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GOODMAN& COMPANY, LLILP

Certified Public Accountants and Business Consultants

REPORT OF INDEPENDENT AUDITORS

Board of Directors
Virginia Birth-Related Neurological
Injury Compensation Program

We have audited the accompanying statements of financial position of the Virginia Birth-
Related Neurological Injury Compensation Program as of December 31, 1988 and 1998, and the
related statements of activities and cash flows for the years then ended. These financial statements are
the responsibility of the Program's management. Our responsibility is to express an opinion on these
financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards and the
standards applicable to financial audits contained in Government Auditing Standards issued by the
Comptroller General of the United States. Those standards require that we plan and perform the audit
to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of Virginia Birth-Related Neurological Injury Compensation Program as of
December 31, 1999 and 1998, and changes in its net assets and its cash flows for the years then

ended in conformity with generally accepted accounting principles.

In accordance with Government Auditing Standards, we have also issued a report dated
September 8, 2000, on our consideration of Virginia Birth-Related Neurological Injury
Compensation Program's internal control over financial reporting and our tests of its compliance with
certain provisions of laws, regulations, contracts and grants. That report is an integral part of an audit
performed in accordance with Government Auditing Standards and should be read in conjunction with

this report in considering the results of our audit.
% K "f“at

Richmond, Virginia
September 8, 2000

Member Summit International Associated Offices Members American Institite of Certiffed Public Accountants



VIRGINIA BIRTH-RELATED NEUROLOGICAL INJURY COMPENSATION PROGRAM

STATEMENTS OF FINANCIAL POSITION

December 31, 1999 1998
ASSETS
Current assets
Cash and cash equivalents $ 4,404,959 $ 7,241,004
Accrued income 560,176 655,285
Other receivable 27,265 2,280
Total current assets 4,992,400 7,898,569
Investments 65,864,917 62,868,648
Real estate held in trust 5,336,475 4,549,223
Property and equipment
Automobiles 17,238 -
Office furniture and fixtures 13,384 13,384
Computer equipment and software 42,764 37,021
73,386 50,405
Less - accumulated depreciation and amoitization {(45,498) (40,880)
27,888 9,525
$ 76,221,680 $ 75,325,965
LIABILITIES AND NET ASSETS
Current liabilities
Accrued expenses $ 7,371 $ 7,371
Deferred revenue, participant assessments 1,039,716 1,133,832
Total current liabilities 1,047,087 1,141,203
Estimated claims reserve 70,586,000 24,700,000
Total liahilities 71,633,087 25,841,203
Net assets (deficit)
Unrestricted (747,882) 44,935,539
Unrestricted - board designated - real estate
held in trust 5,336,475 4 549,223
Total net assets 4,688,593 49,484,762
$ 76,221,680 $ 75,325,965

The accompanying notes are an integral part of these financial statements



VIRGINIA BIRTH-RELATED NEUROLOGICAL INJURY COMPENSATION PROGRAM

STATEMENTS OF CASH FLOWS

Years Ended December 31, 1999 1998
Cash flows from operating activities
Change in unrestricted net assets $ (44,896,169) 5,012,028
Adjustments to reconcile to net cash provided
by operating activities:
Depreciation and amortization 4,618 3,653
Amortization of discounts and premiums on
investments - net - 82,336
Gain on sale of investments (610,542) (1,394,252)
Unrealized gain on investments (356,062) (3,095,486)
Loss on sale of real estate - 15,885
Changes in:
Accrued income 95,109 72,216
Other receivable (24,985) -
Accounts payable - (3,848)
Accrued expenses - (1,452)
Deferred revenue, participant assessments (94,116) 184,611
Estimated claims reserve 45,886,000 -
Total adjustments 44,900,022 (4,136,337)
Net cash provided by operating
activities 3,853 875,692
Cash flows from investing activities
Purchase of property and equipment (22,980) -
Purchases of investment securities (66,297,391) (59,437,298)
Proceeds from sale and maturity of investment
securities 64,267,725 59,854,894
Purchases of real estate (787,252) (779,545)
Proceeds from sale of real estate - 172,647
Net cash used by investing activities (2,839,898) (189,302)
Net increase {decrease) in cash and cash equivalents (2,836,045) 686,390
Cash and cash equivalents - beginning of year 7,241,004 6,554,614
Cash and cash equivalents - end of year 4,404,959 7,241,004

The accompanying nofes are an integral part of these financial statements.



VIRGINIA BIRTH-RELATED NEUROLOGICAL INJURY COMPENSATION PROGRAM

STATEMENTS OF ACTIVITIES
e

Years Ended December 31, 1999 1998
Revenue
Interest income 2,671,968 2,985,022
Participating doctors $ 687,250 $ 622,250
Gain on sale of investments 610,542 1,394,252
Participating hospitals 533,329 399,003
Unrealized gain on investments 356,062 3,095,486
Dividends 326,688 241,438
Loss on sale of real estate - (15,885)
Total revenue 5,185,839 8,721,566
Expenses
Increase in estimated claims reserve 45,886,000 -
Claims cost 3,669,291 3,244,358
Investment fees 254,719 244,164
Salaries and benefits 96,202 88,961
Professional fees 51,203 20,575
Advertising and brochures 22,644 18,155
Rent 20,976 17,753
Computer services 12,387 23,024
Telephone 10,764 7,303
Postage and mailing 10,253 2,458
Occupancy costs 9,464 6,799
Payroll taxes 9,253 8,232
Office 8,755 3,350
Miscellaneous 6,495 7,679
Depreciation and amortization 4,618 3,653
Automobile 4,176 -
Printing 2,835 -
Travel 1,135 1,477
Equipment rental 600 1,050
Education 150 344
Bank service charges 56 -
Dues and subscriptions 32 -
Meals and entertainment - 10,202
Total expenses 50,082,008 3,709,537
Change in unrestricted net assets (44,896,169) 5,012,029
Unrestricted net assets - beginning of year 49,484,762 44,472,733
Unrestricted net assets - end of year $ 4,588,593 $ 49,484,762

The accompanying notes are an integral part of these financial statements



VIRGINIA BIRTH-RELATED NEUROLOGICAL INJURY COMPENSATION PROGRAM
NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 1999 and 1998

NOTE 1 — ORGANIZATION AND NATURE OF ACTIVITIES

The Virginia Birth-Related Neurological Injury Compensation Program (‘Program”) was
established under the Virginia Birth-Related Neurological Injury Compensation Act (1987, ¢.540). The
Act creates a compensation program which assures lifetime care of infants with severe neurological
injuries. The Program is funded through annual assessments of participating physicians and
participating hospitals. Liability insurers and non-participating physicians contribute to the fund, if
necessary, based upon actual experience of the fund. The Program receives no government funding.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Accounting

Financial statement presentation follows the recommendations of the Financial Accounting
Standards Board in its Statement of Financial Accounting Standards (SFAS) No. 117, Financial
Statements of Not-for-Profit Organizations. Under SFAS No. 117, the Program is required to report
information regarding its financial position and activities according to three classes of net assets;
unrestricted net assets, temporarily restricted net assets and permanently restricted net assets. The
financial statements report amounts separately by class of assets as follows:

Unrestricted amounts are those currently available at the discretion of the
Program'’s Board of Directors. The Program has only unrestricted net assets.

Board Designated — Real Estate Held in Trust

The Board of Directors has designated a portion of unrestricted net assets for real estate held in
trust (see Note 7) totaling $5,336,475 and $4,549,223 at December 31, 1999 and 1998, respectively.

Cash and Cash Equivalents

For purposes of reporting the statement of cash flows, the Program includes all cash accounts,
which are not subject to withdrawal restrictions or penalties, and ail highly liquid debt instruments
purchased with a maturity of three months or less as cash and cash equivalents.

Concentration of Credit Risk

The Program's financial instruments subject to concentration of credit risk consist of cash and
cash equivalents. At times the Program has cash in excess of insured limits. Cash and cash
equivalents are deposited in several financial institutions whose credit ratings are monitored by
management. This policy mitigates the concentration of credit risk.

(Notes continued on next page)



NOTE 2 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Property and Equipment

Property and equipment are recorded at cost. Depreciation is based on estimated useful lives
and is computed on the straight-line method as follows:

Estimated

Asset Usefui Life
Automobiles 5 years
Office furniture and fixtures 10 years
Computer equipment and software 5 years

Income Taxes
The Program is deemed to be a state agency and, as such, is exempt from income taxes.

Use of Estimates

Management uses estimates and assumptions in preparing financial statements. Those
estimates and assumptions affect the reported amounts of assets and liabilities and the disclosure of
contingent assets and liabilities at the date of the financial statements. Such estimates also affect the
reported amount of revenue and expenses during the reporting period. Actual results could differ from

those estimates.

Fair Value of Financial Instruments

The Program estimates that the fair value of all financial instruments at December 31, 1999 and
1998, do not materially differ from the carrying value recorded in the accompanying statements of

financial position.

Advertising
The Program expenses advertising costs as incurred.

Reclassification
Certain amounts in the 1998 financial statements have been reclassified to conform to the 1999
presentation.

NOTE 3 — LEASE GONMMITMENT

The Program leases office space under a three-year lease ending July 31, 2000. Rent under
this lease was $20,976 and $17,753 for 1999 and 1998, respectively. Future minimum rental expense
for the year ended 2000 is $12,000. Subsequent to July 31, 2000, the Program began leasing this
space on a month-to-month basis and will continue to do so until a new lease for office space is

negotiated.

(Notes continued on next page)



NOTE 4 ~ INVESTMENTS

Investments are carried at market value. An analysis of investments at December 31, 1999 and
1998, is as follows:

December 31, 1999

Estimated
Unrealized Market
Cost Gains {Losses) Value
U.S. Government obligations $ 16,516,484 $ {378,088) $ 16,138,396
Corporate bonds 27,834,587 {989,699) 26,844,888
Stocks 17,381,589 5,500,044 22.881,633

$ 61,732,660 $ 4,132,257 3 65,864,917

December 31, 1998

Estimated
Unrealized Market
Cost Gains Value
t.S. Government obligations $ 18,701,268 $ 432,122 $ 19,133,390
Corporate bonds 21,842,224 319,933 22,162 157
Stocks 18,548,961 3,024,140 21,573,101

$ 59,092,453 & 3,776,195 3 62,868,648

NOTE 5 - ESTIMATED CLAIMS RESERVE

The estimated claims reserve is the present value of the estimated ultimate cost of payments for
claims expected to be filed under the Program. The reserve is determined based on an actuarial study,
which is mandated to be done no iess frequently than biennially. Eligible costs under the Program are
costs not otherwise paid by private insurance or other government programs. Costs included are initial
medical and hospital, ongoing medical rehabilitation and custodial care, loss of earnings and claim filing
expenses. Loss of earnings is based on Virginia private nonfarm wages.

Significant assumptions inciude:

Rate of claims inflation 50%
Rate of increase in Virginia private

nonfarm wages 3.7%
Investment earnings rate 4.3%

During 1999, an actuarial study was performed. Based on this study, the Program increased
the estimated claims reserve at December 31, 1999 and recorded expense in 1999 for this increase in
the amount of $45,886,000. Such a significant increase is a result of changes in assumptions used for
the actuarial study. These changes are based on the actual experience of the Program.

(Notes continued on next page)



NOTE 6 — SALARIES AND BENEFITS

Included in salaries expense on the statements of activities for 1999 and 1998, is an additional
amount paid to the employees in lieu of a benefits package. These funds are to be used by the
employees to acquire certain benefits, if they so choose, and are subject to income and payroll taxes.
For 1999 and 1998, these additional amounts paid were equal to 24% of the employees’ base salaries.

NOTE 7 — REAL ESTATE HELD IN TRUST

Under guidelines established by the Board of Directors, the Program may approve the purchase
or construction of a home for the family of a claimant subject to certain restrictions. The home will be
held in a trust and will remain the property of the Program, subject to use by the claimant's family
during the term of the trust and subject to conditions imposed by the trust agreement. The trust expires
upon the death or institutionalization of the claimant, and wili stipulate that during occupancy the family
is responsible for the payment of utilities, general maintenance of the home, and certain other similar
obligations. The real estate is valued at the lower of cost or market value. The adjustment to market

value is reflected in claim cost for each year.

* &k ok kK



GOODMAN& COMPANY, LLLLP

Cerfified Public Accountants and Business Consultants

REPORT OF INDEPENDENT AUDITORS ON COMPLIANCE AND ON INTERNAL CONTROL OVER
FINANCIAL REPORTING BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED
IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

The Board of Directors
Virginia Birth-Related Neurological Injury
Compensation Program

We have audited the financial statements of Virginia Birth-Related Neurological Injury
Compensation Program as of and for the year ended December 31, 1999, and have issued our report
thereon dated September 8, 2000. We conducted our audit in accordance with generally accepted
auditing standards and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States.

Compliance

As part of obtaining reasonable assurance about whether Virginia Birth-Related Neurological
Injury Compensation Program’s financial statements are free of material misstatement, we
performed tests of its compliance with certain provisions of laws, regulations, contracts and grants,
noncompliance with which could have a direct and material effect on the determination of financia!
statement amounts. However, providing an opinion on compliance with those provisions was not an
objective of our audit and, accordingly, we do not express such an opinion. The results of our tests
disclosed no instances of noncompliance that are required to be reported under Government Auditing

Standards.

internal Control Over Financial Reporting

In planning and performing our audit, we considered Virginia Birth-Related Neurological Injury
Compensation Program’s internal control over financial reporting in order to determine our auditing
procedures for the purpose of expressing our opinion on the financial statements and not to provide
assurance on the internal control over financial reporting. However, we noted a certain matter involving
the internal control over financial reporting and its operation that we consider to be a reportable-
condition. Reportable conditions involve matters coming to our attention relating to significant
deficiencies in the design or operation of the internal control over financial reporting that, in our
judgment, could adversely affect Virginia Birth-Related Neurological Injury Compensation Program’s
ability to record, process, summarize and report financial data consistent with the assertions of
management in the financial statements. The reportable condition is described in the accompanying
management letter dated September 8, 2000.

Member Summit Infernational Associaled Olfices Members American Institute of Cerdified Public Accountants



A material weakness is a condition in which the design or operation of one or more of the internal
control components does not reduce to a relatively low level the risk that misstatements in amounts that
would be material in relation to the financial statements being audited may occur and not be detected
within a timely period by employees in the normal course of performing their assigned functions. Our
consideration of the internal control over financial reporting would not necessarily disclose all matters in
the internal control that might be reportable conditions and, accordingly, wouid not necessarily disclose
all reportable conditions that are also considered to be material weaknesses. However, we believe the
reportable condition mentioned above is a material weakness. '

This report is intended solely for the information and use of the audit committee, management,
federal awarding agencies, and pass-through entities and is not intended to be, and should not be,
used by anyone other than these specified parties.

,&wMtM,L.Lﬁ

Richmond, Virginia
September 8, 2000
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BALANCE SHEET

December 31, 1998 (With Comparative Totals for 1997)

) VIRGINIA BIRTH-RELATED NEUROLOGICAL INJURY COMPENSATION PROGRAM

ASSETS

Current assets
Cash and cash equivalents
Interest receivable
Other receivable
Total current assets
Investments
Real estate held in trust
Property and equipment
Office furniture and fixtures
Computer equipment and software

Less - accumufated depreciation and amortization

LIABILITIES AND NET ASSETS
Current liabilities
Accounts payable

Accrued expenses
Deferred revenue, participant assessments

Total current liabilities
Estimated claims reserve

Unrestricted net assets

1998 1997

$ 7,241,006 $ 6554614
655,285 727,501
2,280 2,280
7,898,569 7,284,395
62,868,648 58,878,842
4,549,223 3,958,210
13,384 13,384
37,021 37,021
50,405 50,405
{40,880) (37,227)
9,525 13,178

$ 75,325,965  $ 70,134,625
$ - $ 3,848
7,371 8,823
1,133,832 949,221
1,141,203 961,892
24,700,000 24,700,000
49,484,762 44,472,733
$ 75325965 $ 70,134,625

The accompanying notes are an integraf part of these financial statements

- _2_



. VIRGIN!A BIRTH-RELATED NEUROLOGICAL INJURY COMPENSATION PROGRAM

STATEMENT OF REVENUE, EXPENSES AND CHANGES IN UNRESTRICTED NET ASSETS

Year Ended December 31, 1998 (With Comparative Totals for 1997)

1998 1997
Revenue
Participating doctors $ 622,250 $ 743,081
Participating hospitals 399,003 461,628
Interest and dividends 3,226,460 3,821,405
Gain on sale of investments 1,394,252 113,980
Unrealized gain on investments 3,095,486 822,085
Loss on sale of real estate (15,885) -
Total revenue 8,721,566 5,962,179
Expenses
Ciaims cost 3,244,358 4,015,113
increase in estimated claims reserve _ - 4,200,000
investment fees 244 164 181,634
Salaries and benefits 88,961 93,812
Computer services 23,024 18,607
Professional fees 20,575 106,050
Brochures 18,155 13,459
Rent 17,753 18,718
Meals and entertainment 10,202 4,930
Payroll taxes 8,232 7,138
Miscellaneous 7,679 8,373
Telephone 7,303 11,600
Occupancy costs 6,799 3,894
Depreciation and amortization ' 3,653 3,722
Office 3,350 3,460
Postage and mailing 2,458 9,347
Travel 1,477 3,515
Equipment rental 1,050 695
Continuing education 344 2,011
Insurance L. 2,478
Total program expenses 3,709,537 8,708,556
Changes in unrestricted net assets 5,012,029 (2,746,377)
Unrestricted net assets - beginning of year 44,472,733 47,219,110
Unrestricted net assets - end of year $ 49,484,762 $ 44,472,733

The accompanying notes are an integral part of these financial statements



 VIRGINIA BIRTH-RELATED NEUROLOGICAL INJURY COMPENSATION PROGRAM

STATEMENT OF CASH FLOWS

Year Ended December 31, 1998 (With Comparative Totals for 1997)

1998 1997
Cash flows from operating activities
Change in unrestricted net assets 5,012,029 $ (2,746.377)
Adjustments to reconcile to net cash provided by
operating activities:
Depreciation and amortization 3,653 3,722
Amortization of discounts and premiums on
investments -net 82,336 30,620
Gain on sale of investments (1,394,252) (113,980)
Unrealized gain on investments (3,095,486) (822,085)
Loss on sale of real estate 15,885 -
Changes in:
interest receivable 72,216 291,108
Accounts payable (3,848) 1,801
Accrued expenses (1,452) 1,541
Deferred revenue, participant assessments 184,611 (44,819)
Estimated claims reserve - 4,200,000
Total adjustments (4,136,337) (652,092)
Net cash provided by operating activities 875,692 B01,531
Cash flows from investing activities
Purchase of property and equipment (7,106)

Purchases of investment securities
Proceeds from sale and maturity of investment

(59,437,298)

(33,571,357)

securities 59,854,894 37,709,601
Purchases of real estate (779,545) (1,664,481)
Proceeds from sale of real estate 172,647 -

Net cash provided (used) by investing activities {189,302) 2,466 657
Net increase in cash and cash equivalents 686,390 3,268,188
Cash and cash equivalents - beginning of year 6,554,614 3,286,426

Cash and cash equivalents - end of year $ 7.241,004 $ 6554614

The accompanying notes are an integral part of these financial statements.



'VIRGIN!A BIRTH-RELATED NEUROLOGICAL INJURY COMPENSATION PROGRAM
NOTES TO FINANCIAL STATEMENTS

D CEMBER 31, 1998 and 10 e

NOTE 1 - NATURE OF ACTIVITIES

The Virginia Birth-Related Neurological Injury Compensation Program (“Program”} was
established under the Virginia Birth-Related Neurological Injury Compensation Act (1987, ¢.540). The
Act creates a compensation program which assures lifetime care of infants with severe neurologicai
injuries. The Program is funded through annual assessments of participating physicians and
participating hospitais. Liability insurers and non-participating physicians contribute to the fund, if
necessary, based upon actual experience of the fund. The Program receives no government funding.

NOTE 2 ~- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basis of Accounting

The Program prepares its financial statements on an accrual basis in accordance with generally
accepted accounting principles.

Cash and Cash Equivalents

For purposes of reporting the statement of cash flows, the Program includes all cash accounts,
which are not subject to withdrawal restrictions or penalties, and all highly liguid debt instruments
purchased with a maturity of three months or less as cash and cash equivalents on the accompanying
balance sheets.

Concentration of Credit Risk

The Program's financial instruments subject to concentration of credit risk consist of cash and
cash equivalents. At times the Program has cash in excess of insured limits. Cash and cash
equivalents are deposited in several financial institutions whose credit ratings are monitored by
management. This policy mitigates the concentration of credit risk.

Property and Equipment

Property and equipment are recorded at cost. Depreciation is based on estimated useful lives
and is computed on the straight-line method as follows:

Estimated

Asset Useful Life
Office furniture and equipment 7 years
Computer equipment 5 years
Computer software 5 years

Income Taxes

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

(Notes continued on next page)



NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Use of Estimates in the Preparation of Financial Statements

Management uses estimates and assumptions in preparing financial statements. Those
estimates and assumptions affect the reported amounts of assets and liabifities and the disclosure of
contingent assets and liabilities at the date of the financial statements. Such estimates also affect the

reported amount of revenue and expenses during the reporting period. Actual results could differ from
those estimates.

Reclassification

Certain amounts in the 1997 financial statements have been reclassified to conform with the
1998 presentation.
NOTE 3 — LEASE COMMITMENT

The Program leases office space under a three-year lease ending July 31, 2000. Rent under
this lease was $17,753 and $18,718 for 1998 and 1997, respectively. Future minimum rental expense
is as follows:

1999 $ 20,283
2000 $ 6,222

NOTE 4 ~ INVESTMENTS

Investments are carried at market value. An analysis of investments at December 31, 1998 and
1997, is as follows:

December 31, 1998

Gross Gross Estimated
Amortized Unrealized Unrealized Market
Cost Gains Losses Value
U.S. Government obligations $ 18,701,268 $ 440,276 $ 8,154 $ 19,133,390
Corporate bonds 21,842,224 324,576 4,643 22162,157
Stocks 18,548,961 4,006,114 981,974 21,673,101

$ 59,092.453 $ 4,770,966 $ 994,771 $ 62,868,648

December 31, 1997

Gross Gross Estimated

Amortized Unrealized Unrealized Market

Cost (Gains Losses Value
U.S. Government obligations $ 27,699,569 $ 269,368 3 47,788 $ 27,821,149
Corporate bonds 19,801,998 161,692 46,452 19,917,238
Stocks 10,799,038 631,214 289,797 11,140,455

$ 58,200,605 $ 1062274 3 384,037 3 58878842

(Notes continued on next page)




NOTE & — ESTIMATED CLAIMS RESERVE

The estimated claims reserve is the present value of the estimated ultimate cost of payments for
claims expected to be filed under the Program and is revalued every other year. Eligible costs under
the Program are costs not otherwise paid by private insurance and other government programs. Costs
included are initial medical and hospital, ongoing medical rehabilitation and custodial care, loss of
eamings and claim filing expenses. Loss of earnings is based on Virginia private nonfarm wages.

Significant assumptions include:

Rate of inflation of medical, hospital

custodial and rehabilitation expenses 7.1%
Rate of increase in Virginia private

nonfarm wages 2.9%
investment earnings rate 5.8%

During 1997, the estimated claims reserve was increased, based on the actual experience of
the Program. The result was to recognize $4,200,000 in expense from the increase in estimated claims
expense,

NOTE 6 - SALARIES AND BENEFITS

Included in salaries expense on the statements of revenue, expenses and changes in net
assets for 1998 and 1997, is an additional amount paid to the employees in lieu of a benefits package.
These funds are to be used by the employees to acquire certain benefits, if they so choose, and are
subject to income and payroli taxes. For 1998 and 1997, these additional amounts paid were equal to
24% of the employees' base salaries.

NOTE 7 ~ REAL ESTATE HELD IN TRUST

Under guidelines established by the Board of Directors, the Program may approve the purchase
or construction of a home for the family of a claimant subject to certain restrictions. The home will be
held in a trust and will remain the property of the Program, subject to use by the claimant's family
during the term of the trust and subject to conditions imposed by the trust agreement. The trust expires
upon the death or institutionalization of the claimant, and will stipulate that during occupancy the family
is responsible for the payment of utifities, general maintenance of the home, and certain other similar
obligations. The real estate is valued at the lower of cost or market value. The adjustment to market
value is reflected in claim cost for each year.

* K &k & %
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Woos
VIRGINIA BIRTH~-RELATED MNEUROLOGTLCAL
' INJURY COMPENSATION PROGRAM
Balance Sheets
ASSETS
Dacember 31
1997 19496
Current assete

Cash and cash equivalenls 5 6,554,614 3 3,286,426
Interesat recejvable 127,501 1,018, n0y
Other receivables .. 2,280 2,200
Total current assets 1,284,395 4,307,315
Investments 50,870,842 62,111, 640
Real sstate held in trust 3,958,210 2,293,728

Property and equipment
Office [urnlbture and fixtures 13,384 6,279
Computer equipmenl and software 37,021 __. 371,021
50, 405 43, 300
Less accumulalted depreciation and amortization 31,221 33,505
13,178 9,795

LIABILITIES AND UNRESTRICTRERD HET ASSETYTS

Current liabilities

Accounts payable ‘ 3 3,648 5 2,041

Acerued expenses g,623 1,282

Deferred revenue, participankt assessments 949,221 994, 040

Total current liabilities . Y61,892 1,003,369

- Estimated claims reserve 24,700,000 20,500, 000

Unrestricted nelk assgets 14,472,733 47,219,110

£10,134,625

See Motes to Filpnanclal Stabtements
L

568,722,479
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VIRGINIA BIRTH-RELATED NEUROLOGICAL
INJURY COMPENSATTON PROGRAM

Statements of Revenues, Rxpensas and
Changes in Ne! Assets

Years Ended December 31

~ 1997 1990
Revenue
Participating doctors & 143,081 5 658, 623
Partlclpating hospitals 461, 620 367,169
Interesl income 3,809,706 3,873,954

Pividend income 11, 694 -
{Increase} reduction in estimated
claims reserve { 4,200,000) 16,000, 000

Gain aon sale of inveslments 113,980 24,115

Unrealized gain (loss) on investments ~ B22,085 (_ 1,082,342}
Total revenue _ 1,162,179 20,641,519
Expenses
Investmenlt [lees 181, 634 145,083
Salaries 93,812 6, 530
Postage and mailing 9,347 13,854
Renl 10,718 13,140
Reimbursed clalms cosl 4,015,113 1,602,819
Computey services 18, 607 3,720
Prolfessional fees 106,050 24,950
Office 3,460 2,296
Payroll taxes 7,138 7,043
Depreciation and amorkization 3,722 4,844
Telephone 11, 600 3,403
Travel 3,515 2,082
teals and enterlalnment 24 8
Education 2,011 1,547
Oceupancy costs 3,894 7,980
Brochures 13,459 15,046
Equipment rental 695 -
Board retreat 4,900 14,180
tliscellaneous 8,373 3715
lnsurance o 2,478 -
Total expenses __4,508,556 1,949,570
Change in unrestricted net assets
before change in accounting :
principle { 2,H6,377) 18,651, 9449
Change Iln accounting principle
{Hotes 1 and 6} , : - 1,460,037
Change in unrestricted net assets ( 2,746,377} 20,112,706

27,106,324

247,219,110

Unrestricted net assets, beginning of year

f44,472,733

Unrestricted net assets, end of year

See Noles to Financlal S5talements
._3_
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VIRGINIA BIRTH~-RELATED NEUROLOGICAIL

GOUBMAN & COMPANY L.L.P.

INJURY COMPENSATION RPROGRAM

Statements oFf Cash Flows

Cash flows from operating activities
Change in nel assets
Adjustments to reconcile change in nel assels
Lo nel cash provided by operating activities
Depreciation and amorltization
hnortization of discounts and premiums on
investmenlks, nel
Gain on sale of inveslments
Ihreallzed (galn) loss on investmenls
(Increase) decrease in
Accounls recelvable
Accrued intersst recelvable
Increase (decrease) in
Accounts payable
hcerved expenses
Estbimated claims reserve
beferred revenue, participant assessmenis
Total adjustments

Net cash provided by operating
activities

Cash flows from investing activities
Purchase of property and equipment
Purchases of invesltment securities
Proceeds from gale and makurity of

investment securilies
Purchases of real estate

Net cash provided by (used in)
investing activities

Het indreasa (decrease) in cash and
cash equivaleunts

Cash and cash equivalents, beginning of year

Cash and cash squivalents, end of yeax

Yeara lnded December 31

1997

1996

{$ 2,746,311

(
{

{

$20,112,786

3,722 4,844

30, 620 Lz, 00
£13,980) ¢ 24,11%)
p22,085) 143,848
- 7, 280)

291,108 187,242
1,801 ¢ 24,741}
1,541 1,353
4,200,000  { 16,800,000)
44,819) 65,998
3,547,908 (16,335, 174)
801,531 3,717,012
7,106}  { 5,720}

33,571,357}

37,709,601
1,664,181;

{ 21,829,914}

19,904,590
{ 2,293,729)

2,466, 657

(4,244,111

3,268,108

3,286,420

{ 467,764)

3,754,191

84 5,554,614

5 3,286,426

See MHotes ke Financial Statewmenis

—d -
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VIRGINIA BIRTH-RELATED NEUROLOGICAL
INJURY COMPENSA'LION PROGRAM

Noteg Lo Financial Statements

NOTE 1 -~ NATURE OF ACTIVI?IES AD SIGNIFICANT ACCQUNYING POLICIES

HNature of Activities

The Program was established under the Virginia Birth-Related Neurclogical Injury
Compensation Act (1987, ©¢.540). The Act creates a compensation program which assurea
lifetime care of infants with severe neurclogical injurleg. The Program is funded
through annual assessments of participating physicians and participating hospitals.
Liabillty insurers and non-participating physicians contribute to the fund, if
necesgsary, based upon actual experience of the fuud. The Program receives no funding
from the government.

gignificant Accounting Policlen

Dagis of Accounting

The Program prepares its financial statements on an accrual basis in accordance with
generally accepted accounking principles.

Cagh and Cash Equivalenls

For purposes of reporting the statement of cash flows, the Program includes all cash
accounte, which are not subject to withdrawal restrictions or penalties, and all
highly liquid debt inptruments purchased with a maturity of three months or less as
cagh and cash equivalents on the accompanying balance sheets.

Concentration of Credit Risk

The Program's financial ingtruments subject to concentration of credit risk consist
of cash and cash equivalents. AL times the Program has cash in excess of insured
limite. Cash and cash equivalents are deposited in several financial institutions
whose credit raltings are wonitored by management. This policy mitigates the
concentration of g¢redit risk.

Property and Equipment

Property and equipmenl are recorded at cost. Depreciation is based on estimated
ugeful lives and is computed on the gtraight-line method as follows:

Eastimated
Agaels ) Useful Life
office furniture and equipment 7 years
Computer equipment 5 years
Cowputer software 5 yeaxs
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VIRGINIA BIRTH-RELATED NEUROLOGICAL
INJURY COMPENSATION PROGRAM

Notes to Financial Statements

NOLE 1 - NATURE OF ACTIVITIBS AND SIGNIFICANT ACCQUNYING POLICIES ({Continued)

Income Taxes

The Program ls deewmed Lo be a state agency and, as such, is exempt from income taxes.

If the Program ie determined mot to be a stake agency and is denied itax-exempt
status, a liability for income taxes would be based on any excess of revenue over
expenditures for the periods.

Usge of EBstimates in the Preparation of Financial Statements

Management uses esglimales and asaumptions in preparing financial statements. Thoee
estimates and assumptions affeck the reported amounts of amsets and liabilities and
the disclosure of contingent assets and liabilities at the date of Lthe finanecial
statements. Such estimates also affect the reported amount of revenue and expenses
during the reporting period. Bctual results could differ from those estimates.

Current Accounting Developments

The Program adopted Financial Accounting Standards Board (FASB) Statement No. 117,
*Financial Statemenkts of MNot-for-Profilt Organizations®. The Stalement requires
classlfication of the Program's nek assets and iks revenue, expensges, gains and
losses based on the existence or absence of donor-imposed restrictions. It requires
that the amounts for each of three classes of net assets - permanently restricted,
temporarily restriclted and unrestricted ~ be displayed in a balance sheet and that
Lhe amounts of change in each of those clasces of net assets be displayed in the
statement of revenue, expenses and change in unregtricted net assets.

The Program hag adopled FASB Statement No. 124, "Accounting for Certain Investmenks
Held by Not-for-bProfit Organizatlons”. 'The Statement requires that investments in
equily securities with readily determinable fair values and all investments in debt
securities be reported at falr value with galne and losses included in the statement
of revemie, expenses and changes in unrestricted net assels, It also requires
cartain disclosureg about investments held and return on those investments. “he
affect on the Program from adopting thig statement wag the recognition of a
cumulative change in accounting principle of 5938,495.

NOTE 2 - LEASE COMMITMENT

The Precgram leases office space under a cone-year lease which avtomatically renews at
Lhe end of the lease term. The lease provides for a $1,095 monthly rental, which:
increased to $1,579 in August 1997, and may be terminated upon three months' written
notice. Rent for 1997 and 1996, respeclively, wasg $18,718 and $13,140.
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GOOUDMAN & COMPANY L.L.P,

VIRGINIA BIRTH-RELATED NEUROLOGICAL
INJURY COMPENSATION PROGRAM

Notes to Financial Stakbtements

HOTE 3 - INVESTMENTS, CAPIVOLINE INVESTMENT ACCOQUMNT

Investments are carried at market value. An analysis of investments at December 31,

1997 and 19926, is as follows:

1997
Gross Gross Eskimakted
Miortized Unreallzed Unrealized Market
Coat Gains Logges Value
U.5. Government obligatious $27,599,569 3 269,368 $ 4°7,788 $27,B21,149
Corporate bonds ’ 19,801,998 161,692 46,452 18,917,238
Stocks 10,799,038 631,234  _ 289,797 11,340,455
§58,300,605 51,062,274 ﬁ_g§§4.011 558,87BL842
1896
Gross Gross Estimated
Amertized Unrealized Unrealized Market;
Cosl Gains Loggen Value
U.89. Government obligaltions  $35,967,286 $§ 224,514 $ 282,155 £35,909, 645
Corporale bonds _26,288,203 135,366 221,574 26,201,995
$62,255,489 $ 353,880 5 503,729 62,1 640

HOTE 4 - ESTIMATED CLAIMS RESERVE

The estimated cvlaime reserve is the present value of the egtimated ultimate cost of
payments for claims expected to be filed under the Program. Eligible costs under the
Program are costs not otherwise paid by private insurance and other government
programs. Costs 1included are inikial medical and hospital, ongoing medical
rehabilitation and custodial care, loss of earningg and c¢laim filing expeuses. Lossz
of earningy is based on Virginia private nonfarin wages.

Significant aggumpltions include:

Rate of inflation of wedical, hospital

custodial and rehabilitation expenses 7.1%
Rate of increase in Virginia private

nonfarm wages 2.9%
Investment earnings rate 5.0%



06719720010 10:01 FAX 804 282 1406f GOODMAN & COMPANY L.L.P. idoss

VIRGINIA BIRTH-RELATED NEUROLOGICAL
INJURY COMPENSATION PROGRAM

Notes Lo Financilal Stalements

NOTE 4 - ESTIMATED CLAIMS RESERVE (Continued)

puring 1997, the estimated clalms reserve was increased, based on the actual
experience of Lhe Program. The result was to recognlize 54,200,000 in expense from
Lhe increase in estimabed clalms expense for 19987. In 1996, $16,800,000 was
recognized ag revenue due Lo a decrease in eskimated claims expensge.

NHOTE 5 -~ SALMARIES AHD DENEFITH

Included in salaries expense on the stakements of revenue, expenges and changeg in
net aspete for 1997 and 1996, ig an additional amount pald Lo the employees in lieu
of a benefits package. These funde are to be used by the employees to acguire
vertain benefits, 1if they so choose, and are subject to lncome and payroll taxes,
For 1997 and 1996, these additional amounts paid were equal to 24% of the employees'
base salaries.

NOTE 6 - HOUSING COSYS AND CHANGE IN ACCOUNYTING METHOD

Under guldelines established by the Board of Directors, the Program may approve the
purchase or construction of a home for the famlly of a claimant pubject to certain
restrictions. The home will be held in a trust and will rewain the property of the
pProgram, subject Lo use by the clalmant's fawily during Lhe term of the trust and
subject to conditions impoged by the trust agreement. The trust expires upon the
death or instltutionalization of the clalmant, and will stipulate that the family is
regponsible for the payment of ukilities, general maintenance of {he home, and
certain other similar obligations.

During 1996, the Program changed ite method of accounting for these housing costs in
order to better reflect the nature of these aszets. The homes are now recorded as
investments in real estate. Previously, these costg were included with reimbursed
claims costs on the statement of revenue, expenses and changes in net assels each
year. 'The effect of this change for 1996 resulted in an increase in investments in
real estate of $2,293,729. The cumulative effect of this change on years prior to
January 1, 1996, of $522,342, has been credited to operations in 1996,
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REPORYT ON COMPLIANCE AND ON INTERNAL CONTROL OVER FINAWNCIAL REPORTING
BASED ON AN AUDIT OF FINANCIAL HTATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STRANDARDS

The Hoard of Directors

Virginla Birth-Related Neurological Injury
Compengaltion Program

Richmond, Virginia

We have audited the financial statements of Virginia Birth-Related Neurological
Injury Compensation Program as of and for the years ended December 31, 1997 and 1996,
and have isgued our report thereon dated August 6, 1998. We conducted our audit in
accordance with genrerally accepted auditing standards and standards applicable to
financial audits contalned 1In Covernment Auditing Standards, issued by the
Comptroller deneral of the United States.

Cowpliance

As part of.obtaining reasonable assurance about whether the Program's financial
statements are free of material misstatement, we performed Leste of its cowpliance
with certain provisions of laws, regulations, contracks, and grants, noncompliance
with which could have a direct and material effect on the determination of financial
statement amounts. However, providing an opinion on compliance with those provisions
wag not an objective of our audit, and accordingly, we do not express puch an
opinion. The results of our tests digclosed no instances of noncompliance that are
required to be reported under Government Auditing Standards.

Internal Control over Financlal Reporting

In planning and performing our audit of the financial statemenks of Virginia
Birth-Related Neurdlogical Injury Compensation Program for the years ended
December 31, 1997 and 1996, we obtained an understanding of internal control. Wilth
regpect to internal control, we obtained an understanding of the design of relevant
policles and procedures and whether they have been placed in operalkion, and we
assessed control risk in order to determine our auditing procedures for the purpose
of expresasing our opinion on the financ¢ial statements and not to provide an opinion
on internal control. Accordingly, we'do not express such an opinion.
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We noted certain malkbkers involving internal control and ite operation that we
consider Lo be reportable condibions undey standards egkablished by Lhe Amerjcan
Institube of Certified Public Accountants, Reporlable conditions involve matters
coming to our attention relating Lo significant deficiencies in the deesign or
operation of internal control that, in our Judgment, could adversely affect Lhe
Program's ability to record, process, summarize, and report financial data in a
wanner that 1is consistent with the assertions of managemenlt in the financial
statements,

Reportable Condition:

Organizational Struclure

Although we have noted improvements in Lhe agsignment of accounting duties, a
limited number of personnel makes segregation of duties difficult, if not fwmpossible.

Managemenl 's Regponse:

Although the 1limited number of Program personnel continmes to restrict
management's ability to achieve an oplimal level of segregation of duties,
actions have been taken during recent years Lo provide additional internal
conltrols. The Board continues to review and asgsess the Program's inlkernal
controls, and additional enhancements will be invesligated.

A material weakness is a reportable condilion in which the design or cperaltion
ol one or more internal control components does not reduce to a relatively low level
the risk that misstatements in amounts Lhat would be material in relation Lo the
basic Financial statewments being audited tmay occur and not be detected within a
timely period by employees in Lhe normal course of performing their assigned
functions.

Our consideration of the internal control structure would nok necessarily
disclope all matters in the internal control struclure Lhat might be reportable
conditions and, accordingly, would not necegsarily disclose all reportable conditions
that are also considered to be material weaknesgmes as delined above, However, we do
nok belijeve the reportable condition described above is a material weakneys.

We alpo noted other wmatters involving internal control and ils operation that we
have reported to the management of Virginia Birth-Related Heurological 1njury
Comwpensation Program in a separate letter daled August 6, 1938.

This report ie intended for the informabion of the Board of Directors,

managemenl, and offices of the Commonwealth of Virginia. However, this report is a
matter of public record and its distribulion is nol limlted.

Augusl 6, 1998
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