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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 concentrateéhfocus 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?
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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.

Q. Let me direct your attention to what is now
marked as Exhibit 611. It‘’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, understandabl&, 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 throughout 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 6f
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 encugﬁ 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 ultimately céncluded in the revocation of
text exemption?

A Yes, I did.

Q. wWhat, 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'
rectify any situations that the IRS deemed to be
problematic. 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 Hospital.

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 ggckground to the operating results.

Q. Now, is that something that in your role 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
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primarily attesting to the ac¢uracy of the financial

—a—

statements. But one of the Ppfocedures that an auditor
would go through is to do a r really a reasonableness
check to make sure that the f}nancial results are borne out
by what really is happening lthin the enterprise of the

hospital by looking at operatlng information as to revenues

and expenses.
Q. Now, I believe youy festified in terms of Exhibit

611, page 1 -- that’s the b one on the floor, Your Honor

-- that the revenue profi 1of 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. |

Q. Now, let my direc ?our 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 I 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 to 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 frénkly 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
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A Yes, it does.

93

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
statements 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 numbers 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 were 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. 1In the last two columns to the right, you have two
bracketed set; 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. In 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 Hospital?

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 10-year pericd.

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 for a variety of reasons. Just the logistics of
having patients 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 t;Ems 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 have
expected that a third of the patients to be admitted 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
numbers are 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 occupéncy 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 employeeé?
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 t;king 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

J.APP. 0927

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

66



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

23

104

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.
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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 révenues.

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
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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
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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.
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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, itF;ould 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 change 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
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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 was rendered to the patient when the
patient was discharged from the Hospital.

Q. Now, what effect did that change in -- is it 1973
or 19742

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 previously.

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
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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
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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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is a statement that’s produced

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:

bear with me a moment?

elieve. Now, in 195, just

ial statement --

Yougr|Honor, could I ask counsel to

THE COURT: That'# Lhe one that’s in dispute

about whether it’s been mis
MR. FOX: I don’t
Your Honor, that we’re talk
THE COURT: All r
MR. CHOCKLEY: Th
THE COURT: All r]

BY MR. FOX:

ted.

ink that page is in dispute,
about. |
ght.
nk you.

ght.

Q. Are you with me,

THE COURT: All ri L.

BY MR. FOX:

Chockley?

Go ahead, Mr. Fox.

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

financial statement of Nove
1971; is that correct?

A Yes.

Lr 1, 1970, though June 30,
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Q. Does it contain a [Sgatement of Changes in
Financial Position?

A Yes, it does.

Q. What Bates number 1ﬂ that, sir?

A. DT 00094.

Q. Okay. Now, directu?g your attention to that

statement--

117

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

Court’s indulgence for a moment?
Does counsel have japother copy of that?
MR. BETTIUS: You onor, would this be a good
time to break for lunch? i
THE COURT: Depenés on how much longer you are

going to be on direct.

MR. FOX: Probably about ten minutes.

THE COURT:  Let’s finish direct.

MR. BETT;US: Why don’'t we use yours, Fritz?
Let’s take one out.;f your k.

What exhibit is i, |Fritz?

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

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

Chockley’s series Tauber 43967.
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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?
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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. If 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
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co-counsel and --

BY MR. FOX:

120

Q. I believe earlier 6

somewhere in your review of

this Jefferson history you rgferred to Jefferson as the

equivalent of "a field of d
that? !

]
A. What did I mean by

ms." What did you mean by

that? Simply this: That the

great difficulty that hospitLPs have today and historically

is that they can’t get patien

ts, enough patients, into the

hospital to generate adequatt
didn’t have that problem. I
years it was operating at 80
all practical purposes was a,
Virtually all of those patien
fashion or another. %
So at that point th

manage our operations around

That revenue stream is virtua

revenues. This hospital

ean, it was built; within two
ercent capacity, which for
rofitable capacity.

s were paid for in some

issue becomes how do we
hat given revenue stream.

ly 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. This hospital had every indication of the

prospect of success.

Q. Directing your atteption to 564 again, there’s a
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category -- or two differeny ¢ategories, one of ER visits

and clinic visits.

A Yes.
Q. What, if any, par id that play in the
conclusions that you have rgached and testified here today

|
about Jefferson’s viability ‘and utilization?

]
A. It was corroborative in that the trends in

emergency room visits also Jeie 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 time¢s. Clinic visits same

thing. So, I mean, all the dicators were there, both in

terms of inpatient services as well as butpatient services.

Q. Thank you, Mr. Wilsén.

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, the interrogatory answers. 1It’s 583-b, I believe
it’s called, Your Honor.

I would move all ofithose exhibits into evidence.

THE COURT: Give :L. Chockley a chance to look at

them.

MR. CHOCKLEY: Youu Honor, we have no objection
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THE COURT:

MR. CHOCKLEY: No p

THE COURT: Okay.

MR. CHOCKLEY: No
and no objection to 583-b.

THE COURT: All r

Anything else, Mr.
MR. FOX: Not at
Mr. Bono and Mr.

estimate cross-examination

roughly?

All rilkght.

That’s in.

jection to 611.

hat’s in.

jection to 555 through 562,
t. They’‘re all admitted.
ox?

s time.

ckley, how long would you

this witness to be, just

MR. CHOCKLEY: I w#fld say about 20 or 30

minutes.
THE COURT: We wilP

resume at 2:30.

recess for lunch and we

(Whereupon, a lun%on recess was taken.)

1
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THE COURT:

stand, please.

Mr. Willson,

124

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

if you will resume the

MR. CHOCKLEY: Th

CROSS-E
BY MR. CHOCKLEY:
Q. Good afternoon, Mpy

A. Good afternoon.

k you, Your Honor.

[NATION

Wilson.

Q. Mr. Wilson, havin
testimony about the trends
that, it’'s not clear to me.

Memorial Hospital was a well

A. That’s hard to judge.

Q. You have no opinidn

A. It’s hard to say.

eard your direct and your
the field of dreams and all
s it your view that Jefferson
-Iun hospital or not?

I don’‘’t know.

k would say that the Hospital

was earning a reasonable mangin for a not-for-profit

!

organization. So by that mgasure, there were some things

that were being don;.well.
Q. Well, do you have
was well-run or not?
A. I don’'t have an op

Q. You did testify th

4

ah opinion that the Hospital

inion.

at it was as if it were a field

of dreams, however; that thdy built it and they were at the
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right place at the right tim

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

Washington.
A Yes.
Q. As a matter of fa

hospital with which you hav

A. That’s the only o

directly; that'’s correct.

Q. So you have as yo
Jefferson and one hospital
achieved a relatively quick

A. Jefferson achieve

Q. Let’s look at the e

on these blow-ups here.

In this first one

t

125

essentially; is that right?

ild it, they achieved some

unt of time in your view; is

ed to other hospitals in

mpared it to a start-up

r with in the State of

§ that’'s the only start-up

pver worked; right?

that I have worked with

universe of comparison
Washington, and Jefferson

Fofitability.

very quick profitability.

hibits that counsel has put

Lat we have up, it’s marked as

Trial Exhibit Number 611, page 2 of 2, and this is the one
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l

-- if I may, Your Honor -- |this is the one that shows the

revenue growth on the left-hand side in graphic format and
then on the right side the + income; correct, sir?

A Yes.

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
ite

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 tha couldn’t you?

A, It’s up-and-down; rrect.

Q. You start out down ere; The first one is do you
know below a negative $150,0 in 1965; right?
A Yes.

Q. You got another on@ in 1969 that’s down about the

same level; right?
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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 prefer?
A. I could use a piede of paper.
Q. The first year the net income, as shown on your
chart, is what? A hundred -+-
A. That first year adtually isn’t on any information
that I have in front of me, s? cee
Q. Well, we’ll have go use --
What is this figure that you have on your chart?
A. Could you turn it so I could see it?
MR. BETTIUS: Youﬁ Honor, may I? (Holding up

calculator).

i
THE COURT: Uh-huH.

l
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THE WITNESS: It logks to be about 160 or 170
loss. And in 1966 about a i225,000 net income.
BY MR. CHOCKLEY:

Q. These figures werﬂ qff 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: I'q using Exhibit 611, two of two.

MR. FOX: The graéh or the --

Your Honor, let me 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 ¢°t totalled, but the precise
amounts are.

MR. CHOCKLEY: I'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.
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225,000.
A.
Q.
A.

Q
A
Q.
A

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

129

So what is the figure that you have for the net

For which year?

1965. It’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

Why don’t we stop in 1971.
Okay.
You have the figure through -- the 52,000 --
Yes.
-- for the year ending 6/30/71.
Yes, I do.

What is the cumulative total of the net income
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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 6f

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.
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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 6apital in order for
expand, would it not?

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

Q. And in tpis particular situation, they were
constantly struggli;g, 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 used 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
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offset its taxes; that’s correct.

Q. And the money was used for the benefit of the
Hospital; isn‘t that correct?

A. I'm not sure who benefitted from it. 1It’s not
clear to me that the Hospital benefitted.

Q. You don‘t have any indication that it went to
anything else other than the Hospital, do you, sir?

A. Taxes were paid from what was at one time a
not-for-profit entity. I’'m not sure that the Hospital
benefitted from that action in any way.

Q. What I'm getting at is the use of the net
operating loss carry-forward reduced the taxes that were
paid and so money that would otherwise go to taxes was used
for the benefit of the Hospital; is that correct?

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

Q. One of the other things that you testified about
was a change in accounting?

A Yes.

Q. Isn’t that right; in 1974?

A. That’s correct.

MR. CHOCKLEY: If the court will indulge me a
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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 170,0007

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 earnings;
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 made 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 thé
pure 1973 amount related to this accounting change was. I
really can’‘t tell honestly whether it went through the
income statement 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. If 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'tx;ware 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 19967
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A. Off-and-on, yes.

0. 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.

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

A. Yes.

Q. And full-time equivalents per occupied bed --
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 -- this 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

days. Patients in beds tallied throughout the whole year.

Q.

Now, this figure, the patient days, peaked in

1970; right?

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.

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?

AO
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.

0. 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. 1It’'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 3,845.

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 zone;
is that right?

A. That’s a strong cautionary flag.

Q. One 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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0. 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.

Q. 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. 1’11l 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. %ﬁat was your last statement?

Q. That’s the financial statement for the year
ending October 19697

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: If 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 counsel 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 rendered a bill but we will as soon as the case is
concluded, 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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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 upon the 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 bee
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. In fact there’s
indication that they were paying their 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 it against hospitals was based
on only one start-up hospital. Have you had experience

with other hospitals in their history?

A. Yes.

Q. Their financial history?

A. Sure.

Q. Was your testimony based upon your experience

with other hospitals that you’ve been involved with and
which you know the start-up history of?

A Right. Both through other organizations that
Arthur Anderson has worked with and my general discussions
with my counter-parts and colleagues within the firm plus

general health care business reading. 1It’s very, very
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common for hospitals that start up from scratch to have a
multi-year start-up period where they do not generate
positive bottom lines.

Q. It wasn‘t based on this one hospital?

A. No. It was general knowledge of the industry.

Q. Thank you, sir. When Mr. Chockley was asking you
about the variable net income of Jefférson Hospital and I
asked you about payment of taxes, would they have had to
pay taxes had they not lost their exemption?

A. No, they would not.

Q. And I believe your testimony earlier was that,
being relieved of that obligation, that went to the bottom
line?

THE COURT: We’ve been through that, Mr. Fox.

MR. FOX: He asked a question on
cross-examination.

THE COURT: I think we’ve been over that.

BY MR. FOK:

Q. Now, when you testified about the change in the
accounting procedure, Mr. Chockley’s question to you was
based on a note in the financial statement.

In reviewing Exhibit 123 -- do you have that?

A. No, I don‘t.
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-~ 1 Q. Let me supply that to you. Let me direct you to
‘2 Exhibit 123, paragraph A, I believe it is, sir. 6-A on
3 page 2, and that would be Tauber Bates 00603.
i 4 What does Mr. Ritter, the in-house accountant,
5 say about that change in accounting policy?
6 A. I need to take a moment and read it.
a 7 Q. Okay. What is the date of that, sir?
8 A. The date is May 22, 1974.
9 Q. It’s Minutes of the Board of Directors?
a 10 A Yes, it is. Okay.
11 Q. What does Mr. Ritter say?
-~ 12 A What Mr. Ritter is saying is that there was this
13 change in accounting policy which we discussed earlier and
14 that the financial reports showed a loss of $105,000, but
- 15 that the effect of that accounting policy change -- if we
16 hadn’t taken that into account in the current financial
17 reports of the Hospital, we would have in fact had $180,000
-~ 18 profit.
19 Q. Okay. And did it indicate how the Board felt
20 about that report?
i 21 A. The Board was pleased with the controller’s
22 report.
23 Q. Thank you. With respect to your examination of
~
J.APP. 0977

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

116



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

23

FTEs on Exhibit 564, in the year that the employee level
was highest, Mr. Wilson, did Jefferson earn a profit that
year?

A Yes, they did.

Q. In spite of that?

A Yes, they did.

Q. When they trimmed, the FTEs increased?

A Yes, they did.

Q. Now, these NOLs they talked about, is that net

operating losses?

A Yes. NOLs are a tax concept. They are in effect
losses generated for tax purposes -- tax losses, if you
will -- and those losses can be, in certain circumstances,

applied to income of the same organization.
Q. To what?
A. Applied against taxable income of the same
organization in prior years or subsequent years.
Q. But if you are a tax-exempt organization, the
concept of NOLs has no place, does it?
MR. CHOCKLEY: Your Honor, again, this is now

repetitive of back in July.

MR. FOX: No. I'm looking at my notes. It says

NOLs used for the benefit of the Hospital.

N
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THE COURT: I already testified to that. All
he’s doing now is just testifying to what he testified to
previously.

BY MR. FOX:

Q. How would the use OT NOLs benefit the Hospital if
it had remained a non-profit?

A. If it had remained a not-for-profit, the concept
doesn’t apply. It would have had no beneficial impact on
JMHI, the not-for-profit Hospital.
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