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REPORT OF INDEPENDENT AUDNTORS

Board of Directors
Virgirdu Birth-Releted Nearclogical
Infary Compensuiion Progsas

We have awdiied (e accompanying statemonts of financial position of the Firginda Birth-Related
Nenrological [njury Compensation Frogram as of December 31, 2001 and 2000, and (he related siatoments
of activities and cagh flows for the years then ended "These financial statements are the respousibilicy of the
Program’s managernent. Cur respousibility is to exprss an opinion on thes¢ financial statements based o
our audits.

We conductad cur audits in accordance with anditing standards genetally accepted in the United
States of America and the standards applicable to financial andits contained in Gevernment Awuditing
Stemdards issued by the Comptroller General of the United States. Those standards require Wil we plac and
perform the audit to obtain reasonable assurance shout whether the financial statements are free of matenal
misstatement. AR audlt includes examining, on a test basis, cvidance supporting the amoutts and dizelranres
i the financial statements. An awlil also inclndes assessing the aecounting principles used and significant
crtimates made by management, &5 well ag evalnating the overall financlal staremen! presadation. We
balleve that our ardite provide a reagonable hasis for our opinion. :

Tn our opinicn, the financial statertents refemmed to above present fairly, in all woasterial respeets, the
financial position of Firginia Birth-Relmed Neuralogicul Infury Campensation Pregrar as of Decemnber
31, 2001 and 2000, and changes In {ts net assels and its cash flows for the yoars then ended In conformity with
accounting principles penerally accepted i the United States of America.

I accardance With Goverment duding Siandersh, we bave also Issued a report dated Augnst i3,
1007 on our consideration of Virginia Birth-Relmed Nenrvlogicd Injny Comipensatisn Program s nplennal
control over financial reporting and onr teste of its complianse with cerfain provisions of laws, regulativus,
cunlructs and grants. That roport is an inegral part of an andit performed in pecordance with Gevermment
Auditing Standards and should be read in conjupction with s report in considering the resuits of our andit.

Richmond, Virginia 00 i t MJ LLP

Augitt |7, 2002
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VIRGINIA BIRTH-RELATED NEURGLOGH AL INJURY C OMPENSATION PROGRAM

STATEMENTS 01F FINANCIAL POSITION
,—__-__-_

December 31, p{.11] 1 2000
ASEELS
Current assets
Cazh and eagh equbvalents b3 13,682,007 5§ 7900383
Arvrued eome 601,730 f24 440
Other mowdyulbe 7K 5127
Prepaid gxperses . ) 35,558 14,661
Total current assefs 19,322,094 $,596,808
Tnvestments o 64,904,716 §4,036,10%
Heal estace hekd in trmst 5458118 5,411,128
Securiéy deposit 3,009 3,008
Property and equpment
Autermobiles 17,358 17238
Office furmiturs and fixdres 22264 13,384
Cotnputer equipmait and software _ : 47255 50,547
36.797 Bl 159
Less - accurnulated deprecistion awd ano:tiztion (56276} {43,758}
30,521 17411

5 89719065 5 18,074,442

LIABILITIES AND NET ASSETS

Corrent Labitities
Aceounts payable and acrnied expenses b ST § 43,930
D fiegred reveuys 11628 760 3,312,730
Total carrent HahiBies . 11,686,627 3,358, i
Estimated chalbma rescrve 158,200,000 146,700,000
Total liabiitics 170,886,627 138,056,700
Meg asseds (defil)
Unrestricted (86626287 (77,393,363}
Unraghieted - bosrd desigrated - real #atafe
hald fn tust 5458715 5411125
Total net aszets (deficii) @1167,53  (71,982.238)

5 39,718,065 § FEUi446d

Tha cocemprging Aotes ars oot pitegral part of thess Fraaneial siatemens.
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FIRGINLA BIRTH-RELATED NEUROLOGICAL INJURY COMPENSATION PROGRAM

STATEMENTS OF ACTIVITIES
R s

Yeors Ended December 31, J001 2000
Revenue :
Interest incame 5 3,381,660 % 29874877
Participating hospinals L591,950 F74,002
Participating doctors 775,050 TOP,300
Unrcalized goin (losges) on investments L1867, 166 {1,842, 472)
Gain on sale of Dvestments 972,593 3,688,053
Dividend ineqime 309,835 207,032
CGrain {loss) on sale of yeal estate (5,145 554
Toral revenze 0,583,122 5,216,014
Expenszes
Increase in esdmated clalmes reserve 12,500,000 8,114,000
{laima eost & T15,040 4,984,733
Tnvetment oo 205351 214875
Salaries and bonefits 130,698 iNa,957
Praftassinmal fess 51,628 A4 EH}
Advertizing and brochures 45,526 238,630
Rent 36,688 18,675
Crther ' 13,222 3,407
Postage and mailing 12,541 4,489
Payrodl laxes 12,462 9,516
Computer services 12,328 24,290
Depreciation and amertization g,4n5 8,260
T'tinting 9,010 1,503
Telephons 8,541 Ry
Orffiee 4,503 2,305
Total cxpenses 18,768,445 22788 877
Change in unrestricted net assets 155324 {76,5710,831)
Unrestdcted ned asseds (deficif) - Ig7innmg of vear ~_ {(71,952,138) 4,388,593
Unrestricted net assets (deficit) - end of year § (81,167,562) § (71.982218)

Thy arcompanying ruies e e integral pot of thase financidl stalemenis.
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VIRGINTA RIRTH-KELATED NEUROLOGICAL INJURY COMPENSATION PROGRAM
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STATEMENTS OF CASH FLUWS
M
Years Ended December 31, 01 200
Cash flows from operuling activities
Change W mmestricted net assets (0,185324) {76,570,831)
Adjustmenes to recenetie to pet rash from nperating activities:
Drepreciation and auncrticatiun, 8405 §.260
Gain on sale of mxvesiments (972,593} (3,688,053}
Thrcabined (goin' losses on investments (1,167,166} 1,348 472
{Gaun} laa2 on sale ofreal eatate 5145 (6954
Fal egtate valhuation (319,824) (74 B2
Change m;
AccToed ouine 11719 o4, 264)
Ches 7oservebles 54,585 {30,025
Propoid expenses (20,%67) {14,691
Sectity deposit - (3,009
Apcniniz payable and acomed expenses 13517 GIT
Defemed reverion 5,316,010 2,273,054
Estimuled Janns roscove 172,501,000 T4, 134,000
Net cath o operating activities oS08 {112514)
Cagh flows Eroa investing activilics
Forchass of property and equipment (12,515) (7,799
Duchascs of investment securities (23.343,250) (47 5835,445)
Procesds from zale md meemrity of imyvesiozul
secmities 34,611,432 51251 1R
Alleraticug/mmchases of real cvinds {14,276} (324,924}
Prooswls from sals of real cstate 181,355 482 071
Net cash from investing activitics 1425716 3,617,758
Net change in cash and cash equtvalents 10,781,714 3 495 424
Cuxh amd csh equitvalents - heginning of year 7,901,383 4 404554
Cash and cash equivalends - ead of year 18,632,097 7,900,383

The aucompaaying notes are an intagral part of these fmanciol staiemants,

A4,/8<
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VIRGIVIA BIRTH-RELATED NEUROLOGICAL IN. JIRY COMPENSATION PROGEAM

NOTES TO FINANCIAT STATEMENTS
December 31. 2001 avd 2000

1. (hgamzation and Noture of Activities

The Firginta Birth-Related Neurological injury Compensation Frugram ( the “Progrem’™) wae
established under the Virginia Birth- Related Nenrological Injury Compensation Act (19387, ¢.540). The
Program is a related arganization for which the clected offivials of the Commenwealih of Virginia are
aceotmtzhie as they appoint 2 yoting majority of tie board. The Acl uTeaies & compensation program
which nsmurea Lifstme cats of infants with severe nenrological Injuries. The Program, is fimded throogh
antual asacsaments of parlizipsting plysicians snd participating hospitals, Liabily insurers and non-
partisipating physleians comiribube o the fimd, if ncedssn, based upom actual experience of the fund.
The Program receives no federal government funding,

2. Sommary of Significant Accounting Folicies
Basis of Acecunting

Financial sttement presentation follows the recommendations of the Financial Avcountieg Standards
Board in its Statement of Fipancial Accounting Standards (SFAS) No. 117, Financial Statements of Not-
for-Frofit Orgamizartons. Under SFAS No. 117, the Program i2 required to report information regarding
its finwncial position and activities according to three clagses of net agsets, umrestrivied net asscts,
tormpararily tcatricted net assets and permanently regtricted net assets. The financial statements reflect
wprestricted amounts as those currently avalable at the discretion of the Program’s Boatd of Diractors.
The Program has ondy unrestricied net assels.

Board Designatcd — Real Estnte Huld io Trost

The Board of Dhrectors has designated a portion of unsestricted net assets for wwal estate held in trust {3cc
Note 7. Real ectage iz carried at the lower of cost or market value. The adjustment to mrarket value is
reflected in ¢lafns cost for each year.

Cash and Cash Equivalents

Far purposes of reporting the statement ol cash flows, the Lrogram inehrdes all cush weeounts, which are
not mbject tn withdrawal restrictions or penalties, and all highty liquid debr {nstruments purcliased with 2
maturity of three months or less as cagh and cash equivalents.

Concentration of Credit Risk

The Program's [iuancial instruments subjeet t9 concentratiun uf credlt risk consist of cash, cosh
cquivalents and investments. At times the Program has cash in excess of insured lmmite. Cash atyd cosh
equivalents gre deposited in several financial jnatitutions whose credit ratiogs are monitored by
managemenl. Iuvesiments ars purchesed in ascordanes with the Program’s investment policy. These
polizigs mitigate the concentration of credil risk.
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Property and Eyuipment

Property and equipmen are recorded af cost. Depreciation 15 based on estimated wseli] lives and iz
cumpuisd on tie steaight-line method ag foliows:

Estimared

AkxeT TFgeful Lite
Automobiles 5 years
Offive (uruitoze and fixtores 10 years
Computer equipment and softwars 3 yeals

Income Taxes

The Progratt is doomed ta be an agensy of the Commonwealth and, a5 such, is exenpt from mwoie
taxes,

Usge of Estimates

Management uses estimatss and assumptions in preparivg fuancial statements. Those emimates and
gsmunptions affect the reported amounts of 2ssefs and liabilities and the disclosure of comtingent asseds
and liabifiLies at the date of the Fnancial statements, Such estimates also attect the reported amount of
revenue aml expenses during fhe reparting petiod. Actual resulls could differ fiom therae estimates,
Fair Value of Financial Instruments

The Program estimates thar the fair value of 211 finncial mstruments at December 31, 2001 end 2000, do
not materially differ from the carrving value recorded in the accompanying staterments of financial
Pursilion,

Advertising

The Program expenses siveriising costs as incuered.

Reclassification

Certain amoumnts in the 2000 fnancial staberments have begn reclassified 10 conform o Gie 2041
proscntation, ’

. T.ease Commtitment

The Progrart leased office spuve suder a these-year lease which onded July 31, 2000, Suhsequent fo July
31, 2000, the Program began leasing this space an a month-to-month basls through Februm ¢ 2001, Remnt
under this lense was $5,127 and $18,872 for 2001 and 2000, respectively.

A6/ 8<
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The Program entercd into a new Jease for effice epac
contimue for a seven-year tenm. Funre mininuwn cental

five succeeding vears are as follows:

2002
2003
2004
20035
2006

4. Investments

Investments are carried at market valne, An amafysis of wvestownds at Decomber 31, 20071 wnd 2000,

Wy BIR™H IRJIRY FU-D
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37,000
32,000
19 00K
40,000
41,000

& which commenced February 2001, and will
payments required under this lease for each of the

followe:
Drecember 31, 2001
TFnrealired Esiimated
Gains Maorket
Cost {Losges) Value
U.%. f3overnanent ohligations 1246750 OB Y3682 5 23550031
Corporule bods i, 164,601 150,202 n414,303
ENGL’S 18,612,813 2387067 21 400,582
61.453,765 & 3,450.951 ¢ alqnd ik
December 31, 2000
Unrcalized Fatirooted
Gains Mlariiet
et (Lasses} Valoe
1.5, Govemment obligefiabs 27,190,058 § 390,137 % 24080173
Corporate bonds 18,833,318 (190,070} 18,643,230
Stocks 15,728,968 2,083,727 17,832,693
61,752324 & 223317313 $  ed 030,104

FeiEE
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5, TEstimated Claims Resezrve

Tl sstiroated claims reserve is fhe present value of tha entimated cost of payments for hoth claimeants
admitted to the Program and estimated uumber of not-yot-admittad cluinuauts with bivth dates prior to the
date of the statement of firancial position that will be admired ro the Brogram subscquent to the date of
the staiement of fnancial position. The present value represents the amonnt thai would need to be
sovested as of the date of the stasement of finusicial position to pay the claimant expenses as they hecome
due. The reserve is determined based on an actuarial stdy, which is mandated to b done no Jess
freyuently than biennially (dore ansmally for 2001 and 7000} Eligible ¢osts under the Program are costs
not otherwise paid by private insurance vr olier Zovermment progrars. Costs inelude nursiog, housing,
hospitals snel physicians, phvsical therapy, va0s, medics] cquiptnent, prescriplion diugs, various other
moidertal ems, lose of sarnings and cisim filing expenses.

In verv general terms, the estimated ulains reserve is determinad ag follaws:

Estimate of the fotal number of claimants (actnal tumber of admitted claimeants
phus estimate of the purber of But-yel-admittcd claimants).

Forccast of firtms payments, by gategory of expense, that will he made by the
Program for each clainant. These estitles aie based on the actual poyments
mads by the Frogram on behalf of the claimunls whe bad beet i the program for
tlree or mors years ag of Decercber 31, 2001 (lakmg iro consideraticn each
cluimant’s insurance covetoge snd elgibility foo Medicaid), as well as
assumytions regarding future cost inflation amd [ulure noreases in the utilization
of the banefite and services of the Frogram.

Projected future pavments to each claimant are adjusted to reflect an assumed life
expectaney “or each claimant and the time vakie of money.

Significant actuarial assumptiony includs:

Rate of ¢lmims inflation (varies based on category of expense) 3.27% 0 5.00%
investment sarnings rate £.50%
Morality:
Average life expectaney of claimart at birth 18.2 yeara
Average life expectancy of claimant that attalns
(e ape of three Zih4 years

Estimated nurgber of ¢laimants bom on or before December
31, 2001 not yet admitted to the Frogram, Estimate
is based o review of how long it talies for claimants
ter be adnritted £ the Frogram 31 claimamts
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The iucicase in the estimated olaims reserve amouat 2 primarily atiributable to the estimate of te wotal
qumoher of claimants (admitted claimanls wud not-vet-admitied cloimants} being 99 claimants ag of
Diecember 31, 2001 and 82 claimants as of Decem2er 34,2001,

Though the Frogeam is not actuarially soand as of Dasamier 31, 2001, = major finding of the actuarial
study is that the Program 18 not in any isuwetliate danger of defaultng on e payment of hencfits and that
the Progeam haz mfficient mssets to conzings to pay for claimants* bepefits. The Board of Dircctors is
ounsidering the rocemmendations for firture program changes presenied by actuarial consuitants.

. Salartes and Beuelits

Inchuded in salaries expense an the statements of activities for 2001 and 2000, s an additioual anperant
prid s the employees in fion of a benefits package, These fands are to be used by the employees to
avquire certain benefits, if they so choose, and ure subject to income and poyroll taxes, Por 2001 and
2000, additional amonnts paid were equal to 24% ulthe employees' base aplazies.

. Real Estate Hel In Lrust

Under guidelines cstablished by the Board of Directors, the Propram crmld, up umtil 199%, approve the
purchase or coustiction of 2 home for the family vl claima subjest t0 cortain restwrictioys. The home
iz beld in @ trust and remains the property of the Program, suljoct to ise by the slaimant's family duing
the tern uf E2e trust and svbjoct #0 eonditions impesed by the trust agreement. The trust expires upun tie
death or instilutionalization of the claimant, and will stipulate that during oecipancy the family is
responsible for the payment of nfilities, general maimenance ol the houne, and certan, other similar
obligations.
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