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C O H N RE Z N I C K CohnReznick LLP

cohnreznick.com
ACCOUNTING ¢ TAX * ADVISORY

Independent Auditor’s Report

To the Board of Directors
Frederiksted Health Care, Inc.

Report on the Financial Statements

We have audited the accompanying financial statements of Frederiksted Health Care, Inc. (the "Center")
which comprise the statement of financial position as of December 31, 2012, and the related statements
of activities and changes in net assets, functional expenses and cash flows for the year then ended, and
the related notes to the financial statements.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free from
material misstatement.

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

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

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the Center as of December 31, 2012, and the changes in its net assets and its cash
flows for the year then ended in accordance with accounting principles generally accepted in the United
States of America.



Other Matters

Our audit was conducted for the purpose of forming an opinion on the financial statements as a whole.
The accompanying schedule of expenditures of Federal awards is presented for purposes of additional
analysis as required by U.S. Office of Management and Budget Circular A-133, Audits of States, Local
Governments, and Non-Profit Organizations, and is not a required part of the financial statements. Such
information is the responsibility of management and was derived from and relates directly to the
underlying accounting and other records used to prepare the financial statements. The information has
been subjected to the auditing procedures applied in the audit of the financial statements and certain
additional procedures, including comparing and reconciling such information directly to the underlying
accounting and other records used to prepare the financial statements or to the financial statements
themselves, and other additional procedures in accordance with auditing standards generally accepted in
the United States of America. In our opinion, the information is fairly stated in all material respects in
relation to the financial statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated September
10, 2013, on our consideration of the Center’s internal control over financial reporting and on our tests of
its compliance with certain provisions of laws, regulations, contracts and grant agreements and other
matters. The purpose of that report is to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing and not to provide an opinion on the internal
control over financial reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering the Center’s internal control over
financial reporting and compliance.

WW»{Z?”

New York, New York
September 10, 2013



Frederiksted Health Care, Inc.

Statement of Financial Position
December 31, 2012

Assets

Current assets:

Cash and cash equivalents 120,108
Patient services receivable, net 1,099,347
DHHS grants receivable 47,176
Total current assets 1,266,631
Property and equipment, net 2,558,632
Total assets 3,825,263
Liabilities and Unrestricted Net Assets
Current liabilities:
Accounts payable and accrued expenses 297,701
Accrued compensation 246,796
Total liabilities 544,497
Commitments and contingencies
Unrestricted net assets 3,280,766
Total liabilities and unrestricted net assets 3,825,263

See Notes to Financial Statements.




Frederiksted Health Care, Inc.

Statement of Activities and Changes in Net Assets
Year Ended December 31, 2012

Unrestricted revenue:

Patient services revenue (net of contractual allowances and discounts)

Provision for bad debts

Net patient service revenue less provision for bad debts

DHHS grants

Contract services - U.S. Virgin Islands Government
Donated rent

Other

Total unrestricted revenue

Expenses:
Salaries and benefits
Other than personnel services
Interest

Total expenses

Operating income prior to depreciation and amortization
and nonoperating revenue

Depreciation and amortization

Operating loss prior to nonoperating revenue
Nonoperating revenue - donated equipment
Decrease in unrestricted net assets

Unrestricted net assets:
Beginning of year

End of year

See Notes to Financial Statements.

2,068,321
(175,990)

1,892,331

1,346,216
1,618,316
240,000
29,097

5,125,960

2,819,124
2,146,531
2,828

4,968,483

157,477

625,998

(468,521)

82,313

(386,208)

3,666,974

$

3,280,766




Frederiksted Health Care, Inc.

Statement of Functional Expenses
Year Ended December 31, 2012

Program General and
Services Administrative Total

Salaries and wages $ 1672963 $ 548,473 $ 2,221,436
Fringe benefits 450,119 147,569 597,688
Consultant and contractual services 62,344 64,824 127,168
Laboratory 160,248 160,248
Professional fees 349,400 134,029 483,429
Consumable supplies 423,980 56,342 480,322
Occupancy 283,363 37,656 321,019
Repairs and maintenance 32,135 4,270 36,405
Equipment rental 1,232 164 1,396
Telephone 45,994 15,079 61,073
Travel, conferences and meetings 70,459 23,100 93,559
Printing, postage and publications 10,841 1,441 12,282
Insurance 47,029 6,250 53,279
Donated rent 211,848 28,152 240,000
Interest expense 2,496 332 2,828
Other 57,500 18,851 76,351
3,881,951 1,086,532 4,968,483

Depreciation and amortization 552,568 73,430 625,998
Total functional expenses $ 4434519 $ 1,159,962 $ 5,594,481

See Notes to Financial Statements.



Frederiksted Health Care, Inc.

Statement of Cash Flows
Year Ended December 31, 2012

Cash flows from operating activities:
Cash received from patient services $
Cash received from DHHS grants
Cash received from contract services
Cash received from other
Cash paid for personnel services
Cash paid for other than personnel services
Cash paid for interest

1,526,002
1,356,962
1,621,316
29,097
(2,798,878
(1,865,815

Net cash used in operating activities

)
)
(2,828)
(134,144)

Cash flows from investing activities:
Purchase of property and equipment
Redemption of certificates of deposit

(220,327)
250,000

Net cash provided by investing activities

29,673

Net decrease in cash and cash equivalents

Cash and cash equivalents, beginning of year

(104,471)

224,579

Cash and cash equivalents, end of year $

120,108

Reconciliation of decrease in unrestricted net assets to net cash
used in operating activities:
Decrease in unrestricted net assets $
Adjustments to reconcile decrease in unrestricted net
assets to net cash used in operating activities:

Provision for bad debts

Depreciation and amortization

Donated equipment

Changes in operating assets and liabilities:
Patient services receivable
DHHS grants receivable
Contracts receivable
Accounts payable and accrued expenses
Accrued compensation

(386,208)

175,990
625,998
(82,313)

(542,319)
10,746
3,000
40,716
20,246

Net cash used in operating activities $

(134,144)

Supplemental disclosure of noncash financing activities:
Donated equipment $

82,313

See Notes to Financial Statements.



Frederiksted Health Care, Inc.
Notes to Financial Statements

Note 1 - Organization:

Frederiksted Health Care, Inc. (the "Center") is a Federally qualified health center
operating on the Island of St. Croix in the U.S. Virgin Islands. The Center was
organized exclusively to be a comprehensive healthcare services provider
delivering services to the people of the Western District of St. Croix, United
States Virgin Islands, with expansion to a satellite site without regard to race,
color, creed, nationality, gender, age, handicap or sexual orientation and without
regard to ability to pay.

The Center’s operations are funded primarily through contract services revenue
from the U.S. Virgin Islands Government and grant revenue from the U.S.
Department of Health and Human Services (the “DHHS”). The Center is
obligated under the terms of the DHHS grants to comply with specified conditions
and program requirements set forth by the grantor.

Note 2 - Summary of significant accounting policies:
Basis of presentation:
The accompanying financial statements have been prepared on the accrual basis
of accounting in conformity with accounting principles generally accepted in the
United States of America.

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 certain reported amounts and
disclosures. Accordingly, actual results could differ from those estimates.

Classification of net assets:
The Center classifies its net assets into three categories, which are described as
follows:

Unrestricted net assets are reflective of revenues and expenses associated with
the principal operating activities of the Center and are not subject to donor-
imposed stipulations.

Temporarily restricted net assets are subject to donor-imposed stipulations that
may or will be met either by actions of the Center and/or the passage of time.
When a donor restriction expires, temporarily restricted net assets are
reclassified to unrestricted net assets and are reported in the statement of
activities and changes in net assets as net assets released from restriction.
Donor-restricted contributions whose restrictions are met within the same year as
received are reported as unrestricted contributions in the financial statements.
There were no temporarily restricted net assets at December 31, 2012.

Permanently restricted net assets are subject to donor-imposed stipulations that
must be maintained permanently by the Center. There were no permanently
restricted net assets at December 31, 2012.



Frederiksted Health Care, Inc.

Notes to Financial Statements

Cash and cash equivalents:
The Center maintains its cash and cash equivalents in bank deposit accounts,
which, at times, may exceed Federally insured limits. The Center has not
experienced any losses in such accounts. At December 31, 2012, the Center’s
cash and cash equivalents balance does not exceed Federally-insured limits. All
highly liquid investments with maturities of three months of less when purchased
are considered to be cash equivalents.

Patient services receivable and concentration of credit risk:

The collection of receivables from third-party payors and patients is the Center’s
primary source of cash for operations and is critical to its operating performance.
The primary collection risks relate to uninsured patient accounts and patient
accounts for which the primary insurance payor has paid, but patient
responsibility amount (deductibles and copayments) remain outstanding. Patient
receivables from third-party payors are carried at a net amount determined by the
original charge for the service provided, less an estimate made for contractual
adjustments, or discounts provided to third-party payors. Receivables due
directly from patients are carried at the original charge for the service provided
less discounts provided under the Center’s charity care policy, less amounts
covered by third-party payors and less an estimated allowance for doubtful
receivables. Management determines the allowance for doubtful accounts by
identifying troubled accounts and by historical experience applied to an aging of
accounts. The Center considers accounts past due when they are outstanding
beyond 90 days with no payment. The Center generally does not charge interest
on past due accounts. Patient receivables are written off when deemed
uncollectible. Recoveries of receivables previously written off are recorded as a
reduction of bad debt expense when received.

Property and equipment:

Property and equipment are recorded at cost, or, if donated, at the fair value at
the date of donation. Depreciation and amortization are recorded on a straight-
line basis over the estimated useful lives of the assets, which range from 5 to 7
years. Leasehold improvements are amortized on a straight-line basis over the
estimated useful life of the improvement or the term of the lease, whichever is
less. The Center capitalizes all purchases of property and equipment in excess of
$5,000.

According to Federal regulations, any property and equipment items obtained
through Federal funds are subject to a lien by the Federal government. Provided
that the Center maintains its tax-exempt status and the property and equipment
are used for their intended purpose, the Center is not required to reimburse the
Federal government. If the stated requirements are not met, the Center would be
obligated to the Federal government in an amount equal to the fair value of the
property and equipment.



Frederiksted Health Care, Inc.
Notes to Financial Statements

Impairment of long-lived assets:

The Center reviews its long-lived assets for impairment whenever events or
changes in circumstances indicate that the carrying amount of an asset may not
be recoverable. In performing a review for impairment, the Center compares the
carrying value of the assets with their estimated future undiscounted cash flows.
If it is determined that impairment has occurred, the loss would be recognized
during that period. The impairment loss is calculated as the difference between
the asset’s carrying value and the present value of estimated net cash flows or
comparable market values, giving consideration to recent operating performance
and pricing trends. The Center does not believe that any material impairment
currently exists related to its long-lived assets.

Patient services revenue:

The Center has agreements with third-party payors that provide for payments to
the Center at amounts different from its established rates. Payment
arrangements include predetermined fee schedules and discounted charges.
Service fees are reported at the estimated net realizable amounts from patients,
third-party payors and others for services rendered, including retroactive
adjustments, if applicable, under reimbursement agreements with third-party
payors, which are subject to audit by administrating agencies. These adjustments
are accrued on an estimated basis and are adjusted in future periods as final
settlements are determined. The Center provides care to certain patients under
Medicaid and Medicare payment arrangements. Laws and regulations governing
the Medicaid and Medicare programs are complex and subject to interpretation.
Compliance with such laws and regulations can be subject to future government
review and interpretation as well as significant regulatory action. Self-pay
revenue is recorded at published charges with charitable care deducted to arrive
at gross self-pay patient revenue. Contractual allowances are then deducted to
arrive at net self-pay patient revenue before provision for bad debts.

Grants and contracts:

Revenue from government grants and contracts designated for use in specific
activities is recognized in the period when the expenditures have been incurred
in compliance with the grantor's restrictions. Grants and contract awards for the
acquisition of long-lived assets are reported as unrestricted nonoperating
revenue, in the absence of donor stipulations to the contrary, during the fiscal
year in which the assets are acquired. Cash received in excess of revenue
recognized is recorded as refundable advances.

At December 31, 2012, the Center has received conditional grants and contracts
from governmental entities in the aggregate amount of $1,685,013 that have not
been recorded in the accompanying financial statements. These grants and
contracts require the Center to provide certain services during specified periods.
If such services are not provided during the periods, the governmental entities
are not obligated to expend the funds allotted under the grants and contracts.
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Frederiksted Health Care, Inc.
Notes to Financial Statements

Contributions:

Contributions are recorded as either unrestricted, when they are received with no
donor stipulations, or as temporarily or permanently restricted revenue if they are
received with donor stipulations that limit the use of the donated asset. When a
donor restriction expires, that is, when a stipulated time restriction ends or
purpose restriction is accomplished, temporarily restricted net assets are
reclassified as unrestricted net assets and are reported in the statement of
activities and changes in net assets as net assets released from restriction.
Donor-restricted contributions, whose restrictions expire during the same fiscal
year, are recognized as unrestricted revenue. Conditional contributions are
recognized in the period when expenditures have been incurred in compliance
with the grantor. For the year ended December 31, 2012, there were no
restricted contributions.

Donated rent:
Donated rent is recognized in the accompanying financial statements based on
fair value.

Interest earned on Federal funds:
Interest earned on Federal funds is recorded as a payable to the United States
Public Health Service ("PHS") in compliance with the regulations of the United
States Office of Management and Budget.

Functional expenses:
Expenses are charged to program services or general and administrative based
on a combination of specific identification and allocation by management.

Performance indicator:
The statement of activities and changes in net assets includes operating loss
prior to nonoperating revenue as the performance indicator. Changes in net
assets which are excluded from the performance indicator include contributions
for capital equipment.

Tax status:

The Center was incorporated as a not-for-profit corporation under Title 13,
Section 491 of the Virgin Islands Code and is exempt from Federal income taxes
under Section 501(c)(3) of the Internal Revenue Code. Therefore, there is no
provision for income taxes. The Center has no unrecognized tax benefits at
December 31, 2012. The Center's Federal and U.S. Virgin Islands income tax
returns prior to fiscal year 2009 are closed and management continually
evaluates expiring statutes of limitations, audits, proposed settlements, changes
in tax law and new authoritative rulings.

The Center recognizes interest and penalties associated with tax matters as

operating expenses and includes accrued interest and penalties with accrued
expenses in the statement of financial position.

11



Frederiksted Health Care, Inc.
Notes to Financial Statements
Subsequent events:
The Center has evaluated subsequent events through September 10, 2013, which

is the date the financial statements were available to be issued.

Note 3 - Patient services receivable, net:
Patient services receivable, net consist of the following:

Medicaid $ 973,609
Medicare 54,241
Other third-party payors 55,305
Self-pay 717,877
1,801,032
Less allowance for doubtful accounts (701,685)
Total $ 1,099,347

Patient services receivable are reduced by an allowance for doubtful accounts. In
evaluating the collectability of patient services receivable, the Center analyzes its past
history and identifies trends for each of its major payor sources of revenue to estimate
the appropriate allowance for doubtful accounts and provision for bad debts.
Management regularly reviews data about these major payor sources of revenue in
evaluating the sufficiency of the allowance for doubtful accounts. For receivables
associated with services provided to patients who have third-party coverage, the Center
analyzes contractually due amounts and provides an allowance for doubtful accounts
and a provision for bad debts, if necessary (for example, for expected uncollectible
deductibles and copayments on accounts for which the third-party payor has not yet
paid, or for payors who are known to be having financial difficulties that make the
realization of amounts due unlikely). For receivables associated with self-pay patients
(which includes both patients without insurance and patients with deductible and
copayment balances due for which third-party coverage exists for part of the bill) the
Center records a provision for bad debts in the period of service on the basis of its past
experience, which indicates that many patients are unable or unwilling to pay the portion
of their bill for which they are financially responsible. The difference between the
standard rates or the discounted rates provided by the Center’s policy and the amounts
actually collected after all reasonable collection efforts have been exhausted is charged
off against the allowance for doubtful accounts.

The Center’s allowance for doubtful accounts for self-pay patients was 98 percent of
self-pay patient services receivable at December 31, 2012. The Center did not have
material write-offs for self pay patients for the year ended December 31, 2012. The
Center has not changed its charity care or uninsured discount policies during fiscal year
2012. The Center does not maintain a material allowance for doubtful accounts from
third-party payors, nor did it have significant write-offs from third-party payors.

12



Frederiksted Health Care, Inc.
Notes to Financial Statements

Note 4 - Property and equipment, net:
Property and equipment, net, consists of the following:

Equipment $ 1,115,418
Furniture and fixtures 181,327
Leasehold improvements 2,723,676
Vehicles 64,588
4,085,009

Less accumulated depreciation (1,526,377)
Total $2,558,632

In the event the DHHS grants are terminated, the DHHS reserves the right to have
the Federal interest in all assets purchased with grant funds transferred to the PHS
or third parties.

Note 5 - Line of credit:
The Center has a revolving line of credit in the amount of $150,000, which expires
on July 27, 2014. The agreement requires interest to be charged on the
outstanding balance at the prime rate (3.25% at December 31, 2012) plus 3%.
There was no outstanding balance at December 31, 2012.

Note 6 - Patient services revenue (net of contractual allowances and discounts):

The Center recognizes patient services revenue associated with services provided
to patients who have Medicaid, Medicare and Third party payor coverage on the
basis of contractual rates for services rendered. For uninsured self pay patients
that do not qualify for charity care, the Center recognizes revenue on the basis of
its standard rates for services provided or on the basis of discounted rates
provided by the Center's policy. Charity care services are computed using a sliding
fee scale based on patient income and family size. On the basis of historical
experience, a significant portion of the Center’s uninsured patients will be unable
or unwilling to pay for the services provided. Thus the Center records a provision
for bad debts related to uninsured patients in the period the services are provided.
Patient service revenue, net of contractual allowances and discounts (but before
the provision for bad debts), recognized in the period from these major payor
sources, is as follows:

Net
Revenue
Medicaid $ 1,202,073
Medicare 133,795
Other third-party payors 363,136
Self-pay 369,317
Total $ 2,068,321

13



Frederiksted Health Care, Inc.
Notes to Financial Statements

Based on the cost of patient services, charity care approximates $904,000 and
community benefit approximates $1,993,000.

Medicaid and Medicare revenue is reimbursed to the Center at the net
reimbursement rates as determined by each program. Reimbursement rates are
subject to revisions under the provisions of reimbursement regulations.
Adjustments for such revisions are recognized in the fiscal year incurred.

Note 7 - DHHS grants:
For the year ended December 31, 2012, the Center received the following grants
from the DHHS:

Revenue
Grant Number Grant Period Total Grant Recognized
6H80CS00372-10-03 03/01/11 — 02/29/12 1,040,428 $ 173,405
6H80CS00372-11-10 03/01/12 — 02/28/13 1,140,154 950,128
6H76HA17151-03-03 01/01/12 —12/31/12 243,750 222,683
Total $1.346,216

Note 8 - Employees’ retirement system:

The Center participates in the Employees’ Retirement System of the U.S. Virgin
Islands Government (the “System”). Any person who is employed at the Center
shall become a member as a condition of employment, provided such person is
under age 55 on the date of employment. Contributions by members begin after
completing one month of service. The Center and the members make contributions
to the System. Contributions are set by statute. The Center is required to contribute
17.5% of the members’ annual salary, up to $65,000, and the members are
required to contribute 8% of their annual salary. The total cost of the plan related to
Center employees for the year ended December 31, 2012 was $288,507.

Note 9 - Commitments and contingencies:

The Center has contracted with various funding agencies to perform certain
healthcare services, and receives Medicaid and Medicare revenue from the Federal
and U.S. Virgin Islands governments. Reimbursements received under these
contracts and payments under Medicaid and Medicare are subject to audit by the
Federal and state governments and other agencies. Upon audit, if discrepancies
are discovered, the Center could be held responsible for reimbursing the agencies
for the amounts in question.
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Frederiksted Health Care, Inc.

Notes to Financial Statements

The Center maintains its medical malpractice coverage under the Self-Insurance
Retention Program provided by the Government of the Virgin Islands, Department
of Health, pursuant to the provisions of Title 27 of the Virgin Islands Code Section
166e. The Self-Insurance Retention Program provides professional liability
insurance to eligible healthcare providers licensed under the laws of the U.S. Virgin
Islands. The Center maintains gap insurance for activity outside of the scope of the
Self-Insurance Retention Program coverage. The total cost incurred to maintain
medical malpractice insurance coverage for the year ended December 31, 2012
was $27,360.

The healthcare industry is subject to voluminous and complex laws and regulations
of Federal, U.S. Virgin Islands and local governments. 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. These laws and
regulations include, but are not necessarily limited to, matters such as licensure,
accreditation, government healthcare program participation requirements,
reimbursement laws and regulations, anti-kickback and anti-referral laws and false
claims prohibitions.

In recent years, government activity has increased with respect to investigations
and allegations concerning possible violations of reimbursement, false claims, anti-
kickback and anti-referral statutes and regulation by healthcare providers. The
Center believes that it is in material compliance with all applicable laws and
regulations and is not aware of any pending or threatened investigations involving
allegations of potential wrongdoing. Upon audit, if discrepancies are discovered,
the Center could be held responsible for refunding the amounts in question.

In September 2009, the Center entered into a 40-year conditional lease agreement
with the U.S. Virgin Islands Government for a base rent of $1 to be paid annually.
For the year ended December 31, 2012, donated rent amounted to $240,000 and is
included in both revenue and expenses in the statement of activities and changes
in net assets.

The Center is involved in claims and legal action in the ordinary course of business.
Management is of the opinion that the ultimate outcome of these matters would not
have a material adverse impact on the financial position of the Center or the results
of its operations or cash flows.

Note 10 - Subsequent events:
In August 2013, the Center entered into a loan agreement to assist with the
acquisition of commercial property. The loan is in the amount of $626,000, with 240
monthly installments of principal payments in the amount of $2,608 to be made
beginning on October 1, 2013 and bears interest at a rate per annum equal to
2.75% above the prime rate.

15



Frederiksted Health Care, Inc.

Schedule of Expenditures of Federal Awards

Year Ended December 31, 2012

Agency or
Federal Pass-through
Federal Grantor/ CFDA Grantor's Federal
Pass-through Grantor/Program Title Number Number Expenditures
U.S. Department of Health and Human Services:
Direct programs:
Health Center Cluster:
Consolidated Health Centers 93.224 N/A $ 625,135
Affordable Care Act (ACA) Grants for New and Expanded
Services under the Health Center Program 93.527 N/A 498,398
Subtotal Health Center Cluster 1,123,533
Grants to Provide Outpatient Early Intervention
Services with Respect to HIV Disease 93.918 N/A 222,683
Total Federal awards $ 1,346,216

See Notes to Schedule of Expenditures of Federal Awards.
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Frederiksted Health Care, Inc.

Notes to Schedule of Expenditures of Federal Awards

Note 1 - General information:

The accompanying schedule of expenditures of Federal awards (the “Schedule”)
presents the activities in all Federal awards of Frederiksted Health Care, Inc. (the
"Center"). All financial assistance received directly from the Federal agencies as
well as financial assistance passed through other governmental agencies or
nonprofit organizations is included on the Schedule.

Note 2 - Basis of accounting:

The accompanying Schedule is presented using the accrual basis of accounting.
The information in the Schedule is presented in accordance with the requirements
of OMB Circular A-133, Audits of States, Local Governments and Non-Profit
Organizations. The amounts reported in the Schedule as expenditures may differ
from certain financial reports submitted to Federal funding agencies due to those
reports being submitted on either a cash or modified accrual basis of accounting.

Note 3 - Relationship to basic financial statements:

Federal expenditures are reported on the statement of functional expenses as
program services. In certain programs, the expenditures reported in the basic
financial statements may differ from the expenditures reported in the Schedule due
to program expenditures exceeding grant or contract budget limitations or agency-
matching or in-kind contributions which are not included in the statement of
activities and changes in net assets.

Note 4 - Subrecipients:

Of the Federal expenditures presented in this Schedule, the Center provided no
Federal awards to subrecipients for the year ended December 31, 2012.

17



C O H N RE Z N I C K CohnReznick LLP

cohnreznick.com
ACCOUNTING * TAX * ADVISORY

Independent Auditor’s Report on Internal Control Over Financial Reporting
and on Compliance and Other Matters Based on an Audit of Financial
Statements Performed in Accordance with Government Auditing Standards

To the Board of Directors
Frederiksted Health Care, Inc.

We have audited, in accordance with the auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards
issued by the Comptroller General of the United States, the financial statements of Frederiksted Health
Care, Inc. (the "Center"), which comprise the statement of financial position as of December 31, 2012,
and the related statements of activities and changes in net assets, functional expenses and cash flows
for the year then ended, and the related notes to the financial statements and have issued our report
thereon dated September 10, 2013.

Internal Control over Financial Reporting

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

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent, or
detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a
combination of deficiencies, in internal control, such that there is a reasonable possibility that a material
misstatement of the entity's financial statements will not be prevented, or detected and corrected, on a
timely basis. A significant deficiency is a deficiency, or a combination of deficiencies, in internal control
that is less severe than a material weakness, yet important enough to merit attention by those charged
with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph of this
section and was not designed to identify all deficiencies in internal control that might be material
weaknesses or significant deficiencies. Given these limitations, during our audit we did not identify any
deficiencies in internal control that we consider to be material weaknesses. However, material
weaknesses may exist that have not been identified.

18



Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Center's financial statements are free
from material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts and grant agreements, noncompliance with which could have a direct and
material effect on the determination of financial statement amounts. However, providing an opinion on
compliance with those provisions was not an objective of our audit, and accordingly, we do not express
such an opinion. The results of our tests disclosed no instances of noncompliance or other matters that
are required to be reported under Government Auditing Standards.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of the
Center’s internal control or on compliance. This report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering the Center’s internal control and
compliance. Accordingly, this communication is not suitable for any other purpose.

WW&Z]‘”

New York, New York
September 10, 2013
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C OHN RE ZNICK CohnReznick LLP

cohnreznick.com
ACCOUNTING * TAX * ADVISORY

Independent Auditor’s Report on Compliance for Each Major Federal Program
and Report on Internal Control Over Compliance Required by OMB Circular A-133

To the Board of Directors
Frederiksted Health Care, Inc.

Report on Compliance for Each Major Federal Program

We have audited Frederiksted Health Care, Inc.’s (the "Center") compliance with the types of compliance
requirements described in the U.S. Office of Management and Budget ("OMB") Circular A-133 Compliance
Supplement that could have a direct and material effect on each of the Center's major Federal programs
for the year ended December 31, 2012. The Center's major Federal programs are identified in the
summary of auditor's results section of the accompanying schedule of findings and questioned costs.

Management's Responsibility

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

Auditor’s Responsibility

Our responsibility is to express an opinion on compliance for each of the Center's major Federal programs
based on our audit of the types of compliance requirements referred to above. We conducted our audit of
compliance in accordance with auditing standards generally accepted in the United States of America; the
standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States; and OMB Circular A-133, Audits of States, Local Governments
and Non-Profit Organizations. Those standards and OMB Circular A-133 require that we plan and perform
the audit to obtain reasonable assurance about whether noncompliance with the types of compliance
requirements referred to above that could have a direct and material effect on a major Federal program
occurred. An audit includes examining, on a test basis, evidence about the Center's compliance with those
requirements and performing such other procedures as we considered necessary in the circumstances.

We believe that our audit provides a reasonable basis for our opinion on compliance for each major
Federal program. However, our audit does not provide a legal determination of the Center's compliance.

Opinion on Each Major Federal Program

In our opinion, the Center complied, in all material respects, with the types of compliance requirements
referred to above that could have a direct and material effect on each of its major Federal programs for
the year ended December 31, 2012.
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Report on Internal Control over Compliance

Management of the Center is responsible for establishing and maintaining effective internal control over
compliance with the types of compliance requirements referred to above. In planning and performing
our audit of compliance, we considered the Center's internal control over compliance with the types of
requirements that could have a direct and material effect on each major Federal program to determine
the auditing procedures that are appropriate in the circumstances for the purpose of expressing an
opinion on compliance for each major Federal program and to test and report on internal control over
compliance in accordance with OMB Circular A-133, but not for the purpose of expressing an opinion
on the effectiveness of internal control over compliance. Accordingly, we do not express an opinion on
the effectiveness of the Center's internal control over compliance.

A deficiency in internal control over compliance exists when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their
assigned functions, to prevent, or detect and correct, noncompliance with a type of compliance
requirement of a Federal program on a timely basis. A material weakness in internal control over
compliance is a deficiency, or combination of deficiencies, in internal control over compliance such that
there is a reasonable possibility that material noncompliance with a type of compliance requirement of a
Federal program will not be prevented, or detected and corrected, on a timely basis. A significant
deficiency in internal control over compliance is a deficiency, or a combination of deficiencies, in
internal control over compliance with a type of compliance requirement of a Federal program that is
less severe than a material weakness in internal control over compliance, yet important enough to merit
attention by those charged with governance.

Our consideration of internal control over compliance was for the limited purpose described in the first
paragraph of this section and was not designed to identify all deficiencies in internal control over
compliance that might be material weaknesses or significant deficiencies. We did not identify any
deficiencies in internal control over compliance that we consider to be material weaknesses. However,
material weaknesses may exist that have not been identified.

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

WW(Z)‘”

New York, New York
September 10, 2013
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Frederiksted Health Care, Inc.

Schedule of Findings and Questioned Costs
December 31, 2012

Section | - Summary of Auditor's Results:

Financial Statements:

Type of auditor's report issued: Unmodified
¢ Material weakness(es) identified? __yes Y no
¢ Significant deficiency(ies) identified? ___yes " none reported
Noncompliance material to financial statements noted? ____yes v _no
Federal Awards:
Internal control over major programs:
o Material weakness(es) identified? ____yes v _no
o Significant deficiency(ies) identified? ___yes " none reported
Type of auditor's report issued on compliance
for major programs: Unmodified
Any audit findings disclosed that are required to be reported in
accordance with Section 510(a) of Circular A-1337? ___yes v _no
Identification of major programs:
CFDA Number(s) Name of Federal Program

U.S. Department of Health and
Human Services:
Health Center Cluster:
93.224 Consolidated Health Centers
93.527 Affordable Care Act (ACA) Grants for
New and Expanded Services Under
the Health Center Program

Dollar threshold used to distinguish

between type A and B programs: $300,000
Auditee qualified as low-risk auditee? v _yes ___ no
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Frederiksted Health Care, Inc.

Schedule of Findings and Questioned Costs
December 31, 2012

Section Il - Financial Statement Findings:

None

Section lll - Federal Award Findings and Questioned Costs:

None
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Frederiksted Health Care, Inc.

Schedule of Prior Year’s Findings
December 31, 2012

None
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