, Line 11) 0.9t
[5] Total Operating Expense of Continuing Care Residents
(multiply Line 3 by Line 4) 16,883,00C
x .001
[6] Total Amount Due (multiply Line 5 by .001) 16,882

PROVIDER: Eskaton
COMMUNITY: Eskaton Village - Carmichael
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ESKATON

Calculation of Nonresident Reimbursement

Deceimber 31, 2014

Contract Residents @ 12/31/13
Contract Residents @ 12/31/14

Total

Mean

Ali Residents @ 12/31/13 .
Ail Residents @ 12/31/14

Total

fMean

% Contraci Residents to Total Residents

% Nonresidents to Total Residents

2014 GPERATING REVENUES

Assisted Living (Contract Residents)

Assisted Living (Nonresidents)
Less: Bad Debt Expense

Net Assisted Living (Nonresidents)

Total

Skilled Nursing (Contract Residents)

Skilled Nursing (Nonresidents)
Less: Bad Debt Expense _

Net Skilled Nursing (Nonresidents)

Total Skilled Nursing (without Bad Debt adj) .

Total NonResidents Revenues

ATTACHMENT TO FORM 1-1

Independent  Assisted Skilled Total
328 47 23 398
332 40 20 392
660 87 43 790
330 44 22 395
328 55 35 418
332 49 34 415
660 104 69 833
330 52 35 417
100.00% 83.65% 62.32% 94.84%
0.00% 16.35% 37.68% 5.16%
2,661,000
520,000
520,000
3,181,000
3,281,000
1,983,000
1,983,000
5,264,000
2,503,000
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ONTINUING CARE
ALLIED WORLD ASSURANCE COMPANY (U.5)] Q NTRACTS BRANCH

(A member company of Allied World Assurance Compauny Holdings Ltd.)
225 Franklin Street, Boston, MA 02110 - Tel. (857) 288-6000 - Fax (617) 556-8060

FORCEFIZLDM
CRIME INSURANCE POLICY

PCLICY NUMBER: | 0307-2195 | RENEWAL OF: | 0307-2195

~PLEASE READ THE ENTIRE POLICY CAREFULLY AND DISCUSS THE COVERAGE HEREUNDER WITH
YOUR INSURANCE BROKER.

DECLARATIONS

ITEM 1. NAMED INSURED: Eskaton

ADDRESS: 5105 Manzanita Avenue
Carmichazil, CA 95668

T

ITEM2Z, PCLICY PERIOD: Inception Date: January 1, 2014 Expiration Date: January 1, 2015
(12:01 a.m. Standard Time at the address staied in Item 1)

FTEM 3.A. LIMITS OF LIABILITY AND DEDUCTIBLES

Insurine Agreement Limit of Liability Deductible, _
g Agreen for = Single Loss each Single Loss :
Insuring Agreement A
“Employee Thefi” Coverage $2.000,000 525,000 i
Insuring Agreement B , . g
“Forgery or Alteration” Coverage $2,000,000 $25,000
Insuring Agreement C e e
“Inside the Premises” Coverage $2,000,000 $25,000
Insuring Agreement D
“In Transit” Coverage $2,000,000 $25,000
Insuring Agreement E
“Computer Fraud” Coverage $2,000,000 ‘ $25,000
Insuring Agreement F '
“Funds Transfer Fraud” Coverage $2.000,000 $25,000
Insuring Agreement G
“Money Orders and Counterfeit Currency Fraud” $2,000,000 $25,000
Coverage
Insuring Agreement H
“Credit Card Fraud ” Coverage $2,000,000 $25,000

CE 00003 00 (03/10) Page 1 of 2
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ITEM 3.B. SUBLIMITS OF LIABILITY

Coverage Sublimit of Liability
Restoration Expenses $100,000
Authentication Expenses $100,000

ITEM 3.C. AGGREGATE LIMIT OF LIABILITY

N/A

R SRR

SR A

AT

This Aggregate Limit of Liability set forth above is the maximum Limit of Liability of the Insurer Jor il loss for which
coverage is provided under this poiicy.

ITEM 4. ADDRESS OF INSURER FOR NGTICES UNDER THIS POLICY

A. Claim-Reiated Notices:
ALLIED WORLD ASSURANCE CCMPANY (U.S.) INC.
ATTN: CLAIMS DEPARTMENT
1690 New Britain Ave., Suite 161
Farmington, CT 96032
or
AWACUS, FinanciziClaims@awac.com

B. AR Other Notices:
ALLIED WORLD ASSURANCE COMPANY (U.S.) INC.
ATTN: PROFESSIONAL LIABILITY UNDERWRITING
199 WATER STREET
NEW YORK, NY 10638

ITEM 5. PREMIUM

$£14,201

In Witness Whereof, the Insurer has caused this Policy to be executed and attested. This Policy shall not be
valid unless countersigned by a duly authorized representative of the Insurer.

_ﬁw“if%
E {f

President Secretary

fﬁ:“"ﬁ? 1

P

AUTHORIZED REPRESENTATIVE

CE 00003 00 (03/10) Page 2 of 2
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ENDGCRSEMENT NO. 1

CALIFORNIA AMENDATORY ENDORSEMENT

This Endorsement, effective at 12:01 a.m. on January 1, 2014, forms part of
Policy No. 0307-2195
Issued to Eskaton
Issued by Allied World Assurance Company (U.S.) Inc.

This endorsement modifies insurance coverage provided under the CRIME POLICY.

A. Tt is understood and agreed that Clause XXIV. CANCELLATION AND TERMINATION is deleted
in its entirety and replaced by the following:

XXIV., CANCELLATION AND TERMINATICN

A. The Named Insured may cancel:
(O this Policy;
(2) a specific Insuring Agreement under this Policy; or
3 coverage for an Insured;
by mailing or delivering written notice of cancellation to the Insurer.

B. The Insurer may cancel:
(O this Policy;
(2) a specific Insuring Agreement under this Policy; or
3) coverage for an Insured;
by mailing or delivering to the Named Insured written notice of cancellation at least
thirty (30) days before the effective date of cancellation, if the Insurer cancels for
nonpayment of premium; or sixty (60) days before the effective date of cancellation
if the Insurer cancels for any other reason.
The Insurer will mail or deliver the Insurer’s notice to the Named Insured and to
the producer of record at their last known mailing addresses. Notice of cancellation
will state the effective date of cancellation and the Policy Period will end on such
date. If this Policy or an Insuring Agreement is cancelied, the Insurer will send the
Named Insured a premium refund due. If either the Insurer or Insured cancel this

Policy, the refund will be the pro-rata amount of the annualized premium. If notice is
mailed, proof of mailing will be sufficient proof of notice.

Page 1 of 2
CE 00010 04 (01/10)
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C. This Policy terminates:
(H in its entirety, immediately upon expiration of the Policy Peried;

2 in its entirety, immediately upon exhaustion of the Policy Aggregate Limit of
Liability, if applicable; provided, that no Policy termination under this
Condition shall be effective with respect to a Sponsored Plan covered under
Insuring Agreement A. (2);

3 in its entirety immediately upon the voluntary liquidation or dissolution of
the Named Insured; provided, that no Policy termination under this

Condition shall be effective with respect to any Sponscred Pian covered
under Insuring Agreement A. (2); or

(€)] as to any Subsidiary, immediately upon a change in the Management
Control of such Subsidiary.

B. Itis understood and agreed that the following Clauses are added to the Policy:
NONRENEWAL
If the Insurer decides not to renew this Policy, the Inserer will mail or deliver writien notice
of nonrenewal to the Irsured and the producer of record at their last known addresses at least
sixty (60) days, but less than one-hundred-twenty (120) days before the expiration date of the

Policy. Proof of mailing of any notice shall be sufficient proof of notice.

BANKRUPTCY

The bankruptcy or insolvency of the Insured will not relieve the Insurer from liability under
this Policy.

All other terms, conditions and limitations of this Policy shall remain unchanged.

2T, .
Y
] )4
3 L e SO
"E R R

Authorized Representative

Page 2 of 2
CE 00010 04 (01/10)
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ENDORSEMENT NO. 2
SPECIFIC PERSONS OR ENTITIES EXCLUSION
This Endorsement, effective at 12:01 a.m. on January 1, 2014, forms part of
Policy No. 0307-2195
Issued to Eskaton
Issued by Allied World Assurance Company (U.S.) Inc.

In consideration of the premium charged, it is hereby agreed that:

No person or entity listed below is an Imsured and no coverage shall be available under this Policy to the
following:

ESKATON VILLAGE PLACERVILLE

All other terms, conditions and limitations of this Policy shall remain unchanged.

Authorized Representative

_ Page 1 of 1
FF 00035 00 (01/10)
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ENDORSEMENT NO. 3

AMEND CANCELLATION AND TERMINATION PROVISION
CORRECT PARAGRAPH REFERENCE

This Endorsement, effective at 12:01 a.m. on January 1, 2014, forms part of

Policy No. 0307-2195
Issued to Eskaton
issued by Allied World Assurance Company (U.S.) Inc.

In consideration of the premium charged, it is hereby agreed that:

Section XXIV. CANCELLATION AND TERMINATION, Subsection C. is deleted in its entirety and
replaced with the following:

C. This Coverage Section terminates:

(D in its entirety, immediately upon expiration of the Policy Period;

@3 in its entirety, immediately upon exhaustion of the Policy Aggregate Limit of Liability, if
applicable; provided, that no Coverage Section termination under this Condition shall be
effective with respect to a Spensored Plan covered under Insuring Agreement A(3);

3 in its entirety immediately upon the voluntary liquidation or dissolution of the Named
Insured; provided, that no Coverage Section termination under this Condition shall be
effective with respect to any Sponsored Plan covered under Insuring Agreement A(3); or

4 as to any Subsidiary, immediately upon a change in the Management Coatro! of such
Subsidisry.

This endorsement should be read together with any existing State Amendatory terms which also amends
the cancellation provision referenced above such that the paragraph reference corrected in this
endorsement is effeciive.

All other terms, conditions and limitations of this Policy shall remain unchanged.

g,
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Authorized Representative

Page 1l ofi
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ENDORSEMENT NO. 4

AMEND CANCELLATIONAND TERMINATION PROVISION
CORRECT PARAGRAPH REFERENCE

This Endorsement, effective at 12:01 a.m. on January 1, 2014, forms part of

Policy No. 0307-2195
Issued to Eskaton
Issued by Allied World Assurance Company (U.S.) Inc.

In consideration of the premium charged, it is hereby agreed that:

Section XXIV. CANCELLATION AND TERMINATION, Subsection C. is deleted in its entirety and
replaced with the following:

C. This Coverage Section terminates:

¢))] in its entirety, immediately upon expiration of the Policy Period;

@ in its entirety, immediately upon exhaustion of the Policy Aggregate Limit of Liability, if
applicable; provided, that no Coverage Section termination under this Condition shall be
effective with respect to a Spensored Plan covered under Insuring Agreement A(3);

3) in its entirety immediately upon the voluntary liquidation or dissolution of the Named
Imsured; provided, that no Coverage Section termination under this Condition shall be
effective with respect to any Sponscred Plan covered under Insuring Agreement A(3); or

4 as to any Subsiciary, immediately upon a change in the Maragemeni Control of such
Subsidiary.

This endorsement should be read together with any existing State Amendatory terms which aiso amends
the cancellation provision referenced above such that the paragraph reference corrected in this
endorsement is effective.

All other terms, conditions and limitations of this Policy shall remain unchanged.
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Authorized Representative

HC CE 00013 00 (05/13) Page 1 of 1
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ALLIED WORLD ASSURANCE COMPANY (U.S.) IR(L |

SR )
FORCEFIELD" CONTINUING CARE
CONTRACTS BRANM
Crime Policy RACTS BRANCH

In consideration of payment of the premium and in reliance upon the statements made to the
Insurer by application, including its attachments and the material incorporated therein, which
shall be deemed to be attached to, incorporated into, and made part of this Policy, and subject to
the Declarations and this Policy, the Named Insured, on behalf of all Insureds, and ALLIED
WORLD ASSURANCE COMPANY (U.S.) INC. (“the Insarer”) agree as follows:

L INSURING AGREEMENTS
Coverage is provided under the following Insurance Agreements, if purchased by the
Insured, and applies only to loss first Discovered during the Policy Period, or during
any extended period to Discover loss in accordance with Section XVI. of this Policy.

A. EMPLOYEE AND FIDUCIARY THEFT OR FORGERY COVERAGE

(1) Employee Theft of Company Property

The Imsurer shall reimburse the Imsured, subject to the Limit of
Liability set forth in lem 3.A. of the Declarations, for loss of, or for loss
from damage tc, Money, Securiiies and Property, resulting directly
from Theft or Forgery committed by an Employee, whether identified
or not, acting alone or in collusion with other persons.

2 Employee Theft of Client Property

The Insurer shali reimburse the Imsared, subject to the Limii of
Liability set forth in Item 3.A. of the Declarations, for loss of, or for loss
from damage tc, Money, Securities and Property sustained by an
insured’s Clent, resuliing directly from Theft or Forgery commitied
by an identified Emplovze.

(3) Fiduciary Theft of Plan Property

The Insurer shall reimburse the Insured, subject to the Limit of
Liability set forth in Item 3.A. of the Declarations, for loss of, or for loss
from damage to, Money, Securities and Property that belongs to a
Sponsored Pian, resulting directly from Theft or Forgery committed by
a Fiduciary, whether identified or not, acting alone or in collusion with
other persons.

B. FORGERY OR ALTERATION

(D The Insurer shall reimburse the Insured, subject to the Limit of
Liability set forth in Item 3.A. of the Declarations, for loss resulting
directly from Forgery or alteration of, on or in any written Financial
Instruments, committed by a Third Party.

CE 00006 00 (01/10) Page 1 0f22
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If the Insured is sued for refusing to pay any Financial Instrument
covered in Insuring Agreement (B)(1) above, on the basis that it has been
forged or altered, and the Insured has the Insurer’s written consent 1o
defend against the suit, the Imsurer will reimburse the Imsured for
reasonable legal expenses that the Imsured incurs and pays in that
defense, subject to the Sublimit of Liability set forth in Item 3.B. of the
Declarations, which is in addition to the Limit of Liability set forth in
Item 3.A. of the Declarations.

INSIDE THE PREMISES COVERAGE

(1 The Imsurer shall reimburse the Imsured, subject to the Limit of
Liability set forth in Item 3.A. of the Declarations, for loss resulting
directly from:

(a) Robbery, Safe Burglary, or unlawful taking of Momney or
Securities, committed by a Third Party; or

(b) actual destruction or disappearance of Money or Securities;

within the Premises or Banking Premises of an Insared.

2) The Imsarer shall reimburse the Imsured, subject to the Limit of
Liability set forth in Item 3.A. of the Declarations, for loss resulting
directly from:

(a) ioss of or damage to Property by Robbery or attempted
Robbery within the Premises;

(b) loss oi or damage to Property contained within any safe which
results from Safe Burglary or atternpted Safe Burglary within
the Premises;

{c) damage to a locked safe, cash drawer, cash box or cash register
within the Premises by felonious entry or attempted felonious
entry cor loss by felonious abstraction of such container from
within the Premises; or

(d) damage to the Premises resulting from Safe Burglary or
Robbery;

committed by a Third Party.

IN TRANSIT COVERAGE

(O The Insurer shall reimburse the Imswured, subject to the Limit of

CE 00006 00 (01/10)

Liability set forth in Item 3.A. of the Declarations, for loss resulting
directiy from:

(a} Robbery; or unlawful taking of Money or Securities,
committed by a Third Party; or
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(b) actual destruction or disappearance of Money or Secaurities;
while In Transit, or while temporarily within the home of an Employee.

{2) The Insurer shall reimburse the Insured, subject to the Limit of
Liability set forth in Item 3.A. of the Declarations, for loss resulting
directly from:

() damage to Property by Robbery while In Trapsit; or

(b loss by the unlawful taking of Property temporarily within the
home of an Empleyee or a partner of the Insured;

committed by a Third Party.
COMPUTER FRAUD

The Imsurer shall reimburse the Insured, subject to the Limit of Liability set
forth in Item 3.A. of the Declarations, for an Insured’s loss of, or an Insured’s
loss from damage to, Money, Securities or Property, resulting directly from
Computer Fraud committed by a Third Party.

FUNDS TRANSFER FRAUD COVERAGE

The Insurer shall reimburse the Insured, subject to the Limit of Liability sst
forth in Item 3.A. of the Declarations, for loss of Money and Securities
contained in an Insured’s Transfer Account on deposit at a financial institution
resulting directly from Furds Transfer ¥raud committed by a Third Party.

MONEY ORDERS AND COUNTERFEIT CURRENCY FRAUD COVERAGE

The Insurer shall reimburse the Insured, subject to the Sublimit of Liability set
forth in Item 3.A. of the Declarations, for loss sustained by an Insured resulting
directly {rom Money Orders and Counterfeit Currency Frand committed by a
Third Party.

CREDIT CARD FRAUD COVERAGE
The Insurer shall reimburse the Insured, subject to the Limit of Liability set

forth in Item 3.A. of the Declarations, for loss sustained by an Imsured resulting
directly from Credit Card Frand committed by a Third Party.

RESTORATION EXPENSES

The Insurer shall reimburse the Insured, subject to the Sublimit of Liability set forth in
Item 3.B. of the Declarations, for Restoration Expenses that an Imsured incurs to
Restore its Computer System if damaged or destroyed by a Computer Violation. Such
damage or destruction must be Discovered during the Policy Period and resulting
directly from a Computer Violation which occurs as part of a Single Loss which is
otherwise covered under Insuring Agreements A. or E. of this Policy.

CE 00006 00 (61/10) Page 3 of 22

B T R T SR

R SR R g

R

44



TR

Reimbursement of Restoration Expenses will be made to the Insured once all processes
have been completed to Restore the Insured’s Computer System, and the Insared has
provided the Imsurer, in writing, of a description and accounting of all Restoration
Expenses, together with such detail as the Insurer may require.

JE18 AUTHENTICATION EXPENSES

The Insurer shall reimburse the Insured, subject to the Sublimit of Liability set forth in

Item 3.B. of the Declarations, for Authentication Expenses. The amount of covered loss

must exceed the Single Loss Deductible amount for the Insuring Agreement that is the

subject of the claim under this Policy, in order for Authentication Expenses to be
subject to reimbursement.

Authentication Expenses which are reimbursable under this Policy are part of and not in

additien to the Single Loss Limit of Liability for the Tnsuring Agreement that is the

subject of the claim.

Awuthentication Expenses are payable to the Insured at the same time as the payment of

the valid and collectible loss under the Insuring Agreement that is the subject of the

claim.
AR DEFINITIONS

Al “Authentication Expenses” means reasonable fees, costs and expenses incurred
and paid by the Insured (o retain outside accountants, attorneys, consultants or
experts, retained by the Insured to establish the existence and amount of covered
loss under any Insuring Agreement of this Policy. Awthentication Expenses
shall not include the Insured’s internai fees, costs (direct or indirect), obligations
or any Employee’s wages, salaries or benefits.

B. “Banking Premises” means the interior portion of a building occupied by, or the
night depository chute or safe maintained by any bank, trust company or similer
depository institution.

C. “Client” means a customer of an Insured to whom an Insered provides goods
or services under a written contract or for a fee.

D, “Computer Fraud” means the use of any computer to fraudulently cause a
transfer of Money, Securities or Property, fom inside the Premises or
Banking Premises:

D to a person (other than a Messenger) outside the Premises or Banking
Premises; or
(2) to a place outside the Premises or Banking Premises.

E. “Computer Program” means a set of related electronic instructions which direct
the operations and functions of a Computer System, which enables the
Compater System to receive, process, store, retrieve, send, create or otherwise
act upon Electronic Data.

CE 00006 00 {(01/10) Page 4 of 22

P

TR

45



WA

SRR

F. “Computer System” means a computer, including all input, output, processing,
storage and communication equipment which is connected to such computer, and
which the operating system or application software used by the Insured are
under the direct operational control of the Insured. Off-line libraries are deemed
to be part of such Computer System.

G. “Computer Violation” means an unauthorized:
(13 eniry inte or deletion of Electronic Data from a Computer System;

2 change to data elements or program logic of a Computer System, which
is kept in machine readable format; or

(3) introduction of instructions, programmatic or otherwise, which propagate
themselves through a Computer System;

by a natural person and directed against an Insured, designed to damage or
destroy a Computer System.

H. “Counterfeit” means an imitation of Money that is intended to deceive and to be
taken as genuine.

L “Credit Card Fraud” means the Forgery or alteration of, on or in, any written
instrument required in connection with any credit card which is issued to any
Employee of the Insured at the request of the Insared, cther than a credit card
issued by any Insured.

J. “Data” means facts or information contained in records, zccounts, microfilms,
tapes or other records, whether or not contained in a Computer System.

K. “Discover,” “Discovers,” “Discovery” cr “Discovered” means the point in time
at which knowledge is acquired by an Executive, which would cause a
reasonable person to believe that a covered loss has been sustained or an event
has occurrsd that may subseguently result in 2 covered loss, even though the
exact amount or details of such loss or event are unknown; provided that it shall
not include knowledge acquired by an Executive, acting alone or in collusion
with an Employee, who is a participant in the Theft or Forgery.

L. “¥Flectronic Data” means facts or information converted to a form:

(1; usable in a Computer System;

(2) which does not provide instructions or directions to a Computer
System; and
3> which is stored on electronic processing media for use by a Computer
Program.
CE 00006 00 (01/10) Page 5 of 22
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M. “Employee” means any:

(1) natural person regularly performing services for an Insured in the
ordinary course of such Insured’s business, who is compensated by the
Insured directly by salary, wages or commissions, and whose
performance is controlled and directed by such Insured, including any
part-time, seasonal, leased and temporary employee, or volunteer; or

2) Executive, while performing acts within the scope of the usual duties of
an employee of the Insured.

An Employee shall not include an independent contractor.

N. “Executive” means any natural perscn who is a duly elected or appoinied
director, officer, general counsel, risk manager, partner, general partner, owner
(in the case of a sole proprietorship), member of the board of managers or a
management committee member of the Insured; or any natural person holding a
functionally equivalent position in any Insured chartered in any other
jurisdiction anywhere in the world.

Executive shall also include any Employee designated to represent the Insured
in obtaining or maintaining insurance coverage.

G. “Fiduciary” means any natural person who is a trustes, an officer, or an
administrator of any Sponscred Plan; and any other natural person, including an
Employee who is authorized to handle Morey, Securities or Property that
belongs to a Sponsored Plaz.

Ps “Firancial Instrument” means checks, drafts or similar written promiises, orders
or directions to pay a sum certain in Money, that are made, drawn by or drawn
upon an Insured or by anyone acting as an Insured's agent, or that are pursorted
to have been so made or drawn.

“Forgery” means the signing of the name of another natural person with the
intent to deceive, but does not mean a signature that includes one's own name,
with or without authority, in any capacity for any purpose. Mechanically or
electronically produced or reproduced signatures shall be treated as hand-written
signatures,

!’g:)

R “Funds Transfer Fraud” means fraudulent written, electronic, telegraphic,
cable, teletype or telephone instructions issued to a financial institution directing
such institution to transfer, pay or deliver Money or Secarities from any account
maintained by the Insured at such institution, without the Insured's knowledge
or consent. Funds Transfer Fraud shall not include a Forgery.

S. “Insured” means:
H the Named Insured;

(23 any Subsidiary of the Named Insared; and

CE 00066 00 (01/10) Page 6 of 22
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AA,

BB.

CC.

DD.

3) solely as it pertains to Insuring Agreement A., a Sponsored Plan.

“In Transit” means being conveyed outside the Premises, from one person or
place to another, by the Insured within the custody of an Empleyee or a partner
of the Insured, or a person authorized by the Insured to have custody of Money,
Securities or Property. In Tramsit ends immediately upon delivery to the
designated recipient or its agent.

“Management Control” means any person, entity or affiliated group of persons
or entities with the right to owning interests representing more than fifty percent
{50%) of the voting, appointment or designation power for the selection of a
majority of: the Board of Directors of a corporation; the Management Committee
members of a joint venture; or the members of the Management Board of a
limited liability company.

“Messenger” means any Executive, or relative thereof, or any Employee, duly
authorized, while having care and custody of covered property outside the
Premises,

“Money” means currency, coins, bank notes and bullion.

“Money Orders and Counterfeit Currency Fraud” means the good faith
acceptance:

(1) in exchange for merchandise, Money or services, of any post office or
express money order, issued -or purporting to have been issued by any
post office or express Insured, if such money order is not paid upen
presentation; or

[
Mg

in the regular course of business, of Counterfeit United States of
America or Canadian paper currency.

“Named Insured” means the entity named in Item 1. of the Declarations.

“Policy Peried” means the period from the Inception Date shown in Hem 2. of
the Declarations to the earlier of the Expiration Date shown in Item 2. of the
Deciarations or the effective date of cancellation of this Policy.

“Premises” means the interior portion of a building which is occupied by the
Insured in conducting its business.

“Preperty” means tangible property, other than Money or Securities, that has
intrinsic value.

“Restore” means to complete the restoration or reproduction of Computer
Programs and Electronic Data within the Insered’s Computer System, to
bring such Computer System back to the level of operational capability that
existed immediately preceding a Computer Violation.

“Restoration Expenses” means reasonable costs incurred by an Insared to
Restore its Computer System.
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Restoration Expenses do not include:

M the Insured’s internal corporate costs and expenses, including Employee
remuneration, and any costs related to any legal action;

2) expenses incurred as a result of the reconstruction of Computer
Programs and Electronic Data recorded on media, including but not
limited to magnetic or optical media, if there are no analyses files,
specifications or backups of Compuier Programs or Electronic Data
held outside the Premises;

{3) expenses incurred as a result of the reconstruction of Computer
Programs and Electronic Data, if an Insured knowingly used illegal
copies of programs;

{4y expenses incurred to render the Computer Programs and Electroric
Data usable by replacement processing equipment;

(5) expenses incurred to design, update or improve Cemputer Programs or
Electronic Data or to perfect their operation or performance;

6) expenses incurred as a result of an alteration in Compuier Programs
and Electronic Data held on magnetic media due to the effect of
magnetic fields, incotrect usage of the Computer Programs =nd
Electronic Data, or the obsolescence of the Computer System;

{7y lost revenue, sales, interest, income or profits; or
{(8) expenses incurred by any Client.

Restoration Expenses from a Single Loss shall include those Restoration
Expenses incurred by an Imsured between the time an Insured initially
Discovers the damage or destruction and the time the Insured’s Computer
System is Restored. Recurrence of the same or a similar Computer Violation
after an Insured’s Computer System has been fully Restored, shall constitute a
separate Single Loss.

Reimbursement of Restoration Expenses applies only:

(13 with respect to Computer Programs and Electronic Data which an
Insured owns or for which an Insured is iegally liable; and

2> if an Imsured is unable to reproduce such Computer Programs or
Electronic Data, either from back-up data copies or from some other
form of back-up technology.

“Robbery” means the unlawful taking of Money, Securities or Property from
the custody of an Employee, or other person (except a person acting as a
watchman, porter or janiter) authorized by the Insured to have custody of such
Money, Securities or Property, by violence or threat of violence, committed in
the presence and cognizance of such person.
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FF. “Safe Burglary” means the unlawful taking of Money, Securities or Property
by forcible or violent entry evidenced by visible marks, from a locked vault or
safe located within the Premises.

GG.  “Securities” means negotiable and non-negotiable instruments representing
either Money or Property.

HH.  “Single Loss” means:

M

&)

with respect to Insuring Agreement A., all loss resulting from:

{a) an individual act;

(b) the combined total of all separate acts, whether or not related; or
() a series of acts whether or not related;

committed by the same Employee, or the same Fiduciary in the case of
Insuring Agreement A.(3), acting alone or in collusion with other
persons, and regardless of whether or not such act or acis occurred
during or before the Policy Period;

with respect to all other Insuring Agreements, all loss resulting from:

(a) an indivicual act or event; or

(b) a series of related acts or events;

committed by the same Third Party, acting alone or in collusion with
other persens, or in which the same Third party is implicated or
involved; '

whether or not such Third Party or Third Parties are identified, and

regardless of whether or not such act(s) or event(s) occurred during or
before the Policy Period; and further

with regard to both paragraphs (1) and (2) above, regardless of the amount or
number of losses, the number of Imsureds incurring loss, or the number of
Financial Instruments or documents or electronic transactions invelved over
any period of time.

IL “Sponsored Plan” means:

(1

2

CE 00006 90 (01/10)

an employee welfare benefit plan or an employee pension benefit plan as
more fully set forth in Title 1, Section 3 of the Employee Retirement
Income Security Act of 1974 and any amendments thereto (“ERISA™),
and which is solely sponsored by the Insured;

an employee welfare benefit plan or an employee pension benefit plan as
more fully set forth in Title 1, Section 3 of ERISA, which is operated
solely by the Insured or jointly by the Insured and a labor organization
for the benefit of the Employees of the Insured, located anywhere in the
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world, and which existed on or before the Inception Date of this Policy
or which is created or acquired after the Inception Date of this Policy;

3 any other employee benefit plan or program not subject to Title 1 of
ERISA, sponsored solely by the Imsured for the benefit of the
Employees, including any excess benefit plan located anywhere in the
world and which existed on or before the Inception Date of this Policy or
which is created or acquired after the Inception Date of this Policy; or

€ any other plan, fund, or program specifically included as a Sponsored
Plan by Endorsement to this Policy.

Sponsored Plan shall not include any multi-employer plan.
“Subsidiary” means:

1 any for-profit entity, whose securities are not publicly traded, in which
the Insured has Maragement Control (“Controlled Entity”) before the
Inception Date set forth in Item 2 of the Declarations;

2 any for-profit entity, whose securities are not publicly traded, of which
the Insured acquires Management Control during the Pelicy Period,
either directly or indirectly through one or more Controlled Entities; or

(3} any not-for-profit entity sponsored exclusively by an Insured prior to or
during the Policy Period.

Coverage afforded under this Policy for loss sustained any Subsidiary or any
Subsidiary’s Client, shall only apply to loss sustained after the effective date
such entity becomes a Subsidiary and prior to the effective date that such entity
ceases to be a Subsidiary.

“Theft” means the unlawful taking of Memey, Securities or Property to the
deprivation of:

H an Ipsured, solely for the purposes of determining coverage under
Insuring under Insuring Agreement A.(1);

2) a Client, soleiy for the purposes of determining coverage under Insuring
under Insuring Agreement A.(2); or

€} 2 Spensored Plan, solely for the purposes of determining coverage
under Insuring Agreement A.(3).

“Third Party” means a natural person, other than an Employee.

“Transfer Aecount” means an account maintained by an Insured at a financial
institution from which an Tnsured can initiate the transfer, payment or delivery
of Money or Securities:
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N by means of electronic, telegraphic, cable, teletype, computer,
telefacsimile or telephone instructions communicated directly through an
electronic funds transfer system; or

2 by means of written instructions (other then those described in Insuring
Agreement B. establishing the conditions under which such transfers are
to be initiated by such financial institution through an electronic funds
transfer system.

V. EXCLUSIONS

A,

No coverage is afforded under this Policy for loss resulting directly or indirectly
from any authorized or unauthorized trading of Money, Securities or Property,
whether or not in the name of the Insured and whether or not in a genuine or
fictitious account; provided however, that this Exclusion shall not apply io loss
caused by Theft or Forgery which results in an improper financial gain to an
Employee. Such improper financial gain shall not include salary, bonuses,
commissions, incentive payments, fees or other compensation, including but not
limited to promotions and raises associated with employment, earned time off
including vacations, and the costs of any health, weifare, pension or retirement
benefiis.

No coverage is afforded under this Policy for ioss resulting directly or indirectly
from any frandulent, dishonest or criminal action committed by an Insured, or
by an owner if the Insured is a sole-proprietorship, a partner if the Insured is a
partnership, or by a member or manager if the Insared is a limited Lability
company or corporation, whether acting alone or in collusion with others;
provided however, that this Exclusion shall not apply to loss otherwise provided
under Insuring Agreement A.(2).

No coverage is afforded under this Policy for loss resulting directly or indirectly
from any fraudulent, dishonest or criminal act by any Employee or Fiduciary,
whether acting alone or in coilusion with others, unless otherwise covered under
Insuring Agreement A.

No coverage is afforded under this Policy for loss sustained by an Insured’s
Client due to Thefi or Forgery committed by an Employee acting in collusion
with the Client or the Client’s employee.

No coverage is afforded under this Policy for loss resulting direcily or indirectly
from the unauthorized use or disclosure of trade secrets, patents or other
intellectual property, confidential processing methods, customer lists, or other
confidential information of any kind; provided however, that this Exclusicn does
not apply to loss otherwise covered under Insuring Agreements A. or E.

No coverage is afforded under this Policy for loss due to Theft or Forgery
committed by, an owner if the Insured is a sole-proprietorship, a partner if the
Insured is a partnership, or by a member or manager if the Insured is a limited
liability company or corporation, whether acting alone or in collusion with
others.
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No coverage is afforded under this Policy for loss resulting directly or indirectly
from declared or undeclared war, civil war, insurrection, rebellion or revolution,
military, naval or usurped power, governmental intervention, expropriation or
nationalization, or any act or condition incident to any of the foregoing.

No coverage is afforded under this Policy for loss of income, whether or not
earned or accrued, including interest and dividends, not realized as the result of a
loss covered under this Policy.

No coverage is afforded under this Policy for indirect or consequential loss of
any kind, provided however, that this Exclusion shall not apply to otherwise
covered Auihentication Expenses under Section I1l. or Restoration Expenses
under Section I1.

No coverage is afforded under this Pclicy for fines or penalties, or for multiplied
or punitive damages.

No coverage is afferded under this Policy for expenses incurred:

(B as a result of the reconstitution of Data if the Insured knowingly used or
uses illegal copies of programs;

(2) to render the Data usable by replacement processing equipment;

(3} to design, update or improve software or programs or to perfect their
operation or performance; or

{4 as a result of an alteration in Data held on magnetic media due to the
effect of magnetic fields, their incorrect use or the obsolescence of the
Computer System.

No coverage is afforded under this Policy for loss caused by an Employee, which
is sustained by an Imsered after any other Employee with managerial or
supervisory responsibility, or an Executive, not in collusion with the Empioyee
becomes aware of a Theft, Forgery, or other frandulent or dishonest act
committed by such Employee while employed with the Insured or prior to the
inception of the Employee’s employment with the Insured, involving Money,
Secarities or Property in an amount in excess of one-thousand dollars ($1,000).

No coverage is afforded under this Policy for loss resulting directly or indirectly
from fire; provided however, that this Exclusion shall not apply to:

{(H loss of Money or Securities; or

(2) damage to any safe or vault caused by the application of fire thereto for
the purposes of Safe Burglary.

No coverage is afforded under this Policy for fees, costs or expenses incurred or
paid by the Insured in defending or prosecuting any legal proceeding or claim;
provided however, that this Exclusion shall not apply to the coverage provided
under Insuring Agreement B.(2).
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No coverage is afforded under this Policy for loss due to the Insared knowingly
having given or surrendered Money, Securities or Property in any exchange or
purchase with a Third Party not in collusion with an Employee; provided
however, that this Exclusion shall not apply to Money Orders and Counterfeit
Currency Fraud.

No coverage is afforded under this Policy for loss sustained by one Imsared to
the advantage of any other Insured, other than a Sponsored Plan.

No coverage is afforded under this Policy for loss of or damage to Meney,
Securities or Property while in the custody of any bank, trust company, similar
recognized place of safe deposit, armored motor vehicle company or any person
who is duly authorized by the Insured to have custody of the property; provided
however, that this Exclusion shall not apply to the extent that coverage under this
Policy is excess of the amount recovered or received by the Insured under:

(D the Insured’s contract, if any, with, or insurance carried by, any of the
foregoing; or

(2} any other insurance or indemnity in force which would cover the loss in
whole or in part.

No coverage is afforded under this Policy for loss due to the unlawful taking of
Money, Securities or Property, or due to Computer Fraud or any other
fraudulent, dishonest or criminal act (other than Robbery or Safe Burglary), by
any representative of the Imsured other than an Employee, provided that such
representative is not acting in collusion with any Employee.

No coverage is afforded under Insuring Agreement A. for loss resulting directly
or indirecily caused by any broker, factor, commission merchant, consignee,
contractor, independent contractor or other agent or representative of the same
general character, of the Insured.

Mo coverage is afforded under Insuring Agreements C. or D. for:
(DO loss due to Forgery, Computer Fraud or Funds Transfer Fraud; or

2 loss of or damage 1o Money, Securities or Property while in the mail or
in the custody of a carrier for hire, other than an armored motor vehicle
company.

No coverage is afforded under Insuring Agreements A., D., E. or F.for loss of or
damage to Money, Securities or Property as a result of a kidnap, ransom or
other extortion payment (as distinct from Rebbery) surrendered to any person as
a result of a threat to do bodily harm to any person or a threat to do damage to the
Premises or Property.

No coverage is afforded under Insuring Agreement B. for loss due to Forgery or
alteration of:
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1 any Financial Instrument committed by any Third Party in collusion
with any Employee; or

2) any registered or coupon obligations issued or purported to have been
issued by the Insured, or any coupons whether attached or detached.

No coverage is afforded under Insuring Agreement H. for loss caused by any
forgery or alteration of, on or in any written instrument; provided that this
Exclusion shall not apply ift

@) the provisions, conditions and other terms under which the involved
credit card was issued were fully complied with; and

) the Imsured is legally liable to the issuer of such credit card for such
loss.

No coverage is afforded under this Policy for any loss that the Insured is aware
of prior to the Inception Date of this Policy. :

No coverage is afforded under this Policy for loss sustained by the Insured prior
to the termination of this Policy unless such loss is first Discovered during the
Policy Peried and the Imsured provides writien notice thereof to the Imsurer
within the time limitations provided in Sections XI. or XVI. of this Policy.

No coverage is afforded under this Policy for loss, or that poriion of any loss,
sustained by the Ensured which results from an unexplained inventory shortage,
including loss, the proof of which its existence or amount is dependent upon an
inventory computation or a profit and loss computation. Provided however, that
if the Insured can establish, wholly apart from such computations, that it has
sustained a loss, then the Insured may offer its inventory records and actual
physical count of inventory in support of the amount of ioss claimed.

OWNERSHIP

A

The Imsurer’s liability under this Policy will apply only to the Money,
Securities or Property owned by the Insured or for which the Insared is legally
liable, or held by the Imsured in any capacity whether or not the Imsured is
liable; provided that:

(1) the Insurer will not be liable for damage to the Premises unless the
Ensured is the owner of the Premises or is liable for such damage; or

2 except solely with respect to Insuring Agreement A.(2), the Insurer’s
liability will not apply to Money, Securities or Property of a Client.

For the purposes of Insuring Agreement A.(2), the Insurer’s liability under this
Policy will apply only to the Money, Securities or Property of a Client, which
is held by the Insured in any capacity or for which the Insured is legally liable.
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VII. SPONSCRED PLAN

A, Solely with respect to any Spoasored Plan, payment by the Insurer for covered
loss to the Insured shall be held by the Insured for the use and benefit of the
Sponsered Plaa incurring such loss.

B. The Limit of Liability applicable to any Sponsored Plan shall equal either ten
percent (10%) of the Sponsecred Plan's asseis as of the beginning of such
Sponsored Plan's fiscal year, or five-hundred-thousand dollars ($500,000),
whichever is less ("Amended Limit of Liability"); provided, however, that the
tollowing additional conditions shall also apply with respect to such coverage:

(1) Loss Involving One Sponsored Plan:

(a) if the applicable Limit of Liability as set forth in Item 3.A. of the
Declarations is less than the Amended Limit of Liability, then
the applicable Limit of Liability shall be the Amended Limit of
Liability; or

(h) if the applicable Limit of Liability as set forth in Item 3.A. of the
Declarations equals or exceeds the Amended Limit of Liability,
then the applicable Limit of Liability shall be the Limit of
Liability as set forth in Item 3.A. of the Declarations of this
Policy; or

(2) Loss Involving More Than One Sponsored Plan:

(a) if the applicable Limit of Liability as set forth in Item 3.A. of the
Declarations is less than the Amended Limit of Liability as
calculated for each Sponsored Plan, then the applicable Limit of
Liability for each Sponscred Plar shail be the Amended Limit
of Liability as calculated for each Spensored Plan; or

{b) if the applicable Limit of Liability as set forth in Item 3.A. of the
Declarations equals or exceeds the Amended Limit of Liability
as calculated for all such Sponsored Plans, then the applicable
Limit of Liability for all such Sponsored Plans combined shall
be the Limit of Liability as set forth in Item 3.A. of the
Declarations.

Solely with respect to loss sustained by a Spomsored Plan, no
Deductible Amount shall apply to such loss.

VL LIMITS OF LIABILITY
Al The Insurer’s maximum liability for a Single Loss shall not exceed the Limit of

Liability applicable to such loss, as set forth in Item 3.A. of the Declarations,
regardless of the number of Insureds who have incurred loss.
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If a Single Loss is covered under more than one Insuring Agreement of this
Policy, the maximum amount payable under this Policy shall not exceed the
largest applicable Limit of Liability of any one such Insuring Agreement.

If a Single Loss is covered under both Insuring Agreement E. and Section II,
then only one Deductible and one Limit of Liability shall apply, that being the
Deductible and Limit of Liability under Insuring Agreement E.

Aggregate Limit of Liability

If Ttem 3.C. of the Declarations indicates an Aggregate Limit of Liability for this
Crime Policy, then the Insurer’s maximum aggregate liability for all loss under
this Policy which is Discovered during the Policy Period, all Restoration
Expenses, and all Authentication Expenses, shall not exceed such Aggregate
Limit of Liability. If the aggregate Limit of Liability is exhausted by the payment
of loss, Restoration Expenses or Authentication Expenses by the Insurer, the
Insurer will have no further liability to make any payments under this Crime
Policy.

If Ttem 3.C. of the Declarations does not indicate an Aggregate Limit of Liability
for this Crime Policy, then the payment of loss under any one Insuring
Agreement by the Imsurer shall not reduce or exhaust the Single Loss Limit of
Liability under any other Insuring Agreement. However, in no event shall the
Insurer be liable to reimburse the Insured, in total, more than the amount set
forth in Item 3.B. of the Declarations for Restoraticn Expenses, under Section I1
of this Policy.

158 DEDUCTIBLE

A.

The Imsurer will not reimburse the Insured for loss resulting directly from a
Single Loss unless the amount of loss exceeds the applicable Deductible shown
in Item 3.A. of the Declarations. The Insurer will then reimburse the amount of
loss in excess of the Deductible, up to the applicable Limit of Liability.

If a Single Leoss is covered under more than one Insuring Agreement of this
Policy, then only the highest Single Loss Deductible shall be applied.

If a Single Loss is covered under both Insuring Agreement E. and Section II,
then only one Deductible and one Limit of Liability shall apply, that being the
Deductible and Limit of Liability under Insuring Agreement E.

X. NON-ACCUMULATION OF LIABILITY

Al

When there is more than one Ipsured, the maximum Hability of the Iesurer for
loss sustained by one or all Insureds shall not exceed the amount for which the
Insurer would be liable if all losses were sustained by any one Insured.

Regardless of the number of years this Policy remains in effect and the total
premium amounts due or paid, neither the Limits of Liability nor the amount the
Insurer shall reimburse for any loss shall be cumulative from year-to-year or
from Policy Period-to-Policy Period.
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XL PROOF OF LOSS AND LEGAL PROCEEDINGS

A It is a condition precedent to coverage hereunder that, upon Discovery, the

Imsured shall:
I provide written notice to the Insurer as soon as practicable and in no
event later than ninety (90) days after such Discovery;
2 furnish sworn Proof of Loss with full particulars tc the Insuver within
six (6) months of such Diseovery, including:
(& production of all relevant records and documents as the Insurer
shall request; and
(b) submit to examination under oath at the Insurer's request; and
3 cooperate completely with the Insurer in all matters pertaining to the
claim.

(B) The Insured may offer a comparison between the Insured’s inventory records
and actual physical count of its inventory to prove the amount of loss, but only
where the Insured establishes wholly apart from such comparison that it has
sustained a covered loss, caused by an identified Employee.

XM, VALUATION AND FOREIGN CURREMNCY

The Insurer shall reimburse:

A. loss of Meney but only up to and including its face value, and at the Insared’s
option, reimburse for loss of Money issued by any country other the United
States of America:

() at face value in the Money issued by that country; or

2) in the United States of America equivalent determined by the rate of
exchange published in the Wall Street Journal on the day the loss was
Discovered.
B. loss of Securities but only up to and including their value at the close of business
on the day the loss was Diseovered. The Insurer may, at the Insurer’s option:
(1) reimburse the market value of such Securities or replace them in kind, in
which event the Insared must assign to the Insarer all the Insured’s
rights, title and interest in and to those Securities; or

2) reimburse the cost of any Lost Securities Bond required in connection
with issuing duplicates of the Securities. However, the Insurer will be
liable only for the payment of so much of the cost of the bond as would
be charged for a bond having a penalty not exceeding the lesser of the
value of the Securities at the close of business on the day the loss was
Discovered.
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C. loss of, or loss from damage to, Property or Premises including its exterior for
the replacement cost without deduction for depreciation; provided the Imsurer
will not reimburse more than the least of the following:

(D) the cost to replace the lost or damaged Property with Property of
comparable material and quality and used for the same purpose;

2 the amount the Insured must actuaily spend that is necessary to repair or
replace the lost or damaged Property; or

(3) the Single Loss Limit of Liability applicable to the lost or damaged
Property.

The Insurer will not reimburse the Insured on a replacement cost basis for any
loss or damage until such Property is actually repaired or replaced, and unless
the repairs or replacement are made as soon as reasonably possible after the loss
or damage. If the lost or damaged Property is not repaired or replaced, the
Insurer will reimburse the Imsured the actual cash value of the Property on the
day the loss was Discovered.

OTHER INSURANCE

If the Insured or any other party in interest in any loss covered by this Policy has any
bond, indemnity or other insurance which would cover such loss in whole or in part in the
absence of this Policy, then this Policy shall be nuil and void to the extent of the amount
recoverable or received under such other bond, indemnity, or insurance; but this Policy
shall cover such loss, subject to its exclusions, conditions and other terms, only to the
extent of the amount of such loss in excess of the amount recoverable or received under
such other bond, indemnity or insurance.

ORGANIZATIONAL CHANGES

If during the Policy Period the Insured shall consclidate with, merge into, purchase, or
acquire the assets or liabilities of ancther entity, this Policy will provide coverage for that
merged, purchased or acquired entity, subject to all other terms and conditions herein, but
oniy for loss Discovered by an Insured after the effective date of such merger, purchase,
or acquisition; provided that the Imsared provides wriiten notice of such merger,
purchase, or acquisition to the Insurer with full particulars of such merger, purchase, or
acquisition, within ninety (90) days after the effective date of such merger, purchase, or
acquisition. Coverage for the merged, purchased, or acquired entity shall not be afforded
following such ninety (90) day period unless the Imsurer agrees to provide such
coverage, subject to any additional terms and conditions and any additional premium that
may be required by the Insurer. Any Spomsored Plan acquired as above shail be
included as an Insured.

The ninety (90} day notice requirement shall be waived subject to the following:

A the assets of the merged, purchased, or acquired entity do no exceed forty percent
(40%) of the total assets of the Insured as of one (1) day prior to the effective
date of the transaction; or
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B. the merger, purchase, or acquisition occurs less then ninety (90) days prior to the
end of the Policy Period.

The Insured must notify the Insurer of a change in Management Controi during the
Policy Period, with written notice to the Insurer within ninety (90) days of the effective
date of the change in Management Control, but notice must be made to the Insurer no
later then the last date of the Policy Period on the Declarations Page.

TERRITORY

This Policy extends to acts taking place anywhere in the world, to the extent permitted by
iaw.

EXTENDED PERIOD TC DISCOVER LOSS

The Insurer will reimburse the Insured for loss that the Insared sustained prior to the
effective date of the cancellation or termination of this Policy, which is Discovered by
the Insured:

Al No later then ninety (90) days from the date of that cancellation or termination,
with regard to all loss except loss sustained by a Sponsored Plan; or

B. No later then one (1) year from the date of that cancellation or termination, with
regard to loss sustained by a Sponsered Plan.

However, this extended period o Discover loss terminates immediately upon the
effective date of any other insurance obtained by the Issured in whole or in part to
replace the coverage afforded under this Policy.

CONCEALMENT, MISREPRESENTATICN OR FRAUD

This Policy is void in any case of fraud by the Insured as it relates to this Policy at any
time. This Policy is also void if the Named Insared or any other Insured, or any person
authorized to act on its behalf, at any time intentionally conceals or misrepresents a

material fact concerning:

A, this Policy, in the Application for this Policy or in any materials submitted
therewith;

B. Money, Securities or Property;

C. the Insared’s interest in Meney, Securities or Property; or

D. a claifn under this Policy. -

TRANSFER OF RIGHTS AND DUTIES UNDER THIS COVERAGE SECTION
The Insured’s rights and duties under this Policy may not be assigned or transferred
without the Insurer’s written consent except in the case of death of a natural person

Insured. If the natural person Insured dies, the Insured’s rights and duties will be
transferred to the Insured’s legal representative but only while acting within the scope of
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duties as the deceased Imsured’s legal representative. Until a legal representative is
appointed, anyone having proper temporary custody of the decedent’s property will have
all rights and duties but only with respect to that property.

RECORDS

The Insured must keep records of all Money, Securities, and Property under this Policy
so the Insurer can verify the amount of any loss.

RECCOVERIES

Al All recoveries for payments made under this Policy, whether made by the
Inserer or the Insured, shall be applied net of the expense of such recovery:

¢ first, to the Imsured in satisfaction of the Imsured’s covered loss in
excess of the amount paid under this Policy;

(2) second, to the Insarer in satisfaction of amounts paid in settlement of
the Insured’s claim;

3 third, to the Insured in satisfaction of any Deductible; and

©)) fourth, to the Insured in satisfaction of any loss not covered under this
Policy.
B. Recoveries do not include any recovery:
(1) for insurance, suretyship, reinisurance, security or indemnity taken for the

Insurer’s benefit; or
2 of original Securities after duplicates of them have been issued.

TRANSFER COF INSURED’S RIGHTS OF RECOVERY AGAINST OTHERS TG
INSURER

The Insured must transfer to the Insurer all the Insured’s rights of recovery against any
person or orgarization for any loss the Insured sustained and for which the Insurer has
paid or settled. The Imsured must also do everything necessary to secure those rights and
do nothing after the loss to impair them.

XXII. ACTICN AGAINST INSURER

A. The Insured may not bring any legal action against the Insurer involving loss:
(O unless the Insured has complied with all the terms of this Policy;

) until ninety (90) days after the Insured has filed Proof of Loss with the
Insurer; and

3) unless brought within two (2) years from the date the Insured
Discovered the loss.
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The Insured may not bring any legal action against the Insurer to recover a
judgment or settlement against it or its bank resulting from Forgery or related
legal expenses as set forth in Insuring Agreement B.(2), unless brought within
two (2) years from the date upon which such judgment shall become final or
upon which such settlement was entered into.

If any limitation in this Condition is deemed to be inconsistent with the state law, such
limitation is amended so as to equal the minimum period of limitation provided by such

law.

XXJil. LIBERALJZATION

In the event the Insurer introduces a new Crime Policy during the Policy Period, then
the Mamed Insured shall have the right to any broader coverage available under such
new Policy, if allowed by law, as of the date that such new Policy is made available to all
insureds, but only with respect to loss Discovered and/or claims reported to the Insurer
after such date.

XXIV. CANCELLATION AND TERMINATION

Al The Named Insured may cancel:
O this Policy;
3] a specific Insuring Agreement under this Policy; or
3 coverage for an Insured;
by mailing or delivering written notice of cancellation to the Insurer.

B. The Insurer may cancel:
(1 this Policy;
) a specific Insuring Agreement under this Policy; or
3 coverage for an Insured;
by mailing or delivering to the Named Insured written notice of cancellation at
least twenty (20) days before the effective date of cancelation, if the Insurer
cancels for nonpayment of premium; or sixty (60) days before the effective date
of cancellation if the Insurer cancels for any other reason.
The Insurer will mail or deliver the Insurer’s notice to the Named Insured’s
last known mailing address. Notice of cancellation will state the effective date of
cancellation and the Policy Period will end on such date. If this Policy or an
Insuring Agreement is cancelled, the Insurer will send the Named Insured a
premium refund due. If either the Insurer or Insured cancel this Policy, the
refund will be the pro-rata amount of the annualized premium. If notice is
mailed, proof of mailing will be sufficient proof of notice.
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C. This Policy terminates:

(1
)

3

CY

XX¥. CHANGES

in its entirety, immediately upon expiration of the Policy Period;

in its entirety, immediately upon exhaustion of the Policy Aggregate
Limit of Liability, if applicable; provided, that no Policy termination
under this Condition shall be effective with respect to a Spensored Plan
covered under Insuring Agreement A.{2);

in its entirety immediately upon the voluntary liquidation or dissolution
of the Named Insured; provided, that no Policy termination under this
Condition shall be effective with respect to any Sponsored Plan covered
under Insuring Agreement A.(2); or

as to any Subsidiary, immediately upon a change in the Management
Control of such Subsidiary.

This Policy contains all the agreements between the Insured and the Insurer concerning
the insurance afforded. The Named Insured shown on the Declarations is authorized to
make changes to the terms of this Policy with the Insarer’s consent. This Policy’s terms
can be amended or waived only by endorsement issued by the Insurer and made a part of

this Policy.

XXV, HEADINGS

The descriptions in the headings and any subheading of this Policy, including any titles
given to any endorsement attached hereto, are inserted solely for convenience and do not
constitute any part of this Policy’s terms or conditions.
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REPORT OF INDEPENDENT AUDITORS

To the Board of Directors
Eskaton and Subsidiaries

Report on Consolidated Financial Statements

We have audited the accompanying consolidated financial statements of Eskaton and Subsidiaries (the
“Organization”), which comprise the consolidated balance sheets as of December 31, 2014 and 2013, and
the related consolidated statements of operations and changes in net assets (deficit), and cash flows for the
years then ended, and the related notes to the consolidated financial statements. -

Management’s Responsibility for the Consolidated Financial Statements

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

Auditor’s Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audits.
We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audits to obtain reasonable assurance
about whether the consolidated financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
consolidated financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the consolidated financial statements, whether due to
fraud or error. In making those risk assessments, the auditor considers internal control relevant to the
entity’s preparation and fair presentation of the consolidated financial statements in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on
the effectiveness of the entity’s internal control. Accordingly, we express no such opinion. An audit also
includes evaluating the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluating the overall presentation of the
consolidated financial statements.

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

Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the consolidated financial position of Eskaton and Subsidiaries as of December 31, 2014 and 2013,
and the results of their operations and their cash flows for the years then ended in accordance with
accounting principles generally accepted in the United States of America.
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Other Matters
Supplementary Information

Our audits were conducted for the purpose of forming an opinion on the consolidated financial statements
as a whole. The accompanying consolidating schedules as of and for the year ended December 31, 2014, for
Eskaton and Subsidiaries, Eskaton Properties, Inc., and Eskaton, presented as supplementary information,
are presented for purposes of additional analysis and are not a required part of the consolidated financial
statements. Such information is the responsibility of management and was derived from and relates
directly to the underlying accounting and other records used to prepare the consolidated financial
statements. Such information has been subjected to the auditing procedures applied in the audits 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 information is fairly stated in all material respects in relation to the consolidated financial
statements as a whole. :

The supplementary information - social responsibility for the years ended December 31, 2014 and 2013, is
presented for the purposes of additional analysis and is not a required part of the consolidated financial
statements. Such information has not been subjected to the auditing procedures applied in the audits of the
consolidated financial statements, and accordingly, we do not express an opinion or provide any assurance
onit. ’ :

San Francisco, California
April 24,2015
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ESKATON AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
December 31, 2014 and 2013

(in thousands)
2014 2013
ASSETS
Current assets:
Cash and cash equivalents 9,696 $ 10,055
Assets limited as to use, required for current liabilities 2,645 4,818
Investments 52,187 49,717
Accounts receivable, net of allowance for uncollectible accounts
of $305 in 2014 and $259 in 2013 7,920 8,362
Other receivables 3,122 4,171
Inventories 176 180
Deposits and prepaid expenses 1,124 781
Total current assets 76,870 78,084
Assets limited as to use, net of amount required for current liabilities 9,787 9,236
Investments 1,302 1,268
Property and equipment, net 112,983 115,403
Other assets:
Land available for sale 1,050 ° 1,050
Due from liability insurer 993 1,679
Deferred financing costs, net of accumulated amortization of . ’
$509 in 2014 and $246in 2013 2,668 2,835
Associate member/resident/patient deposits 3,187 4,094
Other 1,481 1,465
9,379 11,123
Total assets 210,321 $ 215,114
See accompanying notes.
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ESKATON AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS (Continued)
December 31,2014 and 2013

(in thousands)
2014 2013
LIABILITIES AND NET ASSETS
Current liabilities:
Current maturities of long-term debt $ 4,433 $ 4,449
Current portion of deferred revenue from unamortized
CCRC membership fees 2,132 2,132
Refundable CCRC membership contracts 1,859 1,016
Deposits on unoccupied CCRC units 333 - 365
Accounts payable 2,095 1,843
Accrued liabilities:
Payroll and payroll taxes . 2,240 2,465
Vacation 1,753 1,673
Current portion of self-insured workers' compensation 2,785 2,690
Self-insured employee health plan 1,160 1,372
Interest 713 735
Other 1,115 988
- Total current liabilities . 20,618 19,728
Other liabilities: )
Self-insured workers' compensation, net of current portion . 8,195 6,476
Interest rate swap agreements . 7,756 5,306
Unfunded pension obligation _ ’ 2,351 . 2,045
Professional liability - 2,329 © 3,014
_Associate member/resident/patient deposits 3,187 4,094
Other i 356 285
‘ 24174 21,220
Long-term debt, net of Curreﬁt maturities . 149,393 153,845
Deferred revenue from unamortized CCRC membership ¢
fees, net of current portion . . 10,273 12,860
Total liabilities g 204,458 | 207,653
Net assets:

" Unrestricted net assets . : 3,944 5,925
Temporarily restricted net assets : "1,376 1,003
Permanently restricted net assets i 543 533

Total net assets x 5,863 7,461
_Total liabilities and net assets , $ 210,321 $ 215,114

See accompanying notes.
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ESKATON AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS AND CHANGES IN NET ASSETS (DEFICIT)

Years Ended December 31, 2014 and 2013
(in thousands)

Unrestricted net assets (deficit):
Revenues, gains, and other support:
Net patient service revenue

Resident service revenue, including amortization of CCRC
membership fees of $1,765 in 2014 and $1,567 in 2013

Other, net

Total revenues, gains, and other support

Expenses:

Salaries and wages

Employee benefits

Professional fees

Supplies

Purchased services

Ancillary costs

Utilities ,

Insurance and other

Depreciation .

Interest and amortization

Provision for uncollectible accounts

Total operating expenses
Income from operations

Nonoperating revenue (expenses):
Investment income
Interest rate swap activities
Loss on early repayment of debt
Other

Total nongperating revenue (expenses), net

Excess of revenues, gains, and-other
support over expenses ’

2014 2013
48,339 $ 47,991
61,265 58,402
8,420 7,961

118,024 114,354
51,547 49,333
17,453 16,831
1,473 1,189
5,347 5,132
7,404 7,256
3,472 3,211
4,417 4,188
8,327 7,457
9,243 9,022
5,724 5,174

354 420

114,761 109,213
3,263 5,141
. 2,285 5,724 .
(3,754) 1,780
oo (172) .

(175) (190)
(1,644) 7,142
1,619 12,283

See accompanying notes,
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ESKATON AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS AND CHANGES IN NET ASSETS (DEFICIT) (Continued)
Years Ended December 31, 2014 and 2013

(in thousands)
2014 2013
Excess of revenues, gains, and other support over
expenses (page 5) $ 1,619 $ 12,283
Pension related changes other than net periodic pension cost (3,511) 3,386
Transfer to temporarily restricted net assets (89) -
Change in unrestricted net assets (deficit) (1,981) 15,669
Unrestricted net assets (deficit), beginning of year 5,925 (9,744)
Unresftricted net assets, end of year $ 3,944 $ 5,925
Temporarily restricted net assets:
Contributions . $ 427 $ 354
Investment income 69 135
Other 5 -
Transfer from unrestricted net assets 89 -
Net assets released from restriction used for operations (217) {339)
Change in temporarily restricted net assets 373 150
Temporarily restricted net assets, beginniﬂg of year 1,003 853
Temporarily restricted net assets, end of year $ 1,376 $ 1,003
Permanently restricted net assets:
‘Contributions of endowments : $ 11 $ 5
Change in assets held in trust by others ' ‘ : (1) 1
Change in perm.anent_ly restricted net assets 10 6
Permanently restricted net assets, beginning of year ) 533 527
Permanently restricted net assets, end of year . : $ 543 $ 533
Change in net assets ) : $ _ (1,598) $ 15,825
Net assets (deficit), beginning of year 7,461 . (8,364)
Net assets, end of year : $ : 5,863 $ 7,461

See accompanying notes.
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ESKATON AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
Years Ended December 31, 2014 and 2013

(in thousands)

2014 2013

Cash flows from operating activities:
Change in net assets $ <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>