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lqternal Revenue Service : Department of the Treasury
District Director

250 .\W\

Person tocomact‘ I L
E. Calfen

Telephone N::r.ihne
3N6-771. 254

Reter Repiy to:
Quality Review Staff

pate: HOV 1%

sefferson Memorial Hospital, Incorporated
4600 King Street
Alexandria, Virginia 22302

Gentlemen:

%e nave enclosed a copy of our examination report explaxnlng the adgustments we made -

~ 0 your return because of your tax shelter activity.

I¢ you accept our findings., please sign and return the enclosed Form 870. If
additionai tax 1s due, you may want to pay it now and limit the interest charge;
otherwise, we will bill you. (See the enclosed Publication 5 for payment details.)

If you do not accept our findings, you may request a2 hearing with our Office of
Reg:onal Director of Appeals. You may want to attach to your hearing request a statement
ouzlining your position. Unless significant new facts or legal arguments are submitted to
cus:ify f{urther consideration, we will issue a notice of deficiency and, if necessary.

i ly
iitigate any case contesting the adjustment. If the proposed increase is more than
32.500. piease submit a written protest. Publication 5 explains your appeal rights and
nois 10 prepare your protest. If you request a hearing, we will forward your wr:tten
statement or protest to the O0ffice of Regional Director of Appeals. That office will

contac: you to schedule an appointment.

If we do not hear from you within 30 days, we will have to process your case on the
zas1s of zhe adjustments shown in the examination report. An addressed envelope is
enclosed {or your convenience.

I you have any questions, please contact the person whose name and telephone nuxber

are shown above.

Thank you for your cooperation.

Sincerely yours,

es: %:::::; Director
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‘ Oepartment of *ne Treasu’y Nier " Revenye Serv.ce Oare -ecerveg ov
/ 1nterna: Aevenue Service
...— 870 Waiver of Restrictions on Assessment -
Sev 378! and Collectinn of Deficiency in Tax and ,'I co
Acceptance of Overassessment i Nf NT! 4 L

! consent to tne :mmediate assessment and collection of ary deficiancies :incraase in tax ang paaalues) a-\c
3cceot any overassessment (decrease in tax and penalties: snown below, plus any interest provided oy Iaw bl under-
s:2~a that by signing this waiver, | will not be able to contest these years in the United States Tax Court, unless

2caruonat deficiencies are determined for these years.

increase in Tax and Penalties

Taxapie vear enced Amount of tax Penaity
i
cure 20, 1378 ! $81,899.04

Decrease in Tax and Penalties

Taxable year ended

; Amount of tax | Penatty

Names ana aoaress ot taxpavers (Numper, street, city or town, State. 2/P code)

S.gnature Tiue (1f appiscadiel Date
Sianature Titve 11f apoiscadie) Date
T.ve Oate

S.gnature

v

“NOTE i you consent to the 3ssessment of the aeticiencies

ingwr T ths waiver Jiease sign and return the form in orger to

Mgty "1Er2si Cnarge and expedite the adjustment (0 your
2720070 Your consent will not prevent you from filing a claim
cav c20ng o gtter you have oad the tax) «f you later pelieve vou
'~ yu et nhiee  nor orevent us from later deterrmning. !
-alwsset,  TNAt ,Ou Uwe 3oaiignal tax, Nnor extena the tume
Lo U¥2 Dy aw P0r edlner aCcHLON

* . 2. edl@t tie a Ciar™ ang the Service Gisallows (1. yOu May
so T ot 1e1,ne A @ SSINCL COurt Of 1N the United Siates
L. T e 3™y Dol vOu May not hile a pelitidon with the Uniteg

2ta” a0 Leul?

-

Se e 1aFA Bt 1%y WS g vanC Carm tor retuna Or creent
L L eTtUdeneT Sud L 04 fesuiling trom any gecrease 0 Tax

anu denaities determined Dy in2 Inter~al Reveny2 Service. shown
above Drovigea you sign ang fie 1 withun the period estabisneu
by 1aw for making such a ciaim

Who Must Sign: !t you Hie j0:ntly DOIR yOu o0 vOur SUCUSE
must 5.gn. 1 Thes saiver 5 tor 3 COrdoration, ! SrUU'C DE §.5el.
wWith {Re COrdoralon rame 10.10wel Dy INE 5:QNJiures anu 1w
G! tne coroorate othcers autnor2eu 10 siyn = ° 31137 ney Of gge™
may §gn this wawver Orov.Jeg such dctron § . 20" Caily duino:
1es Dy g DOwer of attorney wheCn .t AOL Drev.ous, ey Mus!
acco moany this torm

I' 1is waiver s SiGneg De u D€V oll 4 a3 lun .
cauacCty 1107 examDi2, ) 2x2CUlOr aUM-N SiTaluT S 3 usTeY
Form 55, Nonce 0! F.gucary =ealronsn.o  >AdLiC, o~ ¥
oreviousiy hiled accompany :n.s torm

form 870 -3ev 32
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_ Instructions v

Appeal Rights and

Preparation of Protests

N

If You Agtee ’

signing you will mdncate your agreemerm .
"' be settled 'in - these - appeals .without:
‘ expensive : and ! time-consuming court :
, trials. ’

to the amount shown on the form and|:
if you owe addstuonal itax vou will stop )
an interest -charge 130 davs .after fulmg;,,

the form,
Through June 30 1975.\mxerest sy
figured at the rate of 6 percent a year; .

from July 1, 1975, through January 31, .
1976, interest s figured at 9 percent ' .
vear; from February 1, 1976, through: .

January 31, 1978, interest is figured at:
7 percent a vear; and beginning Febru-
ary 1, 1978, interest *is : figured at 61
oercent a year. No further interest (or:

penalues] will be charged unless you fail ;
to pay the amount you owe within 10) -
days after tne :aate :of the notice you ::

recewve showing such amount. ‘However,

f vou pav the tax when you sign the :
agreement «form,  interest stops immedi-

atery

1f you want to pay. make your check : .

or money order payable to the Internal :
Revenue Service.: include interest fig-
ured as explained above, on the addi-’
tonal tax {but not on penalties) from
the due date of the return to the date of
oayment Please . do not send cash
tnrougn the mail. If the examination
resuits 1n a refund, the Internal Revenue
Service can nave vour money refunded
more promptly if you sign the agree-
men: form. You will receive interest,
‘gured as exbianed above, on the
amount of the refund.

forUnagreed Cases

If You Don't Agree -

S you decide not to agree with the ::
exammer *s findings, we urge you to first ;
appeal your case wu‘.h the Semce before

you go tocourt.: " .
Because -people - sometimes .disagree s '
* on ‘tax ‘matters, the Service maintains a1

system of appeals. Most differences can !

"If you do not want to appeal your
case in the Service, however, you can

" take it directly to court.

The following general rules tell you
how to appeal your case.

Appeal Within The Service

Appeal§ within the Service are han.
dled by the Office of Regional Director
of Appeals. If you decide to appeal,
address your request tor a hearing to
your District Director in accordance
with our letter to you enclosing these .
instructions. Your District Director will

forward your request to the Appeals :

Office, which will arrange for a hearing
at a convenient time and place.

1f agreement is not reached at the
Appeals hearing, you may, at any stage
of these procedures, take your case to
court. See the last headings in this
publication concerning appeals to the
courts.

Written Protests
So that your case may get prompt

and full consideration by the Appeals
Officer, you need to file a written

‘-
' ~ -, —__.

‘e
v Deoartment . ONr'nmm

of the

~ Treasury

Internal
Revenue

Service

k Publication 5

(Rev. 8-79}

protest with the District Director. How-
ever, you don't have to file a written
protest if:

- (1) the proposed increase or decrease in

tax, or claimed refund, does not .

exceed $2.500 for any of the tax
periods involved; or
(2} your examination was conducted

by correspondence or by a tax.

auditor.
If a written protest is required, you

pericd granted in the letter transmitting

the report of examination and include

init:

1. A statement that you want to

appeal the findings of the examiner

to the Appeals Office;

Your name and address;

The date and symbols from the

letter transmitting the proposed ad-

justments and findings you are

protesting;

4. The tax periods or years involved;

S. An itemized schedule of the adjust-
ments with which you do not agree;

wN

" should submit it within the 30-day -

6. A statement of facts supporting -

your position in any contested fac-
tual issue; and

7. A statement outlining the law or*

other authority on which you rely.

The statement of facts, under 6
above, must be declared true under
penaities of perjury. You may do this
by adding to the protest the followsng
signed declaration: .
**Under penalties of perjury, |
declare that the facts presented in my
written protest, which are set out in
the accompanying statement of facts,
schedules, and other attached state-
ments, are to the best of my knowledge
and belief, true, correct, and complete.”

TAUBER 43244

J.APP. 4309



I¢ your representative submits the .
arotest for vou, he or she may substi-
.12 3 declaration stating:
i11 Tnat ne or sne prepared the protest
and accompany:ng documents; and

i2: Wnetner ne or she knows personally -
a3t tne statements of fact con-
tained 1n the protest and accom-
panying documents are true and -
correct.

Representation

You may represent yourself at your -
Appeals hearing, or you may be repre- -
sented by an attorney, certified public
accountant, or an individual enrolled to -
practice ‘before -the Internal Revenue:

Service. Your representative must be
qualified to practice before the Internal i .

Revenue Service. |f your representative

" attends a hearing withgut you, he or she :

must file a power of attorney or a tax
information authorization before receiv-
ing or inspecting confidential informa-
tion. Form 2848, Power of Attorney, or -
Form 2848.D. Authorization and Decla- -
ration (or any other properly written
power of attorney or authorization) -
may be used for this purpose. You can
get copies of these forms from any
Internal Revenue Service office.

You may also bring witnesses to
support your position.

Appeals To The Courts

If you and the Service disagree after
your hearing, or if you skipped our
appeals system, you may take your case
to the United States Tax Court, the
United States Court of Claims, or your

- United States District Court.

(However, if you are 3 nonresident
alien taxpayer, you cannot take your
case to a United States District Court.)
These courts are independent judicial
bodies and have no connection with the
Internal Revenue Service.

Tax Court

If your case involves a disagreement

over whether you owe additional in- .
come tax, estate or gift tax, or certain -

excise taxes of private foundations, pub-
lic charities, and qualified pension plans,
you may go to the United States Tax

Court. To do this, ask the Service to -

issue a formal letter, called a notice of

deficiency. You have SO days from the -

date this notice is mailed to you to file a

petition with the Tax Court (150 days if

addressed to yocu outside the United
States). If you do not file the petition
within the 80-day pericd (or 150 days
as the case may be), the law requires
that we assess and bill you for the defi-
ciency.

The Court will schedule your case for
trial at a location convenient to you.

f —
i CONFIDENTIAL -~/

hiL T oo

~——————
You may represent yourself pefore the
Tax Court, or you may be reoresented
by anyone admitted to practice before
that Court.

If you dispute not more than $5,000
for any one tax year, there are simpli-
fied procedures. You can get informa-
tion about tnese procedures and other -
marters relating to the Court from the
Clerk of the Tax Court, 400 Second St.
N.W., Washington, D.C. 20217.

District Court and
Court of Claims

You may take your case to your -
United States District Court or to the -
United States Court of Claims. Certain
types of cases, such as those involving ;
manufacturers’ excise taxes,

your District Court and the Court of
Claims hear tax cases only after you
have paid the tax and have filed a claim
for refund. You can get information .
about procedures for filing suit in either

court by contacting the Clerk of your

District Court; or the Clerk of the Court .
of Claims. If we haven't acted on your

claim within 6 months from the date

you filed it, you can then file suit for

refund. If we have disallowed your

claim, a suit for refund must be filed no

later than 2 years from the date of our

disallowance.

US GOVERNMENT PRINTING OFFICE 1979-607-945 1025 2 *

TAUBER 43245
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Ve LAW OFFICES OF
D Ross, MarsH & FosTER

117 SOYUTH FAIRFAX STRIET

ALEXANDRIA. VIRGINIA 22314 998 SIXTEENT» STREZY
" WASHINSTON, 5.C. 20203
1703) 683-7448 (202! 822-35%a8

JOHN THORPE RICHARDS

WILLIAM L. BABCOCK, JR. S10 PERPLTUAL BUILDING

BETHESDA . MARYLAND 200(a

MALCOLM M. MITCHELL. JR .
February 18, 1982 1on e39-8790

JANE S.REESE

Paul L. Sloan, III, Esquire
Harwell, Barr, Martin & Sloan
P.O. Box 2960

Nashville, Tennessee 37219

Re: Lease between Jefferson
Memorial Hospital Corporation
and Health Group of
Virginia, Inc.

Dear Paul:

As I advised you by telephone on Thursday, February 18,
1982, the following is a break-down of the calculation of
the purchase price pursuant to Paragrapn 10(a) of the Lease:

1. Eighty percent (80%) of patient
accounts receivable $ 2,162,298.08

2. Plus one hundred percent (100%)
of the book value of the equip-
ment purchased - 257,029.21

3. Plus one hundred percent (100%)
of the cost of inventory of usable
expendable supplies on hand for
hospital operations and purchased
by Lessee 86,846.97

4, Plus one hundred percent (100%)
of prepaid expenses 127,327.54

5. Less one hundred percent (100%)
of trade accounts payable ( 885,023.46)

6. Less one hundred percent (100%)
of all accrued expenses assumed
by Lessee ( 75,850.89)

$ 1,672,627.45

Ex. B03
JTR 002272
JLAPP. 4311



Paul L. Sloan, III, Esquire ‘ ‘ Page Two
™ _:j) Re: Lease between Jefferson Memorial
s Hospital Corporation and Health
Group of Virginia, Inc. February 18, 1982
~ R 7. Plus fifteen percent (15%) of the

sum of items 1, 2, 3, 4, S, and 6

'- " S
above $ 250,894.11 (%’L&&)

<

Purchase price $ 1,923,521.56

The values set forth above were taken from the Lessor's balance
sheet as of January 31, 1982 which was forwarded to you by
Federal Express from this office on February 17, 1982. After
crediting the $100,000.00 check of the Lessee which is current-
1y being held by the Lessor to the purchase price, an additional

~ sum of $1,823,521.56 will be due to the Lessor from the Lessee
on or before Harch 1, 1982. As of March 31, 1982 the sum of
items 1 through 7 of Paragraph 10(a) will be recalculated and
the purchase price paid on March 1, 1982 will be adjusted with
the difference to be due and payable on May 1, 1982.

I also advised you on February 18, 1982 that the Lessor
had ordered new major movable equipment a considerable time
ago as part of an on-going program and that it is expected to
arrive at the hospital prior to the Effective Date. The cost
of the new equipment is in the $20,000.00 to $30,000.00 range
and will be added to Exhibit B-I (the list of major movable
equipment being purchased by the Lessee) and the cost will be
~ added to the trade accounts payable for which the Lessee will
be responsible. :

Enclosed herewith is the non-compete side letter on which
are the original signatures of Leslie P. Gondor, M.D., Roy
Nicholson, M.D. and Laszlo Csatary, M.D. Another copy of that
~ letter with the original signatures of all those listed except

for doctors Gondor, Micholson and Csatary was delivered to you
on February 11, 1982.

With kind regards, I am

Very truly yours,
i Fac FHldle 82l S
Malcolm M. Mitchell, Jr.
MiMM:jh '
Enclosure
cc: Laszlo N. Tauber, M.D.
~ Dallas Wright, Acting adnministrator

JTR 002273
J.APP. 4312
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July 21, 1992

- Dear Investor:

I enclosed three newspaper articles which reflect the present
situation in reference to Jefferson Hospital. At Jefferson, we:
have 120 1licensed beds i i

. t

The census
dropped so much that the occupancy rate is as low ags 15% to 30%.
It is true that the reimbursement to hospitals has drastically.
changed in the last several years. The new regqulations imposed on
us by the Pederal Governmment. and private insurance companies make

* it extremely difficult to admit patients in any hospital.

J our Lease with Fairfax Hospital System ("FHS") will expire on
October 5, 2005. There are no provisions in our Lease obligating
FHS to send any patients to our facility from Fairfax Hospital.
They have acted in gosd faith but were unable tc persuade the
doctors at Fairfax Hospital to change their long standing prejudice
about Jefferson and send their overflow patients to us.

on the other side, many of our own doctors don't support the
hospital as we expected them to da. I have come to the following
conclusion after discussing these issues with my colleagues, both
those who are actively practicing medicine and those who have
retired.

We are very fortunate that we leased the Hospital rather than try
to run it ourselves or we would have been out of business a long
time ago. Our immediate fear is that the Commonwealth of Virginia

will decide that since we don't utilize our acute beds, we don't .~

I need an acute care facility and consequently revoke our kicenee.-'
(;)‘ » { our physical plant, including the office building, is assessed at
5 & \ approximately $3,000,000.) The real value is the license to operate

.the hospital. If we loose it, we are left with a white elephant

, a~ which would be a disaster. This is a single purpose building.
v ) " Although we are commercially zoned, any change to the character of
5 ~»7  the building would require a great deal of investment with a very

doubtful outcome. .

Ex. oYy
TAUBER 12417
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I feel very strongly that this is the time to take a drasti

and sell the Hospital. It is a well known statement thaé ci:t‘iag
best to try to avoid getting into trouble. However, if you are in
trouble, it is extremely helpful if you are connectad with a
larger, more powerful institution having equal or greater problems
than you do. FHS's financial statements show a profit which speaks
for their intelligent approach in solving problems but they have
their share of problems even bigger than ours. Therefore, instead
of fighting each other, we have to join our forces and come to a
compromise which will be helpful. to both parties.

After lengthy discussions with Mr. Knox Singleton, Chairman of FHS,
and his staff we agreed on a deal which will now only requires our
signatures. This deal is made on mutual trust and willingness to
help esach other.

A large amount of rent will be eliminated when we sell the Hospital
to FES. The sales price is $12,700,000. At the same time, we will
buy their headquarters building for the same amount, $12,700,000.
FHS will occupy only one-half of the building and any income
received by FHS for sub-leasing the other half of the building will
reduce FHS's rental payment to us. This amount could be zero if
the economy turns around and FHS is able to sub-lease the empty
space.

our biggest problem is evaluating how financially strong FHS is.
It is possible, but not likely, that this noneprofit organization
will have problems and dissolve itself only to be replaced by a new
entity. In this case our Lease would be useless. This is a
business risk that each of us must take if we decide to enter into
the new venture.

Yesterday I made a verbal agreement with Mr. Singleton that for
certain consideration he is willing to guarantee that FHS will keep
one part of Jefferson Hospital open as an acute care facility.
This is contingent on Jefferson maintaining a minimum average of 35
patients in the acute section of the hospital. Another section of
Jefferson, which will accommodate extended care patients, will
provide the income necessary to make this feasible.

_The Iivenme for 80 acute beds will be transferred te a new location

. in the future. The real value for them is the license, not the

‘ building or the location.

I am trying to achieve a tax free exchange and invite some of the
present members to join me in this new venture. If they choose to
join the new venture, they will have the same percentage interest
in the new venture as they did in the old one. Some members of the
old venture will not be invited to join the new venture. Their
interest will be given to others who's presence is advantageous to
the Hospital. This decision will be made solely at my discretion
however, I have consulted with many of the investors who understand
my motives and whole heartily support it.

»

TAUBER 12419

J.APP. 4314
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For those whom I will not include in the new venture I want to give
reasonable time to find another investment, independent from me, in
order to create their own tax-free exchange.

You are invited to participate in the same percentage interest in
the new partnership as you have in the old. If you wish to
participate, please indicate your willingness by signing below and
returning this letter to me no later than August 1st, 1992.

or

You will be paid $127,000 per 1%t interest in the venture. If you
wish to delay this transaction until January 2, 1993 to give you
time to find another investment, independent from me, in order to
create a tax-free exchange, please indicate this below. If you
wish to receive the cash immediately upon the closing of the deal,
please indicate your intent. below.

Delay this transaction until January 2, 1993 for the
reasons stated above.

Forward the funds to me immediately upon closing the
transaction.

) TAUBER 12421

J.APP. 4315
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. ... MEMORANDUM, -
FROM: . ._Laszlo N. Tauber, ﬂ D.
TO: ) Jefferson MEmorlal Hospltal 301nt Venture partzczpants
DATE: . July 24,.-”19‘8‘9 S # 33‘?/.
LT : ?. : ﬁég Yéag;' s Per Month- i‘ ggg_;i[gg.
: Dlstrlbuted to "D“ m,’ 375 000.00 31,250.00 312.50
(4th Floor)- _ .
Dlstrz.buted to "A." ";-";,' $1 250 '000.00 $104,166. 66 : 833.33
Group . “A" .has a yearly income of $1,250,000. Group "“A" has

$250,000. ($20,833.33 per month) held out yearly for expenses.
This . leaves $1 000 000 for distribution yearly. -

Check dlstr;\.butz.on to’ group "A" per month will be $833.33 per 1%
per month. Tlus .'.LS an J.ncrease from $500 per month.

‘Proceeds from liqu:.dat:.on of $777,840.00

$3,000,000 Zero c°upon u.s.
Treasury Bond’ .
Cash on Hand - 122,160.00

In order to purchase the remaining 50% of the land owned by Dr.
Leslie. Gondor and Dr. Magdeolna Iranyi, a 2Zero Coupon U.S.
Treasury Bond with the face amount of $500,000. is being kept at
Dean Witter Reynolds office in the name of+JMHJV. This is due on

Immediately upon receipt of this 1letter and payment, please
return the original Promissory Note dated October 1, 1985 for the
stock purchase.. If applicable, a copy is enclosed for your
reference. ‘

EXHIBIT

J.APP. 4316
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The following information concerning the tax assessments was
received from Inova. It reflects the total assessed value of the
original Hospital building and the medical. office building located
on Xing Street to be $3,934,641.14. We are not selling the land
however Inova wants to buy it. Therefore, Inova will have the
right of first refusal if we ever consider selling the land. Inova
will lease the land for 99 years for $1.00 per year and they will
pay all the taxes and insurance on the land. According to the
zoning regulations approximately 144 parking spaces are allocated
to the property subject for sale with the understanding that there
is a cooperative parking arrangement for the 317 parking spaces
located on the premises.

There are two'(Z) components in the valuation of the Hospital:

1. The Hospital building,
2. value of the license

The real value of the license is unknown since Inova is unable to
run Jefferson as an acute care Hospital. It is very doubtful that
any other operator who would come in could be successful.

Their hope is to transfer the acute beds to a better location,
prcbably Franconia, plus other acute beds they can spare from their
other three Hospitals plus one they are trying to purchase.

In order.to help Inova I brought up an idea to have the tax free
exchange between the Hospital and the office building they acquired
recently for their headquarters building, Cambridge Court. Since
the price for Cambridge Court was $12,700,000, I took that figure
and came to the conclusion that we will use the same amount in our
valuation. In inform you of this so if anyone has any cbjection
about the price of $12,700,000 please let me know, in writing,
within 30 days. Further, please let me know if you can find a
buyer who would pay more and we would certainly consider it.

When we buy Cambridge Court, the rental payment will ke identical
to what we receive from the lease at Jefferson Hospital less
$75,000 per year which will be used to cover expenses which are
part of the obligation of Jefferson- Memorial Hospital Joint
Venture.

Thirteen (13) years from now, according to Inova's plan, it is not
likely that they will have a license to run an acute care hospital.
Therefore, what is left is only the Hospital Building. I propose
that we have the right to repurchase the Hospital on October 1,
2005 for the price reflected in the tax assessment at that time.

Incva has the.option to purchase Camtridge Court for $20,000,000 on
October 5, 2005.

’ J.APP. 4317



These are my thoughts. I don't make any representations that I am
an expert, even though I have some knowledge of real estate.
Therefore, everyone should contact their lawyers or consultants for
assistance before making a decision.

My concern is that the lack of use of the acute care beds might
result in the void of the Certificate of Need by the authorities.

Naturally, if we pursue our legal rights, we can blame Inova for
letting the Hospital rundown to the level we are at now. I am
trying to avoid this as it would be a lengthy and bitter fight.

Oon the other side, our purchase of Cambridge Court carries some
risk. Inova is a large non-profit organization. Last year they
had a $40,000,000 profit which is under careful scrutiny of the
Governor of Virginia and the IRS. We don't know what can happen to
Officers or the. entire corporation. It could be de-funked and:
replaced by a new corporation. Therefore, any lease signed by
Inova would not be valid and we would be stuck with white elephant.
I hope that neither of my concerns will be realized but I have to
inform you of the risk so I am not blamed for the possible, but
unlikely problems. I would like to go ahead with the transaction
as a tax free exchange and those not invited will be paid out in
cash of by a Note at 8% interest for a term to be worked out with
the individual investor: That would make it possible to pay taxes,
if any, since 90% of the sale price is subject to taxes if the
Government does not approve the tax free exchange. In any tax free
exchange, we lose the depreciation. Therefore any income we
realize will be fully taxable. I will try to arrange a tax
deferral but I cannot guarantee it. If I don't receive an answver,
in writing, within 15 days, I assume you will not participate in
the new venture. If you enter into the new venture, you have to be
fully informed of the deal and consequences.

As far as the Medical Office Building is concerned, we have an
original agreement that as soon as it is feasible, we will convert
the offices into condominiums. This is a plus for everyone. The
condominium conversion will be done by Roger T. Scully, Esquire.
Therefore, please direct your questions and concerns to him for
explanation.

Since practically none of the investors have any money in this
venture, I would like to allocate $1,100,000 to be paid in October,
2005 to our faithful, devoted employees who's jobs are in jeopardy
by ocur action that we agree to sell the Hospital. I certainly hope
that you approve my recommendation unanimously. I will be glad to
show the list of the beneficiaries but I don't want to make it
public knowledge and create problems among the employees as to why
the amount cf compensation is different for each individual.

jmh0926.1tr

' J.APP. 4318
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Fanary 2, 1070

HLHORANDUM ,,//

14 bR. !'Rlil‘.ll'-‘n\\’, CRUSTIDLAE
PR ADENTSTRAIOR

RE:

! want te report the rc:zults upon the tlesnital Corporvation, of action:
dircected by the Stockhalders over the Tast 12 menths and carricd out
hy the Board of dircctovs, lhere were & separate actions which

were, the vedemption of all Cornoration stock issucd in 1972, the
sle of the building and Tand te the Joint Venture, the establishment
of an cmplovee's pensian plan along with increascd group Jife . o=
tnsurance, and rhe option of ceonverting 20% of all outstanding:

staock as of Dececmber 30, 1975 to honds, z

The immediate impact of these avrions has heen to increcase our
expensé by $20,000 in the tast 6 months, liovever, the full iwpact
will tikely be felt in 1070, et me present what these actions

mean in terms of expensces acd cash flow in the months ahcad. |

will treat cach of the 4 actions separatcly and then summarize

them as a packuage.

. Redenption of 1972 Stock 1isue: The flospital redecmed

60 NG Shares o7 stofk at Se od™per sharve with 15 vear, 8%
interest heaving bonds vilued at 2300 00, The ilospital
redeemcd $230,500 of these homds rom partners of the loint
Venture as payment for their ohligation to the llosnital. This
transaction left the Hospital with $129,500 of this 1972 bhond
itssue outstanding., Thus, the $129 500 of this bond issuc will
requij® 3 yearly intcrest cxpensc pavment of $10,360,

of Building and Land te .deint Venture: Fhe transaction

wit Jotar Ventudc did o Pratide any cash to the Haspital
Cap fon since tlospital bowds were nsed to.pav the Ventme

aobligation., In coffecr, this transaction has added £330 000 per

year oof expense and incireascd anr cash regquircments hy that

amount,  Sinee the agrvecnent was nonet-net bease 111 evpenszes which
cxisted before the sale ta the 'oint Venture continue as

flospital expenses in addition to the $30,n00 yearly lease. !
yuestion scriously that Bluc Cross will allow this $31,000

lcase payment as a part of our cost under this contract.

Pepdevee Poee o Plaa oo Pivacace U Cronp b ife Tueoran o

b”\

g
J.APP. 4319
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DAVID E. MERMELSTEIN

- ~\,§ CERTIFIED PUBLIC ACCOUNTANT
/’k-"\ . j 19973 CONNECTICUT AVENUE
~ SILVER SPRING, MD 20806

(301) 460-6520

o~ Group Hospitalization, Inc.
Washington, D.C. 20024

Gentlemen:

I have examined the balance sheet of Jefferson Memorial Hospital
Corporation as of March 31, 1982, and the related uniform income and
expense statement for the nine months then ended. My examination was
made in accordance with generally accepted auditing standards and
accordingly included such test of the accounting records and such
other procedures as I considered necessary in the circumstances.

I have satisfied myself by adequate tests that participants of Group
~ Hospitalization, Inc., are being charged the same rates for all hos-
pital services as are charged all in patients.

In my opinion, the accompanying balance sheet and uniform income and
expense statement present fairly the financial position of Jefferson
Memorial Hospital Corporation at March 31, 1982, and the results of
~\ its operations for the nine months then ended, in conformity with
' generally accepted accounting principles applied on a consistent basis.

I have reviewed the accompanying cost schedules and statistical data
used therein called for under Reporting Requirements of the Hospital
Cost Manual. These schedules have been prepared in accordance with
instructions in the Hospital Cost Manual of the Hospital Council of
the National Capital Areas, Inc., and the special requirements set
forth in the Manual with regard to deductions and exclusions from the
cost of services rendered participants of Group Hospitalization, Inc.

Respectfully submitted,

DAVID E. MERMEBSTEIN
Certified Public Accountant

~ DEM/rrc

Silver Spring, Maryland
October 18, 1982

J.APP. 4321
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Schedule 1
) Hospital Council Cost Manual Page & . -
,.\ . . i
TEFFERSON _MEMORIAL Hospital e
UNIFORM INCOME AND EXPENSE STATEMENT ST
For theMiNE MonTis ended MARCN 31, 1982
__Inpatients
Adults
and
Account Description Children Newborn Qutpatients Others Total
Revenue from Service to Patients
Routine Services
. Inpatient yesl 947 %4651937
Outpatient XX _XX -
Total A /1.?57 7 - | ﬁé:/, -‘73’ 7
Special Services
gperating rooms £85/,220 S3 Y26 . A TA
ostoperative recovery room [ [, 8
Delivery rooms P = 112,694
gggﬁgzz;ology } 74 263 1 ETES HPZ PIS/
e a el 777 3239 . 2/L PH£O, 79
Taboratory YAVC Mo ILb, Y4 _O4,373 /6/ 037
__Easal metabolism L0323, T8 /70267 £228,23%
"~ Electrocardiology S7Res <eme. RIS 994 S—
Electroencephalography e /5 ; Go /GZ;I? g d 323,-’£ﬁ
Physical therapy 257,273 ———4—23—-——/ e T3 3;6—6_'—&
Occupat?oqal therapy . ~— LS, 12 2 . 426
Oxygen (inhalation) therdapy 7P 62l 3 :
gs &~ L, /46 /,
Blood banx _ 776, 935 347 s 79?‘
Medical and surgical SUPPLiés — ¢o3 747 Sore | 43;’« .;rZe b
P;ﬁ:mavgous solutions Aj &£ 263 FETL 107}' el
io 324, — el Y
Ambulance service R A.0PF BZME(}
Others (1ist) RZ.Jd¢ 37,570 55 370
PULANENCSRy 13 e Btes 74 £33 /[ 7°3 7253%
L MPRGENCY 96,447 433,748 530,192
Total~ SpPfeid L Services b, DR300 . Qe A 71264777 .
Total gross revenue from service { - '
to patient /0,652,273 - /:'2_6{9/64’ /. 7/4,7.__@’

JAPP.4322 -
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Hospital Council Cost Manual

Schedule 1

Page 2
TEEEERSod MEMCRIAL Hospital
UNIFORM INCOME AND EXPENSE STATEMENT
For the Nin€ MedTHS - ended MARLN 3, 19X
Account Descrlgtlon- Total
Deductions from Revenue
Ad justments and allowances - contracting agencies
Group Hospitalization, Inc. . 266 322
Medical Sexvice of DC. MEDHiCAID 315,397
Muncipal-aié-~progrems ME S (CARE 523,786
Hospital Service Agency -
Others .
L1057/
Ad justments and allowances - patients
(excluding employees)
Inpatients
Professional ?61
Religious
e 13
Others Y7 0b $
Qutpatients ‘
Professional . &S
Religious -
Charity 1¢9 )
Others 13120 /3,969
Adjustments and allowances - emplaoyees k0.9
Inpatients 3,107
Cutpatients 1,141
. ' o vabl 5.6t
Provision for uncollectible receivables 96, ¥b3

Total deductions from revenue

Other Revenue Accounts
Ceneral contributions, donations, legacies & bequests
Grants from community chest, foundations
and gcvernment agencies

) GAl oo zm/z:-rmd-rs
_Net unrestricted income from invesiments _ . __

1261 g.rs*

Income transfers from temporary funds

Revenue from school of nursing
_Mnneirpm_xelenhnne_&_tﬂ.egmh.smu_

Revenue from special meals

Revenue from rental of rooms to employees

Bevenue from supplies sold to employees & others

Revenue from laundry & linen sold to employees & others
Purchase (cash) discounts

Revenue from meals sold in ca.feterzas
Revenue from parking lot

Revenue from sale of transcripts

essions

Others (1ist) PAY cARE LenTEA 11009
MEbicAL £O0uctATioy 9,666

Total other revenue accounts

Total revenue
0561H2I1P

12 323"
22,63¢ .
£80 .
18 059 .
yoiti .
269_-
ews i
£§2953
10,132,253

e S
———————

... LAPP.4323
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Hospital Council Cost Manual Schedule 1
Page 3
JEFFERSON ME MORIAL Hospital
UNIFORM INCOME AND EXPENSE STATEMENT
For theMINE MevThsended _MARCH 3 » 1982,
Account Description Salaries {Supplies
& Wages & Expense Total
Expense Accounts
__General. Service. Centers L
_Employee_health_and .welfare . Mo109_| 258685 | 249 agv
__Administration and general . £03_320 L8y WX, 1 788,74
Collection fees paid to outside ' ,
agencies (- b2,593 63 593
_Motor_service, S N B
Operation of plant Pie . 250239 | zg/Jug}
_Repairs and maintenance LA, qgi tb 3sko | 119 30
_Laundry_and linen service - . . . ___. 2.1.3.% 123 b30 | 146,37 |
_Housekeeping L a,004 1171009
_Dietary and em mployees cafete}'§§_ less revenue 1-‘\4 ‘icl 208 3% ,;33'143
Maintenance of persomnel T i — T -
“Central sterile supply and LV R T . e re— s
solutions 68 58I AbS, 03 3374
) N S oo I3
Pharmacy < 1538109 | T80
_Interns, Residents and Medical Educanon —13716Y 1, 186 24 94
Nursing service: R B '
___Administration and education 15‘,‘“,3 _g\g‘%,{_ 289,032
Medical-Surgical 1233249 | 227,000 | 1o, and ___
Obstetrics ’ TS
Pediatrics -
Nursery
ICU-CCU
Psychiatric r183 226 108,441 382, 028
—Nursing education : I
Medical records and library :
Social service L 8160 15 524 92__{._3'5}. —_
Special Service Centers
Operating rooms 313'334’ 23/ 826 505 bba
Postoperative recovery room 208N 1 364 ot 132.
Delivery rooms ’
Anesthesiology : =) €< o4 <
Salaries and fees paid to : 11— L
Anesthesiologists [ = 246 blb 2HE 616
i
1F1-54016 Reov. 3/78
S . . J-APP. 4324
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*’ Hospital Council Cost Manual

JEEFERSON MEMORIAL

Hospital

UNIFORM INCOME AND EXPENSE STATEMENT

For the NINE Mon7us ended MARLY  _ 31, 1982

Salaries : Supplies

Schedule 1
Page 4

i
Account Description : & Wages ! & Expense i Total '
1 . i :
Expense Accounts (continued) ?
Special Service Centers i
_ Radiology [3c. 265 _ 132,810 __ 263,079
Salaries and fees paid to '
Radiologists. _ o 210,119 _ :Uo 1%
_Rediviogy—therapy WWCLEAR . MEDILINE __ _,__M 097 . _2%0% 901
Salaries and fees paid to e i-___'-fo 299 40,289
Theraplst Physic:.ans ' o o
“Laboratory 236 926 211, 127 S 663
Salaries and fees paid to Pathologists - 9 wo2 - 95, Hoa
“Electrocardiology STRESS ¢ EckO 52,914 #3 15 96.12%
T Salaries and fees paid to
Physicians - - L8148 .f\?.l‘ﬂf,__
_Physical therapy o §12.517 19.010. 16,587
Salaries and_fees paid to Theraplst . —
Physicians - 93,73 __ __f3 N
Occup’at‘rmra-l—and"f}peech—eherapy £EG - . % a3
‘Salaries and fees paid to Therapist !
___Physicians AT A Y
_Oxygen (mhalation) _therapy P_KLwﬁﬁf - 290,228 290238
Cgrdlo-Pulmonary o ‘ -
Blood bank - §0,103 50,163 _
RENAL - 16,74%0 16, 40
Outpatient Centers
_Emergency rooms 1770, 14b #3210 203,35 __
“Salaries and fees paid to
Physicians 256.75% . A56742
Outpatient clinics
Salaries and fees paid to
Physicians
Other Accounts )
Depreciation o - g3 aus, 391
Interest - ¥1189 - T 41 1$¥
Real estate and property taxes - - 1to 93&_ __L_j,o 3L
Rental of land and building - — 269 H33 T ab9 433

Parking lot expenses

- ——e.

1F1-54917 Rev. 3/78

. LARP. 4325

Dt



.

Ty
}
g

Hospital Council Cost Manual Schedule 1

Patient days: (Census Basis)
Medical-Surgical
Obstetrics
Pediatrics
Nursery + 2
ICU-CCU
Psychiatric
Extended care

Total

ER Visits - note
Clinic visits - note

NOTE - Private out patient visits should not be included.

1F1-54918 Rev. 3/78

: J.APP.4326

Page 5
TJEFFEASeN MEMCRsAL Hospital
UNIFORM INCOME AND EXPENSE STATEMENT
For theMiWE MoNTHS ended MAREH  3) , K&
Salaries Supplies
Account Description & Wages & Expense Total
' Expense Accounts (continued)
Other Accounts
Fund raising expense
Organized research
Gift shop i
Federal and state taxes_on income i L L
GoobwiLt, P FX¢Y 18,533
HER
Total expense i B 034.138 £154,880 9742 93§
Net income for period I 938 178 .-

29,124

L3

30,334

%

86N
#,360
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Hospital Council Cost Mapual Page 1
~ i
i
JCEEERSeA MEMORIA Hospital
BALANCE SHEET
= As at MARER 31 = 982
ASSETS
General fund assets IR
CaSh ) P RN et P“ g, 607
~ Accounts and notes receivable . -68'6.903
Less Allowances for uncollectible accounts {551,903 135, 000
OTHER RECEIWARBLES 1.50,046
Inventory - supplies (at cost) -
Prepaid expenses ' -
Due from other funds ’ -
Total 1,233,658
Temporary fund assets
Bash Go0os Wik 261, S5
Investments
~ . Accrued interest receivable
Total » ) Ab1. $s1
Endowment fund assets
Cash '
~ Investments
Total
Plant fund assets
Iand LEASEHOLD TMPROVEMENTS 308, 167
-~ Buildings
: Fixed Equipment 165,483
Major Movable Equipment 759,034
Minor Equipment (non-depreciable) (at cost)
Total ‘ 1,223,684
= Less accumulated depreciation <6‘N, 7‘“>
Assets restricted for replacement and
improvement of plant
Total plant fund assets . g 36,943
Grand Total ' : $2032 149 -
1F1.54022 Rev. 3/78 . o * J.APP. 4327
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Hospiial Couneil Cost Manual \\ Page 2
JEFEERSed MEMORIAL Hospital
BAIANCE SHEET

As at _MARCH 3] , /982
}

@mmm_é
/

General fund liabilities

__Accounts payable 305,781 ..
Notes and loans payable
Salaries, wages and fees payable
Withholding texes payable
Social security taxes payable
Accrued_expenses : 39926
Defopped—inocme ACCRUED CORPORATE ZNComE TAYES 36l 014
Due to other funds

General funé.
Total ~ 206038

Temporary fund
Due to other funds
Temporary funds

Total

I

Endowment and other invested funds

Principal
For general purposes .
Donated '
Created by Governing Board

For restricted purposes - Donated

J

Total
Plant fund liabilities and capital
Bonds payable : 525,850
_Mortpapes-payable NOTES _PAYAGLE. 36,(3b
Plant fund capital 763,38
Reserve for plant improvements :
and expansion
Total plant fund liabilities and capital 1,328, 368
Grand Total $2,032,/49 -

1F1-54619 Rev. 3/78
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Schedule 3

o . . Page 1
. Hospital Council Cost Manual
JEFFERS0 MEMORIAL _Hospital .
. UNIFORM STATISTICAL DATA SHEET
For the month ending MARCH 37,1982
Inpatient Data
(Discharge Basis) Medical-Surgical
Bed Capacity O THER ME 40
L. G.H.I. Gommv—Ins-~ Medicare Patient Guar. Emrdipent
Ac.lmssmns Ho1s 1183 IS 72! S99
- Discharges 3932, Lyl LNl e §94
Patient Days 30,63¢ gy/({ 9521 &32¢ ¥369
Obstetric
Bed Capacity
G.H.I. Comm. Ins. Medicare Patient Guar. Indigent
Admissions
_ Discharges
Patient Days
Pediatrics
2d Capacity
G.H.I. Comm. Ins. Medicare Patient Guar. Indigent
Admissions
.Discharges
Patient Days
Newborn
Bed Capacif:y
G.H.I. Comm. Ins. Medicare Patient Guar. Indigent
Admissions
Discharges
Patient Days
Total (excl. Newborn)
Bed Capacity ‘&0
G.H.I. Comm. Ins. Medicare Patient Guar. Indigent
Admissions
Discharges
Patient Days
Patient Days
(Census Basis)
*" dical - Surgical 29 1l
stelrie—~ T CU 1203
- Pediatric )
/ Newborn ( )
Total (excl. Newborn) ( 30334 ) J.APP. 4329 .
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 Hospital Council Cost Manual

UNIFORM STATISTICAL DATA SHEET
(Continued)

Qutpatient Data ‘ Visits
Emergency Room

Clinic

Private Ambulatory

Total

Employees
Full-time

Full-time equivalent
Total

0561H8I1P

Schedule 3
Page 2

Occasions of Service

&, 6l
#4,360

12,9
Number

330.8

J.APP. 4330



Hospital Council Cost Manual ®
) 2 3 4
L TOTAL COSTS
(Pmom REALE
:‘ ACCOUNT scu::::t . DEPRECIATION INTEREST pRoPE;:
E coLumMn 18)
SPECIAL SERVICE CENTERS
18 | Operating Rooms é ?52 é//
19 | Postoperative Recovery Room N A(; {
20 | Delivery Rooms
21 | Anesthesiology 205 Q\QCF
22 | Rodiology 4»'.;:’ 7#;—
23 | Radiology - Therapy AT
24 | Laborotory ({' ?‘ = / ‘}7/
25 | Bosal Metgbolism _
26 | Electrocardiology / é L o Z_s'
27 | Electroencephalography ..7‘7( / 2’ 2
28 | Physical Therapy 277 (oS
29 | Occupational Therapy
30 | Oxygen (Inhalation) Therapy T AARTA
31 | Blood Bank 7L 902
32 | Medical and Surgicol Supplies - Special é 274] 2L
33 | Phormacy - Special é?[,: ;(_é 4
34 | Intravenous Solutions T
35 | Ambulance Service
36 | Ohers (List) AL pial P2 NG
37 ’
38
39
40
IN-PATIENT CENTERS X
41A| In-Patients — Non-cbstetrical ol Sl f&/
41B| In-Patients — Obstetrical
42 | Newborn (Nursery)
OUT-PATIENT CENTERS )
43 | Emergency Rooms t{de? P / -r
44 | Out-Patient Clinics
45 | Private Ambulatory
OTHER ACCOUNTS
46 | Depreciation X XX XXX XXX
47 | Interest XXX XXX XXx
48 | Real Estote and Property Taxes XXX XXX XXX
49 | Rental of Land and Buildings XXX XXX XXX
50 | Parking Lot Expenses XXX
51 | Fund Raising Expense XXX
52 | Orgenized Research and Medical Education XXX
53 | Coffee Shop, Gift Shop, Etc. XXX
54 | Federal and State Taxes on Income XXX XXX XXX
55 | Collection Fees paid to Outside Agencies Lo ‘f?:ﬁ XXX XXX XXX
56 | Others (List) XXX
57 XXX
58 X X X
59 Torals 9 476 773
0822ADAA16E4) '

F4Pp. 4331



Hospital
DISTRIBUTION OF SPECIAL AND PATIENT CENTERS AND OTHER ACCOUNTS
' For the Year ended . 19
3 ' 4 5 _6 7-A 7B 8 9 10
REAL EST# RENTAL OF cosTs (N-PATIENTS OUT-PATIE
EST AND LAND AND FOR FINAL
PROPERTY T  BUILDINGS | DISTRIBUTION | [AGULT AND |n-paTienss]  newsorw EMERGENCY cLnics | &
CRILDREN)
(RON-OOSTETYRICAL} [lOBSTETRICAL)
G s/ GHo 111 S= Lo
/22 L&/ L LS 2% ¢ ed/
205 2 0F 55 489 KXY
<65 74~
7 6 F¢ .
63 19/
/6L 073 .
o AL ]
/T 63| 19037 27 R6¢ i
i
S e3P | 27/ I74 | [/ P06
AN TS 74 2P
670 P22 | 637 108 S/ Pos
645569 | cdo SIP PR n
i /9 709 /92 709
i
i
L 302 P |y 312 k2
S lIE| 92 757 qds 077 .
|
XXX XX X X XX ;
XXX XXX XXX
XXX XXX XXX
XXX XXX XXX
X X X
XXX
XXX
X X X
XXX XXX XXX
X X X X X X X X X 6227
XXX
1T xx
XX
7475 7R\ 7 056 778 (37 7/2

J.APP. 4332




COST SCHEDULE ¢

10 on 12 13 - 14

OUT-PATIENTS EXcruoro NON-PATIENT COSTS AND SERVICES

SERVICES

PRIVATE (GROUP )
CLINICS AMBULA- TOTAL HOSPITALIZATION, DESCRIPTION AMOUNT
TORY INC.)

mz-r

: S Yfr 68/ |- 2!

i LS P4 22

! 2T 6P 23

AN K7 24

i 6L O72 26

"

24y PO 27

N

v ) <l Z y
EEAYA 30

d
Nolbs s
I
o0

)
d
.

.

R

PRIV VO SN SN

41A

' 418

42

43

45

47

48

49

50

i 51

52

C 575 55

&

57

58

[~
1

% /72 ala | 59
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Hospital Council Cost Manual COST SCHEDULE €

PAGE 2
JEEE—&MLM&MQKMA HOSPITAL

COMPUTATION OF THE PER DIEM COST FOR GROUP HOSPITALIZATION, INC.

FOR THE YEAR ENDED Mpetw 31 L1982
' : 1 . 2 3
L IN-PATIENT CENTERS
]
ADULT AND IN-
: CHILDREN PATIENTS NEWBORN
(COL. 7-A.CS.C) | (COL. 7-B.C5-C} (COL. 8-CS-C?
(NON-OBSTETRICAL) (0BSTETAICAL)
COST OF GH! COVERED SERVICES PER COST SCHEDULE C
ROUTINE CARE
41 In-Patients i 4( 5/02 f&/
42 Newborn {(Nursery)
SPECIAL SERVICES
18 |  Operating Rooms c4e ///
19 Postoperative Recovery Room // Mo
20 Delivery Rooms
21 Anesthesiology (Materiols only) \.2'02 & ??
28 Physical Therapy / ?ﬂ 37%
30 Oxygen (Inholation) Therapy Phe] 6
31 Blood Bank (excluding blood ond plasma) 7L €7 ¥
32 Medicol and Surgical Supplies ~ Speciol QB 9 /08
33 Pharmacy - Special G%0 S9F |
34 latravenous Solutions
REMNA L i /2 707
£MNERG £m 7}?3@0
59 | Total cost of covered services
60 |Add: Disitribution of Newbom Cost
A. Newborn per'diem cost = newborn cost
{(Line59,Col.3) 8 - newborn days
N =8 ,
B. Newborn days during mothers’ stay
x perdiem $______ = XXX ’ XXX
C. Newborn cost after mothers’ discharge
(Line 59, Col. 3 minus Line B, Col. 2) = XXX XXX
61 | Combined cost of GHI covered services (Lines 59 + 60) 7 &fé. 77¢P XXX
62 | Patient days 7 F0,33« XXX
63 | Newborn doys occurring after mothers’ discharge R - XXX XXX
64 | Total patient days (Line 62 + 63) 20 334 XXX
65 | Average Per Diem Cost of Participants of GHI )
(Line 61 = Line 64) 2 BJ' é %- XXX

1F1-54927 - 2F Rev. 3/78 : v o zei. JAPP. 433;1
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.. . geim - . i A IR e 28T - e
HOSMTAL COUNCIL eosT :ANUAL TEFFERSON MEMORIAL Hospital COST SCHEDULE A
“s ADJUSTMENT OF EXPENSE

ForthoVesondsd _MAREN 31 1982
_ 2 3 4 5 8 7
. ] e aeavaTmEnTs rororres .
. ACCOUNT :xr:::: :;rx)tucnr TRANSFERS a:::::n :x:::us L
€ SAVARIES | SUPFLIES DISTRISUTION *
. N AXD wases ‘l.’..oml TOvAL ADG osuucCY osducy
§: |GENERAL SERVICE CENTERS SESBaitRt s In e ranl o T e
1 |Employoo Health and Wellare 40909 2499 A94] & V14 ooi) 333 IS:L
2 | Agministration and General 03,320 | 85722 [1,188 2l 59 139 []+ bY $3.046
2a |Motor Service i xxx
3 |Operation of Plant S| 25127 (30,051 221 /33
4 |Repairs and Maintenance 162,962 | 16,3401 179,305 119,302
5 |Laundry and Linen Service 22,792 |]23.630 [ 116,372 146,372
6 [Housckeeping 177,004 {127.009% <4883 26 SN
7 |Distary 224,901 208,342 [H33 243 (7621} 34 baz
8 |Employees Cafeteria XXX XXX XXX 7021 1 L3
9 |Maintenanca of Personnel —
10 [Medical and Surgical Supplies N2 513 HM J12
11 [Central Sterile Supply &8 5811269032337, 613 ol <Y 103 SH
12 |Pharmacy 108 1598, 109 58 Jo
13 |nterns end Rosidents 123571 16 186 9561 . IK96bEY R0 /38
14 |Nursing Servics 772.295136 8,504 2034 Hoi 6285 7! 2128 1b
15 |Nursing Educatlion M
16 |Medical Records and Library &1 6o 155528 97134 (YLD 42 S4o
17 [Social Service gq 7| 29 44
[+ ' SPECIAL SERVICE CENTERS, - -7 e <o et 3wy oentt r | S | Tom Lo | Wrotvmbas f it T 2 s -3 r oo
(1. _perating Rooms 273 831, 231 826 1505 602 ] [ARIEY Hio 3o |18
19 |Postoperative Recovery Room 2 871 ab! | 86232 N &b 232 19
20 | Delivery Rooms 20
[21 [Anostnesiology 307 113 [301,173 2S 1107 nﬁ_egL 21
22 [Radiofogy. _ 20,269 (343,929 {473 19& K ¥ 334 3s4 717 |22
23 [Rodiotogy-rheropy Nuc: Ear mEprewt| /% 047 | 67,063 | €160 ' gl 1bo [
24 |Laboratory 236 936 [207, 129 [Syd 065 /3983K29591 0 /0 491 |24
25 |Basal Metabolism N 25
26 | Electrocardiology, STRESS v £6R0 | 52,976 101,298 [[5% K21.907) (34367 |28
27 |Electrosncephalography 11,188 1 1 188 | 99761 A FYNICE A
[28 [Fhysical Therapy 97 517 1112845 210,362 FENTAD 200, 6]7 |28
239 {Occupational Therapy . 29
30 |Oxygen (Inhalation) Therapy v Purtoniy 290,228 [280.228 2490 22 gi 30
31 |Blood Bank sp103 | s0j03 | 10,889 60992 |3
32 | Medical and Surglcal Supplles - Speclal XXX XXX XXX XXX XXX XXX XXX 32
33 | Pharmacy - Speclal XXX XXX XXX XXX XXX XXX XXX 3
34 | Intravenous Solutions : 2134
35 | Ambulance Service 35
36 [Others (List) gEwAL DIALYSIS 1o 2401 1bI%0 16,740 33:
38
39
40
B R B B F e e [ B Tl P
41A[ In-Patients - Non-obstetrical XXX XXX XXX : XXX 41A
41 Patients - Obstetrical XXX XXX XXX XXX 418
42 ,. .awbom (Nursery) XXX XXX XXX _ 42
[ [OUT-PATIENT CENTERS x mm wr s [ o S e i s o e Ve | i paaedisee i
43 |Emergency Rooms 170196 [299.962 470,108 ERRIL] HIG 739 (&
44 [Qut-Patient Clinics
45 |Private Ambulatory —
%_|OTHER ACCOUNTS =/ S rarirm S i OB T vt T o] o oo v 4e c o o S Y s
26 | Depreciation XXX__|248 392 |24&.392| 7 /44 ¥y z?é G |
47 tinterest XXX Y9159 45159 £3089 | [3D disd 47
48 | Real Estaie and Property Taxes XXX 1710936 110 936 (47 107) &) B2S 48
49 | Rental of Land and Bulldings XXX |269 #33 [269 433 2DYGI8Y HU ¥)S 48
50 | Farking Lot Expense XXX S0
51 | Fund Raising Expense 5
S2 | Organized Research & Medical Educatton 2
53 [Coffea Shop, Gift Shop, Etc. 3
id *daral and State Taxes on Income XXX ‘_‘“
§5 _ llection Fees Paid to Outside Agencies]. XXX 62 593 62,593 62 593 =5
56 [Others (List) Goopwyes, j 8 £33| £533 8533) - 23
2 2
59 |ToTALS .029.12515754.2549 992 92| 726 1330726734317, 203) 9, H476772]%
F2-54924 Rav. 3/78 N .
J.APP. 4335
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ADJUSTED DEPRECIA. A . Sy
v ACCOUNT EXPENSES | yenest, | nEALTH AND | TRATION
: . OSTRIBUTION neu;‘:;.ésmo .'ELFARE |Awe -G-E.:‘-*.:.“
a. | Stotistical Units XXX JJd
b. | Amounts 1o be Distributed XXX %".
7ROM COIT 3CW. A N . ~
cOLumNn ¥ N wiTe ]l L g
GENERAL SERVICE CENTERS . 2. A i|
1 | Employee Heolth ond Welfore - 3 14 XXX XXX
2 | Administrotion and General =~ |, 043 330 1L d [y XXX
3 | Operation of Plont 221 /23 110 S_&L } 3¢ 2l
4 | Repairs ond Maintenance 1729 30 203 13 726 3} feol
S | Louadry end Linen Service . 146 372 ¢ 119 l.?f 2 qgg -
6 | Housckeeping [} E 3 1 1 440 ! 313 |
7 ity —2 bl 77 el 77 ol e Giel
8 | Employess Cofeterio C 2/ 228 1 49 10 219
9 | Mointenance of Personnel . [ o
10 | Medical and Surgicol Supplies HI2 412 XXX 2 103—-
1V | Central Sterile Supply 1039 13449 9 27 18 370
12 | Pharmacy J' ]e9 23 L 10X 5433.-
13 | Inteens end Residents 0/3% 14S -1 Yo 23 TFY
14_| Nursing Service d: z,zah J 1t Ky¥i l'"ib_
15 | Nursing Education qusqo YA A_X_Zi
16 | Medical Records and Library
17 | Social Service 27 b4 AU 2 156 _Lé‘_‘g%'
. . . V.o,
Ceet BRI !
SPECIAL SERVICE CENTERS - . . LS
18 | Opetating Rooms 410 3’0 3?.!!4 23 ob{ i :“
19 | Postoperative Recovery Room 631 6 o3 I 294
20 | Delivery Rooms .
21 | Anesthesiology a Zé 063 lkxx . Z zbﬁ :
22 | Radiology ; XL ‘}j’ 1 ng‘g IOJ}} A 2" é?i
23 | Rodiology . Therapy AJHC. MED. 8 160 ] 1 187 0 800 |
24 | Loboratory S0 H9] 1 1€ 9461 77 leb|
25 | Bosal Metebolism .
2: _Electrocerdiology 132 367 388 367 el |
2 Electroencephalography 2 ] Jby 28 © ) 213
28 | Physicol Theropy 20S b} 9&3 L] 2 beg
29 | Occupctional Theropy B 8
30_| Oaygen (Inholorion) Theropy & _PUL MONAZY 129 A28 2634 Ay AN
31 | Blood Bank o 0992 2L , 07, 1o £17
32 | Medicol ond Surgical Smlies;Speeicl XXX XXX XXX XX X
33 | Phormocy - Special XXX XXX X X X XXX
34 | Intravenous Solutions i :
35 | Ambulance Service =
% {ohes i) = ReNAL DiaLYsis [ TG %0 2991
7 . .
38 ) H
9 .
40 !
INPATIENT CENTERS 3
414 | to-Patients = Nomsbstanicol xxx | 2Jo &4 o
41B| In-Potients — Obstetrical XXX -
42 | Newborn (Nursery) d e
- .. e l»-fz A
OUT-PATIENT CENTERS : T e IR
43 | Emergency Rooms H 16 734 ,l gbl JO 2!( ) 3/ 92'
44 | Oui-Patient Clinics I el e | = -t
45 | Private Ambulctory T £ -
OTHER ACCOUNTS : l : Ry
26 | Depreciction 302 766 X X X X X X X X X —=
47 | tnterest /30 24y AXX X X X XXX
48 | Real Estate ond Property Taxes . 3 829 X X X X X X X XX
49 | Rental of Land and Buildings QY 2. X X X X X X XXX
50 | Parking Lot Expenses X X X XXX X XX X XX
51 | Fund Roising Expense ‘ 4 aifes
$2 | Orgonized Research and Medical Education ' ! ok
53 | Cotfes Shop, Gilt Shop, ctc. l i
S4 | Federol and Stote Taxes on Income XXX XXX
55 | Collection Fees Paid 1o Qutside Agencics _@3 593 XXX XXX -
36 | Orhers {List) : ) - L i
1 e
Gugeeih |- :::1';;;,:::;,, 3



o= ~ s

AR rospital W
DISTRI ON OF sgsk%g&ﬁVICE CENTER w25

For the Yamt andog " 31,1982
3 4 5 ) 7 8 9
PERATION REPAIRS LAUNDARY . MAINTENAN MEDICAL
TPt a0, | ko umny | tOUSE | oerany | Satoress |TMort e | €
ﬁ SUPPLIES *
P gg b, 3.6..0%3 9336 filoo_:ﬂ 216. =3
21372 872 25124 [ IR3 I88 13N 1 oY, x) A ?t:—gg:gﬁ
1
X X X X XX XXX XX X XXX X X X X X X XX X )
X X X X X X X X X X X X X X X X X X X X X XX f
X X X X X X XXX XX X XXX XXX X X X XXX )
[ B X X X XXX X X X X XX XXX X X X X X X >
2 7107 2 289 X X X X XX XXX XXX X X X X X X y
3] 3 1 Yy 27 - XXX XXX X X X XXX XXX )
b6 691 v Jbb £ (99 - 8198 xxx X XX Xxxx_ | xxx_ | O
: 10 219 4 29 n64o £32 XXX XXX XXX | XXX )
- B XX X XXX _ i xxX )
T &7 /93] XX X X X X XX X XXX XXX XXX XX X XX X )
: 0l 13 322 2089 1707 XXX A Y8 X X X >
| 2 XXX XXX
34 21 XXX AR X X X )
1 37 4461 fa 46 4 824 3o XXX Sb 62 X X X
. XXX XXX
P! 13 {910 KD 3996 XX X 3 9/4 X X X
2 4 9 2 298 ] 24C 1339 XXX 683 XX X
1o 21231 226ec| 20137] 24539 xxx 8 boa X X X
J o (294 12940 XXX 1912 XX X
XXX X X X
1 £I3691 { 36 ¥ 7881 xxx XX
29 { L= 281 fofi~ i ~hk 9 2 XXX 2 869 XX X
] 0 800 | I &) prAS 74 XXX Sel XXX
27 lkb i fi 033 &Ly 21 X X X g 14 XX X
, : X X X X X X
1 ot | 4 189 A2 A% X X X 74909 XX X
1 713 XxXx 'I<d X X X
1 2iteg | s I Z ol GU] 496 XXX 4 228 XX X
R — XXX XXX
9 . 3 843 PEYE 222 XXX XX X
10 217 7254 447 LCXd XXX 543 X X X
XX X XXX X X X X X X X X X XXX XX X X X X SACLEL | ]
X X X XXX X X X XXX X X X X X X X X X X X X X X X x
: . X X X X X X
B X X X X X X
299 1. X X X X X X
. X X X XX X
: XXX XX X
: XXX X X X
] X X X X X X
e
“ix’tx | 23 #39) a9 deb) 123840 ja3al sod 4] xxx XXX
XX X X X X X X X
': IS X X X X X X
1 3090w tesl 1970 bsrol xxx 3 /8¢ xxx
[ . X X X ! X X X
- | XXX X X X
praid " .
X XK —— XX« XX X X X X XX XXX X XX %X X XX X X
XXX XXX X XX X X X X X X XXX X X X XXX XXX X
XXX - XX X XXX XXX XXX XXX XXX XXX XXX X
XXX XX X XXX XXX XXX XXX XXX XXX X X X X
XXX XXX X X X X XX X X X XXX X X X XXX XXX X
XXX - XXX
XXX X X X
. XXX X XX
X X X XXX XXX XXX XXX XXX XXX X X X X
XXX X X X XXX X XX XXX X XX XXX XXX X
XXX X XX
XXX X X X
XXX XXX
! A
3708771220721 | 183,788 1 201584, S04 204 PSR L 1 YT
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+

MEDICAL TOTAL COSTS
Mo | SEE | owamncy | AR | womewo | wumswo | MR | secwr | gn U
LUPPLIES SUPPLY RESIDENTS SERVICE EDUCATION | \\un | IBRARY :‘cual:‘e:cl 'c 2
.ie_:c_rs__m Z92 978 100 lo | DIREeT 90 s 1607 | xxx le
. 53868 A, 0 Gl L. 3%0 12032 59% = H3 34T | Y2 6|  xxx b
1]
XXX XXX XXX XXX X X X X X X X X% X XXX XXX 1
XX X XXX X X X XX X XX X X X X XXX X X X XXX 2
X X X XXX X X X X X X XXX X X X X X X XXX X XX 3
X X X XXX XXX X X X X X X X X X X'X X X X X X X X 4
XXX XXX XXX X X X XX X X X X XXX XXX XXX 5
XXX XXX XXX X X X XXX X X X X X X X XX XXX 6
XXX X X X X XX XXX XXX X X X XX X XXX XXX 7
X X X XXX X X X X X X X XX XXX X X X XXX X X X 8
X X X XXX, X X X X X X X X X X X X X X X XXX X X X 9
XX X XXX’ XX X X X X XX X X X X X X X XX X X X X 10
XXX XXX X X X XXX X X X X X X X X X XX X XXX n
XXX XX X XXX XXX XXX X X X XXX XX X 12
XXX XX X XX X X X X X X X X X X X XX X X X XX X 13
XXX XXX XXX XXX XXX XXX XXX 14
X X X : X X X X X X X X X X X X XX X XX X 15
XXX 1 X XX X X X X X X X X X X X X XX X 16
X X % | X X X X X X X X X X X X X X X X X X 17
i
| xx S0l 14,908 XX X X X X X X X 692 61118
XX 1ot X X X X X X XXX° 122 61|19
X X X X X X X X X X X X 20
XXxx 13 524 X XX X X X X X X 103 208! 2y
XXX 34 2l XXX X X X X X X M€ 9 22
X X X ] X X X X X X XXX 97 696! 23
X X X 32 PN XXX XXX XXX bbb 197 24
X XX : X X X X X X X X-X 25
X X X T3] "G X X X X X X X X X 1L.x 073] 26
X X X ) X X X X X X X X X a4 /&l 2
X X X 204 24 X X X X X X X X X 177 {,38] 28
XX X XX X X X X XXX 29
X X X X X X X X X X XX RYTITASTED
X X X _ X X X X X X XXX { 9nal 2
132805 o 273 X X X X X X X X X X X X X X X XXX Q0 928! 32
X X X X X X [AEqX] X X X X X X X X X X X X XXX S 69 33
X XX : XXX X X X X X X 34
X X X . X X X X XX XXX 35
X X X : X X X X X X X X X 19 709 3¢ |
X X X XXX X X X X X X 37
X X X X X X X X X XX X 38
X X X X X X X XX XXX 39
X X X : XXX X X X XXX 40
H . : '
B 12'ooo] 2399 | 91031 {2,732 <9 106137 | wiuga [ 4312821 aa
: 418
[ : XXX XXX 42
XX X 28| 3494 | 5359 XXX 12,20 | lobd | SH281f s
X X X . X X X . 44
X X X X X X 45
XXX XXX X X X X X% X X X X X X X X X X X X 8
X X X X X X' X X X X XX X X X X X X X X X X X X 47
XXX XXX, X X X XXX X X X X X X X X X X X X 48
XX X X X X X X X XX X XXX X X X X X X X X X 49
X XX XX X. XXX X X X X X X X X X X X X X X X 50
XXX 1 XXX XXX XXX X X X XXX Sl
- XXX i XXX XXX XXX X XX XXX 52
[ xx X X X XXX X X X X X X X X X 53
XXX X X X X X X X X X X X X X XX X X X XX X 54
XXX X X X X X X X X X X X X X X X X X X X X X b3 593! ss
X XX X X X X X X X X X X X X XXX 56
X XX X XX X X X X XX X X X XXX 57
X X X X X X XXX XXX X X X XXX 58
E._SM:ZM-{ A . Aden —ocboemss oot ctaeeom ]
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THE COURT: May Professor Dooley be excused?
All right, thank you. You are free to go or you
may stay in the courtroom if you like.
(Witness exéused.)
THE COURT: Please come forward to the witness
stand over here, sir.
Whereupon,
ROBERT E. WILSON
was called for examination by counsel for Complainant, and,
after having been first duly sworn, was examined and
testified as follows:
DIRECT EXAMINATION
BY MR. FOX:
. Good morning, Mr. Wilson.
. Good morning.

Would you state for the Court your full name?

Q

A

Q

A. Robert E. Wilson.
Q. Mr. Wilson, by whom are you employed?

A. Arthur Anderson.

Q. And Arthur Anderson is what?

A. Arthur Anderson is a public accounting and

consulting firm.

Q. And you are located in which office, sir?

X 8T

J.APP. 4339




10

11

12

13

14

15

16

17

18

19

20

21

22

23

examined and testified as follows:
DIRECT EXAMINATION
BY MR. FOX:

Q. Mr. Wilson, for the record, you are Robert
Wilson?

A Yes.

Q. You testified in this case in 1996; is that
correct?

A Yes, I did.

Q. And at that time Judge Swersky accepted your

qualifications as a Certified Public Accountant?

A. Yes.

Q. Do you recall that?

A Yes, I do.

Q. Are you still engaged in that profession?
A Yes, I am.

Q. Does your engagement in that profession still
have a concentrated focus on the health care industry
including for-profit and not-for-profit hospitals?

A Yes, it does.

MR. FOX: Your Honor, I would submit that Mr.
Wilson remains as qualified in the prior testimony.

THE COURT: Does counsel wish to inquire?

82

PLATT & DAWSON, INC. (703) 591-0007

45 J.APP. 4340
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83
MR. CHOCKLEY: No. I think his qualifications
were accepted and you permitted him to testify.
THE COURT: All right. Go ahead, Mr. Fox.
BY MR. FOX:
Q. Mr. Wilson, are you here today to contradict any

testimony that you offered previously?

A. No, I'm not.

Q. And you do reaffirm that testimony?

A Yes, I do.

Q. Mr. Wilson, with respect to your earlier
testimony, you did testify concerning the financial results
achieved by Jefferson Memorial Hospital. Do you recall
that?

A~ Yes, I do.

1
i

Q. Let me direct your attention to what is now
marked as Exhibit 611. 1It’'s a two-part series. Do you
recall that exhibit?

A Yes, I do.

Q. And do you recall the second page of that
exhibit?

A Yes, I do.

Q. And I don’'t believe this was admitted before but

you testified concerning the net income results of
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Jefferson. Do you recall?

A Yes, I do.

Q. Now, just recollecting, what did you find in
terms of the history of the net income results of Jefferson
Hospital?

A, What I found was that, understandably, in the
first year or so of operation of the Hospital that it
operated at an operating deficit but that quickly in its
history it moved to a position of profitability and except
for one year, which I believe was 1959, exhibited net
income throughout its history through 1975.

| Q. Okay. Directing your attention to part two of
Complainant’'s Exhibit 611, did you make an effort to chart
both the revenue and the net income growth?

A Yes, we did.

Q. What did you find there?

A. The revenue growth of the hospital rose
dramatically each year, virtually each year throgghout its
early history.

Q. Is that the left part?

A. It’s the left part. You can see almost a
straight-line upward trend in revenues, amounts charged to

patients and insurers. Net income was mixed, but still, as
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I mentioned previously, except for two years was in a
profitable position throughout that first ten years of its
history.

Q. Okay. Now, let me ask you, in terms of the
financial statements that you reviewed, were you able to
tell whether those statements plus the tax returns were the
financial results of Jefferson post-revocation of the
501(c)(3) exemption or the pre -- when the 501(c)(3) was in
full force and effect?

A. The net results for operating from 1972 forward
were after revocation of the tax exempt status.

Q. With respect to the tax returns, did you find
that they were in fact amended returns that reflected
payment of tax?

A. They went back in time retroactively and
reflected tax payments.

Q. Now, but for the revocation of the 501(c)(3)
exemption, are you able to tell Judge Swersky how the
revocation affected the financial performance of Jefferson
Hospital?

A. The most obvious impact would be of course that
the Hospital began having to pay taxes and that had of

course a direct impact on the Hospital bottom-line each
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year that it did that.

Q. Do you recall testifying about the accumulated
deficits before?

A Yes, I do.

Q. How, if at all, if Jefferson had to pay those
taxes after the revocation of the 501(c)(3) exemption,
would that have affected the deficit situation?

A. Again, the accumulated deficits were more
significant, were larger, as a result of the revocation of
tax exempt status for the Hospital.

Q. Do you recall in what magnitude the hospital
ultimately had to pay taxes?

A, In the aggregate?

Q. Either aggregate or in given years just reflected
in the statements?

A. Again, roughly. I can’t give you specific dollar
amount but roughly 50 percent of its income that otherwise
would have been generated was paid to the federal
government.

Q. Now, you have had experience with not-for-profit
tax-exempt hospitals?

A Yes, I have.

Q. How often have you seen 501(c)(3) exemptions
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revoked?

A. I personally have never encountered that with my
dozens of clients. I have read about it on occasion but I
have never personally encountered it.

Q. Based upon your knowledge and experience, would
you conclude that it’s a rare circumstance, or is that
something that occurs with frequency?

A. It’'s extremely rare. It’s written about more
than it actually occurs, and I think in fact there’s been
more focus and spotlight on that issue today much more so
than there was 25 years ago, and even today there aren’t
many instances where that'’s occurred.

Q. There are inquiries nevertheless from the IRS in
given situations?

A. Sure. The IRS will examine not-for-profit
entities’ tax exempt status from time-to-time and will
identify issues that it deems to be -- that should be
corrected or modified in order to retain that status.

Q. In your experience, what is the typical response
of the not for-profit charitable?

a. Typically the not for-profit charitable will
value its tax exempt status enough to take corrective

action to maintain its status.
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Q. With respect to Jefferson Hospital, did you
review the chronology of the IRS’ investigation of
Jefferson that ultimateiy concluded in the revocation of
text exemption?

A Yes, I did.

Q. what, if any, evidence did you see in your review
of the financial records or the other records of Jefferson
to indicate that they made any effort to comply or to
change any of the incidence of inquiry made by the IRS?

A. I recall reading references to the issue in
various minutes of various board meetings, but
fundamentally I didn’'t see any evidence of any attempt to
rectifylany situations that the IRS deemed to be
problemétic. There was a point in time in late ‘70 or 71
where they simply gave up their dispute of that claim.

Q. Now, were there consequent disruptions in the
financial performance of Jefferson that rebounded from that
revocation?

A. The most pronounced disruption again would be the
fact that roughly half of the resources that would be left
over from operations to be put back in to enhancing the
services of the hospital were paid out to the federal

government.
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Q. What impact, if any, would that have on the cash
flow profile of Jefferson?

A. It would have a dollar-for-dollar negative impact
on the cash flow of the Hospital and its ability to provide
services to the community.

Q. Now, in terms of your review previously you
looked at the financial results, but did you look at any of
the other operational aspects of Jefferson Hospital prior
to coming here today?

A. Prior to my testimony in July --

Q. Yes, sir.

A. ~- I did not review any information that was
operational in nature. It really was primarily the
financial statements of the Hoépital.

In preparation for this trial, I did have the
opportunity to review additional information that was
prepared by the management of the Hospital that gave more
of an operational background to the operating results.

Q. Now, is that something that in your roie as a
CPA providing both auditing and management services ... are
those the kind of records that you would normally and
customarily review?

A. In the role of an auditor, an auditor is

PLATT & DAWSON, INC. (703) 591-0007
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primarily attesting to the acdéuracy of the financial

statements. But one of the Pf

would go through is to do a r

check to make sure that the
by what really is happening
hospital by looking at opera
and expenses.

Q. Now, I believe youy f{
611, page 1 -- that's the b

-- that the revenue profi

rocedures that an auditor
really a reasonableness
lnancial results are borne out

[thin the enterprise of the

ing information as to revenues

testified in terms of Exhibit
one on the floor, Your Honor

of Jefferson had grown on a

steady climbing uphill manndr.

A. That’s correct. It

did.

Q. And when you reviewed that report, did that tell

you something about utilization of the Hospital?

A. It didn’t tell me anything directly about

utilization of the Hospital.

It was just -- it gave me an

inference of how the activities of the Hospital or revenue-

generating activities of the Hospital were going, but it

didn’t directly give me that.

Q. It didn‘t give you component parts of that?
A. No. l
Q. Now, let my directl your attention if I might and

the Court’s attention to ExHibits 555 through 562.
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Do you recognize those documents, Mr. Wilson?

A Yes, I do.

Q. How would you describe those documents
collectively?

A. Collectively they represent annual reports that
are filed with the Blue Cross/Blue Shield organization.
Each hospital files it each year, and fundamentally it’s
comprised of both financial information similar to what is
included in the financial statements, but it also provides
additional information regarding the operating statistics
of the Hospital.

Q. Did those documents provide some of that
information operationally that you had not seen before?

A, It gave me more insight into the reasons for the
financial numbers 1 reviewed previously.

Q. Did those documents confirm the financial results
that you had reviewed previously?

A, They did.

Q. Let me show you, if I can, another chart that’s
Exhibit 564.

There’s one in the book as well as this blowup.

A. Okay. Mr. Wilson, would you tell His Honor what

Exhibit 564 is.
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A Yes. When I was provided the reports that I just
referred to, rather than reviewing each of them
individually in order t6 be able to, in my mind, create a
roadmap or a story regarding what was happening financially
in operations of the Hospital, I had to get it all in one
sheet of paper so I could see trends. And this is a
reflection frankly of my notes that I took from my review
of those individual years and asked one of my staff to put
to it on this spread sheet.

Q. Most of the information is taken directly from
Exhibits 555 through 562; is that correct?

A Yes, it is.

Q. Now,  there’s some notations hear in the fifth
column. Says "missing."

A Yes.

Q. "1969 missing."” Would you tell His Honor what
that notation means and what you used as a substitute?

A. For 1969 there wasn’'t one of those reports made
available to me for whatever reason, if it didn’'t exist,
and so I went back to the actual audited financial
statements and dropped in a summary of the financial
information that was relevant to my analysis at that point.

Q. Okay. And this information comes in in this

PLATT & DAWSON, INC. (703) 591-0007
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column directly from the audited financial statement?

A Yes, it does.

Q. Why did you plug that information in, Mr. Wilson?

A, Why did I do that?

Q. Yes, sir.

A, I was looking for a continuous story that would
tell me something about what was really happening at the
Hospital both finally but more importantly operationally,
so I needed to provide in that missing link.

Q. In the eighth column, June 1971 annualized, you
have a notation there, "Memo only."

Would you tell Judge Swersky with that means?

A. That was the year that they changed the fiscal
year-end from October to June, and the audited financial
statemenks only provided for eight months worth of
operating financial information, and that’s indicated in
the column to the immediate left of the one that you are
referring to. So I simply took those numbers and
annualized them to make it appear like it was a
twelve-month period. Again, I was looking for --

Q. -- trends?

A, -- trends, and "Memo only" means that those

aren’'t the real numbers; those are the numbers that reflect
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an annualization of the prior columns.

Q. And you did that on a 12-month basis?

A. Right.

Q. Going over two columns more, June ‘73, you have
made a notation "Illegible."

A Yes.

Q. Does that mean it was totally illegible or just

somewhat obfuscated?

A. It means that the copy was poor enough that I
couldn’t decipher what the actual nuﬁbers were down to the
nearest dollar, but I could tell, with some difficulty,
what they were to the nearest thousand. So I rounded them
and put those numbers in there.

The numbers that wefe missing on the sheet are
missing because they were so illegible I couldn’t determine
what they were.

Q. Okay. Now, one other question just about the
format. In the last two columns to the right, you have two
brécketed sets of numbers.

A Yes.

Q. What does that indicate?

A. To me it was a notation that in my mind I was

combining those numbers. In previous years they had been
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combined on one single line. 1In 1974 and 1975 they were
put down in two lines. So, again, I put a bracket around
them to think of them as one number to compare to prior
years.

Q. In terms of your review of the Exhibits 555
through 562 and your compilation of Exhibit 564, were you
able to discern any patterns or trends operationally about
Jefferson Hospitalf

A. The statistics that were provided in that
additional report that I looked at were very helpful
because it basically told me and confirmed and solidified
in my mind the true history of the Hospital’s operation for
the first ten years. Clearly the Hospital lost money in
its first year, but by 1967 it was operating at a modest
profit but nevertheless in a profitable position.

1969 was a year where there was a significant
loss, but that also was a year right after when they had
decided to add and construct an additional 29 beds to the
Hospital.

Q. Twenty-four?

A. Excuse me. Twenty-four beds to the hospital.

But generally-speaking, again, there was a kind

of a strong, continuous trend of net income, even in the
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years of 1972 and beyond when they were paying taxes on 40
or 50 percent of their income.

I think what was most telling was looking at some
of the operating statistics, which was new information to
me. It showed that the Hospital was fairly quickly in its
history able to operate at a very high level of capacity.
Eighty percent of its beds were filled on average every day
of the year throughout this entire l10-year period.

Q. Based upon your experience, is that 80 percent in
terms of hospital utilization equated to full occupancy?

A. It’s very strong occupancy. I guess one might
say that 100 percent is full, but that’s really not the
case forla variety of reasons. Just the logistics of
having pétients discharged and admitted, there’s some down
time and changeover time, as well as if you have
double-bedded rooms, you can’'t have opposite genders in the
same room. So there may be some issues there.

Q. But in terms of a benchmark, is 80 percent a
strong indicator of utilization?

A. It’'s very strong indicator of utilization.

Q. And you say they have reached that in what year
of its history?

A. They reached that by 1967. So within the second
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year of their operations.

Q. And did that utilization of the bed capacity
remain fairly stable throughout the history that you cited?

A Yes, it did. It grew, up to about 1970 or so,
and then it stabilized and continued at about that level
throughout the remaining years that we looked at.

Q. Okay. Now, what does that level of utilization
tell you as a management analyst and accountant about the
Hospital?

A. what it tells me is that this Hospital had very
strong fundamentals from almost the time that it opened its
doors. It had good bones, so to speak. That is to say
that people were coming to the Hospital, the Hospital was
operating at a very high level of capacity, and the vast
majority of those patients were paying patients, I might
add, or having their bills paid by Medicare or Blue Cross
or other insurance programs.

Q. Okay. Now, you have heard it said that a
significant number of non-paying patients were admitted to
Jefferson Hospital. Does your analysis indicate that?

A. The analysis does not support that, at least from
the information that I can decipher. At least the

financial statements don’'t support that at all.
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Q. Where would that be found on the financial

statements, Mr. Wilson?

A. Typically if a patient is admitted.to the
hospital and is unable to pay --

Q. Or unwilling?

A. -- or unwilling to pay for lack of resources or
lack of willingness, that bill is written off by the
Hospital and that bill usually is reflected in the
financial statements as uncollectible or charity care
account.

Now, in reviewing the financial statements,
there’s a line item in the financial statements that’s
reflected in this exhibit that’s labeled "Uncollectibles,"
and if you look at that line item, their uncollectible
accounts ran at, roughly-speaking one hundred to a hundred
fifty thousand a year each year. That represents revenues
that had been written off for one of those two reasons,
unable or unwilling to pay.

At the percentage of gross revenues, which is the
third line of numbers on this exhibit, it represents a
relatively small percentage.

Q. Roughly what?

A. Two percent. Three percent. Not at all out of
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line with what hospitals generally write off in the way of
bad debt accounts and charity care. And if I would have4
expected that a third of the patients to be dadmitted to the
Hospital to be charity patients, I would have expected
about a third of revenues to be written off.

Q. And you don‘t find that here?

A. No. About two or three percent.

Q. Do you find that that’s more in the range of

normal bad debt write-off for both charity and non-charity

hospitals?

A, It normally runs in the two to five percent
range.

Q. Now, there really is a reason for that, isn‘t

there, Mr. Wilson, in terms of other sources of payments?
There are other sources of payments --

A. There are many other sources of payment, the
primary one being primary insurance, but certainly the
Medicare program was in place at that point and was
handling much of the cost of care to seniors.

Q. Now, if we look at this chart 564, from the
revenue perspective and in terms of bed utilization, are
you able to conclude from that study whether or not

Jefferson had all of the operating engines in place to do
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business and to operate in the community?

A Yes, they did. You have to keep this in
perspective of the period of time that this Hospital was
operating.

In many respects, hospitals at that time were
close to being public utilities in the sense that most of
the revenues came from insurance companies or the Medicare
program or possibly Medicaid. I‘m not sure how developed
it was in Virginia at that time.

And back then, those programs virtually
guaranteed that the hospitals would be paid their costs.

So it was effectively a cost-recovery program for insurance
payers.

Given the revenue, the patient-flow stream that
this Hospital achieved very quickly in its career, that
created the good structure, the good foundation, for this
Hospital to be otherwise financially viable. It would be
difficult to lose money, I think, in that environment.

Q. If they lost money in that environment of maximum
cost reimbursement, based on your experience, to what would
you attribute the cause of that loss to?

A. Primarily I would say it is a function of

management initiatives: managing your costs. I mean, the
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revenue stream is largely in place. Now one must manage
the costs around that revenue stream, or, if costs are
being layered on to the Hospital’s operations that are
unreasonable such that the insurance programs aren’t going
to pay for them.

Q. In terms of your analysis, did you look at some
other indices to determine whether or not costs were being
managed effectively at Jefferson?

A. I did.

Q. Where would that be reflected?

A. It’s in the lower third or so of that exhibit.

Q. May I stop you for a moment. Just so Judge
Swersky'understands, when we talk about bed capacity at the
level of about 80 percent, would you tell him where the
numbersiare for that calculation?

Not for each year, but one typical year.

A. How I calculated it?

Q. Yes, sir.

A. The bed capacity was taken off the statistical
report that was filed with Blue Cross. Then I wanted to
know what the average number of beds that were filled each
day, what the average occupied beds were. I took the total

number of patient days --
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Q. That’s 29,2702

A. Yes. And divided by 365. And that yielded 80
days. Eighty patients in the hospital on average each day
of the year.

Q. And the percentage of occupancy is 80 divided by
967

A, Correct.

Q. Going on to the other statistics that you looked
at on the cost management side.

A. The primary statistics that I looked at was the
staffing level, how many employees the hospital had.

Q. What is a standard measure of how many employees?
Employees to what?

A. Full-time equivalent employees to occupied beds,
to patients in the hospital.

Q. Is there sort of an acceptable range or benchmark
that in your experience most hospitals sort of hover around
if they’'re well-managed?

A. I hesitate to say only because 25 years ago it
might have been a different kind of standard. What I did
notice was for this Hospital, it hovered in the two
employees to upwards of two-and-a-half employees for each

patient in the hospital over the course of this 10-year
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period.

Q. And that statistic seems to have risen most in
what year?

A. It rose substantially in 1971 and I don’t know
all the reasons for that. Certainly it was a year after
they had increased the bed capacity by 24 -- or 23 to 24
beds.

It may have been just a function of not
responding necessarily to changes in volumes, just
adjusting for staff accordingly.

Q. It appears, however, that after that period there
were some adjustments; is that correct?

A Yes, there were. You can see the line item that
says "FTEs 1971 June." They had 260 full-time employees
and by June of 1972 they were down to 216. They clearly
had made some adjustments.

Q. Do those adjustments go right to the bottom line?

A, They'’'re taking salary costs out of the Hospital’s
operation. That all falls to the bottom line.

Q. Were there any other statistical measures that
you looked at in terms of revenue or cost management?

A. Yes. A third area or another area that I looked

at was the management of accounts receivable. Accounts
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receivable are the cash lifeblood of any organization and
most particularly hospitals. There’s a time lag between
when patients are discharged and when payments are
received. That time lag is institutionalized because much
of the payment comes from third parties such as the
Medicare program, insurance companies, and they simply
don’t process bills as quickly as one would hope.

Q. Now, Mr. Wilson, when you talk about accounts
receivable management, are we talking about the issue that
you previously testified to concerning ability or
willingness of the patient to pay?

A. No, I don’'t think so. Again, if you look at the
deduction from revenues for patients that are
uncollectibles, they are a relatively very minor component
of the Hospital’'s revenue stream or deductions from the
revenue stream.

Q. So what are we talking about?

A. We’'re talking about managing the process of
getting bills out on time, getting them out accurate, doing
accurate follow-up with third party payers, and getting the
cash in the door.

Q. what did you find in terms of Jefferson’s

operational results in that respect?
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A. In general their receivables were very high in
relation to the volume of their revenues in most years. A
rough standard that I would apply as a consultant to
hospitals is that if you‘’ve got more than three months or
so or a hundred days of revenues tied up in receivables,
you are not managing it as effectively as you could.

If you are down in the 80-day range, you are
probably doing okay. Best practice hospitals will get down
into the 60- to 50-day range.

Q. Did you see any evidence in the records of
Jefferson to indicate attention to management of these
accounts receivable?

A. There were periodic references to receivables
being too high and that creating a cash-flow difficulty,
and I think that there were periodic references in the
minutes to the level of accounts receivable.

Q. Do you recall a reference to a new computer
system that was put in place?

A Yes. I don‘t remember the year. I think it
might have been 1971 or so. But I do recall that
reference, yes.

Q. Now, if you are asked on behalf of a putative

purchaser to come in and look at Jefferson based upon the
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study that you have just performed, operational study, what
would you report back to the putative purchaser about
Jefferson’s strengths and weaknesses?

A. My analysis is that -- again, as I stated
previously -- here was a hospital that was clearly embraced
by the community, that roughly-speaking 80 percent of the
beds were full every day of the year, year-in year-out, and
the vast majority of those patients were -- their bills
were being paid by some third parties. Very little of it
was uncollectible or unpaid. |

That provides a very strong foundation for
somebody to manage a hospital effectively in order to
achieve a reasonable return to be plowed back in to the

charitable purposes and services of that organization.

Q. Did Jefferson as operated achieve a reasonable
return?
A. Well, Jefferson as operated over the majority of

its history certainly did produce a return, and I do think
it was reasonable, given it’s not-for-profit or charitable
purpose.

Could it have been more? Possibly. Those are
really management decisions that need to be addressed or

could have been addressed at that time.

PLATT & DAWSON, INC. (703) 591-0007
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Q. How about if it had remained non-profit
charitable with the same essential numbers, would your
opinion differ?

A, My opinion would not differ. It would only
confirm the fact that the Hospital would have enjoyed a
larger return of net revenues because of not having to pay
taxes on this existing revenues.

Q. When you reviewed these financial statements over
the nine or ten years presented for Jefferson, do they
present any value attributable to intangible assets?

A. No, they don‘t. The standard accounting
practices are to record revenues as amounts charged and
costs at actual costs and assets and liabilities at their
actual amounts, costs.

So there is no reflection in these financial
statements or any other financial statements prepared on
the basis of GAAP that would reflect intangible values,
although intangible values certainly do exist.

Q. What gets encompassed in intangible assets of any
given corporation including a non-profit charitable like
Jefferson?

A. Intangible values would be to some degree in the

eye of the beholder, but certainly the tax benefits that

PLATT & DAWSON, INC. (703) 591-0007
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might accrue to a purchaser of an organization would be an
intangible asset that isn‘t reflected in the balance

sheet. There is, I think, intrinsic value in the revenue
stream that an organization such as Jefferson is able to
generate. It isn’t necessarily reflected in the recitation
of assets and liabilities on the balance sheet.

Q. In terms of your review, I think you testified
before that Jefferson was definitely a going concern?

A. In my view, it definitely was.

Q. Did your review of the operational statistics
indicate otherwise?

A. They did not. 1In fact, I think the operating
statistics in my mind confirmed the opinion that I-had
previously from reviewing the financial statements.

Q. Now, you have indicated that Jefferson achieved a
relatively strong utilization in the second year. Based on
your experience, do you find that the norm or do you find
it unusual?

A, Very unusual. In my experience, at least in
working with start-up hospitals, one hospital that I can
recall in the State of Washington probably took five years
or more to get to that level of productivity or activity.

Q. And that would indicate to you that they had at

PLATT & DAWSON, INC. (703) 591-0007
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least that side of the equation wired?

A, They appeared to have it wired.

Q. You were asked in your prior testimony about
accumulated deficits and I believe you testified that
contractual adjustments had no effect on these deficits

A Yes, they did.

Q. Would you explain to Judge Swersky what
contractual adjustments are?

A. Sure. Contractual adjustments are a term that
really refer to the difference between what -- an example,

what Medicare patients would be charged on their bills and
what the Medicare program would actually reimburse the
hospital based upon certain cost formulas, so it’s that
difference between retail and wholesale, would be a way of
perhaps describing it.

Q. Okay.

A, And those adjustments aren’t always retroactive.
They’re based upon the insurance company or Medicare coming
in and doing a thorough review of filings and cost
information and then those adjustments are made
retroactively, and in these financial statements, when
those adjustments were made, they were booked to deficit of

the Hospital generally.

PLATT & DAWSON, INC. (703) 591-0007
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Q. Now, what is the accounting convention on how you
record the reserve for those contractual adjustments?
A. Each year a hospital tries to estimate that kind

of a settlement it owes to Medicare or Medicaid or amounts
that might be owed to them from the program. Those are
reflected as estimated receivables or estimated liabilities
on the balance sheets and they are always recorded as
current assets or current liabilities.

Q. Not as long-term?

A. That’s not the convention that’s used today.

It’s not the convention that was used in the 1970s.

Q. Now, referring to Exhibit 123, Mr. Wilson, again
back to the contractual adjustments issue, if you were to
classify these as you have called them short-term
liabilities as long-term liabilities, would that have the
effect of skewing your financial statements in one way or
the other?

A. Well, it would make it appear that those
liabilities are of a long-term duration, meaning that they
will be resolved or dispatched more than a year after the
balance sheet date, and certainly that classification could
enter into other analyses as well depending on how they are

portrayed and how they enter into the calculations.
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Q. Have you ever seen them portrayed as long-term
liabilities?
A. I have never seen them portrayed as long-term
liabilities.

Q. Directing your attention to Exhibit 123, do you
have that in front of you?

A Yes, I do.

Q. Do you recall in Exhibit 123 there was a notation
that there was a change in accounting procedure as it
pertained to those adjustments?

A Yes.

Q. Would you explain to His Honor what that was and
when it was?

A Yes. There was a cﬁange in the accounting for
these adjustments in 1974, I believe. The old method
was --

Q. This is Jefferson’s method?

A Yes. Jefferson’s method prior to the_change was
to try to record that adjustment, that discount, if you
will, from revenues, at the time that they received payment
from the third-party payor. So it could be a
several-months lag. So they changed to really what was

more prescribed as acceptable accounting; in fact, the only

PLATT & DAWSON, INC. (703) 591-0007
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acceptable accounting in- ‘74 for those, and that was to try
to estimate what that discount would allegedly be at the
time that the service wa§ rendered to the patient when the
patient was discharged from the Hospital.

Q. Now, what effect did that change in -- is it 1973
or 19747

A. I believe it was 1974.

Q. What effect did that one-year change have on the
financial profile of Jefferson in that year?

A. It resulted in an adjustment being recorded in
the amount of around $170,000, as I recall, to, in effect,
reflect discounts that should have been recorded in earlier
periods that weren’t because of the accounting convention
that was used by the Hospital previocusly.

Q. And based upon your experience, would you
conclude that that in effect skewed the financial results
in that one year one way or the other?

A. It would have skewed it substantially; again,
virtually dollar-for-dollar.

Q. But was that a typical year in the history?

A Well, 1974, of course, based upon the exhibit,
was the year where they had a net income of only $10,000,

but, again, that reflected a reduction of what otherwise

PLATT & DAWSON, INC. (703) 591-0007
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would have been because of this $170,000 adjustment to
revenue.

Q. Again, Mr. Wilson, reporting back to your
putative purchaser or investor, based upon Jefferson’s
financial results, would you report that Jefferson had
difficulty paying its bills based upon your review of the
financial documents?

A. I didn’t see any evidence in the review of the
financial documents of any inability to pay bills in a
reasonably timely manner. I didn‘t see any reflection in
the report of the auditors to suggest that the Hospital was
not able to pay its bills and remain viable. I didn’t see
any evidence in the notes in the financial statements that
indicated that they were having financial difficulty to the
point of not being able to pay its bills.

Q. In fact, you saw just the opposite, did you not,
in the financial statements?

A. Saw evidence of optimism in terms of expanding
the Hospital’'s capacity. One probably wouldn’t take that
course of action if it were having difficulties paying its
employees or suppliers or vendors.

Q. What course of action would you take if you were

having trouble?
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A, I think you would batten down the hatches and
consolidate and try to fix what you currently had before
you expanded into a new world.

Q. Now, let me direct your attention if I can to
Exhibit 583-b. Let me give you a loose copy of that and
maybe you can deal with it a little bit better.

Is that the same thing?

A Yes, it is.

Q. And it is entitled what, sir?

THE COURT: Repeat the question. Repeat the
question.
BY MR. FOX:

Q. What is it entitled, Mr. Wilson?

A. Respondents Second Supplemental Response to
Complainant’s First Interrogatories to Respondents.

Q. The question in there is, if you allege that JMHI

was unable at any time to pay any of its creditors or meet
any of its financial obligations, identify which creditors
were not paid, which financial obligations were not met,
the date of any such occurrence, the amount of any such
default or unpaid obligation and all documents relating
thereto.

There follows on page 2 in bullet form -- do you

PLATT & DAWSON, INC. (703) 591-0007
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see those?
A Yes.
Q. -- a recitation of what someone says indicates an

inability to pay bills. Have you seen that?

A Yes.

Q. Do you have an opinion, Mr. Wilson, whether or
not any or all of those bulleted points on pages 2 and 3
indicate Jefferson’s inability to pay anything recited in
there?

A. No, I don‘t. 1In fact, the thing that strikes me
most about this list is that it’s obligations that JMHI had
to other interested parties such as JMHA, shareholders and
Board members.

But the mere existence of an obligation is not
evidence that it can’t be paid. Every financial statement
of every organization that I know of always has liabilities
on the balance sheet: payroll, rent, supplies and others.
It’s not uncommon and that is not an indication of the
inability to pay it.

Q. Now, in the financial statements themselves, did
you see an indication of the accountant’s or management’s
presentation of the reduction of liabilities in the

statement entitled Change in Financial Position?
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A Yes. Yes.

each year as part of the package of statements that's

referred to as the "Statement of Changes in Financial

Position."
Q. Let’s go to 195,
using that as a typical fin
MR. CHOCKLEY: Yo
bear with me a moment?
THE COURT: That’

about whether it’s been mis

elieve. Now, in 195, just
ial statement --

Honor, could I ask counsel

the one that’s in dispute

ted.

116

There is a statement that’s produced

to

MR. FOX: I don’'t ‘ink that page is in dispute,

Your Honor, that we're talk about.
THE COURT: All rijght.
MR. CHOCKLEY: Thank you.

THE COURT: All r‘th.

BY MR. FOX:
Q. Are you with me,
THE COURT: All ri

BY MR. FOX:

Chockley?

€. Go ahead, Mr. Fox.

Q. Now, that financidl|statement, 195, is the

financial statement of Nove
1971; is that correct?

A Yes.

Lr 1, 1970, though June 30,

PLATT & DAWSON,
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Q. Does it contain a |[Statement of Changes in
Financial Position?

A Yes, it does.

Q. What Bates numberlit that, sir?

A. DT 00094.

Q. Okay. Now, directi#g your attention to that

statement--

MR. CHOCKLEY: Sorry, Your Honor. May I have the

Court’s indulgence for a moment?

Does counsel have jajother copy of that?

MR. BETTIUS: You onor, would this be a good
time to break for lunch? 3

THE COURT: Depends'on how much longer you are
going to be on direct. |

| MR. FOX: Probably gbout ten minutes.

THE COURT: Let’'s finish direct.

MR. BETTIUS: Why d&n’t we use yours, Fritz?
Let’s take one out of your lk.

What exhibit is iff, |Fritz?

THE COURT: Don’t iall talk at once, gentlemen.
Counsel can confer. Find t exhibit.

MR. FOX: Your Homog, it would be in Mr.

Chockley’s series Tauber 43967.

|

117
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MR. CHOCKLEY: Yes.
MR. FOX: Are you with me?
MR. CHOCKLEY: Yes. Thank you, Your Honor.
BY MR. FOX:
Q. Mr. Wilson, using this Statement of Changes in

Financial Position for the period November 1, 1970 to June
30, 1971, can you tell me what you can ascertain from that
in terms of Jefferson’s history or ability to pay?

A Yes. This statement is sometimes referred to as
the Sources and Uses of Funds Statement and it’s intended
to reflect where money came from and where it went, and in
looking at the funds applied, you can see that there is an
entry for the retirement of bonds payable in the amount of
$24,500.

That to me indicates that one of the things that
the Hospital did in 1971 was to retire its pay off of bonds
in the amount of $24,500.

Q. What is the other category, "Curtailment of Notes

Payable"?

A. I presume that that’s reductions in notes
payable.

Q. Okay. Did you see any indication of a schedule

of a debt owed to Dr. Tauber in the financial statements?

PLATT & DAWSON, INC. (703) 591-0007
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A. I don’t recall seeing that.

Q. In the magnitude of a million-and-a-half dollars,
I guess my question should have been.

Let me amend it.

A. I1f it were there, I would have noticed it in
reading the financial statements. I didn’t see it.

Q. Now, if the rent had been accrued, you know, on
any portion of the building -- I think there’s $39,000 that
we’'re talking about -- and if bonds were given in payment

of that rent, how would that be reflected on the

statements?
A. Would you repeat the scenario again?
Q. I think there was testimony before that there was

a rent figure of accrued rent of $39,000.

A. Yes.

Q. But there were, in fact -- if bonds were given
for that rent, how would that adjustment be made?

A. If I understand it correctly, you would reduce or
eliminate the rent liability or payable on the balance
sheet, but you would instead --

Q. Replace it?

A. -- replace it with bonds payable.

MR. FOX: Your Honor, let me confer with my

PLATT & DAWSON, INC. (703) 591-0007
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BY MR. FOX:

120

Q. I believe earlier «
this Jefferson history you r
equivalent of "a field of d
that?

A. What did I mean by|
great difficulty that hospitL
is that they can‘t get patien
hospital to generate adequa*

didn‘t have that problem. I

years it was operating at 80 |

all practical purposes was a
4
Virtually all of those patien

fashion or another. !

somewhere in your review of
erred to Jefferson as the

ms."” What did you mean by

hat? Simply this: That the

s have today and historically
s, enough patients, into the
revenues. This hospital

ean, it was built; within two
percent capacity, which for

profitable capacity.

ts were paid for in some

So at that point th

issue becomes how do we

manage our operations around that given revenue stream.

That revenue stream is virtually given.

That’'s a far cry

from a lot of hospitals who fundamentally are in the wrong

place at the wrong time and drn't have patients coming into

the hospital.

prospect of success. 1

1

This hospital had every indication of the

Q. Directing your attettion to 564 again, there’'s a

PLATT & DAWSON, INC.
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category -- or two different Lategories, one of ER visits

and clinic visits.

A Yes. {

Q. What, if any, partg did that play in the

conclusions that you have rgqached and testified here today
about Jefferson’s viability ahd'utilization?

A. It was corroboratiQe in that the trends in
emergency room visits also ﬁeie trending upwards
substantially, as were clinic visits. Again, if you look
at emergency room visits in 1967, 5746, by 1975 they had
gone up by two-and-a-half tir s. Clinic visits same
thing. So, I mean, all the ipdicators were there, both in
terms of inpatient services a[

Q. Thank you, Mr. Wilsén.

well as outpatient services.

MR. FOX: Your Ho . I need to move these
exhibits in at this time if I might and that would be
exhibits 564; 611, page one and two; Exhibits 555 through
563; 583, thé interrogatory answers. It’s 583-b, I believe
it’s called, Your Honor.

I would move all jflthose exhibits into evidence.

THE COURT: Give Mp} Chockley a chance to look at
them.

MR. CHOCKLEY: Youu Honor, we have no objection

|

|
|
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to 564.

THE COURT: All right. That’s in.
MR. CHOCKLEY: No ppjection to 611.

THE COURT: Okay. hat’s in.

MR. CHOCKLEY: No jection to 555 through 562,
and no objection to 583-b.

THE COURT: All r t. They’re all admitted.

Anything else, Mr.j#ox?

MR. FOX: Not at s time.

Mr. Bono and Mr. ckley, how long would you
estimate cross-examination this witness to be, just
roughly?

MR. CHOCKLEY: I 1d say about 20 or 30
minutes.

i

THE COURT: We wi recess for lunch and we

resume at 2:30.

(Whereupon, a lun on recess was taken.)

X
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stand, please.

Q.
A.

Q.

A-F-T-E-R-N-(

124

-0-N S-E-S-S-I-0-N

THE COURT: Mr. W%lson, if you will resume the
]

MR. CHOCKLEY: Th
CROSS-E

BY MR. CHOCKLEY:

Good afternoon, Mg

Good afternoon.

L you, Your Honor.
fNaTION

|

|

.;Wilson.

Mr. Wilson, havin

testimony about the trends

that, it’s not clear to me.

Memorial Hospital was a wel

A.

Q. You have no opiniqhk

AQ

was earning a reasonable man
organization. So by that m

that were being done well.

Q.

was well-run or not?

A.

Q.

That’s hard to ju

It’s hard to say.

Well, do you have

I don’'t have an of

You did testify tHh

Aeard your direct and your

the field of dreams and all
ks it your view that Jefferson
gun hospital or not?

€. I don’t know.

I would say that the Hospital
gin for a not-for-profit
sure, there were some things

ah opinion that the Hospital

inion.

at it was as if it were a field

of dreams, however; that thTy,built it and they were at the
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right place at the right‘tiqefessentially; is that right?

A. That I believe.

Q. And when they did
net income in a very rapid
that right?

A Yes they did, com
similar circumstances.

Q. And I believe you

hospital that you were fami

ild it, they achieved some

unt of time

ed to other

in your view;

hospitals in

mpared it to a start-up

r with in the State of

Washington.
A Yes.
Q. As a matter of fagg} that’s the

hospital with which you hav Ever worked;

A. That’'s the only o
directly; that’s correct.
Q. So you have as yo

Jefferson and one hospital

that I have

universe of

Washington,

achieved a relatively quick p[ofitability.

A. Jefferson achieved

very quick profitability.

only start-up
right?

worked with

comparison

and Jefferson

is

Q. Let’s look at the pekhibits that counsel has put

on these blow-ups here.

In this first one jthat we have up,

Trial Exhibit Number 611, pagf; 2 of 2, and this is the one

i
|
i

it’s marked as

PLATT & DAWSON, HNC.
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this is the one that shows the

‘ :
revenue growth on the left-ha*d side in graphic format and

then on the right side the +

A Yes.

income; correct, sir?

Q. And it would be difficult to plot a steadier

growth in revenue, wouldn’t it, sir?
A. What do you mean by that?
Q. It’s about as steady a growth in revenue as you

can get?

A. There’s a consistent pattern throughout the

years.

Q. But on the contrary, that’s not net income, is
it?

A, No, it’s not.

Q. The net income bounces around all over the
place. I guess you could have thrown darts up there and

get a steadier flow than that
A. It’s up-and-down; C

Q. You start out down

), couldn’t you?
brrect.

here. The first one is do you

know below a negative $150,0q$ in 1965; right?

A Yes.
Q. You got another on

same level; right?

in 1969 that’s down about the

PLATT & DAWSON,
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|

A. Right.

Q. And yet the secon ear it was up at plus
$200,000.

A. Correct.

Q. But in fact, do y know, sir, what the total net
income over the Hospital’'s rs of operation was of as of
19712

A. No. I don’'t off top of my head, no.

Q. Why don’t we add t up?

A. Okay.

Q. Do you have some &er and pencil there, or a
calculator, whichever you pnefer?

A.. I could use a piede of paper.

Q. The first year the net income, as shown on your
chart, ;s what? A hundred -=-

A. That first year actually isn’‘t on any information

that I have in front of me, s? .o
Q. Well, we’ll have to use --
What is this figure that you have on your chart?
A. Could you turn it so I could see it?
MR. BETTIUS: Your Honor, may I? (Holding up

calculator).

THE COURT: Uh-huh.

PLATT & DAWSON, INC. (703) 591-0007
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THE WITNESS: It ﬂoqks to be about 160 or 170
loss. And in 1966 about a 4225,000 net income.
BY MR. CHOCKLEY:

Q. These figures werj 4ff of the same data that you

made this chart out of? .
A. But that chart didqn‘t include ‘65 or '66.

MR. FOX: Mr. Chodkley, which are you referring?

MR. CHOCKLEY: 1’4 using Exhibit 611, two of two.

]

MR. FOX: The graph or the --

Your Honor, let m@ state an objection for the
record. He’'s making an efert to add figures from the
graphic illustration. Those figures are on Exhibit 611,
page one of two, and he won’t have to guess at the exact
amount.

THE COURT: Are they totalled up?

MR. FOX: They're not totalled, but the precise
amounts are. !

MR. CHOCKLEY: 1I‘'m not trying to hide it from
you.

BY MR. CHOCKLEY:

Q. Are these the figures we're looking for, 611,
page one of two?

A. Yes.

PLATT & DAWSON, INC. (703) 591-0007
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Q.
income?
A.
Q.

A.

225,000.

A.

» O ¥

129

So what is the figure that you have for the net

For which year?

1965. 1It’'s a minus $168,995, isn‘t it?
Yes.

Then for 1966 it’'s plus 224,000.

Why don’'t we just round them. We’ll call it

Okay.

'67 is plus 6,000; right?

Yes.

‘68 is a plus 15,000; right?

Yes.

‘69 is minus 170,000} about 171,000; right?

Yes. 1970 is 172,000 net income. 1971 is income

of 52,000, rounding. 1972 is $208,000.

Why don‘t we stop in 1971.
Okay.
You have the figure through -- the 52,600 --
Yes.
-- for the year ending 6/30/71.
Yes, I do.

What is the cumulative total of the net income

PLATT & DAWSON, INC. (703) 591-0007
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per the financial statement?
A. Through that period of time?
Q. Yes.
A. By my manual calculations, cumulative net income

is about 131,000.

Q. And then if you take that figure and divide it by
the number of years, what is the result of that, Mr.
Wilson?

A. Approximately 19,000 or 20,000.

Q. Per year net income?

A. On average.

Q. It shows, does it not, that despite the growth of
revenue, you have to take into account expenses; isn’t that
right?

A. That‘s right, and look at the circumstances.

Q. And what is critical is the net income to that
hospital; correct; not total gross revenue?

A. From what standpoint?

Q. To the success of the Hospital.

A. Over what period of time?

Q. Well, over any period of time.

A. Over just any period of time. Not in any one

year.

PLATT & DAWSON, INC. (703) 591-0007

J.APP. 4388
93




-0
Nt

10
11
12
13
14
15
16
17
18
19
20
21
22

23

131
Q. Sure. But over a sustained period of time, isn’‘t
it net income that'’'s important?
A Yes, it is, taking into account a new operation,

it would have understandably have significant losses in the
first year or two or five.

Q. And you heard, because you were here during the

opening statements today -- were you not?
A Yes, I was.
Q. You heard counsel‘s statement that the Hospital

was thinly capitalized right from the start?

A Yes, it was.

Q. And that this is a hospital that would need to
accumulate some capital or raise some capital in order for
expand, would it not?

A. It would. Normally one would expect that would
come from the supporters.

Q. And in this particular situation, they were
constantly struggling, as you will see in the minutes, to
come up with new sources; isn’'t that correct?

A. That’s correct. Any new hospital that starts
with virtually no capital, it’s going to be mired in lack
of capitalization throughout the entire history. 1It’'s

going to be a burden around its neck forever as long as
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there isn‘t a conscious decision to put capital into it up
front to make it successful on a sustained basis.

Q. And if they had donated more capital in the
beginning, they probably would have had a greater capital
base; right?

A. That would have been one logical source.

Q. Now, you were talking before on your direct
examination about the effect of the payment of taxes after

the revocation of tax exemption.

A Yes.

Q. Now, you have reviewed the tax returns, have you
not?

A. I read the tax returns, yes.

Q. . And you saw of course that net operating losses

were uséd to reduce the taxes paid to the federal
government; is that right?

A. They appeared to have done so, yes.

Q. And the result of that is that that money that
might have otherwise been paid in the form of taxes to the
federal government was used for the benefit of the
Hospital; isn’t that right?

A. That’s correct. The for-profit organization used

an asset that was generated by the not-for-profit entity to

PLATT & DAWSON, INC. (703) 591-0007

J.APP. 4390
95



133

1 offset its taxes; that’'s correct.
2 Q. And the money was used for the benefit of the

~ 3 Hospital; isn‘t that correct? .
4 A. I'm not sure who benefitted from it. 1It’s not
5 clear to me that the Hospital benefitted.

o 6 Q. You don’‘t have any indication that it went to
7 anything else other than the Hospital, do you, sir?
8 © A. Taxes were paid from what was at one time a

o~ 9 not-for-profit entity. 1I‘m not sure that the Hospital
10 benefitted from that action in any way.
11 Q. What I'm getting at is the use of the ﬁet

s~ 12 operating loss carry-forward reduced the taxes that were
13 paid and so money that would otherwise go to taxes was used
14 for the benefit of the Hospital; is that correct?

-~ 15 A. Well, there was a reduction in taxes of about a
16 million-six during the period of time that the Hospital was
17 a not-for-profit entity.

~ 18 Q. One of the other things that you testified about
19 was a change in accounting?
20 A Yes.

. 21 Q. Isn’t that right; in 19742
22 A. That'’s correct.
23 MR. CHOCKLEY: If the court will indulge me a

-~

‘?3
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moment .

Your Honor, while we're digging up that exhibit,
may I switch?

BY MR. CHOCKLEY:

Q. You testified on direct, did you not, Mr. Wilson,
that the change in accounting resulted in an adjustment of
$170,000; isn‘t that correct?

A. There was a change in accounting and there was an
adjustment and the 170 was based upon recall. I think it
was close to that amount.

Q. In fact, the amount of adjustment was $116,000;
isn’t that right, sir?

A. I would have to see a document. Show me.

Q. And let me show you what_has been previously
marked as Complainant’s Trial Exhibit No. 202. Let me
direct your attention to numbered page 11, which has the
Bates number DT 000056.

A Yes. That'’s the document that I have in front of
me.

Q. That’s a document that you have reviewed before,
is it not?

A Yes, it is.

Q. And do you see in there the figure that resulted
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from the accounting change is 116,000, not 170,000?
A Yes, I do see that.
Q. And I believe on direct you also testified that

the effect of the accounting change went right to the
bottom line in reducing income by 170,000; isn’t that
right?

A. It went against the equity of the Hospital.

Q. In fact, it went against the retained earhings;
isn’t that right?

A. May I look at the statement?

Q. Sure.

A. I can’'t tell from these financial statements
whether it went into retained earnings or into net income.

One assumption I ma&e was that one of the reasons
for the increases in deductions from revenue was that in
fact that $116,000 did in fact go against net income and I
don’t see anything in the statements that tells me
otherwise.

Q. In fact, the notes to the financial statements
are an integral part of the financial statements, are they
not?

A. Yes, they are.

Q. The notes are prepared by the auditors, are they
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not?
A Yes, they are.
Q. And the auditors said that in their opinion the

statements fairly presented the financial position of the

Hospital --
A. That’'s correct.
Q. -- did they not?
And they did that in conformity with GAAP; right?
A. Yes.
Q. At least they said they did; right?
A. Yes.

Q. And in the ending note it says that the
cumulative effect on retained earnings as of June 30, 1973

would be about $116,000.

A. That’s correct.
Q. It doesn’'t say it was applied against net income?
A. You have to understand that the retained earnings

is impacted by the net income. It is my belief, although
you can’t tell directly from these statements, that it went
through net income to retained earnings as of June 30,
1974.

Q. And that belief is just based on your view?

A. It’s based upon what would have been general
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accounting practices back then plus the substantial
increase in the deductions from revenue in that year, part
of which would be explained by an extra $116,000 flowing
through deductions down through to the bottom line and
reducing the bottom line by that amount.

Q. But in fact, sir, isn’t there a line in that note
that says: "However, it is believed that the effect on the
year ending June 30, 1973 net income after giving effect to
income taxes would be immaterial"?

A, Let me read this for a second.

I would have to say I don’t know. I‘’m not sure
at this point because that statement may reflect what the
pure 1973 amount related to this accounting change was. I
really can’‘t tell honestly whether it went through the
income ;tatement or whether it went to retained earnings.

Q. But we know that the auditor said back in '73,
the one who audited the financial statement, said that the
effect on net income would be immaterial; isn’t that right,
sir?

A. The effect on 1973 income on a stand-alone basis
for that year only. I‘m still not sure whether that prior
year adjustment went through for the current year. 1If I

had more information, I might be able to tell.
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Q. You don’t dispute what that says right there?
A. It does say that it’'s immaterial; right.
Q. Let’s turn to the other blowup you have here,

Trial Exhibit 564. And I believe, Mr. Wilson, what you
said was that the reason you put this together was..so that
you could look at trends in the operation of the Hospital;
isn’'t that right?

A Yes, that’s right.

Q. Now, you were looking at trends in the operation
of the Hospital when you testified here in July, were you
not?

A. I was looking at the trends in the financial
information. What I didn’t have available to me at that
time were some indicators as to the underlying reasons for
those trends.

Q. And hadn’t you asked for those underlying
indicators in preparation for the trial?

A. I wasn’'t aware that this information existed. I
didn‘t ask for it.

Q. They hadn’t given it to you?

A. It wasn’'t provided.

Q. And you have been working on the matter since

what? April of 19962
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A. Off-and-on, ves.
Q. And you were fully prepared to offer your
opinions in July of 1996, were you not?
A. Opinions related to accounting matters;‘that's
correct.
Q. But they hadn’'t given you these annual reports to

the third-party payer that you rely on now for putting
together this chart; correct?

A. They weren’t made available to me.

Q. Now, you have them and you used them to try to
put together some trends, and the trends, among other
things, show -- for example, you were talking about the
FTEs.

A Yes.

. That’s full-time equivalents; is that right?
. Yes.

And full-time equivalents per occupied bed --

Q

A

Q

A Yes.
Q. -- peaked in 1971 at 2.7; right?

A, That'’'s correct.

Q. So they essentially trended upwards over that

period from ‘67 to '71; isn’t that right?

A. That'’'s right.
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Q. And although they dipped in 1972 and 1973, they
started back up again and ended up in 1975 back at 2.7;
isn’'t that right?

A Yes.

Q. What that means is that there are more employees;

right?
A. Yes.
Q. More employees. The way you have it, more

employees per occupied bed?

A. Right.

Q. And that’‘s an indicator of how many employees it
needs -- that the Hospital needs to take care of its
patients?

A It’s how many employees they had to take care of

their patients.

Q. So, in other words, there were more employees
then by June of 1975.

A. That’s right.

Q. Now, another one of the indicators -—lthis is one
of the these underlying indicators that you have looked at
is the patient days.

A. Yes.

Q. And patient days is the number of patients for
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It’'s a tally of the number of patients -- patient

Now, this figure, the patient days, peaked in

1970; right?

. .

o » 0O » O Y O >

That was the highest period, yes.

36,716.

Yes.

1970.

Yes.

It never reached that figure again, did it?
No, it didn’'t.

In fact, there was steady downward trend year

after year from 1970 through 1974; correct?

A.

A slight downward trend but not one that would

put the Hospital in financial jeopardy.

Q.

Patients in beds tallied throughout the whole year.

You are certainly entitled to your opinions, but

what I‘'m getting at is there was a downward trend from ‘71,

from 36,715, to 35,634 in °71; right? That's down?

A.

Q.

from’71.

A.

Correct.

And then it goes to 34,470? That’s down

Right.
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Q. And then to 34,208. That’s down from’72. And
then 33,927 in ‘74. That’s down from ‘73.

A. That’s correct.

Q. That’s four consecutive downward years.

A. But in the aggregate, not terribly significant.

Q. Even in 1975 when it went up a little bit, it was
still only the fourth highest of those six years; right?

70 through ’'75?

A Right. As I said earlier, there’s a level of
activity that represents more or less a threshold over
which the Hospital should be able to run profitably. It’s
a matter of managing your costs up or down to make
adjustments for the relatively minor fluctuations in
patient activities, which are going to be natural.

Q. On Exhibit 564, one of your other indicators is
the clinic visits.

A Yes.

Q. Those figures reached 6,541 in ‘63; right?

A Yes, they did.

Q. But, again, those fell in ‘74 and '75; correct?

A. That’s right.

Q. So in ‘75 it was way down to 3,8B45.

A. Right, but still higher than every other year
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except 1973.

Q. One of the things, another one of the indicators
that you looked at was accounts receivable days.

A Yes.

Q. You said that a well-run hospital would be at
about one hundred?

A. I didn’t say that. I said that one hundred days

of accounts receivable would represent an alarm, a wake-up
call. You are clearly in the red zone at that point. 1In
my view, a well-run hospital would be more in the 50 to
seven, below 80 days.

Q. But anything over one hundred is in the red zohe;
is that right?

A. j That’'s a strong cautionary flag.

Q. ' oOne way to reduce that figure would be to exclude

patients who didn’t pay; isn’t that right?

A. Possibly, although that wouldn’t be appropriate
accounting.
Q. Well, let’s use common sense. If your accounts

receivable are not being paid over time, you are not going
to get -- you are going to improve if you only take
patients who pay; isn’t that right?

A. I'm not sure I'm following your point.
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Q. The ultimate way to reduce your receivables would
be to write them off to zero. Would that be reasonable
from an accounting standpoint?

A. No. With some prudence, if you determine that
there isn’'t going to be any cash coming from those sources.

Q. What we’'re talking about here is accounts
receivable; that is, time to collect money; is that right?

A, Right.

Q. And people who are not paying at all are going to
be stretching that figure out considerably, are they not?

A. Depending on how active the Hospital was in
identifying those accounts and writing them off.

Q. In addition, you would do better, would you not,
if you only took patients who only had insurance and that
paid on a regular basis; isn’t that right?

A. Are you saying if I had a choice between selling
to somebody who had money and somebody who didn’t, would I
sell to somebody who did? Sure. Obviously.

0. And you know that this Hospital never turned away

a patient?

A. I don’t know that.
Q. Have you heard that argued this morning by
counsel?
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A. I heard it stated this morning for the first
time; right.

Q. Do you know that testimony will show that
one-third of the Hospital’s patients didn’t pay?

A. I have no basis for knowing that. The financial
information that I have seen wouldn’t bear that out unless
there’'s something that I haven’t seen yet.

Q. Let me take you over some financial statements.

If the Court will bear with me for a moment.
THE COURT: All right.
BY MR. CHOCKLEY:

Q. Let me show you, Mr. Wilson, what is marked as
Trial Exhibit No. 193. 1I’ll direct your attention to the
page that has Bates number DT'000136 and indicate note 6;
there’'s a note to the financial statement. And that’s the
financial statement for the year ending October 1969; is
that right?

A. Sorry. What was your last statement?

Q. That’'s the financial statement for thé year
ending October 1969?

A Yes, it is.

Q. Turning your attention to that note to the

financial statement, note 6 --
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A Yes.

Q. -- doesn’'t that indicate that the Hospital is
accruing rent in excess of $11,000 per year to pay for the
addition that was put on the Hospital?

A Yes, it does.

Q. And in fact didn‘t they continue to accrue
additional rent in the years immediately following that
one? For example, 1970, didn’t they accrue an additional
11,000 for the next year?

A. I believe so. At least in my recollection of the
financial statements.

Q. In fact, you testified this morning about your
review of those answers to interrogatories; right?

A. Yes.

Q. And in there it described the accrual of
additional rent, did it not?

A. Yes.

Q. From year-to-year. In fact, they didn’t pay

anything for this additional rent in 1969, 1970 or 1971,

did they?
A. Not to my knowledge.
Q. So that by 1971 they had accrued three times that

11,000 and some change amount?
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A. Correct.

Q. So it’s in excess of 33,000 they accrued for this
rent; isn‘t that right?

A, That’s correct, yes. The Hospital accrued
amounts owed to the partnership from whom they were leasing
the building and which was populated, the directors of
which hospital were one and the same people in many
respects. So it‘’s not uncommon for there to be
manipulation of what amounts are paid between the two
organizations.

Q. In fact, that was a debt that was on the books
that was not paid; isn‘t that right, sir?

A. Yes it was. It in no way reflects the ability to
pay it or not.

MR. CHOCKLEY: 1If the Court will bear with me for
a moment.
BY MR. CHOCKLEY:

Q. Mr. Wilson, you mentioned a moment ago you have
been working on this matter since April?

A. Correct.

Q. April of '967?

A. Yes.

Q. And others from Arthur Anderson have worked on it
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as well?
A Yes.
Q. And Arthur Anderson hasn’t been paid for its

services, has it?

A. Correct.

Q. And fees that are owed to Arthur Anderson
approximate $100,000?

A. Roughly speaking, that’s right.

Q. And in fact, if the Attorney General loses this
case, Arthur Anderson is not going to get paid, is it?

A. That’s not my understanding.

MR. FOX: He knows that’s not true and counsei is
constrained not to ask questions that he knows are untrue.
THE COURT: Objection overruled. You may answer.
THE WITNESS: This is in no way a contingent
relationship or contingent arrangement. It simply is not.
BY MR. CHOCKLEY:

Q. Has the Attorney General told you that they plan
to seek an appropriation from the General Assembly to pay
your fee?

A. No.

Q. Have they told you that if they do not succeed

and prevail in this case that they will be forced to seek
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an appropriation for payment?

A. I have no knowledge of that. We have an
agreed-upon arrangement with the Commonwealth of Virginia.

Q. And the fees have gone unpaid now for --

A. We haven’'t rendered a bill to the Commonwealth of
Virginia. Basically, just to button things up, we have a
full understanding of what our level of effort is.

Q. Let me get it straight. So as of today after you
have invested nine months of time you have not sent them a
bill?

A. We agreed that we would wait until we brought it
to conclusion so we could tally up the hours spent. The
time that was spent was over a long period of time and we
haven'’t iendered a bill but we will as soon as the case is
concludéd, probably as of today because probably today we
will know what our level of effort and hours are.

Q. Does the fee arrangement provide that you can
make an adjustment for success fee?

A. No.

Q. Thank you.

THE COURT: Any redirect?

MR. FOX: Yes, Your Honor.

REDIRECT EXAMINATION
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BY MR. FOX:
Q. Mr. Wilson, that note that Mr. Chockley had you

look at part of in Exhibit 193 at page 000126 --

A Yes.

Q. -- do you see that?

A Yes.

Q. Note 6, doesn’t it say that they haven’t

determined a precise amount of rent to be paid for the
addition?

A. You will have to direct me. I must have the
wrong document in front of me.

Q. Exhibit 193, page 000136. I'm sorry. It‘s note

6. "Lease agreement, building, ’'68 addition."
A Yes. |
Q. What does it say? Just read it.
A. The Hospital leases a 20-bed addition completed

in 1968. No final leasing agreement has been entered into
at this time. However, the Hospital, based uponlthe best
information available, is accruing $11,232 dollars per
annum to cover the amount when finally determined.

Q. So it indicates that no lease agreement has been
put into place for it?

A. That's correct. That‘s how it appears to read.
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Q. And the Hospital, as a matter of prudent
accounting, was accruing an arbitrary amount in the event
that rent is finally determined?

A Yes.

Q. Does it indicate that the Hospital can’t pay even
the $11,000 that they’re accruing?

A. There’s no indication of that. 1In fact there’s
indication that they were paying théir other obligations.

Q. Okay. Let me ask you. Mr. Wilson, Mr. Chockley
seemed to suggest that your testimony regarding Jefferson’s
start-up years and measuring 