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Hospital Service District No. 3 of the Parish of Lafourche, State of Louisiana (d/b/a Thibodaux Regional Medical Center) Management's Discussion and Analysis 
This section of the Hospital Service District No. 3 of the Parish of Lafourche, State of Louisiana (d/b/a Thibodaux Regional Medical Center) (the "Hospital") annual financial report provides important background information and management's analysis of the Hospital's financial performance during the fiscal year ended September 30, 2003. Please read this section in conjunction with the basic financial statements in this report. Required Financial Statements The basic financial statements contained in this report are presented using Governmental Accounting Standards Board ("GASB") accounting principles. These financial statements offer short-term and long-term financial information about the Hospital's activities. The balance sheets, include all of the Hospital's assets and liabilities and provide information about the nature and amounts of investments in resources (assets) and the obligations to Hospital creditors (liabilities). It also provides the basis for computing rate of return, evaluating the capital structure of the Hospital, and assessing the liquidity and financial flexibility of the Hospital. 
All of the current year's revenues and expenses are accounted for in the statements of revenue, expenses, and changes in net assets. This statement measures changes in the Hospital's operations over the past years and can be used to determine whether the Hospital has been able to recover all of its costs through its net patient service revenue and other revenue sources. The final required financial statement is the statement of cash flows. The primary purpose of this statement is to provide information about the Hospital's cash from operating, investing, and financing activities, and to provide answers to such questions as where did cash come from, what was cash used for, and what was the change in cash balance during the reporting period. 
Financial Analysis of the Hospital The balance sheets and the statements of revenue, expenses, and changes in net assets report information about the Hospital's activities. Increases or decreases in the Hospital's net assets are one indicator of whether its financial health is improving or deteriorating. However, other nonfinancial factors such as changes in the health care industry, changes in Medicare and Medicaid regulations, and changes in managed care contracting should also be considered. 



 

Hospital Service District No. 3 of the Parish of Lafourche, State of Louisiana (d/b/a Thibodaux Regional Medical Center) Management's Discussion and Analysis (continued) 
The Hospital's condensed balance sheets are presented below: TABLE 1 
Total current assets Property, plant, and equipment net Other assets, including assets whose use is limited Total assets Total current liabilities Long-term debt Total liabilities Net assets Total liabilities and net assets 

September 30 2003 2002 Percent 
$ 25,135 $ 50,071 34,585 $ 39,572 (9,450) 10,499 
89,383 77,706 11,677 

(27)% 27 
t5 8 8% (2) 2 10 8 As shown in Table 1, total assets increased by $12,726,000, or 8%, to $164,589,000 at September 30, 2003, up from $151,863,000 at September 30, 2002. The change in total assets results primarily from cash generated from operations. 

Current Assets Decreases in current assets result primarily from investments being made in property, plant, and equipment, $16,650,000 in fiscal 2003, a reduction in accounts receivable, and purchases of additional investments of approximately $12,900,000 in fiscal 2003. Investments are classified as assets limited as to use. At September 30, 2003, current assets continued to exceed current liabilities. The current ratio decreased to 2.2 at September 30, 2003 versus 3.2 at September 30, 2002. While the decrease in this ratio indicates a deteriorating trend, these calculations exclude consideration of the investments designated by the board of commissioners for plant repair and expansion. Including these liquid investments in the calculations would yield ratios substantially in excess of industry averages. 



 

Hospital Service District No. 3 of the Parish of Lafourche, State of Louisiana (d/b/a Thibodaux Regional Medical Center) 
Capital Assets 
Management's Discussion and Analysis (continued) 

The following table presents the components of the Hospital's capital assets at September 30, 2003 and 2002. TABLE 2 

Land and land improvements Building, fixed equipment, and equipment Subtotal Less accumulated depreciation and amortization Construction in progress Net property, plant, and equipment 

September 30 2003 2002 
$ 3,338 $ 3,362 90.454 75.127 

During fiscal year 2003, the Hospital invested $16,650,000 in a broad range of capital assets. Net property, plant, and equipment has increased as the Hospital has enhanced existing facilities, equipment, and is in the process of building new space to accommodate inpatient services. These additions exceeded the current fiscal year's depreciation expense resulting in a higher balance. 



 

Hospital Service District No. 3 of the Parish of Lafourehe, State of Louisiana (d/b/a Thibodaux Regional Medical Center) Management's Discussion and Analysis (continued) 
Long-Term Debt At year end, the Hospital had $16,950,000 in debt outstanding. The debt amount is shown net in the balance sheet of the unamortized bond discount. The debt balance has decreased by $376,000 in fiscal year 2003, due to $400,000 of principal payments offset by bond discount amortization. No new long-term debt was incurred in the current year. Total debt outstanding represents approximately 10% of the Hospital's total assets at September 30, 2003. The Hospital repaid all of its outstanding debt on January 12, 2004. A premium of $331,000 was paid as a result of this transaction. Net Assets The following table presents the components of the Hospital's net assets at September 30, 2003 and 2002. TABLE4 

Invested in capital assets, net of related debt Restricted Unms~cted 

September 30 2003 2002 (ln Thousands) $ 33,413 2,570 100.820 $22,538 3,979 98.021 $ 136.803 $124,538 During 2003, total net assets increased $12,265,000, or 10%, as a result of operating revenue exceeding operating expenses by $11,099,000, nonoperating income of $1,149,000, and increases in restricted net assets of $17,000. The Hospital purchased $16,650,000 of property, plant, and equipment during 2003, which increased the reported amount of net assets invested in capital assets, net of related debt, and made principal payments on related debt of $400,000. This increase was offset by depreciation expense of $6,100,000. 
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Hospital Service District No. 3 of the Parish of Lafourche, State of Louisiana (d/b/a Thibodaux Regional Medical Center) Management's Discussion and Analysis (continued) 
Statements of Revenue and Expenses A summary of the Hospital's revenues and expenses for fiscal years 2003 and 2002 are presented below. 

Revenue: Net patient service revenue Other revenne Total revenue Expenses: Salaries and wages and employee benefits and payroll taxes Other operating expenses Depreciation and amortization Interest Total expenses Income from operations Nonoperating income Revenues in excess of expenses 

TABLE 5 Year ended September 30 Dollar Percent 2003 2002 Chanee Change (ln Thousands) $ 76,632 $ 71,734 1.566 1.326 4,898 240 78,198 73,060 5,138 
29,454 30,524 6,084 27,409 26,628 5.063 2,045 3,896 1,021 1.037 1.081 (44 

7% 18 7 
7 15 21 (4) It (14) (63) (23) 

During fiscal year 2003, the Hospital derived 98% of its total operating revenue from net patient service revenue. Total net paUent service revenue increased $4,898,000, or 7%, in 2003. Increases in net patient service revenue primarily are due to volume increases. Overall activity at the Hospital, as measured by patient discharges, increased 10% to 7,239 discharges in 2003 from 6,562 discharges in 2002. Patient days increased 12% over prior year from 27,427 in 2002 to 30,779 in 2003. As a result, the average length of stay for all patients (excluding newborns) increased to 4.08 days in 2003 from 3.97 days in 2002. 



 

Hospital Service District No. 3 of the Parish of Lafourche, State of Louisiana (d/b/a Thibodaux Regional Medical Center) Management's Discussion and Analysis (continued) 
Table 6 presents the relative percentages of gross charges billed for patient services by payor for fiscal years 2003 and 2002. 

Medicare Managed care Medicaid Self-pay 

TABLE6 Year ended September 30 2003 2002 51% 36 9 4 
48% 40 7 5 100% The following table presents the components of net patient service revenue for fiscal years 2003 and 2002. 

Gross patient service charges Contractual and other allowances Medicare Managed care Medicaid Other Total contractual allowances Provision for bad debts Net patient service revenue 

TABLE 7 Year ended September 30 Change 2003 2002 Dollar Percent (ln Thousands) $ 189,379 $176,483 $12,896 7% 63,644 25,283 13,811 54,878 31,192 10,850 8,766 (5,909) 2,961 4,314 3,323 991 
16 (19) 27 3O 7 8 26 7 While gross patient service charges increased $12,896,000, or 7%, from prior year due to increased volume and rate increases, net patient service revenue, before provision for bad debts, increased $6,087,000, or 8%, due to an decrease in total contractual allowances as a percentage of gross patient service charges. 



 

Hospital Service District No. 3 of the Parish of Lafourehe, State of Louisiana (d/b/a Thibodaux Regional Medical Center) Management's Discussion and Analysis (continued) 
Hospital adopted a new charity care policy whereby only patients meeting specific criteria will be classified as charity care. This change in policy increased bad debt expense and reduced charity care in 2003. The provision for bad debts increased to $5,695,000 from the prior year amount of $4,506,000. This $1,189,000, or 26%, increase is driven primarily by the change to the charity care policy mentioned above and the general increase in revenue for the current year. Operating Expenses Employee-related expenses increased $2,045,000, or 7%, to $29,454,000 in the current fiscal year from $27,409,000 in the prior fiscal year. As a percentage of net patient service revenue, these expenses were approximately 38% for both 2003 and 2002. The Hospital was able to maintain this percentage through increased productivity. Other operating expense increased $3,896,000, or 15%, from prior year. As a percentage of net patient service revenue, these expenses increased to approximately 40% from 37% for the fiscal years ended September 2003 and 2002, respectively. This increase is due primarily to increases in supply and drug costs and professional fees. Depreciation and amortization expense increased $1,021,000, or 20%, from prior year. The increase is due to additions to capital assets of $16,650,000 during 2003. Interest expense decreased to $1,037,000, or 4%, from the prior year. The decrease is due to a lower interest rate on the bonds during 2003. 
Nonoperating Income Nonoperating income is comprised primarily of investment income. Investment income consists of interest earnings on funds designated by the board of commissioners. Other gains realized that are not directly related to the provision of health care services are also classified as nonoperating income. The net unrealized gain on market value adjustments is also included in this amount. Nonoperating income decreased from the prior year due to a settlement of a dispute with a contractor related to certain Hospital construction projects in 2002, where the Hospital recognized $1,294,000 as other nonoperating income. 



 

Hospital Service District No. 3 of the Parish of Lafourehe, State of Louisiana (d/b/a Thibodaux Regional Medical Center) Management's Discussion and Analysis (continued) 
Contacting the Hospital's Financial Manager 
This financial report is designed to provide our citizens, customers, and creditors with a general overview of the Hospital's finances and to demonstrate the Hospital's accountability for the money it receives. If you have questions about this report or need additional financial information, contact Hospital administration. 
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~ Ernst & Young LLP 3900 One Shell Square 70I Poydl'a5 Street New Orleans Louisiana 70139-9869 

Report of Independent Auditors 
The Board of Commissioners Hospital Service District No. 3 of the Parish of Lafourche, State of Louisiana 

~ Phone:(504) 581-4200 Fax: (504) 596-4233 www.ey.com 

We have audited the accompanying balance sheets of Hospital Service District No. 3 of the Parish of Lafourehe, State of Louisiana (d/b/a Thibodaux Regional Medical Center) (the "Hospital"), as of September 30, 2003 and 2002, and the related statements of revenues, expenses, and changes in net assets, and cash flows for the years then ended. These financial statements are the responsibility of the Hospital's management. Our responsibility is to express an opinion on these financial statements based on our audits. We conducted our audits in accordance with auditing standards generally accepted in the United States and in accordance with the standards for financial audits contained in Government Auditing Standards, issued by the Comptroller General of the United States. Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion. 
In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position of the Hospital at September 30, 2003 and 2002, and the results of its operations and its cash flows for the years then ended in conformity with accounting principles generally accepted in the United States. 
As discussed in Note 1 to the financial statements, effective October 1, 2002, the Hospital changed its accounting policy related to financial statement presentation to comply with the provisions of Statement No. 34 of the Government Accounting Standards Board ("GASB"). Management's discussion and analysis on pages i through viii is not a required part of the basic financial statements but is supplementary information required by the GASB. We have applied certain limited procedures, which consisted principally of inquiries of management regarding the methods of measurement and presentation of the supplementary information. However, we did not audit the information and express no opinion on it. 

A Member Practice of Ernst & Young Global 



In accordance with Government Auditing Standards, we have also issued our report as of and for the period ended September 30, 2003 on our consideration of the Hospital's internal control over financial reporting and our tests of its compliance with certain provisions of laws, regulations, contracts, and grants. That report is an integral part of an audit performed in accordance with Government Auditing Standards and should be read in conjunction with this report in considering the results of our audit. 

January 22, 2004 "t ~LLP 



 

Hospital Service District No. 3 of the Parish of Lafourche, State of Louisiana (d/b/a Thibodaux Regional Medical Center) Balance Sheets 
September 30 2003 2002 Assets Current assets: Cash and cash equivalents $ 7,415,731 $ 11,186,014 Investments 646,407 5,604,831 Patient accounts receivable, less allowances for uncollectible accounts of $12,582,000 in 2003 and $10,147,000 in 2002 Assets whose use is limited and required for current liabilities Interest and other receivables Inventories Prepaid expenses Total current assets 

Assets whose use is limited, less amounts required for 

13,746,195 14,264,751 1,425,938 21,870 1,149,717 729.120 
1,434,626 578,644 959,506 556.557 25,134,978 34,584,929 



Liabilities and net assets Current liabilities: Accounts payable and accrued expenses Employee compensation Amounts due to contractual third-party payers Payables related to assets whose use is limited: Accrued interest Amounts due within one year on long-term debt Total current liabilities 
Long-term debt, less amounts due within one year Total liabilities 
Net assets: Invested in capital assets, net of related debt Restricted Unrestricted Total net assets 

See accompanying notes 

September 30 2003 2002 

27,785,978 27,324,750 
33,412,991 2,569,831 100o820.193 22,537,730 3,979,365 98.021.406 136,803,015 124,538,501 

$164,588,993 $151,863,251 



 

Hospital Service District No. 3 of the Parish of Lafourche, State of Louisiana (d/b/a Thibodaux Regional Medical Center) Statements of Revenues, Expenses, and Changes in Net Assets 

Net patient service revenue Other revenue Total revenue Expenses: Salaries and wages Employee benefits and payroll taxes Professional fees Supplies and materials Purchased services Other Depreciation and amortization Interest Total expenses Income from operations Nonoperating income: Investment income Other Total nonoperating income Revenue in excess of expenses Increase in restricted net assets Net assets at beginning of year Net assets at end of year 
See accompanying notes 

Year ended September 30 2003 2002 $ 76,632,276 1,565,953 $ 71,734,722 1.325.738 78,198,229 73,060,460 
24,971,667 4,482,913 8,351,395 11,412,044 5,254,589 5,505,759 6,084,109 1.036.676 

22,663,857 4,744,879 6,610,637 10,501,393 5,052,990 4,463,307 5,063,620 1.080.645 67.099.152 60.181.328 11,099,077 12,879,132 
1,147,774 1.061 1,691,021 1.385.789 1.148.835 3.076.810 12,247,912 15,955,942 16,602 124.538.501 49,201 108.533.358 $136,803,015 $124.538.501 



Operating activities Revenue collected 

Hospital Service District No. 3 of the Parish of Lafourche, State of Louisiana (d/b/a Thibodaux Regional Medical Center) Statements of Cash Flows 

Cash payments to employees and for employee-related costs Cash payments for operating expenses Net cash provided by operating activities Investing activities Interest received on investments Net decrease in funds designated under bond resolutions Net increase in funds designated by board for plant repair and expansion Net (increase) decrease in investments Net cash used in investing activities Capital and related financing activities Purchases of property, equipment, and other assets Proceeds on sale of property, equipment, and other assets Principal payments on debt incurred for capital purposes Interest payments on debt Net cash used in capital and related financing activities Noncapital financing activity Other nonopemting income received, net Net cash provided by noncapital financing activity Net increase (decrease) in cash and cash equivalents Cash and cash equivalents at beginning of year Cash and cash equivalents at end of year 

Year ended September 30 2003 2002 

1,164,376 1,409,933 (14,310,177) 
21,508,525 
1,763~62 213,I46 (6,941,720) 4.958.424 (80.878 

Reconciliation of income from operations to net cash provided by operating activities Income from operations 11,099,077 $ 12,879,132 Adjustments to reconcile income from operations to net cash provided by operating activities: Depreciation Amortization Interest expense on debt Provision for doubtful accounts Gain on sale of equipment Changes in operating assets and liabilities: Increase in patient accounts receivable (Increase) decrease in other receivables Increase in inventories and prepaid expenses (Increase) decrease in other assets Increase (decrease) in accounts payable, accrued expenses, and employee compensation Increase in amounts due to contractual third-party payers Net cash provided by operating activities 

5,567,810 540,348 1,012,627 5,694,160 4,453 (5,175,604) 556,774 (362,774) 1,214,753 (123,390) 971.569 

4,605,455 458,165 1,080,645 4,506,206 10,562 (3,648,477) (561,413) (37,498) (716,215) 1,638,191 1.293.772 $ 21.508.525 



 

Hospital Service District No. 3 of the Parish of Lafourche, State of Louisiana (d/b/a Thibodaux Regional Medical Center) Notes to Basic Financial Statements September 30, 2003 
l. Organization and Significant Accounting Policies 
Organization The accompanying financial statements include the accounts and transactions of Hospital Service District No. 3 of the Parish of Lafourche, State of Louisiana (d/b/a Thibodaux Regional Medical Center) (the "Hospital"). Hospital Service District No. 3 of the Parish of Lafourche, State of Louisiana is a nonprofit corporation organized by Lafourche Parish. The Lafourche Parish Council, which is the governing authority of Lafourche Parish, Louisiana, appoints members to the Hospital's board of commissioners. As a political subdivision, the Hospital is exempt from federal income taxes under Section 115 of the Internal Revenue Code. This exemption also extends to state income taxes. Basis of Accounting 
The Hospital uses the accrual basis of accounting for proprietary funds. Under Governmental Accounting Standards Board ("GASB") Statement No. 20, Accounting and Financial Reporting for Proprietary Funds and Other Governmental Activities That Use Proprietary Fund Accounting, the Hospital has elected not to apply Financial Accounting Standards Board ("FASB") pronouncements issued after November 30, 1989. Method of New Accounting Standards 
The GASB issued Statement No. 34, Basic Financial Statements and Management's Discussion and Analysis for State and Local Governments, Statement No. 37, Basic Financial Statements and Management's Discussion and Analysis for State and Local Governments Omnibus, and Statement No. 38, Certain Financial Statement Note Disclosures, which establish financial reporting standards for state and local governments. These statements establish that the financial statements should consist of management's discussion and analysis (MD&A) to provide an analytical overview of the entity's financial activities, basic financial statements, and required supplementary information (RSI) as required by other GASB statements. These statements were required to be adopted on October 1, 2002 by the Hospital. 



 

Hospital Service District No. 3 of the Parish of Lafourche, State of Louisiana (d/b/a Thibodaux Regional Medical Center) Notes to Basic Financial Statements (continued) 
I. Organization and Significant Accounting Policies (continued) Statement No. 34 established standards for external financial reporting for all state and local governmental entities, which include a balance sheet; a statement of revenue, expenses, and changes in net assets; and a direct method statement of cash flows. It requires the classification of net assets into three components---invested in capital assets, net of related debt, restricted, and unrestricted. These components are defined as follows: 
Invested in capital assets, net of related debt--This component reports capital assets, including restricted capital assets, net of accumulated depreciation, and reduced by the outstanding balances of any bonds, mortgages, notes, or other borrowings that are artributab|e to the acquisition, construction, or improvement of those assets. Restricted--This component reports those net assets with externally imposed constraints placed on their use by creditors (such as through debt covenants), grantors, contributors, or laws or regulations of other governments or constraints imposed by law through constitutional provisions or enabling legislation. Income earned on net assets reported in this component is reported as an increase in restricted net assets in the accompanying statements of revenue, expenses, and changes in net assets. ~ Unrestricted--This component reports net assets that do not meet the definition of either of the other two components. 

The adoption of Statement No. 34 resulted in the previously reported unrestricted fund balance amount being classified to conform to the above net asset components. Additionally, the Hospital restated the 2002 statement of cash flows to conform to the direct method of reporting cash receipts and disbursements. 
The Statements also require that the Hospital recognize the provision for bad debts as a component of net patient service revenue. 



 

Hospital Service District No. 3 of the Parish of Lafourehe, State of Louisiana (d/b/a Thibodaux Regional Medical Center) Notes to Basic Financial Statements (continued) 
1. Organization and Significant Accounting Poficies (continued) Use of Estimates 
The preparation of financial statements requires management to make estimates and assumptions that affect amounts reported in the fmaneial statements and accompanying notes, Such estimates and assumptions could change in the future as more information becomes known, which could impact the amounts reported and disclosed herein. Operating Revenue and Nonoperating Income 
The Hospital's primary purpose is to provide diversified health care services to individuals, physicians, and businesses in Lafourche Parish and the surrounding communities. As such, activities related to the ongoing operations of the Hospital are classified as operating revenue. Operating revenue includes that generated from direct patient care, related support services, gains or losses from disposition of operating properties, rental income, and sundry revenues related to the operation of the Hospital. Income, gains, and losses from investments not generated from operating fimds and those not directly related to the ongoing operations of the Hospital or that occur infrequently, and gifts, grants, and bequests not restricted by donors for specific purposes, are reported as nonoperating income. Net Patient Service Revenue 
The Hospital provides medical services to government program beneficiaries and has agreements with other third-party payers that provide for payments at amounts different from established rates. Payment arrangements include prospectively determined rates per discharge, reimbursed costs, discounted charges, and per diem payments. Net patient service revenue is reported at the estimated net realizable amounts billed to patients, third-party payers, and others for services rendered. The percentage of total net patient service revenue derived from services furnished to Medicare and Medicaid program beneficiaries was approximately 42% in 2003 and 41% in 2002. 



 

Hospital Service District No. 3 of the Parish of Lafourche, State of Louisiana (d/b/a Thibodaux Regional Medical Center) Notes to Basic Financial Statements (continued) 
1. Organization and Significant Accounting Policies (continued) Retroactive settlements are provided for in some of the governmental payment programs outlined above, based on annual cost reports. Such settlements are estimated and recorded as amounts due to or from third-party payers in the financial statements. The differences between these estimates and final determination of amounts to be received or paid are based on audits by fiscal intermediaries and are reported as adjustments to net patient service revenue when such determinations are made. As a result, there is at least a reasonable possibility that recorded estimates will change by a material amount in the near term. These adjustments resulted in increases to net patient service revenue of $566,000 in 2003 and $395,000 in 2002. Estimated settlements through September 30, 2000 for the Medicare program and through September 30, 1999 for the Medicaid program have been reviewed by program representatives, and adjustments have been recorded to reflect any revisions to the recorded estimates required. The effect of any adjustments that may be made to cost reports still subject to review at September 30, 2003 will be reported in the Hospital's results of operations as such determinations are made. Laws and regulations governing the Medicare and Medicaid programs are complex and subject to interpretation. The Hospital believes it is in compliance with all applicable laws and regulations and is not aware of any pending or threatened investigations involving allegations of potential wrongdoing. While no such regulatory inquiries have been made, compliance with such laws and regulations can be subject to future govern- ment review and interpretation as well as significant regulatory action, including fines, penalties, and exclusion from the Medicare and Medicaid programs. Charity Care 
The Hospital provides care to patients who meet certain criteria under its charity care policy without charge or at amounts less than its established rates. Because the Hospital does not pursue collection of amounts determined to qualify as charity care, they are not reported as revenue. Charity care provided was $739,000 in 2003 and $2,126,000 in 2002. The Hospital changed its charity care policy in 2003 and the effect was an increase in bad debt expense and a decrease to charity care. 
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Hospital Service District No. 3 of the Parish of Lafourehe, State of Louisiana (d/b/a Thibodaux Regional. Medical Center) Notes to Basic Financial Statements (continued) 
1. Organization and Significant Accounting Policies (continued) 
Cash Equivalents Cash equivalents include investments in money market funds and highly liquid investments with maturities of three months or less when purchased, excluding amounts whose use is limited by board designation or under trust agreements. 
Investments All investments are stated at fair value based on quoted market price. Changes in the fair value of investments are included in investment income. Inventories 
Inventories are valued at the latest invoice price which approximates the lower of cost (first-in, first-out method) or market. Property, Plant, and Equipment 
The Hospital records all property, plant, and equipment acquisitions at cost except for assets donated to the Hospital. Donated assets are recorded at fair value at the date of donation. The Hospital provides for depreciation using the straight-line method over the estimated useful lives of the assets. 
Unamortized Debt Issuance Costs and Bond Discount Costs incurred in connection with the issuance of the 1993 Revenue Bonds are being amortized over the terms of the bonds using the interest method. The original issue discount on the 1993 Revenue Bonds is being amortized over the terms of the bonds using the interest method. 
Reclassifications The prior year financial statements have been reclassified to conform to their current year presentation. 



 

Hospital Service District No. 3 of the Parish of Lafourehe, State of Louisiana (d/b/a Thibodaux Regional Medical Center) Notes to Basic Financial Statements (continued) 
2. Long-Term Debt 
The details and balances of long-term debt as of September 30, 2003 and 2002 are presented below: 

The debt service requirements at September 30, 2003 
2004 2005 2006 2007 2008 2009 -2013 2014 -2018 2019 -2023 2024 -2029 Total long-termdebt 

2003 2002 

$16,950,000 $12,795.063 The 1993 Revenue Bonds consist of $425,000 of 5.5% term bonds due October 1, 2004; $4,725,000 of 6.0% term bonds due October 1, 2012; and $11,350,000 of 6.0% term bonds due October 1, 2023. The term bonds are subject to mandatory sinking fund redemption without a premium prior to maturity, beginning October I, 2000, 2005, and 2013, respectively. The bonds maturing on or after October 1, 2004 are subject to redemption prior to maturity at the option of the Hospital beginning October 1, 2003; the redemption of the bonds prior to maturity is subject to a premium of up to 2% until October 1, 2005. 
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Hospital Service District No. 3 of the Parish of Lafourche, State of Louisiana (d/b/a Thibodaux Regional Medical Center) Notes to Basic Financial Statements (continued) 
2. Long-Term Debt (continued) The Hospital is required to comply with covenants contained in the 1993 Bond Resolution including, among other requirements, maintaining certain funds on deposit with the trustee, annual certification to the trustee of adequate insurance coverage, limitations on the issuance of additional indebtedness by the Hospital, and maintaining a debt service coverage ratio of 1.20. The Hospital was in compliance with these covenants for the years ended September 30, 2003 and 2002. The 1993 Revenue Bonds are secured by a pledge of the Hospital's revenue. Subsequent to September 30, 2003, the 1993 Revenue Bonds were repaid in full. A redemption premium of $331,000 was paid and unamortized discount and bond issuance costs of $497,000 were expensed. 3. Cash, Cash Equivalents, and Investments 
At September 30, 2003 and 2002, the bank balances of the Hospital's deposits, which are included in cash and cash equivalents, investments, and assets whose use is limited in the balance sheet, were entirely insured or collateralized with securities held by the pledging bank in the Hospital's name. In addition, the Hospital had investments in direct obligations of the U.S. Government and government agencies of $2,693,742 and $2,553,541 at September 30, 2003 and 2002, respectively, and in money market accounts whose underlying investments consist solely of U.S. Government securities of $271,407 and $5,900,677 at September 30, 2003 and 2002, respectively. The U.S. Government obligations are uninsured and unregistered, with securities held by the trustee in the Hospital's name. The money market funds are uninsured and unregistered, with securities held by the trustee but not in the Hospital's name. The fair values for U.S. Govemment and government agency obligations are based on the market prices listed by independent pricing services. The fair values for money market accounts and certificates of deposit are based on cost which equals fair value. Statutes authorize the Hospital to invest in direct obligations of the U.S. Government or its agencies, certificates of deposit of state banks and national banks having their principal office in the State of Louisiana, and any other federally insured investments, guaranteed investment contracts issued by a financial institution having one of the two 



 

Hospital Service District No. 3 of the Parish of Lafourche, State of Louisiana (d/b/a Thibodaux Regional Medical Center) Notes to Basic Financial Statements (continued) 
3. Cash, Cash Equivalents, and Investments (continued) 
highest rating categories published by Standard & Poor's or Moody's, and mutual or trust funds registered with the Securities and Exchange Commission (provided the underlying investments of these funds meet certain restrictions). 
4. Assets Whose Use Is Limited Assets whose use is limited that are required for obligations classified as current liabilities are reported as current assets. The total composition of assets whose use is limited at September 30, 2003 and 2002 is set forth below: 

2003 2002 Funds designated by board for plant repair and expansion Funds designated under bond resolutions for Hospital Revenue Bonds, Series 1993: Debt Reserve Fund Debt Service Fund 
$ 87,939,942 $ 73,630,164 
1,465,895 1,478,333 1,103,936 2,501,032 $ 90,509,773 $ 77,609,529 Subsequent to September 30, 2003, approximately $17,500,000 of the board-designated funds were used in connection with the redemption of the 1993 Revenue Bonds. 5, Retirement Plan The Hospital sponsors a deferred compensation plan under Section 457(b) of the Internal Revenue Code (the "Plan"). The Plan covers all employees age 21 or older with one year of service in which at least 1,000 hours were worked. The Plan provides that the Hospital, at its option, may make contributions to the Plan based on a discretionary percentage of eligible employees' base compensation, as defined, as well as matching contributions. The Hospital's discretionary contribution percentage was 4% for the years ended September 30, 2003 and 2002. The Plan permits tax deferral by employees of amounts, combined with the Hospital's contribution, up to a maximum of 25% of their base compensation, subject to certain limits. Employer contributions vest at 20% per year until they reach 100% at the end of year five. Employee contributions are immediately vested. 



 

Hospital Service District No. 3 of the Parish of Lafourche, State of Louisiana (d/b/a Thibodaux Regional Medical Center) Notes to Basic Financial Statements (continued) 
5. Retirement Plan (continued) Retirement expense recorded by the Hospital for the years ended September 30, 2003 and 2002 totaled approximately $598,000 and $562,000, respectively, or approximately 4% of covered payroll in each year. 6. Contingencies The Hospital participates in the State of Louisiana Patient Compensation Fund (the "Fund") for medical malpractice claims. As a participant, the Hospital has a statutory limitation of liability which provides that no award can be rendered against it in excess of $500,000, plus interest and costs. The Fund provides coverage on a claims-made basis for claims over $100,000 and up to $500,000. The Hospital is also insured on a claims-made basis through a commercial insurance carrier for malpractice losses up to $6,000,000 per occurrence, with a total limit of $8,000,000, and with a self-insurance retention of $100,000 per occurrence up to a maximum of $300,000 in the aggregate per year. 
The Hospital has been named defendant in lawsuits alleging medical malpractice. Management of the Hospital, using information provided by its commercial insurance carrier, has accrued in the finaneial statements its best estimate of probable contingent losses on these claims and on estimated claims incurred but not reported. The Hospital is self-insured for workers' compensation up to $50,000 per claim, and for employee health insurance up to $100,000 per claim. A liability is recorded when it is probable that a loss has been incurred and the amount of that loss can be reasonably estimated. Liabilities for claims incurred are reevaluated periodically to take into consideration recently settled claims, frequency of claims, and other economic and social factors. The Hospital purchased commercial insurance which provides coverages for workers' compensation and employee health claims in excess of the self-insured limits. 
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Hospital Service District No. 3 of the Parish of Lafourche, State of Louisiana (d/b/a Thibodaux Regional Medical Center) Notes to Basic Financial Statements (continued) 
6. Contingencies (continued) 
Changes in the Hospital's aggregate claims liability for medical malpractice, workers' compensation, and employee health insurance in fiscal years 2003 and 2002 were as follows: 

Current Year Beginning of Claims and Balance Year Ended Fiscal Year Changes in Claim at Fiscal September 30 Liability Estimates Payments Year End 
2003 2002 $1,802,000 $ 1,674,000 7. Postemployment Benefits 

$ 2,126,000 $ 2,674,000 $ 2,074,000 $ 2,546,000 $1,854,000 $1,802,000 
The Hospital provides health care benefits to retired Hospital employees and their families. Employees with at least 10 years of service and who are age 55 or older at retirement are eligible to participate. Effective January 1, 1996, plan participants are required to contribute 100% of the plan's monthly premium. The Hospital records the excess benefits over the contributions as expense as the benefits are used. For the fiscal year ended September 30, 2003, 21 retired employees participated in the plan. Expenses related to this plan were immaterial for the years ended September 30, 2003 and 2002. 
8. Construction Settlement In 2002, the Hospital received $1,475,000 due to settlement of a dispute with a contractor related to certain Hospital construction projects. The Hospital recognized $1,294,000 of this settlement as other nonoperating income. Additionally in 2002, management relieved a liability of $669,000 related to the dispute and reduced the net cost of certain previously capitalized assets by $828,000. 



 

Hospital Service District No. 3 of the Parish of Lafourche, State of Louisiana (d/b/a Thibodaux Regional Medical Center) Notes to Basic Financial Statements (continued) 
9. Property, Plant, and Equipment Property, plant, and equipment at September 30, 2003 and 2002 consisted of: 
Land and land improvements Building and fixed equipment Equipment Construction in progress Less accumulated depreciation and amortization Property, plant, and equipment, net 
10. Operating Leases 

Be~nning Reclassification Ending / Balance Additions Retirements Balance 

The Hospital leases various equipment and facilities under operating leases expiring at various dates through September 2008. The following is a schedule by year of future minimum lease payments under operating leases that have initial or remaining lease terms in excess of one year. 2004 2005 2006 2007 2008 
$ 223,729 177,691 121,117 19,147 784 $ 542,468 Total rental expense was $1,254,000 in 2003 and $1,116,000 in 2002 



 

Hospital Service District No. 3 of the Parish of Lafourche, State of Louisiana (d/b/a Thibodaux Regional Medical Center) Notes to Basic Financial Statements (continued) 
10. Operating Leases (continued) 
The Hospital leases office space in a medical office building and clinical facilities, generally to members of its medical staff, under operating leases with terms ranging up to five years. The future minimum lease payments to be received from these leases follow: 
2004 2005 2006 2007 

$ 673,049 645,343 629,305 82,269 $ 2,029,966 The cost of assets held for lease totaled $5,090,000 at September 30, 2003. Related accumulated amortization was approximately $214,000 at September 30, 2003. 11. Concentrations of Credit Risk The Hospital grants credit without collateral to its patients, most of whom are local residents and are insured under third-party payer agreements. The mix of gross receivables from third-party payers at September 30, 2003 and 2002, was as follows: 
Self-pay Medicare Medicaid Managed care Other 

2003 2002 
38% 25 18 17 2 
37% 30 9 21 3 100% 
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Hospital Service District No. 3 of the Parish of Lafourche, State of Louisiana (d/b/a Thibodaux Regional Medical Center) Notes to Basic Financial Statements (continued) 
12. Governmental Regulations The health care industry is subject to numerous laws and regulations of federal, state, and local governments. These laws and regulations include, but are not necessarily limited to, matters such as licensure, accreditation, government health care program participation requirements, reimbursement for patient services, and Medicare and Medicaid fraud and abuse. Government activity has increased with respect to investigations and allegations concerning possible violations of fraud and abuse statutes and regulations by health care providers in recent years. Violations of these laws and regulations could result in expulsion from government health care programs together with the imposition of significant fines and penalties, as well as significant repayments for patient services previously billed. Management believes that the Hospital is in compliance with fraud and abuse as well as other applicable government laws and regulations. While not material regulatory inquiries have been made, compliance with such laws and regulations can be subject to future government review and interpretation as well as regulatory actions unknown or unasserted at this time. 
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Report of Independent Auditors on Compliance and on Internal Control Over Financial Reporting Based on an Audit of the Financial Statements in Accordance With Government Auditing Standards 
The Board of Commissioners Hospital Service District No. 3 of the Parish of Lafourche, State of Louisiana 
We have audited the financial statements of Hospital Service District No. 3 of the Parish of Lafourche, State of Louisiana (d/b/a Thibodaux Regional Medical Center) (the "Hospital") as of and for the year ended September 30, 2003, and have issued our report thereon dated January 22, 2004. We conducted our audit in accordance with auditing standards generally accepted in the United States and the standards applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General of the United States. Compliance 
As part of obtaining reasonable assurance about whether the Hospital's fmancial statements are free of material misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts, and grants, noncompliance with which could have a direct and material effect on the determination of financial statement amounts. However, providing an opinion on compliance with those provisions was not an objective of our audit and, accordingly, we do not express such an opinion. The results of our tests disclosed no instances of noncompliance that are required to be reported under Government Auditing Standards. 
Internal Control Over Financial Reporting In planning and performing our audit, we considered the Hospital's intemal control over financial reporting in order to determine our auditing procedures for the purpose of expressing our opinion on the financial statements and not to provide assurance on the internal control over financial reporting. Our consideration of the internal control over financial reporting would not necessarily disclose all matters in the internal control over financial reporting that might be material weaknesses. A material weakness is a 
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reportable condition in which the design or operation of one or more of the intemat control components does not reduce to a relatively low level the risk that misstatements caused by errors or fraud in amounts that would be material in relation to the financial statements being audited may occur and not be detected within a timely period by employees in the normal course of performing their assigned functions. We noted no matters involving the internal control over financial reporting and its operation that we consider to he material weaknesses. However, we noted other matters involving the internal control over financial reporting that we have reported to management of the Hospital in a separate letter dated January 22, 2004. This report is intended solely for the information and use of the board of commissioners, management, and the Office of Legislative Auditor, State of Louisiana, and is not intended to be and should not be used by anyone other than these specified parties. However, this report is a mater of public record and its distribution is not limited. 

January 22, 2004 
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Independent Auditors' Report on Compliance With Bond Resolution 
The Board of Commissioners Hospital Service District No. 3 of the Parish of Lafourche, State of Louisiana 
We have audited, in accordance with auditing standards generally accepted in the United States, the balance sheet of Hospital Service District No. 3 of the Parish of Lafourche, State of Louisiana (d/b/a Thibodaux Regional Medical Center) (the "Hospital") as of September 30, 2003, and the related statements of revenues, expenses, and change in net assets, and cash flows for the year then ended, and have issued our report thereon dated January 22, 2004. 
In connection with our audit, nothing came to our attention that caused us to believe that the Hospital failed to comply with the terms, covenants, provisions, or conditions of Sections 5.1, 5.3, 5.4, 6.1, 6.2, and 7.1 of the Bond Resolution adopted by the board of commissioners on October 15, 1993 insofar as they relate to accounting matters. However, our audit was not directed primarily toward obtaining knowledge of such noncompliance. This report is intended solely for the information and use of the board of commissioners, management, Office of Legislative Auditor, State of Louisiana, and the bond trustee and is not intended to be and should not be used by anyone other than these specified parties. However, this report is a matter of public record and its distribution is not limited. 
January22,2004 
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The Board of Commissioners Hospital Service District No. 3 of the Parish of Lafourche, State of Louisiana 

~ Phone:(504) 581-4200 Fax: (504) 596-4233 www.ey.com 

In planning and performing our audit of the financial statements of Hospital Service District No. 3 of the Parish of Lafourche, State of Louisiana (d/b/a Thibodaux Regional Medical Center) (the "Hospital") for the year ended September 30, 2003, we considered its internal control to determine our auditing procedures for the purpose of expressing our opinion on the financial statements and not to provide assurance on internal control. Our consideration of internal control would not necessarily disclose all matters in internal control that might be material weaknesses under standards established by the Ameriean Institute of Certified Public Accountants. A material weakness is a reportable condition in which the design or operation of one or more of the specific internal control components does not reduce to a relatively low level the risk that misstatements due to errors or fraud in amounts that would be material in relation to the financial statements being audited may occur and not be detected within a timely period by employees in the normal course of performing their assigned functions. However, we noted no matters involving internal control and its operation that we consider to be material weaknesses as defined above. 
During our audit, the following matters came to our attention that we believe merit your consideration. 
Significant Estimation Processes Adequacy of the Allowance for Doubtful Accounts The accounts receivable allowance for doubtful accounts is a significant subjective estimate for the Hospital. Management utilizes historical accounts receivable write-offs, recoveries and collections as support for the estimate. Management's estimate of the net realizable value of the accounts receivable has historically proven to be conservative. Based on our discussions with management, we believe the historical information used in the estimate has not been updated in several years. Changes in the Hospital's collection policy, changes in the payer mix, and changes in the health care environment all can significantly impact this estimate. During the current year, the Hospital experienced deterioration in the aging of receivables primarily due to the accounts receivable system conversion billing delays. In addition, billing delays related to new Medicaid documentation requirements have also contributed to the deterioration in the aging. 
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The percentages utilized in estimating the Hospital's allowance for doubtful accounts have remained stable over the last several years. However, we believe that the recent changes in the operating environment are significant enough to warrant a reassessment of the allowance percentages. Therefore, we suggest management undertake such an effort to validate the appropriate information in the coming year and periodically thereafter. 
Detail bad debts reports will be run to analyze trends in accounts being written off to determine if revisions in the allowance percentages are necessary. The change in our charity care policy has had an effect on some accounts being classified as bad debts rather than charity care as in prior years. Additional effort has been focused on the process of collecting the required Medicaid documentation in a more timely manner. 
As part of the third-party settlement estimation process, management provides for uncertainties that exist in preparing the cost report due to the potential that there are differing interpretations of government regulations. We believe that the uncertainties in this estimate are currently not as significant due to the elimination of most cost-based reimbursement programs. In addition, the Hospital has had few significant third-party settlement adjustments related to fiscal intermediary cost report settlements. We recommend that management modify the reserve estimate process to consider recent experience and changing governmental reimbursement methods to ensure that the recorded reserves are appropriate in the current environment. 
Reserve estimates will be adjusted as prior year cost reports are settled. The Hospital has been conservative in the past due to the possibility of cost report reopenings which can occur as late as three years after the initial cost report is reviewed by the Medicare and Medicaid programs. 
This report is intended solely for the information and use of the board of trustees and management and is not intended to be and should not be used by anyone other than these specified parties. 
We would be pleased to discuss the above matters or to respond to any questions, at your convenience. 

January22,2004 


