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INDEPENDENT AUDITORS’ REPORT

Board of Directors
Schneider Regional Medical Center,
a District of Virgin Islands Government
Hospitals and Health Facilities Corporation
St. Thomas, Virgin Islands

Report on the Financial Statements

We have audited the accompanying financial statements of Schneider Regional Medical Center (the
District), a district of Virgin Islands Government Hospitals and Health Facilities Corporation, which
comprise the statements of net position as of September 30, 2014 and 2013, and the related
statements of revenue, expenses, and changes in net position and cash flows for the years then ended,
and the related notes to the financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of the financial statements that are free from material misstatement, whether due to fraud
or error.

Auditors’ Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits. We
conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditors’ judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the District’s
preparation and fair presentation of the financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness
of the District’s internal control. Accordingly, we express no such opinion. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluating the overall presentation of the
financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.

NEXIA Anindependent member of Nexia International (1)
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Board of Directors

Schneider Regional Medical Center,
a District of Virgin Islands Government
Hospitals and Health Facilities Corporation

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the District as of September 30, 2014 and 2013 and the changes in its net position
and its cash flows for the years then ended in accordance with accounting principles generally
accepted in the United States of America.

Emphasis-of-Matter Regarding Going Concern

The accompanying financial statements have been prepared assuming that the District will continue as
a going concern. As discussed in Note 7 to the financial statements, the District has experienced
significant operating losses resulting in a continued decline in liquidity. These conditions raise
substantial doubt about its ability to continue as a going concern. Management’s plans regarding those
matters also are described in Note 7. The financial statements do not include any adjustments that
might result from the outcome of this uncertainty. Our opinion is not modified with respect to that
matter.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
management’s discussion and analysis on pages 3 through 9 be presented to supplement the basic
financial statements. Such information, although not a part of the basic financial statements, is required
by the Governmental Accounting Standards Board who considers it to be an essential part of financial
reporting for placing the basic financial statements in an appropriate operational, economic, or historical
context. We have applied certain limited procedures to the required supplementary information in
accordance with auditing standards generally accepted in the United States of America, which
consisted of inquiries of management about the methods of preparing the information and comparing
the information for consistency with management’'s responses to our inquiries, the basic financial
statements, and other knowledge we obtained during our audit of the basic financial statements. We do
not express an opinion or provide any assurance on the information because the limited procedures do
not provide us with sufficient evidence to express an opinion or provide any assurance.

/%%wa% s

CliftonLarsonAllen LLP

Bellevue, Washington
June 23, 2015
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SCHNEIDER REGIONAL MEDICAL CENTER
A DISTRICT OF VIRGIN ISLANDS GOVERNMENT
HOSPITALS AND HEALTH FACILITIES CORPORATION
MANAGEMENT’S DISCUSSION AND ANALYSIS
SEPTEMBER 30, 2014 AND 2013

INTRODUCTION

This is management’s discussion and analysis of the financial performance of Schneider Regional
Medical Center (the District), a district of Virgin Islands Government Hospitals and Health Facilities
Corporation, and provides an overview of the District’'s financial activities for the years ended
September 30, 2014 and 2013. It should be read in conjunction with the District’s financial statements,
which begin on page 10.

The District’s primary focus is to treat all patients requiring medical assistance. Although the facility’s
goal is to be able to be financially self-sufficient, via billing and collecting for services rendered, the
District continues to encounter financial challenges. The District treats a large number of patients with
little or no insurance and a lack of financial ability to pay their medical bills.

FINANCIAL HIGHLIGHTS

Operating revenues were 8% lower than in 2013 and operating expenses were approximately 1% more
than in 2013, resulting in an operating loss of 11% lower than in 2013. Total nonoperating revenues
were approximately $13,823,000 less than in 2013. This variance is primarily due to the increase in tax
appropriations from the USVI Government which was $35,346,535 and $21,022,637 in 2014 and 2013
respectively.

Inpatient gross revenues increased approximately $1,567,000 or 2% in fiscal year 2014 from the prior
year. Outpatient gross revenues decreased during 2014 by approximately $2,060,000 or 4%.

Current assets continue to lag behind current liabilities. Current assets increased from 61% of current
liabilities in 2013 to 64% in 2014.

Using This Annual Report
The District’s core financial statements consist of three reports:

¢ Statements of Net Position
¢ Statements of Revenue, Expenses, and Changes in Net Position
¢ Statements of Cash Flows

These reports, together with the related notes to the financial statements, provide the reader with
information about the resources, activities, and financial obligations of the District.
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SCHNEIDER REGIONAL MEDICAL CENTER
A DISTRICT OF VIRGIN ISLANDS GOVERNMENT
HOSPITALS AND HEALTH FACILITIES CORPORATION
MANAGEMENT’S DISCUSSION AND ANALYSIS
SEPTEMBER 30, 2014 AND 2013

FINANCIAL HIGHLIGHTS (CONTINUED)

Statement of Net Position and Statement of Revenue, Expenses, and Changes in Net Position

The District’s financial statements begin on page 10. One of the most important questions asked about
the District’'s finances is, “Is the District as a whole better or worse off as a result of the year’s
activities?” The statements of net position and the statements of revenues, expenses, and changes in
net position report information about the District's resources and its activities in a way that helps
answer this question. These statements include all restricted and unrestricted assets and all liabilities
using the accrual basis of accounting. All of the current year's revenues and expenses are taken into
account regardless of when cash is received or paid.

These two statements report the District's net position and changes therein. You can think of the District's
net position (the difference between assets and liabilities) as one way to measure the District’s financial
health or financial position. Over time, increases or decreases in the District's net position are one
indicator of whether its financial health is improving or deteriorating. You will need to consider other
nonfinancial factors; however, such as changes in the District's patient base and measures of the
quality of service it provides to the community, as well as local economic factors to assess the overall
financial health of the District.

Statement of Cash Flows

The final required financial statement is the statement of cash flows. The statement reports cash
receipts, cash payments, and net changes in cash resulting from operating, investing, and financing
activities. It provides answers to such questions as “Where did cash come from?”, “What was cash
used for?”, and “What was the change in cash balance during the reporting period?”

FINANCIAL ANALYSIS OF THE DISTRICT

Condensed Statements of Net Position

The statement of net position reports the District’'s assets, liabilities, and net position (the difference
between assets and liabilities) as of September 30. The statements of net position for the fiscal years
ended 2014, 2013, and 2012 are presented side by side (comparatively). This presentation assists the
reader to identify significant changes between the years.
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SCHNEIDER REGIONAL MEDICAL CENTER
A DISTRICT OF VIRGIN ISLANDS GOVERNMENT
HOSPITALS AND HEALTH FACILITIES CORPORATION
MANAGEMENT’S DISCUSSION AND ANALYSIS

SEPTEMBER 30, 2014 AND 2013

FINANCIAL ANALYSIS OF THE DISTRICT (CONTINUED)

Condensed Statements of Net Position (Continued)

September 30,
2014 2013 2012
Assets:
Current Assets $ 20,467,584 20,439,358 23,736,874
Assets Limited as to Use 436,188 823,950 773,962
Capital Assets, Net 50,506,560 52,964,021 57,086,342
Other Noncurrent Assets 157,711 255,521 262,177
Total Assets $ 71,568,043 74,482,850 81,859,355
Liabilities:
Current Liabilities $ 32,139,138 33,569,058 29,222,133
Net Position:
Invested in Capital Assets 50,506,560 52,964,021 57,086,342
Unrestricted (11,513,843) (12,874,179) (5,223,082)
Restricted as to Use 436,188 823,950 773,962
Total Net Position 39,428,905 40,913,792 52,637,222
Total Liabilities and Net Position $ 71,568,043 $ 74,482,850 $ 81,859,355

The most significant asset for the District was capital assets. This asset decreased approximately 5%
and 7% during 2014 and 2013, respectively. Although the District added some assets in fiscal years
2014 and 2013, the District’s depreciation expense for those years far outweighed the assets added
during that same time period.

The second most significant asset for the District was net patient accounts receivable, which is included
in current assets. These receivables represent approximately 16% and 20% of the District’s total assets
at September 30, 2014 and 2013, respectively. Net patient accounts receivable decreased
approximately 23% and 3% during the fiscal years ended September 30, 2014 and 2013, respectively.
During fiscal year 2014, gross patient receivables decreased by approximately $5,575,000 from 2013,
and the reserves needed against the 2014 receivables decreased by approximately $2,245,000, for an
approximate $3,330,000 decrease in net receivables. During fiscal year 2013, gross patient receivables
decreased by approximately $13,200,000 from 2012, and the reserves needed against the 2013
receivables decreased by approximately $12,700,000, for an approximate $500,000 decrease in net
receivables.

At September 30, 2014, total liabilities were approximately $1,430,000 lower than in 2013. At
September 30, 2013, total liabilities were approximately $4,900,000 higher than in 2012.

Net Position: Net position totaled $39,428,905 and $40,913,792 as of September 30, 2014 and 2013,
respectively.
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SCHNEIDER REGIONAL MEDICAL CENTER
A DISTRICT OF VIRGIN ISLANDS GOVERNMENT
HOSPITALS AND HEALTH FACILITIES CORPORATION
MANAGEMENT’S DISCUSSION AND ANALYSIS
SEPTEMBER 30, 2014 AND 2013

FINANCIAL ANALYSIS OF THE DISTRICT (CONTINUED)

Condensed Statements of Revenue, Expenses, and Changes in Net Position
This report, sometimes referred to as the statement of operations, captures the District’s activity for a

period of time.

September 30,
2014 2013 2012
Net Patient Service Revenue $ 47,183,922 $ 51,473,893 54,931,618
Other Operating Revenue 1,906,186 1,919,889 1,729,304
Total Operating Revenues 49,090,108 53,393,782 56,660,922
Salaries and Benefits, Including
Agency Staffing Fees 45,725,827 44,508,091 45,942,849
Professional Fees, Supplies and Other 36,602,416 37,762,916 39,094,002
Depreciation 3,493,104 4,269,076 4,836,759
Total Operating Expenses 85,821,347 86,540,083 89,873,610
Operating Loss (36,731,239) (33,146,301) (33,212,688)
Nonoperating Revenue and Expenses 35,246,352 21,422,871 23,355,253
Loss Before Contributions for Capital
Assets and Forgiveness of Debt (1,484,887) (11,723,430) (9,857,435)
Forgiveness of Debt Owed to the U.S.

Virgin Islands Government - - 32,273,427
Increase (Decrease) in Net Position (1,484,887) (11,723,430) 22,415,992
Net Position - Beginning of Year 40,913,792 52,637,222 30,221,230
Net Position - End of Year $ 39,428,905 $ 40,913,792 $ 52,637,222

Operating Revenues: Total operating revenues were $49,090,108 and $53,393,782 for the fiscal years
ended September 30, 2014 and 2013, respectively. Patient revenues make up all but 4% of total
operating revenue for the fiscal years ended September 30, 2014 and 2013.

In fiscal year 2014, net patient revenues decreased by approximately $4,290,000, or 8%. Gross patient
revenue decreased approximately $936,000, or 1%.
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SCHNEIDER REGIONAL MEDICAL CENTER
A DISTRICT OF VIRGIN ISLANDS GOVERNMENT
HOSPITALS AND HEALTH FACILITIES CORPORATION
MANAGEMENT’S DISCUSSION AND ANALYSIS
SEPTEMBER 30, 2014 AND 2013

FINANCIAL ANALYSIS OF THE DISTRICT (CONTINUED)

Condensed Statements of Revenue, Expenses, and Changes in Net Position (Continued)

In fiscal year 2013, net patient revenues decreased by approximately $3,457,000, or 6%. Gross patient
revenue decreased approximately $3,405,000, or 2%. Revenue deductions, excluding the impact of
bad debt, also decreased by approximately $3,212,000 or 5%. The remaining difference is due to the
increase in bad debt expense of approximately $3,264,000, or 18%.

Operating Expenses: Total operating expenses were $85,821,347 and $86,540,083 for the fiscal years
ended September 30, 2014 and 2013, respectively. Operating expenses as a percentage of operating
revenue increased from 162% in fiscal 2013, to 175% in fiscal 2014. Operating expenses decreased by
approximately $719,000, or 1%, in fiscal year 2014 and approximately $3,334,000, or 3%, in fiscal year
2013.

The most significant operating expense in 2014 was salaries, wages, and benefits at $45,725,827, or
53% of total operating expenses. This expense decreased by approximately $1,218,000, or 3% from
2013. The most significant operating expense in 2013 was salaries, wages, and benefits at
$44,508,091, or 51% of total operating expenses. This expense declined by approximately $1,435,000,
or 3% from 2012.

During fiscal years 2014 and 2013, professional fees decreased approximately $1,406,000, or 12%,
and approximately $1,258,000, or 12%, from prior year, respectively.

Nonoperating Revenue (Expense): Total nonoperating revenue, net of expenses, for the current year,
increased approximately $13,823,481 or 65%, and $1,932,000 or 8%, from the prior year, respectively.

Tax appropriations from GOVI are the most significant nonoperating item for the District. During 2014,
this category increased approximately $14,323,000, or 68%, which accounts for the increase in
nonoperating revenue (expenses) in 2014. During 2013, this category decreased approximately
$1,775,000, or 8%, which accounts for the decrease in nonoperating revenue (expenses) in 2013.

Key Operational Indicators

2014 2013 2012
Patient Days 22,212 22,247 19,577
Average Daily Census 61 61 54
Inpatient Surgeries 1,266 1,250 875
Outpatient Surgeries 1,742 1,846 3,945
Emergency Room Visits 20,635 19,116 19,539
Outpatient Registrations 26,637 26,431 28,753

During fiscal year 2014 inpatient surgeries, emergency room Vvisits and outpatient registrations
increased and patient days and outpatient surgeries experienced decreases.

During fiscal year 2013 patient days and inpatient surgeries both increased and outpatient surgeries,
emergency room visits, and outpatient registrations experienced decreases.
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SCHNEIDER REGIONAL MEDICAL CENTER
A DISTRICT OF VIRGIN ISLANDS GOVERNMENT
HOSPITALS AND HEALTH FACILITIES CORPORATION
MANAGEMENT’S DISCUSSION AND ANALYSIS
SEPTEMBER 30, 2014 AND 2013

FINANCIAL ANALYSIS OF THE DISTRICT (CONTINUED)

Condensed Statements of Cash Flows

2014 2013 2012
Cash Provided By (Used In):

Operating Activities $ (29,603,421) $ (24,158,920) $ (22,469,801)
Noncapital Financing Activities 31,249,349 21,383,148 23,309,616
Capital and Related Financing Activities (1,330,374) (146,755) (1,143,973)
Investing Activities 24,874 39,723 45,637

(Decrease) Increase in Cash
and Cash Equivalents 340,428 (2,882,804) (258,521)

Cash and Cash Equivalents -
Beginning of Year 2,764,993 5,647,797 5,906,318
Cash and Cash Equivalents - End of Year $ 3,105,421 $ 2,764,993 $ 5,647,797

Funds from Operating Activities: In fiscal year 2014, cash provided by or used by operating activities of
a negative $29,603,421 was approximately $5,445,000 less than the prior fiscal year. The major source
of operating funds was receipts from and on behalf of patients ($52,413,000 in 2014), which was
approximately $1,226,000 more than collected in 2013. Cash paid to suppliers was $28,418,000 in
2014, which was approximately $4,878,000 more than in 2013. Cash paid to employees was
approximately $1,927,000 more than in 2013.

In fiscal year 2013, cash provided by or used by operating activities of a negative $24,158,920 was
approximately $1,689,000 less than the prior fiscal year. The major source of operating funds was
receipts from and on behalf of patients ($51,188,000 in 2013), which was approximately $1,817,000
less than collected in 2012. Cash paid to suppliers was $33,541,000 in 2013, which was approximately
$4,071,000 less than in 2012. Cash paid to employees was approximately $3,656,000 more than in
2012.

Funds from Noncapital Financing Activities: Cash received from GOVI is the main source of noncapital
cash flow activities. This category increased approximately $9,307,000 and $1,775,000 in fiscal years
ended September 30, 2014 and 2013, respectively.

Funds from Capital and Related Financing Activities: Cash used in the purchase of capital assets
increased approximately $1,184,000 in fiscal year 2014 and decreased $997,000 in fiscal year 2013.
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SCHNEIDER REGIONAL MEDICAL CENTER
A DISTRICT OF VIRGIN ISLANDS GOVERNMENT
HOSPITALS AND HEALTH FACILITIES CORPORATION
MANAGEMENT’S DISCUSSION AND ANALYSIS
SEPTEMBER 30, 2014 AND 2013

ECONOMIC FACTORS

The District receives its funding through receipts from and on behalf of patients and from GOVI.
Receipts from and on behalf of patients increased 2% from 2013 to 2014, and decreased 8% from
2012 to 2013.

The District is one of the facilities in the United States and its territories funded by the Medicare
payment system as a TEFRA (Tax Equity and Fiscal Responsibility Act of 1982) facility. TEFRA is
CMS’s payment system that bases funding on allowable costs for providing treatment to Medicare
patients. Under this system, the District had a base year in 1982. Since 1982 the District's costs have
continued to escalate as the facility has grown and matured. Except for inflationary increases, the
TEFRA base rate has not been recalculated by CMS and is now extremely low, compared to the
District’'s costs. Each year, the District files a TEFRA appeal with Medicare’s Medicare Administrative
Contractor (MAC) for additional cost-based payments to help compensate for the low base cost
structure. Medicare has approved in previous years and sent additional funding. As of the date of this
analysis, the District has outstanding Medicare TEFRA appeals.

CONTACTING THE DISTRICT'S FINANCIAL MANAGEMENT
This financial report is designed to provide the District’'s board of directors with a general overview of
the District’'s financial position, results of operation, and cash flows. If you have any questions about

this report or need additional information, contact the District’'s Financial Services Division at Schneider
Regional Medical Center, 9048 Sugar Estate, St. Thomas, Virgin Islands 00802.

©)



SCHNEIDER REGIONAL MEDICAL CENTER
A DISTRICT OF VIRGIN ISLANDS GOVERNMENT
HOSPITALS AND HEALTH FACILITIES CORPORATION

STATEMENTS OF NET POSITION

SEPTEMBER 30, 2014 AND 2013

ASSETS

CURRENT ASSETS
Cash and Cash Equivalents
Patient Accounts Receivable, Net
Estimated Amounts Due from Third-Party Payers, Net
Due from the Government of the U.S. Virgin Islands
Other Receivables, Net
Inventories
Total Current Assets

ASSETS LIMITED AS TO USE
CAPITAL ASSETS, NET
OTHER ASSETS

Total Assets

LIABILITIES AND NET POSITION

CURRENT LIABILITIES
Accounts Payable to Vendors
Accrued Payroll and Benefits
Accrued Compensated Absences
Estimated Amounts Due to Third-Party Payers, Net
Due to the Government of the U.S. Virgin Islands
Line of Credit
Total Current Liabilities

COMMITMENTS AND CONTINGENCIES
NET POSITION

Invested in Capital Assets

Unrestricted

Restricted as to Use

Total Net Position

Total Liabilities and Net Position

See accompanying Notes to Financial Statements.

(10)

2014 2013
$ 2,669,233 $ 1,941,043
11,351,475 14,680,995
- 1,500,000
5,023,024 -
153,355 294,330
1,270,497 2,022,990
20,467,584 20,439,358
436,188 823,950
50,506,560 52,964,021
157,711 255,521
$ 71,568,043 $ 74,482,850
$ 21,167,157 $ 23,833,380
3,356,107 2,801,970
2,736,818 3,210,816
400,000 -
3,729,056 3,722,892
750,000 -
32,139,138 33,569,058
50,506,560 52,964,021
(11,513,843) (12,874,179)
436,188 823,950
39,428,905 40,913,792
$ 71,568,043 $ 74,482,850




SCHNEIDER REGIONAL MEDICAL CENTER
A DISTRICT OF VIRGIN ISLANDS GOVERNMENT
HOSPITALS AND HEALTH FACILITIES CORPORATION
STATEMENTS OF REVENUE, EXPENSES, AND CHANGES IN NET POSITION
YEARS ENDED SEPTEMBER 30, 2014 AND 2013

OPERATING REVENUE
Net Patient Service Revenue
Other
Total Operating Revenue

OPERATING EXPENSES
Salaries and Benefits, Including Agency Staffing Fees
Professional Fees
Supplies and Other
Depreciation
Total Operating Expenses

OPERATING LOSS

NONOPERATING REVENUES
Tax Appropriations from the Government of the
U.S. Virgin Islands
Interest Income
Loss on Disposal of Assets
Contributions
Net Nonoperating Revenues

NET LOSS
Net Position - Beginning of Year

NET POSITION - END OF YEAR

See accompanying Notes to Financial Statements.

(11)

2014 2013
47,183,922 51,473,893
1,906,186 1,919,889
49,090,108 53,393,782
45,725,827 44,508,091
10,749,492 12,155,721
25,852,924 25,607,195
3,493,104 4,269,076
85,821,347 86,540,083

(36,731,239)

(33,146,301)

35,346,535 21,022,637
24,874 39,723
(294,731) -
169,674 360,511
35,246,352 21,422,871
(1,484,887) (11,723,430)
40,913,792 52,637,222
39,428,905 $ 40,913,792




SCHNEIDER REGIONAL MEDICAL CENTER
A DISTRICT OF VIRGIN ISLANDS GOVERNMENT
HOSPITALS AND HEALTH FACILITIES CORPORATION
STATEMENTS OF CASH FLOWS
YEARS ENDED SEPTEMBER 30, 2014 AND 2013

2014 2013
CASH FLOWS FROM OPERATING ACTIVITIES
Cash Received from Patients and Third-Party Payers $ 52,413,442 $ 51,187,766
Cash Received from Others 2,047,161 1,912,601
Cash Paid to Suppliers and Others (38,418,336) (33,540,661)
Cash Paid to and on Behalf of Employees (45,645,688) (43,718,626)
Net Cash Used by Operating Activities (29,603,421) (24,158,920)
CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES
Tax Appropriations from the Government of the
U.S. Virgin Islands 30,329,675 21,022,637
Noncapital Contributions 169,674 360,511
Proceeds from Line of Credit 750,000 -
Net Cash Provided by Noncapital Financing Activities 31,249,349 21,383,148
CASH FLOWS FROM CAPITAL AND RELATED FINANCING
ACTIVITIES
Purchases of Capital Assets (1,330,374) (146,755)
CASH FLOWS FROM INVESTING ACTIVITIES
Interest Income 24,874 39,723
INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS 340,428 (2,882,804)
Cash and Cash Equivalents - Beginning of Year 2,764,993 5,647,797
CASH AND CASH EQUIVALENTS - END OF YEAR $ 3,105,421 $ 2,764,993
RECONCILIATION OF CASH AND CASH EQUIVALENTS TO
THE STATEMENTS OF NET POSITION
Cash and Cash Equivalents in Current Assets $ 2,669,233 $ 1,941,043
Assets Limited as to Use 436,188 823,950
Total $ 3,105,421 $ 2,764,993

See accompanying Notes to Financial Statements.
12)



RECONCILIATION OF OPERATING LOSS TO
NET CASH USED BY OPERATING ACTIVITIES
Operating Loss
Adjustments to Reconcile Operating Loss to
Net Cash Used by Operating Activities:
Depreciation
Provision for Uncollectible Accounts
Changes in Operating Assets and Liabilities:
Patient Accounts Receivable
Estimated Amounts Due to/from Third-Party Payers
Other Assets
Inventories
Accounts Payable and Accrued Expense, Accrued
Payroll, and Estimated Accrued Compensated
Absences

Net Cash Used by Operating Activities

(13)

2014

2013

$ (36,731,239) $ (33,146,301)
3,493,104 4,269,076
23,250,834 21,236,317
(19,780,339) (20,779,732)
1,900,000 (750,000)
97,810 5,856
752,493 110,945
(2,586,084) 4,894,919

$ (29,603,421) _$ (24,158,920)




NOTE 1

SCHNEIDER REGIONAL MEDICAL CENTER
A DISTRICT OF VIRGIN ISLANDS GOVERNMENT
HOSPITALS AND HEALTH FACILITIES CORPORATION
NOTES TO FINANCIAL STATEMENTS
SEPTEMBER 30, 2014 AND 2013

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Operations

Schneider Regional Medical Center (the District), a district of Virgin Islands Government
Hospitals and Health Facilities Corporation, is the operating entity of the District of
St. Thomas and St. John in the U.S. Virgin Islands. The District includes the activities of the
Governor Roy L. Schneider Hospital (the Hospital), operating on the island of St. Thomas,
and those of the Myrah Keating Smith Community Health Center (the Health Center),
operating as a division of the Hospital on the island of St. John.

Through legislation passed by the Legislature of the U.S. Virgin Islands in April 1999, the
Government of the U.S. Virgin Islands (GOVI) created the Virgin Islands Government
Hospitals and Health Facilities Corporation (the Corporation). The Corporation is a
component unit of GOVI and has two district governing boards, one for the District of St.
Croix and one for the District of St. Thomas-St. John. The board of directors of the
Corporation formulates and determines hospital policy and planning for health care delivery
at the territorial level. It coordinates hospital policy, planning, and decisions between the
two districts to ensure efficient and coordinated hospital policy direction between the
districts. The district governing boards formulate and determine Corporation policy and
planning for health care delivery for their respective districts consistent with the hospital
policy and planning established by the board of directors for the District. In the event of a
dispute between the district boards, or between a district board and the board of directors
of the Corporation, the respective board of directors of the Corporation shall resolve the
dispute by majority vote. The Corporation has delegated to the District those powers
necessary to the day-to-day operations of the respective district health facilities, which shall
include, but not be limited to, quality assurance, procurement of supplies and equipment,
when such procurement is not a part of the territory-wide purchasing for the Corporation,
and the financial disbursements to vendors directly supplying the District health facilities.

Schneider Regional Medical Center Foundation (the Foundation) is a legally separate
organization for which the District is financially accountable. Accordingly, the Foundation
represents a component unit of the District. The financial statements of the Foundation are
blended with the District because they are governed by the District board and the
Foundation exists for the benefit and support of the District.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial statements. Estimates also affect
the reported amounts of revenues and expenses during the reporting period. Actual results
could differ from those estimates.

Intergovernmental Support

The District received approximately 42% and 28% in 2014 and 2013, respectively, of its
financial support from the Government of the U.S. Virgin Islands (see Note 6).
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NOTE 1

SCHNEIDER REGIONAL MEDICAL CENTER
A DISTRICT OF VIRGIN ISLANDS GOVERNMENT
HOSPITALS AND HEALTH FACILITIES CORPORATION
NOTES TO FINANCIAL STATEMENTS
SEPTEMBER 30, 2014 AND 2013

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Cash and Cash Equivalents

Cash and cash equivalents include highly liquid investments with an original maturity of
three months or less.

Net Patient Service Revenue/Receivables

Net patient service revenue is reported on the accrual basis in the period in which services
are provided at estimated net realizable amounts, including estimated retroactive
adjustments under reimbursement agreements with third-party payers. Retroactive
adjustments are accrued on an estimated basis in the period the related services are
rendered and adjusted in future periods as final settlements are determined.

Patient accounts receivable are reported net of both an estimated allowance for
uncollectible accounts and an estimated allowance for contractual adjustments. The
contractual allowance represents the difference between established billing rates and
estimated reimbursement from Medicare and other third-party payment programs. Net
patient revenue includes a provision for uncollectible accounts estimated based upon the
age of the patient accounts receivable, prior experience, and any unusual circumstances
which affect the collectibility of receivables. The District's policy does not require collateral
or other security for patient accounts receivable, and the District routinely accepts
assignment of, or is otherwise entitled to receive, patient benefits payable under health
insurance programs, plans, or policies.

Inventories

Inventories are stated at the lower of cost or market, with cost determined using methods
approximating the first-in, first-out method.

Capital Assets

Capital assets are recorded at cost. Depreciation, including amortization of assets held
under capital leases, is provided using the straight-line method over the following estimated
useful lives:

Building, Land Improvements, and Fixed Equipment 4 — 40 Years
Movable Equipment 5—-20 Years

The costs of maintenance and repairs are charged to expense as incurred. The costs of
significant additions, renewals, and betterments to depreciable properties are capitalized
and depreciated over the remaining estimated useful lives of the item or the properties.
When depreciable capital assets are disposed of, the related costs and accumulated
depreciation are removed from the accounts and any gain or loss is recognized in the
period of disposition.

Assets held under capitalized leases are amortized over the shorter of the lease term or the
estimated useful lives of the asset. Amortization expense is included as a part of
depreciation expense in the statements of revenue, expenses, and changes in net position
and as a part of accumulated depreciation in the statements of net position.
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NOTE 1

SCHNEIDER REGIONAL MEDICAL CENTER
A DISTRICT OF VIRGIN ISLANDS GOVERNMENT
HOSPITALS AND HEALTH FACILITIES CORPORATION
NOTES TO FINANCIAL STATEMENTS
SEPTEMBER 30, 2014 AND 2013

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Capital Assets (Continued)

The District periodically reviews property for indicators of potential impairment. If this review
indicates that the carrying amount of these assets may not be recoverable, the District
estimates the future cash flows expected to result from the operations of the asset and its
eventual disposition. If the sum of these future cash flows (undiscounted and without
interest charges) is less than the carrying amount of the asset, a write-down to estimated
fair value is recorded.

Compensated Absences

Compensated absences are those absences for which employees will be paid, such as
vacation. A liability for compensated absences that is attributable to services already
rendered and that is not contingent on a specific event that is outside the control of the
District and its employees is accounted for in the period in which such services are
rendered or in which such events take place.

Income Taxes

The District, as part of the Corporation, is a public entity of the Government of the U.S.
Virgin Islands and is exempt from taxation.

The Foundation is a tax-exempt organization and is not subject to state or federal income
taxes, except on unrelated business income as defined under Section 501(c)(3) of the
Internal Revenue Code.

Operating Revenues and Expenses

The District's statements of revenue, expenses, and changes in net position distinguish
between operating and nonoperating revenues and expenses. Operating revenues result
from exchange transactions associated with providing health care services, the District's
principal activity. Nonoperating revenues include tax appropriations, as well as grants and
contributions received for purposes other than capital asset acquisition and financing costs.
Operating expenses are all expenses incurred to provide health care services, other than
financing costs.

Charity Care

The District provides care without charge to patients who meet certain criteria under its
charity care policy, including discounts for certain uninsured patients. Because the District
does not pursue collection of amounts determined to qualify as charity care, they are not
reported as revenue. Foregone revenue for charity care provided during 2014 and 2013,
measured by the Hospital's standard charges, was $754,083 and $509,575, respectively.

Net Position
Net position of the District is classified in three components as follows:

Invested in Capital Assets — Consists of capital assets net of accumulated depreciation
and related debt, if any.
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NOTE 1

NOTE 2

SCHNEIDER REGIONAL MEDICAL CENTER
A DISTRICT OF VIRGIN ISLANDS GOVERNMENT
HOSPITALS AND HEALTH FACILITIES CORPORATION
NOTES TO FINANCIAL STATEMENTS
SEPTEMBER 30, 2014 AND 2013

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Net Position (Continued)

Restricted — Net position that must be used for a particular purpose, as specified by
creditors, grantors, or others external to the District.

Unrestricted — Remaining net position that does not meet the definition of invested in
capital assets, net of related debt or restricted net position.

Reclassifications

Certain items in the 2013 financial statements have been reclassified for comparability
purposes with the 2014 financial statements. The reclassifications had no change on the
overall net position of Schneider Regional Medical Center.

BANK DEPOSITS AND INVESTMENTS

The District has implemented the disclosure requirements of the Governmental Accounting
Standards Board (GASB) Statement No. 40, Deposit and Investment Risk Disclosures and,
accordingly, the District has assessed the custodial credit risk, the concentration of credit,
credit risk, and interest rate risk of its cash and investments.

The District had bank balances as follows at September 30:

2014 2013

Insured (FDIC) $ 250,000 $ 250,000
Collateralized by Securities Held by Pledging

Financial Institutions in the Name of the U.S.

Virgin Islands 8,159,781 7,309,238

Total $ 8,409,781 $ 7,559,238

Carrying Amount, Including Amounts Shown as

Assets Limited as to Use $ 3,105,421 $ 2,764,993

Custodial Credit Risk

The District's deposits are exposed to custodial credit risk if they are not covered by
depository insurance and the deposits are uncollateralized or are collateralized with
securities held by the pledging financial institution’s trust department or agent, but not in
the depositor-government’s name. The risk is that, in the event of the failure of a depository
financial institution, the District will not be able to recover deposits or will not be able to
recover collateral securities that are in the possession of an outside party.

Concentration of Credit Risk

This is the risk associated with the amount of investments the District has with any one
issuer that exceed 5% or more of its total investments. At September 30, 2014 and 2013,
the District did not hold any investments. Assets limited as to use include only bank
deposits.
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NOTE 2

NOTE 3

NOTE 4

SCHNEIDER REGIONAL MEDICAL CENTER
A DISTRICT OF VIRGIN ISLANDS GOVERNMENT
HOSPITALS AND HEALTH FACILITIES CORPORATION
NOTES TO FINANCIAL STATEMENTS
SEPTEMBER 30, 2014 AND 2013

BANK DEPOSITS AND INVESTMENTS (CONTINUED)

Credit Risk and Investment Rate Risk

GASB Statement No. 40 requires that disclosure be made as to the credit rating of all debt
security investments except for obligations of the U.S. government or obligations explicitly
guaranteed by the U.S. government. Credit risk is the risk that an issuer or other
counterparty to an investment will not fulfill its obligations, while investment rate risk is the
risk that changes in interest rates will adversely affect the fair value of an investment. The
District held no debt security investments at September 30, 2014 and 2013.

ASSETS LIMITED AS TO USE

Assets limited as to use were comprised of the following as of September 30:

2014 2013
Licensed Practical Nurse Training Program $ - $ 28,243
Restricted by Donor for Capital Purchases - 359,519
Foundation Assets 436,188 436,188
Total Assets Limited as to Use $ 436,188 $ 823,950

All assets limited as to use are reported as restricted net position of the District as of
September 30, 2014 and 2013. Foundation assets are funds held in a depository account in
the name of the Foundation and represent funds that were raised for the exclusive benefit
of the District. The Foundation depository account has been frozen by the Office of the
Lieutenant Governor of the U.S. Virgin Islands due to the failure to file required corporate
governance documents. District management is working to resolve the issue with the
Lieutenant Governor’s office.

NET PATIENT ACCOUNTS RECEIVABLE

Patient accounts receivable and the allowances for doubtful accounts at September 30
were as follows:

2014 2013
Medicare $ 8,096,786 $ 6,580,855
Medicaid 3,113,855 2,840,053
Commercial and Other 8,167,252 14,597,453
Self-Pay 15,241,139 16,175,594
Total 34,619,032 40,193,955
Less: Allowance for Uncollectible Amounts (23,267,557) (25,512,960)
Total Patient Accounts Receivable, Net $ 11,351,475 $ 14,680,995
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NOTE 5

SCHNEIDER REGIONAL MEDICAL CENTER
A DISTRICT OF VIRGIN ISLANDS GOVERNMENT
HOSPITALS AND HEALTH FACILITIES CORPORATION
NOTES TO FINANCIAL STATEMENTS
SEPTEMBER 30, 2014 AND 2013

NET PATIENT SERVICE REVENUE

The District has agreements with various third-party payers that provide for payments at
amounts different from established rates. The difference between the rates charged and
the estimated payments from third-party payers is recorded as a reduction of gross patient
charges.

Amounts recorded under certain of these contractual arrangements are subject to review
and final determination by various program intermediaries. Management believes that
adequate provision has been made for any adjustments which may result from such
reviews. However, due to uncertainties in the estimates, it is at least reasonably possible
that management’s estimates will change in the future, although the amount of the change
cannot be estimated.

A summary of the payment arrangements with significant third-party payers follows:

Medicare — Services are rendered to patients under contractual arrangements with the
Medicare program. The Medicare program pays for inpatient and most outpatient
services on a reimbursable cost basis. Inpatient costs are subject to an overall cost per
discharge limit. This cost-based reimbursement is subject to a retroactive settlement
process. Certain other revenues, primarily from outpatient laboratory and outpatient
renal, are based upon predetermined rate schedules with no retroactive settlement.

Medicaid — Services are rendered to patients under contractual arrangements with the
Medicaid program. The Medicaid program pays for inpatient services at an all-inclusive
per diem rate determined in accordance with Medicare principles, not exceeding the
lower of (a) reasonable cost, or (b) the provider's customary charges to the general
public. Outpatient services are paid for based on a fee schedule. Such payments are
limited to amounts annually appropriated.

Other — The District has also entered into payment agreements with certain commercial
insurance carriers, health maintenance organizations, preferred provider organizations,
and employer groups. The basis for payment under these agreements includes
prospectively determined rates per discharge, discounts from established charges, and
prospectively determined daily rates.

Laws and regulations governing the Medicare and Medicaid programs are extremely

complex and subject to interpretation and change. As a result, it is reasonably possible that
recorded estimates will change materially in the near term.
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NOTE 5

NOTE 6

SCHNEIDER REGIONAL MEDICAL CENTER
A DISTRICT OF VIRGIN ISLANDS GOVERNMENT
HOSPITALS AND HEALTH FACILITIES CORPORATION
NOTES TO FINANCIAL STATEMENTS
SEPTEMBER 30, 2014 AND 2013

NET PATIENT SERVICE REVENUE (CONTINUED)

Net patient service revenue consisted of the following for the years ended September 30:

2014 2013

Gross Patient Service Revenue $ 136,411,042 $ 136,904,475
Less:

Medicare Contractual Adjustments (29,565,704) (32,452,244)

Medicaid Contractual Adjustments (14,766,828) (13,653,625)

Other (21,643,754) (18,088,396)

Provision for Uncollectible Accounts (23,250,834) (21,236,317)

Total $ 47,183,922 $ 51,473,893

The payer mix of gross patient service revenue at September 30 was as follows:

2014 2013
Medicare 35% 39%
Medicaid 13 11
Commercial 35 32
Private Pay 17 18
Total 100% 100%

THE GOVERNMENT OF THE U.S. VIRGIN ISLANDS

The District is financially dependent on continued financial support by the Government of
the U.S. Virgin Islands (GOVI) in the form of ongoing annual tax appropriations and
periodic forgiveness of debt. Intergovernmental support in the form of tax appropriations
(allotments) are received from GOVI to fund a significant portion of the salaries and
benefits of the District's employees that are paid through the General Fund of the GOVI.
This allotment for salaries and benefits was $21,323,994 and $20,958,600 in 2014 and
2013, respectively. The District also received special appropriations for operations in the
amount of $64,037 and $2,062,225 during fiscal years 2014 and 2013, respectively. During
the fiscal year ended December 31, 2014, the District also received special appropriations
for operations in the amount of $12,850,000.

On June 1, 2015, the GOVI appropriated to the District $22,472,518 for the fiscal year
ended September 30, 2015. In addition, the Virgin Islands Medical Assistance Program
received funds of $4,000,000 in September of 2014 related for appropriations for fiscal year
ending September 30, 2015. Additional special appropriations for capital projects were
awarded totaling $8,000,000 for capital and $400,000 for the development of a pilot day
hospital program for adults with mental illness, subject to meeting certain criteria, and are
expected to be collected in the fiscal year ending September 30, 2015.
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NOTE 7

NOTE 8

SCHNEIDER REGIONAL MEDICAL CENTER
A DISTRICT OF VIRGIN ISLANDS GOVERNMENT
HOSPITALS AND HEALTH FACILITIES CORPORATION
NOTES TO FINANCIAL STATEMENTS
SEPTEMBER 30, 2014 AND 2013

LIQUIDITY

During the years ended September 30, 2014 and 2013, the District experienced net losses
of $1,484,887 and $11,723,430, respectively, with continued losses expected in fiscal
year 2015. The District's current liabilities exceed current assets by $11,671,554 at
September 30, 2014.

The District is financially dependent on continued financial support by GOVI in the form of
ongoing annual tax appropriations and periodic forgiveness of debt. The District operates
the only hospital on St. Thomas and health center on St. John, providing health care
related services to approximately 50,000 residents. Management believes the Hospital and
Health Center are necessary providers of services and, according to statutes, the GOVI is
required to provide health care services to all residents that require it. Without the Hospital
and Health Center, the GOVI would not be able to fulfill the requirements of this statute as
cost effectively.

The District’'s board of directors and management are implementing their efforts to improve
the District's financial stability by closely monitoring cash flow. This includes multiple
internal initiatives and development of external partnerships with industry expertise to
improve operational efficiencies, evaluate charge capture and pricing improvements,
reduce accounts receivable collection time, and evaluate Medicare reimbursement options
and opportunities, while improving the patient experience.

CAPITAL ASSETS

Capital asset activity for the years ended September 30 was as follows:

2014

Beginning Ending

Balance Additions Deletions Balance
Land $ 13,100,000 $ - $ $ 13,100,000
Building and Land Improvements 88,528,547 530,486 - 89,059,033
Equipment 35,394,162 793,388 (604,322) 35,583,228
Projects in Progress 971,889 6,500 (202,200) 776,189
Total Cost 137,994,598 1,330,374 (806,522) 138,518,450
Less: Accumulated Depreciation (85,030,577) (3,493,104) 511,791 (88,011,890)
Total Capital Assets $ 52,964,021 $ (2,162,730) _$ (294,731) _$ 50,506,560

2013

Beginning Ending

Balance Additions Deletions Balance
Land $ 13,100,000 $ $ $ 13,100,000
Building and Land Improvements 88,528,547 - 88,528,547
Equipment 35,247,407 146,755 35,394,162
Projects in Progress 971,889 - 971,889
Total Cost 137,847,843 146,755 137,994,598
Less: Accumulated Depreciation (80,761,501) (4,269,076) (85,030,577)
Total Capital Assets $ 57,086,342 $ (4222321) % $ 52,964,021
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NOTE 9

NOTE 10

SCHNEIDER REGIONAL MEDICAL CENTER
A DISTRICT OF VIRGIN ISLANDS GOVERNMENT
HOSPITALS AND HEALTH FACILITIES CORPORATION
NOTES TO FINANCIAL STATEMENTS
SEPTEMBER 30, 2014 AND 2013

LINE OF CREDIT

The District opened a line of credit during 2014. Under the terms of the line of credit
agreement, the District may make advances on the credit line up to an amount of
$2.0 million, collateralized against the District’'s receivables. At September 30, 2014,
$750,000 was drawn on the line of credit, and incurs interest at the fixed rate of 5.25%.

DEFINED BENEFIT PENSION PLAN AND OTHER POSTEMPLOYMENT BENEFITS

The District participates in the Employees’ Retirement System of the U.S. Virgin Islands
Government (the System), a defined benefit pension plan. The plan issues a stand-alone
financial report which may be obtained at www.usvigers.com. Any person who is employed
at the District shall become a participant as a condition of employment, provided such
person is under age 55 on the date of employment. Contributions by members begin after
completing one month of service. The contributions required to fund the System and an
“actuarial reserve basis” are calculated periodically by the System’s actuarial consultant.
GOVI, the District, and the members make contributions to the System. Contributions are
not actuarially determined but are set by statute. Either GOVI or the District is required to
contribute 17.5% and 14.5% of the participants’ annual salary for the fiscal years ended
September 30, 2014 and 2013, respectively. The participants are required to contribute 8%
or 8.5% of annual salary. For the years ended September 30 2014 and 2013, the District’s
required and actual contribution to the plan was $2,542,227 and $2,515,631, respectively.

In June 2012, GASB issued Statement No. 68, Accounting and Reporting for Pensions, an
amendment of GASB Statement No. 27. This statement changes a number of accounting
and disclosure requirements for organizations with defined benefit pension plans, and other
types of pension plans. Among other requirements, the statement requires the liability of
employers and nonemployer contributing entities to employees for defined benefit pension
(net liability) to be measured as the portion of the present value of projected benefit
payments to be provided through the pension plan to current active and inactive employees
that is attributed to those employees’ past periods of service (total pension liability), less
the amount of the pension plan’s fiduciary net position.

The provisions of this standard are effective for years beginning after June 15, 2014, with

earlier application encouraged. The District has not yet assessed the impact of this
statement.
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SCHNEIDER REGIONAL MEDICAL CENTER
A DISTRICT OF VIRGIN ISLANDS GOVERNMENT
HOSPITALS AND HEALTH FACILITIES CORPORATION
NOTES TO FINANCIAL STATEMENTS
SEPTEMBER 30, 2014 AND 2013

NOTE 11 CONTINGENCIES

The health care industry is subject to numerous laws and regulations of various
governments. These laws and regulations include, but are not necessarily limited to,
matters such as licensure, accreditation, government health care program participation
requirements, reimbursement for patient services, Medicare fraud and abuse and, under
provisions of the Health Insurance Portability and Accountability Act of 1996, patient
records privacy and security. Recently, government activity has increased with respect to
investigations and allegations concerning possible violations of fraud and abuse statutes
and regulations by health care providers, such as the Medicare Recovery Audit Contractor
program (RAC). Violations of these laws and regulations could result in expulsion from
government health care programs together with the imposition of significant fines and
penalties, as well as significant repayments for patient services previously billed.
Compliance with such laws and regulations can be subject to future government review and
interpretation as well as regulatory actions unknown or unasserted at this time. Federal,
state, and local governments have recently proposed numerous changes related to health
care reform. Management continues to evaluate the impact of new or proposed legislation.

The District is involved in litigation arising in the normal course of business. After consulting
with legal counsel, it is management’s opinion that these matters will be resolved without
material adverse effect to the District’'s financial position or results of operations, as
management believes all such claims are the responsibility of GOVI.

The Territorial Office of Risk Management was created by the Department of Health of the
Virgin Islands to implement and administer the provisions of Title 27 Virgin Islands
Code 8166 et seq relating to the Department of Health’'s Self-Insurance Retention Program
as well as other risk management programs developed by the Department of Health and
the St. Thomas and St. Croix Hospitals. Accordingly, the Territorial Office of Risk
Management will pay on the behalf of any health care provider all sums to which the
insured shall become legally obligated to pay as damages because of:

e Injury arising out of the rendering of, or failure to render professional services by the
providers, or by any person for whose acts or omissions such provider is legally
responsible;

e Injury caused by a medical incident;

e Injury arising out of drugs and medicines prepared by a licensed pharmacist from a
retail drug store.

In conjunction with the construction of the Charlotte Kimelman Cancer Institute in 2009, the
District received a request from the general contractor for additional funds in excess of
$2,000,000 related to the construction contract and the final cost compared to the contract
amount. No liability has been recognized for this amount as management, upon advice of
legal counsel, believes the District has meritorious defenses that would limit the exposure
of the District.
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NOTE 11

NOTE 12

SCHNEIDER REGIONAL MEDICAL CENTER
A DISTRICT OF VIRGIN ISLANDS GOVERNMENT
HOSPITALS AND HEALTH FACILITIES CORPORATION
NOTES TO FINANCIAL STATEMENTS
SEPTEMBER 30, 2014 AND 2013

CONTINGENCIES (CONTINUED)

During 2007, the District was under a joint investigation by the U.S. Department of the
Interior, Office of the Inspector General, and the Office of the Virgin Islands Inspector
General. A joint report was issued detailing the findings of the investigation. The report
listed several items that the Inspectors General considered to be mismanagement of
District funds. The findings have not resulted in any fines, penalties, or other actions
against the District. Management and legal counsel do not expect any such actions;
however, this could change in the future. Criminal charges have been filed against former
members of management. The accompanying financial statements do not include any
adjustments related to any potential actions against the District related to this matter.

The District is disputing certain legal fees associated with former management’s response
to the criminal charges identified above. The accompanying financial statements exclude
approximately $176,000 in contingent expenses and the associated contingent liabilities
related to these items.

A former member of management has filed a civil complaint alleging breach of contract for
failure to pay additional compensation and a severance package as contained in his
employment contract. GOVI believes the District has meritorious defenses that would limit
the exposure of the District. The accompanying financial statements do not include any
adjustments related to this matter.

The District's employees are covered under a number of collective bargaining agreements
which are negotiated on behalf of the District by GOVI. The impact of new agreements on
future operations of the District is unknown, but could negatively impact the cost structure.
Health claims for the District's employees are covered under a commercial insurance policy
through GOVI.

FAIR VALUE OF FINANCIAL INSTRUMENTS

Management estimates that the carrying value of its financial instruments, including cash
and cash equivalents, patient accounts and other receivables, accounts payable and
accrued expenses, and amounts due to GOVI, are at fair value or approximate fair value
due to the nature and short-term maturities of these instruments.
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