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Report of Independent Auditors 
 
 
The Board of Directors 
Bear Valley Community Healthcare District 
Big Bear Lake, California 
 
We have audited the accompanying balance sheets of Bear Valley Community Healthcare District (the 
District) as of June 30, 2010 and 2009, and the related statements of revenues, expenses, and changes in 
net assets, and cash flows for the years then ended.  These financial statements are the responsibility of 
the Hospital's management. Our responsibility is to express an opinion on these financial statements based 
on our audits.  
 
We conducted our audits in accordance with auditing standards generally accepted in the United States of 
America.  Those standards require that we plan and perform the audits to obtain reasonable assurance 
about whether the financial statements are free of material misstatement.  An audit includes examining, 
on a test basis, evidence supporting the amounts and disclosures in the financial statements.  An audit also 
includes assessing the accounting principles used and significant estimates made by management, as well 
as evaluating the overall financial statement presentation.  We believe that our audits provide a reasonable 
basis for our opinion. 
 
In our opinion, the financial statements referred to above present fairly, in all material respects, the 
financial position of Bear Valley Community Healthcare District at June 30, 2010 and 2009, and the 
results of its operations and its cash flows for the years then ended, in conformity with accounting 
principles generally accepted in the United States of America. 
 
Management’s discussion and analysis is not a required part of the financial statements but is 
supplementary information required by accounting principles generally accepted in the United States of 
America. We have applied limited procedures, which consisted principally of inquiries of management 
regarding the methods of measurement and presentation of the supplementary information.  However, we 
did not audit the information and express no opinion on it. 
 

TCA Partners, LLP 
September 30, 2010 

1

DRAFT



 

BEAR VALLEY COMMUNITY HEALTHCARE DISTRICT 
 

Management’s Discussion and Analysis 
 

June 30, 2010 
 
 
 

The administration of the Bear Valley Community Healthcare District (District) prepared the following 
Management Discussion and Analysis of the financial performance of the District for the Fiscal Year 
Ended June 30, 2010 to accompany the financial statements prepared in accordance with the 
Governmental Accounting Standards Board Statement Numbers 34, 37 and 38.  This discussion and the 
associated schedules are intended to provide an analysis, explanation, and historical basis of comparison 
for the reporting of financial results of the District for the Fiscal Year Ended June 30, 2010.  The audited 
financial statements included herewith have been prepared and submitted with an unqualified opinion 
from the District’s independent auditor.  
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BEAR VALLEY COMMUNITY HEALTHCARE DISTRICT 
 

Balance Sheets 
 
 
 

 June 30 
 2010 2009 

Assets   
Current assets:   
    Cash and cash equivalents $         436,973 $         270,122 
    Patient accounts receivable, net of allowances         2,119,209         1,824,703 
    Other receivables and physician advances            128,513              42,755 
    Estimated third party payor settlements                    -0-            174,754 
    Supplies            458,335            402,708 
    Prepaid expenses and deposits              82,067              84,291 
        Total current assets         3,225,097         2,799,333 
Assets limited as to use       12,225,572       10,771,637 
Capital assets, net of accumulated depreciation         3,360,679         3,563,403 
            Total assets $    18,811,348 $    17,134,373 
Liabilities and Net Assets   
Current liabilities:   
    Current portion of long-term debt $           27,630 $           28,238 
    Accounts payable and accrued expenses            629,707            435,767 
    Accrued payroll and related liabilities            705,374            644,619 
    Estimated third party payor settlements            114,598                     -0- 
        Total current liabilities         1,477,309         1,108,624 
Long-term debt, less current portion            611,929            495,640 
            Total liabilities         2,089,238         1,604,264 
Net assets:   
    Invested in capital assets, net of related debt         2,721,120         3,039,525 
    Unrestricted       14,000,990       12,490,584 
            Total net assets       16,722,110       15,530,109 
                Total liabilities and net assets $    18,811,348 $    17,134,373 

 
 
 
 
 
 
 
 
 
 
See accompanying notes to the financial statements 
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BEAR VALLEY COMMUNITY HEALTHCARE DISTRICT 
 

Statements of Revenues, Expenses and Changes in Net Assets 
 
 

 Year Ended June 30 
 2010 2009 

Operating revenues  
Net patient service revenue $    18,115,839 $    16,510,694 
Other operating revenue            114,105            108,991 
    Total operating revenues       18,229,944       16,619,685 
Operating expenses   
Salaries and wages          8,114,577         7,578,619 
Employee benefits         1,677,119         1,469,954 
Professional fees         1,907,262         1,748,844 
Purchased services         1,279,134         1,051,723 
Supplies         1,637,245         1,619,689 
Repairs and maintenance            271,480            269,938 
Utilities            409,930            377,965 
Rentals and leases            168,487            163,418 
Depreciation and amortization            625,802            652,495 
Provision for bad debts         3,007,089         2,382,509 
Insurance            164,647            178,631 
Other operating expenses            307,641            422,656 
    Total operating expenses       19,570,413       17,916,441 
        Operating income (loss)        (1,340,469)        (1,296,756) 
Non-operating revenues (expenses)   
District tax revenues         2,190,242         2,256,882 
Non-capital grant revenues            291,232            379,915 
Investment income              95,072            237,882 
Interest expense            (44,076)            (30,884) 
        Total non-operating revenues (expenses)         2,532,470         2,843,795 
            Excess of revenues over expenses  $      1,192,001 $      1,547,039 
Change in net assets     
Net assets at beginning of the year $    15,530,109 $    13,983,070 
Increase (decrease) in net assets         1,192,001         1,547,039 
Net assets at end of the year $    16,722,110 $    15,530,109 

 
 
 
 
 
See accompanying notes to the financial statements 
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BEAR VALLEY COMMUNITY HEALTHCARE DISTRICT 
 

Statements of Cash Flows 
 
 
 

 Year Ended June 30 
 2010 2009 

Cash flows from operating activities:   
Cash received from patients and third-parties on behalf of patients $    15,103,596 $    13,766,041 
Cash received from operations, other than patient services              28,347              97,751 
Cash payments to suppliers and contractors        (6,005,289)        (5,834,642) 
Cash payments to employees and benefit programs        (9,730,941)        (9,071,643) 
    Net cash used in operating activities           (604,287)        (1,042,493) 

Cash flows from non-capital financing activities:   
District tax revenues         2,190,242         2,256,882 
Non-capital grant revenues            291,232            379,915 
    Net cash provided by non-capital financing activities         2,481,474         2,636,797 

Cash flows from capital and related financing activities:   
Capital grants and contributions   
Purchase of capital assets           (423,078)           (714,688) 
Proceeds from new debt            134,376            184,715 
Principal payments             (18,695)             (13,248) 
Interest payments             (44,076)             (30,884) 
    Net cash used in capital and related financing activities           (351,473)           (574,105) 

Cash flows from investing activities:   
Net change in assets limited as to use        (1,453,935)        (1,525,144) 
Interest and dividends received from investments              95,072            237,882 
    Net cash used in investing activities        (1,358,863)        (1,287,262) 
        Net increase (decrease) in cash and cash equivalents            166,851           (267,063) 
Cash and cash equivalents at beginning of year            270,122            537,185 
Cash and cash equivalents at end of year $         436,973 $         270,122 

 
 
 
 
 
 
 
 
 
 
 
See accompanying notes to the financial statements 
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BEAR VALLEY COMMUNITY HEALTHCARE DISTRICT 
 

Statements of Cash Flows (continued) 
 
 
 

 Year Ended June 30 
 2010 2009 

Reconciliation of operating income to net cash provided 
by operating activities:   

Operating loss $     (1,340,469) $     (1,296,756) 
Adjustments to reconcile operating income to 
    net cash provided by operating activities:   

    Depreciation and amortization of other assets            625,802            652,495 
    Changes in operating assets and liabilities:   
        Patient accounts receivables            (294,506)           (172,390) 
        Other receivables             (85,758)             (11,240) 
        Supplies             (55,627)              41,791 
        Prepaid expenses and deposits                2,224                6,849 
        Accounts payable and accrued expenses            193,940             (50,418) 
        Accrued payroll and related liabilities              60,755             (23,070) 
        Estimated third party payor settlements            289,352           (189,754) 
            Net cash used in operating activities $        (604,287) $     (1,042,493) 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
See accompanying notes to the financial statements 
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BEAR VALLEY COMMUNITY HEALTHCARE DISTRICT 
 

Notes to Financial Statements 
 

June 30, 2010 
 
 
 
NOTE 1 - ORGANIZATION AND ACCOUNTING POLICIES 
 
Reporting Entity: Bear Valley Community Health Care District (the District) is a public entity organized 
under Local Hospital District Law as set forth in the Health and Safety Code of the State of California.  
The District operates a hospital, Bear Valley Community Hospital (the Hospital), for the community of 
Big Bear Lake and the surrounding area. The accompanying financial statements include all of the 
aforementioned operating entities of the District. The Hospital is a 30-bed facility that provides general 
acute and skilled nursing care. As a political subdivision of the State of California, the District is 
generally not subject to federal or state income taxes. 
 
Basis of Preparation:  The accounting policies and financial statements of the District generally conform 
with the recommendations of the audit and accounting guide, Health Care Organizations, published by 
the American Institute of Certified Public Accountants. The financial statements are presented in 
accordance with the pronouncements of the Governmental Accounting Standards Board (GASB). For 
purposes of presentation, transactions deemed by management to be ongoing, major or central to the 
provision of health care services are reported as operational revenues and expenses. 
 
The District uses enterprise fund accounting.  Revenues and expenses are recognized on the accrual basis 
using the economic resources measurement focus.  Based on GASB Statement Number 20, Accounting 
and Financial Reporting for Proprietary Funds and Other Governmental Entities That Use Proprietary 
Fund Accounting, as amended, the District has elected to apply the provisions of all relevant 
pronouncements as the Financial Accounting Standards Board (FASB), including those issued after 
November 30, 1989, that do not conflict with or contradict GASB pronouncements. 
 
Financial Statement Presentation:  The District has adopted the provisions of GASB 34, Basic Financial 
Statements - and Management’s Discussion and Analysis - for State and Local Governments (Statement 
34), as amended by GASB 37, Basic Financial Statements - and Management’s Discussion and Analysis - 
for State and Local Governments: Omnibus, and Statement 38, Certain Financial Statement Note 
Disclosures. Statement 34 established financial reporting standards for all state and local governments 
and related entities. Statement 34 primarily relates to presentation and disclosure requirements. 
 
Management’s Discussion and Analysis: Statement 34 requires that financial statements be accompanied 
by a narrative introduction and analytical overview of the District’s financial activities in the form of 
“management’s discussion and analysis” (MD&A).  This analysis is similar to the analysis provided in 
the annual reports of organizations in the private sector. 
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BEAR VALLEY COMMUNITY HEALTHCARE DISTRICT 
 

Notes to Financial Statements 
 

June 30, 2010 
 
 
 
NOTE 1 - ORGANIZATION AND ACCOUNTING POLICIES (continued) 
 
Use of Estimates:  The preparation of financial statements in conformity with accounting principles 
generally accepted in the United States of America requires management to make estimates and 
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets 
and liabilities at the date of the financial statements and the reported amount of revenues and expenses 
during the reporting period.  Actual results could differ from those estimates. 
 
Cash and Cash Equivalents and Investments: The District considers cash and cash equivalents to 
include certain investments in highly liquid debt instruments, when present, with an original maturity of a 
short-term nature or subject to withdrawal upon request. Exceptions are for those investments which are 
intended to be continuously invested. Investments in debt securities are reported at market value.  Interest, 
dividends and both unrealized and realized gains and losses on investments are included as investment 
income in non-operating revenues when earned. 
 
Patient Accounts Receivable: Patient accounts receivable consist of amounts owed by various 
governmental agencies, insurance companies and private patients. The District manages its receivables by 
regularly reviewing the accounts, inquiring with respective payors as to collectibility and providing for 
allowances on their accounting records for estimated contractual adjustments and uncollectible accounts. 
Significant concentrations of patient accounts receivable are discussed further in the footnotes.  
 
Supplies:  Inventories are consistently reported from year to year at cost determined by average costs and 
replacement values which are not in excess of market. The District does not maintain levels of inventory 
values such as those under a first-in, first out or last-in, first out method. 
 
Assets Limited as to Use:  Assets limited as to use include amounts designated by the Board of Directors 
for replacement or purchases of capital assets and other specific purposes.  Assets limited as to use consist 
primarily of deposits on hand with banking and investment institutions.  
 
Capital Assets: Capital assets consist of property and equipment and are reported on the basis of cost, or 
in the case of donated items, on the basis of fair market value at the date of donation.  Routine 
maintenance and repairs are charged to expense as incurred.  Expenditures which increase values, change 
capacities, or extend useful lives are capitalized.  Depreciation of property and equipment and 
amortization of property under capital leases are computed by the straight-line method for both financial 
reporting and cost reimbursement purposes over the estimated useful lives of the assets, which range from 
10 to 30 years for buildings and improvements, and 3 to 10 years for equipment. The District periodically 
reviews its capital assets for value impairment.  As of June 30, 2010 and 2009, the District has determined 
that no capital assets are impaired. 
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BEAR VALLEY COMMUNITY HEALTHCARE DISTRICT 
 

Notes to Financial Statements 
 

June 30, 2010 
 
 
 
NOTE 1 - ORGANIZATION AND ACCOUNTING POLICIES (continued) 
 
Compensated Absences: The District’s employees earn paid time off (“PTO”) benefits at varying rates, 
depending on the employee’s years of service. This PTO benefit can accumulate up to specified 
maximum levels. Employees may use their accumulated PTO for vacation, holidays and sick leave. 
Accumulated PTO benefits are paid to an employee upon either termination or retirement. Accrued PTO 
liabilities as of June 30, 2010 and 2009 are $507,458 and $436,630, respectively. 
 
Risk Management: The District is exposed to various risks of loss from torts; theft of, damage to, and 
destruction of assets; business interruption; errors and omissions; employee injuries and illnesses; natural 
disasters; and medical malpractice.  Commercial insurance coverage is purchased for claims arising from 
such matters. 
 
Net Assets: Net assets are presented in three categories.  The first category is net assets “invested in 
capital assets, net of related debt”.  This category of net assets consists of capital assets (both restricted 
and unrestricted), net of accumulated depreciation and reduced by the outstanding principal balances of 
any debt borrowings that were attributable to the acquisition, construction, or improvement of those 
capital assets. 
 
The second category is “restricted” net assets.  This category consists of externally designated constraints 
placed on those net assets by creditors (such as through debt covenants), grantors, contributors, law or 
regulations of other governments or government agencies, or law or constitutional provisions or enabling 
legislation. 
 
The third category is “unrestricted” net assets.  This category consists of net assets that do not meet the 
definition or criteria of the previous two categories. 
 
Net Patient Service Revenues: Net patient service revenues are reported in the period at the estimated net 
realized amounts from patients, third-party payors and others including estimated retroactive adjustments 
under reimbursement agreements with third-party programs. Normal estimation differences between final 
reimbursement and amounts accrued in previous years are reported as adjustments of current year's net 
patient service revenues. 
 
Charity Care:  The District accepts all patients regardless of their ability to pay.  A patient is classified as 
a charity patient by reference to certain established policies of the District.  Essentially, these policies 
define charity services as those services for which no payment is anticipated.  Because the District does 
not pursue collection of amounts determined to qualify as charity care, they are not reported as net patient 
service revenues.  Services provided are recorded as gross patient service revenues and then written off 
entirely as an adjustment to net patient service revenues. 
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BEAR VALLEY COMMUNITY HEALTHCARE DISTRICT 
 

Notes to Financial Statements 
 

June 30, 2010 
 
 
 
NOTE 1 - ORGANIZATION AND ACCOUNTING POLICIES (continued) 
 
Grants and Contributions: From time to time, the District receives grants from various governmental 
agencies and private organizations.  The District also receives contributions from related foundation and 
auxiliary organizations, as well as from individuals and other private organizations.  Revenues from 
grants and contributions are recognized when all eligibility requirements, including time requirements are 
met. Grants and contributions may be restricted for either specific operating purposes or capital 
acquisitions. These amounts, when recognized upon meeting all requirements, are reported as components 
of the statement of revenues, expenses and changes in net assets. 
 
Operating Revenues and Expenses: The District’s statement of revenues, expenses and changes in net 
assets distinguishes between operating and non-operating revenues and expenses.  Operating revenues 
result from exchange transactions associated with providing health care services, which is the District’s 
principal activity.  Operating expenses are all expenses incurred to provide health care services, other than 
financing costs. Non-operating revenues and expenses are those transactions not considered directly 
linked to providing health care services. 
 
Reclassifications: Certain financial statement amounts as presented in the prior year financial statements 
have been reclassified in these, the current year financial statements, in order to conform to the current 
year financial statement presentation.  
 
 
NOTE 2 - CASH, CASH EQUIVALENTS AND INVESTMENTS 
 
As of June 30, 2010 and 2009, the District had deposits invested in various financial institutions in the 
form of cash and cash equivalents amounting to $12,662,545 and $11,041,759. All of these funds were 
held in deposits, which are collateralized in accordance with the California Government Code (CGC), 
except for $250,000 per account that is federally insured. 
 
Under the provisions of the CGC, California banks and savings and loan associations are required to 
secure the District’s deposits by pledging government securities as collateral. The market value of 
pledged securities must equal at least 110% of the District’s deposits. California law also allows financial 
institutions to secure Hospital deposits by pledging first trust deed mortgage notes having a value of 
150% of the District’s total deposits. The pledged securities are held by the pledging financial 
institution’s trust department in the name of the District. 
 
Investments consist of U.S. Government securities and state and local agency funds invested in U. S. 
Government securities and are stated at quoted market values. Changes in market value between years are 
reflected as a component of investment income in the accompanying statement of revenues, expenses and 
changes in net assets.  
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BEAR VALLEY COMMUNITY HEALTHCARE DISTRICT 
 

Notes to Financial Statements 
 

June 30, 2010 
 
 
 
NOTE 3 - NET PATIENT SERVICE REVENUES AND REIMBURSEMENT 
     PROGRAMS 
 
The District renders services to patients under contractual arrangements with the Medicare and Medi-Cal 
programs, health maintenance organizations (HMOs) and preferred provider organizations (PPOs). 
Patient service revenues from these programs approximate 84% of gross patient service revenues. 
 
The Medicare Program reimburses the District on a prospective payment system for inpatient hospital 
services.  The prospective rates are predetermined amounts based on the Medicare inpatient discharge 
diagnosis including capital.  Skilled nursing services are reimbursed on a program similar in nature to the 
inpatient services. 
 
The District contracts to provide services to Medi-Cal, HMO and PPO inpatients on negotiated rates. 
Certain outpatient reimbursement is subject to a schedule of maximum allowable charges for Medi-Cal 
and to a percentage discount for HMOs and PPOs. The skilled nursing facility (SNF) is reimbursed by the 
Medi-Cal program on a prospective per diem basis subject to audit by the state.  The results of the state 
audits are incorporated prospectively and are subject to appeal by the provider.  
 
Both the Medicare and Medi-Cal program's administrative procedures preclude final determination of 
amounts due to the District for services to program patients until after patients' medical records are 
reviewed and cost reports are audited or otherwise reviewed by and settled with the respective 
administrative agencies.  The Medicare and Medi-Cal cost reports are subject to audit and possible 
adjustment.  Management is of the opinion that no significant adverse adjustment to the recorded 
settlement amounts will be required upon final settlement. 
 
Medicare and Medi-Cal revenue accounts for approximately 50% of the District’s net patient revenues for 
each year. Laws and regulations governing the Medicare and Medi-Cal programs are extremely complex 
and subject to interpretation.  As a result, there is at least a reasonable possibility that recorded estimates 
will change by a material amount in the near term.   
 
 
NOTE 4 - FAIR VALUE OF FINANCIAL INSTRUMENTS 
 
The District uses certain methods and assumptions in estimating its fair value disclosures for financial 
instruments. For cash and cash equivalents, the District uses the carrying amounts which approximate fair 
value due to the short maturity of any financial instrument considered as a cash equivalent. 
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BEAR VALLEY COMMUNITY HEALTHCARE DISTRICT 
 

Notes to Financial Statements 
 

June 30, 2010 
 
 
 
NOTE 5 - CONCENTRATION OF CREDIT RISK 
 
The District grants credit without collateral to its patients and third-party payors.  Patient accounts 
receivable from government agencies represent the only concentrated group of credit risk for the District 
and management does not believe that there is any credit risk associated with these governmental 
agencies. Contracted and other patient accounts receivable consist of various payors including individuals 
involved in diverse activities, subject to differing economic conditions and do not represent any 
concentrated credit risks to the District. Concentration of patient accounts receivable at June 30, 2010 and 
2009 were as follows: 
 

 2010 2009 
Medicare $         854,190 $         613,070 
Medi-Cal and Medi-Cal pending         1,101,355       1,029,1076 
Other third party payors            867,796            952,816 
Self pay and other         1,111,855            819,716 
    Gross patient accounts receivable         3,935,196         3,414,709 
Less allowances for contractual adjustments and bad debts        (1,815,987)        (1,590,006) 
        Net patient accounts receivable $      2,119,209 $      1,824,703 

 
 
NOTE 6 - ASSETS LIMITED AS TO USE 
 
Assets limited as to use as of June 30, 2010 and 2009 were comprised of cash designated by the board for 
specific purposes. Interest income, dividends, and both realized and unrealized gains and losses on 
investments are recorded as investment income. These amounts were $95,072 and $237,882 for the years 
ended June 30, 2010 and 2009, respectively. Total investment income includes both income from 
operating cash and cash equivalents and cash and cash equivalents related to assets limited as to use.  
Debt securities, when present, are recorded at market price or the fair market value as of the date of each 
balance sheet.  
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BEAR VALLEY COMMUNITY HEALTHCARE DISTRICT 
 

Notes to Financial Statements 
 

June 30, 2010 
 
 
 
NOTE 7 - CAPITAL ASSETS 
 
Capital assets as of June 30, 2010 and 2009 were comprised of the following: 
 

     
 Balance at Transfers & Transfers & Balance at 
 June 30, 2009 Additions Retirements June 30, 2010 

Land and land improvements $        271,460 $                -0- $                -0- $        271,460 
Buildings and improvements        4,237,210           375,720                   -0-        4,612,930 
Equipment        5,876,509           329,330            (52,365)        6,153,474 
Construction-in-progress           360,363                   -0-          (281,972)             78,391 
    Totals at historical cost      10,745,542 $        705,050 $       (334,337)      11,116,255 

Less accumulated depreciation       (7,182,139) $      (625,802) $          52,365       (7,755,576) 
        Capital assets, net $     3,563,403   $     3,360,679 
     
 Balance at Transfers & Transfers & Balance at 
 June 30, 2008 Additions Retirements June 30, 2009 
Land and land improvements $        271,460 $                -0- $                -0- $        271,460 
Buildings and improvements        3,978,395           258,815                   -0-        4,237,210 
Equipment        5,555,045           321,464                   -0-        5,876,509 
Construction-in-progress           225,954           134,409                   -0-           360,363 
    Totals at historical cost      10,030,854 $        714,688 $                -0-      10,745,542 
Less accumulated depreciation       (6,529,644) $      (652,495) $                -0-       (7,182,139) 
        Capital assets, net $     3,501,210   $     3,563,403 
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BEAR VALLEY COMMUNITY HEALTHCARE DISTRICT 
 

Notes to Financial Statements 
 

June 30, 2010 
 
 
 
NOTE 8 – LONG-TERM DEBT 
 

Long-term debt at June 30, 2010 and 2009 consists of the following:  
 2010 2009 
Note payable to a bank, original amount of $546,500, maturing in 
September 2022, interest rate at 7.25%, payable monthly in principal 
and interest payments of $4,350, secured by property. 

 
 
$        639,559 

 
 
$        523,878 

Total debt borrowings           639,559           523,878 
Less current portion            (27,630)            (28,238) 

 $        611,929 $        495,640 

 
Future principal maturities for debt borrowings for the succeeding years are: $27,630 in 2011; $29,554 in 
2012; $31,612 in 2013; $33,813 in 2014; $36,167 in 2015; and $480,783 thereafter. 
 
 
NOTE 9 - RETIREMENT PLANS 
 
The District has a defined contribution retirement plan covering substantially all of the District's 
employees.  In a defined contribution retirement plan, benefits depend solely on amounts contributed to 
the plan plus investment earnings. The District contributes to the plan at a rate of two to four percent of 
eligible compensation, based on the length of the employee’s service as defined by the plan. The 
District’s contributions become fully vested after three years of continuous service. The District's pension 
expense for the plan was approximately $112,000 and $96,000 during the years ended June 30, 2010 and 
2009, respectively. 
 
 
NOTE 10 - COMMITMENTS AND CONTINGENCIES 
 
Construction-in-Progress: As of June 30, 2010 and 2009, the District had recorded $78,391 and 
$360,363, respectively, as construction-in-progress representing cost capitalized for various remodeling, 
major repair, and expansion projects on the District’s premises. No interest was capitalized under FAS 62 
during the years ended June 30, 2010 and 2009. The estimated cost to complete these projects as of June 
30, 2010 is approximately $50.000. Costs are to be financed through the continued Hospital operations 
during the next fiscal year. 
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BEAR VALLEY COMMUNITY HEALTHCARE DISTRICT 
 

Notes to Financial Statements 
 

June 30, 2010 
 
 
 
NOTE 10 - COMMITMENTS AND CONTINGENCIES (continued) 
 
Operating Leases: The District has operating leases for office space and various medical and office 
equipment. Rental expense under operating leases was $168,487 and $163,418 for the years ended June 
30, 2010 and 2009, respectively. Future minimum lease payments for the succeeding years under 
operating leases with a remaining term in excess of one year as of June 30, 2010 are not considered 
material. 
 
Litigation: The District may from time-to-time be involved in litigation and regulatory investigations 
which arise in the normal course of doing business. After consultation with legal counsel, management 
estimates that matters existing as of June 30, 2010 will be resolved without material adverse effect on the 
District’s future financial position, results from operations or cash flows. 
 
Workers Compensation Program: The District is a participant in the Association of California Hospital 
District’s ALPHA Fund which administers a self-insured worker’s compensation plan for participating 
hospital employees of its member hospitals.  The District pays premiums to the ALPHA Fund which is 
adjusted annually.  If participation in the ALPHA Fund is terminated by the District, the District would be 
liable for its share of any additional premiums necessary for final disposition of all claims and losses 
covered by the ALPHA Fund 
 
Health Insurance Portability and Accountability Act: The Health Insurance Portability and 
Accountability Act (HIPAA) was enacted August 21, 1996, to ensure health insurance portability, reduce 
health care fraud and abuse, guarantee security and privacy of health information, and enforce standards 
for health information. Organizations are subject to significant fines and penalties if found not to be 
compliant with the provisions outlined in the regulations. Management continues to evaluate the impact 
of this legislation on its operations including future financial commitments that will be required. 
 
Health Care Reform: The health care industry is subject to numerous laws and regulations of federal, 
state and local governments.  These laws and regulations include, but are not necessarily limited to, 
matters such as licensure, accreditation, government health care program participation requirements, 
reimbursement for patient services, and Medicare and Medi-Cal fraud and abuse.  Government activity 
has increased with respect to investigations and allegations concerning possible violations of fraud and 
abuse statues and regulations by health care providers. Violations of these laws and regulations could 
result in expulsion from government health care programs together with the imposition of significant fines 
and penalties, as well as significant repayments for patient services previously billed. Management 
believes that the District is in compliance with fraud and abuse as well as other applicable government 
laws and regulations. While no material regulatory inquiries have been made, compliance with such laws 
and regulations can be subject to future government review and interpretation as well as regulatory 
actions unknown or unasserted at this time. 
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BEAR VALLEY COMMUNITY HEALTHCARE DISTRICT 
 

Notes to Financial Statements 
 

June 30, 2010 
 
 
 
NOTE 11 - FAIR VALUE OF ASSETS AND LIABILITIES 
 
The Hospital adopted Statement of Financial Accounting standards No. 157, Fair Value Measurements 
(FAS 157). FAS 157 fair value establishes a framework for measuring fair value and expands disclosures 
about fair value measurements.  FAS 157 defines fair value as the price that would be received to sell an 
asset in an orderly transaction between market participants at the measurement date.  FAS 157 establishes 
a fair value hierarchy which requires an entity to maximize the use of observable inputs and minimize the 
use of unobservable inputs when measuring fair value.  The standard describes three levels of inputs that 
may be used to measure fair value: 
 

Level 1:  Quoted prices in active markets for identical assets or liabilities; 
 

Level 2: Observable inputs other than Level 1 prices, such as quoted prices for similar assets or 
liabilities; quoted prices in markets that are not active; or other inputs that are observable or can be 
corroborated by observable market data for substantially the full term of the assets or liabilities; 

 
Level 3: Unobservable inputs for the assets or liabilities that are supported by little or no market 
activity and that are significant to the fair value of the underlying assets or liabilities. 

 
The following is a description of the valuation methodologies used for assets measured at fair value on a 
recurring basis and recognized in the Hospital’s balance sheets, as well as the classification pursuant to 
the valuation hierarchy. 
 
Financial Instruments:  Where quoted market prices are available in an active market, investments are 
classified within Level 1 of the valuation hierarchy.  Level 1 instruments include a variety of financial 
instruments as listed below. There are no Level 2 or Level 3 types within the balance sheet of the 
Hospital.  The following table summarizes the financial instruments measured at fair value on a recurring 
basis in accordance with FAS 157 as of June 30, 2010: 
  

  
 

 
 
Quoted Prices 

 
Significant 

 
Significant 

  
 

 
 

in Active 
 

Other 
 

Other 
  

 
 

 
Markets for 

 
Observable 

 
Unobservable 

  
 

 
 
Identical Assets 

 
Inputs 

 
Inputs 

 
 

Fair Value 
 

(Level 1) 
 

(Level 2) 
 

(Level 3)  
Government investment funds $  11,269,876 $  11,269,876 $               -0- $               -0- 
Certificates of deposit          955,696                  -0-          955,696                  -0- 
   Totals of financial instruments $  12,225,572 $  11,269,876 $       955,696 $               -0- 
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