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STATEMENT OF RESPONSIBILITY FOR THE FINANCIAL STATEMENTS

These Financial Statements have been prepared by the Cayman Islands Health Services Authority (“Health
Authority”) in accordance with the provisions of the Public Management and Finance Law (2013 Revision),
and International Financial Reporting Standards.

We accept responsibility for the accuracy and integrity of the financial information in these Financial
Statements and their compliance with the Public Management and Finance Law (2013 Revision) and
International Financial Reporting Standards.

As the Chief Executive Officer and Chairman of the Board of Directors of the Health Authority, we are
responsible for establishing, and have established and maintained, a system of internal controls designed
to provide reasonable assurance that the transactions recorded in the Financial Statements are authorised
by law, and properly recorded in the financial transactions of the Health Authority.

As Chief Executive Officer and Chief Finance Officer, we are responsible for the preparation of the Health
Authority’s Financial Statements and for the judgements and estimates made in them.

Except for the effects of weaknesses in internal control over completeness of patient revenues and the
impact this has on our ability to provide assurance over the completeness of patient receivables, we
confirm that these Financial Statements fairly present the financial position, comprehensive income, and
cash flows of the Health Authority for the financial year ended 30 June 2016.

To the best of our knowledge, and subject to the exceptions noted in the preceding paragraph, we
represent that these Financial Statements:

(a) completely and reliably reflect the financial transactions of Health Authority for the year ended
30 June 2016;

(b) fairly reflect the financial position as at 30 June 2016 and comprehensive income for the year then
ended;

(c) comply with the provisions of the Public Management and Finance law (2013 Revision) and

International Financial Reporting Standards.

My health. My team. My choice.



The Office of the Auditor General has conducted an independent audit and expressed an opinion on the
accompanying Financial Statements. The Office of the Auditor General has been provided with access to
all the information necessary to conduct an audit, in accordance with International Standards on Auditing.

Yours faithfully,

VH ather Boothe
Chief Financial Officer

Date: )b\ \&\%,&DP’— ...................

My health. My team. My choice.



Phone: (345) - 244-3211 3rd Floor, Anderson Square
Fax: (345) - 945-7738 64 Shedden Road, George Town
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www.auditorgeneral.gov.ky Grand Cayman, KY1-1103, Cayman Islands

CAYMAN ISLANDS

AUDITOR GENERAL'’S REPORT

To the Board of Directors of Cayman Islands Health Services Authority

| have audited the accompanying financial statements of the Cayman Islands Health Services Authority
(the "Authority" or the "HSA"), which comprise the statement of financial position as at 30 June 2016 and
the statement of comprehensive income, statement of changes in equity and statement of cash flows for
the year then ended, and a summary of significant accounting policies and other explanatory information,
as set out on pages 12 to 41 in accordance with the provisions of Section 24(1)(a) of the Health Services
Authority Law (2010 Revision) and Section 60(1)(a) of the Public Management and Finance Law (2013
Revision).

Management’s Responsibilities for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with International Financial Reporting Standards, and for such internal control as management
determines is necessary to enable the preparation of financial statements that are free from material
misstatement, whether due to fraud or error.

Auditor’s Responsibility

My responsibility is to express an opinion on these financial statements based on my audit. | conducted
my audit in accordance with International Standards on Auditing. Those standards require that | comply
with ethical requirements and plan and perform the audit to obtain reasonable assurance about whether
the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s
preparation and fair presentation of the financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the entity’s internal control. An audit also includes evaluating the appropriateness of accounting policies
used and the reasonableness of accounting estimates made by management, as well as evaluating the
overall presentation of the financial statements.

| believe that the audit evidence | have obtained is sufficient and appropriate to provide a basis for my
qualified audit opinion.



AUDITOR GENERAL’S REPORT (continued)

Basis for Qualified Opinion

Patient services fees

| was unable to satisfy myself that the reported amount for patient service fees of $89.5 million is fairly
stated on the statement of comprehensive income. The Authority could not represent to me that the
controls for the recording of patient service fees are effective to ensure that reported revenues are
complete. Furthermore, | was unable to perform sufficient audit procedures because of the lack of internal
controls.

Patient related accounts receivable

| was unable to satisfy myself that the net amount of accounts receivable of $27.9 million as shown on the
statement of financial position is fairly stated. As the amount reported for patient related accounts
receivable is directly related to our concerns relating to the amount reported for revenues, | was also
unable to perform sufficient audit procedures for this amount. My review of subsequent receipts from
patients to satisfy myself of the provision for bad debts at 30 June 2016 was also impaired for the same
reason.

Due to the concerns | have regarding the amount reported for patient related accounts receivable, | was
unable to satisfy myself that the amount of $70.4 million reported as the accumulated deficit in the net
worth section of the statement of financial position was accurately reported.

Post-employment healthcare costs

As discussed in Note 20, the Authority did not estimate the liability for its post-employment healthcare
plan as no actuarial valuation was completed. Therefore, the Authority did not record the liability on the
statement of financial position or provide disclosures in the notes to the financial statements. Personnel
costs and other comprehensive gains/losses are also understated on the statement of comprehensive
income for the current and past service costs relating to the liability for the post-employment healthcare
plan.

Accumulated deficit
Accumulated deficit is also understated to the extent of the current and past service cost relating to the
non-recognition of the post-employment healthcare plan as discussed in the preceding paragraph.

Qualified Opinion

In my opinion, except for the possible effects of the matters described in the Basis for Qualified Opinion
paragraph, the financial statements present fairly, in all material respects, the financial position of Cayman
Islands Health Services Authority as at 30 June 2016 and its financial performance and its cash flows for
the year then ended in accordance with International Financial Reporting Standards.



AUDITOR GENERAL’S REPORT (continued)

Other Matter

Breaches related to the Health Services Authority Law

Under sections 7(1) and 18(3)(c) of the HSA Law, the Authority is required to maintain a cash reserve at a
level no less than its estimated expenses for 90 days. At 30 June 2016, we have determined that the
Authority’s cash reserve is over $21.5 million short in meeting this requirement.

My opinion is not qualified in respect of this matter.

WU Ng

Sue Winspear, CPFA* 13 April 2017
Auditor General Cayman Islands




CAYMAN ISLANDS HEALTH SERVICES AUTHORITY

Statement of Financial Position

As at June 30, 2016
(stated in Cayman Islands dollars)

2015 (As
Note 2016 Budget Restated)
Current assets
Cash and cash equivalents 4 $3,896,842 $5,664,701 $6,633,017
Accounts receivable - net 5,21 27,856,470 29,463,620 22,366,268
Other receivables - net 6 1,486,667 791,957 1,940,774
Inventory - net 7 7,370,219 9,477,045 6,113,235
Advances to suppliers 1,928,643 1,583,373 1,684,651
Prepaid expenses 116,667 - 105,676
Total current assets 42,655,508 46,980,696 38,843,621
Non-current assets
Fixed assets 8 72,648,372 61,497,515 63,117,364
Total assets $115,303,880 $108,478,211 $101,960,985
Current liabilities
Accounts payable and accrued expenses 9 $6,564,750 $11,522,430 $12,864,240
Unfunded pension obligation 15 13,261,000 12,220,000 10,220,000
Loans payable 10 251,028 252,093 243,295
Provision 9,16 - 600,000 -
Total current liabilities 20,076,778 24,594 523 23,327,535
Non-current liabilities
Loans payable 10 1,137,580 1,135,924 1,388,017
Total liabilities $21,214,358 $25,730,447 $24,715,552
Net assets $94,089,522 $82,747,764 $77,245,433
Represented by:
Contributed capital $138,262,937  $131,727,722 $131,225,222
Accumulated deficit 21 (70,388,953) (65,071,716) (70,456,547)
Other comprehensive (loss) income (1,367,000) - 385,000
Asset revaluation 27,582,538 16,091,758 16,091,758
Net worth $94,089,522 $82,747,764 $77,245,433

See accompanying notes to financial statements.




CAYMAN ISLANDS HEALTH SERVICES AUTHORITY

Statement of Comprehensive Income

For the year ended June 30, 2016
(stated in Cayman Islands dollars)

2015 (As
Note 2016 Budget Restated)
Revenue
Patient services fees 11,21 $89,485,126  $93,155,888 $88,537,848
Government programme 12 13,077,623 13,327,626 13,327,533
Other income 2,673,187 464,900 1,122,324
105,235,936 106,948,414 102,987,705
Operating expenses
Staff costs 13 62,514,674 62,146,183 57,986,073
Provision for bad debts 56 14,013,265 11,967,721 16,991,857
Supplies and materials 7 11,952,475 12,123,214 13,530,794
Other operating expense 14 5,898,971 7,808,875 7,254,243
Utilities 2,826,698 3,596,731 3,265,871
Depreciation 8 3,068,180 2,832,126 2,886,657
Insurance 2,517,568 2,522,279 2,616,330
Loss on fixed asset revaluation 8 934,025 - -
Inventory write-downs 7 574,241 - 612,075
Legal and professional fees 393,814 1,973,963 377,491
Provision for losses 16 - 600,000 -
Travel and subsistence 308,672 399,042 305,720
Training 152,589 413,700 181,182
Reference materials 13,170 63,282 48,378
105,168,342 106,447,116 106,056,671
Net income (loss) for the year 67,594 501,298 (3,068,966)
Other comprehensive (loss) income
Re-measurement of defined benefit pension 15 (1,752,000) - 1,209,000
Total comprehensive (loss) income for the year ($1,684,406) $501,298 ($1,859,966)

See accompanying notes to financial statements.




CAYMAN ISLANDS HEALTH SERVICES AUTHORITY
Statement of Changes in Equity

For the year ended June 30, 2016
(stated in Cayman Islands dollars)

Accumulated Other

Contributed  deficit (As  comprehensive ~ Asset Total (As

Note capital Restated) ~ (loss) income  revaluation  Restated)
Balance, 1 July 2014 130,377,722 ($67,387,581) (824,000) 16,091,758 78,257,399
Net loss for the year 21 - (3,068,966) (3,068,966)
Other comprehensive income for the year - - 1,209,000 1,209,000
Capital contribution during the year 18 847,500 - 847,500
Balance, 30 June 2015, as restated 131,225,222 ($70,456,547) 385,000 16,091,758 77,245,433
Net income for the year - 67,594 67,594
Other comprehensive loss for the year - - (1,752,000) (1,752,000)
Asset Revaluation increment 8 - - 11,490,780 11,490,780
Capital contribution during the year 18 7,037,715 - 7,037,715
Balance, 30 June 2016 138,262,937  (70,388,953)  (1,367,000) 27,582,538 94,089,522

See accompanying notes to financial statements.
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CAYMAN ISLANDS HEALTH SERVICES AUTHORITY

Statement of Cash Flows

For the year ended June 30, 2016
(stated in Cayman Islands dollars)

2015 (As
Note 2016 Budget Restated)
Cash provided by/(applied in):
Operating activities
Net income (loss) for the year 21 $67,594 $501,298 ($3,068,966)
Add item not affecting working capital:
Provision for bad debts 5,6 14,013,265 11,967,721 16,991,857
Write-down of insurance premium liability 18 6,415,060 - -
Depreciation 8 3,068,180 2,832,126 2,886,657
Inventory write-downs 7 574,241 - 612,075
Loss on fixed assets revaluation 934,025 - -
Loss on disposal of fixed assets 12,279 - 3,928
Net changes in non-cash working capital
balances relating to operations:
Accounts receivable, net, increase 21 (19,158,234)  (14,865,452) (27,707,163)
Other receivables, decrease (increase) 108,874 - (513,050)
Inventory, net, (increase) decrease (1,831,225) 2,020,263
Advances to suppliers, increase (243,992) - (24,066)
Prepaid expenses, increase (10,991) - (45,676)
Accounts payable and accrued expenses, increase (decrease) (6,299,490) 599,290 (119,550)
Unfunded pension obligation, increase (decrease) 15 1,289,000 - 1,190,000
Net cash (used in) generated from operating activities (1,061,414) 1,034,983 (7,773,691)
Investing activities
Cost of fixed assets purchased 8 (2,054,712)  (3,602,993) (3,882,840)
Financing activities
Capital contribution from Government 18 622,655 1,000,000 847,500
Loans payable, net of payment 10 (242,704) (252,093) (235,079)
Net cash generated from financing activities 379,951 747,907 612,421
Decrease in cash during the year (2,736,175)  (1,820,103) (11,044,110)
Cash and cash equivalents at beginning of year 6,633,017 7,484,804 17,677,127
Cash and cash equivalents at end of year $3,896,842  $5,664,701 $6,633,017

See accompanying notes to financial statements.
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CAYMAN ISLANDS HEALTH SERVICES AUTHORITY
Notes to financial statements

For the year ended 30 June 2016
(stated in Cayman Islands dollars)

1. Background information

The Cayman Islands Health Services Authority (the “Health Authority”) is a statutory body
established on July 1, 2002 under the Health Services Authority Law. The purpose of the Health
Authority is to provide health care services and facilities in the Cayman Islands in accordance with
the National Strategic Plan for Health prepared by the Cayman lIslands Government (the
“Government”).

The Health Authority is comprised of the following health care agencies:
m  Cayman Islands Hospital
m  Faith Hospital
m  Community-based service:
- Little Cayman Health Centre
- George Town General Practice Clinic
- West Bay Health Centre
- Bodden Town Health Centre
- East End Health Centre
- North Side Health Centre
- Public Health Unit
- Lions Eye Clinic
- George Town Dental Clinic
- Merren’s Dental Clinic
- Cayman Brac Dental Clinic
The Health Authority is located on Hospital Road, PO Box 915, Grand Cayman, KY1-1103
Cayman Islands.
2. Changes in Accounting Standards/ IFRS

Below are several new standards and amendments that have been issued but are not yet effective.
They do not impact the annual financial statements of the Health Authority. The nature and impact
of each new standard/amendment is described below:

12



CAYMAN ISLANDS HEALTH SERVICES AUTHORITY
Notes to financial statements

For the year ended 30 June 2016
(stated in Cayman Islands dollars)

2. Changes in Accounting Standards/ IFRS (continued)

(i) IFRS 15 Revenue from Contracts with Customers (Effective for annual periods beginning on or
after 1 January 2017).

IFRS 15 replaces all existing revenue requirements in IFRS (IAS 11 Construction Contracts,
IAS 18 Revenue, IFRIC 13 Customer Loyalty Programmes, IFRIC 15 Agreements for the
Construction of Real Estate, IFRIC 18 Transfers of Assets from Customers and SIC 31
Revenue — Barter Transactions Involving Advertising Services) and applies to all revenue
arising from contracts with customers. Its requirements also provide a model for the recognition
and measurement of gains and losses on disposal of certain non-financial assets, including
property, equipment and intangible assets. The standard outlines the principles an entity must
apply to measure and recognise revenue. The core principle is that an entity will recognise
revenue at an amount that reflects the consideration to which the entity expects to be entitled in
exchange for transferring goods or services to a customer. The principles in IFRS 15 will be
applied using a five-step model: 1. Identify the contract(s) with a customer 2. Identify the
performance obligations in the contract 3. Determine the transaction price 4. Allocate the
transaction price to the performance obligations in the contract 5. Recognise revenue when (or
as) the entity satisfies a performance obligation. The standard requires entities to exercise
judgement, taking into consideration all of the relevant facts and circumstances when applying
each step of the model to contracts with their customers. The standard also specifies how to
account for the incremental costs of obtaining a contract and the costs directly related to
fulfilling a contract. Application guidance is provided in IFRS 15 to assist entities in applying
its requirements to certain common arrangements, including licences of intellectual property,
warranties, rights of return, principal-versus-agent considerations, options for additional goods
or services and breakage.

(ii) Clarifications to IFRS 15 'Revenue from Contracts with Customers (Effective for annual
periods beginning on or after 1 January 2018).

Amends IFRS 15 Revenue from Contracts with Customers to clarify three aspects of the
standard (identifying performance obligations, principal versus agent considerations, and
licensing) and to provide some transition relief for modified contracts and completed contracts.

(iii) IFRS 16 Leases - (Effective for annual periods beginning on or after 1 January 2019)

IFRS 16 specifies how an IFRS reporter will recognise, measure, present and disclose leases.
The standard provides a single lessee accounting model, requiring lessees to recognise assets
and liabilities for all leases unless the lease term is 12 months or less or the underlying asset has
a low value. Lessors continue to classify leases as operating or finance, with IFRS 16’s
approach to lessor accounting substantially unchanged from its predecessor, 1AS 17.

13



CAYMAN ISLANDS HEALTH SERVICES AUTHORITY
Notes to financial statements

For the year ended 30 June 2016
(stated in Cayman Islands dollars)

2. Changes in Accounting Standards/ IFRS (continued)

(iv) Amendments to IAS 7 Disclosure Initiative — (Effective for annual periods beginning on or after
1 January 2017.)

Amends IAS 7 Statement of Cash Flows to clarify that entities shall provide disclosures that
enable users of financial statements to evaluate changes in liabilities arising from financing
activities.

3. Significant accounting policies

These financial statements are prepared in accordance with International Financial Reporting
Standards. The principal accounting policies adopted by the Health Authority are as follows:

(a) Basis of accounting

The financial statements of the Health Authority are prepared on an accrual basis under the
historical cost convention except for: (1) the annual revaluation of land and buildings [see (d)
below] and (2) unfunded pension obligation [see (j) below].

(b) Use of estimates

The preparation of financial statements in accordance with International Financial Reporting
Standards requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of
the financial statements and the reported amounts of income and expenses during the year.
Actual results could differ from these estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to
accounting estimates are recognised in the year of the revision and future years, where
applicable.

14



CAYMAN ISLANDS HEALTH SERVICES AUTHORITY
Notes to financial statements

For the year ended 30 June 2016
(stated in Cayman Islands dollars)

3. Significant accounting policies (continued)
(c) Financial instruments
(i) Classification

A financial asset is any asset that is cash, a contractual right to receive cash or another
financial asset, exchange financial instruments under conditions that are potentially
favourable or an equity instrument of another enterprise. Financial assets comprise cash
and cash equivalents, other receivables and accounts receivable.

A financial liability is any liability that is a contractual obligation to deliver cash or another
financial asset or to exchange financial instruments with another enterprise under
conditions that are potentially unfavourable. Financial liabilities comprise accounts
payable and accrued expenses, unfunded pension obligation, loans payable and provision.

(ii) Recognition
The Health Authority recognises financial assets and financial liabilities on the date it
becomes a party to the contractual provisions of the instrument.

(iii) Measurement

Financial instruments are measured initially at cost, which is the fair value of the
consideration given or received. Financial assets are carried at historical cost, which is
considered to approximate fair value due to the short-term or immediate nature of these
instruments.

(iv) Specific instruments
Cash and cash equivalents

For the purposes of the statement of cash flows, the Health Authority considers cash on
hand and in banks to be cash and cash equivalents, as well as fixed deposits with original
maturities of six months or less. Bank accounts held at same institution are presented at net
amount.

Accounts receivables

A non-derivative financial asset with fixed or determinable payments and not quoted in an
active market is classified as accounts receivables.

Accounts payable and accrued expenses

Accounts payable and accrued expenses will be classified as financial liability and are
measured at fair value when goods or services have been received or invoiced, with any
adjustments to the carrying amount going through the statement of comprehensive income.

15



CAYMAN ISLANDS HEALTH SERVICES AUTHORITY
Notes to financial statements

For the year ended 30 June 2016
(stated in Cayman Islands dollars)

3. Significant accounting policies (continued)
(c) Financial instruments (continued)
(v) Derecognition

A financial asset is derecognised when the Health Authority realises the rights to the
benefits specified in the contract or the Health Authority loses control over any right that
comprise that asset. A financial liability is derecognised when it is extinguished, that is,
when the obligation is discharged, cancelled or expired.

(d) Fixed assets and depreciation

Land and buildings held for use in the supply of goods or services, or for administrative
purposes, are stated in the statement of financial position at their revalued amounts, being the
fair value at the date of revaluation, less any subsequent accumulated depreciation and
subsequent accumulated impairment losses. Revaluations are performed with sufficient
regularity such that the carrying amounts do not differ materially from those that would be
determined using fair values at the statement of financial position date.

Any revaluation increase arising on the revaluation of such land and buildings is credited in net
worth to the properties revaluation reserve, except to the extent that it reverses a revaluation
decrease for the same asset previously recognised in statement of comprehensive income, in
which case the increase is credited to statement of comprehensive income to the extent of the
decrease previously charged. A decrease in the carrying amount arising on the revaluation of
such land and buildings is charged to statement of comprehensive income to the extent that it
exceeds the balance, if any, held in the properties revaluation reserve relating to a previous
revaluation of that asset.

Depreciation on revalued buildings is charged to statement of comprehensive income. On the
subsequent sale or retirement of a revalued property, the attributable revaluation surplus
remaining in the properties revaluation reserve is transferred directly to retained earnings
(deficit). No transfer is made from the revaluation reserve to retained earnings (deficit) except
when an asset is derecognised.

Properties in the course of construction for the main healthcare business, administrative
purposes, or for purposes not yet determined, are carried at cost, less any recognised
impairment loss. Cost includes professional fees and, for qualifying assets, borrowing costs
capitalised in accordance with the Health Authority’s accounting policy. Depreciation of these
assets, on the same basis as other property assets, commences when the assets are ready for
their intended use.

Medical equipment and other fixed assets are stated at cost less accumulated depreciation and
any accumulated impairment losses.

16



CAYMAN ISLANDS HEALTH SERVICES AUTHORITY

Notes to financial statements

For the year ended 30 June 2016
(stated in Cayman Islands dollars)

3. Significant accounting policies (continued)

(d) Fixed assets/depreciation (continued)

(€)

(f)

Depreciation is charged so as to write off the cost or valuation of assets, other than land and
properties under construction, over their estimated useful lives, using the straight-line method.
The estimated useful lives, residual values and depreciation method are reviewed at each year
end, with the effect of any changes in estimate accounted for on a prospective basis.

Depreciation is charged to the statement of comprehensive income on a straight-line basis on
the basis of the following periods estimated to write off the cost of the assets over their
expected useful lives:

Buildings 50 years
Medical equipment  8-15 years
Other fixed assets 3-15 years

Assets held under finance leases are depreciated over their expected useful lives on the same
basis as owned assets or, where shorter, the term of the relevant lease.

The gain or loss arising on the disposal or retirement of an item of fixed assets is determined as
the difference between the sales proceeds and the carrying amount of the asset and is
recognised in statement of comprehensive income.

Impairment

The carrying amount of the Health Authority’s assets other than inventory (see note 3(h)) is
reviewed at each statement of financial position date to determine whether there is any
indication of impairment. If any such indication exists, the asset’s recoverable amount is
estimated. An impairment loss is recognised whenever the carrying amount of an asset or its
cash-generating unit exceeds its recoverable amount.

Foreign currency translation

Transactions in foreign currencies are translated at the foreign exchange rate ruling at the date
of the transaction. Monetary assets and liabilities denominated in foreign currencies are
translated to Cayman Islands dollars at the exchange rate ruling at the statement of financial
position date. Foreign exchange differences arising on translation are recognised in the
statement of comprehensive income. Non-monetary assets and liabilities denominated in
foreign currencies, which are stated at historical cost, are translated to Cayman Islands dollars
at the foreign currency exchange rate ruling at the date of the transaction. Non-monetary assets
and liabilities denominated in foreign currencies that are measured at fair value are translated to
the Cayman Islands dollars at the foreign exchange rates ruling at the dates that the values were
determined.

17



CAYMAN ISLANDS HEALTH SERVICES AUTHORITY

Notes to financial statements

For the year ended 30 June 2016
(stated in Cayman Islands dollars)

3. Significant accounting policies (continued)

(9)

(h)

Allowance for bad debts

The allowance for bad debts is established through a provision for bad debts charged to
expenses. Accounts receivable are written off against the allowance when management
believes that the collectability of the account is unlikely. The allowance is an amount that
management believes will be adequate to cover any bad debts, based on an evaluation of
collectability and prior bad debts experience.

Inventory

Inventory is valued at the lower of net realisable value or cost, on a moving average basis.
Inventory is recorded net of obsolete and expired.

(i) Revenue recognition

0)

Patient revenue is recognized on the day services are provided.

Revenue from sale of goods and services such as Government programmes is recognized when
invoiced. Other income such as donation, rental and other miscellaneous income are
recognized when a grant is received or when services are provided.

Employee benefits

The Health Authority employees and their dependants receive free medical benefits of which a
portion is provided by the Health Authority. The portion provided by the Health Authority is
netted against revenue as this is considered as contractual adjustments.

The Health Authority provides post-employment benefits through defined benefit and defined
contribution plan.

Defined benefit plans

The Health Authority’s net obligation in respect of defined benefit plans is calculated by
estimating the amount of future benefit that employees have earned in the current and prior
periods, discounting that amount and deducting the fair value of plan assets. The cost of
pensions and other retirement benefits earned by employees is actuarially determined using the
projected unit credit method prorated on service and Management’s best estimate of expected
plan investment performance, salary escalation, retirement ages of employees, and mortality
rates. When the calculation results in a net benefit asset, the recognised assets is limited to the
total of any unrecognized past service costs and the present value of economic benefits
available in the form of any future refunds from the plan or reductions in future contributions to
the plan. To calculate the present value of economic benefits, consideration is given to any
applicable minimum funding requirements.
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CAYMAN ISLANDS HEALTH SERVICES AUTHORITY

Notes to financial statements

For the year ended 30 June 2016
(stated in Cayman Islands dollars)

3. Significant accounting policies (continued)

(i) Employee benefits (continued)

(k)

Defined benefit plans (continued)

Remeasurements of the net defined benefit liability, which comprise actuarial gains and losses,
the return on plan assets (excluding interest) and the effect of the asset ceiling (if any,
excluding interest), are recognised immediately in other comprehensive income (loss). The net
interest expense on the net defined benefit liability for the period is determined by applying the
discount rate applying the discount rate used to measured the defined benefit obligation at the
beginning of the annual period to the then-net defined benefit liability, taking into account any
changes in the net defined benefit liability during the period as a result of contributions and
benefit payments. Net interest expense and other expenses related to defined benefit plans are
recognised in profit or loss.

The discount rate used to value the defined benefit obligation is based on a combination of high
quality corporate bonds, in the same currency in which the benefits are expected to be paid and
with terms to maturity that, on average, match the terms of the defined benefit obligations and
the long-term rate of return of plan assets.

Defined Contribution Plans:

The Health Authority’s obligations for contributions to employee defined contribution pension
plans are recognized in the statement of comprehensive income in the periods during which
services are rendered by employees.

Provisions

Provisions are recognised when Health Authority has a present obligation (legal or
constructive) as a result of a past event, it is probable that the Health Authority will be required
to settle the obligation, and a reliable estimate can be made of the amount of the obligation.
The amount recognised as a provision is the best estimate of the consideration required to settle
the present obligation at the statement of financial position date, taking into account the risks
and uncertainties surrounding the obligation. Where a provision is measured using the cash
flows estimated to settle the present obligation, its carrying amount is the present value of those
cash flows. When some or all of the economic benefits required to settle a provision are
expected to be recovered from a third party, the receivable is recognised as an asset if it is
virtually certain that reimbursement will be received and the amount of the receivable can be
measured reliably.
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CAYMAN ISLANDS HEALTH SERVICES AUTHORITY
Notes to financial statements

For the year ended 30 June 2016
(stated in Cayman Islands dollars)

4. Cash and cash equivalents

2016 2015

Petty cash $8,900 $8,700
Bank accounts 3,887,942 6,624,317
$3,896,842 $6,633,017

At 30 June 2016, out of the $1.9 million unsecured bank overdraft facility which is reviewed
annually, $713,736 (2015: $212,155) was used most recently.

5. Accounts receivable - net

2016 2015 (As Restated)

Gross accounts receivable $122,324,869 $100,496,205
Allowance for bad debts (94,468,399) (78,129,937)

$27,856,470 $22,366,268

Allowance for bad debts movement:

2016  2015(As Restated)

Balance at 1 July $78,129,937 $57,089,591
Additional provisions 13,668,032 16,741,946
Provisions (contractual adjustments) 6,184,237 6,600,732
Write-offs (3,513,807) (2,302,332)

$94,468,399 $78,129,937

Below is the aging profile of accounts receivable as at 30 June 2016 and 30 June 2015:

2016 2015
1-30 days $8,501,116 $8,839,944
31 -90 days 13,323,490 8,370,685
91 - 365 days 20,494,279 24,888,172
Over 365 days 80,005,983 58,397,404

$122,324,869 $100,496,205
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6. Other receivables - net

2016 2015
Cabinet receivable $3,055,320 $3,129,549
Other accounts receivable 451,080 503,446
Salary advance 52,999 35,278
3,559,399 3,668,273
Less allowance for bad debts 2,072,732 1,727,499
$1,486,667 $1,940,774

Allowance for bad debts movement:
2016 2015
Balance at 1 July $1,727,499 $1,477,589
Additional provisions 345,233 249,910
$2,072,732 $1,727,499

7. Inventory - net

2016 2015
Pharmaceutical supplies $4,019,431 $3,349,901
Medical supplies 3,691,597 2,848,593
Other supplies 390,345 385,738
8,101,373 6,584,232
Less allowance for inventory impairment 731,154 470,997
$7,370,219 $6,113,235

The cost of inventories recognized as operating expenses during the period was $11,952,475 (2015:
$13,530,794). The inventory write-downs presented in the Statement of comprehensive income as
at 30 June 2016 amounts to $574,241 (2015: $612,075) and this represent the write-off for expired
drugs and inventory adjustments after year end count.
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8. Fixed assets

For the year ended Medical Other
June 30, 2016 Land Buildings equipment assets Total
Cost:
At beginning of year 8,253,125 52,996,110 16,004,991 14,275,550 91,529,776
Additions during year - 40,713 691,847 1,322,152 2,054,712
Derecognition during year - (1,995) - (37,210) (39,205)
Revaluation adjustment 44,875 2,522,887 - - 2,567,762
At end of year 8,298,000 55,557,715 16,696,838 15,560,492 96,113,045
Accumulated depreciation:
At beginning of year - 6,630,615 11,083,628 10,698,169 28,412,412
Charge for year - 1,358,378 1,194,516 515,286 3,068,180
Derecognition during year - - - (26,926) (26,926)
Revaluation adjustment - (7,988,993) - - (7,988,993)
At end of year - - 12,278,144 11,186,529 23,464,673
Carrying value:
At June 30, 2016 $8,298,000  $55,557,715  $4,418,694  $4,373,963 $72,648,372
For the year ended Medical Other
June 30, 2015 Land Buildings equipment assets Total
Cost:
At beginning of year 8,253,125 52,813,008 14,484,902 12,935,897 88,486,932
Additions during year - 183,102 2,309,349 1,390,389 3,882,840
Derecognition during year - - (789,260) (50,736) (839,996)
At end of year 8,253,125 52,996,110 16,004,991 14,275,550 91,529,776
Accumulated depreciation:
At beginning of year - 5,274,154 10,786,560 10,301,109 26,361,823
Charge for year - 1,356,461 1,068,730 461,466 2,886,657
Derecognition during year - (771,662) (64,406) (836,068)
At end of year - 6,630,615 11,083,628 10,698,169 28,412,412
Carrying value:
At June 30, 2015 $8,253,125  $46,365,495  $4,921,363  $3,577,381 $63,117,364
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8.

10.

Fixed assets (continued)

Included in other fixed assets are: cost of buildings under construction, computer hardware &
software, furniture & fittings, motor vehicles and office equipment. The cost of buildings under
construction as at 30 June 2016 amounts to $1,864,531 (2015: $1,320,084).

Under the Health Services Authority Law, the Cayman Islands Government vested in the Health
Authority’s various health care facilities in the Cayman Islands. These properties were valued on
January 1, 2001, June 17, 2011 and July 5, 2016 by the Department of Lands & Survey and DDL
Studio Ltd., an independent appraiser, respectively on depreciated replacement cost basis. The June
30, 2016 balance of fixed assets after asset revaluation on the same date includes an amount relating
to gross revaluation surplus of $11,490,780 (included in statement of changes in net worth) and
gross revaluation loss of $934,025 (charged to statement of comprehensive income).

Accounts payable and accrued expenses

2016 2015
Accounts payable $3,320,550 $7,454,904
Accrued expenses 3,037,831 4,917,674
Employee benefits (Note 3 (j)) 206,369 491,662
$6,564,750 $12,864,240

Loans payable
2016 2015
Current $251,028 $243,295
Non-current 1,137,580 1,388,017
$1,388,608 $1,631,312

Health Authority purchased seven units at the Lemon Grove Apartments located in George Town at
a purchase price of $990,000 including chattels on 25 February 2011 to serve as housing for
locums, visiting specialist, newly recruited employees and all other guests who needs temporary
housing. This was funded by a secured loan of $800,000 obtained from First Caribbean
International Bank (FCIB) at an interest rate of 3.75% for 10 years. A building with carrying
amount of $950,000 (2015: $895,551) is subject to a first charge to secure the loan.

On 4 November 2011, Health Authority purchased also a 1.53 acre piece of land located at the
corner of Hospital Road and Smith Road at a purchase price of $1.7 million. This was funded by a
secured loan of $1.7 million obtained from FCIB at an interest rate of 3.75% for 10 years. A land
with carrying amount of $1,545,000 (2015: $1,739,125) is subject to a first charge to secure the
loan.
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10.

11.

12.

Loans payable (continued)

With these two loans obtained from FCIB the overdraft facility was reduced to $1.539 million from
$4 million and each repayment of loan will be added back to the overdraft facility every year based
on the bank agreement signed on 21 October 2011. As at 30 June 2016, the overdraft facility has
been restored to a balance of $1.906 million from $1.539 million. The finance charge paid for both
of these loans as at 30 June 2016 amounts to $53,923 (2015: $61,585).

Patient services fees

2016 2015 (As Restated)

Fees from the rendering of services-net $69,189,144 $67,409,701
Fees from sale of goods 20,295,982 21,128,147

$89,485,126 $88,537,848

The amounts disclosed above for fees from sale of goods are derived from the sale drugs at
pharmacy stores, district clinics, wards and all other locations. Patient services sold to the
Government under Purchase Agreement such as medical care for beyond insurance coverage and
indigent are included in the above.

The amount netted against fees from rendering of services, represent the medical benefit of
employees and their dependants that has been provided by Health Authority and public health
revenues.

Government programmes

2016 2015
Faith Hospital 3,445,158 $3,445,158
Ambulance 2,247,293 2,247,293
District Clinics 2,242,947 2,242,947
Mental Health 2,231,204 2,231,204
Public Health 1,330,576 1,330,576
Special Needs 741,660 1,050,248
School Health 688,785 626,980
Medical Internship 150,000 153,127

$13,077,623 $13,327,533

The amount reported as government programmes includes nil (2015: $249,910) (Note 18) budget
shortfall for medical internship and special needs outputs which are not collectible from the
Government and agreed by the Health Authority to provide an allowance for bad debts.
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12. Government programmes (continued)

The above including the medical care for beyond insurance coverage and indigent are all presented
in the Annual Report — Purchase Agreement and reported to the Government as prescribed in
Public Management and Finance Law.

13. Staff costs

2016 2015
Salaries & Wages (including overtime) $48,411,179 $45,912,625
Health Care — Overseas/Local 5,889,225 4,534,594
Pension Contribution 2,813,115 2,691,149
Allowances 2,637,283 2,126,939
Other Staff Cost 1,474,872 1,530,765
Unfunded Defined Benefit, net of re-measurement 1,289,000 1,190,000

$62,514,674 $57,986,072

14. Other operating expenses

2016 2015

Software licensing fees $1,727,010 $1,072,076
Freight and shipping 1,012,220 1,021,562
Repairs and maintenance 944,276 943,269
Overseas laboratory tests 643,014 744,057
Public relations and publicity 189,358 302,391
Computer maintenance 171,128 233,902
Mail courier service 170,017 178,442
Bank charges 136,203 112,848
Advertising 55,250 110,867
Finance charges (Note 10) 53,923 61,585
Custom duties 14,127 1,671,139
AIS transaction fees (7,151) 343,025
Miscellaneous 789,596 459,080
$5,898,971 $7,254,243
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15. Pension
(a) Defined Benefit Plan

The Public Services Pension Plan (the “Plan”) is managed by the Public Services Pension
Board (the “PSPB”). The PSPB is responsible for, among other things, administering the
Public Service Pensions Fund (the “Fund”), communicating with plan participants and
employers, prescribing contribution rates in accordance with the latest actuarial valuation and
recommending amendments to the Plan as needed.

In March 2005, the Financial Secretary of the Government informed the Health Authority that
the decision to keep the unfunded defined benefit liability a central liability of the Government
has been reversed and the Health Authority is expected to recognize the unfunded defined
benefit liability on its financial statements.

Contributions towards benefits accruing in respect of the current service (i.e. for the period
since the employee was enrolled in the plan) are funded at rates periodically advised to
Health Authority by the Pensions Board and are recognised as an expense in the period
incurred. The Health Authority is also required to make payments to the plan to fund
benefits accruing in respect of past service (the “past service funding liability™).

This past service funding liability, which is generally equivalent to the actuarially
determined present value of the defined benefit obligations less the value of the assets
available to meet such obligations, is calculated periodically by the Plan actuaries and
reported to the Health Authority by the Pensions Board.

The Health Authority recognizes changes in the past service funding liability, adjusted for
funding payments made, as an expense or gain in the period in which such changes are
incurred. In the absence of formal notification from the Pensions Board, the Health

Authority has no reliable way to quantify its liability to the Plan in respect of unfunded past
service benefits.

To determine the defined benefit obligation of the Health Authority under the Plan, a
professional actuary of PSPB was engaged to conduct annual studies. The most recent
provisional actuarial estimate was performed as of June 30, 2016 by the PSPB indicated a
plan deficit attributable to the Health Authority of $13,261,000 (2015: $10,220,000). The
Health Authority has engaged the PSPB and the new actuaries, Mercer, in discussions
concerning the basis appropriateness of the calculation of the defined benefit liability and
basis on which the obligation was assigned to the entity.
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15. Pension (continued)
(a) Defined Benefit Plan (continued)

Pension Expense and Reconciliation of Defined Pension Liability

30.06.16 30.06.15
C1$(000) CI1$(000)
Provision at the beginning of the year 10,220 10,239
Pension expense for the year 3,331 274
Employer contributions (290) (293)
Provision at end of year 13,261 10,220
Reconciliation of Funded Status:
Company's share of defined benefit obligation 23,104 20,346
Less: Fair value of plan assets 9,843 10,126
Defined benefit liability 13,261 10,220
Components of Defined Benefit Cost for the
year:
Current service cost 1,107 1,039
Total net interest cost 472 444
Administrative expenses and taxes - -
Defined benefit cost included in P&L 1,579 1,483
Remeasurement Included in Other
Comprehensive Income (OCI):
Demographic assumptions change - (6)
Financial assumptions change 3,305 (1,058)
Experience adjustments (1,558) 80
Return on plan asset (excluding interest) 5 (225)
Total remeasurement included in OCI 1,752 (1,209)
Pension Expense for the year 3,331 274
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15. Pension (continued)
(a) Defined Benefit Plan (continued)

The change in fair value of plan assets is as follows:

30.06.16 30.06.15
$000 $000
Fair value of plan assets at beginning of year (negative) 10,126 8,938
Interest income 494 419
Cash flows
Employer and participant contributions 539 544
Benefit payments from plan (1,311) -
Administrative expenses paid from plan assets - -
Remeasurements — return on plan assets (excluding
interest income) (5) 225
Fair value of plan assets at end of year (negative) 9,843 10,126
The defined benefit liability reconciliation is as follows:
30.06.16 30.06.15
$000 $000
Defined benefit obligation at beginning of year 20,346 19,177
Current service cost 1,107 1,039
Interest expense 966 863
Effect of changes in demographic assumptions - (6)
Effect of changes in financial assumptions 3,305 (1,058)
Effect of changes in experience adjustments (1,558) 80
Cash flows (1,062) 251
Defined benefit obligation at end of year 23,104 20,346
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15. Pension (continued)
(a) Defined Benefit Plan (continued)

The sensitivity analysis on defined benefit obligation is shown below:

30.06.16 30.06.15
1. Discount rate
a. Discount rate - 25 basis points 24,383 21,404
b. Discount rate + 25 basis points 21,919 19,364
2. Inflation rate
a. Inflation rate - 25 basis points 21,932 19,282
b. Inflation rate + 25 basis points 24,362 21,490
3. Mortality
a. Mortality - 10% of current rates 23,588 20,720
b. Mortality +10% of current rates 22,662 20,002
The expected cash flow for the following year is as follows:
30.06.16 30.06.15
$000 $000
Expected employer contributions 450 303
The significant actuarial assumptions are presented below:
Weighted-average assumptions to
determine benefit obligations 30.06.16 80.06.15
1. Discount rate 4.00% 4.75%
2. Rate of salary increase 3.50% 3.50%
3. Rate of price inflation 2.50% 2.50%
4. Rate of pension increases 2.50% 2.50%
5. Post-retirement mortality table RP-2014 generationally  RP-2014 projected on a
projected using Scale generational basis using
MP-2014 MP-2014
6. Cost Method Projected Unit Credit Projected Unit Credit
7. Asset valuation method Market Value Market Value
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15. Pension (continued)
(a) Defined Benefit Plan (continued)

Weighted-average assumptions to

determine defined benefit cost 30.06.16 30.06.15
1. Discount rate 4.75% 4.50%
2. Rate of salary increase 3.50% 3.50%
3. Rate of price inflation 2.50% 2.50%
4. Rate of pension increases 2.50% 2.50%
5. Post-retirement mortality table RP-2014 generationally ~ UP-94 projected on a
projected using Scale generational basis
MP-2014 using Scale BB
Plan Assets

The Defined Benefit assets as well as Defined Contribution assets of the Plan are held as
part of the Fund and managed by the PSPB. The assets of two other pension plans are
pooled together to constitute the Fund.

The assets are notionally allocated to each of the three participating pension plans through
an international accounting mechanism that tracks, for each accounting period, actual cash
flows and allocates investment income based on the rate of return earned by the Fund.
Based on the data provided, the gross rate of return earned by the Fund for the 2015/2016
fiscal year was 4.89% (2015: 6.69%). Similar internal accounting is used for developing
each participating entity’s share of the asset portfolio of the Fund.

The valuations are based on the asset values as at June 30, 2016 provided by the PSPB,
along with cash flow and other supplemental asset information. The assets are held in trust
by CIBC Mellon. The data provided by the PSPB had been relied without further audit.

The Fund currently has investment policy with a target asset mix of 80% equities and 20%
bonds. As at June 30, 2016, the Fund was invested as follows:

30.06.16 30.06.15
Plan Assets by Asset Category ($000) Percentage ($000) Percentage
Global equities securities 431,083 80% 411,606 80%
Debt securities 103,167 19% 97,807 19%
Cash 2,583 1% 6,312 1%
Total 536,833 100% 515,725 100%
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15. Pension (continued)
(a) Defined Benefit Plan (continued)

The share of the Fund that has been notionally allocated to the Health Authority with
regards to its participation in the Defined Benefit Part of the Plan is $9,843,000 as at June

30, 2016 (2015 :$10,126,000).

The Actuarial Assumptions

The actuarial assumptions have been approved by the Financial Secretary, the main sponsor
of the Plan on August 10, 2016. The principal financial and demographic assumptions used
at June 30, 2016 and June 30, 2015 are shown in the table below. The assumptions as at the
reporting date are used to determine the present value of the benefit obligation at that date
and the pension expense for the following year.

Measurement Date 30.06.2016 30.06.2015

Discount rate

- BOY disclosure and current  4.75% per year 4.50% per year
year expense

- EQY disclosure 4.00% per year 4.75% per year

- Following year current 4.10% per year 4.75% per year
service cost

Increases in pensionable earnings  3.50% per year 3.50% per year

Rate of Pension Increases
Mortality

- BOY disclosure and current
year expense

- EOY disclosure and
following year expense

Disability
Turnover Rates

2.50% per year

RP-2014 generationally
projected using Scale
MP-2014

RP-2014 generationally
projected using Scale
MP-2014

None
Age related table

2.50% per year

UP-94 generationally
projected using Scale BB

UP-94 generationally
projected using Scale BB

None
Age related table
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15. Pension (continued)
(a) Defined Benefit Plan (continued)

Measurement Date 30.06.2016 30.06.2015
Retirement Age 57 and 10 years of Age 57 and 10 years of
service service
Assumed life expectations  Retiring today (member age  Retiring today (member age
on retirement 57): 30.21 57): 30.12
Retiring in 25 years (atage  Retiring in 25 years (at age
57): 32.4 57): 32.4
Liability Cost Method Projected unit credit method Projected unit credit method
Asset Value Method Market Value of Assets Market Value of Assets
Commutation of pension  All members commute 25%  All members commute 25%
at retirement at retirement
Turnover Rates at sample ages:
Age Males Females
20 7.5% 12.5%
25 5.0% 12.5%
30 3.5% 7.5%
35 2.5% 4.5%
40 1.5% 2.5%
45 0.5% 5.0%
50 0.0% 0.0%

Except for the discount rate and mortality assumptions, there have been no changes in
actuarial assumptions since the prior valuation. Historically, a single level equivalent
discount rate was used to determine the benefit obligation, service cost, interest cost and
interest on service cost. The discount rate as at June 30, 2016 was determined in
accordance with AIS 19R. In accordance with IAS 19R paragraph 83, determined by
reference to marker yields on high quality corporate bonds (consistent with the term of the
benefit obligations) at the fiscal year end date. The Mercer US Above Mean Yield Curve
(referencing US corporate bond yields) was used to determine discount rates due to strong
economic and currency links between the US and Cayman Islands.
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15. Pension (continued)
(a) Defined Benefit Plan (continued)

Effective July 1, 2016, separate discount rates are being used to value the benefit
obligation, service cost, interest cost and interest cost on the service cost. The discount rate
used to calculate the benefit obligations is determined by multiplying the liability cashflows
by the spot rates and determining a level equivalent discount rate. The discount rate used
to calculate the services cost is determined by multiplying the service cost cashflows by the
spot rates and determining level discount rate. Interest cost is determined by summing the
product of the discounted liability cashflows and the spot rates. Interest on the service cost
is determined by summing the product of the discounted service cost cashflows and the
spot rates.

Participant Data

The defined benefit obligation at 30 June 2016 of the Health Authority as it relates to its
participation in the Plan is based on the member data as at 1 January 2016 (82 active
members). The same data was used for the calculation of the defined benefit obligation at
30 June 2015.

b) Defined contribution plan

Employees who are not participants in the defined benefit part of the Plan are enrolled in
defined contribution part of the Plan. The total number of employees enrolled in the defined
contribution with the PSPB at 30 June 2016 is 656 (2015: 661).
During the year ended 30 June 2016, the Authority and its employees contributed to the fund
7% and 6%, respectively (2015: 7% and 6%, respectively).
The total amount recognised as a pension expense for the year ended 30 June 2016, inclusive of
both defined benefit and defined contribution parts, was $4,102,115 (2015: $3,881,149).

16. Provision

The Health Authority is a defendant to several claims that have been brought against it by patients
and employees as a result of its medical operations. Estimated liability for the lawsuits as of 30
June 2016 is nil (2015: nil). As of 30 June 2016, nil (2015: $14,527) was paid out as settlement for
medical malpractice claims and employee claim, respectively.
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17. Contingencies and commitments

(@)

(b)

Contingent legal claims

The Health Authority believes that the outflow of funds for the malpractice and employee
related legal claims amounting to $6,385,000 and nil (2015: $6,417,000 and nil), respectively
are less than probable to be successful and are covered by insurance in excess of deductible;
accordingly, no provisions were recognized for possible losses.

There are a number of claims outstanding that relate to services provided prior to the
establishment of the Health Authority or prior to 1 July 2002. Neither provision nor contingent
liability has been made for these claims in the financial statements, as the Health Authority
believes any costs encountered [that are not covered by insurance] will be met by the Ministry
of Health and Human Services (the “Ministry”).

Capital and operating commitments

Type One year or One to five Over five Total
less years years

Capital Commitments

Land and buildings $ - % - 3 - 8 -
Other fixed assets 160,207 - - 160,207
Total Capital Commitments 160,207 - - 160,207

Operating Commitments

Non-cancellable contracts for the 348,038 135,133 483,171
supply of goods and services
Total Operating Commitments 348,038 135,133 - 483,171
Total Commitments $ 508,246 $ 135,133 $ - $ 643,378

The outstanding capital commitment for the completion of generators project amounts to
$160,207 (2015: $202,201) with JML International Ltd and Mepco Ltd.

In addition, the Health Authority has entered into various operating commitments with terms
less than one year to over five years term amounting to $483,171 (2015: $1,506,684).
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18. Related party transactions

The Health Authority is directly controlled by the Government and has transactions with entities
directly or indirectly controlled by the Government through its government authorities, agencies,
affiliations and other organizations (collectively referred to as “government-related entities”). The
Health Authority has transactions with other government-related entities but not limited to the sale
and purchase of goods and ancillary materials, rendering and receiving services, lease of assets,
depositing money, and use of public utilities.

These transactions are conducted in the ordinary course of Health Authority’s business on terms
comparable with other entities that are not government-related. The Health Authority has
established procurement policies, pricing strategy and approval process for purchases and sales of
goods and services, which are independent of whether the counterparties are government-related
entities or non-government-related entities.

For the year ended 30 June 2016, management estimates that the aggregate amount of Health
Authority’s transactions with government-related entities are at least 72% (2015:72%) of its
revenue and between 5-10% (2015:5-10%) of its operating expenditures. Significant transactions
with the government-related entities are discussed as follows:

o The Health Authority provides health care for a large portion of the employees of the
Government and their dependants including other ancillary services to other government
related-entities and reported this as revenue in the amount of $42,891,385 (2015:
$45,045,266). The Health Authority is reimbursed by Cayman Islands National Insurance
Company (CINICO) for the services provided to the employees of the Government and
their dependants.

e The Health Authority has drawn equity injection during the year amounting to $7,037,715
(2015: $847,500) from the Government’s Cabinet and out of this amount $6,415,060 was
for property insurance premiums with an arrears of four years that has been written off by
the Government in favour of the Health Authority. These payments do not have to be
repaid and are composed as follows:

30 June 2016 30 June 2015

Subsidy for Capital expenditures $622,655 $847,500
Subsidy for Insurance premiums 6,415,060 -
$7,037,715 $847,500
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18. Related party transactions (continued)

e Pursuant to the general and supplemental appropriation for the year ended 30 June 2016,
the Health Authority billed the Government’s Cabinet $27,075,848 (2015: $25,907,058)
during the year for the outputs that have been purchased by the Government to provide
medical care for indigent persons and under/un-insured children (included in patient
services fees) and other government programmes totalling $13,077,623 (2015:
$13,327,533) and the maintenance of Faith Hospital in the amount of $3,445,158 (2015:
$3,445,158). The amount outstanding as overall cabinet receivable as of 30 June 2016
amounts to $3,055,319 (2015: $3,129,549) pertaining to 2015/16 appropriation were duly
included in the supplemental budget requests of Government’s Cabinet.

o Below is the cost incurred by Health Authority for the other government programmes
delivered to the Government and the budget amount:

Billed Budget
Faith Hospital 3,445,158 $3,445,158
Ambulance 2,247,293 2,247,293
District Clinics 2,242,947 2,242,947
Mental Health 2,231,204 2,231,204
Public Health 1,330,576 1,580,576
Special Needs 741,660 741,660
School Health 688,785 688,785
Medical Internship 150,000 150,000

$13,077,623 $13,327,623

The remuneration of directors and other members of key management mainly included as staff costs
including pension during the year was as follows:

2016 2015

Short-term benefits:
Senior management $1,623,361 $1,675,438
Board of directors 18,813 16,800
$1,642,174 $1,692,238

As at 30 June 2016 the Health Authority had incurred a medical cost of $13,294 (2015: $29,628)
for its key management and provided in its own facility.

The Health Authority also had transactions with members of key management or with their family
such as official travel reimbursements et al with an annual disbursement of $34,347 (2015:
$26,237) and salary of other related party amounting to $256,628 (2015: $219,389).
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19. Financial instruments and associated risks

For certain of the Health Authority’s financial instruments, including cash and cash equivalents,
other receivables, accounts receivable, accounts payable and accrued expenses, the carrying
amounts approximate fair value due to the immediate or short-term nature of these financial
instruments.

Fair value estimates are made at a specific point in time, based on market conditions and
information about the financial instrument. These estimates are subjective in nature and involve
uncertainties and matters of significant judgment and therefore, cannot be determined with
precision. Changes in assumptions could significantly affect the estimates. The Health Authority’s
activities expose it to various types of risk. The most important type of financial risks to which the
Health Authority is exposed are as follows:

19.1 Credit risk

Credit risk represents the accounting loss that would be recognised at the reporting date if counter
parties failed completely to perform as contracted. To reduce exposure to credit risk, the Health
Authority performs ongoing credit evaluations of the financial condition of its customers but
generally does not require collateral and parties who had defaulted despite repetitive collection
efforts are referred to collection agency or to legal counsel. The Health Authority is exposed to
credit-related losses in the event of non-performance by counter parties to these financial
instruments. Most importantly, the Health Authority has escalated the credit risk concentration to
the Ministry for policy changes to reduce bad debts.

Accounts receivable consist of a large number of customers and these customers would either have
health insurance policy with CINICO or with various commercial insurance or no insurance
coverage at all. Concentration of credit risk belongs to the group of customers known as “self-
pay”. These amounts are owed by customers who have neither insurance coverage nor sufficient
coverage which are estimated to be 75% - 100% uncollectible.
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19. Financial instruments and associated risks (continued)

19.1 Credit risk (continued)

The carrying amount of financial assets recorded in the financial statements as accounts receivable
from “self-pay” group of customers, which is net of allowance for bad debts, represents the
maximum exposure to credit risk:

Less than 1 1-3months 3 monthsto1year 1 year over Total
month
$000 $000 $000 $000 $000
2016
Gross accounts recivable 762 1,220 7,188 52,611 61,781
Allowance for bad debts 572 1,037 6,963 52,599 61,171
190 183 225 12 610
2015
Gross accounts recivable 1,355 1,354 7,795 41,727 52,231
Allowance for bad debts 1,016 1,151 7,529 41,606 51,302
339 203 266 121 929

19.2 Liquidity risk

Ultimate responsibility for liquidity risk management rests with the board of directors, which has
built an appropriate liquidity risk management framework for the management of the Health
Authority’s funding and liquidity management requirements. The Health Authority manages
liquidity risk by maintaining the $1.9 million credit facility, by continuously monitoring forecast
and actual cash flows and matching the maturity profiles of financial assets and liabilities.

The following tables indicate the contractual timing of cash flows arising from assets and liabilities
included in the financial statements as of 30 June 2016 and 30 June 2015.
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19. Financial instruments and associated risks (continued)
19.2 Liquidity risk (continued)
Carrying No stated

amount maturity Contractual cash flows (undiscounted)
0-1 12 2-3 34 >5
30 June 2016 yr yIs yrs yrs yIs
Financial assets
Cash and cash equivalents $3,896,842 $38%6842 § - § - §
Other receivables 1,486,667 1,486,667
Accounts receivable, net 27,856,470 27,856,470
33,239,979 - 33239979
Financial liabilities
Accounts payable and accrued expenses 6,564,750 6,564,750
Unfunded pension obligation 13,261,000 13,261,000
Loans payable 1,388,608 51028 25108 251028 251,08 384,496
21,214,358 - 20076778 251,08 251028 251,028 384,496
Difference in contractual flows $12,025,621 - $13163201  ($251,028) (§251,028) ($251,028)  ($384,496)
Carrying No stated
amount maturity Contractual cash flows (undiscounted)
0-1 12 2-3 34 >5
30 June 2015 yr yrs yrs yrs yrs
Financial assets
Cash and cash equivalents $6,633,017 $6,633017 § - § - §
Other receivables 1,940,774 1,940,774
Accounts receivable, net 22,366,268 22,366,268
30,940,059 - 30,940,059
Financial liabilities
Accounts payable and accrued expenses 12,864,240 12,864,240
Unfunded pension obligation 10,220,000 10,220,000
Loans payable 1631312 43295 243295 243205 243295 658,132
24,715,552 - 837535 43295 243295 243295 658,132
Difference in contractual flows $6,224,507 - $7,612524  ($243,295) ($243.295) ($243295)  ($658,132)
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19.

20.

21.

Financial instruments and associated risks (continued)
19.3 Interest risk

Interest rate risk — The Health Authority is exposed to interest rate risk for the $1.9 million credit
facility with First Caribbean International Bank (Cayman) Ltd (“FCIB”) at a prime rate plus 0.25%
per annum. This interest rate will fluctuate from time to time in line with the general level of
interest rates. The risk is managed by the Health Authority by maintaining a short-term credit
agreement that is renewable every year to have a negotiable and preferred rate. In addition, the
Health Authority is limiting the usage of the credit facility by continuously monitoring the daily
cash position which management views as likely to result into a bank preferred interest rate on the
renewal of the agreement. The Health Authority has a minimal exposure on interest risk as none of
the other financial instruments is exposed to this type of risk.

Post employment benefit

Starting April 2010, the Health Authority has paid for medical bills of its retirees whose medical
coverage was dropped by the Portfolio of the Civil Service (POCS). The continued payment of
these medical bills constitutes a constructive obligation on the Health Authority to be liable for
future medical bills of such retirees although there is no policy decision yet issued by the POCS as
to who should be liable for the medical costs of these retirees. Subsequent to this, the Board has
made a policy decision that all new employees hired starting November 1, 2010 and on wards will
no longer have a lifetime medical benefits. Such liability has not been estimated or recognized in
these financial statements and the Health Authority is currently trying to engage an insurance
company to cover the retiree’s medical benefits.

Prior period adjustments

For the prior year ended 30 June 2015

The Health Authority conducted a reconciliation of records between the 2015 Accounts receivables
and its related sub-ledger accounts. This has resulted to a prior period adjustment amounting to
$1,363,664 and restatement of prior year’s primary financial statement.
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21. Prior period adjustments (continued)

22.

The following illustrates the adjustments for each item affected by the above prior period

adjustments:

As of and for the year ended 30 June 2015

As previously

Adjustment

Statement of financial position:
Accumulated deficit
Accounts receivable - net
Total assets
Net assets

Statement of comprehensive income:
Patient service fees
Total revenue
Net loss for the year

Statement of cash flows:
Net loss for the year
Increase in accounts receivable - net

Subsequent event

reported required As Restated

$ (69,092,883) $ (1,363,664) $ (70,456,547)
23,729,932 $ (1,363,664) 22,366,268
103,324,649 $ (1,363,664) 101,960,985
78,609,097 $ (1,363,664) 77,245,433
89,901,512 $ (1,363,664) 88,537,848
104,351,369 $ (1,363,664) 102,987,705
(1,705,302) $ (1,363,664) (3,068,966)
(1,705,302) $ (1,363,664) (3,068,966)
(29,070,827) $ 1,363,664 (27,707,163)

During the board meeting held on 26 October 2016, the Board of Directors approved a resolution to
write-off accounts amounting to $8.2 million. These amounts represent long outstanding balance
falling between the periods September 2013 to June 2010. As at March 31, 2017, this write-off has

been recognized in the books of the Health Authority.
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