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INDEPENDENT AUDITORS' 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, 2010 and 2009,
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 tesponsibility is to
express an opinion on these financial staiements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States of Ametrica 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 petform 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 overal] financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present faitly, in all material respects, the
financial position of Valley HealthCare System as of June 30, 2010 and 2009, 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 America.

In accordance with Government Auditing Standards, we have also issued our report dated November
30, 2010, on our consideration of Valley HealthCare System’s internal control over financial reporting
and ow tests of its compliance with certain provisions of laws, regulations, contracts, and grant
agreements and other matters. The purpose of that report is to desciibe the scope of out testing of
internal control over 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 Government Auditing Standards and should be considered
in assessing the results of our audit

Our audits wete conducted for the purpose of forming an opinion on the basic financial statements of
Valley HealthCare System taken 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
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Human Resources, Bureau for Behavioral Health and Health Facilities (BHHF). The schedule of
expenditures of federal awards is presented for purposes of additional analysis as required by the U S.
Office of Management and Budget Circular A-133, Audits of States, Local Governments, and Non-Prafit
Organizations. These schedules are not a required part of the basic financial statements. Such
information has been subjected to the auditing procedures applied in the audit of the basic financial
statements and, in our opinion, is fairly stated, in all matetial respects, in relation to the basic financial
statements taken as a whole.

November 30,2 010
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VALLEY HEAL THCARE SYSTEM

STATEMENT OF FINANCIAL POSITION

June 30, 2010 and 2009
ASSETS 2010 2009
Cutrent assets:
Cash and cash equivalents $ 55,622 8 55,744
Accounts receivable, less allowance for doubtful accounts
of $85,416 in 2010 and $88,319 in 2009 1,157,418 1,341,188
Grants receivable 727,336 503,328
Prepaid and other assets 54,469 73,072
Total current assets 1,994,845 1,973,332
Property and equipment, less accumulated
depreciation and amortization 2,046,409 2,160,249
Investments 187,836 12,994
Total asseis £ 4,229,090 $ 4,146,575
LIABILITIES AND NET ASSETS
Current liabilities:
Accounts payable and accrued expenses $ 948,587 $ 1,032,027
Line of credit 11,540 372,399
Accrued annual leave and payroll 657,753 595,522
Accrued behavioral health provider tax 33,299 4,839
Current maturities of Medicaid Waiver liability 62,359 59,029
Current maturities of long-term debt 69,201 38,703
Current obligation under capital lease 25,058 41,484
Deferred revenue 24,454 13,077
Total cutrent liabilities 1,832,251 2,157,080
Postretirement benefit obligation 1,219,578 1,140,557
Long-term debt, less current maturities 547,533 552,720
Medicaid Waiver liability, less current maturities 586,596 648,955
Obligation under capital lease, less current portion - 21,518
2,353,707 2,363,750
Total liabilities 4,185,958 4,520,830
Unrestricted net assets 43,132 (374,255)
Total liabilities and net assets $ 4,229,090 $ 4,146,575

The accompanying notes are an integral part of these financial statements




VALLEY HEALTHCARE SYSTEM

STATEMENT OF ACTIVITIES

Years Ended June 30, 2010 and 2009

2010 2009
Changes in unresiricted net assets:
Revenues:
Net client revenues $ 10,230,170 $ 9,633,901
State and federal grant revenues 5,825,016 4,815,470
Other grants and contracts 61,362 193,545
Other operating income 70,348 45,462
Residential facilities fee 202,083 159,618
16,388,979 14,848,296
Non-opetating revenues and gains:
Interest and other 2,020 4,006
Unrealized gain on investment 172,827 -
174,847 4.006
Expenses:
Salaries and wages 7.974,511 7,546,113
Employee benefits 1,848,572 1,661,645
Contract labor and professional fees 2,989,929 2,825,994
Repairs and maintenance 174,501 135,672
Supplies 259,732 240,331
Utilities 420,216 458,832
Staff development and travel 198,492 208,072
Insurance 156,605 142,687
Taxes 368,093 356,699
Depreciation and amortization 270,596 294,864
Bad debt 47,401 56,722
Other 697,507 470,974
Interest expense 93,473 103,522
Posiretirement health 159,024 8.936
Equipment rental 90,961 65,510
Rent 396,826 382,430
16,146,439 14,959,003
Increase {decrease) in net assets 417,387 {106,701)
Net assets, beginning of year (374,255) (267,554)
Net assets, end of year $ 43,132 $ (374,255)

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




VALLEY HEALTHCARE SYSTEM
STATEMENT OF CASH FLOWS

Years Ended June 30, 2010 and 2009

Cash flows from operating activities:
Increase (decrease) in net assets
Adjustments to reconcile change in net assets to
net cash from operating activities:

Depreciation and amortization

{Gain) loss on disposal of property and equipment

Provision for bad debts

Net unrealized (gain) loss on investments

Changes in operating assets and liabititics:

{Increase) decrease in:
Accounts receivable
Grants receivable
Prepaid behavioral health provider tax
Prepaid and other assets
Increase {decrease) in:

Accounts payable and accrued expenses
Accrued behavioral health provider tax
Medicaid Waiver liability
Accrued annual leave and payroll
Postretirement benefit obligation
Deferred revenue

Net cash provided by operaling activities

Cash flows used in investing activities:
Proceeds from dispositions of property and equipment
Purchases of property and equipment

Net cash used in investing activities

Cash flows from financing activities:
Proceeds {tom (repayment of) line of credit, net
Proceeds from the issuance of long-term debt
Principal payments on long-term debt
Principal payments on capital lease obligations

Net cash provided by (used in) financing activities
Net increase {decrease) in cash

Cash, beginning of year

Cash, end of year

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

2010 2009
$ 417,387 $  (106,701)
270,596 294,864
12,453 8,389
47,401 56,722
(174,842) .
136,369 (149,779)
(224,008) (51,292)
- 25,394
18,603 9,328
(83,440) 68,846
28,460 4,839
(59,029} (42,194)
62,231 26,538
79,021 (53,288)
11,377 (6,055)
542,579 85,611
- 18,749
(169,209) (299,611)
(169,209) (280,862)
(360,859) 218,399
82,000 678,047
(56,689) (647,770)
(37.944) (47.832)
(373,492) 200,844
(122) 5,593
55,744 50,151
$ 55,622 3 55,744




VALLEY HEALTHCARE SYSTEM

NOTES TO FINANCIAL STATEMENIS

1 - DESCRIPTION OF ORGANIZATION AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

Description of Qrganization

Valley HealthCare System (the Cotporation) 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 heaith services. The Corporation is based in Morgantown, West
Virginia, and operates nineteen satellite facilities in Monongalia, Mation, Preston, Taylor, 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 earned, 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 or less to be cash equivalents. Included in cash and cash equivalents are amounts held for
others 0f $51,125 and $52,081 at June 30, 2010 and 2009, respectively.

Property and Equipment

Property and equipment are stated at cost. Major purchases and improvements of $1,000 or
more 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 fumiture and equipment in accordance with the American Hospital Association
guidelines Estimated useful lives are as follows:

Buildings and improvements 15-40 yeats
Furmiture and equipment 3-20 years

Investments

An investment comprising substantially all of investments is stated at fair value. Fair value is
based principally on quoted market prices when available. The fair value of this investment, for
which no quoted market prices exist, is determined principally from the estimated fair value of future
cash flows from the investment.




VALLEY HEALTHCARE SYSTEM

NOTES TO FINANCIAL STATEMENTS
{Continued)

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

Net Client Revenues

The Cotpotation 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 advertising and employment opportunity advettising costs, which totaled $20,064 in
2010 and $19,819 in 2009, are expensed as incurted.

Income Taxes

The Corporation is generally exempt from federal income taxes under the provisions of Section
501(cX3) of the Internal Revenue Code. In addition, the Corpoiation qualifies for chatitable
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).

Effective July 1, 2009, the Corporation implemented the accounting guidance for uncertainty in
income taxes using the provisions of Financial Accounting Standards Board [FASB] ASC 740,
Income Taxes. Using that guidance, tax positions initially need to be recognized in the financial
statements when it is more-likely-than-not the position will be sustained upon examination by the tax
authorities

As of June 30, 2010, the Corporation had no uncertain tax positions that qualify for either
recognition or disclosure in the financial statements.

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.



VALLEY HEALTHCARE SYSTEM

NOTES TO FINANCIAL STATEMENTS

{Continued)

1 - DESCRIPTION OF ORGANIZATION AND SUMMARY OF SIGNIFICANT

ACCOUNTING POLICIES (Continued)

Subsequent Events

The date to which events occurting after June 30, 2009 have been evaluated for possible
adjustment to or disclosure in the financial statements is Novembet 30, 2010, which is the date on

which the financial statements were available to be issued.

2 - PROPERTY AND EQUIPMENT

Property and equipment consisted of the following:

Land and improvements
Buildings and improvements
Leasehold improvements
Furniture and equipment
Construction in progress

Less accumulated depreciation and
amortization

June 30
2010 2009

547,865 $ 547,865
3,466,736 3,437,707
291,855 280,749
2,519,391 2,504,035
9,250 32,261
6,835,097 6,802,617
(4,788.688) (4.642.368)

$ 2046409 $.2.160.249

Cost and accumulated depreciation of propetty and equipment purchased with West Virginia
Department of Health and Human Resources, Bureau for Behavioral Health and Health Facilities
(BHHF) grant funds were $3,244,876 and $3,279,730 at June 30, 2010, and $2,698,278 and

$2,676,937 at Tune 30, 2009, respectively.

Net Assets

The State of West Virginia provides the land and building for the Morgantown 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.
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.

The building is fully




VALLEY HEALTHCARE SYSTEM

NOTES TO FINANCIAL STATEMENTS
{Continued)

3-DEBT
Long-term debt consisted of the following:
2010 2009
Note payable to bank, payable in monthly installments
of $3,600, including interest at 8%, due May 30,
2020, secured by deed of trust on real estate $ 287562 § @ 308,943
Note payable to bank, payable in monthly instaliments
of $2,257, including interest at 7.625%, final
payment due December 2022, secured by deed of
trust on real estate 216,170 226,111
Note payable to bank, payable in monthly installments
of $1,115, including interest at 5 726%, final
payment due April 14, 2014, secured by equiptnent 45,887 56,369
Note payable to bank, payable in monthly installments
of $2,489, including interest at 5.75%, final payment
due November 2, 2012, secured by equipment 67.115 -
616,734 591,423
Less current portion 69.201 38.703

$ 547533 § 552,720

Maturities of the note payable are as follows:

June 30
2011 $ 69,201
2012 73,149
2013 60,515
2014 49,905
2015 42,323
Thereafter 321,641

616,734

At June 30, 2010 and 2009, respectively, the Corporation had $588,460 and $227,601 available on a
$600,000 line of credit with Branch Banking and Trust. Outstanding balances on the line of credit bear
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VALLEY HEALTHCARE SYSTEM

NOTES TO FINANCIAL STATEMENTS
{(Continued)

3 - DEBT (Continued)

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 $1,093,891 and $1,193,775 at June 30, 2010
and 2009, 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 June
18,2011

Cash paid for interest during the years ended June 30, 2010 and 2009, was $93,473 and
$103,522, respectively.

4 - LEASES

The Corporation leases certain office equipment and facilities under opetating lease agreements
that expire in various years through 2014, Rent expense on all operating leases was $487,787 and
$447,940 for the years ended June 30, 2010 and 2009, respectively

Future minimum lease payments under operating leases are as follows:

Year Ending June 30,
2011 § 370,592
2012 200,530
2013 166,982
2014 15.402

§_ 753.506
The Corporation leases communications equipment under a long-term capital lease obligation
which expires January 2011. The capital lease is payable in monthly installments of $5,145 for 36
months and $3,645 for 24 months including an implicit intetest rate of 5.1%. Communications

equipment under capital lease for the years ended June 30, 2010 and 2009, was $248,194, with
accumulated depreciation of $53,820 and $41,111,1esp ectively.

Future minimum lease payments under the capital lease are as follows:

June 30
2011 $ 25487
Future minimum lease payments 25,487
Less: Amount representing interest 429

Present value of future minimum lease payments b 25,058
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VALLEY HEALTHCARE SYSTEM

NOTES TO FINANCIAL STATEMENTS
(Continued)

5-MEDICAID WAIVER LIABILITY

During 2007, Valley’s management identified a billing etror relating to certain Medicaid Waiver
services and reported the error 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 1ate of 5 5%

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

June 30

2011 $ 96,495

2012 96,495

2013 96,495

2014 96,495

2015 96,495

Thereatter 329.693

Future minimum paymerts 812,168
Less: Amount representing imputed interest 163.213
Present value of future payments $ _ 648955

6 - 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 or results of operations as all losses should be settled
within the limits of insurance coverage. The Corporation maintains claims-made coverage for
professional lability of up to $1,000,000 for any one occurrence with umbrella coverage of up to
$1,000,000 in the aggregate Incidents occurring through June 30, 2010, may result in the assertion
of a claim. Other claims may be asserted arising from past services provided. Management believes
that these claims, if asserted, would be settled within the limits of insurance coverage.
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VALLEY HEALTHCARE SYSTEM

NOTES TO FINANCIAL STATEMENTS
{(Continued)

7- 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 confribution
retirement plan whose annual work hours exceed 1,040 and whose employment is not restricted as
temporary 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, 2010 and 2009, were
11% and 10.5%, respectively, of eligible employees’ compensation. In addition, 4 5% is withheld
from eligible employees” compensation and remitted on a monthiy basis to the WVPERS. The
Corpotation’s contribution requirement was not actuarially determined. Conftribution obligations and
benefit provisions are statutorily established by the West Viiginia Public Employees Retirement Act,
as amended. Employer contributions for the years ended June 30, 2010 and 2009, were $9,837 and
$19,050, respectively

Information regarding benefit provisions, actuarial assumptions and funding method, pension
benefit obligation (actuarial present value of credit 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

On Apiil 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 participate in the Plan will not be entitled
to postretirement medical benefits. Employees are eligible to participate in the Plan upon attaining
the age of 21 years. The Board of Directors decides contributions each year; however, contiibutions
cannot exceed 4 .5% of each covered employee’s salary. Total contributions amounted to $110,539
and $107,017 for the years ended June 30, 2010 and 2009, 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 Insurance 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
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VALLEY HEALTHCARE SYSTEM

NOTES TO FINANCIAL STATEMENTS
{Continued)

7 - EMPLOYEE BENEFIT PLANS (Continued)

The following represents information relating to the benefit obligation as of June 30, 2010 and
2009:

2010 2009
Benefit obligation at June 30 $(1,140,557) $ (1,184,409)
Fair value of plan assets at June 30 - -
Funded status $(1.140,557y $(1.184.409)
Accrued benefit cost recognized in the
accompanying balance sheet $3.,219578) 31,140,557
2010 2009
Weighted-average assumptions as of June 30
Discount rate 550% 625%
Expected return on plan assets 7.00% 7.00%
2010 2009
Benefit cost $ 99453 % 110,793
Employer contribution 83,570 73,910
Benefits paid 83,570 73,910

The assumed health care cost trend 1ates 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 rates have a significant effect on the amounis reported for
health care plans. A 1% change in the assumed health care cost trend rate would have the following

effect:

1924 Increase 1% Decrease

Effect on service and interest cost 3 7256 % (6,211)
Effect on accumulated postretirement
benefit obligation 131,936 (112,924)




VALLEY HEALTHCARE SYSTEM

NOTES TO FINANCIAL STATEMENTS

(Continued)

8 - THIRD-PARTY TRANSACTIONS AND ECONOMIC DEPENDENCY

14

The Corporation has agreements with Medicaid and Medicare that provide for payments fo the
Corpotation at predetermined amounts that differ from its standard rates.
Corporation to receive future payments fiom these sources depends on legislation enacted and

resources available to the State of West Virginia

The ability of the

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:

Medicaid

Medicaid waiver

Medicare

Private pay

Insurance

Uncompensated care
{Targeted/Nontargeted)

Other

Total

Year Ended June 30, 2010

Less: Contractual

Adjustments,
Gross Charity Care,
Client and Bad Debt Net Client
Revenue Expense Revenue
$ 2379446 % 208,380 § 2,171,066
7,651,517 302,341 7,349,176
99,194 28,125 71,069
419,765 11,955 407,810
154,584 16,742 137,842
1,651,340 1,651,340 -
254,011 160.804 93.207
$ 12609857 § 2.379.687 10,230
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VALLEY HEALTHCARE SYSTEM

NOTES TO FINANCIAL STATEMENTS
(Continued)

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

Year Ended June 30, 2009

Tess: Contractual

Adjustments,
Gross Charity Care,
Client and Bad Debt Net Client
Revenue Expense Revenue
Medicaid $ 2198244 % 277,396  § 1,920,848
Medicaid waiver 7,214,380 181,066 7,033,314
Medicare 101,713 23,208 78,505
Private pay 420,096 6,950 413,146
Insurance 169,565 24,818 144,747
Uncompensated care
{Targeted/Nontargeted) 1,725,330 1,725,330 -
Other 250,562 207,221 43341
Total 2 890 § 2,445,989 9.6 1

The Corporation also received state of West Virginia and federal grant funds passed through the
State in the amount of $5,825,016 and $4,815,470 dwing the years ended June 30, 2010 and 2009,
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

9 - 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 partics to honot their obligations is partially
dependent upon the economic condition of the State of West Virginia and the health insuance
industry. The Corporation maintains allowances for potential losses, which, when realized, have
been within the range of management’s expectations

10 - RELATED PARTIES

During 1999, the Corporation purchased an equity interest in First Choice Health Systems, Inc.
(First Choice) for $50,000. First Choice is a for-profit corporation comprised of twelve West
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VALLEY HEAL.THCARE SYSTEM

NOTES TO FINANCIAL STATEMENTS
{Continued)

10 - RELATED PARTIES (Continued)

Virginia mental health centers and two hospitals whose purpose is to explore investment and growth
opportunities and provide a provider network for mental health centers. The Corporation’s net
investment in First Choice is carried at cost, adjusted for permanent declines in value, and is reported
in the investment balance of the accompanying balance sheets at $15,009 and $12,994, respectively,
at June 30, 2010 and 2009 During 2010 and 2009, the Corporation performed services in the normal
course of business for First Choice resulting in revenue of $1,340 and $1,940 and a receivable of
$340 and $1,010, respectively, at June 30, 2010 and 2009,

As described in Note 11, 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
putpose of providing substance abuse treatment services in the norih ceniral 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 $172,827 at June 30, 2010. Duting 2010, the Corporation received
distributions in the amount of $25,825, rent revenue of $12,000, and training revenue of $1,150.
During 2009, the Corporation received rent revenue of $5,000.

11 - FAIR VALUE MEASUREMENT

As desciibed in Note 10, 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.

The Accounting Standards Codification (ASC) 820, Fair Value Measurements and Disclosures
(formetly FASB Statement No. 157) defines fair value, establishes a framework for measuring fait
value and expands disclosures about fair value measurements. ASC 820 defines fair value as the
amount that would be received to sell an investment or paid to transfer a liability in an orderly
transaction between market participants at the measurement date (i.e the exit price)

Assets and liabilities measured and reported at fait value are classified and disclosed in one of
the following categories.

Level I - Quoted prices are available in active markets for identical investments as of the
reporting date. The type of investments included in Level [ are publicly traded equity
securities.

Level II - Pricing inputs are other than quoted prices in active markets, which are either
directly or indirectly observable as of the reporting date, and fair value is determined through
the use of models or other valuation methodologies. Investments which are generally
included in this category are publicly traded equity secuwrities with restrictions.
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VALLEY HEALTHCARE SYSTEM

NOTES TO FINANCIAL STATEMENTS
(Continued)

11 - FAIR VALUE MEASUREMENT (Continued)

Level IIT - Pricing inputs are unobservable and include situations where there is little, if any,
market activity for the investment, Investments that are included in this category generally
include private investments, limited pattnerships, investment companies and certain
derivatives.

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

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

The changes in investments measured at fair value for Level III inputs are as follows:

2010
Balance, beginning of year § .
Net unrealized gain 172,827
Balance, end of year $ 172827

12 - 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 setvices for the
years ended June 30, 2010 and 2009, are ag follows:
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YVALLEY HEALTHCARE SYSTEM

NOTES TO FINANCIAL STATEMENTS
{Continued)

12 - FUNCTIONAL EXPENSES (Continued)

2010 2009
Health care setvices $ 13,549,175 § 12,611,435
General and administrative 2.597.264 2,347,568

$ 16146439 § 14.959.003

13 - MANAGEMENT CONTRACT

During May 2002, the Corporation entered into a management contract with Eastern Panhandle
Mental Health Center, Inc., d/b/a Eastridge Health Systems (Eastridge). Under this contract, the
Corporation provided administrative systems, accounting, utilization management, and other
administrative services for Fastridge. The contract stipulated a monthly fee of $7,000 for accounting
services along with fees charged per transaction for various management services. During the years
ended June 30, 2010 and 2009, the Corporation recognized revenue of approximately $22,962 and
$146,913, respectively, and recorded a related receivable at June 30, 2009, under the contract of
approximately $133,735. The accounting and financial reporting components of the management
contract were terminated at April 30, 2009, The Corporation continued to manage and perform the
process of billing patients and third parties for services provided by Eastridge through October 2009.

14 - NEW ACCOUNTING PRONOUNCEMENTS

In August 2010, Accounting Standards Update (ASU) 2010-23, entitled Health Care Entities —~
Measuting Charity Care for Disclosure was issued. The ASU, which is effective for the
Cotporation’s fiscal vear 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 chatity care is eliminated. The effect of implementing this ASU on the Corporation’s
disclosure of charity care amounts 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, 2010

1 - BASIS OF PRESENTATION

The accompanying schedule of expenditures of federal awards includes the federal grant activity
of Valley Health Services, and is presented on the accrual basis The information in this schedule is
presented in accordance with the requirements of OMB Circular A-133, dudits of States, Local
Governments, and Non-Profit Organizations.
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BUREAU FOR BEHAVIORAL HEALTH AND HEALTH FACILITIES
SCHEDULE OF STANDARDIZED FINANCIAL STATEMENTS - BALANCE SHEET

FOR COMPREHENSIVE AND MR/DD FACILITIES

CURRENT ASSETS:

ACCRUAL BASIS

June 30, 2010

ASSETS

1 Cash
2 Short-term investments
3. Accounts receivable - BHHF
4 Accounts receivable - Client
5. Accounts receivable - Medicaid
6. Accounts receivable - Medicaid MR/DD Waiver
7. Accounts receivable - Other
7a. Allowance for doubtful accounts
8. Invemtory
9 Prepaid/Other
10. TOTAL CURRENT ASSEIS {total of lines 1-9)
NON-CURRENT ASSETS:
FIXED ASSETS

11.  Property, land, and equipment - BHHF
12 Less accumulated depreciation

13, Property, land, and equipment - Other
14 Less accumulated depreciation

15 Total property, land, and equipment (NET}
OTHER NON-CURRENT ASSETS:

16, Long-term investments
17 Other

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

CURRENT LIABILITIES:

19 Accounts payable
20. Taxespayable

20a  Provider taxes payable
21 Line of credit - payable
22.  Short-term notes payable
23, Accrued expenses
24, Other current liabilities

LIABILITIES

25 TOTAIL CURRENT LIABILITIES (Total of lines 19-24)

LONG-TERM LIABILITIES
26, Long-term notes payable
28  Other long-term liabilities

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

29 Unrestricted net assets
30. Board designated net assets

NET ASSETS

31 Permanently restricted net assets

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

See Independent Auditors' Report

$ 55,622

717,336
75,615
394,304
643,541
138,102
(85,416)
1,671
54,069
1,994,844

3,244,875
(2,698,277
3,590,221
(2,090,411)
2,046,408

187,838

$ 4220.00

b 638,423
134,006

33,299

11,540

69,201

782,536

163,246

1,832,251

547,533
1,806,174
4,185,958

$ 43,132

S 42200
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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, 2010

REVENUE AND SUPPORI
1. Charity Care
la  Charity Care (BHHF target funds)
Ib.  Charity Care (BHHF non-target funds)
lc  Charity Care
1d. Charity Care
le.  Charity Care
1f  Charity Care
lg. Charity Care
Ih.  Coniractual write-off charity
1i.  Charity Care revenue
1j.  Supportive/Alternative Services Revenue
Total (Should equal zero)

2 Gross client service revenue
3 Contractual adjustments (Target funds)

3a Contractual adjustments (Non-target funds)
5 Net client service revenue

Net ciient service revenue

6. Medicaid (Target funds)
6a. Medicaid {Non-target funds)
7. Medicaid MR/DD waiver (Non-target fimds)
8 ICE/MR (Non-target funds)
9. Private pay (Non-target funds)
9a Private pay (BHHF target funds)
9b Private pay (BHHF non-target funds)
10 Other client service revenue (Target funds)
10a Other client service revenue (Non-target funds)

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

12, BHHF support

13.  Other/Public support

14.  Other

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

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

22 TOTAL EXPENSES (Iotal of lines 15-20)

23 NET INCOME (1.0SS)

See Independent Auditors' Report

(893,547)
(757,793}
(142,999)

1,651,340

142,999

12,609,855
(893,547)

(1.486.138)
10,230,170

2,203,618
7,329,983

407,810

288,759

10,230,170

5,731,866
131,550

468.225

16561811

7,974,510
1,998,917
3,209,197
363,582
47,401
270,597
2,280,225

16,144,429

$ 417,382
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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
Motgantown, West Virginia

We have audited the financial statements of Valley HealthCare System (the Corporation) as of and
for the year ended June 30, 2010, and have issued owr report thereon dated November 30, 2010 We
conducted our audit 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.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Corporation’s internal conirol 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
Corpozation’s internal control over financial reporting. Accordingly, we do not express an opinion on
the effectiveness of the Corporation’s internal control over financial reporting

A deficiency in internal control exists when the design or operation of a control does not allow
management o1 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 material
misstatement of the entity’s financial statements will not be prevented, or detected and corrected on a
timely basis.

Our consideration of internal control over financial reporting was for the limited purpose described
in the first paragraph of this section and was not designed to identify all deficiencies in internal conirol
over financial reporting that might be deficiencies, significant deficiencies, or material weaknesses. We
did not identify any deficiencies in internal control over financial reporting that we consider to be
material weaknesses, as defined above. However, we identified a deficiency in internal control over
financial reporting, described in the accompanying schedule of findings and questioned costs as 2010-1,
that we consider to be a significant deficiency in intetnal control over financial repotting. A significant
deficiency is a deficiency, or a combination of deficiencies, in internal control that is less severe than a
material weakness, yet important enough to merit attention by those charged with governance.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Corporation’s financial statements are
free of matetial 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 express
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 it.

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

of Directots, 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.

November 30, 2010
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REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO
EACH MAJOR PROGRAM AND ON INTERNAL CONTROL OVER
COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133

The Board of Directors
Valiey 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,
2010. The Corporation’s major federal program is identified in the summary of auditor’s resuits section
of the accompanying schedule of findings and questioned costs. Compliance with the requirements of
laws, regulations, contracts, and grants applicable to its majo: 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 owr audit of compliance in accordance with auditing standards generally accepted in
the United States of America; the standards applicable to financial audits contained in Government
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 petform the audit to obtain reasonable assurance about whether
noncompliance with the types of compliance requirements referred 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. Our audit does not provide a legal determination of the Corporation’s
compliance with those requirements.

In ow opinion, the Corporation complied, in all material respects, with the requirements referred to
above that are applicable to its major federal program for the year ended June 30, 2010,

Internal Control Over Compliance

The management of the Corporation is responsible fot 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
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control over compliance with requirements that could have a direct and material effect on a major federal
program in order to determine our auditing procedures for the purpose of expressing our opinion on
compliance, but not for the purpose of expressing an opinion on the effectiveness of the Corporation’s
internal control over compliance. Accordingly, we do not express 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
does not allow management or employees, in the normal course of performing their assigned functions, to
prevent or detect 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, ot
detected, and cotrected, on a timely basis.

Out consideration of internal control over compliance was for the limited purpose desciibed in the
first paragraph of this section and was not designed to identify all deficiencies in internal control that
might be deficiencies, significant deficiencies, ot material 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 Ditectors, 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,

4&% b fanatn

November 30, 2010

DHHR - Finance




35

VALLEY HEALTHCARE SYSTEM
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

Year Ended June 30, 2010

Section I - Summary of Auditors’ Results

Financial Statements
Type of auditors’ reports issued: Unqualified

Internal control over financial reporting:

¢  Material weakness(es) identified? _ Yes _X No
* Sipnificant deficiency(ies) identified that are
not considered to be material weakness(es)? _X Yes __ . Nonereported
s Noncompliance material to financial statements noted? _ Yes _X No
Federal Awards

Internal control over majot programs:
s Material 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: Unqualified

Any audit findings disclosed that are
required to be reported in accordance

with section 501{a) of Circular A-133? Yes _X No
[dentification of Major programs:
CEDA Number Name of Federal Program or Cluster
93959 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
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VALLEY HEALTHCARE SYSTEM
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS

Year Ended Tune 30, 2010

Section I - Financial Statement Findings

2010-1 Segregation of Duties
Condition:

We noted that the signature stamp and blank check stock are stored in locations which are accessible to
approximately 6 employees.

Criteria:

Fundamental concepts of an effective system of internal control include adequate segregation of
incompatible duties and physical security of assets. The basic premise is that no one employee should
have access to both the physical asset and the related accounting records or to all phases of a transaction.
Effect:

Controls are inadequate to prevent unauthorized disbursements.

Cause:

Physical security of the blank check stock and the signature stamp are not adeguate.

Recommendation:

Management should establish procedures to segregate the check printing and check signing functions, We
recommend that custody of to the signature stamp be maintained by an authotized check signer without

access to blank check stock.

Management’s Response:

Management will ensure that all employees do not have access to both the check stock and the signature
stamp.




