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REPGRT OF INDEPENDENT AUDITORS

Board ol Direstors
Virginia Birth-Refated Neurological
Injury Compensation Program

We have audited the accompanying statemenls of financial position of the Virginla Birth-
Related Neurological Infury Compensation Program as of December 3, 2000 andg 1998, and
the related statements of activitics and cash flows for the years then ended Thesa financial
statements are the responsibility of the Program's marnsyement. Cur responsibility 1§ 1o eXpross an
apinion on these financial statements based on our audits.

We conducted oLr sudits m ascoréanes with ganorally sceepled auditing standards and the
standards apglicable to finangial audis confained in Covernment Audiling Slandards 1ssusd by the
Comptroller Genuiul of the United States. Those siandards requiro that we plan and peticrm the
audlt 10 oblain reasonalle assurance about whether fhe finansial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence suppuiling the amounts and
disclosures in the financial statements. An audii alan includes assessing the accounting principles
used and significani estimates made by management, as well as evaluafing the overal financial
staternent prasentation. We believe thai our audits provide a reasonable basis for our opinion.

In cur opinicn, the financial slatements referred tn shovc present fairly, in all material
respects, the financial position of Virginia Birtf-Related Neurofogical Infury Compensation
Program as of Decarnber 31, 2000 and 1989, and changes in its net assets and its cash fluws [or
the years then ended in conformity with generally accepted accounting principles.

In acensdance with Government Audifing Siandards, ve have also Issued a report daled
Jurie 25, 2001, et our consideration of Virginia Birth-Related Newrological infuty Compensation
Program's internal contrpl over financkal 1epoiting and our fests of ts compliance with cerain
prowisions of laws, regulations, contracts and granls.  That report is an integral pert of an Judi
performad in accordanca with Government Auditing Stendards and should he read in conjunction

with this report in considaring the results of our audit
e | &""”3’ LLE

Richmond, Virginia
June 25, 2001
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VIRGINLA BIRTH-RELATF NFURIN ODGICAL INJURY COMPENSATION PROGRAM

S STATEMENTES Of FINANCIAL PCSITION

December 31, 2000 1600
ASBETS
Current assets
Gash and eash equivalents 5 7,200,283 3 4404558
Accrued income 524,440 D60 ATE
{rher receivables 87,294 27,2865
Prepaid expenses 14,531 -
Total current assets 8,556,808 4992 400
Investments 64,035,109 25,854 917
Real 2sfafe held in trust _ E 411,125 5008 475
Secunty deposit 3,009 -
Property and equipment
Aulorncbiles 17,238 17.238
Office fumiturs and fidures 13.334 13 384
Computer equipment and softwers 50,547 42 74
- 81,169 73,386
| s - accurmlated deprecislion and amortization {53,758) (d5 498)
27 414 27 588

$  FHDTAAGZ 5 fH PO BHD

LIABILITIES AND NET ASSETS

Current liabifities

Aconed sxpenszes 3 43950 & 7,371
Deferred revenue - participant assessments 3,312,750 1038 718
Toka! currenl ligbililies 3,356,700 1,047 08T
Estimated cltaims rescrve 148,700,000 70,586 000
Total liabilitiea 160,086,700 71,632 087
Met assebs (deficit)
Linrestricted (77,393,263} {747 .532)
Linrestricied - board designated - real estate
held in frust 5411125 6 336 475
Total nat asyubs (deficit) {71,942 218} 4 53 593

b 7EOT4462 F 76,321,680

The accompanying noles are an infegral part of these Anancial stalements
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VIRGINIA BIRTH-RELATED NEUROLOGICAL INJURY COMPENSATION PROGRAM

STATEMENTS OF ACTIVITIES

Hails:

Years Ended December 31, 2000 184948
Revenue
[terest indoms 2997677 b Au41 808
Participating doctors 709,900 687,250
Gain on sals of investments 3,688,052 610,542
Harticipating hospials 374,902 933,324
Unraalized gain {lozses) on invastmants (1,848,472} 365,062
Diidend income 297.032 326 688
(Gain an salz of real estata 6,954 -
Total revanus §,216,045 5,185,830
Expenses
Increase in esimated claims reserve 76,114,000 45,866,000
Claims cost 5.OHd TH2 3 BRY 791
Adverfising and broshures 233,630 22,044
Investment fees 214,875 254,718
Salaries and henefita 106,957 07 7y
Protessienal tees 34 B20 o) I
Computer services 24,290 12,387
Rent 19,675 20,076
Payrall taxes 3,546 B.253
Cepraciation and amorfization 2,260 4618
Felaphone 7,330 10,754
Hher 5,825 11,303
Postage and mailing 2,558 10,253
tHfize Z,300 8,755
Automobile 2,084 4178
Cooupancy costs 250 9,464
Total axponges 852,785 B77 £0,082 008
Change in unrestricted net assets (16,578 831) (44,696,169
Unrestricled nel assets - beginning of year 4,588,593 49,484 762
Unrestricted net assets (deficit) - end of year § (71,982,228} § 4588502

The accomparnying notes are art infegral part of these financial statements
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VIRGINIA BIRTH-RELAT LD NEURDLODGICAL INJURY COMPENSATION PROGRAM

STATEMENTS OF CASH FLOWS

Ads1%=

| —

Years Ended Dacember 31,

2000

1980

Cash flowe from operating activitics
Change i urresbicted net assets
Adjsstments to reconcile to net cash provided
{used) by operating activities:
Cepreciation and amortizakion
Cain on sale of investments
Unrealized (gain} iosses on investments
Gain on sale of real estale
Real astats valuation flucuation
Changes in;
Acorucd income
Other receivables
Propaid sxpengas
Security deposit
Accraed expenses
Deferred revenua, paricipant assessmams
tstimatad clalms rezerve
Met cash provided (used) by operating
activities

Cash flows from investing activities
Purchase of property and equipment
Purchases of investment szcunitics
Proceeds from sale and maturity of investment
sacLiities
Puiclases of real astate
Proceeds from sate of real estate
Net cash provided (used) by investing
activities

Net increase {decrease) in cash and cash equivalents

Cash and cash equivalents - beginning of year

Cash and cash eguivalents - ond of year

& {76,6T0,831)

$ (41,306 169

8,260 4,813
(3,688,053) (610,542)
1,848,472 (356,062)
(6.954) -
{24,8286) -
(64,264) 95,109
(30,029) {24,985}
(14,691) -
(3,000
36,579 -
2,273,034 (94,113)
7,114,000 45 £85,000
{122,314 3,853
(7,783} (22,860}
(47,583,449} (AR, 797,391}
51,251,838 64,267 725
(524,939) (787,762
482,071 -
3,817,738 (2,839,628)
3,495,424 (2,836.045)
4,404,959 7,241,004
7,900,383 4 404 959

The acearpanying notas are an integraf part of fhese financial statements.



L) T e

1124 okd—ddh-4Hcq Wi BLE H OLRIEY FU-LD FRide  hBbil:

VIRGINIA BIRTH-RELATED NEUROLOGICAL INALRY COMPENSATION PROGRAM

NOTES TO FINANCIAL STATEMENTS

X

December 31, 2000 and 1999

NOTE 1 - DORGANIZATION AND NATURE OF ACTIVITIES

The Virginia Birth-Related Neurclogical Injury Compensation Pragram ("Program’) was
establisheg under the virginla Birth-Related Newrological Injury Compensation Act (1907,
£.540). The Pmgram is a relafed organization for which the elected officials of the
Commenwealth of Virginia are accountable as thoy appoint a voting majority of the board.
The Act creates a compensation program which assuies liklime care of infants with severe
naurological injuries  The Program is funded through annual assessments of participating
physicians and participating hoapitals.  Liability insurers and non-participaling physictans
contribute to the fund, if necezsary, based upon actual experence ul il fund. Tha Frogram
receives no federal government funding.

NOTE 2 — SUMMARY OF SIGNIFICANT ACCQUNTING POLICIES

Basis of Accounting

Financial statement presantafion foliows the recommendations of the Financial Accovniing
Siandards Board it Ks Statement of Mnancial Ascounting Standards (SFAS) Ne. 117,
Financisf Statemenis of Not-for-Profit Orgenszations, Under SFAS No. 117, the Program is
requircd t6 roport information regarding its financial pasilion and adtivifies according to three
classes of net assets: unreslbivted net assets, temporarily restricted nct assels and
permanertly restricted net assets. The financial statements reflect unrestricted amounts as
those currently availablo at the discretion of the Program’s Board of Diraclors. The Program
has anly unrestricted nef asgets.

Bnard Designated — Real Estate Held in Trust

The Roard of Directors has designated a portion ot unrestricied net assets for real esiate
heid in trust {sec Noto 7). Real octate is caried at the lower of cost or market value. The
adjustment to market value is reflected i daims cost for sach year.

Cash and Caafr Eguivalonts

For purpeses of reporting the statement of cash flows, the Program includes all cash
accounts, which are nof subject to withdrawal restrictions or penalties, and all highly liquid
debt instruments purchased with a maturity of tHeee months or less as cash and cash
equivalants,

Concentration of Credit Risk

The Program'a finaneial instruments subject Lo concenfration of credit risk consist of cash,
cash equivalents and investments. At times the Piogram has cash i axceas of insurcd
limite. Cash and nash equivalents are deposited in several financiai institutions whose credit
ratings are monitored by managsment. Investments are purchased in accordance with the
Program’s Investment policy. These policies miligate the concentration of crodit igk,

{Mofes sonbinued on next page)

[y
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NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {Confinued)

Properly and Equiprtent

Property and equipment are racorded at cost. Depreciation iz based on estimated usefu]
lives and is computed on fhe straight-Ene method as fullowss:

Estimated

Assel Usseful Life
futomobiles £ yeare
Office furniture and fixtures 10 years
Computer sguipment and saftware £ years

income iaras
The Program is deemed to he a state agency and, as such, Ts exempt from income taxes.

Use of Ezfimates

Management uses estimates and assumptions in preparing financial statemante. Thoss
estimates and assumgtions affect the reported amaunts of assets and liabilities and the
disclosure of contingent assets and liabilitizs at the date of the financtal statemenis. Such
astimates also affect the repoded amaunt of revenue and ewpenars durng the reporting
period, Actual results could d-ffar from thase estirnates.

Fair Value of Financial Insfruments

The Frogram estimates that the fair valize of alt financial instruments at Decemrber 31, 2000
and 1999, do not materially differ from the camying valug recorded in the accompanying
statements of financial position.

Advorlicing
The Program oxpenses advertising costs as incurrad.

Reclassification
Cartain amounts in the 1999 financial statemerts have been reclassinied o conform to the

2000 presentation.
KOTE 3 — LEASE COMMITMENT
The Program leased oifice space under a ilvve-year lease which ended July 31, 2000

Subsequent fo July 31, 2000. the Program began leasing this space an a month-to-month
basiz. Fert under this lzase was $18,872 and $20.976 for 2000 and 1899, respectivaly.

(Notes continued on next page)
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NOTE 3 - LEASE COMMITMENT {Continued}

The Program hag nadotiated a new |ease for office space which will commence February
2001, and will conlinue for a seven year ferm.  Future minimum rental payments required
uhder this lzase for each of the five succeeding years are as follows:

NOTE 4 — IWWEETMENTS

2001
2002
2003
2004
2005

33,000
37,000
38,000
39,000
40,000

3 4 a0 LR LA

Investments are carriad at market value  An analysis of Investments at December 31, 2000
and 1999, is as fallows:

U.5. Government cbiigations

Comorata honds
Stocks

118 Govemment obligatians

Corporate bands
Stocks

December 31, 2000

Unrealized Estimated
Gaing Markat
Cost _ {Losses) Yalug
27,190,038 % 390137 % 27680176
18,833,318 {190,075} 18,643,239
15,728,068 2,083,727 17,812,695
B4.752,324 $ 2283788 4% &£4.035109
Decempar 31, 1948
Linraalized Frtimated
(2ains Market
Cost (Losses) Walua
15516484 5 (37B088) 3 16,138.394
27,834 587 (889,699 06,844,888
17 381,589 2200 44 22,581,653
732680 5 4132257 % 85884417

{Notes continued on naxt pagel}
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NOTL & = ESTIMATED CLAIME RESERVE

The estimated claims rasenve is the present value of the estimated cost of payments far both
claimants admitted to the Program and eatimated number of not-yet-admiticd claimants with
birth dates prior to the date of the statement of financial position that wiil be admiited 10 the
Pragram suhsequesnt fo the date of the statement of financial posttion. The present value
representa the amount thet would nocd to be investod as of the date of the statcmont of
financial pogition to pay the clalment expenses ag they become duc. Tho reserve s
determingd hased an an actuaral study, which i¢ mandatad ta be done no less frequenty
thar biennizlly.  Eligihle costs under the Program are coste not othenvise paid by private
insurance or other govemment programs. Gosts include nursing, housing, hospitals and
physicians, physical therapy, vans, medical equipment, prescription drugs, various other
incidental itams, loss of earnings and daim filing axpensas

In very general terms, the estimated claime reserve is detemined as follows:

Estimate of the total number of claimants {(aclual number of admitted
claimants plus esfimate ot the number of not-yet-admitted claimants).

Foracast of future paymants, by category of expenss, that will be made
by the Progran fun wad: claimant, These estimates are based on the
actual payments made by the Program on beha'f of the claimants who
had been in the program for threée or mora yaars as of December 31,
2000 {taking into coneideration wach Cluinanils nsurance coverage and
eliglbility for Medicaid), as well as assumplivns egarding Tulure cost
inflation and future increases in the wtiizalion o7 the henefits and services
of the Program.

Projectad fiture payments ta eash claimant are adjusted to reflect an
asaumed life expectancy for cach claimant and the time value of money.

Sinnificant artiuarial arsumptinns include:

Rate of claims inflation {varies based on category of expensc}  2.25% fo 5.06%

Invest-nent earnings raie B 0%
Wortality:
Average |life expectancy of claimant at birth 17 S years
Average life expectancy of clarmant that athains
the age of thnee 2000 years

Ectimated number of ¢laimants born on or before December
31, 2000 not ye! adriilled to e Program.  Estimate
iz based on review of how long it takes for claimants
to be admitted to the Pragram 31 cdaimanis

(Notes continued on next page}
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NOTE 5 - ESTIMATED CLAIMS RESERVE {Continued)

The increase in the estimaied claims reserve amourt e primarlly stfnbuotable to three
factars:

Based on the number of claimants admitted to the Program since the |ast
acluarial sludy, the aslimate of tha numbar of claimanis bom on or bejore
December 31, 2000 that will evenlually be adrmlled o the program was
incraased,

Based on regenl reseaich, the estimated average life expectancy of each
claimant has increased.

Based on the amalysis of paymenls made on betall of each of the
clalmants who had been in the Program for three or more years as of
MNercmbor 37, 2000, the estimate of the future average annual expences
that wil bo pald on bzohalf of admited cloimants hos incroused
signiflcantly.

Though the Progrem is not actuarially sound as of December 31, 2000, & major finding of

the actuanal study i that the Program Is not In any Immediate danger of defaulting on the
payment of benefits and that the Program has sufficient assets to continue to pay for

claimants' benefits. The Doard of Diractora is nonsidering the recommnndations for future
Frogram chandés prasantad by actuarial consultanta.

NOTE & — SALARIES AND BEMNEFITS

Included in salaries expense cn the statements of aclivilies for 2000 and 1999, is an
additiuna! amounl paid to the enployees in lisu of a benelits package, These funds are fo
be used by the employees to acyuire cedain benefits, If they so choose, and are subject 1
income and payrall txes, For 2000 and 1998, these additional amounts paid ware aqual fo
249 of the employess’ bees ealarios,

NOTE 7 - REAL ESTATE HELD IN TRUST

Under guidelines established by the Board of Directors, the Program could. up until 1953,
approwvs the purchasc or construstion of a heme for the family of a claimant subject to
certain restristions. The home s held in a trust and remains the property of the Program,
subject to use by the daimant's family during the term of the trust and subject to conditivns
impnosad by the trust agreement. The trust expires upon the death or institutionalization of
the claimant, and wil stipulate that during acccupancy the family i responsibla for the
payment of utilities. general maintenance of the home, and certain other similar abligations.
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