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INDEPENDENT AUDITOR’S REPORT

The Board of Directors
Valley HealthCare System
Morgantown, West Virginia

We have audited the accompanying statement of financial position of Valley Comprehensive
Community Mental Health Center, Inc., d/b/a Valley HealthCare System as of June 30, 2011 and 2010,
and the related statements of activities and cash flows for the years then ended. These financial
statements are the responsibility of Valley HealthCare System’s management. Our responsibility is to
express an opinion on these financial statements based on our audits.

We conducted owr audits in accordance with auditing standards generally accepted in the United
States of America 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 ow opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Valley HealthCare System as of June 30, 2011 and 2010, and the changes in its net
assets and its cash flows for the years then ended in conformity with accounting principles generally
accepted in the United States of Ametica

In accordance with Government Auditing Standards, we have also issued our report dated October
31, 2011, on our consideration of Valley HealthCare System’s internal control over financial reporting
and our tests of its compliance with certain provisions of laws, regulations, contracts, and grant
agreements and other matters The purpose of that report is to describe the scope of our testing of
internal control ovet financial reporting and compliance and the results of that testing and not to provide
an opinion on the internal control over financial reporting or on compliance. That report is an integral
part of an audit performed in accordance with Governmeni Auditing Standards and should be considered
in assessing the results of our audit

Our audits were conducted for the purpose of forming an opinion on the basic financial statements as
a whole. The accompanying schedules of expenditures of state awards, BHHF funding status, BHHF
funded fixed assets, and standardized financial statements are presented for purposes of additional
analysis as required by the West Virginia Department of Health and Human Resources, Bureau for
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Behavioral Health and Health Facilities (BHHF) The accompanying schedule of expenditures of federal
awards is presented for purposes of additional analysis as required by the U.$. Office of Management and
Budget Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations, and is not a
required part of the financial statements. Such information is the responsibility of management and was
derived from and telates directly to the underlying accounting and other records used to prepare the
financial statements. The information has been subjected to the auditing procedures applied in the audit
of the financial statements and certain additional procedures, including comparing and reconciling such
information directly to the undetlying accounting and other records used to prepare the financial
staternents or to the financial statements themselves, and other additional procedures in accordance with
auditing standards generally accepted in the United States of America In our opinion, the information is
fairly stated in all material respects in relation to the financial statements as a whole.

October 31, 2011

DHHR - Finance
NOv 15 201

T aongived



VALLEY HEALTHCARE SYSTEM

STATEMENT OF FINANCIAL POSITION

Tune 30, 2011 and 2010

ASSETS 2011 2010
Current assets:
Cash and cash equivalents $ 999,093 $ 55,622
Accounts receivable, less allowance for doubtful accounts
of $70,809 in 2011 and $85,416 in 2010 1,181,650 1,157,418
Grants receivable 490,525 727,336
Prepaid and other assets 42,119 54,469
Total current assets 2,713,387 1,994,845
Propeity and equipment, less accumulated
depreciation and amortization 1,849,735 2,046,409
Investments 187.917 187,836
Total assets $ 4,751,039 $ 4,229,090

LIABILITIES AND NET ASSETS

Current liabilities:

Accounts payable and accrued expenses $ 938054 § 796471
Line of credit - 11,540
Accrued annual leave and payroll 836,691 809,869
Accrued behavioral health provider tax 31,064 33,299
Current maturities of Medicaid Waiver liability 65,876 62,359
Current maturities of long-term debt 73,915 69,201
Current obligation under capital lease - 25,058
Deferred revenue 17,024 24,454
Total current liabilities 1,962,624 1,832,251
Postemployment benefit obligation 900,503 1,219,578
Long-term debt, less current maturities 473,618 547,533
Medicaid Waiver liability, less current maturities 520,719 586,596
1,894,840 2,353,707

Total liabilities 3,857,464 4,185,958
Unrestricted net assets 893,575 43,132
Total liabilities and net assets $ 4,751,039 $ 4,229.090

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




VALLEY HEALTHCARE SYSTEM
STATEMENT OF ACTIVITIES

Years Ended June 30, 2011 and 2010

2011 2010
Changes in unrestricted net assets:
Revenues:
Net client revenues $ 10,192,216 $ 10,230,170
State and federal grant revenues 6,111,818 5,740,218
Other grants and contracts 67,882 146,160
Other operating income 47,295 70,348
Residential facilities fees 214,710 202,083
16,633,921 16,388,979
Expenses:
Salaries and wages 8,207.454 7,974,511
Employee benefits 1,878,827 1,848,572
Contract labor and professional fees 2,729,927 2,989,929
Repairs and maintenance 177,859 174,501
Supplies 212,871 259,732
Utilities 413,151 420,216
Staff development and travel 185,345 168,492
Insurance 154,684 156,605
Taxes 353,118 368,093
Depreciation and amortization 270,679 270,596
Bad debt 21,966 47,401
Other - 559,351 466,402
Special project funding 230,266 231,105
Interest expense 80,091 93,473
Postemployment health 109,993 159,024
Equipment rental 117,707 50,961
Rent 426,180 396,826
16,129,469 16,146,439
Operating income 504,452 242,540
Non-operating revenues and gains:
Interest and other 54 2,020
Unrealized gain on investment 81 172,827
Other postemployment benefit related
changes, exclusive of net periodic cost 345,856 -
345,991 174,847
Increase in net assets 850,443 417,387
Net assets, beginning of year 43,132 {374,255)
Net assets, end of year 893,575 $ 43,132

The accompanying notes are an integral part of these financial statements
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VALLEY HEALTHCARE SYSTEM
STATEMENT OF CASHFLOWS

Years Ended June 30, 2011 and 2010

2011 2010

Cash flows from operating activities:
Increase in net assets $ 850,443 § 417,387
Adjustments to reconcile change in net assets to
net cash from operating activities:

Depreciation and amortization 270,679 270,596
Loss on disposal of property and equipment 13,167 12,453
Provision for bad debts 21,9606 47,401
Net unrealized gain on investments (81) {174,842)

Changes in opetating assets and liabilities:
{Increase) decrease in:

Accounts receivable (46,198) 136,369
Grants receivable 236,811 (224,008}
Prepaid and other assets 12,350 18,603
Increase (decrease) in:
Accounts payable and accrued expenses 141,583 (9,466)
Accrued behavioral health provider tax (2,235} 28,460
Medicaid Waiver liability (62,360) (59,029)
Accrued annual leave and payroll 26,822 (11,743)
Postemployment benefit obligation (319.073) 79,021
Deferred revenue (7,430} 11,377
Net cash provided by operating activities 1,136,442 342,579

Cash flows used in investing activities:

Proceeds from dispositions of property and equipment 675 -
Purchases of property and equipment (87.847) (169,209)
Net cash used in investing activities (87,172) {169,209)

Cash flows used in financing activities:

Repayment of line of credit, net {11,540} {360,859)
Proceeds ftom the issuance of long-term debt - 82,000
Principal payments on long-term debt {69,201) (56,689}
Principal payments on capital lease obligations {25,058} (37,944)
Net cash used in financing activities (105,799) (373,492}
Net increase (decrease) in cash 943,471 (122)
Cash, beginning of year 55,622 55,744
Cash, end of vear § 999,093 $ 55,622

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




VALLEY HEALTHCARE SYSTEM

NOTES TO FINANCIAL STATEMENTS

1- DESCRIPTION OF ORGANIZATION AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

Description of Organization

Valley HealthCare System (the Corporation) is a private, nonprofit, nonstock corporation
organized under the laws of the State of West Virginia and exempt from income taxes under Section
501(c)(3) of the Internal Revenue Code. The Corporation operates comprehensive programs that
serve persons who are mentally ill, chemically dependent, developmentally disabled, or who
otherwise require related behavioral health services. The Corporation is based in Morgantown, West
Virginia, and operates nineteen satellite facilities in Monongalia, Marion, Preston, Taylot, and
Pocahontas counties in West Virginia.

Basis of Accounting

Revenues and expenses are recognized on the accrual basis of accounting. Accordingly,
revenues are recognized when eamed, and expenses are recognized when the obligation is incurred.
The Corporation records grant monies received in advance as refundable advances and recognizes
grant revenue as qualifying expenditures are incurred.

Cash and Cash Equivalents

The Corporation considers all highly liquid investments purchased with a maturity of three
months ot less to be cash equivalents Included in cash and cash equivalents are amounts held for
others of $52,156 and $51,125 at June 30, 2011 and 2010, respectively.

Property and Equipment

Property and equipment are stated at cost. Major purchases and improvements of $1,000 or
morte are capitalized while repairs and maintenance are expensed as incurred. Depreciation has been
provided over the estimated useful lives using the straight-line method for buildings and
improvements and furniture and equipment in accordance with the American Hospital Association
guidelines. Estimated useful lives are as follows;

Buildings and improvements 15-40 years
Furniture and equipment 3-20 years
Fair Value
Certain investments are reported at fair value. Fair value is the price that would be received to

sell an asset or paid to transfer a liability in an ordeily transaction between matket participants at the
measurement date See note 12 for discussion of fair value measurements.




VALLEY HEALTHCARE SYSTEM

NOTES TO FINANCIAL STATEMENTS
(Continuf;d)

1 - DESCRIPTION OF ORGANIZATION AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

Net Client Revenues

The Corporation has agreements with third-party payors that provide for payments to the
Corporation at amounts different from its established rates. Net client revenue is reported at the
estimated net realizable amounts from patients (clients), third-party payors, and others for services
rendered, including estimated contractual adjustments under reimbursement agreements with third-
party payors. The allowance for doubtful accounts is based on management’s experience and
analysis of prior year collections. The Corporation’s policy for writing off bad debts includes
writing off amounts due after 365 days if no payment is received.

Advertising

General advettising and employment opportunity advertising costs, which totaled $39,013 in
2011 and $20,064 in 2010, are expensed as incurred.

Income Taxes

The Corpotation is classified as a tax-exempt organization under Section 501(c)(3) of the
Internal Revenue Code and, therefore, is not subject to taxes on income derived from its exempt
activities. In addition, the Corporation qualifies for charitable contributions deductions under
Section 170(b)(1)(A) and has been classified as an organization that is not a private foundation under
Section 509(a)(1). The Corporation is generally no longer subject to examination by taxing
authotities for years prior to 2008,
Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect certain reported
amounts and disclosures. Accordingly, actual results could differ from those estimates
Net Assets

Unrestricted net assets are resources over which the Board of Directors has discretionary control

Subsequent Events

The date to which events occurring after June 30, 2011, have been evaluated for possible
adjustment to or disclosure in the financial statements is October 31, 2011, which is the date on
which the financial statements were available to be issued




VALLEY HEALTHCARE SYSTEM

NOTES TO FINANCIAL STATEMENTS
(Continued)

2 - PROPERTY AND EQUIPMENT

Property and equipment ¢onsisted of the following:

June 30
2011 2010

Land and improvements 3 547,865 $ 547,865
Buildings and improvements 3,421,437 3,466,736
[.caschold improvements 295,438 291,855
Furniture and equipment 2,467,810 2,519,391
Construction in progress 44,952 9.250
6,777,502 6,835,097

Less accumulated depreciation and
amortization 4,927,767 4,788.688
$ 1849735 § 2046409

Cost of property and equipment purchased with West Virginia Department of Health and Human
Resources, Bureau for Behavioral Health and Health Facilities (BHHF) grant funds was $3,180,665
and $3,244,876, and accumulated depreciation was $2,714,743 and $2,698,278 at June 30, 2011 and

2010, respectively.

Net Assets

The State of West Virginia provides the land and building for the Motrgantown main office for a
one-time fee of $1 under a 99 year lease expiring in 2080. The land and building cost of $1,620,000
is recorded in these financial statements as property and equipment. The building is fully
depreciated. The Corporation’s continued use of the land and building is subject to its continued
compliance with the State Department of Health and Human Resources rules and regulations and its

purchase of service contracts.

3 -DEBT

Long-term debt consisted of the following:
2011

2010

Note payable to bank, payable in monthly installments
of $3,600, including interest at 8%, due May 2020,
secured by deed of trust on real estate $ 266,576

Note payable to bank, payable in monthly installments
of $2,257, including interest at 7625%, final
payment due October 2022, secured by deed of tiust
on real estate 205,722

$

287,562

216,170



VALLEY HEAIL THCARE SYSTEM

NOTES TO FINANCIAL STATEMENTS
{Continued)

3 - DEBT (Continued)

Long-term debt consisted of the following:

2011 2010
Note payable to bank, payable in monthly installments
of $1,115, including interest at 3.726%, final
payment due Aptil 2014, secured by equipment 34,825 45,887
Note payable to bank, payable in monthly installments
of $2,489, including interest at 5 75%, final payment
due November 2012, secured by equipment 40,410 67.115
547,533 616,734
Less cutrent portion 73.915 69.201
§ 473618 § 547,533
Maturities of the notes payable are as follows:
June 30
2012 $ 73,915
2013 59,750
2014 49,840
2015 42,323
2016 42,007
Thereaftet 279.698
$ 547,533

At June 30, 2011 and 2010, respectively, the Corporation had $600,000 and $588,460 available
on a $600,000 line of credit with Branch Banking and Trust. OQutstanding balances on the line of
credit beat interest at the bank’s prime rate plus 1.25% and are secured by the Corporation’s Grafton
office and all client accounts receivable with a total book value of $1,136,182 and $1,093,891 at fune
30, 2011 and 2010, respectively. The borrowing base is limited to 70% of certain accounts
receivable less than 120 days old. The bank’s commitment to make advances on the line of credit

expires on February 18, 2012

Cash paid for interest during the years ended June 30, 2011 and 2010, was $80,091 and $93,473,

respectively.

4 - LEASES

The Corporation leases certain office equipment and facilities under operating lease agreements
that expire in various years through 2014. Rent expense on all operating leases was $543,887 and

$487,787 for the vears ended June 30, 2011 and 2010, respectively
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VALLEY HEALTHCARE SYSTEM

NOTES TO FINANCIAL STATEMENTS
(Continued)

4 — LEASES (Continued)

Future minimum lease payments under operating leases are as follows:

Year Ending June 30,2011

2012 $ 422,258
2013 361,182
2014 144,005

b 927.445

5 - MEDICAID WAIVER LIABILITY

During 2007, Valley’s management identified a billing error relating to certain Medicaid Waiver
services and reported the etror to the appropriate State of West Virginia agency. The error affected
billings for waiver residential services provided by Valley during the period beginning March 1,
2004 through January 31, 2007, and resulted in overbilling for services of $981,036. The liability
was originally estimated to be $775,161 at June 30, 2007, During 2008, an additional liability of
$205,875 was recorded as a reduction of related revenues Valley is repaying this amount over 10
years at $8,041 per month at 0% interest. Valley has recorded the liability net of imputed interest
using an incremental borrowing rate of 5 5%.

Future minimum payments related to the billing error are as follows:

June 30

2012 $ 96,495

2013 96,495

2014 96,495

2015 96,495

2016 96,495

Thereafter 233,197

Future minimum payments 715,672
Less: Amount representing imputed interest 129.077
Present value of future payments $ 586,595

6 — CONTRACTUAL LIABILITY

The Corporation generates revenue from a multitude of funding sources including State and
Federal Grants, Medicaid, Medicare, Title XIX Waiver, private insurance cartiers, and private pay
individuals. Each funding source has its own clinical care and service delivery requirements
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VALLEY HEALTHCARE SYSTEM

NOTES TO FINANCIAL STATEMENTS
{Continued)

6 — CONTRACTUAL LIABILITY (Continued)

Therefore, issuing service fee refunds for services provided to the various funding sources is not an
uncommon practice within the healthcare industry. During the year ended June 30, 2011, the
Cotporation has identified and accrued a liability of $80,245 for previously unrecorded service fee
refinds due to multiple funding sources.

7 - CONTINGENCIES

The Corporation is subject to litigation in the normal course of business involving claims from
individuals who are seeking both compensatory and punitive damages from the Corporation. In the
opinion of management and legal counsel, the ultimate resolution of these matters will not materially
affect the Corporation’s financial position ot results of operations as all losses should be settled
within the limits of insurance coverage The Corporation maintains claims-made coverage for
professional liability of up to $1,000,000 for any one occurtence with umbrella coverage of up to
$1,000,000 in the aggregate. Incidents occurring through June 30, 2011, may result in the assertion
of a claim. Other claims may be asserted atising from past services provided. Management believes
that these claims, if asserted, would be settled within the limits of insutance coverage.

8 - EMPLOYEE BENEFIT PLANS

The Corporation participates in the West Virginia Public Employees Retirement System
(WVPERS), which is a defined benefit, cost-sharing, multiple employer pension plan. The Plan
covers individuals who elected to remain in PERS after the establishment of a defined contribution
retirement plan whose annual work hours exceed 1,040 and whose employment is not restricted as
tempotaty or provisional. Members’ rights to employee contributions vest immediately while
members with one year or more contributing service and five years or more credited service shall be
eligible to retire at age 60 or after and to receive an allowance for life based on the benefit program
then in effect. The allowance is equal to a benefit percentage multiplied by the final average salary.
Contributions to the WVPERS by the Corporation for the years ended June 30, 2011 and 2010, were
12.5% and 11%, respectively, of eligible employees’ compensation. In addition, 4 5% is withheld
from eligible employees’ compensation and remitted on a monthly basis to the WVPERS, The
Corporation’s contribution requirement was not actuarially determined. Contribution obligations and
benefit provisions are statutorily established by the West Virginia Public Employees Retirement Act,
as amended. Employer contributions for the years ended June 30, 2011 and 2010, were $10,685 and
$9,837, respectively.

Information regarding benefit provisions, actuarial assumptions and funding method, pension
benefit obligation (actuarial present value of credited projected benefits), net assets available for
benefits, historical trends, and related party transactions is not readily available since such
determinations are made and information is kept on a system-wide basis and not for the individual
participating entities This information is available in the separately issued financial statements of
the WVPERS.
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VALLEY HEAL THCARE SYSTEM

NOTES TO FINANCIAL STATEMENTS
{Continued)

8 - EMPLOYEE BENEFIT PLANS (Continued)

On April 20, 1997, the West Virginia legislature passed Senate Bill No. 544, which requires
mental health centers participating in the WVPERS to provide a private pension plan for current
employees at their option and for future employees within a certain time frame. During 1998, the
Corporation established a 403(b) defined contribution retirement plan (the Plan) for those employees
electing not to remain in WVPERS Employees electing to paiticipate in the Plan will not be entitled
to postretirement medical benefits. Employees ate eligible to participate in the Plan upon attaining
the age of 21 years. The Board of Directors decides contributions each year; however, contributions
cannot exceed 4.5% of each covered employee’s salary. Total contributions amounted to $101,956
and $110,539 for the years ended june 30, 2011 and 2010, respectively.

Postretirement Benefit Plans

For those employees that participate in the West Virginia Public Employees Retirement System,
the Corporation is required to contribute to the West Virginia Public Employees Insutance Agency
(PEIA) to partially fund health insurance premiums for retired employees who elected to participate.
The Corporation’s obligation to provide those benefits is unfunded.

The following represents information relating to the benefit obligation as of June 30, 2011 and
2010:

2011 2010
Benefit obligation at June 30 $ (900,503 $(1,140,557)
Fair value of plan assets at June 30 - -
Funded status $  (900,503) $(1.140.557)
Accrued benefit cost recognized in the
accompanying balance sheet 03) § (121957

Weighted-average assumptions as of Tune 30

Discount rate 525% 5.50%

Expected return on plan assets 7.00% 7.00%
Benefit cost $ 102,662 3 99,453
Employer contribution 75,881 83,570
Benetits paid 75,881 83,570

The assumed health care cost trend rates used in measuring the other postretirement benefit
obligation was 6% for those currently receiving benefits and 6% for employees not yet receiving
benefits. Assumed health care cost trend 1ates have a significant effect on the amounts reported for
health care plans. A 1% change in the assumed health care cost trend rate would have the following
effect:
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VALLEY HEALTHCARE SYSTEM

NOTES TO FINANCIAL STATEMENTS
(Continued)

8 - EMPLOYEE BENEFIT PLANS (Continued)

1% Increase 1% Decrease

Effect on service and interest cost $ 5284 % (4,506)
Effect on accumulated postretirement
benefit obligation 100,632 (85,837)

9 - THIRD-PARTY TRANSACTIONS AND ECONOMIC DEPENDENCY

The Corporation has agreements with Medicaid and Medicare that provide for payments to the
Corporation at predetermined amounts that differ from its standard rates. The ability of the
Corporation to receive future payments from these sources depends on legislation enacted and
resources available to the State of West Virginia. The Corporation also receives payments for
services from private payors, certain governmental agencies, and other third-party payors

Revenue recognized from client services is as follows:

Year Ended June 30, 2011

Less: Contractual

Adjustments,
Gross Charity Care,
Client and Bad Debt Net Client
Revenue Expense Revenue
Medicaid $ 2169349 § 186,440 § 1,982,909
Medicaid waiver 8,169,420 552,692 7,616,728
Medicare 102,476 23,550 78,926
Private pay 397,332 11,868 385,464
Insurance 165,357 15,621 149,736
Uncompensated care
(Targeted/Nontargeted) 1,722,539 1,722,539 -
Other 246,692 268.239 (21.547)

Total $ 12973165 § 2780949 §_10,192.216
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VALLEY HEAL THCARE SYSTEM

NOTES TO FINANCIAL STATEMENTS
(Continued)

9 - THIRD-PARTY TRANSACTIONS AND ECONOMIC DEPENDENCY (Continued)

Year Ended June 30, 2010
Less: Contractual
Adjustments,
Gross Charity Care,
Client and Bad Debt Net Client
Revenue Expense Revenue
Medicaid $ 2379446 208,380 § 2,171,066
Medicaid waiver 7,651,517 302,341 7,349,176
Medicare 99,194 28,125 71,069
Private pay 419,765 11,955 407,810
Insurance 154,584 16,742 137,842
Uncompensated care
(Targeted/Nontargeted) 1,651,340 1,651,340 -
Other 254,011 160,804 93,207
Total 3 12609857 §$ 2379687 § 10,230,170

The Corporation also received state of West Virginia and federal grant funds passed through the
State in the amount of $6,111,818 and $5,740,218 during the years ended June 30, 2011 and 2010,
respectively. Such amounts are dependent upon the collection of sufficient revenues by the state to
fund such grants as well as budgetary and other policy decisions that may apply to the awarding of
these grant funds.

10 - CONCENTRATION OF CREDIT RISK

Financial instruments which potentially expose the Corporation to significant concentrations of
credit risk consist of accounts receivable. The Corporation receives payments for services from
Medicaid, Medicare, private payors, and certain governmental agencies. The ability of these parties
to honor their obligations is partially dependent upon the economic condition of the State of West
Virginia and the health insurance industry The Corporation maintains allowances for potential
losses, which, when realized, have been within the range of management’s expectations.

11 - RELATED PARTY TRANSACTIONS

As described in Note 12, the Corporation entered into a contract with Alliance Medical Setvices,
Inc. to become a shareholder in Valley-Alliance Treatment Services, Inc. (VATS), established for the
purpose of providing substance abuse freatment services in the north central West Virginia area. The
Corporation’s net investment in VATS is reported at fair value in the investment balance of the
accompanying balance sheet at $172,493 and $172,827 at June 30, 2011 and 2010, respectively. The
Corporation received distributions in the amount of $23,910 and $25,825, rent revenue of $12,000
and $12,000, and training revenue of $0 and $1,150, during 2011 and 2010, respectively.
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VALLEY HEAL THCARE SYSTEM

NOTES TO FINANCIAL STATEMENTS
(Contimied)

12 - FAIR VALUE MEASUREMENT

As described in Note 11, the Corporation has a 10% equity interest in VATS, which is carried in
the Corporation’s financial statements at fair value. The fair value for this investment has been
determined as follows.

Financial Accounting Standards Board (FASB) Accounting Standards Codification (ASC) 8§20,
Fair Value Measurements and Disclosures, provides the framework for measuring fair value. The
framewotk provides a fair value hierarchy that prioritizes the inputs to valuation techniques used to
measure fair value.

The hierarchy gives the highest priotity to unadjusted quoted prices in active matkets for
identical assets or liabilities (level 1 measurements) and the lowest priotity to unobservable inputs
(level 3 measurements).

The three levels of fair value hietarchy under FASB ASC 820 are described as follows:

Level 1 — Inputs to the valuation methodology are unadjusted quoted prices for identical
assets or liabilities in active markets that the Plan has the ability to access.

Level 2 — Inputs to the valuation methodology include:
¢ quoted prices for similar assets or liabilities in active matkets;
¢ quoted prices for identical or similar assets or liabilities in inactive matkets;
e inputs other than quoted prices that are observable for the asset or liability;
e inputs that are derived principally from or corroborated by observable market data by
correlation o1 other means.

If the asset or liability has a specified (contractual) term, the level 2 input must be observable
for substantially the full term of the asset or liability.

Level 3 — Inputs to the valuation methodology are unobservable and significant to the fair
value measurement.

The asset o1 liability’s fair value measurement level within the fair value hierarchy is based on
the lowest level of any input that is significant to the fair value measurement. Valuation techniques
used need to maximize the use of observable inputs and minimize the use of unobservable inputs.

The following is a desciiption of the valuation methodologies used for assets measured at fair
value. There have been no changes in the methodologies used at June 30, 2011 and 2010,

The equity interest in VATS has been valued using the income approach to valuation. The
valuation is based on projected future cash flows to be received as equity distributions Valley
receives equity distributions of 10% of monthly adjusted net income of VATS. Future projections of
equity distributions have factored in plans for expansion and are based on projected revenues and
industry average profit margins for methadone treatment facilities in West Virginia Projected cash
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VALLEY HEALTHCARE SYSTEM

NOTES TOFINANCIAL STATEMENTS
{Continued)

12 - FAIR VALUE MEASUREMENT (Continued)

receipts have been converted to after tax amounts assuming maximum effective tax rates for federal
and state income taxes. The projected after tax cash distributions were then discounted in perpetuity
using applicable risk premiums.

In accordance with ASC 820, the Corporation’s valuation of its equity interest in VATS is
classified as a Level 11l investment. The equity interest has been valued at $172,493 and $172,827 at
June 30, 2011 and 2010, respectively, and is included in investments of $187,917 and $187,836 on
the balance sheet as of June 30, 2011 and 2010, respectively.

Asset measured at fair value on a recurting basis consisted of the following at June 30, 2011 and
2010:
Level 3
2011 2010

Equity interest in VATS $ 172,493  § 172,827

The changes in investments measured at fair value for Level 11T inputs aze as follows:

2011 2010
Balance, beginning of year $ 172,827  § -
Net unrealized gain (loss) (334) 172.827
Balance, end of year b 172493 % 172,827

13 - FUNCTIONAL EXPENSES

The Corporation provides mental health services to residents within Marion, Monongalia,
Taylor, and Preston counties in West Virginia. Expenses related to providing these services for the
years ended June 30, 2011 and 2010, are as follows:

2011 2010
Health care services $ 13,520,129  § 13,549,175
General and administrative 2.609,340 2.597.264

$_16,129.469 16,146,439
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VAILEY HEALTHCARE SYSTEM

NOTES TO FINANCIAL STATEMENTS
(Continued)

14 - NEW ACCOUNTING PRONOUNCEMENTS

In August 2010, Accounting Standards Update {ASU) 2010-23, entitled Health Care Entifies —
Measuring Charity Care for Disclosure was issued. The ASU, which is effective for the
Corporation’s fiscal year ending June 30, 2012, will require health care entities to measure and
disclose charity care based on the costs of providing such care. The use of a revenue measurement in
disclosing charity care is eliminated. The effect of 1mp1ementmg this ASU on the Corporation’s
disclosure of charity care amounts has not been determined.

In July 2011, Accounting Standards Update (ASU) 2011-07, entitled Presentation and
Disclosure for Patient Service Revenue, Provision for Bad Debts, and the Allowance for Doubiful
Accounts for Certain Health Care Entities was issued. The ASU is effective for the Corporation’s
fiscal year ending June 30, 2013, and will require certain health care entities to present the provision
for bad debts related to patient service revenue as a deduction from patient service revenue, net of
contractual adjustments and discounts, on theit statement of activities. The ASU specifically affects
health care entities that recognize significant amounts of patient service revenue at the time the
services are rendered even though they do not assess the patient’s ability to pay. The ASU also
requires enhanced disclosure about health care entities” policies for recognizing revenue and
assessing bad debts as well as qualitative and quantitative information about changes in the
allowance for doubtful accounts. The effect of implementing the ASU on the Corporation’s
statement of activity and disclosure of patient service revenue has not been determined.




ACCOMPANYING INFORMATION
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VALLEY HEALTHCARE SYSTEM
NOTE TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

Year Ended June 30, 2011

i - BASIS OF PRESENTATION

The accompanying schedule of expenditures of federal awards includes the federal grant activity
of Valley HealthCare System, and is presented on the accrual basis. The information in this schedule
is presented in accordance with the requirements of OMB Circular A-133, Audits of States, Local
Govermments, and Non-Profit Organizations.
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BUREAU FOR BEHAVIORAL HEALTH AND HEALTH FACILITIES

ACCRUAL BASIS
June 30, 2811
ASSETS
CURRENT ASSETS:
Cash

Short-term investments

Accounts receivable - BHHF

Accounts receivable - Client

Accounts receivable - Medicaid

Accounts receivable - Medicaid MR/DD Waivet
Accounts receivable - Other

Allowance for doubtful accounts

Inventory

Prepaid/Othet

TOTAL CURRENT ASSETS (total of tines 1-9)

NON-CURRENT ASSETS:

FIXED ASSETS

Property, land, and equipment - BHHF
Less accumulated depreciation

Property, land, and equipment - Other
Less accumulated depreciation

Total property, land, and equipment (NET)

OTHER NON-CURRENT ASSETS:
Long-term investments
Other

TOTAL ASSETS (Total of lines 10, 15, 16, and 17}

LIABILITIES
CURRENT 1IABITITIES:
Accounts payable
Taxes payable
Provider taxes payable
Line of credit ~ payable
Short-term notes payable
Accrued expenses
Other current [iabilities

TOTAL CURRENT LIABHITIES (Total of lines 19-24)

LONG-TERM L IABILITIES
Long-term notes payable
Other long-term liabilities

TOTAL LIABILITIES (Total of lines 25, 26, and 27)

NET ASSETS
Unrestricted net assets
Beard designated net assets
Permanently restricted net assets

TOTAL LIABILITIES AND NET ASSETS (Total of lines 26-31)

See Independent Auditors’ Report

SCHEDULE OF STANDARDIZED FINANCIAL STATEMENTS - BALANCE SHEET
FOR COMPREHENSIVE AND MR/DD FACILITIES

$ 999,093

490,525
72,360
289,135
773,633
98,872
(70.809)
300
59.778
2,713,387

3,217,617
(2,714,743)
3,559,885

(2.213,024)
1,849,735

187,917

S 475103

$ 644,505
152,295
31,064

73,915
923,915
136,930

1,962,624

473,618
1,421,222
3,857,464

% 893,575




VALLEY HEALTHCARE SYSTEM

29

BUREAU FOR BEHAVIORAL HEALTH AND HEALTH FACILITIES

SCHEDULE OF STANDARDIZED FINANCIAL STATEMENTS

STATEMENT OF ACTIVITIES FOR COMPREHENSIVE AND MR/DD FACILITIES

ACCURAL BASIS
Year Ended June 30, 2011

REVENUE AND SUPPOR1
1. Charity Care
la  Charity Care (BHHF target funds)
1b.  Charity Care (BHHF non-target funds)
le  Charity Care
1d  Charity Care
le  Charity Care
1f  Charity Care
lg  Charity Care
1h  Contractual write-off charity
li.  Charity Care revenue
1j.  Supportive/Alternative Services Revenue

Total (Should equal zero)
Gross client service revenue
3 Contractual adjustments (Target funds)
3a Contractual adjustments (Non-target fimds)

5. Nei client service revenue

Net client service revenue

‘ Medicaid (Target funds)

6a Medicaid (Non-target funds)

7. Medicaid MR/DD waiver (Non-target funds)

3 ICE/MR (Non-target funds)

9 Privaie pay (Non-target funds)
9a Private pay (BHHF target funds)
9b Private pay (BHHF non-target funds)
11} Other client service revenue (Target funds)

10a. Other client service revenue (Non-target funds)

11 Total net client service revenue (I ine 10 must agree with line 4)

12 BHHF support
13 Other/Public support

14.  Other

15 TOTAL REVENUE AND SUPPORT (Total of lines 11-14)
EXPENSES

16 Salaries

17 Fringe benefits
18 Contractual services
19 Provider tax
19  Bad debt
Bad debt (BHHF target funds)
19c  Bad debt (BHHF non-target funds)
20 Depreciation expense
21 Other expenses

22 TOTAL EXPENSES (Total of lines 15-20)

23 NET INCOME (LCSS)

See Independent Auditors' Report

$ -
(804,182)
(918,357)

(163,951)

1,722,539

163,951

12,973,165
(804,182)

(1.976.767

10,192,216

2,008,793
7,614,130

385,464

183.827

10,192,216

6,111,818
67,882

607,996

16,979,912

8,207,454
1,630,293
2,948,795
338,801
21,966

270,679
2,711,481

16,129,469

s w043
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

The Board of Directors
Valley HealthCare System
Morgantown, West Virginia

We have audited the financial statements of Valley HealthCare System (the Corporation) as of and
for the year ended June 30, 2011, and have issued our report thereon dated October 31, 2011, We
conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial aundits contained in Government Auditing Standards,
issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

Management of the Corporation is responsible for establishing and maintaining effective intetnal
control over financial reporting. In planning and performing our audit, we considered the Corporation’s
internal control over financial reporting as a basis for designing our auditing procedures for the purpose
of expressing our opinion on the financial statements, but not for the purpose of expressing an opinion on
the effectiveness of the Corporation’s internal control over financial repotting. Accordingly, we do not
express an opinion on the effectiveness of the Cotporation’s internal control over financial reporting.

Our consideration of internal control over financial reporting was for the limited purpose described
in the preceding paragraph and was not designed to identify all deficiencies in internal control over
financial reporting that might be significant deficiencies o1 material weaknesses and therefore, there can
be no assurance that all deficiencies, significant deficiencies, or material weaknesses have been
identified However, we identified a deficiency in internal control over financial reporting, described in
the accompanying schedule of findings and questioned costs, that we consider to be a material weakness
in internal control over financial reporting,

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent, or
detect and correct misstatements on a timely basis A material weakness is a deficiency, or a
combination of deficiencies, in internal control such that there is a reasonable possibility that a matetial
misstatement of the entity’s financial statements will not be prevented, or detected and corrected on a
timely basis. We consider the deficiency described as finding 2011-1 in the accompanying schedule of
findings and questioned costs to be a material weakness.

300 CHASE TOWER | 707 VIRGINIA STREET, EAST | CHARLESTON, WV 25301 I PHONE: 304 345 8400 | FAX: 304 3458451
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Corporation’s financial statements are
free of material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements, 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 was not an objective of our audit, and accordingly, we do not exptess
such an opinion. The results of our tests disclosed no instances of noncompliance or other matters that
are required to be reported under Government Auditing Standards .

The Corporation’s response to the finding identified in our audit is described in the accompanying
schedule of findings and questioned costs. We did not audit the Corporation’s response and, accordingly,
we express no opinion on if.

This report is intended solely for the information and use of management, the audit committee, Board

of Directors, and 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

Attt § fraet pe

QOctober 31, 2011
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INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE WITH
REQUIREMENTS THAT COULD HAVE A DIRECT AND MATERIAL
EFFECT ON EACH MAJOR PROGRAM AND ON INTERNAL CONTROL
OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133

The Board of Directors
Valley HealthCare System
Morgantown, West Virginia

Compliance

We have audited the compliance of Valley HealthCare System (the Corporation) with the types of
compliance requirements described in the U.S. Office of Management and Budget (OMB) Circular A-
133 Compliance Supplement that are applicable to its major federal program for the year ended June 30,
201t. The Corporation’s major federal program is identified in the summary of auditor’s results section
of the accompanying schedule of findings and questioned costs, Compliance with the requirements of
laws, regulations, contracts, and grants applicable to its major federal program is the responsibility of the
Corporation’s management. Our responsibility is to express an opinion on the Corporation’s compliance
based on our audit.

We conducted ow audit of compliance in accordance with auditing standards generally accepted in
the United States of America; the standards applicable to financial audits contained in Govermment
Auditing Standards, issued by the Comptroller General of the United States; and OMB Circular A-133,
Audits of States, Local Governments, and Non-Profit Organizations. Those standards and OMB Circular
A-133 require that we plan and perform the audit to obtain reasonable assurance about whether
noncompliance with the types of compliance requirements refetred to above that could have a direct and
material effect on a major federal program occurred An audit includes examining, on a test basis,
evidence about the Corporation’s compliance with those requirements and performing such other
procedures as we considered necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinion. Ow audit does not provide a legal determination of the Corporation’s
compliance with those requirements.

In our opinion, the Corporation complied, in all matetial respects, with the requirements referred to
above that could have a direct and material effect on its major fedetal progiam for the year ended June
30,2011,

Internal Control Over Compliance

Management of the Corporation is responsible for establishing and maintaining effective internal
control over compliance with requirements of laws, regulations, contracts, and grants applicable to
federal programs. In planning and performing our audit, we considered the Corporation’s internal control
over compliance with the requirements that could have a direct and material effect on a major federal

300 CHASE TOWER | 707 VIRGINIA STREET, EAST | CHARLESTON, WV 25301 | PHONE: 304 3458400 | FAX: 304 345 8451




program to determine the auditing procedures for the puipose of expressing our opinion on compliance
and to test and report on internal control over compliance in accordance with OMB Circular A-133, but
not for the purpose of expressing an opinion on the effectiveness of the Corporation’s internal control
over compliance,

A deficiency in internal control over compliance exists when the design or operation of a control
over compliance does not allow management or employees, in the normal course of performing their
assigned functions, to prevent, or detect and correct, noncompliance with a type of compliance
requirement of a federal program on a timely basis A material weakness in internal control over
compliance is a deficiency, or combination of deficiencies, in internal control over compliance, such that
there is a reasonable possibility that material noncompliance with a type of compliance requirement of a
federal program will not be prevented, or detected and corrected, on a timely basis.

Our consideration of intemal control over compliance was for the limited purpose described in the
first paragraph of this section and was not designed to identify all deficiencies in internal control ovet
compliance that might be deficiencies, significant deficiencies, or mat erial weaknesses. We did not
identify any deficiencies in internal control over compliance that we consider to be material weaknesses,
as defined above.

This report is intended solely for the information and use of the Board of Directors, 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,

g

October 31, 2011



VALLEY HEALTHCARE SYSTEM

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

Year Ended June 30, 2011

Section I - Summary of Auditor’s Results

Financial Statements
Type of auditors’ reports issued: Unqualified

Internal control over financial reporting:
o  Material weakness(es) identified? X Yes

+ Significant deficiency(ies) identified that are
not considered to be material weakness(es)?

No

Yes _X_ None teported

¢ Noncompliance material to financial statements noted? Yes _X No
Federal Awards
Internal control over major programs:
e Matetial weakness(es) identified? Yes _X No
¢ Significant deficiency(ies) identified that are
not considered to be material weakness{es)? Yes _X_ None reported
Type of auditors’ report issued on compliance for major programs: Unqualitied
Any audit findings disclosed that are
required to be reported in accordance
with section 501{a} of Circular A-133" Yes _X No
Identification of Major programs:
CEFDA Number Name of Federal Program or Cluster
93 959 Substance Abuse Services
Dollar threshold used to distinguish between
type A and type B programs: $300,000
Auditee qualified as low-risk auditee? X  Yes No




VALLEY HEALTHCARE SYSTEM
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

Year Ended June 30, 2011

Section II - Financial Statement Findings

2011-1 Internal Coentrols Over Quality Assurance and Service Delivery
Condition:

Certain client setvices wete incomectly billed due to noncompliance with third party quality assurance
and service delivery regulations and contracts.

Criteria:

The Corporation is required to maintain compliance with quality asswrance and service delivery
regulations and contracts with third party payors of client services.

Effect:

Material noncompliance with third party quality assurance and service delivery requirements impacting
services billed could occur and not be detected in a timely manner, which could result in significant
obligations payable to third parties.

Cause:

Internal controls over compliance with requirements for quality assurance and setvice delivery were not
operating effectively .

Recommendation:

Management should review internal controls over quality assurance and service delivery compliance on a
recurring basis to enswre they are operating effectively. Service delivery and quality assurance reviews
should be performed periodically to ensure that client services are provided and billed properly. Such
reviews should also be performed when changes occur to telated regulations or contractual agreements.

Management Response:

The Management at Valley will evaluate and enhance our Quality Assurance Procedures to ensure that its
clinical and billing processes remain compliant for all applicable regulations.

Section 111 — Federal Award Findings and Questioned Costs

None




