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TO: Legal Counsel

News Media
Salinas Californian
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Monterey County Herald
Monterey County Weekly
KION-TV
KSBW-TV/ABC Central Coast
KSMS/Entravision-TV

The next regular meeting of the CORPORATE COMPLIANCE AND AUDIT -
COMMITTEE OF THE WHOLE of SALINAS VALLEY HEALTH! will be held
MONDAY, NOVEMBER 11, 2024, AT 4:30 P.M., DOWNING RESOURCE CENTER,
CONFERENCE ROOMS, A, B, & C, SALINAS VALLEY HEALTH MEDICAL
CENTER, 450 E. ROMIE LANE, SALINAS, CALIFORNIA.

(Visit https://www.salinasvalleyhealth.com/~/about-us/healthcare-district-information-
reports/board-of-directors/board-committee-meetings-virtual-link/ for Public Access
Information).

(.

Allen Radner, MD
President/Chief Executive Officer
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Committee Voting Members: Juan Cabrera, Chair; Catherine Carson, Vice Chair; Allen Radner, M.D.,
President/CEQ; Gary Ray, Chief Legal Officer, and Rakesh Singh, M.D., Medical Staff Member.

Advisory Non-Voting Members: Mike Nolan, Community Member, Sanjeev Tandon, Community Member,
Administrative Executive Team.

CORPORATE COMPLIANCE AND AUDIT COMMITTEE MEETING
COMMITTEE OF THE WHOLE
SALINAS VALLEY HEALTH!

MONDAY, NOVEMBER 11, 2024, 4:30 P.M.
DOWNING RESOURCE CENTER, CONFERENCE ROOMS A,B & C

Salinas Valley Health Medical Center
450 E. Romie Lane, Salinas, California

(Visit SalinasValleyHealth.com/virtualboardmeeting for Public Access Information)

AGENDA
1. Call to Order / Roll Call

2. Public Comment

This opportunity is provided for members of the public to make a brief statement, not to
exceed three (3) minutes, on issues or concerns within the jurisdiction of this District Board
which are not otherwise covered under an item on this agenda.

3. Approval of Minutes from the Corporate Compliance and Audit Committee Meeting of
September 18, 2024. (CABRERA)

=  Motion/Second
= Action by Committee

4. Review Draft Reports of

e Years Ended 2024 and 2023 Draft Audited Financial Statements for Salinas Valley Memorial
Healthcare System.

e Years Ended 2023 and 2022 Draft Audited Financial Statements for the Salinas Valley
Memorial Healthcare District Employee’s Pension Plan.

5. Closed Session
6. Reconvene Open Session/Report on Closed Session

7. Consider Recommendation for Board of Directors Approval of the Years Ended 2024 and 2023
Draft Audited Financial Statements for Salinas Valley Memorial Healthcare System.
(LOPEZ/CLEVELAND/CHRIS PRITCHARD & KIMBERLY SOKOLOFF of MOSS ADAMS)

Questions to Committee Chair/Staff
Motion/Second
Public Comment

Board Discussion/Deliberation
Action by Board/Roll Call Vote

'Salinas Valley Memorial Healthcare System operating as Salinas Valley Health
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8. Consider Recommendation for Board of Directors Approval of the Years Ended 2023 and 2022
Draft Audited Financial Statements for the Salinas Valley Memorial Healthcare District
Employee’s Pension Plan. (LOPEZ/CLEVELAND/ KORY HOGGAN of MOSS ADAMS)

= Questions to Committee Chair/Staff
= Motion/Second

= Public Comment

= Board Discussion/Deliberation

= Action by Board/Roll Call Vote

9. Adjournment

The Corporate Compliance and Audit Committee meets quarterly. The next meeting is scheduled
for 2025, date and time to be determined.

This Committee meeting may be attended by Board Members who do not sit on this Committee. In the event that a quorum of
the entire Board is present, this Committee shall act as a Committee of the Whole. In either case, any item acted upon by the
Committee or the Committee of the Whole will require consideration and action by the full Board of Directors as a prerequisite
to its legal enactment.

The Committee packet is available at the Committee Meeting, at https://www.salinasvalleyhealth.com/about-us/healthcare-
district-information-reports/board-of-directors/meeting-agendas-packets/2024/, and in the Human Resources Department of
the District located at 611 Abbott Street, 2" Floor, Salinas, California, 93901. All items appearing on the agenda are subject to
action by the Committee.

Requests for a disability related modification or accommodation, including auxiliary aids or services, in order to attend or
participate in a meeting should be made to the Board Clerk during regular business hours at 831-759-3050. Notification received
48 hours before the meeting will enable the District to make reasonable accommodations.

CORPORATE COMPLIANCE AND AUDIT COMMITTEE MEETING
COMMITTEE OF THE WHOLE
SALINAS VALLEY HEALTH'

AGENDA FOR CLOSED SESSION

Pursuant to California Government Code Section 54954.2 and 54954.5, the board agenda may describe closed
session agenda items as provided below. No legislative body or elected official shall be in violation of Section
54954.2 or 54956 if the closed session items are described in substantial compliance with Section 54954.5 of the
Government Code.

CLOSED SESSION AGENDA ITEMS

HEARINGS/REPORTS
(Government Code §37624.3 & Health and Safety Code §§1461, 32155)

Subject matter: (Specify whether testimony/deliberation will concern staff privileges, report of
medical audit committee, or report of quality assurance committee):

1. Audit Report

ADJOURN TO OPEN SESSION

!Salinas Valley Memorial Healthcare System operating as Salinas Valley Health
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CALL TO ORDER
ROLL CALL

(Chair to call the meeting to order)
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PUBLIC COMMENT
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DRAFT SALINAS VALLEY HEALTH!

CORPORATE COMPLIANCE AND AUDIT COMMITTEE MEETING
COMMITTEE OF THE WHOLE

MEETING MINUTES SEPTEMBER 18, 2024

Committee Member Attendance:

Voting Members Present: Juan Cabrera, Chair, Catherine Carson, Vice-Chair, appearing via teleconference
pursuant to Government Code Section 54953(f)(2)(A)(i), Allen Radner, M.D., President/CEO, and Gary Ray,
CLO;

Voting Members Absent: Rakesh Singh, Medical Staff Member;

Advisory Non-Voting Members Present: Via Teleconference: Mike Nolan

Other Board Members Present, Constituting Committee of the Whole:
Via teleconference: Director Victor Rey (Arrived at 4:37 p.m.).

1. CALL TO ORDER/ROLL CALL

A quorum was present and Chair Cabrera called the meeting to order at 4:31 p.m. at the Downing Resource
Center Rooms A, B, & C.

2. PUBLIC COMMENT
None

3. APPROVAL OF MINUTES FROM THE CORPORATE COMPLIANCE AND AUDIT
COMMITTEE MEETING OF DECEMBER 12, 2023.

Approve the minutes of the December 12, 2023, 2024 Quality and Efficient Practices Committee meeting.
The information was included in the Committee packet.

PUBLIC COMMENT: None
MOTION:

Upon motion by Committee member Dr. Radner, second by Committee member Ray, the minutes of the
December 12, 2023 Corporate Compliance and Audit Committee Meeting were approved as presented.

ROLL CALL VOTE:

Ayes: Chair Cabrera, Vice-Chair Carson, Dr. Radner, Ray;
Noes: None;

Abstentions: None;

Absent: Dr. Singh.

Motion Carried

4. COMPLIANCE PROGRAM REPORT

Gary Ray, Chief Legal Officer, reported the Compliance Program has been restructured combining two
(2) positions into Director of Contracting and Compliance reporting to him as Chief Legal Officer. Natalie
James, JD, was introduced as Director of Contracting and Compliance. The following was reported:

e Seven elements necessary for effective compliance: (1) Implement written policies, procedures,
and standards of conduct, (2) Designate a compliance officer and a compliance committee,

'Salinas Valley Memorial Healthcare System operating as Salinas Valley Health
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(3) Conduct effective training and education, (4) Develop effective lines of communication,
(5) Conduct internal monitoring and auditing, (6) Enforce standards through well-publicized
disciplinary guidelines, and (7) Respond promptly to detected offenses and undertake corrective
action. The Director of Contracting & Compliance and Chief Legal Officer will be collaborating
in the coming months to identify Compliance Program status & goals which will be reported
back to the Board.

e Upcoming Internal Audit Activity: Q3/Q4 CY 2024 Annual Internal Mock Audit of 340B
Program Activity partnering with SpendMend, Annual Financial Audit for FY2024 by Moss
Adams in collaboration with CFO, and other internal audits as planned in consultation with
executive team based on risk assessment and guidance from CLO.

e Controlled Substance Oversight Committee: Relaunched August 30, 2024; acts as an advisory
group for the implementation and ongoing development of a drug diversion prevention, detection
and response program and is a line of communication between the Drug Diversion Response
Team (DDRT) and executive leadership, and oversees program structure, development and
policies. The next meeting is scheduled for October 2024. Committee Discussion: What is
diversion? Illegal distribution or abuse of prescription drugs not for their intended use.

¢ Biennial Conflict of Interest Code Update — Form 700: Political Reform Act requires every local
government agency and special district to review Conflict of Interest Code biennially. There are
time regulations for notice and filing of amendments (updated list of required filers) and will be
reviewed by the Board. District Legal Counsel is involved in this process.

S. CLOSED SESSION

Chair Cabrera announced that the items to be discussed in Closed Session are Hearings/Reports as listed
on the closed session agenda. The meeting recessed into Closed Session under the Closed Session protocol
at 4:46 p.m.

6. RECONVENE OPEN SESSION/REPORT ON CLOSED SESSION

The Committee reconvened for Open Session at 4:54 p.m. Chair Cabrera reported that in Closed Session,
the Committee received and accepted the (1) Hearings/Reports as published on the closed session agenda,
as follows:

Hearings and Reports: Quality Assurance Report

7. ADJOURNMENT

There being no other business, the meeting adjourned at 4:55 p.m. The next Corporate Compliance &
Audit Committee Meeting is scheduled for Wednesday, December 11, 2024.

Juan Cabrera, Chair
Corporate Compliance and Audit Committee

Page | 2 Corporate Compliance & Audit Committee (September 18, 2024)
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MOSSADAMS

Salinas Valley Health

2024 AUDIT RESULTS




Agenda

Scope of Services

Auditor Opinion and Report

Significant Risks

Matters to be Communicated to the Governing Body
Consolidated Statements of Net Position
Consolidated Operations

Other Information




Scope of Services

We have performed the following services for Salinas Valley Memorial Healthcare System
(“Salinas Valley Health™):

Annual Audits ()\

Nonattest Services

« Annual consolidated financial statement * Assisted in drafting the consolidated financial
audit as of and for the year ended June 30, statements and related footnotes as of and for the
2024 year ended June 30, 2024
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Auditor Report on the Consolidated Financial Statements

Unmodified Opinion — The consolidated financial statements are presented fairly and in
accordance with U.S. generally accepted accounting principles (“U.S. GAAP?”).
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Significant Risks

During the audit, we noted the following:

Valuation of patient accounts - Tie-out of reserving schedules
receivable - Zero Balance Accounts (“ZBA”) analysis
- Lookback analysis & subsequent collections analysis

Revenue recognition - Patient revenue analysis & cut-off analysis
- Journal entry testing focusing on revenue reversals

Management override of - Journal entry testing using risk-based criteria
controls - Inquiries with executive, finance, and operational personnel
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Hospital Patient Accounts Receivable — trend analysis

T N N N N

Net Patient Accounts Receivable

Subsequent Cash Receipts
2 months after 6/30

% Collected 2 months after 6/30
Exposure after 2 months'
collections

Collected 14 months after 6/30

% Collected 14 months after 6/30

$111,334

$60,833

55%

$50,501

n/a

n/a

$85,106

$55,127

65%

$29,979

$86,285

101%

$83,766

$53,349

64%

$30,417

$89,091

106%

$70,975

$55,047

66%

$15,928

$83,550

118%

$69,081

$46,733
68%

$22,348

$75,674

110%
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Matters to Be Communicated to the Governing Body

Our responsibility with regard to the financial

statement audit under U.S. auditing standards:

We are responsible for forming and expressing an opinion about
whether the financial statements that have been prepared by
management, with your oversight, are prepared, in all material
respects, in accordance with accounting principles generally accepted
in the United States of America. Our audit of the financial statements
does not relieve you or management of your responsibilities. The
objectives of our audit are also to evaluate the presentation of the
supplementary information in relation to the financial statements as a
whole and report on whether the supplementary information is fairly
stated, in all material respects, in relation to the financial statements

as a whole.
Page 14 o@



Matters to Be Communicated to the Governing Body

Our responsibility with regard to the financial

statement audit under U.S. auditing standards:

We conducted our audit in accordance with auditing standards
generally accepted in the United States of America (“U.S. GAAS”) and
the California Code of Regulations, Title 2, Section 1131.2, State
Controller’'s Minimum Audit Requirements for California Special
Districts. As part of an audit conducted in accordance with these
auditing standards, we exercise professional judgment and maintain
professional skepticism throughout the audit.
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Matters to Be Communicated to the Governing Body

Our responsibility with regard to the financial

statement audit under U.S. auditing standards:

We are also responsible for communicating significant matters related
to the financial statement audit that are, in our professional judgment,
relevant to your responsibilities in overseeing the financial reporting
process. However, we are not required to design procedures for the
purpose of identifying other matters to communicate to you.
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Matters to Be Communicated to the Governing Body

MATTERS TO BE COMMUNICATED MOSS ADAMS COMMENTS
Significant Unusual Transactions No significant unusual transactions or other
required communication matters were identified

during our audit of the entity’s financial
Disagreements with Management statements.

Significant Difficulties Encountered During the Audit

Circumstances that affect the form and content of the auditor's
report

Other findings or issues arising from the audit that are, in the
auditor’s professional judgment, significant and relevant to
those charged with governance regarding their oversight of the
financial reporting process

Corrected and uncorrected misstatements

Management’s consultation with other accountants
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MATTERS TO BE COMMUNICATED

Significant Accounting Practices:

Our views about qualitative aspects of the entity’s
significant accounting practices, including
accounting policies, accounting estimates, and
financial statement disclosures

Matters to Be Communicated to the Governing Body

MOSS ADAMS COMMENTS

The quality of the entity’s accounting policies and underlying
estimates are discussed throughout this presentation. There were
no changes in the entity's approach to applying the critical
accounting policies.

+ Management has the responsibility for selection and use of
appropriate accounting policies. The significant accounting
policies used by Salinas Valley Health are described in the
notes to the consolidated financial statements. During the year,
SVH adopted GASB 100, Accounting Changes and Error
Corrections — an amendment of GASB Statement No. 62.
There were no other changes to significant accounting policies
for the year ended June 30, 2024.

* We believe management has selected and applied significant
accounting policies appropriately and consistent with those of
the prior year.
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Matters to Be Communicated to the Governing Body

MATTERS TO BE COMMUNICATED MOSS ADAMS COMMENTS

* Management’s judgments and accounting estimates are based
- on knowledge and experience about past and current events
Management J Udgments & ACCOuntlng and assumptions about future events. We apply audit
EstimateS' procedures to management’s estimates to ascertain whether
: the estimates are reasonable under the circumstances and do
. . . not materially misstate the consolidated financial statements.
The Audit Committee should be informed about Y
the process used by management in formu|ating + Significant management estimates impacted the consolidated

. " . . financial statements including the following: estimated net
partICU|arIy sensitive accountlng estimates and realizable amounts from patient accounts receivable, useful

about the basis for the auditor’s conclusions lives of capital assets and right-of-use assets, discount rates

regarding the reasonableness of those estimates. and lease terms related to SVH’s operating lease right-of-use
assets, lease liabilities, lease receivable, deferred inflows of

resources — leases, subscription assets, and subscription
liabilities, actuarial estimates for self insured liabilities, and
discount rates and other assumptions related to determining
net pension and post-retirement benefit liabilities.
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Matters to Be Communicated to the Governing Body

MATTERS TO BE COMMUNICATED

Management Judgments & Accounting
Estimates:

The Audit Committee should be informed about
the process used by management in formulating

particularly sensitive accounting estimates and
about the basis for the auditor’s conclusions

regarding the reasonableness of those estimates.

MOSS ADAMS COMMENTS

The disclosures in the consolidated financial statements are
clear and consistent. Certain financial statement disclosures
are particularly sensitive because of their significance to
financial statement users. We call your attention to the
following notes: significant concentration of net patient
accounts receivable, investments and fair value of investments,
capital assets, employee benefit plans, post-retirement medical
benefits, insurance plans, leases, and subscription-based
information technology arrangements.
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Consolidated Statements of Net
Position
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Asset and Deferred Outflows (in millions)

$800
$700
$600
$500
$400
$300
$200
$100

$0

02022 = $1,128

724 02023 = $1,195
b 659
620 2024 = $1,260
284
B 272 281
125 118
94 97 97 87
45 40 40 1
Cash / Investment Patient A/R, Net Capital, Right of Use* and Other Assets Deferred Outflows

Subscription Assets, Net

*represents GASB 87 operating lease right of use asset
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Liabilities, Deferred Inflows, and Net Position (in millions)

$1,200 -
$1,000

2022

2023

2024

1,016

937
871
$800 -
$600 -
$400 -
3200 || 45 4, & 75 90 2
2 62 66 55 62 72
$0

OAccounts payable & accrued liabilities
E Deferred Inflows of Resources
m Net Pension Liability

OOther Liabilities
m Advanced Payments
= Net Position

15
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@ MOSSADAMS

Consolidated Operations
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Income Statements Year-to-Year Comparison

Total Operating Revenues (in thousands) and
Expense Categories as a Percentage of Total
Operating Revenues

June 30, 2024 June 30, 2023
$774,996 $749,348
/13% B Personnel & Benefits

Supplies 8%
50% 8%

Purchased Services

Medical Fees 10%

_11%
m Depreciation &
Amortization Loss 5%
5% = Other

m Operating Income
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Net Patient Service Accounts Receivable

Dollars (in millions) % Net Revenues

$140 - $125 17.0% - 155%
$120 16:0% :
$100 15.0% - 13.9%

$80 14.0% |

$60 - 13.0%

$40 | 12.0% -

$20 - 11.0% -

$0 10.0%

2022 2023 2024
2022 2023 2024
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Days Unrestricted Cash and Investments

500 -
400 -
297
200 P 274
200 d
100 d
0 | |
2022 2023 2024 Aa Comp
Group

Moody’s Investors Services: Fiscal Year 2023
Not-for-Profit Health Care Medians August 2024 Page 28 o
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Days in Accounts Receivable

70

60

50

40

30

20

10

NANANEN

48

51

2022

2023

2024

Aa Comp
Group

Moody’s Investors Services: Fiscal Year 2023
Not-for-Profit Health Care Medians August 2024
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Operating Margin
(Operating Income/Total Revenue)

10% -
7%
4% 4% 3%*
2%
1% I
0%
2022 2023 2024 Aa Comp Group

*Comp Group Operating Margin ranges from (6.3%) to 11% Moody’s Investors Services: Fiscal Year 2023
with 1 negative margin and 4 positive margins . ]
Not-for-Profit Health Care Medians August 2024 Page 30 of



Operating Margin Index

Kaufman Hall CYTD Operating Margin Index

6.0%
5.0%
5.0%
4.5%
4.2% 4.3% 4.3% 4.3% 4.3% 4.3%
4.0%
3.0% 7%
2.4%

2.3% 2.3%
2.0%
1.0%
0.0% t 1 1 t 1 t t t t 1

Sep-23 Oct-23 Nowv-23 Dec-23 Jan-24 Feb-24 Mar-24 Apr-24 May-24 Jun-24 Jul-24 Aug-24

Source: National Hospital Flash Report, August 2024, Kaufman Hall
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GASB Accounting Updates

* GASB Statement No. 100, Accounting Changes and Error Corrections—an
amendment of GASB Statement No. 62. Effective for Salinas Valley Health beginning
July 1, 2023.

» GASB Statement No. 101, Compensated Absences. Effective for Salinas Valley Health
beginning July 1, 2024.

* GASB Statement No. 102, Certain Risk Disclosures. Effective for Salinas Valley Health
beginning July 1, 2024.

« GASB Statement No. 103, Financial Reporting Model Improvements. Effective for
Salinas Valley Health beginning July 1, 2025.
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Your Service Team

Kimberly Sokoloff,
CPA
Lead Audit Partner

Kimberly.Sokoloff@
mossadams.com
(925) 952-2506

Katherine Djiauw,

CPA
Audit Director

Katherine.Djiauw@
mossadams.com
(415) 677-8294

Chris Pritchard, CPA
Relationship Partner

Chris.Pritchard@
mossadams.com
(415) 677-8262

Nini Pham, CPA
Audit Manager

Nini.Pham@
mossadams.com
(415) 677-8347
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Communications with the Board of Directors

Salinas Valley Memorial Healthcare System

June 30, 2024

@ MOSSADAMS
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@ MOSSADAMS

Communications with the Board of Directors

The Board of Directors
Salinas Valley Memorial Healthcare System

We have audited the consolidated financial statements of the business-type activities and the
aggregate remaining fund information of Salinas Valley Memorial Healthcare System (the “System”)
as of and for the year ended June 30, 2024, and have issued our report thereon dated November XX,
2024. Professional standards require that we provide you with the following information related to our
audit.

Our Responsibility Under Auditing Standards Generally Accepted in the United States
of America

As stated in our engagement letter dated January 26, 2024, we are responsible for forming and
expressing an opinion about whether the consolidated financial statements that have been prepared
by management, with your oversight, are prepared, in all material respects, in accordance with
accounting principles generally accepted in the United States of America. Our audit of the
consolidated financial statements does not relieve you or management of your responsibilities.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America (U.S. GAAS) and the California Code of Regulations, Title 2 Section 1131.2, State
Controller's Minimum Audit Requirements for California Special Systems. As part of an audit
conducted in accordance with the standards, we exercise professional judgment and maintain
professional skepticism throughout the audit.

An audit of financial statements includes consideration of internal control over financial reporting as a
basis for designing audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the System’s internal control over financial
reporting. Accordingly, we considered the System’s internal control solely for the purposes of
determining our audit procedures and not to provide assurance concerning such internal control.

We are also responsible for communicating significant matters related to the consolidated financial
statement audit that, in our professional judgment, are relevant to your responsibilities in overseeing
the financial reporting process. However, we are not required to design procedures for the purpose of
identifying other matters to communicate to you.

The supplementary information was subject to certain additional procedures, including comparing and
reconciling such information directly to the underlying accounting and other records used to prepare
the consolidated financial statements or to the consolidated financial statements themselves.

Planned Scope and Timing of the Audit

We performed the audit according to the planned scope and timing previously communicated to you
in our engagement letter dated January 26, 2024 and during our planning meeting with you on June
18, 2024.
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Significant Audit Findings and Issues
Qualitative Aspects of Accounting Practices

Management is responsible for the selection and use of appropriate accounting policies. The
significant accounting policies used by the System are described in Note 2 to the consolidated
financial statements. In 2024, the System adopted Governmental Accounting Standards Board
(“GASB”) Statement No. 100, Accounting Changes and Error Corrections — an amendment of GASB
Statement No. 62. No other new accounting policies were adopted and there were no changes in the
application of existing policies during 2024. We noted no transactions entered into by the System
during the year for which there is a lack of authoritative guidance or consensus. There are no
significant transactions that have been recognized in the consolidated financial statements in a
different period than when the transaction occurred.

Significant Accounting Estimates

Accounting estimates are an integral part of the consolidated financial statements prepared by
management and are based on management’s knowledge and experience about past and current
events and assumptions about future events. Certain accounting estimates are particularly sensitive
because of their significance to the consolidated financial statements and because of the possibility
that future events affecting them may differ significantly from those expected. The most sensitive
estimates affecting the consolidated financial statements were:

Net patient service revenue is reported at the estimated net realizable amounts from patients,
third-party payors, and others for services rendered, including estimated retroactive adjustments
under reimbursement agreements with third-party payors. Retroactive adjustments are accrued
on an estimated basis in the period the related services are rendered and adjusted in future
periods as final settlements are determined. We evaluated the key factors and assumptions used
to develop the estimated net realizable amounts and determined that it is reasonable in relation
to the consolidated financial statements taken as a whole.

The System provides care to patients without requiring collateral or other security. Patient
charges not covered by a third-party payor are billed directly to the patient if it is determined that
the patient has the ability to pay. A provision for uncollectible accounts is recognized based on
management’s estimate of amounts that ultimately may be uncollectible. We evaluated the key
factors and assumptions used to develop the provision for uncollectible accounts and determined
that it is reasonable in relation to the consolidated financial statements taken as a whole.

Management’s estimate of the fair market values of investments in the absence of readily-
determinable fair values is based on information provided by the fund managers. We have gained
an understanding of management’s estimate methodology and examined the documentation
supporting this methodology. We evaluated the key factors and assumptions used to develop the
fair market value of investments. We found management’s basis to be reasonable in relation to
the consolidated financial statements taken as a whole.

The System is self-insured for workers’ compensation benefits for employees. An actuarial
estimate is accrued based on an expected, undiscounted estimate. We found management’s
basis to be reasonable in relation to the consolidated financial statements taken as a whole.

The System provides eligible employees with health benefits through a self-insured program. The
liability for claims arising from this program is estimated based upon historical experience and
trending. We found management’s basis to be reasonable in relation to the consolidated financial
statements taken as a whole.
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The useful lives of capital assets have been estimated based on the intended use and are within
accounting principles generally accepted in the United States of America. We found
management’s basis to be reasonable in relation to the consolidated financial statements taken
as a whole.

Management’s estimate of the net pension liability is actuarially determined using assumptions
on the long-term rate of return on pension plan assets, the discount rate used to determine the
present value of benefit obligations. These assumptions are provided by management. We have
evaluated the key factors and assumptions used to develop the estimate. We found
management’s basis to be reasonable in relation to the consolidated financial statements taken
as a whole.

Management’s estimated liability for post-retirement medical benefits is actuarially determined
using assumptions on the discount rate and the health care cost trend rate used to determine the
present value of benefit obligations, and the rate of compensation increases. These assumptions
are provided by management. We have evaluated the key factors and assumptions used to
develop the estimate. We found management’s basis to be reasonable in relation to the
consolidated financial statements taken as a whole.

Management’s estimates of the discount rate, useful lives, lease terms related to the System’s
operating lease right of use assets, lease liabilities, lease receivable, and deferred inflows of
resources - leases. We have gained an understanding of management’s key factors and
assumptions and examined the documentation supporting the estimates. We found
management’s basis to be reasonable in relation to the System’s consolidated financial
statements taken as a whole.

Management’s estimates of the discount rate, useful lives, and subscription terms related to the
System’s subscription assets and subscription liabilities. We have gained an understanding of
management’s key factors and assumptions and examined the documentation supporting the
estimates. We found management’s basis to be reasonable in relation to the System’s
consolidated financial statements taken as a whole.

Actual results could differ from these estimates. In accordance with accounting principles generally
accepted in the Unites States of America, any change in these estimates is reflected in the
consolidated financial statements in the year of change.

Financial Statement Disclosures

The disclosures in the consolidated financial statements are consistent, clear, and understandable.
Certain financial statement disclosures are particularly sensitive because of their significance to
financial statement users. The most sensitive disclosures affecting the consolidated financial
statements were disclosures relating to significant concentration of net patient accounts receivable,
investments and fair value of investments, capital assets, employee benefit plans, post-retirement
medical benefits, insurance plans, leases, and subscription-based information technology
arrangements.

Significant Unusual Transactions

We encountered no significant unusual transactions during our audit of the System’s consolidated
financial statements.

Significant Difficulties Encountered in Performing the Audit

Professional standards require us to inform you of any significant difficulties encountered in
performing the audit. No significant difficulties were encountered during our audit of the System’s
consolidated financial statements.
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Disagreements with Management

For purposes of this letter, professional standards define a disagreement with management as a
financial accounting, reporting, or auditing matter, whether or not resolved to our satisfaction, that
could be significant to the consolidated financial statements or the auditor’s report. No such
disagreements arose during the course of our audit.

Circumstances that Affect the Form and Content of the Auditor’s Report

There may be circumstances in which we would consider it necessary to include additional
information in the auditor’s report in accordance with auditing standards generally accepted in the
United States of America (U.S. GAAS) and the California Code of Regulations, Title 2 Section
1131.2, State Controller’s Minimum Audit Requirements for California Special Systems. There were
no circumstances that affected the form and content of the auditor’s report.

Corrected and Uncorrected Misstatements

Professional standards require us to accumulate all factual and judgmental misstatements identified
during the audit, other than those that are trivial, and communicate them to the appropriate level of
management. There were no corrected or uncorrected misstatements the effects of which, as
determined by management, are material, both individually and in the aggregate, to the consolidated
financial statements as a whole.

Management Representations

We have requested certain representations from management that are included in the management
representation letter dated November XX, 2024.

Management Consultation with Other Independent Accountants

In some cases, management may decide to consult with other accountants about auditing and
accounting matters, similar to obtaining a “second opinion” on certain situations. If a consultation
involves application of an accounting principle to the System’s consolidated financial statements or a
determination of the type of auditor’s opinion that may be expressed on those statements, our
professional standards require the consulting accountant to check with us to determine that the
consultant has all the relevant facts. To our knowledge, there were no such consultations with other
accountants.

Other Significant Audit Findings or Issues

We are required to communicate to you other findings or issues arising from the audit that are, in our
professional judgment, significant and relevant to your oversight of the financial reporting process.
There were no such items identified.

This information is intended solely for the use of the Board of Directors and management of the
System, and is not intended to be, and should not be, used by anyone other than these specified
parties.

San Francisco, California
November XX, 2024
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Salinas Valley Memorial Healthcare System
Management’s Discussion and Analysis
As of and for the Years Ended June 30, 2024, 2023, and 2022

INTRODUCTION

This section of Salinas Valley Memorial Healthcare System’s (“Salinas Valley Health*or “SVH") annual
financial report provides an overview of SVH'’s financial activities as of and for theg/ear ended June 30,
2024, with comparative financial information as of and for the years ended June 30,2023 and 2022.
Additionally, this section provides an overview of the financial activities of thé Salinas Valley Memorial
Healthcare District Employees Pension Plan (the “Plan” or “Fiduciary”) as, of and for the yeariended
June 30, 2024, with comparative financial information as of and for the'years ended June 30, 2023 and
2022.

MANAGEMENT’S DISCUSSION AND ANALYSIS - SalinasfValley Health
General Salinas Valley Health Description

The Salinas Valley Memorial Hospital, now known as Salinas Valley Health (“SVH”), was formed in 1947
pursuant to California Health and Safety Code Section 32000 and follows Healthcare District Law. The
authority and responsibility to govern SVH is'vestéd,in a five-member electedyBoard of Directors from
zones within the Hospital District. Opened in 1953,'SVH isydedicated as a memorial to those brave men
and women who gave their lives in World War Il to preserve our’American heritage. We honor their
memory by our commitment to our mission: “to,provide quality healthcare,to our patients and to improve
the health and well-being of our community.”

SVH is anchored by Salinas Valley Health Medical\Center (the “Hospital”), an acute care facility licensed
for 263 beds. As one offthe area’s largest employers, the Hospital has a staff of approximately 2,100
people and is recognized as a leader in providing nationally recognized quality care. Principal services
include a comprehensive heart progfam providing advanced diagnostics and treatments such as those in
its structural héart program, heartatheterization labs, and heart surgical suites; and orthopedic,
perinatal, and oncology, services. Collaboration is an important operating principle for SVH in such key
areas as:

e SVH's Level Il Neonatal Intensive Care Unit and Perinatal Diagnostic Center, which are operated
in a joint venture with'Stanford Children’s Health;

¢ the Madison'Clinic for Pediatric Diabetes, a partnership with UCSF;
e Aspire Health Plan, Monterey County’s only Medicare Advantage program;
e  Taylor Family Farms Health and Wellness Center (Rural Health Clinic);

o “BluexZones Project Monterey County, dedicated to building a community where people live longer
and healthier lives.

e SVH includes Salinas Valley Health Clinics, a multi-location clinic expanding access to primary
and specialty care. SVH includes 9 urgent care locations and a system-wide information network.
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Salinas Valley Memorial Healthcare System
Management’s Discussion and Analysis
As of and for the Years Ended June 30, 2024, 2023, and 2022

Overview of the Consolidated Financial Statements

The financial report consists of two parts — management’s discussion and analysis (this section), and the
consolidated financial statements together with the related notes, as mandated by/certain
pronouncements of the Governmental Accounting Standards Board (“GASB”). Ahe consolidated financial
statements present information about SVH'’s financial position and results offoperations, as well as cash
flows for the respective fiscal years, presented on a consolidated basis whereby the consolidated
financial statements include the accounts of all affiliates owned 50% of more for which day-to-day
operations are managed by SVH. The consolidated financial statements also include explanatory notes;
which are an integral part of the consolidated financial statements.

Components of the Basic Consolidated Financial Statements

The consolidated statement of net position displays the assets, deferredoutflows, liabilities, deferred
inflows, and resulting net position of SVH as of the end of the fiscal year. Separate amounts of net
position are reported for each of the classes of net position: (a) restricted =\nonexpendable (expendable
earnings only), (b) restricted — expendable (€xpendable by Board actionfor denor designation),

(c) unrestricted net position, and (d) invested in\capital assets, net of related debt. Net position
classifications are based on the existence or absence of'donor-imposed or other third-party restrictions.

Unrestricted net position generally results from providing of agreeing to.provide healthcare services,
receiving unrestricted contributiens and grants, receiving income from investing in income-producing
assets minus expenses incurred to provide healthcare services, providing other community benefits, and
performing administrative functionsiThe limits on the use of unrestricted net position are broad, resulting
from the California Government Code, which regulates the environment in which SVH operates, as well
as limits resulting'from contractual agreements with suppliers, creditors, and others in the ordinary course
of business. Information about the'naturerandsamounts of different types of restrictions are provided either
by reporting the amounts in the' consolidated financial statements or by including relevant details in the
notes to the consolidated financial statements.
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Salinas Valley Memorial Healthcare System
Financial Highlights

The following table illustrates comparable statistics (excluding newborns) for the year ended June 30,
2024, as compared to the years ended June 30, 2023 and 2022:

Year Ended June 30,

2024 2023 2022 2023/2022

Admissions 11,015 11,808 10,926 882
Average daily census 117 130 118 12
Average length of stay 4 4 4

Patient days:

Medicare 21,375 23,421 (2,046)
Managed care 7,634 8,590 (956)
Medi-Cal and CCAH 12,535 13,892 (1,357)
Other 1,208 (227)

Total patient days 42,752 ,586) 4,277
Outpatient visits:
Hospital outpatients 67,092 60,316 6,776 2,486
Laboratory 57,619 7,430 50,189 (1,435)
Emergency room (1,351) 9,247
Total outpatient visits 55,614 10,298

As shown above, patient days decreased 9.7% i v els of the prior year. Outpatient

[ crease in hospital
outpatient visits and laborato i : i patients. The increase in total
outpatient visits in 2024 i hich have increased substantially due to
Salinas Valley Health C alinas Valley Health Medical Center which started
in October of 2023.
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Salinas Valley Memorial Healthcare System
Management’s Discussion and Analysis
As of and for the Years Ended June 30, 2024, 2023, and 2022

Abbreviated Consolidated Statements of Net Position

The following abbreviated consolidated statements of net position compare the bala
2024, to that of June 30, 2023 and 2022 (in thousands):

As of June 30,
2024 2023
Current assets:
Cash and cash equivalents $ 273204 $ 335,989 $ (62,785 $ 20,

Patient accounts receivable, net 124,912 97,434 27,478 3,31
Other 151,279 5,393 (21,478)
Total current assets 549,395 30,086 1,941
Board-designated funds 166,414 157,875 8,539 9,242
Capital assets, net 259,854 256,235 3,619 6,511
Other assets, net 143,852 53,973 28,227
Total assets 96,217 45,921
Deferred outflows 31,426) 20,803

Total assets and deferred outflows  $ 1,260,110 $ 64791 $ 66,724

Current liabilities 120,498 $ 141390 $ 18505 § (39,397)

Noncurrent liabilities 51,124 34,881 (38,715) 54,958
Deferred inflows 72,278 81,468 6,278 (15,468)
Total liabilitie deferred inflows 257,739 (13,932) 93
Net position:
Invested in capital a 260,20 54,730 236,018 5,475 18,712
Reserved for minority i (6,629) (4,705) (4,003) (1,924) (702)
Res pendable 4,581 5,602 5,900 (1,021) (298)
D 1,268 1,205 1,131 63 74
756,785 680,655 631,810 76,130 48,845
Total net position ,016,210 937,487 870,856 78,723 66,631

Total liabilities, deferre

and net position $1,260,110 $1,195319 $1,128,595 § 64,791 $§ 66,724

s increased by $30.1 million in 2024, compared to 2023, due primarily to an increase in
other curre sets consisting primarily of the current portion of investments in marketable securities
previously held in cash savings and patient accounts receivables attributed to an increase in untimely
payments from commercial payers. There are ongoing collection efforts to address this matter.
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Salinas Valley Memorial Healthcare System
Management’s Discussion and Analysis
As of and for the Years Ended June 30, 2024, 2023, and 2022

Board-designated funds increased by $8.5 million in 2024 as compared to 2023 due to in transfers

Current liabilities increased by $18.5 million in 2024, primarily due to incre
accrued expenses partially due to timing of the last major bi-weekly che
13 days before year end. Noncurrent liabilities decreased by $38.7 mi
decrease in the net pension liability.

Analysis — 2023 and 2022

Total current assets increased by $1.9 million in 2023, com imarily to an increase in
cash and cash equivalents partially offset by a decrease in sho i ents within other current
assets.

Board-designated funds increased by $9.2 g 7 due to incoming transfers
from the operating account. Capital assets, C as compared to 2022,

SVH adopted GA ‘ iption-E d IT Arrangements (“GASB No. 96”), as of July
1, 2022, applie [ ed contracts for subscription-based information technology
jzed subscription assets of $19.4 million and

ion on its consolidated statements of net position, that were formerly
(penses. The impact to beginning net position was not significant.

or as operat
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Salinas Valley Memorial Healthcare System
Management’s Discussion and Analysis
As of and for the Years Ended June 30, 2024, 2023, and 2022

Abbreviated Consolidated Statements of Revenues, Expenses, and Changes in Net Position

The following abbreviated consolidated statements of revenues, expenses, and changes in net position
and detail summary of net patient service revenues compare the activity for the year ended June 30,
2024, to that of the years ended June 30, 2023 and 2022 (in thousands):

Year Ended June 30, Change

2024 2023 2022 2024/2023 2023/2022

Net patient service revenues $ 752195 $ 726,870 4% 676259 $ 25325 $ 50,611
Other revenues 22,801 22,478 19,394 323 3,084
Total operating revenues 774,996 749,348 695,653 25,648 53,695
Total operating expenses (746,544) (721,916) (649,641) (24,628) (72,275)
Operating income 28,452 27,432 46,012 1,020 (18,580)
Total nonoperating income (loss), net 50,271 393199 (4,087) 11,072 43,286
Increase in net position $ 78723 \$ 66,631 $§ 41925 $ 12,092 24,706

Analysis — 2024 and 2023

Operating revenues increased by 3.4%, in 2024 as'‘compared to 2023, driven primarily by net patient
service revenues. Netgpatient service revenues in 2024 increased by $25.3 million to $752.2 million from
$726.9 million in 2023. Management attributes the change in net patient service revenues to a return to
normalized Hospital operations during 2024 including growth in outpatient volumes.

Operating expenses increased(in 2024 by approximately $24.6 million or 3.4% over 2023 primarily from
increases in supplies‘and medical fees required for services to increased patient volumes. Operating
income;ing2024 increased by $1.0 million to $28.4 million from $27.4 million for 2023.

Nonoperating income, net, for2024,was $50.3 million as compared to $39.2 million in 2023. An increase
in investment income on newly acquired marketable securities drove the change in nonoperating income
for 2024 compared 10 2023. Increase’in net position as a percentage of total operating revenues was
10.2% for 2024, compared to 8.9% for 2023.

Analysis — 2023 and 2022

Operatingirevenues increased by 7.7% in 2023 as compared to 2022, driven primarily by net patient
service revenués. Net patient service revenues in 2023 increased by $50.6 million to $726.8 million from
$676.2 million in"2022. Management attributes the change in net patient service revenues to a return to
normalized Hospital operations during 2023 including growth in inpatient and outpatient volumes.

Operating expenses increased in 2023 by approximately $72.3 million or 11.1% over 2022, primarily from
increases in salaries, wages, and benefits at the Hospital. Operating income for 2023 decreased by $18.6
million to $27.4 million from $46.0 million for 2022.
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Salinas Valley Memorial Healthcare System
Management’s Discussion and Analysis
As of and for the Years Ended June 30, 2024, 2023, and 2022

Nonoperating income, net, for 2023 was $39.2 million as compared to a nonoperating los
million in 2022. An increase in investment income caused by improved market conditio
COVID pandemic drove the change in nonoperating income for 2023 compared to
position as a percentage of total operating revenues was 8.9% for 2023, compar

crease in net
o for 2022.

Net Patient Service Revenues

Net patient service revenues by funding source for 2024, 2023, and thousands) were

Year Ended June 3 Change
2024 2023 2024/2023 2023/2022

Payor:
Hospital operations:
Medicare $ 172,162 $ 174,595 (2,433) $ 39,358
Managed care 333,913 322,294 11,619 2,227
Medi-Cal and CCAH 108,042 104,474 3,568 24,703
Other 2,748 (19,328)

Consolidated subsidiaries 9,823 3,651

Total net patient service revenues $ 50,611

Net patient service revenues increased by 3.59
increased by 7.5% in 2023, a

et patient service revenues

Liquidity and Other

Following is a tab
compared to

or the fiscal year ended June 30, 2024, as
0, 2023 and

Year Ended June 30,

2023 2022
4.6 5.1 3.7
60.6 48.9 50.8
Margins:
operating revenues 3.7% 3.7% 6.6%
et income)
10.2% 8.9% 6.0%
7.7% 71% 4.8%

increased ially year over year from 2022 and 2023. The decrease in the current ratio in 2024 was
attributed to'purchase of investments in securities funded by cash previously held in bank savings.
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Salinas Valley Memorial Healthcare System
Management’s Discussion and Analysis
As of and for the Years Ended June 30, 2024, 2023, and 2022

Other Operational Information
Significant operational issues impacting SVH in the near and long term include the following:
Physician Recruitment

Anticipated physician retirement and the growth of the local community have‘caused SVH to.continue its
emphasis on physician recruitment in 2024, which will be a continuingdssue for SVH in the next several

years. In order to keep the facility in the forefront of medical excellence, SVH has adopted a recruitment
program to attract physicians in various specialties to the area.

As financial pressures continue to impact SVH and all othef healthcare providers in California and the rest
of the country, we look for additional investment opportunities in healthcarefoperations and facilities to
supplement and enhance our programs. Through this strategy we are continuing to augment our core
activity with partnerships and other forms of alliances with physicians (within the constraints of the law), to
continue to have the necessary resources to provide the local community with state-of-the-art healthcare
facilities.

Management Focus

It is the mission of Salinas Valley Health to provide guality healthcareto our patients and to improve the
health and well-being of our community. Our vision is, todbe a center of excellence where an inspired team
delivers compassionate and culturally,sensitive care, outstanding quality, and an exceptional patient
experience.

To carry out this mission and vision /we must have the best professionals, personnel, state-of-the-art
equipment, facilities, services, supplies,.and.infrastructure, Ve focus on the following:

¢ Investing only in resources and services that enhance or supplement our core mission.

e Managing our resources by utilizing measurable objectives that tie to our core mission and holding
management accountable for continuing performance improvements.

Federal and State NetRevenue Estimates

Entities doing business with governmental payors, including Medicare and Medicaid (Medi-Cal in
California), are subject|to risks unique to the government-contracting environment that are difficult to
anticipate and quantify. Revenues are subject to adjustment as a result of examination by government
agencies as well as auditors, contractors, and intermediaries retained by the federal, state, or local
governments (collectively, “Government Agents”). Resolution of such audits or reviews often extends (and
in some cases does not even commence until) several years beyond the year in which services were
rendered and/or fees received.
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Salinas Valley Memorial Healthcare System
Management’s Discussion and Analysis
As of and for the Years Ended June 30, 2024, 2023, and 2022

Moreover, different Government Agents frequently interpret government regulations and other
requirements differently. For example, Government Agents might disagree on a patient’s principal
medical diagnosis, the appropriate code for a clinical procedure, or many other mattefs. Such
disagreements might have a significant effect on the ultimate payout due from the/government to fully
recoup sums already paid. Governmental agencies may make changes in progfam interpretations,
requirements, or “conditions of participation,” some of which may have impli€ations for amounts
previously estimated. In addition to varying interpretation and evolving cadification of the regulations,
standards of supporting documentation and required data are subjectdo wide variation.

In accordance with generally accepted accounting principles, to@ccount for the uncertainty around
Medicare and Medicaid revenues, SVH estimates the amount of revenue that wilhultimately be received
under the Medicare and Medi-Cal programs.

California Intergovernmental Transfers Received

Section 14164 of the California Welfare & Institutions Code provides for transfers between participating
hospitals and the State Department of Healthcare Services to be used as a portion of the nonfederal
share of providing services to Medi-Cal recipients."SVH réceived $23.8 million, $9.7 million, and

$7.9 million net funding under this program inithe,years ended June 30, 2024,2023, and 2022,
respectively.

Charity Care and Community EFunrding

SVH delivered charity gare, community benefits, and unreimbursed patient care totaling $155 million,
$160 million, and $182 million in the years ended June 30, 2024, 2023, and 2022, respectively. SVH has
made additional investments in the community, in alignment with our Community Health Needs
Assessment (EHNA), develop coliaborativeseommunity partnerships that create a lasting impact on the
well-being of our community by‘optimizing the environmient in which people live, work, learn, and play.

Cautionary Note Regarding Forward-Looking Statements

Certain information provided by SVH, including written as outlined above or oral statements made by its
representatives, may contain forward=looking statements as defined in the Private Securities Litigation
Reform Act of 1995.7All statements; other than statements of historical facts, which address activities,
events, or developments that SVH expects or anticipates will or may occur in the future, contain forward-
looking information.
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Salinas Valley Memorial Healthcare System
Management’s Discussion and Analysis
As of and for the Years Ended June 30, 2024, 2023, and 2022

MANAGEMENT’S DISCUSSION AND ANALYSIS - FIDUCIARY
Overview

The Salinas Valley Memorial Healthcare District Employees Pension Plan (the “Plan”)'was established in
November 1966 by the Salinas Valley Memorial Healthcare District (now knewn as Salinas Valley Health
or SVH) and has been amended from time to time since that date, as further described below. The Plan
provides retirement, disability, and death benefits to permanent employees of SVH with union
representation based on the employee’s years of service, age, and@nnual compensation during covered
employment.

General Plan Description

The Plan was amended effective January 1, 2004, to provide that the behefit formula be equal to 2.45%
of the participant’s earnings in a plan year. The benefit formula was previously 2.25% of the participant’s
earnings in a plan year (for plan years 2000 through 2003).

Participation in the Plan was frozen effective Mareh 31, 2011, for nonunion‘employees. These employees
are entitled to benefits earned before that date but do not accrueyfurther benefits under the Plan.

The Plan was amended effective January 1, 2013, to comply with the‘applicable provisions of the
California Public Employees’ Pension Reform Act of 2048 (fPEPRA”). These provisions include limitations
on pensionable compensation and retirement benefits and contribution provisions, including the
establishment of participant'contributions, for new participants who are hired on or after January 1, 2013,
and meet the eligibility and vesting requirements of the Plan.

The Plan was amended and restatéed effective January 1, 2016, to update the Plan for legislative changes
according to PEPRA and to remove the three-year service requirement to participate in the Plan for
eligible employees.

TherPlan’s policies allow investments consisting of fixed income and equity marketable securities, and
money market funds. The Plan’s investments are held in a portfolio of registered investment companies
(*mutual funds”). Benefit payments to,members and beneficiaries continue to increase each year due to
the increased number ofiretirees and beneficiaries receiving benefits.

Rlan documents contain @ more detailed description of the Plan’s provisions and should be referred to for
a more complete understanding of the terms of the Plan. Copies of the appropriate documents are
available through the@dministrative offices of SVH.
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Page 52 of

139



Salinas Valley Memorial Healthcare System
Management’s Discussion and Analysis
As of and for the Years Ended June 30, 2024, 2023, and 2022

Overview of the Basic Fiduciary Financial Statements - Salinas Valley Memorial Healthcare District
Employees Pension Plan

The basic fiduciary financial statements present information about the Plan’s fidugiary net position and
changes in its fiduciary net position. The basic fiduciary financial statements also include notes to explain
some of the information in the fiduciary financial statements and to provide more details. The notes are
followed by a section of required supplementary information that displays,additional detail information not
in the basic fiduciary financial statements, but which is required by thefpronouncements of the GASB,and
relate to funding progress and required contributions. The statemenit of fiduciary net position displays the
assets (at fair value), liabilities, and resulting net position of the Plan‘as of the end of the fiscal year. The
statement of changes in fiduciary net position reflects the employer contributionstand investment return,
net of investment expenses, less benefits paid.

Financial Analysis of the Plan
Total contributions have either matched or exceeded the actuarially determined contribution amounts
since 2015, due to decisions made by the SVH’s Board of Directors to fund the Plan at amounts equal or

above actuarially determined contributions.

Abbreviated Fiduciary Financial Statements - Salinas Valley Memorial Healthcare District
Employees Pension Plan

The following are abbreviated statements of fiduciary net position as of June 30, 2024, 2023, and 2022 (in
thousands):

As of June, 30, Change
2024 2023 2022 2024/2023 2023/2022
Cash and investments $ 459539 $ 408,720 $ 442375 $ 55819 $ (38,655)
Net position held in trustfor pension
benefits $ 459539 $§ 403,720 $ 442375 $ 55819 $ (38,655)

The following are abbreviatedstatements of changes in fiduciary net position as of June 30, 2024, 2023,
and 2022 (in thousands):

Year Ended June 30, Change
2024 2023 2022 2024/2023 2023/2022

Investment income (loss), net $ 62,101 $ (83,746) $ 47,033 $ 145847 $ (130,779)
Employer contributions 11,270 61,579 23,127 (50,309) 38,452
Member contributions 2,506 2,578 2,673 (72) (95)
Benefit'paymentso members and

beneificiaries (19,961) (18,961) (16,352) (1,000) (2,609)
Administrative expenses (97) (105) (112) 8 7

Net change in fiduciary net positon $ 55819 $ (38655) $ 56,369 $ 94474 $ (95,024)

11
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Management’s Discussion and Analysis
As of and for the Years Ended June 30, 2024, 2023, and 2022

Analysis — 2024 and 2023

During 2024, the net position held in trust for pension benefits increased by approxi
compared to 2023. Employer contributions were $11.3 million in 2024 compared million in 2023.
Benefit payments were $20.0 million in 2024 compared to $19.0 million in 202
was $62.1 million in 2024 compared to net investment loss of $83.7 million i

Analysis — 2023 and 2022

During 2023, the net position held in trust for pension benefits d
compared to 2022. Employer contributions were $61.6 millio
Benefit payments were $19.0 million in 2023 compared to
was $83.7 million in 2023 compared to $47.0 million in 2022:

ed by approximately 8.7%,
3 compare $23.1 million in 202
t investment income

12
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@ MOSSADAMS

Report of Independent Auditors

The Board of Directors
Salinas Valley Memorial Healthcare System

Report on the Audit of the Financial Statements
Opinion

We have audited the consolidated financial statements
aggregate remaining fund information of Salinas Valley
as of and for the years ended June 30, 2024 and 2023, and

statements, which collectively comprise the System’s consolida
the table of contents.

In our opinion, the accompanying financia
respects, the respective financial position ¢ iviti ggregate remaining
fund information of the System as of June

Basis for Opinion

We conducted our i i i tandards generally accepted in the United

accordance W|th the relevant ethical requirements relating to our
dit evidence we have obtained is sufficient and appropriate to provide a

or the Financial Statements

ible for the preparation and fair presentation of the financial statements in

ing principles generally accepted in the United States of America, and for the
and maintenance of internal control relevant to the preparation and fair
statements that are free from material misstatement, whether due to fraud or

ability to continue as a going concern for twelve months beyond the financial statement date,
including any currently known information that may raise substantial doubt shortly thereafter.
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Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole
are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report

that includes our opinion. Reasonable assurance is a high level of assurance but is not
assurance and therefore is not a guarantee that an audit conducted in accordance wi

resulting from error, as fraud may involve collusion, forgery, intentional o
misrepresentations, or the override of internal control. Misstatements are

made by a reasonable user based on the financial statements.

In performing an audit in accordance with GAAS and the

judgment, there are conditions or events, considered in the aggregate,
bt about the System’s ability to continue as a going concern for a

those charged with governance regarding, among other
g of the audit, significant audit findings, and certain internal

control-related mat hat we identified during the audit.

14
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Other Matters

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that management’s
discussion and analysis on pages 1 to 12 and supplemental pension and post-retirement benefit
information on page 63 be presented to supplement the consolidated financial statements. Such
information is the responsibility of management and, although not a part of the cofsolidated financial
statements, is required by the Governmental Accounting Standards Board, who considers it to be an
essential part of financial reporting for placing the consolidated financial statements in‘an appropriate
operational, economic, or historical context. We have applied certain limited procedures ta the
required supplementary information in accordance with auditing standards generally accepted in the
United States of America, which consisted of inquiries of managementabout the methods of
preparing the information and comparing the information for consistency with management’s
responses to our inquiries, the consolidated financial stateménts, and other knowledge we obtained
during our audit of the basic consolidated financial statepients. We do not express an opinion or
provide any assurance on the information because the limited procedures'do not provide us with
sufficient evidence to express an opinion or provide any assurance.

Supplementary Information

Our audit was conducted for the purpose¢f forming,opinion on the consolidated financial statements
that collectively comprise the System’s consolidated finangial statements.“The consolidating
statement of net position and consolidating'statement of‘revenues, expenses, and changes in net
position on pages 58 to 60 are presented for\purposes of additional analysis and are not a required
part of the consolidated financial statements. Such inforfmation is the‘responsibility of management
and was derived from andselates, directly to the underlying accounting and other records used to
prepare the consolidated financial statements. The information has been subjected to the auditing
procedures applieddf the audit of'the consolidated financial statements and certain additional
procedures, including comparing and reconciling such information directly to the underlying
accounting and other records used to prepare the consolidated financial statements or to the
consolidatedfinancial statements themselvespand other additional procedures in accordance with
auditing standards generally‘accepted in‘the United States of America. In our opinion, the
consolidating statement of net position and consolidating statement of revenues, expenses, and
changesiin,net position are fairly stated, in all material respects, in relation to the consolidated
financial statements as a whole.

The accompanying supplemental schedule of community benefit on page 61 has not been
subjected to the auditing procedures applied in the audit of the consolidated financial statements,
and, accordingly, we do\not express an opinion or provide any assurance on it.

San Francisco, California
November XX, 2024
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Salinas Valley Memorial Healthcare System
Consolidated Statements of Net Position
June 30, 2024 and 2023
(in Thousands)

2024

ASSETS AND DEFERRED OUTFLOWS

CURRENT ASSETS
Cash and cash equivalents $
Patient accounts receivable, net of estimated uncollectibles
of $55,096 and $27,288 at June 30, 2024 and 2023,
respectively

Short-term investments

Supplies inventory

Lease receivable, current portion

Other current assets

124,912

Total current assets 519,309

BOARD-DESIGNATED FUNDS 157,875
CAPITAL ASSETS

Nondepreciable 60,067

Depreciable, net 196,168

Total capital asset 259,854 256,235

OTHER ASSETS

Right-of-use as 14,000 13,922

ipti 10,207 10,755

467 1,169

156,598 102,498

14,987 14,067

1,566 1,441

197,825 143,852

1,173,488 1,077,271

- ACTUARIAL 85,734 116,911

- GOODWILL 888 1,137

86,622 118,048

and deferred outflows $ 1,260,110 $ 1,195,319

See accompanying notes.
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Salinas Valley Memorial Healthcare System
Consolidated Statements of Net Position (Continued)
June 30, 2024 and 2023
(in Thousands)

2024

LIABILITIES, DEFERRED INFLOWS, AND NET POSITIO

CURRENT LIABILITIES
Notes payable, current portion
Accounts payable
Accrued expenses
Estimated third-party payor settlements
Lease liabilities, current portion
Subscription liabilities, current portion
Self-insurance liabilities, current portion

Total current liabilities 101,993

NET PENSION LIABILITY 55,011
NET POST-RETIREMENT MEDICAL BE 4,001
NOTES PAYABLE, net of current portion 654
LEASE LIABILITIES, net of current portion 11,431
SUBSCRIPTION LIABILITIES, net of current p 5,715
SELF-INSURANCE LIABILITIES, net of current 13,027
Total liabilities 171,622 191,832
DEFERRED INFLO ACTUARIA 71,166 63,781
DEFERRED INF, - LEASES 1,112 2,219
72,278 66,000

243,900 257,832

260,205 254,730
(6,629) (4,705)

4,581 5,602

1,268 1,205

756,785 680,655

1,016,210 937,487

$ 1,260,110 $ 1,195,319

See accompanying notes.
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Salinas Valley Memorial Healthcare System
Consolidated Statements of Revenues, Expenses, and Changes in Net Position
Years Ended June 30, 2024 and 2023
(in Thousands)

OPERATING REVENUES
Net patient service revenues
Other revenues

726,870

Total operating revenues

OPERATING EXPENSES
Salaries and wages
Compensated absences

Employee benefits 112,372

Supplies 90,793
Purchased services 60,878
Medical fees 74,168
Other fees 49,074
Depreciation and amortization 35,844
Other expenses 27,783
Total operating expenses 721,916
Operating income 452 27,432
NONOPERATING REVEI

Grants and contributi 3,753 20,467
Property tax rever 5,680 5,721
39,603 19,282
(5,447) (5,914)
157 (1,042)

2,422 2,171
2,374 (2,023)

48,542 38,662

76,994 66,094

1,729 537

78,723 66,631

937,487 870,856

NET POSITION, end of year $ 1,016,210 $ 937,487

See accompanying notes.
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Salinas Valley Memorial Healthcare System
Consolidated Statements of Cash Flows
Years Ended June 30, 2024 and 2023
(in Thousands)

CASH FLOWS FROM OPERATING ACTIVITIES
Cash received from patients and third-party payors $
Cash paid to employees for services
Cash paid to suppliers for goods and services
Other receipts from operations

676,191

Net cash provided by operating activities

CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITI
Proceeds from property taxes levied by the County
Grants and donations received

Net cash provided by noncapital financing activities

FINANCING

CASH FLOWS FROM CAPITAL AND RELA
ACTIVITIES

Purchases of capital assets (35,346)
Proceeds from sale of capital assets 352
Proceeds from lease receivable 21
Payments on lease liabilities (2,572)
iabi (5,906)
(360)
Principal payment; 3 (100)
ated financing (43,911)
(645,243) (99,886)

565,213 110,206
(8,539) (9,242)
(1,711) (9,110)

2,026 2,038
(88,254) (5,994)

(62,785) 20,100

335,989 315,889

QUIVALENTS, end of year $ 273,204 $ 335,989

See accompanying notes.
19

Page 62 of 139



Salinas Valley Memorial Healthcare System
Statements of Cash Flows (Continued)
Years Ended June 30, 2024 and 2023
(in Thousands)

2024

RECONCILIATION OF OPERATING INCOME TO NET CASH
PROVIDED BY OPERATING ACTIVITIES
Operating income $
Adjustments to reconcile operating income to net cash provided
by operating activities:
Depreciation and amortization
Provision for doubtful accounts
Net loss on disposal of capital and subscription assets
Changes in operating assets and liabilities:
Patient accounts receivable, net
Supplies and other assets

(50,917)
3,236

Net pension liability 56,901
Deferred grants (12,237)
Deferred outflows (20,803)
Deferred inflows (15,468)
Accounts payable and accrued ex (7,174)
Advance payments - Medicare (21,045)
Self-insurance liabilities (1,505)
Estimated third-party payor settlement 238
Right-of-use assets/lease liabilities ,594 (143)
Subscription liabilitie - 818
58,490 $ 43,817
4,575 $ 10,176

5,086 $ -

See accompanying notes.
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Salinas Valley Memorial Healthcare System
Employees’ Pension Plan — Statements of Fiduciary Net Position
June 30, 2024 and 2023
(in Thousands)

ASSETS
Investments, at fair value:
Mutual funds

NET POSITION HELD IN TRUST FOR PENSION BENEFITS

See accompanying notes.
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Salinas Valley Memorial Healthcare System
Statements of Changes in Fiduciary Net Position
Years Ended June 30, 2024 and 2023
(in Thousands)

2024

ADDITIONS
Investment income:
Net appreciation (depreciation) in fair value of investments  §
Dividends

(93,981)

Net investment income (loss)

Contributions:
Employer
Members

Total contributions 64,157
Total additions (reductions) (19,589)
DEDUCTIONS
Benefit payments 18,961
Administrative expenses 105
Total deductions 19,066
NET CHANGE IN NET PO 55,819 (38,655)
403,720 442,375

$ 459,539 $ 403,720

See accompanying notes.
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Salinas Valley Memorial Healthcare System
Notes to Consolidated Financial Statements

Note 1 — Organization

The Salinas Valley Memorial Healthcare System (“Salinas Valley Health” or “SVH”) is'a special district
created in 1947, administered by a Board of Directors elected by the registered veters ofithe Hospital
District (the “District”). SVH is a political subdivision of the State of California and operates the Salinas
Valley Memorial Hospital (“Salinas Valley Health Medical Center” or “SVHMC” or the “Hospital*). and
Subsidiaries.

The consolidated SVH includes an 85% interest in a partnership, Céntral Coast Medical Service
Organization (“CCMSQ”), an outpatient medical clinic organization; 100% of Salinas Valley Memorial
Hospital Foundation (the “Foundation”), which is authorized t@ solicit contributions,on the Hospital’s
behalf; 100% of Salinas Valley Health Clinics (“SVHC”), aulti-specialty physician practice; and 50% of a
joint venture with Lucille Packard Children’s Hospital to operate the Neonatal Intensive Care Unit in the
Hospital (“SVMH-LPCH NICU JV”).

Fiduciary plan description — The Plan is a single-employer noncontributory employee retirement system
established by SVH. SVH is a political subdivision that was organized under the provisions of the Health
and Safety Code of the State of California. Permanent empleyees of SVH with unhion representation are
eligible to participate in the Plan upon the later ofitheir employment,commencement date or reaching the
age of 21.

The Plan provides retirementgdisability, and death benéfits based on the employee’s years of service,
age, and annual compensation duringicovered employment. Plan provisions and all other requirements
are established by SVH’s five-member Board of Directors (the “Board”), which has been elected by the
registered voters ofihe District.

Effective March 31,2011, participationsefinenunion employees in the Plan was frozen. Nonunion
employees are entitledito bengfits earned before March™31, 2011, but do not accrue further benefits under
the Plan.

Effective January, 1, 2013,the Plan was amended to adopt the applicable provisions of the California
Public Employees’ Pension Reform, Act of 2013 (“PEPRA”).

The following description\of SalinasValley Memorial Healthcare District Employees Pension Plan (the
“Plan”) provides only general information. Participants should refer to the plan document for a more
cemplete description of the Plan’s provisions.

Note 2 — Summary of Significant Accounting Policies

Principles of consolidation — The consolidated financial statements include the accounts of SVHMC
and all subsidiaries that are controlled and owned more than 50% for which day-to-day operations are
managed by SVH. All intercompany accounts and transactions are eliminated upon consolidation.
Investments for which SVH has 50% or less ownership and over which SVH does not have control are
recorded using the equity method. Minority interest represents the proportionate share of the equity in
affiliates that is attributable to the minority owners.
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Salinas Valley Memorial Healthcare System
Notes to Consolidated Financial Statements

Acquired businesses are included in the consolidated financial statements from the date offacquisition.

Basis of accounting — The accompanying consolidated financial statements have been prepared in
accordance with accounting principles generally accepted in the United States of America as prescribed
by the Governmental Accounting Standards Board (“GASB”) using the “economic resources
measurement focus”; the accrual basis of accounting; the California Code of Regulations, Titlex2,
Section 1131, State Controller's Minimum Audit Requirements for California Special Districts; andithe
State Controller’s Office prescribed reporting guidelines. In addition, these statements follow generally
accepted accounting principles applicable to the healthcare industry, which are included in the American
Institute of Certified Public Accountants’ Audit and Accounting Guide, Healthcare Entities, to the extent
that these principles do not contradict GASB standards.

SVH utilizes the proprietary fund method of accounting whereby revenuesd@and expenses are recognized
on the accrual basis and financial statements are prepared using thexee¢onomic resources measurement
focus.

New accounting pronouncements — In June 2022;the GASB issued Statement No. 100, Accounting
Changes and Error Corrections — an amendment of GASBiStatement No. 62. This statement enhances
accounting and financial reporting requirements for accounting changes and error corrections. It defines
accounting changes as changes in accounting‘principles, changes in accounting estimates, and changes
to or within the financial reporting entity. This statement requires that (1):changes in accounting principles
and error corrections be reportediretroactively by ‘restating prior periods, (2) changes to or within the
financial reporting entity bé reported by, adjusting beginning balances of the current period, and (3)
changes in accountingfestimates be reported prospectively by recognizing the change in the current
period. SVH adopted this standard in the current fiscal year. The adoption did not result in a material
impact to the SVH’s consolidated financial statements.

In June 2022, the'GASB issued Statement'No. 101, Compensated Absences. The statement updates the
recognition and measurement guidance for compensated absences. This statement requires that
liabilitiessfor,compensated absences be recognized for (1) leave that has not been used, and (2) leave
that has been used but not'yet paid, provided the services have occurred, the leave accumulates, and the
leave is more likely than not tolbe used for time off or otherwise paid in cash or noncash means. In
estimating the leave that is more‘likelysthan not to be used or otherwise paid or settled, a government
should consider relevant factors such as employment policies related to compensated absences and
historical information about the use or payment of compensated absences. The statement amends the
existing requirements to disclose only the net change in the liability instead of the gross additions and
deductions to the liability. This statement is effective for fiscal years beginning after December 15, 2023.
SVH is eurrently evaluating the potential impact of this statement on its consolidated financial statements.
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Salinas Valley Memorial Healthcare System
Notes to Consolidated Financial Statements

In January 2024, the GASB issued Statement No. 102, Certain Risk Disclosures. The purpose’of the
statement is to inform users of financial statements about risks associated with specific€oncentrations or
constraints that the user might assess as making the government subject to certain yulnerabilities to loss.
Concentrations and constraints may limit a government’s ability to acquire resourees or centrol spending.
The statement defines a concentration as a lack of diversity related to a significant inflow orieutflow of
resources. A constraint is a limitation imposed on a government by an exterfial party or by{formal action
of the government's highest level of decision-making authority. This statement is effective fordiscal,years
beginning after June 15, 2024. SVH is currently assessing the potential impact of this statemention its
consolidated financial statements.

In May 2024, the GASB issued Statement No. 103, FinanciallReporting Model [mprovements, which
enhances the effectiveness of financial reporting models fér governments. The objective of this statement
is to improve key components of the financial reporting model{o enhancedts effectiveness in providing
information that is essential for decision making and assessing a. goverhment's accountability. This
statement also addresses certain application issues. This statementis effective for fiscal years beginning
after June 15, 2025. SVH is currently assessing,the potential impact of this'statement on its consolidated
financial statements.

Use of estimates — The preparation of consolidated 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 daté'efithe consolidated financial statements, and the reported amounts of
revenues and expenses duringthe reporting period. The most significant estimates relate to patient
accounts receivable allowances, amounts due to third-party payors, self-insurance liabilities, and
employee benefit costs including pension. Actual results could differ from those estimates.

Fair value of financial instruments —\Unlessiotherwise indicated, the fair value of all reported assets
and liabilities that represents financial instruments approximates their carrying values. SVH’s policy is to
recognize transfers inianditfansfers out of Levels 1, 2, and 3 as of the end of the reporting period. See
Note Ssforfurther discussion of fair value measurements in the consolidated financial statements.

Cash and cash equivalents = Cash and cash equivalents include investments in highly liquid debt
instruments with aninitial maturity. of three months or less, excluding amounts whose use is limited by
Board designation oriother arrangements. Cash and cash equivalents also include investments in the
Local Agency Investment Fund (“LAIF”), the State Treasurer’s pooled investment program, and values
participants’ shares on/an amortized cost basis.

Supplies inventory/~ Supply inventories are valued at the lower of cost (first-in, first-out method) or
market.
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Salinas Valley Memorial Healthcare System
Notes to Consolidated Financial Statements

Lease receivable — SVH’s lease receivable is measured at the present value of lease payments
expected to be received during the lease term. Under the lease agreement, SVH may receive variable
lease payments that are dependent upon the lessee’s revenue. The variable paymenits are recorded as
an inflow of resources in the period the payment is received. The deferred inflow of resources is recorded
at the initiation of each lease in an amount equal to the initial recording of the léase receivable. The
deferred inflows of resources are amortized using the effective-interest method over the term of,each
lease.

Investments —U.S. Treasury securities, federal agency debt securities, corporate notes, and equity.
securities, which are reported as board-designated funds and investments, are carried at fair value based
on published market values, as quoted on a recognized exchange or an industrystandard pricing service.
Short-term investments in commercial paper, certificates ofideposit, and money market accounts are
recorded at amortized cost, which approximates market value: Mutual funds are carried at fair value based
on the fund’s current share price. These investments are subjectto various risks, such as interest rate,
market, and credit risks.

Investment transactions are recorded on thé date thesinvestments are purchased or sold (trade date).
Realized gains or losses are recorded as the difference between the proceeds from the sale and the cost
of the investment sold.

Board-designated funds — Board-designated funds include assets setaside by the Board of Directors
for future capital improvementsgonfor certain contingencies, over which the Board retains control and may
at its discretion subsequeftly use for other purposes, and assets held by trustees under agreements with
third parties.

Capital assets < Capital asset acquisitions are recorded at cost. Capital assets donated for SVH
operations are‘recorded at fair value atithe'date,of receipt. Depreciation is provided over the estimated
useful life of each'class)of depreciable assetiand is computed on the straight-line method. Equipment
under capital lease isiamortized on the straight-line method over the shorter period of the lease term or
the estimated useful life'of the, equipment. Such amortization is included in depreciation and amortization
inthe consolidated financial statements. SVH capitalizes all purchases of computers and copiers over $1
thousand, general acquisitions.over$2 thousand, and group purchases over $10 thousand. Depreciation
expense is computed using the straight-line method over the estimated useful lives of the assets as
follows:

Land improvements 20 to 40 years
Buildings and improvements 20 to 40 years
Moveable equipment 3 to 20 years

Upon disposition or retirement of capital assets, the undepreciated cost basis less proceeds from sale, if
any, are reflected in nonoperating gains and losses in the period of disposition.

26

Page 69 of

139



Salinas Valley Memorial Healthcare System
Notes to Consolidated Financial Statements

SVH evaluates prominent events or changes in circumstances affecting capital assets to détermine
whether impairment of a capital asset has occurred. Impairment losses on capital assets are measured
using the method that best reflects the diminished service utility of the capital asset.Management
evaluates prominent events or changes in circumstances to determine whether an impairment loss should
be recognized. There were no impairment losses during the years ended Junef30, 2024 and,2023.

Right-of-use assets — SVH has recorded right-of-use assets in accordance with GASB Statement No.
87, Leases (“GASB No. 87”). The right-of-use assets are initially measured at an amount equalto the
initial measurement of the related lease liability, plus any lease payments made prior to the lease term
and ancillary charges necessary to place the lease into servicegless any lease incentives received. The
right-of-use assets are amortized on a straight-line basis ovef the'life of the relatéd lease. See Note 13 for
further discussion of right-of-use assets.

Subscription assets — SVH has recorded subscription assets in accordance with GASB Statement No.
96, Subscription-Based Information Technology Arrangements (“GASB No. 96”). The subscription assets
are initially measured at an amount equal to the.initial measurement of the sum of the related subscription
liability, any contract payments made to thefsubscription-based IT arrangement (“SBITA”) vendor at
subscription term commencement, and any ¢apitalizable initial implementation costs, less any incentive
payments received from the vendor at the subscription term . commencement. Subscription assets are
amortized on a straight-line basis over the shorter of the subscription termer the useful life of the
underlying assets. See Note 14 for further discussion of sdbscription assets.

Deferred outflows and inflows'= SVH records deferred outflows or inflows of resources in its
consolidated financialstatements for consumption or acquisition of its consolidated net position that is
applicable to futuredreporting periods. These consolidated financial statement elements are distinct from
assets and liabilities. The table below reflects the components of deferred outflows and inflows as of
June 30, in thousands:

2024 2023
Deferredsoutflows - actuarial:
Pension $ 84,902 $ 116,122
Post-retirement medical plans 832 789
Total deferredioutflows = actuarial 85,734 116,911
Deferred outflows - goodwill 888 1,137
Total deferred outflows $ 86,622 $ 118,048
Defenrred inflows - actdarial:
Pension $ 69,533 $ 62,029
Post-retirement medical plans 1,633 1,752
Total deferred inflows - actuarial 71,166 63,781
Deferred inflows - leases 1,112 2,219
Total deferred inflows $ 72,278 $ 66,000
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Salinas Valley Memorial Healthcare System
Notes to Consolidated Financial Statements

Lease liabilities — SVH recognizes lease contracts or equivalents that have a term exceedingone year
and the cumulative undiscounted future payments on the contract exceeding $50 thousand that meet the
definition of an other-than-short-term lease. Lease liabilities are recorded as the present value of the
undiscounted future lease payments. SVH uses a discount rate that is explicitly stated onimplicit in the
contract. When a readily determinable discount rate is not available, the discount rate is determined using
SVH'’s incremental borrowing rate at start of the lease for a similar asset typ€ and term length to. the
contract. Short-term lease payments for leases with an original term of one year or less are expensed as
incurred. See Note 13 for further discussion of lease liabilities.

Subscription liabilities — SVH has recorded subscription liabilities in accordance with GASB No. 96.
SVH recognizes SBITA contracts or equivalents that have atérm exceeding onefyear and the cumulative
future payments on the contract exceeding $50 thousand that meet the definition of an other-than-short-
term SBITA. Subscription liabilities are initially measured at an ameunt equdal to the present value of the
undiscounted future payments under the SBITA. SVH uses a discountsate that is explicitly stated or
implicit in the contract to determine the value of the subscription liability. When a readily determinable
discount rate is not available, the discount rateyis determined using SVH'’s incremental borrowing rate at
start of the subscription term for a similar asset typeand term length to the contract. As variable
payments based upon the use of the underlying\subscriptiomasset are not fixed in,nature, such amounts
are excluded from subscription liabilities. Short-term subscription payments with;an original subscription
term of one year or less are expensed as incurred.\See Note' 14 for furtherndiscussion of subscription
liabilities.

Risk management — SVH is exposed to various risks of loss from torts; theft of, damage to, and
destruction of assets;Jdusiness interruption; errors and omissions; employee injuries and illnesses;
natural disasters; employee health and accident benefits; . and medical malpractice. SVH utilizes both
commercial insufance and self-insufance for claims arising)from such matters. SVH is self-insured for
workers’ compensation claims, professional liability,,and'health benefits. Settled claims have not
exceeded SVH'’s palicylimits it any of the pastthree fiscal years.

Self-insurance plans —SVHis self-insured for workers’ compensation benefits for employees. An
actuarial'estimateis accrued based on an expected, undiscounted estimate as of June 30, 2024 and 2023.

SVH is a member of and participates in a professional liability self-insurance program through BETA
Healthcare Group (“BETA”), a joint powers authority whose members include district and private not-for-
profit hospitals and county!facilities in California. Amounts paid by each member to BETA represent
actuarially determined assessments of claims payable and estimated incurred-but-not-reported claims
that are adjusted perigdically based on the claims experience for each member at each hospital. Claims
in excess of specified amounts are the responsibility of individual program participants.

SVH provides\€ligible employees with health benefits through a self-insured program. The liability for
claims arising from this program is estimated based upon historical experience and trending information.
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Salinas Valley Memorial Healthcare System
Notes to Consolidated Financial Statements

Net position — Net position is required to be classified for accounting and reporting purposes in the
following categories:

o Invested in capital assets, net of related debt — Capital assets, net of accumulatedidepreciation,
subscription assets and right of use assets, net, reduced by outstandingdprincipal balances of debt
(including subscription and lease liabilities) attributable to the acquisition, construction, or
improvement of those assets.

o Reserved for minority interest — Net position of legally separate organization attributable to other
participants.

e Restricted — SVH classifies net position resulting from transactions with purpose restrictions as
restricted net assets until the resources are used for the specific purpose or for as long as the
provider requires the resources to remain intact.

Expendable — Net position whose use by SVH is subject to externally imposed restrictions that
can be fulfilled by actions of SVH#pursuant to those restrictions onthat expire by the passage
of time.

Nonexpendable — Net position thatincludes doner restricted requirements to invest the
principal portion in perpetuity.

e Unrestricted — Net positiomthat is neither restricted nor invested in capital assets, net of related
debt. Unrestricted net position may be designated for specific purposes by management or the
Board of Directars.

Statements of revenues, expenses, and changes in het position — For purposes of display,
transactions deemed, by managementto’beiongeing, major, or central to the provision of healthcare
services are reported as operating revenues:and expenses. Peripheral or incidental transactions,
including investmentincome, interest expense, and gains or losses on the disposal of capital assets, are
reportedsasynonoperating income and expense.

Net patient service revenues — Net patient service revenues are reported at the estimated net realizable
amounts from patients, third-party. payers including Medicare and Medi-Cal, and others for services
rendered, including estimated retroactive audit adjustments under reimbursement agreements with third-
party payors. Retroactive adjustments are accrued on an estimated basis in the period the related
services are rendered and adjusted in future periods as final settlements are determined. Laws and
regulations governing the Medicare and Medi-Cal programs are extremely complex and subject to
interpretation. As a sésult, there is at least a reasonable possibility that recorded estimates may change
by a material amount in the near term.
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Salinas Valley Memorial Healthcare System
Notes to Consolidated Financial Statements

Grants and contributions — On March 11, 2020, the World Health Organization officially declared
COVID-19, the disease caused by the novel coronavirus, a pandemic. The Centers for Medicare &
Medicaid Services (“CMS”) distributed $50 billion of the $100 billion in the form of grants to hospitals. For
the year ended June 30, 2022, SVH received approximately $12.2 million of provider relief funds. SVH did
not receive additional funds in the fiscal years ended June 30, 2024 and 20234SVH recognized $0 and
$12.2 million for the fiscal years ended June 30, 2024 and 2023, respectively, included as‘grants and
contributions in the consolidated statement of revenues, expenses, and ehanges in net position. SVH
submitted reports documenting lost revenue and expenses incurred te support the grant funds, among
other terms and conditions for the year ended June 30, 2023.

Separately, CMS initiated an Accelerated Payment Programg(“Medicare Accelerated Payments”) to
hospitals. The Medicare Accelerated Payments represent@dvance paymentsffor services to be provided
and were based on a hospital’s historical Medicare volume. In/April, 2020,,8VH received approximately
$66 million in Medicare Accelerated Payments. CMS began recoupment of these payments in April 2021
and continued to recoup the accelerated payments from billings for'services rendered until they were fully
repaid. During the year ended June 30, 2024 and 2023, the remaining‘outstanding amount of $21.0
million was fully recouped.

For the years ended June 30, 2024 and 2023} SVH was obligatedand received approximately $254,000
and $5,643,000, respectively, in Disaster Relief Funds from_ the Federal Emergency Management Agency
and has recognized this in grant and contribution revenugfin the consolidated statements of revenues,
expenses and changes in netiposition.

Charity care — SVH provides care without charge or at less than its established rates to patients who
meet certain criterig’under its charity/care policy. Because SVH does not pursue collection of amounts
determined to qualify as charity care, such amounts are not included in net patient service revenues. Cost
of services renderedito patients who qualifiediforfinancial assistance under SVH’s charity care policy,
calculated using the cost-to-charge ratio, totaled $1.4 million and $1.5 million for the years ended June
30, 2024 and 2023, respectively.

Property taxes - SVH, as'part of a California special district, receives property taxes that are assessed
by Monterey CountyaSuch amounts, are recorded within nonoperating income in the consolidated
statements of revenues; expenses, and changes in net position.

Aspire Health Plan —'SVH provided funding to Aspire Health Plan, a California nonprofit mutual benefit
corporation that operates @ Medicare Advantage plan, in exchange for a 49% membership voting interest.
Initial, funding of $1.5 miillion was reported as other long-term assets in the consolidated statement of net
positionyas of June 30, 2017. Additional funding of $5.8 million and $6.4 million was included within
nonoperating expénses in the consolidated statements of revenue, expense, and changes in net position,
for the years ended June 30, 2024 and 2023, respectively, due to the uncertain nature of repayments of
ongoing funding:
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Salinas Valley Memorial Healthcare System
Notes to Consolidated Financial Statements

Concentration of credit risk — SVH is highly dependent upon government programs and
nongovernmental third-party payors for its revenues. Net patient service revenue from Medicare
amounted to 23% and 24% and negotiated third-party payors amounted to 44% and#@4% of total net
patient service revenues for the years ended June 30, 2024 and 2023, respectively. Significant
concentrations of net patient accounts receivable include Medicare at 13% and 14% and negotiated third-
party payors at 71% and 67% at June 30, 2024 and 2023, respectively.

Income taxes — SVH, being a governmental entity, is therefore tax-exempt. All of its consolidated
subsidiaries are either not-for-profit corporations or partnerships and are, therefore, not subject to income
taxes.

Reclassifications — Certain reclassifications of prior years’ balances have begen made to conform with
the current year presentations. Such reclassifications did not'affect the total increase in net position or
total current or long-term assets or liabilities.

Note 3 — Net Patient Service Revenues

Net patient service revenues for the years ended\June 30.consisted of the follawing, in thousands:

2024 2023
Gross patient service revenues;
Routine inpatient service$ $ 439,283 $ 448,297
Ancillary services 2,198,393 2,017,083
Outpatient services 580,622 553,109
Total gross patient service revenues 3,218,298 3,018,489
Deductions from gross patient service revenues:
Contractual allowance for statutory and negotiated rates (2,417,329) (2,236,297)
Previsionifor doubtful accounts (41,364) (47,598)
Charity care (7,410) (7,724)
Net patient service revenues $ 752,195 $ 726,870

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

Medicare -~ Medicare patient revenues include traditional reimbursement under Title XVIII of the Social
Security"Act. Inpatient acute care services rendered to Medicare program beneficiaries are paid at
prospectively determined rates per discharge. These rates vary according to a patient classification
system that is based on clinical, diagnostic, and other factors. Medicare reimburses hospitals for covered
outpatient services rendered to its beneficiaries by way of an outpatient prospective payment system
based upon ambulatory payment classifications.
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Certain inpatient and outpatient pass-through costs related to Medicare beneficiaries are paid based on a
cost reimbursement methodology. SVHMC is reimbursed for cost reimbursable items atfa tentative rate
with final settlement determined after submission of annual cost reports by SVHMC and audits thereof by
the Medicare administrative contractor. SVHMC'’s classification of patients under the Medicare program
and the appropriateness of their admission are subject to an independent review by a peer review
organization under contract with SYHMC. SVHMC’s Medicare cost reports have been audited by the
Medicare administrative contractor through June 30, 2021

Medi-Cal — Medi-Cal patient revenues include traditional reimbursement under the California State
Department of Health Services for patients covered under TitleXIX of the Social Security Act. Inpatient
services rendered to Medi-Cal program beneficiaries are reifnbursed under a gontract at prospectively
determined negotiated per diem rates. Outpatient services are,reimbursed based on a schedule of
maximum allowances. For certain inpatient services, SVHMC is reimbursed at a tentative rate with final
settlement determined after submission of annual cost reports by SUHMC and audits thereof by Medi-
Cal. SVHMC’s Medi-Cal cost reports have been audited by Medi-€al through June 30, 2020

Other — SVHMC has entered into agreements with humerous nongovernmentithird-party payors to
provide patient care to beneficiaries under a‘variety of payment arrangements. These include
arrangements with commercial insurance companies, including workers’ compensation plans, which
reimburse SVHMC at a percentage of SVHMC's charges.

Billings relating to services rendered are recorded as nét patient service revenues in the period in which
the service is performed, et of contractual and other allowances that represent differences between
gross charges and thefestimated reeeipts under such programs. Net patient service revenues are
reported at the estimated net realizable amounts from patients, third-party payors, and others for services
rendered, including estimated retroactive adjustments under reimbursement agreements with third-party
payors. Retroactive adjustmentsare accruedoman estimated basis in the period the related services are
rendered and adjusted in futuré periods as‘final settlements are determined. Receivables for patient care
are also reduced for allowances for uncollectible accounts.

The process for estimatingthe ultimate collection of receivables involves significant assumptions and
judgments. Account balances‘are written off against the allowance when management determines it is
probable the receivableywill not be recevered. The use of historical collection and payor reimbursement
experience is an integral part of the‘estimation of reserves for uncollectible accounts. Revisions in
reserves for uncollectible accounts estimates are recorded as an adjustment to the provision for bad
debts.

At'the current time thiere'is uncertainty about reimbursements from government programs. The Centers
for Medicare & Médicaid Services has proposed reductions in rates, which would result in a decrease in
Medicare reimbursements. The state budget contains healthcare budget cuts that may affect
reimbursements for noncontracted Medi-Cal services. The ultimate outcome of these proposals and other
market changes cannot presently be determined.
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Under Assembly Bill 1383 of 2009, as amended by Assembly Bill 1653 on September 8,
(collectively, the “Bill”), which establishes a hospital fee program, SVH is exempt from

changes in net position.

Note 4 — Cash, Cash Equivalents, Investments, and Board-Desi

As of June 30, cash and cash equivalents, investments, and
consisted of the following, in thousands:

2023
Cash and cash equivalents $335,989
Short-term investments 62,285
Board-designated funds 157,875
Long-term investments 102,498
Total $ 658,647

As of June 30, Board-desig nds, at fair va een set aside as follows, in thousands:

2024 2023

$ 166,324 $ 157,785
90 90

$ 166,414 $ 157,875
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As of June 30, 2024, maturities for SVH'’s holdings were as follows, in thousands:

12 Months 13to0 24 2510 60
Fair Value No maturity or Less Months

Cash and cash equivalents $ 273,204 $ 273,204

U.S. Treasury notes 34,845 -
Municipal notes 38,536 -
Corporate notes 74,284 -
Commercial paper 9,972 -
Federal agency notes 67,721 -
Bank certificates of deposit 90 -
Money market accounts 5,834 5,834 -
Mutual funds 20,230 20,230 -
Government securities 199,318 - 178,821
Total $ 724,034 $ 299,268 251,401
As of June 30, 2023, maturities for SVH'’s
25to 60
Fair Value Months
Cash and cash equivalents $ -
U.S. Treasury notes 5,862
Municipal notes 41,180
Corporate notes 48,987

Bank certificates o
Money market ;
Mutual funds

$ 132,339 § 71,598 § 96,029

23stment can represent of the total portfolio, nor any restrictions over
any one issuer. The Foundation and CCMSO are not required to

Maturity

5 years
5 years
5 years
180 days
Mutual funds N/A
Money market mutual funds N/A
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Interest rate risk — Interest rate risk is the risk that changes in market interest rates will adversely affect
the fair value of an investment. Generally, the longer the maturity of an investment, the greater the
sensitivity of its fair value to changes in market interest rates. One of the ways that SVH manages its
exposure to interest rate risk is by purchasing a combination of shorter-term and longer-term investments
and by maintaining fully liquid investments as needed to fund operations.

Credit risk — Generally, credit risk is the risk that an issuer of an investment will not fulfill its ebligation to
the holder of the investment. This is measured by the assignment of afrating by a nationally recagnized

statistical rating organization such as Moody’s or S&P.

The following table illustrates the fair value and associated crédit ratings of investments held by SVH at
June 30, 2024 and 2023, in thousands:

Fair ValueyatdJune 30,

Ratings 2024 2023
A+/ATA-TA-1+ A1/ A2/ A3 $ 108,705 $ 61,416
AAA [ AA+ [ AA T AA-/ AA1 [ AA2 [ AA3 286,695 127,583
BBB+ 12,631 -
SP-1+ 4,000 -
WR - 2,886
NA 9,890 101,912
NR 302,113 364,850

Total $ 724,034 $ 658,647

Concentrationfof credit risk — Thé investment policy of SVH contains no limitation on the amount that
can be invested'in any, one issuer beyond that stipulated by the California Government Code.

Custodial credit risk'= Custodial credit risk for deposits is the risk that, in the event of the failure of a
depaesitory financial institution,ya government will not be able to recover its deposits or will not be able to
récover collateral securities that are in the possession of an outside party. The custodial credit risk for
investments is the riskithat, in the event of the failure of the counterparty (e.g., broker-dealer) to a
transaction, a government will not'be able to recover the value of its investment or collateral securities
that are in the possession\of another party.

The California Government Code and SVHMC’s investment policy do not contain legal or policy
requirements that would limit the exposure to custodial risk for deposits or investments, other than the
followingyprovisionfor deposits: the California Government Code requires that a financial institution
secure depositsqmade by state or local governmental units by pledging securities in an undivided
collateral'pool held by a depositor regulated under state law (unless so waived by the governmental unit).
The market value of the pledged securities in the collateral pool must equal at least 110% of the total
amount deposited by public agencies. This requirement does not apply to the consolidated subsidiaries of
SVH.
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As of June 30, 2024 and 2023, approximately $7.5 million and $6.4 million, respectively, offSVH'’s
consolidated subsidiaries’ deposits with financial institutions in excess of federal depositor insurance
limits were held in accounts not subject to collateralization. SVH’s securities are registered under the
specific entity’s name by the custodial bank as an agent for SVH. Other types of investments represent
ownership interests that do not exist in physical or book-entry form. As a resulif management considers
custodial credit risk to be remote.

Note 5 — Fair Value Measurement

Fair value is defined as the price that would be received to sell an‘asset or paid ie transfer a liability in an
orderly transaction between market participants at the measurement date. A fair value hierarchy is also
established, which requires an entity to maximize the use of‘ebservable inputs and minimize the use of
unobservable inputs when measuring fair value.

The following describes three levels of inputs that may be used ‘to measure fair value under
GASB Statement No. 72, Fair Value Measufementiand Application:

Level 1 — Quoted prices in active marketsiforidenticaliassetsior liabilities.

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

Level 3 — Ungbservable inputs that are supported by little or no market activity and that are significant
ta the fair value of thé assets;or liabilities.

The following is a description’of the valuation methedologies used for instruments measured at fair value
on a recurring basis and recognized in the consolidated statements of net position at June 30, 2024 and
2028, as well as)the general classification of such instruments pursuant to the valuation hierarchy:

Mutual funds'= Valued at the net'asset value of shares held by SVH and are valued at the closing price
reported on the activesmarket oniwhich the individual securities are traded.

Municipal notes, government securities, corporate notes, U.S. Treasury notes, other fixed
income, and federal agency notes — Valued using pricing models maximizing the use of observable
inputs for similar securities, which includes basing value on yields currently available on comparable
securities of issyers with similar credit ratings.
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The following tables present the assets measured at fair value on a recurring basis in the
consolidated statements of net position at June 30, 2024 and 2023, as stratified by fair,

level, in thousands:

Description Level 1 Level 2
Investments by fair value level:
U.S. Treasury notes $ 34,845 $
Municipal notes 38,536
Corporate notes 74,284
Federal agency notes 67,721
Mutual funds 20,230 20,230
Government securities 199,318 199,318
Total by fair value level $ 434,934 $ 434,934
Cash equivalents:
Local agency investment fund 94
Cash holdings 273,110
Total cash equivalents 273,204
Commercial paper 9,972
Bank certificates of deposit 90
Money market accounts 5,834
Total investments $ 724,034
June 30,
Description Level 2 Level 3 2023
Investments by fair va
: 99,766 $ - $ - $ 99,766
128,977 - - 128,977
71,133 - - 71,133
18,491 - - 18,491
Total by fair value [e $ 318,367 $ - $ - 318,367
ash equivalents:
94
335,895
335,989
90
Money market accounts 4,201
Total investments $ 658,647
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fair value
4 and 2023,

Fiduciary — Employees’ Pension Plan — The following tables present the assets measu
on a recurring basis in the accompanying fiduciary statements of net position at June
as stratified by fair value hierarchy level, in thousands:

June 30, 2024 Level 1 Level 2

Mutual funds:

Equity securities $ 326,465
Fixed income 133,074
Total $ 459,539
June 30, 2023 Level 1 Total
Mutual funds:
Equity securities $ 282,251 $ 282,251
Fixed income 121,469 121,469
Total $ 403,720
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Note 6 — Capital Assets

The following table summarizes SVH’s capital asset activity during the year ended J , 2024, in

thousands:

June 30,
2023 Increases Decreases Transfers
Capital assets not depreciated:
Land $ 26,059 $ -
Construction in progress 34,008 22,157
Total capital assets not depreciated 60,067 44,528
Capital assets being depreciated/amortized:
Buildings and improvements 389,392 171 35,084 424,647
Movable equipment 241,938 9,471 1,082 252,219
Intangibles 4,574 - 4,594
Land improvements - 2,080
Total capital assets being depreciated 36,166 683,540
Less: accumulated depreciation
and amortization for:
Buildings and improvements 241,80 - 253,687
Movable equipment 193,135 (197) - 207,326
Intangibles 5,306 - - 5,579
Land improvements 1,572 - - 1,622
Total accumulate )
and amorti 441,816 (197) - 468,214
Total capital ass
net 196, (16,933) (75) 36,166 215,326
256