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Report of kndependent Auditors

Tlhe Board of Directors
Virginia Birth-Re.ated Neurologlcal Injury Comngrensation Program
Richmond, Vureinia

We have audited the accompenying statemert of [wancial zosition of the Vieginia Birth-Related

Neurclogical Injury Compensation Program as of December 31, 2002, and the relaed statements of
activities and casl Haws for the yoars then ended. These financial statements are the respansibility of the
Program's matepenent, ur responsibility 15 T express an upiaion on thesc finneial statements haged
on cu andit. The fmancia] ssements of the Virginia Birth-Related Neurological Injury Compensaliuy
Program a5 ol December 31, 2001, wore andited by other anditors whose report dated August 15, 2002,
expressed an unsua)fiod upinon oh thass stetemants.,

Weo eonducted our andit in accordanee with andivng stendards generally accepted (3 the United States cf
America, and the standarde apylicable to financial cudits conmained in Govermment duditing Siandards
issuad by the Compiroller General of the Utited States. Thase standards 1equire that we plan and perform
the audit to cbtain reazonable assurance ahont whether the finaacial statements are free of matzrial
misstatemenr,  An audil includes szamining, om a test bagis, svidence sepporting the amoupts and
Hisclostees in the Gnancial slaleusits. An aueit also includes assessing the acctunting principles aced
and significant estimates made by management, as well a3 evaluaiing the gverall financial starement

presemtation. We believe that our sudit provides A reasonable basiz for our opinion.

In anr opinion, the financial statements referred 10 above present fafrly, iu all materia) rospeets, the
financial position of the Virginia Birth-Related Neuralogical Injury Compensation Program as of
December 31, 2002, and the chanpes in 1s net assois and its cash flows for the year then ended n
canfoemity with accownting principies generzlly acceptet in the United States ol America

L accordance with Cevertsmens dwditing Stoordmds, we have also izsued a repert dated Mav |, 7003 on
our consideration of Virginia Birth-Related Newological Injury Compengation Progran’s intemnal aomtrol
over financial reporting and our tests on its compliance with cerain provisions of laws, mgulations,
comtracs and gznts. That repert is en integral part of an audit performed T zecordanse with Goverrmnent
Auditing Standerds and should be read in conjunctior with t'1is repert in considering the results of oar
audit.

Charny, Bukait & plotdet, LEY

Ficlmwnd, Virginda
By 1, 2003
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Current aseets
Cash and cash squivalzats
Agereed ncome
{ther receivables
Prepaid €xpenses
Tilal vcarrend wssels

Invesmments

Real estate held in trust
Properly aod eyuipuiedt, ot
Orher assets

Security depasits
Tiotal assets

Corrent Babilities
Accounts payable
Acsreed Labilities
Deferrad revenue

Total current tiabilities

Estlmated clalms reserve

Mei assets
Unrestncted

Board desigiated real estate held in orust

Wy BIE™H IMNJIIREY FUND
Virginia Birth-Reluted Neurologien! Injury Compensation Program
Statemeents of Financizl Position
December 31,
. _IZlII'[.IZ 2001
Assels
$ 6,344,130 18,682,087
5T_635 601 73
2,709 2,709
- 35,558
.24 19 222,004
92957183 G4 504,716
6,226,817 3,438,715
35,224 30,511
3009 3,006
F 106,139,509 59,719,065
Tiahilities
b 139,874 3N
54,079 57,567
14708 424 11,28, 700
14,922,382 . 11,686,627
173,100,000 159,200,000
(R%,109,490) (86,626,287)
6,226,617 5,458,725
(31 882 271} (81,167 567)

Totnd net assets

Totzl iiabilides and net assets

oo ppoles o Floancial smatemants.,

GE4—330-3654

S 106,139,500

$ 89,719,065

FeicE
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Virgwia Birth-Related Nenrolagical Injury Cempensation Program

Statements of Altivities

Heveoucs

Participating hesmitals

Participating doctors

Mandated physician tees

Insurance fees

Interest Income

TInreatived gain (load} on investments

Gain um saie ol ioveslments

Thvidend mncome

Lusss Cn 5ale of real cstate
Tatal reverue

Expenses
Increase 10 estimated claims =serve
{aims cost
Irrvestment & Fiduciary foes
Salaries e bemelEts
Professional foes
Advertising and trochures
Rent
Cther
Postage And mailmg
Payroll taxes
Computer services
Depreciation and amortization
Primting
Telapheme
Cffics

Total expenses

Change in unrestricted ret assets
Torestricted net deficit at hecinaing of year

Unvestricted net deficit at end of year

See naotes to financial statements,

Year Ended December 31,
2002 2001
5 2,250,HK 5 1591550
1,554,799 3,775,056
3232200 -
8,042,558 -
3,604,231 3,381,669
(2,75),366) 1,167,166
1,912,858 072,503
499,933 389,239
(20,508 [GREEY
18.350.513% Lo54. 122
13,900,600 2,500,000
4,287,761 4015246
214,386 203,351
333,5T 130,598
807353 51,6528
54,139 45,326
48357 35,688
R 13,222
451530 12,541
1,158 12,462
13,123 12,523
IN,258 Q.45
8,459 4,010
16,124 2241
8435 45045
| 9.065,52% 18,768,445
(713,310 i%,185,324)

{81,167,562)

(71,982,238)

§ (81,582,873)

3 (81,167,36%;

PeasE
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Yirginia Birth-Related Nenrological Injury Compensation Frogram

Statements of Cash Flows

Cuaxh Rywy From vperaliog aclivilics
Lhapge w restricted pet asets
Adjustments te revoncile net income to pet

cash provided by operating activities
Drepreciation and amertization
(rain om sake of mvestments
Currvalized {painy loss oo investiacats
Logs on sale of res estate
Baeal carte valuation
Change in operating assets and liabilities
Acerued income
Cither receivables
Prepaid eapenses
Accnants payable and accrued expenses
Doferred revenus
Estimated clairns resetve,
. Net eash provided by sperafing activities

Cash flows from investing activities
Purchase of property and ecuipment
Pucchase of inrestment seeurities
Procesds from sate and manrity of tnvestment securites
Alterarionsipurchuses of real extule
Procesds trom sals of real estate
Met cash provided by (nsed in) investing metivities

Met (decrease) increase in cash and eash cquivalents

Cash and cagh equoivalents
Beginning of vear

End of vear

Se¢ notes to Tinancial statements,

Wiy BLE H LRI JRY FURL
Year Ended December 31,
2002 2
% 715,311) 5 (9,185,324
10,458 9AGS
(1.912,358) {(Y72,5493)
2751566 1,167,165}
20,506 3,45
(262,930) (215 K24)
31,085 22,710
- 54,383
35,358 (20867
156,084 14217
3079 661 836,000
13,900,006 12,500,000
14,487,733 0355008
(15,1610 (12,5.53
(55,577.6340) {23,343 23
26,686,404 240014 432
(4R 206) (14,376}
L 20,494 181,333
(28,825,751} 3425 71a
(12,337,067 10,781,714
13,682,087 TR00,345
¥ 6,344,150 § 18,682,007

P
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Virpinia Birth-Rcelated Neurolocieal Injory Compensation Program

MNotes 20 Financial Statements
Teurs Ended Decempber 31, 2002 and 2001

Mote 1 — Summary of significant accounting pokicies

Nature of ersization — The Virgivia Birth-Related Newrological Injury Compensation Program (che
“*Program”™) was cstablisked woder the Virginia Birth-Related Mevrsdogical Imury Compensafion Act
{1987,0.540), The Frogeam i3 & related organization for which the elected officials of the Comrmnuywealth
of Virgmia sve aceotmtzhle as thay appomt a wosing majority of the haard.  The Act creates a
copensation program that assurss lifetime care of imfens with severe nowelogical injuree. The
Program is fumded through amnual agsessments o pargeipating phvsicians and partivipating hospitals.
Lizhiiity instrers znd non-participating phyacians conteibire to the fimd 1f necessary, based wpom actiral
exerience of the imd. The Program receives no federal government fimdng

Basis of accounting — Financiz] stetement preseatation follows the recopunendztions of fae Financial
Accounting Standards Board m its Smtement of Finencial Accounting Standards (SFAS) No.o 117,
Financial Statementy of Not-For-Profid Orgunizutions. Under SFAE No. 117, the Program ts required o
repors inforpation regarding its financial position and activities according to three classes of net assets:
mmrestricted net assens, teroperarily reswicted net assats. and penmazently restricied net assets. The
finanein] swaterments veflect unrestricied smounty @ those currenly available 2t fhe discretiom of the
Program's Board of Directors. The Prooram’s mes asyets are classified as v esticted.

Board Designatsd  Real Eswatz Held in Trust — The Board of Direttors has designated 2 portiom of
restricted net agsets for real estate held i must. Resl sslale is vauied at the Jower of cost or market
value. The adjustment to market valuz is reflected in clame cos: for each year.

Cosh equivalentr — The Program considers all highly liguid instumients purchased with a tenminicg
matimity of three months or tess to be cash equivalents.

Uoneeniration of Dredi? Risk — The Progrian's Bnanslal Instruments subjast to coneentralivn of viedit sigk
pongist of cash, cash squivalemts and investments. Al times, cash balances at finaneiul mslituliows ae
mcess of insured Fmits.  The cash balances are maintained at firancial institutions with high creds-
quality ratings and the Program believes no significant risk of loss exists with respect to those balances.
Eyvestroents z1e purshzsed in accordance with the Program's investment policy. These policies mitigule
the corcenteation of credit sk,

Progerty and equipmens — Proparty and cquipment ate rooorded at epm. Depreciation is provided on the
straipht-line method over the estimated lives of the telated aszets. Maintenance and repairs are charged w
expense as incwred; major renmeswals and betlements sre capitalized. When items of property and
equipiment are sold or retired, the related cost and accurmilated doprectation ere removed fron the acoounts
and anv Fain oF 1oss 5 neluded i the resaits of operations,

Beferred Revenne — Deforiad revenve results from the Prozram's policy of rccognizing revenue from
rhysician's assessments i Lhe peried Lo whick iz assessment (s related.  Accordmgly, 3sscsiments
received for the next vear are defered,

frconte iares = The Program is deemed to be wn sgemey ol fe Congoverwealth and, as such, is exempt from
Income taxss.



A5 2772025 ASIZ3 GE4—33A-3654 wiy BIR™H IMNJIRY FURD FrZE BS/11

Virginia Birth-Related Neurological Injury Compensation Frogran
Notes to Financial Staternents
Years Enced Drecember 31, 2002 and 2001
Nete | - Summary of significant acconntivg policies (Conlicued)
sz of Eptimater — The preperation of Jnatcia] statemnents in conformity with acoounting principles

penstally aecepted u Ure Uniled St ol Atnerics meyuiree marag-ment b make cerain extimztes and
essuriplivns Wl allect e reporied smeunt: of 2ssets and liabilities and disclosunss of any contingent

assets and habilines at the date of the fmancial stateneats and the reporied arwounts of revennes and
expences during the reporting perzod. Actual resule could diffar from thoge ectinates,

Advertising costs ~ Advertising costs are expensed as incwrred,
Note X2 — Invesrmsnts

Investments are carted at ruarket value.  Tnvestments at Decemnber 31, 2002 and 200F consist of the

following
Decembear 21,2002
Unrealized Estirmated
(Gains Magleet
ost (Losscs) Yahe
1.5, Governmert oblizations 5 47578 E3R % (624,016} £ A6,894.322
Lorporate bonds 16,058,035 974,756 17,032,793
Stocls 2E.620,025 408,543 ) 20,039,570
b 5%25?,60'}: ¥ B, 385 5 92957183
Tecemphar 3| [ 200
Unraalizad Exlimmied
(3ains Mlarkzt
Cost {Losscy) © WVohe
1.5 Gowvernriert oblizations 5 2275049 % 313,632 % 23580031
Corporatz bonds 20,164,601 150,202 20,314,803
Siocks 13,613,615 287,007 21,000,582
N BLEYE R % 3.450.95 | S 64904716

Nots 3 — Real Estate Held in Trust

Under guideline: established by the Board of Directors. the Prograt counld, up until 1999, apreove the
purchase of constructen of a home for the family claimant subjest to certain resttictions. The howme is
held in & trua and raraing the propery of the Program, subjost to use by tae olaimant’s finily during the
tetm of the trust and subject o conditions imposed by the tust agreement. The wust eapires upon the
death or institutioralization of the claimant, and stipulazes that dwing cerupancy the family is responsible
for the payment of utilities, reteral metutenanes of the home, and certain other gimilar oblipations.
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¥Yirginia Birth-Reluted Neurological Knjury Compensation Program

Notes to Financie] Statements
Yeurs Ended December 21, 2002 and 2001

Wute 4 — Estimuted Clalms Reserve

The estimated cloims Teserve 15 the present volue of the eatmated cost of payrnents For hoth clafmants
admited o the Program end an cstiprated number of not-pet-admittcd claimants with birth dates prior to
the date of the smEment of Arancial positior, that will be admitt=d to the Progrem subsequent to the dae
of the staternent of Fnancial posttior.  The present welue represenis the amoimt thar wonld need to he
invested, az of the date of the statcment of Enancial position. w0 pav fae claimant capenacs as thoy Jocome
due. The reserve is determined based ¢n an acmarial sudy, which is mandated to be perfonmed no less
frequently fhan Tennially (done anmehy far 2002 and 2001). Fligiblz costs wmder the Program are ensts
nnt nthoranise paid by privato nmmanne or nther goverrment programa. Coats nolude mramg, hosaing,
hosprials and physicians, physical thecapy, vans, medical equpment, prescrrption drugs, various other
mneidental thetms, loss of earnings and claim filing exensss.

Eu very peneral ooy, e estirmted claius reseyve s devencined as folloews;

Estimate of the total number of claimant: (ictual number of admitted claiments plus estimate of the
numnber of nol-yel-adiniled caicans),

Farecast of fubure pavments by categary o expense. that w7l be made by the Prograrn for each clagnant
These estimates are based on the actual payments made by the Program on behalf of the claimant who
had teen in the program for three of mote years as of December 31, 2001 (lakduy v vonsideration sacl
tlaimant’s insurmnce coverage and eligibility for Medicaid), as well a3 asstenplions regarding futere cost
inflation and future inotesses in tae wilization of the benefite and cervices of the Prograrm.

Projected fuiure payments to each claimant are sdjusted to reflect 2o assuened 1if= expectancy for each
claimoant and the time value of money,

For the vear encded Decemnber 31, 2002, the estimated clzims reserve is based on forecasted amuumily
inclided in the acteartal veport for the vear ended December 31, 2001, Actuarial assumptions represent
eotimates that sre eritical to reported operations. The aseurptions used in the forecast are reasonable and
management believes the indicated liability &5 adequate,

Hgnificant actruarial asaampiions inclede.

E.ate of elamps inflaion (varies based on categmry of expense) IR L
Investment earnings rate 650%
lorality: i
Averspe Bife expectaney of elaimant at birth 182 years
Averaze Hic cupeotancy of claiant that afiaits the aps of three 204 veurs

Eshimated puber of clarmaemte hern om or before December 31, 2003
oot yet admitted to the Program. Estimate is based om review of how
long it tales for ¢laimants to be admitted to the Progman 31 claimants

A3:11
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Virginia Birth-Related Neurological Injury Compensation Program

Hotes to Financial Statements
Years Ended December 31, 2002 and 201

Nute 4 = Fxtimated Claims Reserve (eontinuud)

The increase in the estyoated claims reserve amouct is privmanly attribuotatle to the estimate of the totl
mumber of claimente (admitted olaimants :nd notset-admitted claiinants) being 106 claimonts as of
December 2, 2002 and 99 claiimsnts as ol December 31, 2001,

kote 5 — Balaries and Banefiis

Icluded m selanes znd benzeflts expense on the staerments of activines is an additions’ smount paid 0
the errplovess in liew of 2 benefits packege. These fimds are to be nsed by the ermplayecs to acquire
certain benefits, 17 they 20 chaoze, end ar= alzject 10 mcome and payroll taxes. For 2002 and 2001,
additicna’ amonnes paid were squal o 24% of the ¢mployees’ bass salaries.

Note 6 — Lease Commitozent

The Program leases its office space wuter am operstmaz leage exprrmz on Felruary 29 2008 Rent
cpenae tider this Iepae araeted to 348,357 foe 2002, Trier e March 2002, the Pregram leased offier
gpace on & rmenth-to-moath basis. Rent expense for 2004 amourted to 336,688,

The futire mindnm:m obligationg 1mder thiz Jesse iz as follows:

2000 5 32,1%2
2004 53,494
2003 51,832
L] 30,20
2007 57,616
Thereatter 9,642

z 253,982

Note 7 = Liguidity

The sotuanial study performed for the veor ended Devember 31, 3001, determined that the Progrom was
ror acmiarially sound, The forecasted infommstion for the year ended December 31, 2002 indicaws a
larger defioit. However, the actuarial stedy dic point cut that the Propram is not it any irmmediate danger
of defaulting on the payrent of benefits and that the Pregram has sufficient assets to continue to pay for
claimants” benefits,

At tho Tomquest of -he Coomonwealfh of Vorziods, mansgement 8 ovalnating possible solitions for
resalving the defisit over the long-enm. Unce the evaluation 15 complets, management will present its
recommendations to the legslatire.
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Yirginia Birth-Related Neurologice] Injury Compensation Program
Notes to Financial Statements
Woars Ended Decernber 31, 2002 and 2001
Note 8 — Contingencies

”‘v’anm_ts peuding anl irealened lawsuits, claim program Tenefits. Management believe's the Frogram’s
achazrial assiempions are adequate to provide for the ultmate resolution of these claims.



