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Hafa Adai! Transmitted herewith is the Guam Memorial Hospital Authority (GMHA)’s Fiscal
Year (I'Y) 2013 Financial Audit. Independent auditors Deloitte & Touche, LLP expressed an
unmodified (clean) opinion with going concern for GMHA’s financial statements.

To recap FY 2013:

¢ [Y 2013 was a challenging year for GMHA as inadequate cash flow severely jeopardized
GMHA'’s operations and its ability to provide basic, appropriate patient care,

¢ For the first time, Deloitte & Touche, LLP, in its unmodified opinion for FY 2013
emphasized that “GMHA has incurred recurring [osses and negative cash flows from
operations that raise substantial doubt about its ability to continue as a going concern.”

¢ GMHA incurred losses from operations of $33.8 million (M) and $17.9M and negative cash
flows from operations of $11.8M and $4.3M for FY 2013 and FY 2012, respectively. In
addition, GMHA incurred penalties and interest on its unpaid retirement contributions of
$2M and $2.6M and recorded contractual adjustments and provisions for uncollectible
accounts of $71.9M and $64.2M for FY 2013 and 2012, respectively.

¢ GMHA is unable to survive without appropriate and adequate support from GovGuam. The
operating losses are unsustainable without significant increases from the General Fund. The
$9.3M subsidies were insufficient to cover the $33.8M operating loss in FY 2013.

For your convenience and further detail, you may also view and download the Office of Public
Accountability’s two page highlights and reports in their entirety at www,guamopa.org.
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Guam Memorial Hospital Authority
FY 2013 Financial Highlights

June 30, 2014

Uncertainty as to GMHA’s Ability as a Going Concern

Fiscal year (FY) 2013 was a challenging year for the Guam Memorial Hospital Authority (GMHA)
as inadequate cash flow severely jeopardized GMHA’s operations and its ability to provide basic,
appropriate patient care. For the first time, Deloitte & Touche, LLP, in its unmodified opinion for
FY 2013 emphasized that “GMHA has incurred recurring losses and negative cash flows from
operations that raise substantial doubt about its ability to continue as a going concern.” As further
emphasized, GMHA incurred losses from operations of $33.8 million (M) and $17.9M and
negative cash flows from operations of $11.8M and $4.3M for FY 2013 and 2012, respectively.
In addition, GMHA incurred penalties and interest on its unpaid retirement contributions of $2M
and $2.6M and recorded contractual adjustments and provisions for uncollectible accounts of
$71.9M and $64.2M for FY 2013 and 2012, respectively.

Over the last five years, GMHA expenditure levels steadily increased from $99.4M to $103.6M,
experiencing a high of $105.8M in FY 2010 and FY 2011. In contrast, revenues declined from a
high of $93.5M to a low of $69.9M. Operating losses over the five fiscal years increased from
$5.8M i FY 2009 to $33.8M in FY 2013. This brings the average operating loss to $22.9M or a
total of $114.5M in operating losses over the five fiscal years. The operating losses are
unsustainable without significant increases from the General Fund. Subsidies ranged from a low
of $2.6M to a high of $19.3M for an average $10M or a total of $50M in subsidies over the five
fiscal years. The $50M subsidies have been insufficient to cover the $114.6M cumulative
operating losses. GovGuam must provide financial support for GMHA’s services to self-pay and
uninsured patients, which represented 13% of GMHA billings. GMHA’s viability continues to
depend upon subsidies from GovGuam as the hospital’s services cannot be withheld based on the
financial ability of the customer. See table below for details of operating revemues and
expenditures and subsidies from the General Fund.

GMUA Revenues and Expenditures

Subsidies from

i 0. Querating " Operating Net Opera tmg Loss

S " 'Revenue . - Expenditure _ the General Fund
FY 2013 $ 69,867,610 | $ 103,638,656 3 (33,771,046) | $ 9,315,182
FY2012 | § 85620011 | § 103498644 | §  (17.878,633) | § 19,325,342
FY 2011 $ 69,850,260 | § 105,785,724 $ (35,935,464) { § 6,399,186
FY 2010 $ 84,626,368 | § 103,762,200 S (21,135,832) | § 2,598,651
FY 2009 | S $ 99355376 | § (5.815,695) | 3

"AVERAGE 03,6081 $ 2.901:334)




Medicare, Medicaid, and MIP Challenges

Medicare, Medicaid, and MIP continue to be a challenge. Fifty-one percent of patient revenues
came from the “3Ms”: Medicare (22%), Medicaid (20%), and the Medically Indigent Program
(MIP) at 8%. Although Medicaid and MIP exhausted all FY 2013 appropriations in July 2013,
3Ms’ gross patient revenues nominally increased by $1.2M from $70.4M in FY 2012 to $71.5M
in FY 2013. While provisions for uncollectible accounts decreased for services to Medicare and
MIP patients, it increased by 42% for services to Medicaid patients from $14.6M in FY 2012 to
$20.7M in FY 2013.

GMHA continues to experience cash flow shortages that have impacted its ability to meet payroll
and make timely vendor payments. The U.S. Department of Treasury began garnishing Medicare
remittances due to GMHA’s outstanding $6M payable to the Health and Human Services
distributor “Perry Point”. Through the combined efforts of Guam’s Congresswoman, Governor,
the Legislature, and GMHA leaders, Perry Point lifted the gamishment in late September 2013,

Medicaid and MIP do not mirror the Medicare payments to reimburse GMHA a portion of the
reimbursement shortfall. When Medicaid and MIP programs exhausted their FY 2013
appropriations in July 2013, Guam’s Department of Public Health and Social Services ceased
reimbursing GMHA for patient claims. GMHA management is concerned that FY 2013 funding
shortfalls will be repeated during FY 2014,

Health Insurance Rates Not Adjusted Since 2000

GMHA is re-negotiating with commercial health insurers as rates have not been adjusted since
2006. Although, health insurance providers represented 28% of billings ($41M), 36% of the
collections (§28.7M), came from these payors. From FY 2010 through 2013, the average
collection rate from health insurance carriers is 71% of billings, which is considered lower than

national average.

GMHA Healthcare Trust and Development Fund

Public Law 32-60 established the GMHA Healthcare Trust and Development Fund, which 60% of
funds collected from gaming tax is to be allocated to GMHA for subsidizing the establishment and
operation of an urgent healthcare center within the GMHA facility. This fund was designed as
another revenue stream for the hospital; however, the new gaming law has not delivered the funds
that were expected. To date, GMHA has not received the gaming funds and accordingly accrued
$310 thousand (K) in FY 2013.

Operating Expenses Continues to Qutpace Operating Revenues

Although revenues declined by 18% from $85.6M to $69.9M, operating expenses remained
constant at $103.7M. Over 71% of the expenses, or $49.7M, was attributed to Nursing, of which
91% or $45.1M was for personnel costs. Overall, GMHA’s personnel count dropped from 967 to
937, but personnel costs increased by $2.2M from §71.1M to $73.4M. This can be attributed to
retro pay from the lifting of the freeze on salary step increases and merit bonus payments.

Dependency on GovGuam
As footnoted in the audit, management believes that the continuation of the hospital’s operations

is dependent upon the future payment of medical services by GovGuam, continued compensation
by GovGuam for the cost of services provided under Medicaid and MIP, the collection of long
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outstanding patient receivables, and improvements in operations. GovGuam made various
payments totaling $16.2M during FY 2013 compared to $28M in FY 2012, which included the
$12.3M bond proceeds. GMHA is unable to survive without appropriate and adequate support
from GovGuam.

Retroactive Pay Due to Hay Study

In October 2011, the Governor issued Executive Order No. 2011-14 which ordered the freezing of
salary step increases for employees of line agencies and instrumentalities of the Executive Branch
of GovGuam. In May 2013, the Governor issued Executive Order No. 2013-04 lifting the freeze
on salary step increase. This resulted in $3.6M of additional personnel expenses. Of the $2M in
retroactive pay and $183K in merit bonus payments recorded, only $513K and $102K in
retroactive and merit bonus payments were paid out.

Report on Compliance and Management Letter

Two recurring deficiencies were identified in the Reports on Compliance and Internal Control.
These findings involved: 1) increase in measures needed to collect and address long outstanding
and increasing patient receivables; and 2) federal equipment and real property inventory includes
fully depreciated equipment not being used and several items that could not be located.

A separate letter was issued to management citing six control deficiencies compared to the 16 in

the previous year. These included:

¢ Two receivable suspense accounts were not reconciled and substantially carried forward from
prior years;

¢ No reports were prepared to account for damaged inventory items held for disposal;

e Book and pharmacy inventories were adjusted without detailed reconciliations and
investigations of the differences;

¢ Fully depreciated assets were not surveyed nor removed from the fixed asset listing; and

* Overpayment of an employee’s sick leave lump sum payout.

In addition, four IT-related control deficiencies were identified.
For a more detailed commentary on GMHA’s operations, refer to the Management Discussion and

Analysis in the aundit report. For more details, view the reports in their entirety at
WWW.guamopa.org or at www.gmha.org.
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INDEPENDENT AUDITORS' REPORT

Board of Trustees
Guam Memorial Hospital Authority:

Report on the Financial Statements

We have audited the accompanying financial statements of the Guam Memorial Hospital Authority
(GMHA), a component unit of the Government of Guam, which comprise the statements of net position
as of September 30, 2013 and 2012, the related statements of revenues, expenses, and changes in net
position and of cash flows for the years then ended, and the related notes to the financial statements.

Management's Responsibility for the Financial Statements

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

Auditors' Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits. We
conducted our audits in accordance with auditing standards generally accepted in the United States of
America 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 from
material misstatement.

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

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



Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the Guam Memorial Hospital Authority as of September 30, 2013 and 2012, and the
changes in its net position and its cash flows for the years then ended in accordance with accounting
principles generally accepted in the United States of America.

Emphasis-of-Matter Regarding Going Concern

The accompanying financial statements have been prepared assuming that GMHA will continue as a
going concern. As discussed in note 16 to the financial statements, GMHA has incurred recurring losses
and negative cash flows from operations that raise substantial doubt about its ability to continue as a
going concern. Management's plans in regard to these matters are also described in note 16. The
financial statements do not include any adjustments that might result from the outcome of this
uncertainty. Our opinion is not modified with respect to this matter.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the Management’s
Discussion and Analysis on pages 4 through 12 as well as the Schedule of Funding Progress and
Actuarial Accrued Liability — Post Employment Benefits Other than Pension on page 36 be presented to
supplement the basic financial statements. Such information, although not a part of the basic financial
statements, is required by the Governmental Accounting Standards Board (GASB) who considers it to be
an essential part of financial reporting for placing the basic financial statements in an appropriate
operational, economic, or historical context. We have applied certain limited procedures to the required
supplementary information in accordance with auditing standards generally accepted in the United States
of America, which consisted of inquiries of management about the methods of preparing the information
and comparing the information for consistency with management’s responses to our inquiries, the basic
financial statements, and other knowledge we obtained during our audit of the basic financial statements.
We do not express an opinion or provide any assurance on the information because the limited
procedures do not provide us with sufficient evidence to express an opinion or provide any assurance.

Other Financial Information

Our audits were conducted for the purpose of forming an opinion on the financial statements as a whole.
The schedules of expenses, patient service revenues by patient classification, and billings and collections
and reconciliation of billings to gross patient revenues on pages 37 to 41 are presented for purposes of
additional analysis and are not a required part of the basic financial statements.

The schedules of expenses, patient service revenues by patient classification, and billings and collections
and reconciliation of billings to gross patient revenues are the responsibility of management and were
derived from and relate directly to the underlying accounting and other records used to prepare the basic
financial statements. Such information has been subjected to the auditing procedures applied in the audit
of the basic financial statements and certain additional procedures, including comparing and reconciling
such information directly to the underlying accounting and other records used to prepare the basic
financial statements or the basic financial statements themselves, and other additional procedures in
accordance with auditing standards generally accepted in the United States of America. In our opinion,
the schedules of expenses, patient service revenues by patient classification, and billings and collections
and reconciliation of billings to gross patient revenues are fairly stated, in all material respects, in
relation to the basic financial statements as a whole.



The schedule of full ime employee count on page 42 has not been subjected to the auditing procedures
applied in the audit of the basic financial statements, and accordingly, we do not express an opinion or
provide any assurance on it.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated June 27, 2014
on our consideration of GMHA's internal control over financial reporting and on 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 over
financial reporting and compliance and the results of that testing, and not to provide an opinion on
internal control over financial reporting or on compliance. That report is an integral part of an audit
performed in accordance with Government Auditing Standards in considering GMHA’s internal control
over financial reporting and compliance.

Ol SR

June 27,2014



GUAM MEMORIAL HOSPITAL AUTHORITY
(A Component Unit of the Government of Guam)

Management’s Discussion and Analysis
Years Ended September 30, 2013 and 2012

INTRODUCTION

Guam Memorial Hospital Authority ("GMHA"), a component unit of the Government of Guam
("GovGuam"), was created on July 26, 1977 under Public Law 14-29 as an autonomous agency of
GovGuam. GMHA owns and operates the Guam Memorial Hospital (the "Hospital"). The Hospital
provides acute, outpatient, long term and emergency care services to all patients who seek medical
services at the Hospital.

The following Management’s Discussion & Analysis (MD&A) of GMHA’s activities and financial
performance will serve as an introduction and overview of the audited financial statements of the
Hospital for the fiscal years ended September 30, 2013 and September 30, 2012. The information
contained in the MD&A has been prepared by management and should be considered with the financial
statements and the notes which follow this section.

OVERVIEW OF THE FINANCIAL RESULTS
SUMMARY

In order to meet its mission "to provide quality patient care in a safe environment", GMHA requires all
msurers to adequately fund the Hospital. In addition, GovGuam must provide economic relief for the
Hospital’s services to un-insured patients.

In Fiscal 2013 as in previous years, GMHA. did not receive adequate reimbursement from the federal and
Guam governments. Reimbursement from local and off-island insurers was below GMHA’s cost to
provide clinical services.

Lacking adequate reimbursement, GMHA. cannot:

* Meet payroll and employee benefit obligations to its physicians and employees

e Negotiate advantageous purchasing terms for goods and services and make timely payments to
vendors

e Purchase clinical equipment and technology or make improvements to the Hospital’s
infrastructure

Auditors from the U.S. Department of the Interior Office of the Inspector General reviewed GMHA’s
fiscal operations and cash flow in the first calendar quarter of 2013. In their closing conference, the
audit team confirmed that GMHA’s efforts to improve cash flow - as explained in the following
commentary — were appropriate. '

Fiscal 2013 was a challenging year as inadequate cash flows severely jeopardized GMHA’s ability to
provide basic patient care. The "Statements of Cash Flows" on page 15 shows negative cash flows from
operations of $11,765,171 for the year ended September 30, 2013.



GUAM MEMORIAL HOSPITAL AUTHORITY
(A Component Unit of the Government of Guam)

Management’s Discussion and Analysis
Years Ended September 30, 2013 and 2012

Catastrophic cash flow shortages in the months of July through September 2013, when GMHA lost 52%
($3.6 million) of its average monthly cash receipts, impacted GMHA’s viability.

. From July through September 2013, the Federal Government’s Department of the Treasury
garnished Medicare remittances because of GMHA’s outstanding $6 million liability to the
Health and Human Services distributor Program Support Center (a/k/a “Perry Point™). The
garnished Medicare remittances were applied towards the Perry Point liability.

Through the combined efforts of Congresswoman Bordallo, Governor Calvo, Guam senators and
GMHA leaders, Perry Point lifted the gamishment in late September 2013.

U From early July through September 2013, Guam’s Department of Public Health and Social
Services (DPHSS) stopped reimbursing GMHA. GMHA’s leaders learned that the Medicaid and
Medically Indigent Program (MIP) had exhausted their Fiscal 2013 appropriations.

GovGuam advanced $1.8 million in August 2013 and, again, in September 2013. These advances
allowed GMHA to meet net payroll obligations. However, these advances were inadequate to allow
GMHA to pay vendors — leading to an increasing liability to vendors who provided goods and services.

When GMHA leaders presented its balanced Fiscal 2014 budget to the Governor and to the Legislature
in July 2013, GMHA identified fundamental changes to funding including:

1. Reimbursement from Medicare, Medicaid and MIP at GMHA’s cost to provide the services

2. Adequate funding for the Medicaid and MIP programs. The Governor and the Legislature must
ensure funds are appropriated to reimburse GMHA at its costs

3. Improved reimbursement from Guam insurers
4. GovGuam appropriations to fund GMHA’s services to the self- and un-insured patients

5. GovGuam appropriations ensure GMHA had adequate funds for operating and capital
expenditures

The Fiscal 2014 appropriations budget did not provide adequate funding for GMHA or its programs.
GMHA’s leaders are very concerned that Fiscal 2013 funding shortfalls will be repeated in Summer
2014.

In presentations to the Governor and the Legislature, GMHA’s trustees and executive leaders have
consistently identified the following funding and operational issues:

1. Medicare reimbursements are based on historical (1992-1994) financial data that is no longer
relevant.

In Summer 2013, GMHA released a Request for Proposal (“REP”) for a firm to correct
Medicare’s funding methodology — “re-basing” is the term used for this process. GMHA
contracted with EOP Group, LLC, a Washington, D.C. consulting firm, to correct Medicare’s
reimbursement under TEFRA. EOP Group is reviewing GMHA’s financial records and
organizational changes that affected the Hospital’s costs. EOP Group expects to submit its
recommendations to CMS in Fall 2014.



GUAM MEMORIAL HOSPITAL AUTHORITY
(A Component Unit of the Government of Guam)

Management’s Discussion and Analysis
Years Ended September 30, 2013 and 2012

2. Medicaid and MIP reimbursements are inadequate because of a) DPHSS’ reimbursement

methodology, and b) inadequate funding in the GovGuam fiscal appropriations budget.

Medicaid and MIP reimbursements mirror Medicare reimbursement. Since Medicare’s payments
are below GMHA’s cost, Medicaid and MIP’s payments are also below GMHA’s cost to provide
the services. GMHA plans to submit legislation to change Medicaid’s and MIP’s health plans to
correct this funding shortfall.

Revision to Public Health’s Per Diem Reimbursement
When Medicare changes GMHA’s interim per diem reimbursement, DPHSS should make like
changes.

GMHA’s leaders received Medicare’s notification of an increased interim per diem in May 2013
with the payment change retro-active to October 1, 2012, In July 2013, GMHA asked DPHSS to
increase its per diem reimbursement from $1,000 to $1,100 to match Medicare’s new interim per
diem rate.

In addition, GMHA asked DPHSS to revise its per diem reimbursement retro to October 1, 2012.
GMHA requested additional reimbursement for 1,868 patient encounters with a total length of
stay of 8,184 days. GMHA could not confirm DPHSS paid the full $818,400 (8,184 times $100).

“Settlement” when GMHA Costs Exceed Reimbursement

Medicaid’s and MIP’s reimbursements were $4 million below GMHA’s “cost” to provide the
services. While Medicare pays a portion of the difference between GMHA’s costs and
Medicare’s reimbursement, Medicald and MIP do not reimburse GMHA a portion of the
reimbursement shortfall.

Adequate Appropriations for Medicaid and MIP

Medicaid and MIP exhausted appropriated funds in July 2013 — leaving GMHA and other
healthcare providers without reimbursement of claims. GovGuam must adequately budget and
fund DPHSS’s Medicaid and MIP programs to ensure GMHA, its physicians and other Guam
healthcare providers are reimbursed for clinical services.

. GovGuam must provide financial support for GMHA’s services to self-pay or un-insured patients

— whether the patient’s origin is from Guam or from another location. As a not-for-profit
hospital, GMHA must follow the EMTALA (Emergency Medical Treatment & Labor Act)
mandate to provide care to all patients who seek care. In Fiscal 2013, GMHA had $26.4 million
of claims for services to self- and un-insured patients for which GMHA received $5.6 million
from self- and un-insured patients — leaving $20.9 million as uncompensated care.

. Under-funding from prior years and Fiscal 2013 has led to a $24 million liability to local and off-

island vendors for supplies and services including $6 million owed to Program Support Center
(a/k/a Perry Point), a federal government supplier. Frustrated vendors have raised prices to
GMHA or have withheld deliveries of needed supplies and services.

The Governor of Guam committed $2 million from Guam’s annual receipt of the Department of
the Interior “Compact Impact” funds to allow GMHA to increase its debt financing to $25
million. GMHA worked with Guam’s Economic Development Authority ("GEDA™) to expand
1ts debt and re-finance outstanding bank debt. The financing was completed in February 2014.
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GUAM MEMORIAL HOSPITAL AUTHORITY
(A Component Unit of the Government of Guam)

Management’s Discussion and Analysis
Years Ended September 30, 2013 and 2012

The financing transaction is explained in the footnotes to the financial statements. The additional
$14 million debt, however, is inadequate to pay all vendors or to provide working capital to
GMHA to meet monthly cash needs.

5. GovGuam imposes mandates that affect GMHA’s operations and cash flow:

a. GMHA makes a full 30% contribution to the retirement fund even though GMHA is only
required to match 5% for the majority of its employees who are enrolled in the Defined
Contribution retirement plan. This mandate costs GMHA over $6 million each year.

In April 2013, GMHA identified 772 employees in the Defined Contribution plan for whom
GMHA made the 30.09% contribution to Guam’s Retirement Plan.

In its Fiscal 2015 budget, GMHA asked GovGuam to remove the additional 25% (30% less
5%) burden.

b. Two GovGuam decisions have significantly impacted GMHA’s employment costs without
funding for the incremental expenditures. In May 2013, GovGuam lifted the salary freeze
that had been in place from October 2011 — resulting in $3.6 million of additional expenses.
GovGuam also implemented the Hay Study compensation guidelines in February 2014 with
incremental costs exceeding $2.5 million.

c. Generous GovGuam annual leave and sick leave benefits create an annual obligation
exceeding 150,000 hours — equal to 78 employees.

d. Procurement and request-for-proposal regulations prevent GMHA from securing the most
advantageous prices on a timely basis.

GovGuam’s procurement regulations mandate a Request for Proposal (“RFP”) when the
proposed purchase exceeds $15,000. These regulations result in a 4-5 month lag to complete the
RFP process. With budgeted non-personnel expenses of $30 million (Fiscal 2013) or $42 million
(Fiscal 2014 excluding $20 million payment to vendors), GMHA has many expenditures that
exceed $15,000 — leading to a time-consuming process to ensure the most competitive pricing.

6. Commercial insurers can support GMHA. GMHA has recommended changes to fees for the
hospital’s and physicians’ services. GMHA is re-negotiating contracts with Guam insurers that
have not been updated from 2006.

GMHA'’s business practices, which have not changed in decades, impede the Hospital’s ability to reduce
costs and improve cash flows.



Bt h

GUAM MEMORIAL HOSPITAL AUTHORITY
(A Component Unit of the Government of Guam)

Management’s Discussion and Analysis
Years Ended September 30, 2013 and 2012

Summarized Statements of Net Position

Assets

Current and other assets
Capital assets, net

Total assets

Liabilities and Net Position

Liabilities:
Current liabilities
Long-term liabilities
Total liabilities
Net Position:
Net investment in capital assets
Unrestricted
Total net position

Total liabilities and net position

2013

§ 29,299,115
40,182,567

$ 69.481.682

$ 41,333,134
15.557.950

56.891.084

40,182,567
(27.591.969)

12,590,598
$ 69,481,682

2012

§ 39,508,502
37.198.296

$ 76,706,798

$ 33,939,349
15.892.168

49.831.517

37,198,296
{10,323.015)

26.875.281
§ 76,706,798

Summarized Statements of Revenues, Expenses. and Changes in Net Position

Operating revenues
Operating expenses

Operating loss

Non-operating revenues {(expenses), net

(Loss) income before capital grants
and contributions

Capital grants and contributions:
GovGuam
Federal grants

Change in net position

Net position at the beginning of the year

Net position at the end of the year

2013

$ 69,867,610
103.638.656

(33,771,046)
13,147,749
(20,623,297)
5,524,790
813.824
(14,284,683)
26.875.281
$ 12,590,598

2012

§ 85,620,011
103.498.644

(17,878,633)
22.221.069
4.342.436
1,270,592
2.649.303
8,262,331

18.612.950
$ 26875281

011

$ 47323955
36.577,600

$ _83.901.555

$ 48,894,791
-16.393.814

_65.288.605

36,577,600
(17.964.650)

18,612,950

§ 83901555

2011

§ 69,850,260
105.785.724

(35,935,464)
4,856,280

(31,079,184)
1,407,210
983.283

(28,688,691)
47301.641

$ _18.612,950



GUAM MEMORIAL HOSPITAL AUTHORITY
(A Component Unit of the Government of Guam)

Management’s Discussion and Analysis
Years Ended September 30, 2013 and 2012

OPERATIONS DATA

The following two tables provide comparative information about GMHA’s charges and patient days by
major insurer group for Fiscals 2012 and 2013:

Fiscal 2012 and Fiscal 2013 Gross Charges by Insurer Category (in § Millions)

Description Total Medicare  Medicaid MIP Insurer Seilf
In-Patient

2013 $ 939 $254 $16.2 § 74 $268 $18.1
2012 $ 944 $264 $13.9 $ 9.0 $25.1 $20.0
Out-Patient

2013 § 204 $ 2.5 $ 65 § 1.6 $§ 6.0 3.8
2012 $ 22.1 $ 26 $ 5.0 $ 25 $ 6.5 $ 5.5
SNU

2013 $ 56 § 25 $ 09 $ 04 $ 13 $ 0.5
2012 $ 5.9 § 2.4 $ 08 $ 08 $ 1.2 $ 0.7
Sub-Total — Facilities

2013 $120.0 $304 $23.6 $ 94 $34.1 $22.5
2012 $122.6 $31.4 $19.7 $12.3 $32.9 $26.3
Physician Professional Services

2013 $ 212 $ 38 $ 59 $ 24 § 52 § 3.9
2012 § 22.0 § 3.5 § 4.8 $ 3.0 $ 54 $ 53
GMHA Total

2013 $141.1 $342 $29.5 $11.7 $39.3 $26.4
2012 $144.6 $34.9 $245 $153 $383 $31.6
This table shows:

o The Hospital’s charges to self-pay patients fell 16% as the Hospital’s obstetrics and nursery days
dropped 950 patient days.

¢ Charges to Medicaid patients increased 20% while patient days, as shown in the following table,
increased 43% from Fiscal 2012 to Fiscal 2013.
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GUAM MEMORIAL HOSPITAL AUTHORITY
(A Component Unit of the Government of Guam)

Management’s Discussion and Analysis
Years Ended September 30, 2013 and 2012

Fiscal 2012 and Fiscal 2013 Patient Days for Hospital and Skilled Nursing Unit

Description Total Medicare Medicaid MIP Insurer Self
Acute I/P
2013 49,750 12,376 11,032 4,034 13,668 8,640
2012 48,501 12,464 7,707 4,540 13,179 10,611
SNU
2013 3,691 3,487 1,475 773 1,792 1,164
2012 10,359 3,936 1,364 2,018 2,049 992
FINANCIAL RESULTS

GMHA’s fiscal 2013 operating loss of $33.8 million was greater than the $17.9 million operating loss in
fiscal 2012. GMHA recognized a further deterioration in the collections from self-pay and un-insured
patients by reducing its estimated collections from 20% (Fiscal 2012) to 5% (Fiscal 2013). While
GMHA successfully collected $400,000 in Summer 2013 from an amnesty payment program, these
collections paled in comparison to the total receivables from self-pay and un-insured patients:

Fiscal 2013 Fiscal 2012
Receivables from self-pay patients $ 30.2 million $ 24.1 million
Receivables placed with collection agencies 51.3 million 46.7 million
Receivables placed with DRT 79.8 million 78.8 million
Total self-pay receivables $ 161.3 million $ 149.6 million
Charges to self-pay and un-insured patients $ 26.4 million $ 31.6 million
Collections from patients, collections agencies and DRT
(GMHA received $12 million in fiscal 2012 after
DRT received proceeds from bond financing) $ 6.3 million $ 16.7 million
Percentage of collections compared to receivables 3.9% 11.2%

Comment about Medicare Reimbursement

In previous audit reports, GMHA discussed GMHA’s Medicare reimbursement as dictated by TEFRA
regulations. When, in 1982, Congress passed the Tax Equity and Fiscal Responsibility Act
(TEFRA), hospitals in U.S. territories including Guam were reimbursed based on the cost of treating
Medicare patients as determined by the Medicare Cost Report.

Medicare defined an aggregate reimbursement per Medicare discharge that was based on the facility’s
1982 cost of care. After “re-basing” its reimbursement in 1999 to 1992-1994 cost, Medicare has not
modified the reimbursement per discharge.

After releasing a request-for-proposal in late Fiscal 2013, GMHA selected EOP Group, LLC, a
Washington, D.C. consulting firm to help the Hospital present accurate cost data to the Centers for
Medicare and Medicaid Services ("CMS") and negotiate new reimbursement. EOP Group coordinated
the selection of a new consultant to prepare GMHA’s Fiscal 2013 Medicare Cost Report.

10
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GUAM MEMORIAL HOSPITAL AUTHORITY
(A Component Unit of the Government of Guam)

Management’s Discussion and Analysis
Years Ended September 30, 2013 and 2012

EOP Group will present the Fiscal 2013 data to CMS as well as respond to CMS questions about
GMHA costs and utilization. EOP Group’s work will continue through Summer 2014.

Accounts Receivable Management

GMHA has $63,084,000 in “active” accounts receivable from insurance carriers, federal and local
government entities and individuals as shown in the table below.

GMHA Active Accounts Receivabie as of September 30, 2013 (in $000°s)

Insurer Total Current 31-60 61-90 91-120 120+
GovGuam $ 1,581 3 72 $ 37 $ 43 $ 47 $ 1,382
Insurers 13,447 2,983 1,750 838 801 7,075
Medicaid 19,514 3,474 3,041 2,143 1,981 8,875
Medicare 15,989 2,886 2,662 2,223 1,697 6,521
MIP 8,945 1,140 1,053 766 809 5,177
Other 3,608 34 111 17 69 3,377
Self — Current 55,208 1,899 1,700 1,566 1,284 48,759
Self — In Coliections 113,714 - - - - 113,714
Total $ 232,006 $ 12,488 $10354 $ 7,596 $ 6688 $194.880

In September 2013, for the first time, GMHA began reconciling Medicaid and MIP receivables with
Public Health. GMTHA continues to reconcile receivables with insurers to ensure accurate financial data.

To improve collections, GMHA released two "Requests for Proposal”:

» Collection agencies to appropriately collect patient and guarantor receivables

» QOut-sourcing coding, billing and receivable management to a third party

Fiscal Management

Under the leadership of the Board of Trustees and GMHA’s Chief Executive Officer, the Hospital is
following the strategic plan “ACES +Q” that was approved in March 2013. This strategic plan defines
“accountability” and “cost effectiveness”™ as two of the five cornerstones of the plan.

Hospital management continues to address procedural and contractual matters that have impacted the
Hospital’s fiscal status. Examples:

o Fees for hospital services

. Accuracy of bills for services and supplies

. Utilization management

. Phystcian/provider contracts

. Governmental (federal and local) reimbursement and subsidies
. Staffing and overtime management

. Purchasing protocols with vendor negotiations

11



GUAM MEMORIAL HOSPITAL AUTHORITY
(A Component Unit of the Government of Guam)

Management’s Discussion and Analysis
Years Ended September 30, 2013 and 2012

CAPITAL ASSETS AND LONG-TERM DEBT

Capital Assets

The Hospital began a $7.6 miilion capital project (the Project) to renovate its Intensive Care Unit (ICU)
and emergency departments. The Project will be substantially completed in fiscal year 2014.

At September 30, 2013, 2012 and 2011, the Hospital had $40,182,567, $37,198,296, and $36,577,600,
respectively, investment in capital assets, net of accumulated depreciation, where applicable. See note 7
to the financial statements for more information on the Hospital’s capital assets.

Long-Term Debt and Liabilities

In January 2014, GMHA entered into a $25 million bank loan to pay off the January 2011 bank loan and
for other purposes permitted by law.

At September 30, 2013, 2012 and 2011, the Hospital had $15,557,950, $15,892,168, and $16,393,814,
respectively in long-term liabilities. See note 9 to the financial statements for more information on the
Hospital’s long-term liabilities and changes therein.

ECONOMIC OVERVIEW/ OUTLOOK

As noted in previous audit reports, there are many external factors that fiscally impact GMHA:

1. Following nattonal trends, commercial insurers ask insured members to assume greater personal
responsibility for deductibles and co-pays. This leads to increased GMHA receivables from
patients.

2. GovGuam is near its funding capacity. GMHA cannot rely on GovGuam to “bridge” any
working capital short-falls through new appropriations for the Hospital.

3. A competitor hospital will begin operations in the third (calendar) quarter of 2014. Hospital

management cannot estimate the impact of the new hospital as too little information is known
about the hospital’s clinical services. GMHA management will ensure the hospital staffs its
operations based on the census and the patient acuity.

4, Guam relies on the tourism and hospitality industries. Employees in these industries receive
lower wages — leaving less disposable income for paying health care costs.
CONTACTING HOSPITAL EXECUTIVES

The Management’s Discussion and Analysis report is designed to provide citizens, taxpayers, patients,
and stakeholders a general overview of GMHA’s finances. It should also demonstrate the Hospital’s
stewardship and accountability of monies that it recetves and spends.

Management’s Discussion and Analysis for the years ended September 30, 2012 and 2011 is set forth in
GMHA’s report on the audit of financial statements which is dated May 21, 2013. That Discussion and
Analysis explains in more detail major factors impacting the 2012 and 2011 financial statements.

If you have any questions about this report, please contact the Hospital Chief Executive Officer at 647-
2418/2367 or the Chief Financial Officer at 647-2934/2190.

GMHA’s Board of Trustees, leaders, managers and staff believe in transparency. Working together, they
ensure that GMHA provides clinical services to meet and exceed patient expectations.

12



GUAM MEMORIAL HOSPITAL AUTHORITY
(A Component Unit of the Government of Guam)

Statements of Net Position
September 30, 2013 and 2012

ASSETS

Current assets:

Cash

Patient accounts receivable, net of estimated uncollectibles
of $214,727,608 in 2013 and $187,797,151 in 2012

Due from the Government of Guam

Other receivables, net of allowance for doubtful accounts of
$374,801 in 2013 and $376,221 in 2012

Inventory

Prepaid expenses

Total current assets

Note receivable
Capital assets:
Depreciable assets, net
Construction in progress
Restricted cash

Total noncurrent assets
Total assets

LIABILITIES AND NET POSITION

Current liabilities:
Current portion of note payable
Accounts payable - trade
Accounts payable - Government of Guam Retirement Fund
Accrued taxes and related liabilities
Accrued payroll and benefits
Unearned revenues
Current portion of accrued annual leave
Other current liabilities

Total current liabilities

Note payable, net of current portion
Accrued annual leave, net of current portion
Accrued sick leave

Total liabilities
Commitments and contingencies

Net position:
Net investment in capital assets
Unrestricted

Total net posiiion
Total labilities and net position

See accompanying notes to financial statements.
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2013 2012
3,600,068 1,642,886
20,853,362 32,741,697
662,108 1,237,199
319,231 123
3,329,509 3,385,389
164,426 99,857
28,928,704 39,107,151
161,144 192,084
31,484,993 33,026,717
8,697,574 4,171,579
209,267 209,267
40,552,978 37,599,647
69,481,682 76,706,798
814,082 541,763
20,210,697 19,941,276
1,972,295 2,577,793
5,759,969 4,998,006
3,997,500 1,620,277
3,600,000 -
1,613,189 1,616,540
3,365,402 2,643,694
41,333,134 33,939,349
9,939,043 10,751,109
2,159,477 2,076,497
3,459,430 3,064,562
56,891,084 49,831,517
40,182,567 37,198,296
(27,591,969) (10,323,015)
12,590,598 26,875,281
69,481,682 S 76,706,798




GUAM MEMORIAL HOSPITAL AUTHORITY
(A Component Unit of the Government of Guam)

Statements of Revenues, Expenses and Changes in Net Position

Years Ended September 30, 2013 and 2012

Operating revenues:

Net patient service revenue (net of contractual adjustments and

provision for bad debts of $71,863,340 in 2013 and
$64,223,700 in 2012)

Other operating revenues:
Cafeteria food sales

Other revenue (including bad debt recovery of
$1,420 in 2013 and $957,794 in 2012)

Total operating revenues

Operating expenses:
Nursing
Professional support
Administrative support
Fiscal services
Depreciation
Administration
Retiree healthcare costs
Medical staff

Total operating expenses
Operating loss

Nonoperating revenues (expenses):
Transfers from GovGuam
Federal grants
Contributions
Federal program expenditures
Interest and penalties
Others

Total nonoperating revenues (expenses)
(Ioss) income before capital grants and contributions

Capital grants and contributions:
Government of Guam
Federal grants

Total capital grants and contributions
Change in net position
Net position at the beginning of the year
Net position at the end of the year

See accompanying notes to financial statements.
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$

2013 2012
69,261,522 $ 84,078,448
477,055 486,363
129,033 1,055,200
69,867,610 85,620,011
49,655,149 49,379,392
24,097,980 24,745,526
12,930,770 13,054,953
6,829,249 6,959,252
4,423,908 4,399,179
2,858,668 1,884,056
1,991,175 1,938,983
851,757 1,137,303
103,638,656 103,498,644
(33,771,046) (17,878,633)
9,315,182 19,325,842
6,165,237 4,585,006
151,883 126,571
(235,707) (399,036)
(2,161,134) (1,387,080)
(87,712) (30,234)
13,147,749 22,221,069
(20,623,297) 4342436
5,524,790 1,270,592
813,824 2,649,303
6,338,614 3,919,895
(14,284,683) 8,262,331
26,875,281 18,612,950
12,590,508 $ 26,875,281
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GUAM MEMORIAL HOSPITAL AUTHORITY
(A Component Unit of the Government of Guam)

Statements of Cash Flows
Years Ended September 30, 2013 and 2012

See accompanying notes to financial statements.
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2013 2012
Cash flows from operating activities:
Receipts from and on behalf of patients 8 80,032,103 § 90,021,545
Receipts from sales and other services 286,980 1,541,440
Payments to suppliers and contractors (20,954,057) (25,210,937)
Payments to employees (71,130,197) (70,666,381)
Net cash used for operating activities (11,765,171) (4,314,333)
Cash flows from noncapital financing activities:
Contributions from the Government of Guam 7,899,098 4,837,345
Federal grants received 6,165,237 4,423,673
Advances from the Government of Guam 3,600,000 -
Contributions 151,883 126,571
Interest and penalties paid (2,161,134 (1,387,080)
Payments made under federal programs (235,707 {(399,036)
Principal repayment of note payable (539,747 (598,074)
Other payments (87,712) (30,234)
Net cash provided by noncapital financing activities 14,791,918 6,973,165
Cash flows from capital and related financing activities:
Acquisition of capital assets (7,408,179) (5,019,875)
Contributions from the Government of Guam 5,524,790 1,270,592
Federal grants received 813,824 - 2,649,303
Net cash used for capital and related financing activities (1,069,565) (1,099,980)
Net change in cash 1,957,182 1,558,852
Cash at beginning of year 1,642,886 84,034
Cash at end of year 8 3,600,068 3 1,642,886
Summary of noncash noncapital financing activities:
Decrease in accounts payable - Government of Guam Retirement Fund  §$ - (12,299,633)
Transfers from Government of Guam - 12,299,633
$ N -
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GUAM MEMORIAL HOSPITAL AUTHORITY
(A Component Unit of the Government of Guam)

Statements of Cash Flows, Continued
Years Ended September 30, 2013 and 2012

Reconeiliation of operating loss to net cash used in
operating activities:
Operating loss
Adjustments to reconcile operating loss to net cash
used in operating activities:
Contractual adjustments and provisions for
uncollectible accounts
Depreciation
Retiree healthcare costs
Bad debts recovery
Recovery of provision for litigation
{(Increase) decrease in assets:
Patient accounts receivable
Note receivable
Other receivables
Inventory
Prepaid expenses
Increase (decrease) in liabilities:
Accounts payable - trade
Accounts payable - Government of Guam Retirement Fund
Accrued taxes and related liabilities
Accrued payroll and benefits
Accrued annual leave and sick leave
Unearned revenues
Other current liabilities

Net cash used in operating activities

See accompanying notes to financial statements.
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$

2013 2012

(33,771,046) $  (17,878,633)
71,863,340 64,223,700
4,423,908 4,399,179
1,991,175 1,938,983

(1,420) (957,794)

- (617,279)

(61,123,699) (54,820,219)
30,940 29,142
(317,688) 957,671
55,880 1,404,983
(64,569) 96,730
269,421 1,572,107
(605,498) (174,850)
761,963 (1,406,272)
2,377,223 438,108
474,497 214,637

- (3,489,526)

1,870,402 (245,000)
(11,765171) $  (4,314,333)




GUAM MEMORIAL HOSPITAL AUTHORITY
(A Component Unit of the Government of Guam)

Notes to Financial Statements
September 30, 2013 and 2012

{1) Reporting Entity

The Guam Memorial Hospital Authority (GMHA), a component unit of the Government of
Guam (GovGuam), was created on July 26, 1977 under Public Law No. 14-29 as an autonomous
agency of the Government of Guam. GMHA owns and operates the Guam Memorial Hospital
(the Hospital). The Hospital is licensed for 159 general acute care beds, 16 bassinettes, and 33
long-term beds. The Hospital provides all customary acute care services and certain specialty
services primarily to the residents of Guam. These include adult and pediatric, clinical and
ancillary medical services; and 24-hour emergency services. The Hospital derives a significant
portion of its revenues from third-party payors, including Medicare, GovGuam’s Medically
Indigent Program (MIP), Medicaid and commercial insurers.

GMHA operates under the authority of a nine-member Board of Trustees, all of whom are
appointed by the Governor of Guam with the advice and consent of the Guam Legislature.

GMHA’s financial statements are incorporated into the financial statements of GovGuam as a
component unit.

2 Summary of Significant Accounting Policies

GMHA prepares its financial statements as a business-type activity in conformity with applicable
pronouncements of the Governmental Accounting Standards Board (GASB).

_ Basis of Accounting

The financial statements of GMHA have been prepared on the accrual basis of accounting using
the economic resources measurement focus. Revenues, expenses, gains, losses, assets, deferred
outflows of resources, liabilities and deferred inflows of resources from exchange and exchange-
like transactions are recognized when the exchange transaction takes place. Operating revenues
and expenses include exchange transactions. GMHA considers revenues and costs that are
directly related to patient and other healthcare operations to be operating revenues and expenses.
Revenues and expenses related to financing and other activities are reflected as nonoperating.

Net Position

Net position represents the residual interest in GMHA’s assets and deferred outflows of
resources after liabilities and deferred mmflows of resources are deducted and consists of the
following section:

Net investment in capital assets — include capital assets restricted and unrestricted, net of
accumulated depreciation reduced by outstanding debt net of debt service reserve.

. Restricted nonexpendable - net position subject to externally imposed stipulations that
require GMHA to maintain the position permanently.

. Restricted expendable - net position whose use is subject to externaily imposed stipulations

that can be fulfilled by actions of GMHA pursuant to those stipulations or that expire with
the passage of time.

17
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GUAM MEMORIAL HOSPITAL AUTHORITY
{A Component Unit of the Government of Guam)

Notes to Financial Statements
Years Ended September 30, 2013 and 2012

Summary of Significant Accounting Policies, Continued

Net Position, Continued

. Unrestricted — net position that is not subject to externally imposed stipulations.
Unrestricted net position may be designated for specific purposes by action of management
or the Board of Trustees or may otherwise be limited by contractual agreements with
outside parties.

Estimates

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

Cash

Custodial credit risk is the risk that, in the event of a bank failure, GMHA’s deposits may not be
returned to it. Such deposits are not covered by depository insurance and are either
uncollateralized or collateralized with securities held by the pledging financial institution or held
by the pledging financial institution but not in the depositor-government’s name.

For purposes of the statements of net position and of cash flows, cash is defined as cash on hand,
cash held in demand accounts, and time certificates of deposit maturing within ninety days, but
excludes restricted cash. As of September 30, 2013 and 2012, cash and restricted cash is
$3,809,335 and $1,852,153, respectively, and the corresponding bank balances are $5,310,113
and $2,941,021, respectively, which are maintained in financial institutions subject to Federal
Deposit Insurance Corporation (FDIC) insurance. As of September 30, 2013 and 2012, bank
deposits in the amount of $250,000 and $2,941,021, respectively, are FDIC insured.

Restricted cash of $209,267 as of September 30, 2013 and 2012 represents reserve funds
pursuant to a loan agreement with a bank.

Patient Accounts Receivable

Accounts receivable for services provided to patients covered under the Medicare, MIP and
Medicaid programs, privately sponsored managed care programs for which payment is made
based on terms defined under formal contracts, and other payors (including self-pay) are recorded
at their estimated realizable values based on contractual billing rates or the Hospital’s standard
fees for non-contract payors. A provision for uncollectible accounts is based on management’s
evaluation of the collectability of current accounts and historical trends. Finance charges or
interest is not accrued for past due accounts. Uncollectible accounts are written-off against the
provision for the specific insurance program.

Management believes there are no significant credit risks associated with receivables from
government programs. Receivables from managed care programs and others are from various
payors who are subject to differing economic conditions. They do not represent any concentrated
credit risk to the Hospital. Management continually monitors and adjusts the estimated
allowances for contractual adjustments and uncollectible accounts.
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GUAM MEMORIAL HOSPITAL AUTHORITY
(A Component Unit of the Government of Guam)

Notes to Financial Statements
Years Ended September 30, 2013 and 2012

Summary of Significant Accounting Policies, Continued

Due from GovGuam

Amounts due from GovGuam consists of reimbursable expenditures from Federal grant awards
and recelvables from local appropriations.

Inventory

Inventory consists of pharmaceutical and other hospital supplies. The Hospital reports inventory
at the lower of cost, determined using an average historical cost, or market and is shown net of a
provision for obsolescence commensurate with known or estimated exposures.

Capital Assets

Capital assets consist of building and land improvements, long-term care facilities and movable
equipment. Building and land improvements acquired prior to June 30, 1978, are recorded at
their appraised values at June 30, 1978 with subsequent additions recorded at cost. Prior to
January 1, 2007, GMHA capitalized at the time of acquisition all expenditures of property and
equipment that equaled or exceeded $500 with a mimmum useful life of at least three years.
Subsequent to January 1, 2007, the capitalization policy for acquisitions was increased to $5,000.

Major renewals and betterments are capitalized, while maintenance and repairs, which do not
improve or extend the life of an asset, are charged to expense. Donated capital assets are
recorded at their fair market value at the date of donation. Depreciation is computed using the
straight-line method over the estimated useful life of each asset. Useful lives for capital assets
are based on the American Hospital Association Guide, Estimated Useful Lives of Depreciable
Hospital Assets, as follows:

Building and land improvements 10 - 40 years
Long - term care facilities 10 - 40 years
Movable equipment 3 - 20 years

Deferred Outflows of Resources

In addition to assets, the statements of net position will sometimes report a separate section for
deferred outflows of resources. This separate financial statement element, deferred outflows of
resources represents a consumption of net position that applies to a firture period and so will not
be recognized as an outflow of resources (deduction of net position) until then. GMHA has no
items that qualify for reporting in this category.

Compensated Absences

Compensated absences are recorded as a long-term liability in the statements of net position.
Amounts estimated to be paid during the next fiscal year are reported as current liabilities.
Vacation pay is convertible to pay upon termination of employment.

In accordance with Public Law No. 27-5 and Public Law No. 28-68, employee vacation rates are
credited at either 104, 156 or 208 hours per year, depending upon their length of service.
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Years Ended September 30, 2013 and 2012

Summary of Significant Accounting Policies, Continued

Compensated Absences, Continued

1. One-half day (4 hours) for each full bi-weekly pay period in the case of employees with less
than five (5) years of service;

2. Three-fourths day (6) hours for cach full bi-weekly pay period in the case of employees with
more than five (5) years of service but less than fifteen (15) years of service; and

3. One (1) day (8 hours) for each full bi-weekly pay period in the case of employees with more
than fifteen (15) years of service.

The statutes further amended the maximum accumulation of such vacation credits from 480 to
320 hours. Employees who have accumulated annual leave in excess of 320 hours as of February
28, 2003, may carry over their excess and shall use the excess amount of leave prior to retirement
or termination from service. Any unused leave over 320 hours shall be lost upon retirement.

Public Law No. 26-86 allows employees who participate in the Defined Contribution Retirement
System to receive a lump sum payment of one-half of their accumulated sick leave upon
retitement. At September 30, 2013 and 2012, GMHA has accrued an estimated sick leave
liability of $3,459,430 and $3,064,562, respectively. However, this amount is an estimate and
the actual payout may be materially different than estimated.

Unearmed Revenues

Unearned revenue is recognized when cash, receivables or other assets are recorded prior to
being earned. The unearned revenue of $3,600,000 as of September 30, 2013 relates to advance
appropriations received from the Government of Guam pursuant to Public Law 32-68 or known
as the “General Appropriations Act of 2014™.

Deferred Inflows of Resources

In addition to liabilities, the statements of net position will sometimes report a separate section
for deferred inflows of resources. This separate financial statement element, deferred inflows of
resources represents an acquisition of net position that applies to a future period and so will not
be recognized as an inflow of resources (addition to net position) until then. GMHA has no
items that qualify for reporting in this category.

Net Patient Service Revenues

GMHA has agreements with third-party payors that provide for payments to the Hospital at
amounts different from its established fees. Net patient service revenue is reported at the
estimated net realizable amounts from patients, third-party payors, and others for services
rendered, including estimated retroactive revenue adjustments under reimbursement agreements
and a provision for uncollectible accounts. Retroactive adjustments are accrued on an estimated
basis in the period the related services are rendered and adjusted in future periods as final
settlements are determined.
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GUAM MEMORIAL HOSPITAL AUTHORITY
(A Component Unit of the Government of Guam)

Notes to Financial Statements
Years Ended September 30, 2013 and 2012

Summary of Significant Accounting Policies. Continued

GovGuam Contributions

GMHA receives financial support from GovGuam in the form of supplemental appropriations
and subsidies, including on-behalf payments. As these supplemental appropriations and
subsidies are for noncapital purposes, regardless of restrictions, they are classified as noncapital
contributions and are included as nonoperating revenues in the statements of revenues, expenses
and changes in net position. GovGuam contributions that are restricted for acquiring or
improving capital assets are reported as capital grants and contributions in the statements of
revenues, expenses and changes in net position.

Federal Grant Award Revenues and Contributions

From time-to-time, GMHA receives Federal grant awards and contributions from the Federal
Emergency Management Administration, the U. S. Department of Health and Human Services
for the Bioterrorism Hospital Preparedness Program, and the U.S. Department of the Interior
(Compact Impact) passed-through GovGuam as well as contributions from individuals, non-
profit organizations, and private organizations. Revenues from federal awards and contributions
(including contributions of capital assets) are recognized when all eligibility requirements,
including time requirements, are met. Federal awards and contributions may be restricted for
either specific operating purposes or for capital acquisitions. Amounts restricted to capital
replacement and expansions are reported as capital grants and contributions in the statements of
revenues, expenses and changes in net position.

Estimated Malpractice Cosis

The provision for estimated medical malpractice claims includes estimates of the ultimate costs
for both reported claims and claims incurred but not reported.

Income Taxes

As an instrumentality of GovGuam, GMHA and all property acquired by or for the Hospital, and
all revenues and income are exempt from taxation by GovGuam.

Risk Management

GMHA is exposed to various risks of loss from torts; theft of, damage to, and destruction of
assets; errors and omissions; employee injuries and illnesses; natural disasters; and employee
health, dental and accident benefits. Commercial insurance coverage is purchased for claims
arising from such matters. Settled claims have not exceeded this commercial coverage in any of
the three preceding years. GMHA is self-insured for medical malpractice claims and judgments.
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GUAM MEMORIAL HOSPITAL AUTHORITY
(A Component Unit of the Government of Guam)

Notes to Financial Statements
Years Ended September 30, 2013 and 2012

(2) Summary of Significant Accounting Policies, Continued

Pledsed Revenues

GMHA has pledged, in addition to the full faith and credit of the Government of Guam, all future
gross revenues to repay a $12 million bank loan issued in fiscal year 2011. Note proceeds were
used to retire current liabilities. The note is payable from total operating revenues and is payable
through 2018. Annual interest and principal related payments are expected to require less than
1.8% of total operating revenues (based on 2013 data). The total interest and principal remaining
on the notes as of September 30, 2013 and 2012 is $14,007,808 and $14,714,278, respectively.
Principal and interest paid for fiscal years 2013 and 2012 were $1,255,603, for each year, and
total operating revenues for fiscal years 2013 and 2012 were $69,867,610 and $85,620,011,
respectively.

New Accounting Standards

During the year ended September 30, 2013, GMHA implemented the following pronouncements:

e  (GASB Statement No. 60, Accounting and Financial Reporting for Service Concession
Arrangements, which addressed how to account for and report service concession
arrangements (SCAs), a type of public-private or public-public partnership that state and
local governments are increasingly entering into. The implementation of this statement did
not have a material effect on the accompanying financial statements.

. GASB Statement No. 61, The Financial Reporting Entity: Omnibus, which improved
financial reporting for governmental entities by amending the requirements of Statements
No. 14, The Financial Reporting Entity, and No. 34, Basic Financial Statements - and
Management’s Discussion and Analysis - for State and Local Governments, to better meet
user needs and address reporting entity issues that have come to light since those
Statements were issued in 1991 and 1999, respectively. The implementation of this
statement did not have a material effect on the accompanying financial statements.

. GASB Statement No. 62, Codification of Accounting and Financial Reporting Guidance
Contained in Pre-November 30, 1989 FASB and AICPA Pronouncements, which enhanced
the usefulness of its Codification by incorporating guidance that previously could only be
found in certain Financial Accounting Standards Board (FASB) and American Institute of
Certified Public Accountants (AICPA) pronouncements issued on or before November 30,
1989, which does not conflict or contradict GASB proncuncements. GASB Statement No.
62 superseded GASB Statement No. 20, Accounting and Financial Reporting jfor
Proprietary Funds and Other Governmental Entities That Use Proprietary Fund
Accounting. The implementation of this statement did not have a material effect on the
accompanying financial statements.
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(2) Summary of Significant Accounting Policies. Continued

New Accounting Standards, Continued

o GASB Statement No. 63, Financial Reporting of Deferred Outflows of Resources, Deferred
Inflows of Resources, and Net Position, which established guidance for reporting deferred
outflows of resources, deferred inflows of resources, and net position in a statement of
financial position, and GASB Statement No. 65, ltems Previously Reported as Assets and
Liabilities, which clarifies the appropriate reporting of deferred outflows of resources and
deferred inflows of resources to ensure consistency in financial reporting. These
Statements amend the net asset reporting requirements in Statement No. 34, Basic
Financial Statements - and Management’s Discussion and Analysis - for State and Local
Governments, and other pronouncements by incorporating deferred outflows of resources
and deferred inflows of resources into the definitions of the required components of the
residual measure and by renaming that measure as net position, rather than net assets. With
the implementation of GASB Statement No. 63 and Statement No. 65, the Statement of Net
Assets was renamed the Statement of Net Position. In addition, the Statement of Net
Position includes two new classifications separate from assets and liabilities. Amounts
reported as deferred outflows of resources are reported in a separate section following
assets. Likewise, amounts reported as deferred inflows of resources are reported in a
separate section following liabilities.

In April 2012, GASB issued Statement No. 66, Technical Corrections - 2012, which enhances
the usefulness of financial reports by resolving conflicting accounting and financial reporting
guidance that could diminish the consistency of financial reporting. The provisions of this
statement are effective for periods beginning after December 15, 2012. Management has not yet
determined the effect of implementation of this statement on the financial statements of GMHA.

In June 2012, GASB issued Statement No. 67, Financial Reporting for Pension Plans, which
revises existing guidance for the financial reports of most pension plans, and Statement No. 68,
Aceounting and Financial Reporting for Pensions, which revises and establishes new financial
reporting requirements for most governments that provide their employees with pension benefits.
The provisions in Statement 67 are effective for financial statements for periods beginming after
June 15, 2013. The provisions in Statement 68 are effective for fiscal years beginning after June
15, 2014. Management has not yet determined the effect of implementation of these statements
on the financial statements of GMHA.

In January 2013, GASB issued Statement No. 69, Government Combinations and Disposals of
Government Operations, which improves accounting and financial reporting for state and local
governments' combinations and disposals of government operations. Government combinations
include mergers, acquisitions, and transfers of operations. A disposal of government operations
can occur through a transfer to another government or a sale. The provisions in Statement 69 are
effective for fiscal years beginning after December 15, 2013. Management has not yet
determined the effect of implementation of this statement on the financial statements of GMHA.
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Notes to Financial Statements

Years Ended September 30, 2013 and 2012

Summary of Significant Accounting Policies, Continued

New Accounting Standards, Continued

In April 2013, GASB issued Statement No. 70, Accounting and Financial Reporting for
Nonexchange Financial Guarantees, which requires a state or local government guarantor that
offers a nonexchange financial guarantee to another organization or government to recognize a
liability on its financial statements when it is more likely than not that the guarantor will be
required to make a payment to the obligation holders under the agreement. The provisions in
Statement 70 are effective for fiscal years beginning after June 15, 2013. Management has not
yet determined the effect of implementation of this statement on the financial statements of

GMHA.

Patient Accounts Receivable

GMHA grants credit without collateral to its patients, many of whom are Guam residents and are
insured under third-party payor agreements. Patient accounts receivable at September 30, 2013

and 2012, consist of:

Account referrals - Department of Revenue and Taxation
Self-pay Patients

Medically Indigent Program

Local Third-Party Payor and Other

Medicaid Assistance Program

Medicare

Collection agencies and other

Less allowance for uncollectible accounts

$

Patient accounts receivable from “Local Third-Party Payor and Other” includes receivables from
GovGuam of $984,308 and $3,678,896 as of September 30, 2013 and 2012, respectively, for

healthcare services.

During fiscal years 2013 and 2012, GMHA collected $2,611,816 and $10,378,070, respectively,

2013 2012
$ 79,822,299 $ 78,801,597
30,218,100 24,124,639
8,997,795 13,881,149
26,018,958  24.941,601
19,709,627 19,270,180
190,473,446 12,787,414
51340745 _46.732.268
235,580,970 220,538,848

(214.727,608) (187,797,151)

20,853,362 $ 32,741,697

from accounts referred to the Department of Revenue and Taxation.
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Notes to Financial Statements
Years Ended September 30, 2013 and 2012

(4)  Note Receivable
In February 2008, GMHA accepted a promissory note from a collection agency in the amount of
$312,431 for outstanding collections of delinquent patient accounts. The note bears a fixed
interest of 6% and matures on February 1, 2018. At September 30, 2013 and 2012, the balance
of the note was $161,144 and $192,084, respectively.
(5) _ Other Receivables
The Hospital grants credit without collateral to customers primarily located on Guam for catering
services and supplies issuances. Other receivables at September 30, 2013 and 2012, consist of:
2013 2012
Government of Guam:
Department of Mental Health and Substance Abuse $ 81,773 $ 75,558
Guam Fire Department 292,712 292,712
Other 319,547 8.074
694,032 376,344
Less allowance for uncollectible accounts (374.801) (376,221)
$ 319231 $ 123
(6) _ Inventory
Inventory at September 30, 2013 and 2012, consists of the following:
2013 2012
Pharmaceuticals, drugs and medicine $ 1,446,388 § 2,048,989
Medical and pharmaceutical supplies 1,982,460 1,836,400
Dietary food supplies 63.375 -
3,492,223 3,885,389
Less allowance for obsolescence (162.714) {500.000)
$ 3329.509 § 3.385.389
(7). Capital Assets

Capital assets activity for the years ended September 30, 2013 and 2012 was as follows:

2013
Transfers Transfers
Balance and and Balance
October 1, Additions Deletions September 30,
Depreciable assets:
Building and land improvements $ 65,418,684 § - 8 - $ 65418684
Long-term care facility 11,021,985 - - 11,021,985
Movable equipment 24.110.253 2.886.780 (533.451) 26,463.582
100,550,922 2,886,780 (533,451) 102,904,251
Less accumulated depreciation
and amortization (67.524.205) (4.423.,908) 528.855 {71.419.258)
33,026,717 (1,537,128) (4,596) 31,484,993
Non-depreciable assets:
Construction in progress 4.171.579 6.442.708 (1.916.713) 8.697.574
Total capital assets, net $ 37198296 5 4905580 §$(1.921.309) $ 40,182,567
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(1 Capital Assets, Continued
2012
Transfers Transfers
Balance and and Balance
October 1. Additions Deletions  September 30,
Depreciable assets:
Building and land improverments $ 63,357,114  § 2,179.834 § (118,264} % 65,418,684
Long-term care facility 11,021,985 - - 11,021,985
Movable equipment 24,723,463 787.933 (1.401,143y 24,110,253
99,102,562 2,967,767 (1,519,407) 100,550,922
Less accumulated depreciation
and amortization {64.637.681) (4.399.179) 1,512,655 (67,524 .205)
34,464,881 (1,431,412) (6,752) 33,026,717
Non-depreciable assets:
Construction in progress 2,112,719 4,238.694 {2,179.834) 4,171,579
Total capital assets, net $ 36,577,600 $ 2807282 $(2,186586) % 37,198,296
(8) Due to GovGuam Retirement Fund (“GGRE™)

GMHA owed GGRF employer and member contributions under the Defined Benefit Plan (DB)
for payroll periods from fiscal years ended September, 1998 through September, 2004. GMHA
was assessed interest and penalties on these unpaid contributions in accordance with 4 Guam
Code Annotated § 8137, Retirement of Public Employees, which stated that GGRF would impose
interest at a rate equivalent to the average rate of return on its investments from the previous
fiscal year and a 1% penalty for delinquent payments.

Public Law No. 28-38, passed in June 2005 required that GovGuam’s general fund remit
“interest-only” payments monthly to GGRF for the aforementioned liabilities. The law indicated
that monthly payments, totaling $190,501, would continue until the outstanding balance is fully
paid. However, if the obligations were not paid within ten years following the enactment of
Public Law No. 28-38, payments by GMHA would resume per 4 Guam Code Annotated § 8137.
Public Law No. 30-196 passed in August 2010 and Public Law No. 31-74 passed in June 2011
amended Public Law No. 28-38. Public Law No. 30-196 changed the calculation of interest
owed to GGRF and Public Law 31-74 provided for the inclusion of GMHA’s delinquent
retirement contributions for fiscal year 2011 to the balance of GMHA’s prior years’ retirement
liabilities as identified in Public Law 28-38.

During fiscal year 2012, GovGuam issued General Obligation Bonds and used $12 million from
the proceeds to pay GMHA’s lability to GGRF, including the aforementioned liabilities.

During the fiscal years ended September 30, 2013 and 2012, GovGuam’s general fund paid
interest totaling $0 and $573,121, respectively, for GMHA.
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{8} __Due to GovGuam Retirement Fund (“GGRF")}. Continued
At September 30, 2013 and 2012, accounts payable due to GGRF reported as current liabilities
consist of the following:
2013 2012

Employer and member contributions of: :

Current fiscal year (DB) Plan $ 139,273 § 315,280

Unfunded liability 326,018 589,198

Prior fiscal years (DB Plan) - 22,678
Employer and member contributions of current

fiscal year (DCRS Plan) - 124,282
Supplemental annuities/COLA benefits for retirees 1,507,004 1,507,004
Interest and penalties - 19,218
Others - 133

$ 1972205 $ 2577793
At September 30, 2013 and 2012, amounts due to GGRF included an outstanding obligation of
$1,507,004 for supplemental benefits for the Hospital’s retirees who retired prior to October 1,
1995 and Cost of Living Allowance (COLA) benefits for those employees who retired prior to
October 1, 2001. In accordance with Public Law No. 26-35, as amended by Public Law No. 26-
49, GMHA was among various autonomous agencies required to reimburse GGRF for certain
supplemental benefits paid to its retirees by GGRF.
Statutory employer contributions for DCRS plan members for the years ended September 30,
2013 and 2012 are determined using the same rates as the DB Plan. Of the amount contributed
by the employer, 5% of the member’s regular pay is deposited into the member’s individual
investment account. The remaining amoumt is contributed towards the unfunded liability of the
DB plan. At September 30, 2013 and 2012, GMHA’s unpaid contributions toward the unfunded
liability of the DB Plan amounted to $326,018 and $589,198, respectively.
()] Long-Term Debt and Other Liabilities

As of September 30, 2013 and 2012, long-term debt consists of:
2013

[
—
[\l

Note payable to a bank, in an original amount of $12
million, variable interest at 1% over bank's reference
rate subject to a minimum interest of 6.5% and
maximum interest of 9.5%, due in monthly
installments of principal and interest of $104,634
beginning April 2011 through January 2018, all
remaining balance due on January 31, 2018. The
note is collateralized by the full faith and credit of
the Government of Guam and all of the revenues of
GMHA. $ 10,753,125  $ 11,292,872

Less current portion (814.082) (541.763)
$ 9939043 § 10.751,109
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Notes to Financial Statements

Years Ended September 30, 2013 and 2012

On January 31, 2011, GMHA entered into a $12 million bank loan. Proceeds of the loan were to
be used when a cash shortage threatened GMHA and would not be used for the hiring of non-
healthcare professionals who did not provide direct care or patient care support. The loan was
guaranteed by the Government of Guam and entitled to the full faith and credit of the
Government of Guam. Pursuant to the loan agreement, GMHA pledged all of its revenues.

Management is of the opinion that compliance with applicable loan covenants occurred during
the year ended September 30, 2013.

In January 2014, GMHA entered into a $25 million bank loan to pay off the January 2011 bank
loan and for other purposes permitted by law.

As of September 30, 2013, future maturities of long-term debt are as follows:

Year ending September 30,

2014
2015
2016
2017
2018

2019-2023

2024

Principal Interest Total
814,082 $ 611,953 $ 1,426,035
852,919 501,381 1,354,300
897,504 456,798 1,354,302
947,061 407,241 1,354,302
997,995 356,306 1,354,301

5,854,378 917,125 6,771,503
389,186 3,879 393.065

$ 10,753,125 $ 3,254,683 $ 14,007,808

The changes in long-term liabilities for the years ended September 30, 2013 and 2012, are as

follows:

Note payable
Ammual leave
Sick leave

Note payable
Annual leave
Sick leave

Balance
October 1,
2012

$ 11,292,872
3,693,037
3.064.562

$ 18,050.471

Balance
October 1,
2011

§ 11,890,946

3,702,156
2,840,806

% 18433908

Additions
$ -

2,897,917
1.896.,808

$ 4,794,725

Additions
3 -

2,862,137
1.869.752

$ 4,731,889
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Balance
September

Reductions 30,2013
3 (539,747) $ 10,753,125
(2,818,288) 3,772,666
{1.501.940) 3.459.430
$ (4.859975) §17.98522]

Balance

September

Reductions 30,2012
$ (598,074) $11,292 872
(2,371,256) 3,693,037
(1.645.996) 3,064,562
$(5,115326) $18.,050471

Due Within
One Year

$ 814,082
1,613,189

$ 2427271

Due Within
One Year

$ 541,763
1,616,540

$ 2158303



(10)

GUAM MEMORIAL HOSPITAL AUTHORITY
(A Component Unit of the Government of Guam)

Notes to Financial Statements
Years Ended September 30, 2013 and 2012

Medical Malpractice/Emplovment and Personnel Claims

(11)

GMHA is self-insured for malpractice. GMHA’s exposure under malpractice claims is limited to
$300,000 per claim by the Government Claims Act. GMHA is the defendant in claims, mcluding
claims for employment and personnel matters, which are pending review or are expected to go to
litigation. While GMHA. intends to pursue an aggressive defense of these cases and claims, the
possibility exists that some may result in material monetary damages being awarded to claimants
or plaintiffs. Hospital management is of the opinion that resolution of these claims will not have
a material impact on the accompanying financial statements.

Employee Retirement Plans

Defined Benefit Plan

Plan Description:

GMHA participates in the GovGuam Defined Benefit (DB) Plan, a cost-sharing multiple-
employer defined benefit pension plan administered by the GovGuam Retirement Fund (GGRF).
The DB Plan provides retirement, disability, and survivor benefits to plan members who enrolled
in the plan prior to October 1, 1995. Cost-of-living adjustments are provided to members and
beneficiaries at the discretion of the Guam Legislature. Article 1 of 4 GCA 8, Section 8105,
requires that all employees of GovGuam, regardless of age or length of service, become members
of the DB Plan prior to the operative date. Employees of a public corporation of GovGuam,
which includes GMHA, have the option of becoming members of the DB Plan prior to the
operative date. All employees of GovGuam, including employees of GovGuam public
corporations, whose employment commences on or after October 1, 1995, are required to
participate in the Defined Contribution Retirement System (DCRS). Hence, the DB Plan became

a closed group.

A single actuarial valuation is performed annually covering all plan members and the same
contribution rate applies to each employer. GGRF issues a publicly available financial report
that includes financial statements and required supplementary information for the DB Plan. That
report may be obtained by writing to the Government of Guam Retirement Fund, 424 A Route 8,
Maite, Guam 96910, or by visiting GGRF’s website — www.ggrf.com.

Funding Policy:

As a result of actuarial valuations performed as of September 30, 2011, 2010, and 2009,
contribution rates required to fully fund the Retirement Fund liability, as required by Guam law,
for the years ended September 30, 2013, 2012 and 2011, respectively, have been determined by
the Guam Legislature as follows:

2013 2012 2011

Normal costs (% of DB Plan payroll) 17.52% 17.07%  17.00%
Employee contributions (DB Plan employees) 9.50% 9.50% 9.50%
Employer portion of normal costs (% of DB Plan payroll) _8.02% 7.57% 7.50%
Employer portion of normal costs (% of total payroll) 3.00% 3.03% 3.03%
Unfunded liability cost (% of total payroll) 2433% 23.75% 2L.75%
Government contribution as a % of total payroll 27.33% 26.78%  24.78%
Statutory contribution rates as a % of DB Plan payroll:

Employer 30.09% 2830% 27.46%

Employee 9.50% 9.50% 9.50%
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Emplovee Retirement Plans, Continued

Defined Benefit Plan, Continued

Public Law 31-74 passed in June 2011 provided for a reduction in the employer contribution rate
from 27.46% to 21.93% for the period between June 2011 and September 2011.

GMHA’s contributions to the DB Plan for the years ended September 30, 2013, 2012 and 2011
were $2,934,787, $3,046,820 and $2,992,302 respectively, which were equal to the required
contributions for the respective years then ended.

Defined Contribution Retirement System (DCRS)

Contributions into the DCRS plan by members are based on an automatic deduction of 5% of the
member’s regular base pay. The contribution is periodically deposited into an individual
investment account within the DCRS. Employees are afforded the opportunity to select from
different investment options available under the DCRS.

Statutory employer contributions for DCRS plan payroll are determined using the same rates as
the DB Plan. Of the amount contributed by the employer, only the equivalent of 5% of the
member’s regular pay is deposited into the member’s individual investment account. The
remaining amount is contributed towards the unfunded liability of the defined benefit plan.
GMHA'’s contributions toward the unfunded liability of the DB Plan for the years ended
September 30, 2013, 2012 and 2011 were $8,556,676, $8,139,145 and $6,817,544 respectively,
which were equal to the required contributions for the respective years then ended.

Members of the DCRS plan, who have completed five years of government service, have a
vested balance of 100% of both member and employer contributions plus any earnings thereon.

GMHA'’s contributions to the DC Plan for the years ended September 30, 2013, 2012 and 2011
were $1,632,868, $1,665,883, and $1,640,628 respectively, which were equal to the required
contributions for the respective years then ended.

Other Post Employment Benefits

GovGuam, through its substantive commitment to provide other post-employment benefits
(OPEB), maintains a cost-sharing multiple-employer defined benefit plan to provide certain post-
retirement healthcare benefits to retirees who are members of the GovGuam Retirement Fund.
Under the Plan, known as the GovGuam Group Health Insurance Program, GovGuam provides
medical, dental, and life insurance coverage. The retiree medical and dental plans are fully-
insured products provided through insurance companies. GovGuam shares in the cost of these
plans, with GovGuam’s conitribution amount set each year at renewal. Current statutes prohibit
active and retired employees from contributing different amounts for the same coverage. As
such, GovGuam contributes substantially more to the cost of retiree healthcare than to active
healthcare. For the life insurance plan, GovGuam provides retirees with $10,000 of life

insurance coverage through an insurance company. Retirees do not share in the cost of this

coverage.
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Employee Retirement Plans., Continued

a2)

Other Post Employment Benefits. Continued

Because the Plan consists solely of GovGuam’s firm commitment to provide OPEB through the
payment of premiums to insurance companies on behalf of its eligible retirees, no stand-alone
financial report is either available or generated.

During the years ended September 30, 2013, 2012 and 2011, GMHA recognized certain on-
behalf payments as transfers from GovGuam, totaling $1,991,175, $1,938,983 and $2,170,712,
respectively, representing certain healthcare benefits that GovGuam’s general fund paid directly
on behalf of GMHA retirees and were equivalent to the required contribution for those years.

Patient Service Revenue

GMHA has agreements with third-party payors that provide for payments to GMHA at amounts
different from its established rates. A summary of the payment arrangements with major third-
party payors follows:

Medicare - Inpatient acute care services and outpatient services rendered to Medicare
program beneficiaries are paid at prospectively determined rates. Rates for the long-term
care facility vary according to a patient classification systern that is based on clinical,
diagnostic, and other factors. Inpatient nonacute services and defined capital and medical
education costs related to Medicare beneficiaries are paid based on a cost reimbursement
methodology. GMHA is reimbursed for cost reimbursable items at a tentative rate with
final settlement determined after submission of annual cost reports by GMHA. and audits
thereof by the Medicare fiscal intermediary. At September 30, 2013 and 2012, GMHA
recorded a $2.9 million and $1.9 million receivable, respectively, relative to medicare cost
settlements.

Medicaid Assistance Program and Medically Indigent Program (MIP)} - GMHA is
reimbursed for the cost of inpatient and outpatient services rendered under the programs
administered by the GovGuam Department of Public Health and Social Services. During
each fiscal year, GMHA is reimbursed on a perdiem rate for in-patient and a percentage
changes for out-patient.

Gross patient revenue from the Medicare, Medicaid and MIP programs accounted for
approximately 22 percent, 20 percent and 8 percent, respectively, of GMHA’s gross patient
revenue for the year ended September 30, 2013, and 22 percent, 16 percent and 10 percent,
respectively, of GMHA’s gross patient revenue for the year ended September 30, 2012. Laws
and regulations governing the Medicare and Medicaid programs are extremely complex and
subject to interpretation. As a result, there is at least a reasonable possibility that recorded
estimates will change by a material amount in the near term.

GMHA also has entered into payment agreements with certain commercial insurance carriers.
The basis for payment to GMHA under these agreements includes discounts from established
charges.
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(12) Patient Service Revenue, Continued
Patient service revenues for the years ended September 30, 2013 and 2012 are as follows:
2013 2012
Services provided to Medicaid patients $ 28,507,222 § 23,587,362
Services provided to Medicare patients 31,659,853 32,350,799
Services provided to MIP patients 11,354,251 14,424,804
Services provided to Self-pay patients 25,873,933 28,874,271
Self-pay (“charity care™) payments through GMHA
Pharmaceuticals Fund - 2,159,002
Services provided to Other patients 43,729,603 46,905,910
141,124,862 148,302,148
Less contractual adjustments and provisions for
uncollectible accounts (71,863.340) (64.223.700)
Net patient service revenue $ 69,261,522 $ _84,078.448
Services provided to Medicaid patients for the years ended September 30, 2013 and 2012
included $6,862,641 and $6,477,005, respectively, in revenues paid through the GMHA
Pharmaceutical Fund.
(13) _ Transfers from the Government of Guam (GovGuam)

During the years ended September 30, 2013 and 2012, GovGuam passed supplemental
appropriations in public laws from the General Fund and various special revenue funds for
certain specific programs and financial assistance, which are summarized as follows:

2013 012
GMHA Pharmaceuticals Fund $ 9,150,154 $ 8,636,007
Healthy Futures Fund 2,457,639 2 706 308
General Fund 2,225,415 2 060 918
General Fund — on behalf payments 1,991,175 1,93 8,983
GMHA Healthcare Trust and Development Fund 310,006 -
Tobacco Bond Proceeds 43,434 320,000
General Fund — Bond Proceeds - 12,299,633

$ 16177823 § 27.961.849

In accordance with Public Law 31-233, GovGuam appropriated $9,150,054 from the GMHA
Pharmaceuticals Fund, $2,457,639 from the Healthy Futures Fund and $2,225,415 from the
General Fund for the year ended September 30, 2013. Of the $9,150,054 appropriations from
the GMHA Pharmaceutical Fund, $6,862,641 or seventy-five percent (75%) was credited to
Medicaid patient receivables. GMHA recorded the remaining $2,287,413 as non-operating
revenues.

In accordance with Public Law 31-77, GovGuam appropriated $8,636,007 from the Guam
Memorial Hospital Authority Pharmaceuticals Fund for the year ended September 30, 2012. Of
this amount, $6,477,005 or seventy-five percent (75%) was credited to Medicaid patient
receivables. GMHA applied the remaining $2,159,002 to billing for services provided to “charity
care” patients.
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13 Transfers from the Government of Guam (GovGuam), Continued

Public Law 32-60 established the GMHA Healthcare Trust and Development Fund which
provided 60% of funds collected from gaming tax be allocated to GMHA for subsidizing the
establishment and operation of an urgent healthcare center within the GMHA facility. I'or the
year ended September 30, 2013, GMHA accrued $310,006 pursuant to this Public Law.

In accordance with Public Law 31-196, GovGuam appropriated $12,299,633 from bond proceeds
to pay GMHAs past due GovGuam Retirement Fund liabilities, which were paid directly to the
GovGuam Retirement Fund during the year ended September 30, 2012.

In accordance with Public Law 31-77, GovGuam appropriated $2,706,308 from the Healthy
Futures Fund and $2,060,918 from the General Fund for the year ended September 30, 2012.
Further, under Public Law 31-77, GovGuam reprogrammed and appropriated $320,000 from the
2007 Tobacco Bond Proceeds and funds from the available interest of the Tobacco Asset Backed
Bonds 2001 Series B for the year ended September 30, 2012 for GMHA’s working capital
expenditures.

During the years ended September 30, 2013 and 2012, GMHA recognized certain on-behalf
payments as transfers from GovGuam, totaling $1,991,175 and $1,938,983, respectively,
representing certain healthcare benefits that GovGuam’s general fund paid directly on behalf of
Hospital retirees.

(14)  Concentrations of Credit Risk

The Hospital grants credit without collateral to its patients, most of who are residents of Guam
and are either insured under third-party payor agreements or uninsured. The mix of receivables
from patients and third-party payors at September 30, 2013 and 2012, was as follows:

2013 2012
Self-Pay Patients 47% 47%
Local Third-Party Payor and Other 33% 32%
Medicaid Assistance Program 8% 9%
Medicare 8% 6%
Medically Indigent Program A% _ 6%

100% 100%

(15) Commitiments and Contingencies

Contract Commitments

Contract commitments in connection with projects currently in construction approximate
$1,886,881 at September 30, 2013. During fiscal year 2012, GMHA began a $7.6 million capital
project to renovate its ICU and Emergency Departments. The project will be substantially
completed in fiscal year 2014.
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GUAM MEMORIAL HOSPITAL AUTHORITY
(A Component Unit of the Government of Guam)

Notes to Financial Statements
Years Ended September 30, 2013 and 2012

Commitments and Contingencies. Continued

Medicare

The Government of Guam and its component units, including GMHA, began withholding and
remitting funds to the U.S. Social Security System for the health insurance component of its
salaries and wages effective October 1998 for employees hired after March 31, 1986. Prior to
October 1998, the Government of Guam did not withhold or remit Medicare payments to the
U.S. Social Security System. If the Government is found to be liable for such amounts, an
indeterminate liability could result. It is the opinion of GMHA and all other component units of
the Government of Guam that this health insurance component is optional prior to October 1998.

Therefore, no liability for any amount, which may ultimately arise from this matter, has been
recorded in the accompanying financial statements.

Litigation

GMHA is involved in litigation arising in the course of business. After consultation with legal
counsel, management estimates that these matters will be resolved without material adverse
effect on the accompanying financial statements.

Retroactive Pay

On October 12, 2011, the Office of the Governor issued Executive Order No. 2011-14 which
ordered the freezing of salary step increases for employees of line agencies and instrumentalities
of the Executive Branch of the Government of Guam. On May 13, 2013, Executive Order No.
2013-004 was issued rescinding Executive Order No. 2011-14 and lifting the freeze on salary
step increases. As of September 30, 2013, GMHA recorded retroactive pay, related to fiscal
years 2012 to 2013, of $1,954,956 which was included in accrued payroll and benefits in the
accompanying statements of net position.

Merit System

In 1991, Public Law 21-59 was enacted to establish a bonus system for employees of GovGuam,
autonomous and semi-autonomous agencies, public corporations and other public
instrumentalities of GovGuam who earn a superior performances grade. The bonus is calculated
at 3.5% of the employee’s base salary beginning 1991. GMHA. did not pay any bonuses pursuant
to the law from 1991 through 2002. In 2003, GMHA adopted a merit system similar to the
GovGuam merit system. GMHA has assessed the impact of the requirements of the law for
fiscal years 1991 through 2013. As of September 30, 2013, GMHA recorded merit payable of
$182,552 related to fiscal years 2011 to 2013 which is included in accrued payroll and benefits in
the accompanying statements of net position.

Unpaid Taxes

GMHA has not made required payments of withholding taxes for certain quarters of tax years
2010 and 2011. As a result, GMHA may incur penalties and interest. GMHA is of the opinion
that it has adequately accrued for the amount of interest and penalties that may ultimately be
assessed.
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GUAM MEMORIAL HOSPITAL AUTHORITY
(A Component Unit of the Government of Guam}

Notes to Financial Statements
Years Ended September 30, 2013 and 2012

Commitments and Contingencies, Continued

(16}

Federal Award Programs

GMHA has received federal grants for specific purposes that are subject to review and audit by
the grantor agencies. Questioned costs for the 2013 and prior year audits amounted to
$2,201,988. If the questioned costs are ultimately disallowed, GMHA would be liable for the
return of such funds. However, no liability, which may arise from the ultimate outcome of this
matter, has been provided for in the accompanying financial statements. Audits of federal
program funds are also performed by various federal agencies. If the audits result in cost
disallowances, GMHA may be liable. However, management does not believe that resolution of
this matter will result in a material liability. Therefore, no liability for any amount, which may
ultimately arise from these matters, has been recorded in the accompanying financial statements.

Dependency on the Government of Guam

(17)

GMHA has incurred losses from operations of $33,771,046 and $17,878,633 and negative cash
flows from operations of $11,765,171 and $4,314,333 for the years ended September 30, 2013
and 2012, respectively. At September 30, 2013 and 2012, GMHA’s deficiencies on delinquent
and unpaid retirement contributions, including interest and penalties, with the GovGuam
Retirement Fund were $1,972,295 and $2,577,793, respectively. GMHA recorded contractual
adjustments and provisions for uncollectible accounts of $71,863,340 and $64,223,700 for the
fiscal years ended September 30, 2013 and 2012, respectively.

GMHA management has taken the following actions and measures to address losses from
operations and negative cash flows from operations:

» Management is critically evaluating staffing patterns to ensure that quality and patient safety
goals are met with “prudent” staffing.

s Management has asked the Government of Guam for financial assistance through the
Department of Public Health and Social Services programs and for alternative funding of
self-pay patients.

e Management is requesting “relief” from the contribution burden for the Retirement fund.
e Management plans‘to complete its negotiations with Guam insurers by August 1, 2014,

» Management 1s pursuing “re-basing” from CMS that will provide greater reimbursement for
services to Medicare patients.

o Management is reviewing GMHA fees for its clinical and professional services.
Management has introduced fee increases to the community and to the Guam Legislature.

Management believes that the continuation of the Hospital’s operations is dependent upon the
future payment of medical services underwritten by the Government of Guam, continued
compensation by the Government of Guam for the cost of services provided under the Medicaid
and Medically Indigent Program, the collection of long outstanding patient receivables, and/or
improvements in operations.

Subsequent Event

In January 2014, GMHA entered into a $25 million bank loan to pay off the January 2011 bank
loan and for other purposes permitted by law.
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GUAM MEMORIAL HOSPITAL AUTHORITY
(A Component Unit of the Government of Guam)

Schedule 1
Schedule of Funding Progress and Actuarial Accrued Liability ~ Post
Employment Benefits Other than Pension

The Schedule of Funding Progress presents GASB 45 resuits of Other Post Employment Berefits (OPEB) valuations as of
fiscal year ends September 30, 2011, 2009, and 2007 for the Guam Memorial Hospital Authority's share of the Government
of Guam Post Employment Benefits other than Pensions. The schedule provides an information trend about whether the
actuarial values of Plan assets are increasing or decreasing over time relative to the actuarial accrued liabilities for benefits.

Actuarial Actuarial UAAL asa %
Actuarial Value of Accrued Unfunded Funded Covered of Covered
Valuation Date Assets Liability (AAL) AAL (UAAL) Ratio Payroll Payroll
October 1, 2007 5 - $ 34115000 § 34,115,000 0.0% $ 38,481,404 88.7%
October 1, 2009 5 - $ 70,091,529 * § 70,091,529 * 0.0% § 43,717,830 160.3%
Cctober 1, 2011 5 - $ 79,012,000 § 79,012,000 0.0% $ 45,597,150 173.3%

* No formal valuation was performed. The liabilities as of October 1, 2009 represent discounted Qctober 1, 2011 liabilities.

The acmarial accrued liability presented above is only for GMHA's active employees. It does not include the actuarial
acerued liability for GMHA's retirees, which was not separately presented in the OPEB valuation.

See Accompanying Independent Auditors' Report.
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GUAM MEMORIAL HOSPITAL AUTHORITY
(A Component Unit of the Government of Guam)

Schedule of Expenses

Years Ended September 30, 2013 and 2012

NURSING:

Salaries $

Overtime
Other pay
Fringe benefits

Total personnel costs

Contractual services:
Registry nurses
Others

Supplies and materials

Miscellaneous

PROFESSIONAL SUPPORT:
Salaries
Overtime
Other pay
Fringe benefits

Total personnel costs
Supplies and materials
Litilities
Contractual services
Miscellaneous

$

See accompanying independent auditors’ report.
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2013 2012
29,025,217 28,585,178
1,738,505 1,258,796
4,265,961 4,428,086
10,064,109 9,647,788
45,093,792 43,919,848
- 46,963
1,370,430 1,289,052
3,159,154 4,103,773
31,773 19,756
49,655,149 $ 49,379,392
2013 2012
8,293,358 8,100,439
855,973 690,309
1,260,215 1,327,904
3,198,320 3,042,404
13,607,866 13,161,056
9,094,251 10,502,410
15,402 19,211
1,336,436 989,784
44,025 73,065
24,097,980 24,745,526




GUAM MEMORIAL HOSPITAL AUTHORITY
(A Compoenent Unit of the Government of Guam)

Schedule of Expenses, Continued
Years Ended September 30, 2013 and 2012

2013 2012
ADMINISTRATIVE SUPPORT:
Salaries $ 4,193219 §% 4,150,423
Overtime 383,782 327,161
Other pay 232,659 269,307
Fringe benefits 1,763,261 1,698,340
Total personnel costs 6,572,921 6,445,231
Supplies and materials 2,138,455 2,489,806
Uitilities 3,272,061 3,273,178
Contractual services 669,537 604,085
Miscellaneous 277,796 242,653
$  12930,770 % 13,054,953
2013 2012
FISCAL SERVICES:

Salaries $ 3,039,327 § 3,002,276
Overtime 171,268 98,206
Other pay 169,676 191,333
Fringe benefits 1,233,154 1,197,960
Annual leave lump sum pay 382,359 275,232
Sick leave (DC plan) 470,486 249,391
Total personnel costs 5,466,270 5,014,398
Supplies and materials 368,711 280,807
Contractual services 914,742 1,583,335
Miscellaneous 79,526 80,712

$ 6829249 $ 6959252

See accompanying independent auditors' report.
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GUAM MEMORIAL HOSPITAL AUTHORITY
(A Component Unit of the Government of Guam)

Schedule of Expenses, Continued
Years Ended September 30, 2013 and 2012

ADMINISTRATION:
Salaries
Overtime
Other pay
Fringe benefits

Total personnel costs

Supplies and materials
Contractual services
Insurance (Property)
Miscellaneous

MEDICAL STAFF:
Salaries
Overtime
Other pay
Fringe benefits

Total personnel costs

Supplies and materials
Miscellaneous

Total actual expenses, without depreciation

and retiree healthcare costs

See accompanying independent anditors’ report.
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2013 2012
1,199,935 985,437
7,069 2,463
60,990 59,436
529,370 426,087
1,797,364 1,473,423
31,580 29,497
340,724 398,891
486,430 521,313
202,570 (539,068)
2,858,668 1,884,056
2013 2012
579,114 773,397
161 42
34,247 58,155
224,684 298,726
838,206 1,130,320
12,183 5,060
1,368 1,923
851,757 1,137,303
97,223,573 97,160,482




GUAM MEMORIAL HOSPITAL AUTHORITY
(A Component Unit of the Government of Guam)

Schedule of Patient Service Revenues by Patient Classification
Years Ended September 30, 2013 and 2012

Gross Patient Service Revenue:
Medicaid patients
Medicare patients
MIP patients
Other patients
Self-pay patients

Contractual Adjustments and Provision for Bad Debts:
Contractual adjustments:
Medicaid patients
Medicare patients
MIP patients
Other patients
Provision for bad debts:
Self-pay patients

Net Patient Service Revenue:
Medicaid patients
Medicare patients
MIP patients
Other patients
Self-pay patients

See accompanying independent auditors' report.
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2013 2012
28,507,222 23,587,362
31,659,853 32,350,799
11,354,251 14,424,304
43,729,603 46,905,910
25,873,933 31,033,273

141,124,862 148,302,148
20,741,219 14,627,129
16,615,870 18,653,983

5,937,893 8,803,621
10,531,616 5,154,508
18,036,742 16,984,459
71,863,340 64,223,700

7,766,003 8,960,233
15,043,983 13,696,816

5,416,358 5,621,183
33,197,987 41,751,402

7,837,191 14,048,814
69,261,522 84,078,448




2013

2012

2011

2010

See accompanying independent auditors' report.

Billings
Collections

Percentage of collections over billings

Billings
Collections

Percentage of collections over billings

Billings
Collections

Percentage of collections over billings

Billings
Collections

Percentage of collections over billings

o 9

GUAM MEMORIAL HOSPITAL AUTHORITY
(A Component Unit of the Government of Guam)

Schedule of Billings and Collections and Reconciliation of Billings to Gross Patient Revenues
For the Years ended September 30, 2013, 2012, 2011 and 2010

Medicaid, Medicare and MIP

Self Pay and Government - DOC and Others

Medicaid

39,212,864
20,002,685

21k
29,033,976

12,081,258

42%

29,277,058
16,982,331

28%

28,347,466
13,595,866

48%

o o5

$
$

©2

Medicare

32,839,005
11,024,844

24%

32,656,387
14,523,747

44%

29,118,123
10,404,210

6%
30,805,021

13,302,398

a3%

$
$

MiP

5,154,011
7,981,051

23%

23,921,025
15,771,615

6%
20,281,319

7,303,460

6%

23,078,531
15,002,789

PR

9

w3 5

Subtotal

87.205,880
39,098,580

45%

85,611,388
42,382,620

%
78,676,501
34,690,00¢

44%
82,231,018

41,901,053

RIL]

$
$

$
3

b
3

$
$

Govermnment -
DOC and
Self Pay Others

19,906,788 $ 627,442
8,691,358 3 2,883,123
44% 460%
21,703,311 § 1,015,367
16,756,138 % 1,088,226
L% 107%

24,664,607 3§ 815,665
8437216 § 236,853

4% 22%
24,460,841 $ 828,648

10,687,886 % 504,750

44% £1%

&9 o

Subtatal

20,534,230
11,574,481

26%
22,718,708
17,844,364

19%
25.480.272

8,674,069

4%

25,289,489
11,192,636

44%

$
3

$
$

$
b

3

Subtotal

107,740,110
50,673,061

42%

108,330,096
60,226,934

6%

104,156,773
43,364,070

L2

107,520,507
53,093,689

49%

4]

L]

§
5

Third-Party Payors
Payor A Payor B Pavor C Payor D Pavor E Subtotal
2334868 % 9843431 § 20464503 % 4499810 % 3,861,423 $ 41,004,035
1,685414 % 7,096,579 § 14,300,681 $ 2,810,175 % 2,791,049 $ 28,683,898
2% 2% 0% 2% 1% 0%
2146394 § 8469988 3 19,733802 § 3,509,496 3 4,509,680 $ 38,372,360
1,934,655 3 6,798,356 $ 15,047,548 § 2463368 3 2,294,382 5 28,538,309
0% 80% 6% 0% 2% 4%
3,338,052 § 9,330,528 $ 20229778 § 3,845433 § 3,798,912 § 40,542,703
3,387,794 § 6,205,515 $ 15049914 § 2,741,192 $ 2,054332 § 29438747
101% 1% 14% 1% 4% 3%
4,290,480 3% 9,721,928 § 21204366 § 4,655,058 % 4,590,879 § 44462711
3413999 $ 7122314 § 13,080,186 $ 3,179,678 § 2402413 $ 29,198,590
80% 3% §2% G8% 222 £6%

o o

Grand Total

148,744,145
79,356,959

3%

146,702,456

88,765,293

61%

144,699,476

72,802,817

2%

151,983,218
82,292,279

246

3

Timing
Differences and
Adjustments

(7.619,283) $

1,589.692 %

2,091,703 3

(5,292,016) §

Gross Patient
Revenues

141,124,862

148,302,148

146,791,179

146,691,202



GUAM MEMORIAL HOSPITAL AUTHORITY
(A Component Unit of the Government of Guam)

Schedule of Full Time Employee (FTE) Count
Years Ended September 30, 2013 and 2012

Department 2013 2012

Actual FTE count:
Nursing 453 462
Professional Support 178 192
Administrative Support 160 163
Fiscal Services 79 81
Administration 13 12
Medical Staff 54 37
937 967
Budgeted FTE count 1,096 1,104

See accompanying independent auditors' report.
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GUAM MEMORIAL HOSPITAL AUTHORITY
(A COMPONENT UNIT OF THE
GOVERNMENT OF GUAM)

INDEPENDENT AUDITORS' REPORTS ON
INTERNAL CONTROL AND ON COMPLIANCE

YEAR ENDED SEPTEMBER 30, 2013




De I o i t te H Peloitte & Touche LLP

361 S. Marine Corps Drive
Tamuning, GU 86313-3911
USA

Tel; 1-671-646-3884
Fax: 1-671-649-4932
www.deloitte.com

June 27, 2014

Mr. Joseph P. Verga

Chief Executive Officer

Guam Memorial Hospital Authority
850 Governor Carlos Camacho Road
Tamuning, Guam 96913

Dear Mr. Verga:

In planning and performing our audit of the financial statements of the Guam Memorial Hospital
Authority ("GMHA") as of and for the year ended September 30, 2013 (on which we have issued our
report dated June 27, 2014), 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, we considered GMHA’s internal
control over financial reporting as a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of GMHA’s internal
control over financial reporting. Accordingly, we do not express an opinion on the effectiveness of
GMHA'’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 or material weaknesses and therefore, material
weaknesses or significant deficiencies may exist that were not identified. However, in connection with
our audit, we identified, and included in the attached Appendix I, deficiencies related to GMHA’s
internal control over information technology environment as of September 30, 2013 that we wish to
bring to your attention. We have also separately reported in a letter dated June 27, 2014 addressed to
GMHA’s management, certain deficiencies involving GMHA’s internal control over financial reporting
as of September 30, 2013.

We have also issued a separate report to the Board of Trustees, also dated June 27, 2014, on our
consideration of GMHA’s internal control over financial reporting and on our tests of its compliance
with certain provisions of laws, regulations, contracts, and grant agreements and other matters.

The definition of a deficiency is also set forth in Section II of the attached Appendix I

Although we have included management’s written response to our cormments in the attached Appendix I,
such responses have not been subjected to the auditing procedures applied in our audit and, accordingly,
we do not express an opinion or provide any form of assurance on the appropriateness of the responses
or the effectiveness of any corrective actions described therein.

A description of the responsibility of management for establishing and maintaining internal control over
financial reporting and of the objectives of and inherent limitations of internal control over financial
reporting, is set forth in the attached Appendix II and should be read in conjunction with this report.

This report is intended solely for the information and use of the Board of Trustees, management, the
Office of Public Accountability of Guam and others within the organization and is not intended to be and
should not be used by anyone other than these specified parties.



We will be pleased to discuss the attached comments with you and, if desired, to assist you in
implementing any of the suggestions.

We wish to thank the staff and management of GMHA for their cooperation and assistance during the
course of this engagement. '

Very truly yours,

ANy



APPENDIX I

SECTION I - DEFICIENCIES

We identified the following deficiencies involving GMHA’s internal control over its information
technology environment as of September 30, 2013 that we wish to bring to your attention:

1.

Improper Maintenance of AS/400 User Account Deletion Log

The AS400 user accounts of three terminated employees were deleted/removed from the AS400
system; however, the deletion was not logged in the manual AS400 account deletion log. The manual
deletion log serves as the audit trail for management to check timely deletion of the AS400 user
accounts of terminated employees.

If the deletion log is incomplete, management may not be able to verify that user accounts of
terminated employees were timely deleted. Untimely deletion of user accounts exposes the system to
unauthorized access that could compromise data confidentiality, integrity, and availability.

We recommended that the user account deletion log capture all deleted user account details.

GMHA Response:

Employee 1 - Received notice on 11/6/2012 from HR and deleted AS400 Profile on 11/9/2012.
Forgot to add to AS400 Deletion Log at the time, will add to Deletion Log.

Employee 2 - The IT department did not receive confirmation from HR that Emplovee had
terminated and cleared out. They received confirmation from HR after our follow-up mquiry that
employee has been terminated. However, the AS400 User Profile was automatically *Disabled on
2/24/2013. The IT department will remove/delete AS400 User Profile and add it to the Deletion Log.

Employee 3 — The IT department received Employee’s Clearance Form on 6/28/2013 and deleted
AS400 Profile on 6/30/2013. The IT department forgot to add to AS400 Deletion Log. They will
add to Deletion Log.

Untimely Deletion of Terminated Emplovee’s AS400 User Account

The AS400 user account of one of five terminated employees was deleted twenty-six days after the
employee’s termination date.

Untimely deletion of user accounts exposes the system to unauthorized access that could
compromise data confidentiality, integrity, and availability.

We recommended GMHA timely delete user accounts for terminated employees and enhance
coordination between IT and Human Resource (HR) departments.

GMHA Response:

Employee had terminated at HR on 1/25/2013 but Employee’s Clearance Form was not received at
IT Department until 2/7/2013, the IT Department removed the AS400 User Profile on 2/15/2013
after obtaining confirmation from HR on why the employee’s clearance form was not processed and
sent to IT Department until 12 days later.



APPENDIX I, CONTINUED

SECTION I - DEFICIENCIES, CONTINUED

3. Weaknesses in OS400 Security Settings

We utilized SekChek to evaluate the AS400 environment security settings and we noted the
following exceptions:

a.

b.

Password changes are not enforced (QPWDEXPITV)
The minimum password length is only 6 characters (QPWDMINLEN)

Users are not prevented from selecting trivial passwords such as 'AAAAA'
(QPWDLMTREP)

Users are not prevented from reusing old/previous passwords (QPWDRQDDIF)

Each character in a new password is not required to be different from the character in the
same position in the previous password (QPWDPOSDIF)

User passwords are not required to contain numeric characters (QPWDRQDDGT)
Adjacent numbers are allowed in passwords (QPWDLMTAIJIC)

Controls that reduce the risk of infruders gaining access to the system via repeated password
guessing attempts are weak (QMAXSIGN)

Password changes are not required for 100% (1,233) of profiles.

30% (373) of profiles have default passwords. This includes 11 accounts with security
administration (*SECADM) special authority. See the report for implications.

Passwords for 93% (1,142) of profiles have not been changed in the last 3 months. Some
have not been changed for several years.

0.7% () of profiles have not been used in the last 3 months. Some have not been used for
several years.

Some accounts have high numbers of invalid password guessing attempts logged against
them. This should be investigated.

20% (250) of profiles can be used to sign-on to multiple devices at the same time.

29% (358) of profiles, including several ‘regular users’ (User Class = *USER) have
“Unlimited Capability’. These users are allowed to change their Initial Program/Menu and to
enter OS/400 commands.

1% (17) of users do not receive details of sign-on activity via their profiles.

Some IBM-supplied {or Group) profiles do not have their passwords set to *NONE.

29% (353) of profiles have been disabled or their passwords have been set to "*NONE'.



APPENDIX I, CONTINUED

SECTION I - DEFICIENCIES, CONTINUED
3. Weaknesses in OS400 Security Settings, Continued

s.  You should check this list for signs of programs that unnecessarily adopt GMHA of powerful
profiles.

t.  You should check the authorities for the listed Objects, especially those for *PUBLIC access.

u. You should check the list of network services to ensure they are valid and required.

Inadequate security settings pose a risk of unauthorized access to financial data that may result in
data destruction or improper data changes which could ultimately lead to financial losses.

GMHA Responses:

a.

GMHA will again attempt to correct this in F'Y2014 as per auditors’ recommended action as long
as it does not impede with functionality and operations.

GMHA will again attempt to correct this in FY2014 as per auditors’ recommended action as long
as it does not impede with functionality and operations.

GMHA will make effort to change this SYSVAL to 2 to prevent Users from selecting trivial
passwords such as ‘AAAAA’ during FY2014 in line with Leading Practice value and auditors’
recommended action if it does not impede with functionality and operations.

GMHA will make effort to change this SYSVAL to 1 to prevent Users from reusing old
passwords during FY-2014 in line with Leading Practice value and auditor’s recommended
action if it does not impede with functionality and operations.

GMHA will make effort to change this QPWDPOSDIF SYSVAL to 1 during FY2014 in line
with Leading Practice value and auditors’ recommended action if it does not impede with
functionality and operations.

GMHA will make effort to change this QPWDRQDDGT SYSVAL to 1 during FY2014 in line
with Leading Practice value and auditors’ recommended action if it does not impede with
functionality and operations.

GMHA will make effort to change this QPWDLMTAJC SYSVAL to 1 during FY2014 in line
with Leading Practice value and auditors’ recommended action if it does not impede with
functionality and operations.

GMHA will make effort to change this QMAXSIGN SYSVAL to 3 during FY2014 in line with
Leading Practice value and auditors’ recommended action if it does not impede with
functionality and operations. -

GMHA do plan to make the recommended changes to QPWDEXPITV System value to 60 (days)
during FY2014 but GMHA would have to first educate all end users about the drastic of
changing their passwords every 60-days and provide them in-service on what types and strength
of passwords to use.

GMHA do plan to make the recommended changes to the profiles in FY2014 where GMHA will
review and encourage the users to sign-on and change their passwords to one that is private to
them and m conformance to GMHA password policy to include passwords set to random and
unique values.



APPENDIX I, CONTINUED

SECTION I - DEFICIENCIES, CONTINUED

3. Weaknesses in 05400 Security Settings, Continued

GMHA Responses:, Continued

k.

GMHA do plan to review and delete profiles that are redundant and no longer required in
FY2014, and GMHA will enforce password change intervals to 60 days as recommended.

GMHA will again review the list of profiles in FY2014 and GMHA will delete any redundant
profiles and GMHA will disable profiles that are required in the future but not in the short term
such as the contracted software support profiles.

GMHA will change QMAXSIGN system value to 3 in FY2014 and as the IT administrator
indicated above and he will speak to profile owners to find out why they have so many invalid

sign-on attempts.

All of the profiles that can sign-on multiple devices at the same time were requested by the users
and authorized by their supervisors so that they can work on multiple sessions on different
application modules that they are authorized to access. GMHA does not just arbitrarily give any
user GMHA. wants to multiple device sessions, it has to be requested and justified. Even with
GMHA'’s current password system values GMHA still had users who forgot their passwords and
therefore had a high number of invalid password guessing attempts.

70 of the 358 profiles are IBM supplied Q* user profiles, the rest are actually users that had
requested for ability to create and run Query reports and in order to do that they would need to be
able to enter AS/400 Commands from the command line that is why their profile have the
unlimited capability. In FY2014, GMHA will review the list of profiles with ‘unlimited
capability’ to determine if they still require access to system commands to perform their job
function, and GMHA will carefully review resource-level security to ensure their access rights to
system resources and commands is reasonable and not excessive.

The list of profiles are mostly disabled and are for GMHA contracted software support groups.
For FY2014, GMHA will do recommended action to ensure that previous sign-on activity is
displayed for users by setting the QDSPSGNINF system value to 1 and changing the “Display
Sign-on information” field in the above profile to *SYSVAL.

The AHC and FCS profiles are GMHA software support vendors that are authorized to access
and login to the system to work on the software trouble logs, program temporary fixes (PTFs),
research new releases or modification requests GMHA submit, to name a few. These accounts
are enables because they frequently access GMHA system and the system records a customer
connection notes report every time the software support vendor connects and uses their profile.
In Y2014, GMHA will periodically review these profiles to see if not used to sign-on to GMHA
system then GMHA will *DISABLED the profile as recommended.

GMHA will continue to do housekeeping in FY2014 by determining whether the list of profiles
are still required by their owner. If they are redundant and no longer required, GMHA will then
delete them from the system. Users that have Disabled account will still have to contact the IT
department to request to be Enabled which GMHA normally do once GMHA authenticate the
user and determine that they are still employed at GMHA and still authorized to access the
system.



APPENDIX I, CONTINUED

SECTION I - DEFICIENCIES, CONTINUED

3. Weaknesses in OS5400 Security Settings, Continued

GMHA Responses:. Continued

s. GMHA will perform recommended action in FY2014 to ensure the profiles do not give
unnecessary and excessive authorities to the listed programs, and Users do not have unnecessary
(*EXECUTE) authority to these programs, and lastly the function of a program with adopt
authority does not allow users to access objects outside the control of the program (e.g. the ability
to execute system commands).

t. GMHA will perform recommended action in FY2014 to ensure authorities are not excessive and
to ensure that the private authorities for users and groups to the listed objects are appropriate and
not excessive, and the public (*PUBLIC) authority for the objects 1s appropriate.

u. GMHA will perform recommended action in FY2014 to check the list of network services to
ensure they are valid and required and determine if GMHA really do not need the service and
remove it from the system. GMHA will also check the software versions GMHA are using and
upgrade to the latest version available from vendors if concurred by the software support group.

4. Missing User Access Request Approval Forms

The ‘Information Service Access Request’ forms to support management approval for the creation of
AS400 user accounts for ten employees were not provided.

Giving system access to users without proper approval from appropriate management may result in
users having excessive and inappropriate access rights in the system, which could compromise data
confidentiality, integrity and availability.

We recommend GHMA re-examine and document access levels of employees hired prior to 2006 to
verify that their access rights were set to need-to-do and need-to-know basis.

GMIIA Responses: GMHA does not arbifrarily provide users with access to system applications
until it i1s authorized and requested by their supervisor or manager, and for those users that GMHA
can no longer have file copies of the request forms, there were requests from their supervisors.




APPENDIX I, CONTINUED

SECTION II — DEFINITIONS

Because of the inherent limitations of internal control over financial reporting, including the possibility
of collusion or improper management override of controls, material misstatements due to error or fraud
may not be prevented or detected on a timely basis. Also, projections of any evaluation of the
effectiveness of the internal control over financial reporting to future periods are subject to the risk that
the controls may become inadequate because of changes in conditions, or that the degree of compliance
with the policies of procedures may deteriorate.

The definition of a deficiency is as follows:

A deficiency in internal control over financial reporting 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 deficiency in design exists when (a)
a control necessary to meet the control objective is missing or (b) an existing control is not properly
designed so that, even if the control operates as designed, the control objective would not be met. A
deficiency m operation exists when (a) a properly designed control does not operate as designed, or (b)
the person performing the control does not possess the necessary authority or competence to perform the
control effectively.



APPENDIX 11

MANAGEMENT’S RESPONSIBILITY FOR, AND THE OBJECTIVES AND LIMITATIONS
OF, INTERNAL CONTROL OVER FINANCIAL REPORTING

The following comments concerning management’s responsibility for internal control over financial
reporting and the objectives and inherent limitations of internal control over financial reporting are
adapted from auditing standards generally accepted in the United States of America.

Management’s Responsibility

GMHA’s management is responsible for the overall accuracy of the financial statements and their
conformity with generally accepted accounting principles. In this regard, management is also
responsible for establishing and maintaining effective internal control over financial reporting.

Objectives of Internal Control over Financial Reporting

Internal control over financial reporting is a process affected by those charged with governance,
management, and other personne! and designed to provide reasonable assurance about the achievement
of the entity’s objectives with regard to reliability of financial reporting, effectiveness and efficiency of
operations, and compliance with applicable laws and regulations. Internal control over the safeguarding
of assets against unauthorized acquisition, use, or disposition may include controls related to financial
reporting and operations objectives. Generally, controls that are relevant to an audit of financial
statements are those that pertain to the entity’s objective of reliable financial reporting (i.e., the
preparation of reliable financial statements that are fairly presented in conformity with generally
accepted accounting principles).

Inherent Limitations of Internal Control over Financial Reporting

Because of the inherent limitations of internal control over financial reporting, including the possibility
of collusion or improper management override of controls, material misstatements due to error or fraud
may not be prevented or detected on a timely basis. Also, projections of any evaluation of the
effectiveness of the internal control over financial reporting to future periods are subject to the risk that
the controls may become inadequate because of changes in conditions, or that the degree of compliance
with the policies or procedures may deteriorate.
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Mr. Joseph P. Verga

Chief Executive Officer

Guam Memorial Hospital Authority
850 Governor Carlos Camacho Road
Tamuning, Guam 96913

Dear Mr. Verga:

In planning and performing our audit of the financial statements of the Guam Memorial Hospital
Authority (GMHA) as of and for the year ended September 30, 2013 (on which we have issued our
report dated June 27, 2014), 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, we considered GMHA’s internal
control over financial reporting as a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of GMHA’s internal
control over financial reporting. Accordingly, we do not express an opinion on the effectiveness of
GMHA'’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 or material weaknesses and therefore, material
weaknesses or significant deficiencies may exist that were not identified. However, in connection with
our audit, we identified, and included in the attached Appendix I, deficiencies related to GMHA’s
internal control over financial reporting as of September 30, 2013 that we wish to bring to your attention.
We have also separately reported in a letter dated June 27, 2014 addressed to GMHA’s management,
certain deficiencies involving GMHA’s information technology environment.

We have also issued a separate report to the Board of Trustees, also dated June 27, 2014, on our
consideration of GMHA’s internal control over financial reporting and on our tests of its compliance
with certain provisions of laws, regulations, contracts, and grant agreements and other matters.

The definition of a deficiency is also set forth in Section I of the attached Appendix L

A description of the responsibility of management for establishing and maintaining internal control over
financial reporting and of the objectives of and inherent limitations of internal control over financial
reporting, is set forth in the attached Appendix II and should be read in conjunction with this report.

This report is intended solely for the information and use of the Board of Trustees, management, the
Office of Public Accountability of Guam and others within the organization and is not intended to be and
should not be used by anyone other than these specified parties.

We will be pleased to discuss the attached comments with you and, if desired, to assist you in
implementing any of the suggestions.

We wish to thank the staff and management of GMHA for their cooperation and assistance during the
course of this engagement.

D)l S



APPENDIX I

SECTION I - DEFICIENCIES

We identified the following deficiencies involving GMHA’s internal control over financial reporting as
of September 30, 2013 that we wish to bring to your attention:

(1) Receivable Suspense Accounts
As of September 30, 2013, the following receivable suspense accounts have not been reconciled.
Account Number Amount
1024-2001 (8272,272)
1024-2002 (8408,547)
These balances were substantially carried forward from prior years.
These receivable suspense accounts should be researched and adjusted.
(2} Inventories
Damaged inventory items held for disposal were appropriately not included in the year-end count.
However, no reports were prepared to account for these items.
We recommend GMHA account for damaged inventories, and disposals, if any, be approved.
(3) Inventories
As of September 30, 2013, book inventories of $2,957,468 were adjusted to agree to the actual
count of $2,238,278. However, detailed reconciliations and investigations of differences were not
performed.
Location Per Books Per Count Difference
Warehouse $ 1,675,339 $ 1,751,164 $ 75,825
Central supply room 1,038,321 136,190 (902,131)
Pharmacy warchouse 243 808 350,924 107,116
$ 2,957,468 $ 2238278 $ (719.190)
We recommend that significant differences between the general ledger and the physical inventory
be investigated.
{4) Pharmacy Inventories

GMHA does not maintain perpetual pharmacy inventory records. A year-end physical count is
performed and the general ledger 1s adjusted to reflect count results. As of September 30, 2013,
pharmacy inventory was adjusted by $150,266 to agree the book balance of $941,425 to the actual
count of $1,091,691. Furthermore, detailed reconciliations and investigations of differences were
not performed.

We recommend GMHA consider maintaining a perpetual system for pharmacy inventories.



APPENDIX I, CONTINUED

SECTION I - DEFICIENCIES, CONTINUED
(5) Fixed Assets

Of twenty-nine items tested for fixed asset existence, the following were noted:

a. One fully depreciated asset (ref. tag #6848 with a cost of $99,434) has not been in use for
approximately five years and there are no plans to fix the asset. The asset should be surveyed
and be removed from the fixed asset listing.

b. One fully depreciated asset (ref. tag #5740 with a cost of $20,525) represents several asset
items under multiple purchase orders. However, several of the items cannot be located.
Additionally, several items have been surveyed but were not removed from the fixed asset
listing.

We recommend that fully depreciated assets that will not be used be surveyed and be removed
from the fixed asset listing.

(6) _ Payroll

Of seventy-five items tested, the sick leave lump sum payout to one employee (ref. employee
#948993 on PPE 1/26/2013), was overpaid due to application of the employee’s most recent
payrate on the accrued unused sick leave. Under Public Law 26-86, Section 3, subpart (i), lump
sumn leave shall be calculated at the employee’s hourly rate based on the average of the three
highest salaries received by an employee during that person’s years of credited service, by one-half
(1/2) of the employee’s unused accumulated sick leave hours.

We recormmend that GMHA scrutinize sick leave lump sum payouts.

SECTION II - DEFINITIONS

Because of the inherent limitations of internal control over financial reporting, including the possibility
of collusion or improper management override of controls, material misstatements due to error or fraud
may not be prevented or detected on a timely basis. Also, projections of any evaluation of the
effectiveness of the internal control over financial reporting to future periods are subject to the risk that
the controls may become inadequate because of changes in conditions, or that the degree of compliance
with the policies or procedures may deteriorate.

The definition of a deficiency is as follows:

A deficiency in internal control over financial reporting 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 deficiency in design exists when (a)
a control necessary to meet the control objective is missing or (b) an existing control is not properly
designed so that, even if the control operates as designed, the control objective would not be met. A
deficiency in operation exists when (a) a properly designed control does not operate as designed, or (b)
the person performing the control does not possess the necessary authority or competence to perform the
control effectively.



APPENDIX II

MANAGEMENT’S RESPONSIBILITY FOR, AND THE OBJECTIVES AND LIMITATIONS
OF, INTERNAL CONTROL OVER FINANCIAL REPORTING

The following comments concerning management’s responsibility for internal control over financial
reporting and the objectives and inherent limitations of internal control over financial reporting are
adapted from auditing standards generally accepted in the United States of America.

Management’s Responsibility

GMHA’s management is responsible for the overall accuracy of the financial statements and their
conformity with generally accepted accounting principles. In this regard, management is also
responsible for establishing and maintaining effective internal control over financial reporting.

Objectives of Internal Control over Financial Reporting

Internal control over financial reporting is a process affected by those charged with governance,
management, and other personnel and designed to provide reasonable assurance about the achievement
of the entity’s objectives with regard to reliability of financial reporting, effectiveness and efficiency of
operations, and compliance with applicable laws and regulations. Internal control over the safeguarding
of assets against unauthorized acquisition, use, or disposition may include controls related to financial
reporting and operations objectives. Generally, controls that are relevant to an audit of financial
statements are those that pertain to the entity’s objective of reliable financial reporting (i.e., the
preparation of reliable financial statements that are fairly presented in conformity with generally
accepted accounting principles).

Inberent Limitations of Internal Control over Financial Reporting

Because of the inherent limitations of internal control over financial reporting, including the possibility
of collusion or improper management override of controls, material misstatements due to error or fraud
may not be prevented or detected on a timely basis. Also, projections of any evaluation of the
effectiveness of the internal control over financial reporting to future periods are subject to the risk that
the controls may become inadequate because of changes in conditions, or that the degree of compliance

with the policies or procedures may deteriorate. '
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June 27,2014

The Board of Trustees
Guam Memorial Hospital Authority

Dear Members of the Board of Trustees:

We have performed an audit of the financial statements of the Guam Memorial Hospital Authority (the
Authority) as of and for the year ended September 30, 2013, in accordance with auditing standards
generally accepted in the United States of America (“generally accepted auditing standards”) and have
issued our report thereon dated June 27, 2014.

We have prepared the following comments to assist you in fulfilling your obligation to oversee the
financial reporting and disclosure process for which management of the Authority is responsible.

OUR RESPONSIBILITY UNDER GENERALLY ACCEPTED AUDITING STANDARDS AND
GENERALLY ACCEPTED GOVERNMENT AUDITING STANDARDS

Our responsibility under generally accepted auditing standards, the standards applicable to financial
audits contained in Government Auditing Standards, issued by the Comptrolier General of the United
States, has been described in our engagement letter dated September 11, 2013. As described in that
letter, the objective of a financial statement audit conducted in accordance with the aforementioned

standards is:

. To express an opinion on the fairness of the Authority’s basic financial statements and the
accompanying supplementary information, in relation to the basic financial statements as a
whole, for the year ended September 30, 2013 (the “financial statements”), in accordance with
accounting principles generally accepted in the United States of America (“generally accepted
accounting principles”) in all material respects, and to perform specified procedures on the
required supplementary information for the year ended September 30, 2013;

. To express an opinion on whether the supplementary information that accompanies the basic
financial statements, including the schedule of expenditures of federal awards, is fairly stated, in
all material respects, in relation to the financial statements taken as a whole;

o To report on the Authority’s internal control over financial reporting and on its compliance with
certain provisions of laws, regulations, contracts, and grant agreements and other matters for the
year ended September 30, 2013, based on an audit of financial statements performed in
accordance with standards applicable to financial audits contained in generally accepted
government auditing standards; and

. To report on the Authority’s compliance with requirements applicable to each major program and
on internal confrol over compliance in accordance with the U.S. Office of Management and
Budgert (OMB) Circular A-133 Compliance Supplement (“OMB Circular A-1337).



OUR RESPONSIBILITY UNDER GENERALLY ACCEPTED AUDITING STANDARDS AND
GENERALLY ACCEPTED GOVERNMENT AUDITING STANDARDS, CONTINUED

Our responsibilities under generally accepted auditing standards include forming and expressing an
opinion about whether the financial statements that have been prepared with the oversight of
management and the Board of Trustees are presented fairly, in all material respects, in conformity with
generally accepted accounting principles. The audit of the financial statements does not relieve
management or the Board of Trustees of their responsibilities.

An audit involves performing procedures to obtain audit evidence about the amounts and disciosures in
the financial statements. The procedures selected depend on our judgment, including the assessment of
the risks of material misstatement of the financial statements, whether caused by fraud or error. In
making those risk assessments, we considered internal control over financial reporting relevant to the
Authority’s preparation and fair presentation of the financial statements in order to design audit
procedures that were appropriate in the circumstances but not for the purpose of expressing an opinion
on the effectiveness of the Authority’s internal control over financial reporting. Accordingly, we do not
express an opinion on the effectiveness of the Authority’s internal control over financial reporting. Our
consideration of internal contro! over financial reporting was not designed to identify all deficiencies in
internal control over financial reporting that might be significant deficiencies or material weaknesses

We also considered the Authority’s internal 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 and to test and report on internal control over
compliance in accordance with OMB Circular A-133. Our audit does not, however, provide a legal
determination of the Authority’s compliance with those requirements.

ACCOUNTING ESTIMATES

Accounting estimates are an integral part of the financial statements prepared with the oversight of
management and are based on management’s current judgments. Those judgments are normally based
on knowledge and experience about past and current events and on assumptions about future events.
Significant accounting estimates reflected in the Authority’s 2013 financial statements include
management’s estimate of the allowance for uncollectible accounts, which is determined based on
management’s evaluation of the collectability of current accounts and historical trends, management’s
estimate of the provision for inventory obsolescence, which is determined based on known or estimated
exposures, and management’s estimate of depreciation expense, which is based on estimated useful lives
of the respective capital assets. During the year ended September 30, 2013, we are not aware of any
significant changes in accounting estimates or in management’s judgments relating to such estimates.

UNCORRECTED MISSTATEMENTS

Our audit of the financial statements was designed to obtain reasonable, rather than absolute, assurance
about whether the financial statements are free of material misstatement, whether caused by error or
fraud. We have attached to this letter, as Appendices A and B to Attachment I, a summary of
uncorrected misstatements aggregated by us during the current engagement and pertaining to the latest
period presented that were determined by management to be immaterial, both individually and in the
aggregate, to the financial statements taken as a whole. :

SIGNIFICANT ACCOUNTING POLICIES

The Authority’s significant accounting policies are set forth in Note 2 to the Authority’s 2013 financial
statements. During the year ended September 30, 2013, there were no significant changes in previously
adopted accounting policies or their application, except for the following pronouncements adopted by

the Authority:



SIGNIFICANT ACCOUNTING POLICIES, CONTINUED

GASB Statement No. 60, Accounting and Financial Reporting for Service Concession
Arrangements, which addressed how to account for and report service concession arrangements
(SCAs), a type of public-private or public-public partnership that state and local governments are
increasingly entering into. The implementation of this statement did not have a material effect on
the financial statements.

GASB Statement No. 61, The Financial Reporting Entity: Omnibus, which improved financial
reporting for governmental entities by amending the requirements of Statements No. 14, The
Financial Reporting Entity, and No. 34, Basic Financial Statements - and Management’s
Discussion and Analysis - for State and Local Governments, to better meet user needs and address
reporting entity issues that have come to light since those Statements were issued in 1991 and
1999, respectively. The implementation of this statement did not have a material effect on the
financial statements.

GASB Statement No. 62, Codification of Accounting and Financial Reporting Guidance
Contained in Pre-November 30, 1989 FASB and AICPA Pronouncements, which enhanced the
usefulness of its Codification by incorporating guidance that previously could only be found in
certain Financial Accounting Standards Board (FASB) and American Institute of Certified Public
Accountants (AICPA) pronouncements issued on or before November 30, 1989, which does not
conflict or contradict GASB pronouncements. GASB Statement No. 62 superseded GASB
Statement No. 20, Accounting and Financial Reporting for Proprietary Funds and Other
Governmental Entities That Use Proprietary Fund Accounting. The implementation of this
statement did not have a material effect on the financial statements.

GASB Statement No. 63, Financial Reporting of Deferred Outflows of Resources, Deferred
Inflows of Resources, and Net Position, which established guidance for reporting deferred outflows
of resources, deferred inflows of resources, and net position in a statement of financial position,
and GASB Statement No. 65, Items Previously Reported as Assets and Liabilities, which clarifies
the appropriate reporting of deferred outflows of resources and deferred inflows of resources to
ensure consistency in financial reporting. These Statements amend the net asset reporting
requirements in Statement No. 34, Basic Financial Statements - and Management’s Discussion
and Analysis - for State and Local Governments, and other pronouncements by incorporating
deferred outflows of resources and deferred inflows of resources into the definitions of the required
components of the residual measure and by renaming that measure as net position, rather than net
assets. With the implementation of GASB Statement No. 63 and Statement No. 65, the Statement
of Net Assets was renamed the Statement of Net Position. In addition, the Statement of Net
Position includes two new classifications separate from assets and liabilities. Amounts reported as
deferred outflows of resources are reported in a separate section following assets. Likewise,
amounts reported as deferred inflows of resources are reported in a separate section following
liabilities.

The financial statements for September 30, 2013 and 2012 were amended to conform with the
requirements of GASB Statement No. 63 and Statement No. 65.

In April 2012, GASB issued Statement No. 66, Technical Corrections - 2012, which enhances the
usefulness of financial reports by resolving conflicting accounting and financial reporting guidance that
could diminish the consistency of financtal reporting. The provisions of this statement are effective for
periods beginning after December 15, 2012. Management has not yet determined the effect of
implementation of this statement on the financial statements of the Authority.



SIGNIFICANT ACCOUNTING POLICIES, CONTINUED

In June 2012, GASB issued Statement No. 67, Financial Reporting for Pension Plans, which revises
existing guidance for the financial reports of most pension plans, and Statement No. 68, dccounting and
Financial Reporting for Pensions, which revises and establishes new financial reporting requirements
for most governments that provide their employees with pension benefits. The provisions in Statement
67 are effective for financial statements for periods beginning after June 15, 2013. The provisions in
Statement 68 are effective for fiscal years beginning after June 15, 2014. Management has not yet
determined the effect of implementation of these statements on the financial statements of the Authority.

In January 2013, GASB issued Statement No. 69, Government Combinations and Disposals of
Government Operations, which improves accounting and financial reporting for state and local
governments’ combinations and disposals of government operations. Government combinations include
mergers, acquisitions, and transfers of operations. A disposal of government operations can occur
through a transfer to another government or a sale. The provisions in Statement 69 are effective for
fiscal years beginning after December 15, 2013. Management has not yet determined the effect of
implementation of this statement on the financial statements of the Authority.

In April 2013, GASB issued Statement No. 70, Accounting and Financial Reporting for Nonexchange
Financial Guarantees, which requires a state or local government guarantor that offers a nonexchange
financial guarantee to another organization or government to recognize a liability on its financial
statements when it is more likely than not that the guarantor will be required to make a payment to the
obligation holders under the agreement. The provisions in Statement 70 are effective for fiscal years
beginning after June 15, 2013. Management has not yet determined the effect of implementation of this
staternent on the financial statements of the Authority. '

OTHER INFORMATION IN THE ANNUAL REPORTS OF THE AUTHORITY

When audited financial statements are included in documents containing other information, such as
Annual Reports, we will read such other information and consider whether it, or the manner of its
presentation, is materially inconsistent with the information, or the manner of its presentation, in the
financial statements audited by us. In the event that the Authority issues an Annual Report or other
documentation that includes the audited financial statements, we will be required to read the other
information in the Authority’s 2013 Annual Report and will inquire as to the methods of measurement
and presentation of such information. If we note a material inconsistency or if we obtain any knowledge
of a matenial misstatement of fact in the other information, we will discuss this matter with management
and, if appropriate, with the Board of Trustees.

DISAGREEMENTS WITH MANAGEMENT

We have not had any disagreements with management related to matters that are material to the
Authority’s 2013 financial statements.

OUR VIEWS ABOUT SIGNIFICANT MATTERS THAT WERE THE SUBJECT OF
CONSULTATION WITH OTHER ACCOUNTANTS

We are not aware of any consultations that management may have had with other accountants about
auditing and accounting matters during 2013.

SIGNIFICANT FINDINGS OR ISSUES DISCUSSED, OR SUBJECT OF CORRESPONDENCE,
WITH MANAGEMENT PRIOR TO OUR RETENTION

Throughout the year, routine discussions were held, or were the subject of correspondence, with
management regarding the application of accounting principles or auditing standards in connection with
transactions that have occurred, transactions that are contemplated, or reassessment of current
circumstances. In our judgment, such discussions or correspondence were not held in connection with
our retention as auditors.



OTHER SIGNIFICANT FINDINGS OR ISSUES ARISING FROM THE AUDIT DISCUSSED,
OR SUBJECT OF CORRESPONDENCE, WITH MANAGEMENT

Throughout the year, routine discussions were held, or were the subject of correspondence, with
management. In our judgment, such discussions or correspondence did not involve significant findings
or issues requiring communication to the Board of Trustees.

MANAGEMENT’S REPRESENTATIONS

We have made specific inquiries of the Authority’s management about the representations embodied in
the financial statements. Additionally, we have requested that management provide to us the written
representations the Authority is required to provide to its independent auditors under generally accepted
auditing standards. We have attached to this letter, as Attachment I, a copy of the representation letter
we obtained from management.

SIGNIFICANT DIFFICULTIES ENCOUNTERED IN PERFORMING THE AUDIT

In our judgment, we received the full cooperation of the Authority’s management and staff and had
unrestricted access to the Authority’s senior management in the performance of our audit.

CONTROL-RELATED MATTERS

We have issued a separate report to you, dated June 27, 2014, on the Authority’s internal control over
financial reporting and on its compliance with certain provisions of laws, regulations, contracts, and
grant agreements and other matters, which was based upon the audit performed in accordance with
Government Auditing Standards. Within that reports, we noted a certain matter that was considered to be
a significant deficiency under standards established by the American Institute of Certified Public
Accountants. We have also issued a separate report to you, also dated June 27, 2014, involving the
Authority’s compliance with requirements applicable to each major program and on internal control over
compliance in accordance with OMB Circular A-133.

We have communicated to management, in a separate letter also dated June 27, 2014, certain
deficiencies and other matters related to the Authority’s internal control over financial reporting and to
the Authority’s internal control over its information technology environment that we identified during
our audit.

Although we have included management’s written responses to our comments, such responses have not
been subjected to the auditing procedures applied in our audit of the basic financial statements and,
accordingly, we do not express an opinion or provide any form of assurance on the appropriateness of
the responses or the effectiveness of any corrective actions described therein.

This report is intended solely for the information and use of the Board of Trustees, management, the
Office of the Public Accountability of Guam and others within the organization and is not intended to be
and should not be used by anyone other than these specified parties. However, this report is also a
matter of public record.

Very truly yours,

Dtk SR
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June 27, 2014

Deloitte & Touche LLP
361 South. Marine Carps Drive
Tamuning, Guam 96913

Gentlemen:

We are-providing this letter in connection with your audits of the statements of nét position of the Guani”
Memorial Hospital Authority (GMHA), a-component unit of the Government of Guam {GovGudm), 'as o1
September 30, 2013 and 2012, and-the. retated statements of revenues, expenses'and changes i nét position.
and of .cash flows for the years thien ented, and the related notes to-the financial statements, which
collectively comprise GMHA’s basic financial statements for the purpose of ‘exptessing an'opinion as to
whethier the financial statements present-faily, in all material respects,.the: findncial position, résuls of
operatiofis oF change in nel position; and cash flows of GMHA' in conformity ‘with accounting pritciples.
generally accepted in‘the United States of America..

We confitm that we are responsible for the-following;

2, The fait presentation in the basi¢ financial statements of financial position, results of operations, and

cash’ flows, ‘in’ confohmity with”accotnting principles generally accepted in the United States of
America (GAAP).

The design, implementation, and maintenance of programs and controls to prevent and detect fraut'i_-,
tricluding fraud related to federal.awards.

Establishing and maintaining effective internal control over financial reporting,

The review and approval of the financial statements, accompanying schedules and related notes and
acknowledge your role in the preparation of this information. Specifically, we acknowledge that
yourtole in the preparation of the financial statemenis was a matter of convenience rather than one
of necessity. We have reviewed the financial statement preparation assistance provided by you and
acknowledge that the financial statements are prepared in accordanice with GAAP. Our review was
based on the use of the starid-alone business-type activities checkiist by the Government Finance
Officers Association.

Certain representations in this letter are described as being limited to matters that are material. ltems are
cousidered material, regardless of size, if they involve an omission or misstatement of accoutting
mformation that, in light of surrounding circumstances, makes it probable that the judgment of a reasonable
person relying on the information would be changed or influenced by the omission or misstatement.

We confirm, to the best of our knowledge and belief, the foliowing representations made to you during your

audits.

The basic financial statements refered to above are fairly presented in conformity with GAAP, In
addition:

a. Net position components (net investment in capital assets; restricted; and varestricted) are
properly classified and, if applicable, approved.
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Deloitte & Touche LLP
Toae 27, 2014
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2.

4.

b

g,

ALh

h.

Dieposite are sroperly classified iy e category of custodial cradit visk.
Capital assels nre properly capilalized, ported, aud, if applicable; dépregisted.

Required supplementary infortiation is measored and peesentad within preseribud "’Ui\.{bl

‘Other sapplementary information is measured and presented within presoribed guidelines.

Revemes and expenses areappropriately clsssificd in the statérnienty of rovsnies, m{pcns:- § and
changes in net position within operating revennes, nug-operatifiz revénuces and eXpeosds,

foderal award expenditures have been charged in abcordance wish applicable cost principtis.

Applicable laws and regdations are followed in adopthig, approving and sweodig budges.

GMHA has provided 6 von all relevant information anil decess as apred in the terms ol thé audic

‘engagemeit letter.

GMITA has provided you all

d..

o

.

%

Financial records and related data o all financiat transactions of LﬁLH_A a4 for all funds

administered by GMHA. The records, hooks, and accounls; as provided to von véeord ihe
financial and fiséal operitions of all funds administered’ bj GMEA did pidiide the audiy trail to
be used i a review of accountability. Infarmation prescited in financial repatls 1§ suppoited by
the books andrecords [rom which (he fuancial qmtummm. havc bwu pfepared

Contracts awd prant agreements (mdudum amendmentis.. it anyg and-any other cortespm:d\,m,e
that hac; taken place mih federal agoncies.

;’l;“hird-pan ¥ pasor reports and .i:};‘f:jr_n}.‘zlﬁo_11_. )

Surimaries of actions of the GMHA Board of Trustees or summaries of actions of recent
meetings for which mitutes have not yet been prepared.

The following detaifs dre sunimary of minutes:

October 18, 2012
Yanuary 24,2013
Feluary 28,2013
Apritd, 2013
April 29, 2013
Aay 16, 2013
Aupust 29,2013
Septermber 26, 2013
Diecember §, 2013
January 30, 203
Febroary 27, 2014
March 13, 2814
April 24, 2004

¥ ® & & ¥ e ¥ & 3 2 N 4

There have been no:

i

Actions taken by GMHA management that contravene the provisions of Tederal laws and Guam
laws and regulations, or of contracls and grants applicable to GMHA.
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6.

...{;};.. .

b, Commupications from feguiatory agencies concerning vope omphiance with laws or regulatives
Gocluding those velated to the Medicare and \fft‘:d!\.&ld antifeud. and sbuse statmlbes or
defieiencies in Snancial repnn.uﬂ privtives or ather mutters that could have 4 material effocton
the financial stntements

We balieve the effects of any uncrrecied finaneial stateinent misstatements agpreated by you
dering the currerit avdit engagemer ad pt:rtmmn % 10 the lalest period présented g immdh,m!
both indis: wdually and it the aggregale 1o the financist statemeins takan as a wiicle. ‘A swumuary of
such vacorvecied misstatements: has, Ees attached 4s Appcndlx AL

¢ believe the effects of the nncorrected tingnetal statement misstatementy derected in the ctrret
year that refate o the prior year presented, when combined with theiSe misstatements aggresated by
you during fthe prior yeor audit enpagement and pertaning 10 the: prior year presented, are
fmmaterial, both individuafly- and i the hgoredate, tothe financial: stateinetty for the veat wnded
September 30; 2012 taken as a whole. A summary of such mem.cted maksia!cmn.mw hias heen
atached a5 Appendix 3.

GMHA bas not performed 2 formal risk assessment. including the assessment of the risk thar (he
financial stélpments may he 1rmtcnail} misstated as a vesuh of Fraud. However, managerent hay
made available to you s undérstanding about the risks of fraud in GMIA and does not behme that
the financial statements are materially misstated as a result of fraud.

We bave no knowledge of any (raud or suspovted fraud affecting GMHA iivelving:

. Management.

b. Croplovees who have signiﬁcam roles iy intergal coufrol over financial yeporting,

¢, Others if the frand could have a material offect on the tinanciul statemerits,

Wé hrave iro know kedgeof any gllegetions. of frowd o sospecied fraud-affecting GMIIA received by -
sononunications from emplovers, foz mer ¢mployees, analysts. regaiators, or others.

. There are no unasserted claims or assessments thal Jegal counsel has advised us are probable of

assertion and must be disclosed in av.:smrd"am.u with GASE Codification of Governmental
Aceounting and Fibancial Repocting Standards (“GASB Codificaiion™ Section C30, Cluims ened

Judginents. Management is of the opinion, bascd vn discossions with applicable legal counsel, that

adequate provision has been méde in the Hibancial statemments for onasserted claims or assessments
and we do nor behieve that resalution ol these masters ‘will have a material impact on the fiuancial
statements.

. Significent assmnptions vsed by us i making accounting estimates are reasonable,

. The Schedule of Expenditures of Federal Awards was prepared iy accordance with the requirements

of OMB Cirenlar A-133, dwdity of States, Local Governments, and Non-Pr ofit trganizarivns, We
have identified in that schedule al} awatds provided by federal agencivs in the form of grans,
conjracts, loags, loan guaraniges, pmpui} cooperative agreements, interest subsidies, insurance, oc
direct appropristions.  There were no subresipient e\puadsmres In addition, we have f.l.l.\.ﬂl"lft‘}\’
completed the appropriate seetions of the data collection form.
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10,

We dre responsible -for compliance with locat, siate, and % Jcml krws, roles, and regulations,
including mmphun»e with the reguirements off OMB Cirealar A-133, and provisious of erants.and
conitacts; felafiog 1o GMHAs operations. We nre mponq{ish. for establishing and mnntammu thie
components of fiternal control relating to our activities in onder to achieve the th\.-L.T.IV‘L’\ of
providing reliablé financial repors, effective and <fficient eperations, and compliance with laws a,zd
reguldtions. u’\l!i’\ i responsible for maintaining dccounting snd administrative contrel dve
revenves, abligations, sxpenditures, assets, and Habilities,

. We arg 'r”'xponslhin. for vstablishing and maintaining, and have established and omintained, effertive

internal captrol over ccmplxanu Ber fcdeml programs that provides reascuable assurance that we are
managing federal awards. in compliance with laves, regelations, and provisions of contracts or grant
ngregmonts that-could have a material effect on its fiderz] PrOgrams.

. We have drscimcd 10 you'all defici icneies in the dgswn ot aperation of intermal contrel over financial

reportiog identified a3 part of our evalation. mcludm" separafely disclosing o You all sich
del:uenucs uriat are. bmuitmnt deficiencies ur material w Qﬂl\lieb\(‘b in internal eontrol over financ ia}
vy ltn‘? :

We have:

a. Kientified the requirements of laws, regulations, and the provisions of contracts and grant
-agreeients that are considered 1o have & direst and material effect on edeh federal program as
1dentzf‘ ed'in Part'3 of the. Compliance Supplenents related to the period under audit,

b. Complied. in_all, material respects, with the requivements identified above in cogoection with
federal awards escept as disclosed inthe Schedute of Findings and Questioncd Costs.

Wentified and chsulosud interpretations of any compliance requirements hat have varving
}ntt,rpretailom

&

e Made avaitabie all-information related to federat-financizi-reportsyd el for-advanees and -

re;ml)urwmems. Federal Gnapcial :epom dnd claims for advances and reimbursements are
supported by the. books and records from which ihe financial statenrents have been prepated and
are pmparc.d om: u basis consisten! with that presented in the Schedule of B xpenditures of Federal
Awards. The copies of federal program finencial reports provided are frue copies of hie reporis
submitied, of electronically transmitied, to the federal agency or pass-through catity, as
Apphmbie

tdentified and disclosed all amounts qacstioned and any known nonuomplmm.t. with the
requirenents of federal awards, including e results of other audits or program reviews related
10 the objectives of the aodit.

r

f.  Tdentified pzcvifms finanvial audits, attestation engagements, performance audits, or ather studies
related 16 1he objectives of the audit and the corrective actions taken to address significant
hndmﬁ and recopunendations, including the status of follow-up on plim audit fiddings {and
information about all managewent decisions) by federsl awarding agencies and pas ss-through
eniitivs.

2. Provided w0 you our views on the reported findings, conclusions, und reoommendations Tor vour
repott,
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L7, We ure tespensible Tor faollow- -up-on the pnor—w.m' ﬁmlmg\ We v pn.parnd & summaty schodule
of prmr vear findings te ]mmm_ the status of vur efforts v xmph.mx,ma fon of the prior-vear's
coneetive actina plan.

18. Wi have-fncinded in the corrective dction plan fof current-v ear findings, the pame of the person in:
DT organization responsible for iiplementation of the aetions, the bes t.u.tmns {0 be wlken, and lhe
estimate oFw wmplctmn date. We have taken timely and. appropriate :,tcpa o :r,mmlv frand, illega
deds, vidlation of provisiens of contracts or vmm agregments, or atinse that vou repéri.

9. ‘Mm{auumm has identificd and disclosed o voen afl lnws and: ru‘uiatlons that have a direct and
mater m! effect on the duk.mmmtmn of financial stafement amourm

20; No changes.iy iriternal contrak over &nancmi n.pmhnﬂ or oih v factors that niight bmnimam}v affecl
intérial control aver financiid repoirting. -incheding any: it cLios Lakun by: management with
refard:to stariificant defiviencies and materiad we aknesses. have occurred subsequent W September

30,2013

Except:where otherwise stated below, maiters less than $238:000 m!ieﬁ,tm.l\ are not considered o be
exeeptions that requite- disclosure for thie purpase of the following It,preSeﬂtallom This wmonnt is dot’
fisiessarily indicative of amounts thial would require adjustinent to, or disclosure in, the basié financial

stAténients.

I. Except as lisied in Appbnd;ccs A und B, there are 0o transactions that have nol been properly
reumied i r!u. accounting records undertyling the. Hnancial- sr,.uemenh

22, GMIA has no. plags or iptentions (hat may affect the carrying va lueor classification of assets and
{iabilities.

23, The. f'olkommz, w the extent applicable. have been approprintely identified, properly recorded, and
disclosed i m the financial state ments:

a. Related party tronsactions and associnted amounts receivable or payable, including sales,
putchases, loaus, transfers. leasivg arrangements, and guarantes (writen or oral}.

b:  Guarantees, whether written or oral, nader which GMEA is contingenily iiable,

24, In preparing the financial slatements in conformity with GAAP, management vses estimates. Al
estimates have been disclosed in the finaueisl statements for which knu\m mformation available
priot o the issuance of the financial statements indicates that hoth of the followi ing.criteria are met:
a. lisab least reasonably possible that the estimate of the effect an the financial statements of a

condifion, sitnation, or set of cirenmstances that existed at the date of the Bhancial statements
will change in the near tenn due to one or more fetwre conlinning events.

b, The effeet of the change would be material w the financial statements.

235, Risks associated with concentrations. bused on information known to managemcnt, that rmeet alf of
the nllowiog criteria have been disclosed i the financial statements:

i1 The concentration exists ai the dats of the financial statements.

b.  The concentration makes the enterprise volnerable o the risk of a near-term severe impact.
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. 1tis wn feast reasonably posyible thar die events that coudd eanse the severe fmpact will aceor in

the pear lerm.

26, Thenrs are noy:

&,

Yiolations or possible vivlations of Jaws or regulations, sach ag those refated tothe Medicare
and Medicaid antifraud und abuse \tmntas inclading but not Hmited 1o the Anti-Kickback Act,
Limirations on- (.emm Ph»su,mn Ra.fc*rral:, {s,ommorﬂy referred 1o as (he “Stark taw'™y, amd the

False Claims Act, in oy jllrl::dl{lin)u. whose. effects should be cunsidered tor disclosure i the
financial statepents or asa basis for recoiding a toss contingency.

Kpown aclual. or possible litigation and claims whose effécts should be considered and
accounted for aind disclosed iy rhc, fi nam.nl atatumen{x and that have not been clm!oaed to the
anditor.

Other Habilities or-gain or loss umlrnszcsl.,n,x that ase required 1o he accrued or disclosed by
GASB Codification Section CS0, €luims and Hudgments, except as disclosed in the notes o the
financial statemicsts,

27. During fiscal year 2013, GMHA implémented the following pronouncements:

T DRSSO b AT JoE ﬁ‘!ate Gl T OCH] CAOvar RIS, T, BEST Wevt Bser Teeds and -

GASB Statement No. 60, Aeeounting wid Finemciad Repovting for Service Concession
Arrangements. which addressed how 1o account for and report service  concession.
arrangentents (SCAs). a'type of pubhupmmtc or puhiu,-puhhc partaership that state and local
governments arg. ncreasingly entering into: The Tmplementation of (his statement. did not
have a miaterial effect on the financial stalemients:

GASB Statewent No. 61, The Financial Reporting Entity: Ommibus, whick improved financial
reporting for vcwemmr.nraf entities by amending the regtirements. of Smumcnts Neo. 14, The
Finencial i’c’pnrrmz Lntiry, apd. No. 34, Basic: Fimncial Statements - and lfumgemenf s

address reporting entity issues that have come 10 light since those Statements were issied in
1991 and 1999, respectively. The implementation 01’ this statement did not bave o materiat
effeet onhe financiat statements,

GASB Stalement No. 62. Codificivion of Aecownting and Vinancial Reparting Guidanve
Comtained in Pre<November 30, 1989 FASE énd . AHCPA Pronouncements, which enhanced the
usefulness of jts Codification by incorporating guidance that previvusly conld only he fomnd
in certain Financial Accoummg Standards Board (FASB) and American Institule of Certified
Public Acceuntants (AICPA) pronouncements issued on or before November 38, 1989, which
dees not contlict or contradict GASB pronouncements. GASE Statement No, 62 superseded
GASE Statement No. 20, Accounting arnd Financial Reporting jor Proprictry Funds ond
Othr Governmented Entitics Phat Use Frapriefory Fund decownting. The implementation of
this stalement did not have a material effect ou the financiat staterments,
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*  UARB St ifemem No. 63, Finapcid Reporting of Deferred Ougflows @f Revburces, De eferrad
Iiflows of Resources, wnd Net Position. which estabiished f"[llddnCr‘.‘ for reporting. dfmmd
omﬂo\aa of resvurces. dn.iened inflows of resources, and pet position in A a@kfnoni ur
finaneial p<,‘51irﬂn. and GASB Statement No. 63, frems Previowsly Reported ay As:
FLiahiiives, wiich clar sﬁes the appropriate 1epcmmw of delerred omﬂﬂws of re~0’.ucca 4;1(1
duferrad mﬂuv.s of' resources 1 ensure consistency in finahelal reporiing: T hése bt&temanf_x,
dmend m' i & cimpo:tmﬂ requxrr.ment» iy ‘«fammm o 34 ﬁaw Fr;z.zmm ératemmis ~

ru,ourw‘; mtu uw deﬁmumrx of !hr.. requmd yomponmlx of rlb. xexlduat reasurE and. by
renaming that measure as net position, rathey than net assets: With the maplementaunn 01

GASB ‘%taiemem No. 63 and. Statement No. 65, the Statement of Net Assets ivag ik
Starement of Net. Position:  In additios. the Statement; of "Net Position muhxd_ | tive
claxsifications sepsmu. from assers and Labilities. Amoums reported as deterred ontflows of
resourees die repored in a separate section {ollowing assets, Likewise, amonpls repomd 48
deferred inflows of tésources are reported in a separate section following liabitities.

28 I April 4012. GASB issucd Statement No. 66, Technical Corrections - 201 % whigli enbigirces the:
useltdoess of finangial reports by resolving LOE!ﬂ]Cl‘lil" aceounting and financial répoiting. gmcbmc;'
that could dimivisli the consiglency of financial reporting. The provisions of this smtement ate
effective for periods beginning afier December 13, 2012, Management has not yet dutummtd the
elfect of impleinentalion of this statement on the hn’mcmi staterments of GMITA,

29, In June 2012 GASB:issued Stalemmt No. 67, Finencicl Reporting for Pension Plans, whmh revises
e*nstmg guzdam.c forthe financial reports of most pension plans, aud Statement No. 68, Aceuiiing
and: Fineieial Beporiing for Pensions, which revises and establishes néw: fi Jmnu.n! mportmcrf
rc.qu:rementb for- most povernments that provide their employess with pénsion’ henefits, The
prmqsmm i Statement. 67 areieffective for financial statements for pmods begitningaiter. 1u3 : |
2013, The provisions iy Srals.lmnt 63 are effective for fisca) vears beginning - after-Juge: 15, AJM
\z’f‘mdrfement has hot-ye d:_mmmed 1he el[ecr of {mplegmutalmn 01 the.s \tatcmems nn ﬂu.f

Sl 'E'IIT"E]‘IC]:‘&]':»MIGTHE.]‘IW‘T}'_ GM Ih‘\:' -

30. I danuary 2013 GASB issued Statement Ne, 69, Govermment Combinarions fnd Disposaly uf

Converpmignt (_Jp ;'rﬁmm, which improves accounting and financial reporting for stare and Joca)
governments’ cotmbinations dnd disposals of govermment vperations.  Gaversinetit combinations
incluce. mergerscacdgudsitions, and mansters of i)p(.ldllmt\ A disposal of government operationg can
occur through a transtér (0" another pavernment or a sale. The priwisions in. Statement 69 are
effective for fiscal vears beginning after Deceber 13, 2013, Management has nol vet dcternnncd

the effect. of fmplementation of this stotmeni oo the Gianciat statements of GMHA.

31 0n Aprit 2013, GASE issued Statement No. 70, ducounting and Financiol Reporting jor
Nonexchange Finoncidl Gueraniees, which requires a staie or local government guaraator that
offers a ponexchavge fnancial guaraniec fo anolher organization or gOverment to recognize a
liability on Hs financial statements when it is more likely than not that the suarantor will be required
W make a payuent o the oblizgation holders undec the agreenent. The provisious in Stateraent 70
are effective for fiscal vears beginning after June 15, 2013, Management has not yef determined the
effect of implerneatation of this statament on the Tinancial statements of GMHA.

2. GMHA has satistactory title 10 all owned assets, and there are no liens or encumbrances on such
asscls nor hus any asset been pledged as eoltateral.

R

3. GMHA has wmpilud with aft aspects of contractual agreements thal would have an effect on the
financial statements in the event of noncompliance. except for mstances of noncompliance incloded
in the Schedule of F I?ld]l‘l"b anct Questioned Cosis,

Lad
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L
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L
>

38,

39,

46,

EEY

capztah/,ab!e

No deparunent or agency of the Federal Government or GovGuam has. rtpuﬁcd a taterial instance.
of noncempliance to us, except for inslances of noacomplianes inéladed in the Scliedule of Findings
and Questioned €oms,

Arrangements with financial instiutions invaltving cumptznc.ttmt, balances or ather mrarwunenis
iny Dl ing resmictions on cash bajances, Hane of credit, or siwilac arrangements- hate been proper by
djb_clos:..d in the fipancial siatements.

. Pinancial instraments with significant individual ot group concentration of dredit risk have' been

appropriavety identified, properly recarded, and disclosed in he Huancial statements.

. Receivables recorded in the financial statensents represent valid claims against.deblors for sates or

other charges arising on or before the balance-sheet date and have bun dppmpzm ly rediseed 1o
theds L.Sf.tﬂ).diﬁd net reaimb!c vilye.

GMIA is respousible Ior cimeumnmb andd mmn&lmsrw the adequécy of the atlowanice for accoupts
receivable, as well as estimatos used to det;mmw such ahounts.  Munagegent believes the
altowasces are adequate 10 absorb cunently ostimated bad debts inthe’ accmmt balances.

The recorded valuation 3!E<3wance\ for accounts receivable diid scr{lemcm; with third parties are
necessary, appropriate, and properly supported.  Provision' has been made {or estimated rotroscrive
adjustinents by third-panty payors undér reimbursement agreements.

Provision has been made 1o reduce excess ar obsolete. inventories 10 théir estimated net cenlizable
\’Clhli. Al inventories are the preperty of GMHA and do not includs any tems: eonsigned I i

. We helisve that all expandifores that have been deferred to ﬁmz;re,perioﬂéa arcrecoverahie.

Al additions to GMBA’S property accounts consist of re placements or adélitiors that are properly

. There were no items of physical property comtatved in the property sccounts of GMPA tha were

either (a) abandongd ar () out of service and uot mgardgd as either (1) standby property or

-equipment oy (313 property held for usc only lemporarity out of service,

We have no wtemwion ol terminating our participation in t,ha Gov(uam Reticement plans or taking
any other action that vould result in ap ¢ffective termination or reportabiu event Jor any of the plans.
We are uot awase of any oceurrences that coubd result in the wermination of any of our pepsion plans
to which we contribute.  We belivve that the acivarial as‘:umptmns andd methodL wsed {0 measure
pension liabitiiies and costs for financial sceounting purposes are appropriaie in the circumstances.

. Accruals for losses from malpractice, workers compensation, and other types of selfiimsured risk,

including averuais Tor claims incurred bul not reported have been properly fecorded and disclosed i
the financial statements.

. N svidence of frand or dishonesty in fiscal operations of programs administered by GMA has
heen discoverad.

o 1991 Public Law 2159 was eoacted o establish a bonus system for emiployees of GovGuam,

avtenomous and semi-sutonomous agencies. public corporations and other public Instrumentatitics
of GovGuam who carn a superior performances grade. The honus (s calculated at 3.5% of te
employee’s base salary beginning 1991, GMUHA did not pay ahy bonuses parsuant to the taw from
1391 through 2002, In 2003, GMHA adopled a merit sysiem similar 1o the GovGuam merit system.
GMHA has assessed the impact of the requirements of the law for fiscat vears 1991 trough 2013,
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As of September 30, 2013, GMHA recorded: merit payahle of $182,557 related to fiscal vores 2018
fo 2013, ' ‘

The Hospital hus ircurred losses ffom aper'muu‘; of 833,771,046 and $17.878.633 and nemative cash
flows from operations of $11,765.1 71 and $4314.343 for The veurs ended Seprzmber 30, 2013 and
2012, respeetively, Az .“-c,pwml,cr 30, 401; ‘.md 2037, e Hmpzlai deficiencies on delingnent angd
pnpaid retiroment gmurxbufmm, u\danw interest undl ponalties, with the GovCluant Retirement
Fund were §1,972.295 and $2,377,793, respocti vely. The Hosptm} fcwrded oncrictiial adjustrents
and prinisions F'n‘ umoug\cﬁbiu accoumnts of ‘Wi,’aﬁ.‘: 3 IU auct $64,223, 700 For the 1tseal veurs endod
September 20, 2013 and 20172 , tospeerively.

GMHA management has taken the following actions and nicasures © address the Hospimb's losses
froma operations and nepative cash flows irom opexations:

«  Management is. critically evaluatity 5{51{' ng patternd 18 ensure that quality wad patient satery
sroals pre niet with “prudent™ :,mﬂmu

»  Management has asked Ihe Goveranmient of Guam for financial assistance through the
Department of Public Health and Social Services progearns and for afternative funding of self-
pay patients.

+  Management is requesting “retief” from the contribution burden for the Retirement fund.
» Management plans to complete its negotiations witl Guam insurers by Augnn 1, 2014,

«  Mamgement is pursuing - rc»b.isnw" frc;m CMS that will provide grearer reimbuzsement for
services to Medicare patiehts.

«  Management is revicwing its fees for ity clinical and professional services. Management has
fntroduced foe indreases to the comimunityand to the Guam Legiglature.

Management betieves that the continuation of the Hmpﬁal’ operations is dependent tipon the future
payment of medica) services undenwritten by the Government of Guam, continued comnpensation hy
the Government of Guam for the cost of services. prowded wider the Medicaid and \‘Iedt{,dlh
Indipent Program. the collection of long aitstanding paticnt receivables, and/or improvements i
operations,

. No events have ocanred after Septainber 30, "()!3. but before tune 27, 2014, the date the financial

staternents were available to be issued that requm. consideration as dd;usmmnfs to, or disclosures in
the financiul statements. except as disciosed in the notesto the financial statements.

3L Nooevents have ooowred subsequent to Septemiber 30, 2013 that reguires consideration as

adiustinents o or disclosures in the schedole of federal awards and related nores.
Regarding required supplemeniary information;
a. We continm that we are responsible for the required supplementary information.

b, The required supplementary information s measured and presented in accordance with GASE
Codification Section 2200, Conyrehensive dnnual Fincnciad Report.

¢ The methods of mweasurement and presentation of the supplementary information have not
changed from those used iy the prior periad.
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52. Regarding supplementary information:

a. We are responsible for the fair presentation of the supplementary information in accordance

with GAAP.

b. We be,li'e\f.e‘ the Sdppiemeﬁtary'infdrrnation, including its form and content, is fairly presented in

accordarice With GAAP.

c. "I‘hcymgthpds-bf measurement and presentation of the suppiementary information have dot
-changed from‘those used: jn the prior period.

Very truly yours,

o - & vl . g
J:; 7 ,r"{ o _,'ig'f .f:'f ! _-‘_rjﬁ, "’J .y"’f‘//f‘ ’__,l*"? T
Sl B e A . UL '
LR S B A 0 S A A O T 8

{’f;”i'_...fgs,’-”‘:‘ifiséphf P. Verga . WL ..*,-'-_‘f
{i Hospital Administrater/GEO g'"‘.’




Guam Memodal Hospital Authority ‘
Summary of Uncorrpetad Misstatemenis Relating to Current Year
Septamber 30, 2013

ATTACHMENT |, CONTINUED
APPENDIX A

SBegineig Net
Linbitieg: Posiitn

Changs i

Agnsels Met Positlon

+. To actrue'FY2013 patient charges enterad subsequant to
08/30/2013
Dr. Patient recsivables
Cr. Patlent ravendes

2. To take up saditional appropriations not accrued at 9/30/13,
Or. Dup from GovGusim
Cr. Beféreed Revarus - GovGuam Subsidy

3. To adjust GovGuam Subsidy revesiue for amaunis nol confirmed by
DOA and not yat recelived by GMHA
Dr. BovGuam, Subsidy Revenue
“Gr. Deferred Revenue - GovGuam Subsldy

4. To take up exirapolated overstatement in inventory srising from unit
costs. ) '
Dr. Expense
Cr. Inventory

5. To adjustinvenfory réserve account.
Dr. Provision for fiventory cbsolescense
Cr: Invenlory reserve,

6. To adjust liely misstatement in retirement expanse
Ur. Retirgment expensa
Cr. Interest/panafty.

. 1. To recond aflowance orrthe receivables from Caneer Center of
Guam’ ]
Dx. Material and supplies expense
Cr. Allowancs for other raceivables

8. To adjust remaining variance on Perry Point payables

Dr. Bxpiense
Cr. Accounts payable

Totat Uncarmacted Misstatsmaents

riCr)

Dren B orich

28%0.820.00 .
(280,820.00)

12308006
(186,080.00)

. 168.433.00
(168.433.0D)

213.384.00
{213,.354.00)

‘ 89.122.00
(89,122.00)

113,043.00
{113,043.00}.

134,450.00
{134,450.00}

192.409.00
{152,408.00)

31.934.00  (548,922.00) . - 515,988.00

We have reviewed the uncorrecied missiatements abova as of September 30, 2013, The uncorecied misstatements are not majeriat lo
the curment fiscal yebe financial staternents. The above are not the resuils of fraud or iHegal acts.
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ATTACHMENT I, CONTINUED
APPENDIX B

Guam Memoral Hospite Authorily .
Sunyrary of Uncorected Misstatements Retating o Prior Year
Beptember 30, 2013

o _ Boginning Net - Change in
Asgeds Liabilitias Position MNet Positon

Dr(Gry: . Or{Cry Or{Cs). _ BriCry
1. To adjust depreciation relating o prier year (from July
2040 thru Sept. 2012) for assel #7154,
Dy, Bepreciation expense 61,992
Cr. Accumutated depreciation {81,992}
Total Unecrrecied Misstatements {51,992) - - 51,602

We have reviewed the uncomected misstatements dbove as of Septambar 30,2043, The uncorrected
misstataments are not raterial to Ha current ﬁscal year financial statemsnts The above are not the results of fraud

or itegal acts.
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De i o i tte & Deloitte & Touche LLP

361 S, Marine Corps Drive
Tamuning, GU 96913-3911
UsA

Tel: 1-671-646-3884
Fax; 1-671-649-4932
www.deloitte.com

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

Board of Trustees
Guam Memorial Hospital Authority:

We have audited, in accordance with the 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, the financial statements of the Guam Memorial
Hospital Authority (the Authority), a component unit of the Government of Guam, which comprise the
statement of net position as of September 30, 2013, and the related statements of revenues and expenses
and changes in net position, and of cash flows for the year then ended, and the related notes to the
financial statements, and have issued our report thereon dated June 27, 2014.

Internal Contrel Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the Authority's internal
control over financial reporting (internal control) to determine the audit procedures that are appropriate
in the circumstances 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 Authority’s internal control.
Accordingly, we do not express an opinion on the effectiveness of the Authority’s internal control.

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 material
misstatement of the entity’s financial statements will not be prevented, or detected and corrected on a
timely basis. 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.

QOur consideration of internal control was for the limited purpose described in the first paragraph of this
section and was not designed to identify all deficiencies m internal control that might be material
weaknesses or significant deficiencies and therefore, material weaknesses or significant deficiencies
may exist that were not identified. Given these limitations, during our audit we did not identify any
deficiencies in internal control that we consider to be material weaknesses. However, material
weaknesses may exist that have not been identified. We did identify a deficiency in mternal control,
described in the accompanying Schedule of Findings and Questioned Costs as item 2013-1 that we
consider to be a significant deficiency.



Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Authority'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 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 Authority’s Response to Findings

The Authority’s response to the findings identified in our audit is described in the accompanying
Schedule of Findings and Questioned Costs. The Authority's response was not subjected to the auditing
procedures applied in the audit of the financial statements and, accordingly, we express no opinion on it.
Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the result of that testing, and not to provide an opinion on the effectiveness of the
Authority’s internal control or on compliance. This report is an integral part of an audit performed in

accordance with Government Auditing Standards in considering the Authority’s internal control and
compliance. Accordingly, this communication is not suitable for any other purpose.

ARSI

June 27, 2014
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INDEPENDENT AUDITORS' REPORT ON COMPLIANCE FOR EACH MAJOR
FEDERAL PROGRAM; REPORT ON INTERNAL CONTROL OVER COMPLIANCE;
AND REPORT ON THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
REQUIRED BY OMB CIRCULAR A-133

Board of Trustees
Guam Memorial Hospital Authority:

Report on Compliance for Each Major Federal Program

We have audited the Authority’s compliance with the types of compliance requirements described in the
OMB Circular A-133 Compliance Supplement that could have a direct and material effect on each of the
Authority’s major federal programs for the year ended September 30, 2013. The Authority’s major
federal programs are identified in the summary of auditors’ results section of the accompanying
Schedule of Findings and Questioned Costs.

Management’s Responsibility

Management is responsible for compliance with the requirements of laws, regulations, contracts, and
grants applicable to its federal programs.

Auditors’ Responsibility

Our responsibility is to express an opinion on compliance for each of the Authority’s major federal
programs based on our audit of the types of compliance requirements referred to above. We conducted
our audit of compliance in accordance with auditing standards generaliy 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 perform 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
Authority’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 on compliance for each major
federal program. However, our audit does not provide a legal determination of the Authority’s
compliance.



Opinion on Each Major Federal Program

In our opinion, the Authority complied, in all material respects, with the types of compliance
requirements referred to above that could have a direct and material effect on its major federal program
for the year ended September 30, 2013.

Other Matters

The results of our auditing procedures disclosed instances of noncompliance, which are required to be
reported in accordance with OMB Circular A-133 and which are described in the accompanying
Schedule of Findings and Questioned Costs as item 2013-2. Our opinion on each major federal program
is not modified with respect to these matters.

The Authority’s response to the noncompliance findings identified in our audit is described in the
accompanying Schedule of Findings and Questioned Costs. The Authority’s response was not subjected
to the auditing procedures applied in the audit of compliance and, accordingly, we express no opinion on
the response.

Report on Internal Control Over Compliance

Management of the Authority is responsible for establishing and maintaining effective internal control
over compliance with the types of compliance requirements referred to above. In planning and
performing our audit of compliance, we considered the Authority’s internal control over compliance
with the types of requirements that could have a direct and material effect on each major federal
program to determine the auditing procedures that are appropriate in the circumstances for the purpose
of expressing an opinion on compliance for each major federal program 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 internal control over compliance. Accordingly, we do not express an
opinion on the effectiveness of the Authority’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 i1s 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. 4 significant deficiency in
internal control over compliance 1s a deficiency, or a combination of deficiencies, in internal control
over compliance with a type of compliance requirement of a federal program that is less severe than a
material weakness in internal control over compliance, yet important enough to merit attention by those
charged with governance.

Our consideration of internal 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 over
compliance that might be material weaknesses or significant deficiencies. We did not identify any
deficiencies in internal control over compliance that we consider to be material weaknesses. However,
material weaknesses may exist that have not been identified.

The purpose of this report on internal control over compliance is solely to describe the scope of our
testing of internal control over compliance and the results of that testing based on the requirements of
OMB Circular A-133. Accordingly, this report is not suitable for any other purpose.



Report on Schedule of Expenditures of Federal Awards Required by OMB Circular A-133

We have audited the basic financial statements of the Guam Memorial Hospital Authority as of and for
the year ended September 30, 2013, and have issued our report thereon dated June 27, 2014, which
contained an unmodified opinion on those financial statements. Our audit was conducted for the purpose
of forming an opinion on the basic financial statements as a whole. The accompanying Schedule of
Expenditures of Federal Awards is presented for purposes of additional analysis as required by OMB
Circular A-133 and is not a required part of the basic financial statements. Such information is the
responsibility of management and was derived from and relates directly to the underlying accounting
and other records used to prepare the basic 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 underlying accounting and other
records used to prepare the financial statements or to the basic financial statements themselves, and
other additional procedures in accordance with auditing standards generally accepted in the United
States of America. In our opinton, the Schedule of Expenditures of Federal Awards is fairly stated in all
material respects in relation to the financial statements as a whole.

Dl SR

June 27, 2014



GUAM MEMORIAL HOSPITAL AUTHORITY
(A Component Unit of the Government of Gunam)

Schedule of Expenditures of Federal Awards
Year Ended September 30, 2013

CFDA# Agency/Program
U.S. Department of the Interior

Passed through the Government of Guam:
Economic, Social and Political Development of the Territories:

15.875 Compact Impact FY 2007 - Pharmaceutical Supplies & Equipment
15.875 Compact Impact FY 2008 - Emergency Backup Chiller System
15.875 Compact Impact FY 2009 - OR HVAC Upgrade

15.375 Compact Impact FY 2009 - Structural Assessment

15.875 Compact Impact FY 2011 - Lab Information System

15.875 Compact Impact FY 2013 - Compact of Free Association

Total 15.S. Department of the Interior

U.S. Department of Health and Human Services
93.074 Hospital Preparedness Program (HPP) and Public Health Emergency
Preparedness (PHEP) Aligned Cooperative Agreements:
HPP Grant FY 2012
HPP Grant FY 2013

Emergency System for Advance Registration of Volunteer Health Professionals (ESAR):

93.089 ESAR 2010
National Bioterrorism Hospital Preparedness Program:
93.889 Bioterrorism Hospital Preparedness Grant FY 2011

Total 1.S. Department of Health and Human Services

U.S. Department of Homeland Security

Passed through the Government of Guam:
97.067 Homeland Security Grant Program

Total U.S. Department of Homeland Security
Total Federal Awards

Reconciliation to the basic financial statements:
Pharmaceutical supplies, healthcare services and payables
Capitalized as property and equipment
Federal program expenditures recorded as nonoperating expenses

See accompanying notes to schedule of expenditures of federal awards.
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Expenditures

3 128,618
110,327

4,495

26,549

397,920
6,000,000

6,667,909

46,478
1,638
48,116

47,018

156,256
251,390

59,762
59762
5___6979,06

5,929,530
813,824

235,707

5___ 6979061



GUAM MEMORIAL HOSPITAL AUTHORITY
(A Component Unit of the Government of Guam)

Notes to Schedule of Expenditurés of Federal Awards
Year Ended September 30, 2013

(1) Scope of Audit

The Guam Memorial Hospital Authority (the "Authority") is a component unit of the Government
of Guam (GovGuam), a governmental entity created on July 26, 1977 under Public Law No. 14-29
as an autonomous agency of GovGuam. Only the transactions of the Authority are included within
the scope of the OMB Circular A-133 audit (the "Single Audit™). The U.S. Department of the
Interior has been designated as the Authority's cognizant agency for the Single Audit.

Programs Subject to Single Audit

A Schedule of Expenditures of Federal Awards is presented for each Federal program related to
the U.S. Department of the Interior, U.S. Department of Health and Human Services and U.S.
Department of Homeland Security, which are subject to OMB Circular A-133.

(2) _ Summary of Significant Accounting Policies

Basis of Accounting

The accompanying Schedule of Expenditures of Federal Awards includes the federal grant activity
of the Authority and is presented on the accrual basis of accounting, consistent with the manner in
which the Authority maintains its accounting records. The information in this schedule is
presented in accordance with the requirements of OMB Circular A-133. Therefore, some amounts
presented in this schedule may differ from amounts presented in, or used in the preparation of the
basic financial statements. All expenses and capital outlays are reported as expenditures.

Matching Costs

Matching costs, i.e., the nonfederal share of certain program costs, are not included in the
accompanying Schedule of Expenditures of Federal Awards.

Indirect Cost Allocation

The National Bioterrorism Hospital Preparedness Grant allows, upon prior grantor approval, an
indirect cost allocation of 10% of certain administrative expenses o be charged against the grant.
The Authority did not charge indirect costs against this program during fiscal year 2013.
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GUAM MEMORIAL HOSPITAL AUTHORITY
(A Component Unit of the Government of Guam)

Schedule of Findings and Questioned Costs
Year Ended September 30, 2013

Section I - Summary of Auditors’ Results

Financial Statements
1. Type of auditors’ report issued: Unmodified
Internal control over financial reporting:
2. Material weakness(es) identified? No
3. Significant deficiency(ies) identified that is not considered
to be a material weakness? Yes
4. Noncompliance material to the financial statements noted? No
Federal Awards
Internal control over major programs:
5. Material weakness(es) identified? No
6. Significant deficiency(ies) identified that is not considered
to be a material weakness? None reported
7. Type of auditors’ report issued on compliance for major programs: Unmodified
8. Any audit findings disclosed that are required to be reported in

accordance with section 510(a) of OMB Circular A-133? Yes

9. The Authority’s major programs were as follows:
CFDA Number Name of Federal Program
15.875 Economic, Social and Political Development of the
Territories

10. Dollar threshold used to distinguish between Type A and Type B
Programs, as those terms are defined in OMB Circular A-133: $300,000

11. The Authority qualified as a low-risk auditee, as that term is defined
in OMB Circular A-133? No

Section II - Financial Statement Findings
Finding
Number Findings

2013-1  Patient Receivables

Section III - Federal Award Findings & Questioned Costs

Finding CFDA Questioned
Number Number Findings Costs
2013-2 15.875 Equipment and Real Property Management $ -



GUAM MEMORIAL HOSPITAL AUTHORITY
(A Component Unit of the Government of Guam)

Schedule of Findings and Questioned Costs, Continued
Year Ended September 30, 2013

Finding No. 2013-1 - Patient Receivables

Criteria: Measures and actions should be undertaken to collect and address long outstanding and
increasing receivables.

Condition: Patient receivables increased by $15,042,121 (or 7%) from $220,538,849 at September
30, 2012 to $235,580,970 at September 30, 2013. Based on the Authority’s analysis, the allowance
for contractual adjustments and estimated uncollectible accounts increased by $26,930,456 (or 14%)
from $187,797,152 at September 30, 2012 to $214,727,608 at September 30, 2013.

Cause: The cause of the above condition appears to be declining economic conditions.

Effect: The effect of the above condition is the potential for inadequate cash flows to meet current
obligations. '

Recommendation: We recommend that the Authority continue its effort to follow up on
outstanding patient receivables and continually review existing collection measures and strategics to
further develop other plans to address increasing patient receivables.

Prior Year Status: The matter relating to patient receivables as described above was reported as a
finding in the Single Audit of the Authority for fiscal years 2010, 2011 and 2012.

Auditee Response and Corrective Action Plan: GMHA has taken several steps to correct this
problem:

1. GMHA released a RFP for a collection agency. This contract should be finalized by
6/30/2014. GMHA will transfer many self-pay and un-paid accounts to the collection
agency.

2. GMHA updated its criterion for submitted accounts to the Guam Department of Revenue
and Taxation. GMHA submitted $54 million of accounts in the 2™ calendar quarter of 2014.

3. GMHA’s Business Office staff will continue to reconcile receivables with local insurers
including Medicare, Medicaid and the Medically Indigent program.

4. GMHA will present a recommendation to “write-off” over $175 million of uncollectible, old
accounts receivable. This will provide more accurate information for GMHA’s Board and
external users of the data.

5. GMHA is negotiating a contract with an independent 3™ party to manage coding, billing and
collection of claims from governmental and private insurers. This should improve accounts
receivable management.

6. GMHA will upgrade its revenue cycle and patient registration software in August 2014 —
bring more sophistication and capabilities to the revenue cycle and accounts receivable.

Contact Person: Alan C. Ulrich
Corrective Action: In process

Proposed Completion Date: August 31, 2014



GUAM MEMORIAL HOSPITAL AUTHORITY
(A Component Unit of the Government of Guam)

Schedule of Findings and Questioned Costs, Continued
Year Ended September 30, 2013

Finding No.: 2013-2

CFDA Program: 15.875 Economic, Social, and Political Development of the Territories
Agency: U.S. Department of the Interior

Grant: Compact Impact Grants

Requirement: Equipment and Real Property Management

Questioned Cost: $0

Criteria: In accordance with applicable federal equipment and real property management
guidelines, the grantee shall adequately safeguard and maintain equipment and property acquired
with federal funds.

Condition: Of 25 federal fixed assets tested, the following were noted:

1. Two (8%) were fully depreciated and were sighted. However, they have not been used for
several years and GMHA has no immediate plans for future use:

Tag # Description
5236 Mammogram Unit, Breast
5266 Anesthesia, Ohmeda

2. One (4%) was fully depreciated and represented several asset items under multiple purchase
orders. Several of the items could not be located. Additionaily, several items had been
surveyed but were not removed from the fixed asset listing.

Tag # Description
5740 CPR. Manikins

Cause: Compliance with appropriate maintenance of federal fixed assets does not appear to have
been monitored.

Effect: The Authority appears to be in noncompliance with applicable equipment and real property
requirements.

Recommendation: We recommend that compliance with applicable equipment and real property
requirements occur.

Prior Year Status: Noncompliance with applicable equipment and real property requirements was
reported as a finding the Single Audit of the Authority for fiscal year 2012.

Auditee Response and Corrective Action Plan: GMHA will remove the fully depreciated and un-
used equipment. GMHA’s department managers will be asked to communicate changes in the
status of fixed assets to GMHA’s fixed asset accountant.

Contact Person: Aniceto Jun Infante
Corrective Action: Improved departmental communication

Proposed Completion Date: July 31, 2014
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GUAM MEMORIAL HOSPITAL AUTHORITY
(A Component Unit of the Government of Guam)

Unresolved Prior Year Findings and Questioned Costs
Year Ended September 30, 2013

Questioned Costs:

For the year ended September 30, 2013, the following questioned costs were noted and prior
questioned costs resolved:

Questioned Costs
Questioned Costs  Resolved during
Set Forth in Prior Fiscal Year = Questioned Costs at

Audit Report 2013 September 30, 2013
Unresolved Questioned Costs FY 2012 $2.201,988 $ - $2,201,988
Questioned Costs for FY 2013 -
$2.201,988

Summary Schedule of Prior Audit Findings

As of September 30, 2013, the status of all audit findings included in the Schedule of Findings and
Questioned Costs for the year ended September 30, 2012 is as follows:

Finding No. 2011-1 — Not corrected. See corrective action plan to Finding No. 2013-1.
Finding No. 2011-2 — Corrective action has been taken.
Finding No. 2011-3 — Corrective action has been taken.

Finding No. 2011-4 — GMHA’s Finance Staff are working with the auditors to identify
procurements that comply with federal guidance.

Finding No. 2012-1 —- Not corrected. See corrective action plan to Finding No. 2013-1.
Iinding No. 2012-2 — Corrective action has been taken.
Finding No. 2012-3 — Corrective action has been taken.

Finding No. 2012-4 — GMHA’s Finance Staff are working with the auditors to identify
procurements that comply with federal guidance.

Finding No. 2012-5 — Not corrected. See corrective action plan to Finding No. 2013-2.
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