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Report of Independent Auditors

The Board of Directors
Yirginia Birth-Relared Neurologica? Injury Compensation Frogram
Richmond, Virginia

We have audited the sccompaiymg statement of Smuncial position of the Yindmia Birth-Reksed
Neurdlogical Injury Compensalion Program (the “Progeam®™) a5 of Decernber 31, 2003 and 2002, and the
related statements of activities end cash Hows for the years then ended. These fnancial slalemends are ihe
respondibility of the Program’s management. Our respunsibility is W express an opinien on Lhese
imancial statements basad on our audibs.

We conducted eur awlits in aceordance with auditing standards generally accepted in the United S:ates of
Amencs, and the sisndards applieable e fancigl audite contamed in Government Andiling Slondards
issued by the Comproller General of the United States. Those sandards require fhat we plan and perform
the audit 1o obfein reasonable assurance about whether the financial statements are fice of material
misstaterent.  An audil includes examining, on = tost basis, evidence supporting he amounis and
disclosutes in the financial statcments. An audit also mclades asscssing the accounting principles used
and sigmificant estimaies made hy managemenl, as well as evaluating the overall financial statement
presentation. We hehicve that ol andils provide a reasonable basis for our opinion,

I anr opiaion, Lhe [nancial statements veferred to gbove preeent fairly, in all material respects, the
linsnal position of the Program as of Decersher 31, 2003 and 2002, and the chanoes in its net assets and
itz cash flows for the years then ended in vontormity with accounting prineiples penerslly eocepted in the
United Mutes of America.

In aceordance with Gevernmeni Auditing Standards, we have also issned = report dated May 3, 2N on
aur consideration of Virgima Birth-Refated Neurological Injrry Compensation Program™s internal control
over linancial reparling and our tests on its compliance with certain provisions of laws, repulations,
contracts and gramis. Lhul report is an intepral parl of @n audit perfirmed in sccordance with Governmrent
Auditing Standards and should be read in corjurction with this report in considering the results of our
audits.

Eichriend, Yirginda
May 3, 2004
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Yirginia Birth-Related Neurvlogicat Injury Compensation Program

L urrent assets
Cash and cash couivalents
Acorued income
Oiher receivablas
Tolal corrent assets

Tnvestments, at market value
Real estate held in irust
Property and equipment, ned
{Jher gryois

Security depouils
Total assets

Curreni liabilities
Accomits payable
Accrued Bahilitics
Defrred revenne
Total enrrent liabilities

Estimated claims reserve

Mot assels= unrestricted
Lndesignated

Buard designated real estate held in trust
Taotal net agzets- unresiricted
Total linhilitics and net assets

Soo ncdes to Minauciul slyfements.

Stutements of Financial Position

December 31,
2003 24H12
Axgety

5 23,739,408 & 6.5344,130
545,196 570,635

; 7,708

24,2584 64 6,917,474
o7.447.010 92,957,135
62204617 6,2260.017
26,632 35,224

3009 3,009

5 127987962 § 106,133.503

Liabilities

S 119954 b 130,874
54079 34,079
16,616,628 14,708 424
16,794,651 [4,9232 382
187,700,000 175, 100,00
(82,729.316) (85.109,494)
6,236,817 6,226,617
{76,302,597) fR1,852,873}

b 127,047,002

$ 104,139,504




Virginia Birth-Related Neurological Injury Compensation Program

Rtatements of ActivifEes

Revenucs
Participating hoopitels
Barticipating doctors
Mandated physician fees
Insurance fees
Intersst income
Unrzalized gain {loss) on investments
Bualized gain (foss) o sals of investmeants
Dividend inpome
l.oss on sale of teal estme
Cost reimbursement- real gstage
Other
Tatal revenue

Eipenses
Incrzase in catimated olaims rescrve
Clrirs cost
Investment & Fiduclary fies
Salaries and bomelits
Professional fees
Audverlisim and brochures
Rent
{Hher
Postage and maidling
Payroll taxes
Coutpuer services
Depreciation and ammwtization
Printimg
Telephone
(HTice

Toml cxpenses

Increase {decreuse) in unrestricted net assets
Elmrestricted ool assets af beginning of vear

TInrostricted vet ussets at cod of year

Boc notes o Titancial statenencs.

- Year Ended December 3¢,

LIk

20602

5 2357975 5 2256000
1,860,843 1,554,779
3,148,680 3,252,200
8,903,616 #,042,558
1,260,441 3,604.251
7,567,254 (2.751.566)
(1,722,987 1,912,858

701,610 490 673
. (27,5063
48,953
Tiual -
26,382,356 18,350,518
14,600,000 13,900,000
5459218 4287 TS5
151,067 214,386
344,567 331,377
123,374 50,733
27,308 54,139
52218 48,134
36.454 40,182
46,970 49,130
2,525 1,164
16,159 13,122
(1,953 10,458
11,264 3459
12.811 16,124
7250 §.455
21,002,182 19,065,829
5,380,154 (715,311}
{$1 582 873) {81,167 562)

¥ (76,502,699

B 81,382,873

O I R



Virginia Birth-Related Neurological Injury Compensation Program

Slatements of Cash Flows

Cash flows [rum operating activitics
Change in unrestricied net assets
Adjmstmens to reconcile net change i restricted net
55813 1o net cash provided by aperating serivities

Depreciation and amortization
{Gain) loss un wale of investments
Unrealized {pain) loss on invesiments
1erss om sale of rea estate
Real estal: valuation

Change in eperating asseis and liabilities
Accrued income
Other receivables
Prepaids
Agcoonts payable and aceriod cxpenses
Deferrvd rovenue
Lialimiled claims reserve

WNet cosh provided by operaliog activitics

Cash flows ftom investing activilies
Purchase of property and cquipment
Purchase of investinent securiiies
Proceeds [rom yale and maturity of investmen! securitics
Alterations/purchases of roal estate
Proceeds from sale of real cetate
Net cash provided by {used {n) investing activities

Net ({decreass) imerease in eash and cash equivalents

Cash and cash equivalents
Beginning of year

End of vear

Seanotes o tinancial statgments.

Year EBaded December 31,
2003 2002
5,380,174 (713311

14,943 10,458
1,722,087 (1,912, 858)

{7,567,254) 2,751,508

- 20,506
- {BEK, Y80}

23,439 31065

2,709 .

- 35,558

(39,8205 156,086

1908 149 3,079 Ao

14,600.0049 13,9008 KD

F6,045,327 16,487,783
(2,401} {15.161)
(14,7049, 09) (33.577.6361

Fa.0m3 641 26,686 439
{44,906)

- 128494
1.352,04] {23,325,?‘5!]}

E7,395,368 {12,337,267)
6,344,130 18,652,087

23, 739.49% 6,344 130




Virginia Birth-Related Injury Compensation Program

Molés 1o Financizl Staternenits
Years Inded Decomber 31, 2003 and 2002

Note | — Suomnary of signiflcant aceounidng policics

Netwre of orgunization — The Virginia Birth-Related Nenrological Injuey Compensation Program (the
“Program”) was estuhlished under the Virginia Birth-Related Neurological njory Compensstion Act
(1987,c.540). The Program is a related organization for which the elected olficials of the Commanwealth
of Wirgmia are acuounbible as they appoinl a voting majority of the board. The Act creates a
compensation progrum thar assures liletme carc of infants with severe newrodngical injories. The
I'togram is fanded through armual assessments of participating physicians wmd paricipating hospitals.
Liability insurcrs and num-participating physicians contibute to the fimd, if nscessary, bassd upom actnal
experience of the fund “The Program receives no federal govemment finding.

Busiy of wecounting — Pinancial statersent presentation follows the recommendations of U Fimmcial
Aveounling Standards Board fu it Statement of Financial Accounting Standurds (SFAS) Ne. 117,
Financial Statements of Not-For-Profit Organizagions, This provision is conmpatibic with Staterent of
Poyition 73-10 for the Program’s operations.  Thnder SFAS No. 117, the Program is requited 0 report
mflvrmation regarding its financial pesition and activities according 1o hree clssses of net assets:
untestricicd net assets, temporarily restriclked nel assets, and permanently sestricted ne: assers,  The
[imaneial statements rofleet varestricled amounts as those cumently available a1 the discretion of the
Proyram’s Board of Directurs, The Program’s nel assets are classified as nnrostricted.

Bourd Dexiynored — Real Fytete Feld in Trust — The Beard of Directors has designated a porhon of
wirestricted net assets for real estate held iv tust. Eeal exlate is carried ar the lower of cosi or murket
value, Fhu adjustment o market value is reflected in ciaims cost for cach vear.

Cash eguivalents - The TProgram considers all highly Liguid insireminis purchased with 8 remaimng
maturity of threr menths o less 1o he cash eonivalents.

Concerdrution of Crexdit Risk — The Program's linancial insuments subject to concentration of eredit risk
eensist of cash, cash equivalents and investments, At tGmes, cash balances ai Timsneial institutions are in
wicess of insured fimits. The cash halances are matntained at financial fnstitutions with high credit-
quality ratings and the Program belicves no significant risk of loss sxists with respect to those balances.
Inveshnents are purchased in aceordance with the Trogram’s invesiment policy. These policies initigale
Lhe concantration of credit risk.

Froperty and equipment — Property and eyuipment are vecorded at cost  Deprecintion is provided on the
strarght-line methnd over the estimated 1ives of the related assets. Maintenance and repairs are charged to
cxpense as incumed; major rencwals wmd betterments are capitalized. When items of property and
eqguipment are sold or retired, the telated eost and accumulated deprecialeon arz removed from the accounts
and uny patn or 1oss is included in the resutts of operntions.

Deferved Revenue - Deferred revenue resuits from the Program’s policy of recognizing mevenue [fom
physician’s assssments in the period 1o which the assesswent is rolated.  Accordingly, assessments
reeeived for the next year are deferred.

Facommie taxex — The Program is deemed w he sn agency of the Coonmonwealth and, os such, is exeript from
income laxes,



Yirginia Birth-Related Tnjury Compensation Program

Motes to Financial Statements
Years Ended Decemboer 31, 2003 and 2002

Note 1 — Summary of significant aceounting policics {continned)

Use of Estimates The preparation of finanmial statements in conform fy with ascouniing prineiples
gencrally nocepted in the Ubnbed States of Auwriva requires management to make certain estimates and
assumipiions that affact the reporeed amounts ol ussets and ligbilities and disclosures of any cortingent
nesels end lizhilities at the dale of the finencial statemcnts and the reported amounts of revenues and
expenscs during the reporting period.  Actual tesults could differ from those estimates.

Advertising vosts — Advertising costs are expensed as inourred,

Reclagsifications - Certain accounts in the prior yewr financial statements have been reclassified for
COMparatve purposes to conlutm with the presentation in the curreat year financial statements.

Nt 2 — Investments
Investments are carried at marker value,  Tnvestments at December 31, 2003 and 2002 consist of the

tollowing,
Degemnber 31, 2003

Unrealined
Gains Market
Cost {Lusnes) Yalue
U8, Government obligations b 43047945 S (220615 0§ 42,8833
Corporale bonds Z7 367 48k 817,674 [8,183, 164
Stoeks 28,764,933 7.678,518 36,443 51

$ 89,180,371 5 BI66.539 TeT AT 00

December 31, 2002

[mrealized
Gains Market
{pat {Losacs} Yalue
L5, Government obligelioms S 47578838 $  (6R3016) § 46,894,822
Corporate honds 16,058,037 974,756 17,032,793
Stocks 28,620,925 )R, 643 19,029,570

92,257 800 B 609 385 $ 92957185

Noto 3 — Real Estate Held jo Trast

Lnder guidclings cstablished by the Boward of Directors, the Program could, up wnril 2999, approve the
purchase or constmiction of a home for the Gimily claiment subject to cartain resirictions. The home is
held i trusl and remains tbe property of thy Brogram, subject to use by the claimant’s family during the
term ol the trust and subject to conditions imposed by the trust sprcemnent. The trust cxpires upon the
dealh or institutionalization of the claimant, and stipulates that during occupacey the family is responsible
for the payment of utilities, gencral maintenance of the home, amd certain other similar oldigations,
Managerment baz estimated the vaiue of there homes to be $6,226,617 as ot December 31, 2003,



Virginia Birth-Related Tnjury Compensation Irogram

Moues to Financial Slateroenls
Years Tuded NDecember 31, 2002 and 2002

Note 4 - Property and equipment

Properiy end equipment are sunmaarized as follows by major elassification:

December 31,
___ 2003 2002
{ omputer equipmeni 8 33,311 ¥ 53311
Office cquipment 33,811 31,410
Automobiles 17,237 17,237
104,359 101,958
Less accumulated depreciation {77.727) (G0, 734)

4 26,632 % d,224

Dieprecistion expense amounted to $10,993 and $10.458 tor the yvears ended December 31, 2003 and
2002, respectively. '

Note 5 - Estimated Claims Heserve

The estimated claims reserve is the present value of the estimated cost of payments for both claimants
sdmiitcd to the Program and an estimated numbcr of not-vet-admitted clamants with birth dates prior to
the datc of the statoment of linancial position, thar will be admitied 1o the Program subsequent to “he date
ol the statement of (inaneial position, The present valye represenis the amomt that would need to be
invisted, a5 of the date of the giatement of financizl position, to pay the claimant expenses as they hecome
due. The reserve is determined based on an actuarial study, which is mandated to he performed no tess
frequently than hiennially (done annually for 2003 and 2002y Higible casts under ihe Progrem are cosls
ot otherwise paid by private insurance or ather poverunent programs. Costs melnde nuraing, housing,
hospitals and physicians, puysical therapy, vans, medical equipment, prescripion. drugs, various ofher
ineidentat items, loss of eumings and claim filing expenses,

in very generul lerms, the estimated claims resetve iz determined as follows:

Listicude of the total number of claimants (actual number of admilted clammants plus estimate of the
tumiber of not-yet-admitted claimants),

Forecaat of fulure payments by category of expense, that will be made by the Program for each claimart.
These estimates are hased on the actual paymenis made by the Prosram on behelf of the claimants who
had been in the program for Lhree or more years as of December 31, 2002 {toking into considerntion sach
clamant’s insurimee coverage and eligibifity for Madicaid), as well as assumptions regarding future coat
mflation and [ulure icreases in the utilization of the benefitz and services of the DProgram.

Projected funme payments 1o each claimant arc adjusted to reflect an assnmed life expectancy for esch
claiman. and the time value of monicy,



¥Yirginia Birth-Relaied Injory Compensation Program

Motes to Finaneial Sticments
Yieurs Enced Deceraber 31, 2003 and 2M2

- Note5 - E_.stimaicd Claims Reserve (mnﬁnunl:_l} L

As of Decetmber 31, 2003, the estimated claims teserve is Dased on forecasted wmomts included in the
actiarial report tor the year ended Decemaer 31, 2002, Actuznial assumptions represent astinates that are
eritical to repored operations.  The sysumptions used in the forecast are vcasonzble and management

belicves lhe mdicated liability is adoquate,

Significant actuarial assumptions inclede:

Rate of elaims inflation {variss based on catcpory of cxpenac) 3.28% - 5.04%
Investment carmings rate .34%
Marlaliz:
Avcrage tife expectancy of slatmant at birth 187 vears
Average lile expeciancy of claimant that attains the age ol three 20.9 years

Tstimaied number of claimants ham on or before Decernber 51, 2003
not yet admitted 10 the Program. Dstmte (s based on review of how
long it cakes for claimants to be admitted to the Program 31 wlairpants

The incrcase in ik esimauxl claims veserve amount is based on prajected inereases for Autnre claims
payments due 1o expecled ineteuse in number of claimants as a result of House Bill No. 2048 (thiz bill
provvided for certan exlended beneRls and the payment of certain administrative costs including attorneys
[ees), which became effective July 1, 2003, The total number of claimants (admiiled claimants and not-
vet-admitbed clainants) is estimaled o be [4] as of December 31, 2003 and 106 as of Decersber 31,
2002,

On February 16, 2004, House Bill No. 1407 (this bill reduces the coverage of additional admimsieative
custs), was coacted, This lagislature repealed 4 portion of the previous bill mentioned above, 'This bill iz
1o b efTective on January 1, 2005, WManuyement estimates that the effect on the eshimated clains resere
will be 1o redice the reserve by approxitmalely S28.600,0040.

MNipe 6 — Balaries and Benetits

Incluied in salaries and benefits cxpensc on the statements of activities i5 an addfional amomnt paid to
the employess in lier of a benelity puckage. These finds are to be used hy the cmplovees to acquire
eeriain benefits, if they so choose, and are subjest to income and payeoll wxes. For 2003 and 2000,
additional amounts paid were equal to 24% ol the emplayees’ base salaries.

Noie T ~ Lense Commitment
The Prograin leases its office space umder an operating lease expiring em Hebruary 24, 2608, Rent

expense under Lbis lease amounted to $52,216 for 2003, Prier to March 2002, the Program lessed otfice
space on @ month-to-month basis, Rent expense for 2002 amounied o 48 134,



Virginia Birth-Relared Injury Compensation Program

MNoles lo Financial Smievments
¥ears Bnoed Deeember 31, 003 and 2603

Note 7 - Lease Commitment {contioued)

The fumure tittitium ohligntions under thiz lease is as fllows:

20 53,494
2005 54,832
2006 56,206
2007 57,616
2008 9,642

$ 23,790

The Program leascs office equipment on a month-lo-month besis.  Rent expense for this eqnipment
amotmied 10 51,482 and $1,027 at December 31, 2003 ang 2002, respectively.

Note B - Liywidity

The acruarial study performed for the year ended December 31, 2003, determined that the Propgraim was
not actuacially sound, The forecasted infirmation foe (he year ended Decermber 3, 2003 indicates a
larger deficit. ‘This incecase in deficit is a rescit of the two Huuse bills mentioned m Note 3, Huowever, the
uctuariel study did pownt out that the Progrars s het in any inmediate danger ol defaulting o1 the payment
of benetits and that the Progeam has sufficient assats to continue to pay for claimants’ benefits.

At the Tequest of the Commonwealth of Virginia, mansgement is5 evaluating possible solutions for
re=olving he deficit over the long-term. QOnee the evalpation 15 complete, roandpeent will preseni i
. recommmendadons to the legialaoore,

N 9 — Contingoncics

Various pending and threalened lawsuits, claim program bertefls, Management belisve’s the Frogram's
actuzyial assiumplions are adequats to provide for the ultimate reselition of ihese claims.
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Report on Campliance and on Internal Controf
Over Financinl Reporting
Based oun an Audit of
Flaancial Statements Performed in Accordance with
Covernment Auditing Standavds

'Lhe Board of ThHeectors
Virginiz Birth-Related Neurolagical Injury Compensation Progeara
Rictmmend, Virginia

We have aodited the Fnancial staternenis of Virginia Rirth-Related Neurologios] Injury Cornpensation
Program (the “Program™) as of and for the yusr ended December 31, 2003, and have issued our report
thereon detcd May 3, 2004, We conducted our sudil n accordance with muditing sandards generally
accepted in the [nited Siules of America and the standards applicable o fmanciat andits contained in
Crovernment duditing Standords issued by the Comptreller General of the Unized States.

Compliance

N part of obfaining reasonable assurance about whether the Program®s financial statorments ar oo of
material misstaternent, we performed tests of its compliancs with cantain provizions of lavs, regulations,
confracts, and grants, noocompliance with which could have # direer and matorial effect on the
determination of financial stulement amounts. However, providing an opinion on complianze with those
provisions wis not an objective of our audit and, accordingly, we do nol cxpress such an epinioa. The
results of wer fests disclosed no mmstances of noncompliance that are reguived v bu eparied wider
Cravernment Anditing Standards.

Internal Control Over Fmpneisl Repotling

fo planning and performing cur andit, we considered the Program’s internal conirol over fnaneial
reporting in ovder to dererming our sudivng procedures for the purposs of expressing our opmim o the
fmanctal stalemenis and not to provide assurence on the infernal control over financial reporting,
However, we nwled certain matters invilving the internsl control aver financial reporting and its eperation
that we constdet to be reportable cond’tions. Reporigble cordiions involve matiers coming o our
atten’ion relating to significant deficiencies in the design or apetalion of the intgmal contrel over finanetal
reporting that, in our judgment, could adversely affect the Program’s ability to rocond, provess,
slrmmanze, and report financial dala consistent with the assertions of mwanugement in the Cwoeis]
stafements,

The general ledger sccount balances of cash, invesiments, revenue, and deferred revenue should be
recorcilod with (he undedlying vecords or reports on at least a monthiy basie. These reconciliations are
curnently not performed promptly and are ol subject to lanagement review.



A materia] weskneas is a condition in which the design or aperation of enc or more of the internal control
compoments does nol reduce to a refatively low level fhe risk that nhsstateronts in amounty that would be
material in relation to the Anancial staterments being awdiled muy oveur and nol be Jetected within a
titnely poried by employees o the nommal course of performing their assigned functions. Our
consideration of the inlamnal control over fruancial reporting would not neeessarily diselose all metters i
the mlernal control over financial reporting that might be repor-able conditions and, accordingly, would
not necessarily disclose all reportable conditions that are also considered to be material wenlmesses.
Haowever, the reportable condition described above, we conmder (0 be a maferial wenknesa, We also
woted other matters involving the intemel control over finaneial reporiing, which we have reported to
management of the Program in a separate letter daved May 3, 2004

This report 15 mtended salcly for the jpformation apd use of the Board of Direclors, management, and
others within the Program, and is not infended to be and should not be used by amyone other than these
specifisd parties.

Choy , ALY S & el LLH

Richmond, Virgnia
by 3, 2004



