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Report of Independent Auditors 
]'he Board of Commissioners St. Tammany Parish Hospital Service District No. 2 
We have audited the accompanying consolidaled balance sheet of St. Tammany Parish ttospital Service District No, 2 (d/b/a Slidell Memorial Hospital and Medical Center) as of December 31, 1996, and the related consolidated statement of revenue, expenses and fund balance and cash flows for the three-month period then ended. These financial statements are the responsibility of the Hospital's mana~,ement. Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our audit in accordance with generally accepted auditing standards. 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 audit provides a reasonable basis fol our opinion, In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated financial position of St. Tammany Parish Hospital Service District No. 2 at December 31, 1996, and the consolidated results of their operations and their cash flows for the three-month period then ended in conforn-fity with generally accepled accounting principles. 

June 23, 1997 
'~ ~LL~ 



Slidell Memorial Hospital and Medical Center Consolidated Balance Sheet 
December 31, 1996 

Assets Current assets: Cash and cash equivalents Patient accounts receivable, less allowances lot uncollectible accounts of $1,799,102 Assets whose use is limited and required for current debt service lnventorms Prepaid expenses and other receivables Total current assets 

$ 3,429,391 11,51)6,114 835,955 1,428,023 987,238 18,186,721 
Assets whose use is limited or restricted, less current portion: By hoard or under indenture agreement for capital improvements and debt service 32,349,707 
Other assets: Investment in health maintenance organization Preopening costs, net of accumulated amortization of $39,729 Bond issuance costs, net of accumulated amm~ization of $238,731 Intangible assets, net of accunmlated amortization of $90,206 
Land, buildings and equipment: Land and land improvemenks Buildings Fxluipment Less accumulated depreciation and amortization Construction in progress 

1,008,580 12,848 1,598,191 147,(106 2,766,625 4,350,718 40,952,493 30,558,963 (33,102,970) 696,112 43,455,316 $ 96,758,369 



Liabilities and fund balance Current liabilities: Trade accounts payable Salaries, wages and benefits payable Accrued vacalion payable Accrued interest and other expenses Amounts due to third party payors Amounts due within one year on capital lease obligations and long-term debt Total current liabilities Capital lease obligations, less amounts due within one year 
Long-term debt, less amounts due within one year 

See accompanying notes 

$ 1,605,990 1,517,386 992,170 2,106,794 841,272 
3,119,461 l O, 183,073 
1,932,1 O0 39,310,709 
45,332,487 

$ 96,758,369 



Slidell Memorial Hospital and Medical Center Consolidated Statement of Revenue, Expenses and Fund Balance 
Three-month period ended December 31, 1996 

Net patient service revenue Other revenue Total revenue 
Expenses: Salalies and wages Employee benefits Supplies and materials Other direct expenses Professional fees Purchased services Provision for bad debts Depreciation and amortization lnterest Total expenses Revenue ill excess of expenses Fund balance at beginning of year Fund balance at end of year 
See accompanying notes 

$19,272,71(I 1,007,263 20.279,973 
8,(159,326 2,0(/(I,598 2,661,029 1,770,745 1,076,963 699,790 1,013,896 1,394,920 607,348 19,284,615 995,358 44,337,129 $ 45,332,487 



Slidell Memorial Hospital and Medical Center Consolidated Statement of Cash Flows 
Three-monlh period ended December 31, 1996 

Operating activities Revenue in excess of expenses Adjuslmenks to reconcile revenue in excess of expenses to net cash provided by operating activities: Depreciation and amortization Changes in operating assets and liabilities: Patient accounts receivable, net Inventories and other operating assets Accounts payable and other accraed expenses Items whose cash flows are capital and related financing activities Interest expense Items whose cash flows are investing activities: lnterest income Nel cash provided by operating activities Capital and related financing activities Increase in assets whose use ix limited, net of transfers from investmenls Payment.~ for intangible assets and preopening costs Payments for acquisitions of land, buildings and equipment Principal paid on capital leases and long-term debt Interest paid on capital leases and long-term debt Proceeds from 1996 bond issuance Net cash used in capital and related financing activities 
Investing activities Receipts of interest earned Increase ill investment in health maintenance organization Net cash provided by investing activities Net increase in cash and cash equivalents Cash and cash equivalents at beginning of year Cash and cash equivalents at end of year 
See accompanying notes 

$ 995,358 
1,394,920 (343,735) 17,734 215,114 
607,348 (496,918) 2,389,821 
(6,968,064) (57,036) (690,255) (1,492,814) (1,189,867) 8,(100,000 (2,398,036) 
454,142 (4,595) 449,547 
441,332 2,988,059 $ 3,429,391 



Slidell Memorial Hospital and Medical Center Notes to Consolidated Financial Statements 
December 31, 1996 

1. Organization and Significant Accounting Policies St. Tammany Parish Hospital Service District No. 2 (the District), d/b/a Slidell Memorial Hospital and Medical Center (the Hospital), is a nonprofit corporation organized as a political subdivision of the State of Louisiana. The governing authority of the District is the St. Tammany Parish Police Jury, which is the governing authority of St. Tammany Parish, Louisiana. The governing authorily appoints members of tile St. Tammany Parish Hospital Service District No. 2 Board of Commissioners (the Board) to oversee and govern the operations of the Hospital. Hospital management has elected to ch~mgc its fiscal year end to December 31 from its previous year end of September 30. 
Tile consolidated financial statemenls include tile accounts and transactions of the Hospital and its member organizations, Camellia Leasing Corporation (Camellia), Slidell Memorial Health Foundation, Inc. (SMH Foundation) and SMH Physician Practice Services, Inc. All material inlcrcompany accounts and transactions have been eliminated in consolidation. 
The Hospital utilizes the accrual basis of accounting for proprietary funds. Under Governmental Accounting Standards Board (GASB) Statement No. 20, the Hospital has elected not to apply Financial Accounting Standards Board (FASB) Statements issued after November 30, 1989. The Hospital is exempl from federal income tax under Section 115 of the Internal Revenue Code as a governmental entity and under Section 501(a) as a hospital organization as described in Section 501(c)(3). The exemption from federal income taxes also extends to state income taxes. SMH Foundation has been designated as a not-for-profit organization described in Internal Revenue Code Section 501(c)(3) and is exempt from federal income taxation under Internal Revenue Code Section 501(a). Camellia and Physician Practice Services are taxable not-for-profit corporations. 
Net patient service revenue and the related accounts receivable arc reported at the estimated net realizable amounts from patients, third-party payors, and others for services rendered. The Hospital provides care to patients even though they may lack adequate insurance or may be covered under contractual arrangements that do not pay full charges. As a result, the Hospital is exposed to certain credit risks. The Hospital manages such risk by regularly reviewing its accounts and contracts, and provides appropriate allowances. 



Slidell Memorial Hospital and Medical Center 
Notes to Consolidated Financial Statements (continued) 

1.. Organization and Significant Accounting Policies (continued) qrhe Hospital is reimbursed under the medicare Prospective Paymenl System (PPS) lor inpatient services provided to medicare beneficiaries and is paid a predetermined amount for these services based, for the most part, on the Diagnosis Related Group (DRG) assigned to the patient. In addition, the ttospital is paid prospectively for medicare inpatieut capital costs based on the federal specific rate. The Hospital qualifies as a disproportionate share provider under the medicare regulations. As such, the Hospital receives an additional payment for medicare inpatients served. Except for medicare disproportionate share reimbursement and medicare bad debts, there ks no retroactive settlement for inpatient costs under the medicare inpatient prospective payment mcthodolo~y. The Hospital is paid a prospective per diem ,ate for medicaid inpatients. The per diem rate is based on a peer grouping methodology which assigns a per diem rate to each hospital in the peer group. The following are reimbursed on a cost basis, subject to certain limitations imposed by governmental authorities: medicare rehabilitation, skilled nursing, and home health ,;ervices. Medicare outpatient (excluding amlmlatory surgery, clinical lab and radiology diagnostic procedures), medicaid outpatient (excluding ambulatory surgery and clinical lab), and medicare bad debts are reimbursed on a cost basis. Outpatient ambulatory surgery, radiology and other diagnostic services rendered to medicare beneficiaries are reimbursed based on a blend of costs, published facility fees and prevailing charges. Medicare and medicaid outpatient clinical lab and medicaid ambulatory surgery are reimbursed based upon the respective fee schedules. 
Retroactive cost setllements based upon annual cost reports are estimated for those programs subject to retroactive settlement and recorded in the fmancial statements. Final determination of retroactive cost settlements to be received under the medicare and medicaid regulatinns is subject to review by program representatives. The difference between a final settlement and an estimated settlement in any year is reported as an adjustment of net patient service revenue in the year the final settlement is made. Cash equivalents and investments are recorded at cost which approximates market value. The Hospital reports short-term, highly liquid investments (that are both readily convertible lo known amounts of cash and mature within three months or less from date of 



Slidell Memorial Hospital and Medical Center Notes to Consolidated Financial Statements (continued) 
1. Organization and Significant Accounting Policies (continued) purchase) as cash equivalents, excluding amounts classified as assets whose use is limited or restricted on the balance sheet. The Hospital's cash, cash equivalents and certificates of deposit were entirely insured or collateralized with securities held by its agent in tile H ospilal' s n ame. Inventories are valued at the lower of cost (first-in, first-out method) or market Land, buildings and equipment acquisitions are recorded at cost except for assets donated to the Hospital. Donated assets are recorded at the fair value of the assets at the date of donation. Depreciation of buildings and equipment is computed using the straight-line method in amounts sufficient to amortize the cost of these assets over their estimated useful lives. Equipment held under capital lease obligations has been recorded at the present value of the minimurn lease payments. Amortization of leased assets is included in depreciation and amortization expense. The Hospital has deferred the costs incurred in connection with the issuance of its 1994 and 1996 Revenue Bonds (see Note 6). These costs arc being amortized over the life of the bond issues. Amortization is included in depreciation and amortization expense. The Hospital is self-insured for hospitalization and workers' compensation claims. Estimated amounts for claims incurred but not reported are calculated based on claims experience and, together with unpaid claims, arc included in accrued interest and other expenses on the consolidated balance sheet. The preparation of financial statements in conformity with generally accepted accounting principles requires management to make estimates and assumptions that affect the amounts reported in the financial statements and accompanying notes. Actual results could differ from those estimates. 



Slidell Memorial Hospital and Medical Center Notes to Consolidated Financial Statements (continued) 
2. Assets Whose Use Ls Limited 
The terms of the Hospital's revenue bond issues require certain funds to be maintained on deposit with the trustee. The funds on deposit with the trustee and funds designated by the Board for capital irnprovements as of December 31, 1996 were as follows: 

Current assets" Under bond indenture: Bond debt service account $ 835,955 
Noncurrent assets: Under bond indenture Capital improvement account Debt service reserve account $12,081,497 4,410,764 16,492,261 By board: Designated for capital improvements 15,817,019 Other 40,427 $ 32,349,707 

Statules authorize the Hospital to invest in direct obligations of the U. S, Government, certificates of deposit of state banks and national banks having theh" 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 highest rating categories published by Standard & Poet's or Moody's, and mutual or trust fund institutions registered with the Securities and Exchange Commission (provided the underlying investments of these funds meet certain restrictions). The Hospital's funds were invested in certificates of deposit and U. S. Government obligations carried at cost with a market value at December 31, 1996 of $33,314,867. 
3. Third-Party Payor Arrangements The Hospital participates in the medicare and medicaid programs as a provider of medical services to program beneficiaries. During the lhree-month period ended December 31, 1996, approximately 51% of the Hospital's gross patient service charges were derived from services provided to medicare and medicaid program beneficiaries. Laws and regulations governing the medicare and medicaid programs are complex and sul~iect to 



Slidell Memorial Hospital and Medical Center Notes to Consolidated Financial Statements (continued) 
3. Third-Party Payor Arrangements (continued) interpretation. The Hospital believes that 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 government review and interpretation as well as significant regulatory action including fines, penalties, and exclusion from the medicare and medicaid programs. Revenue derived fi'om the medicare program is subject to audit and adjustment by the fiscal intermediary and nmst be accepted by the United States Department of Health and Human Services before settlement amounts become final. Revenue derived from the medicaid program is subject to audit and adjustment and must be accepted by the State of l,ouisiana, Department of ttealth and Hospitaks before the settlement amounts become final. The fiscal intermediary has completed its review of estimated settlements for fiscal years ended through September 30, 1994. Ammally, management evaluates the recorded estimated settlements and adjusts these balances based upon the results of the intermediary's audit of filed cost reports and additional reformation becoming available. Although the fiscal intermediary has not completed its audits of the estimated settlements fl.xr fiscal years ended September 30, 1995 and 1996 and for the three-month period ended December 31, 1996, the Hospital does not anticipate adverse adjustments to the recorded settlements for those years. 
The ltospital has akso entered into payment agreements with certain commercial insurance carriers and managed care organizations. The basis for payment to the Hospital under these agreements includes prospectively delermined daily rates and discounts from established charges. During fiscal years 1992 and 1993, the Hospital recorded (based upon published regulations) approximately $650,000 of revenue related to services provided to medicaid beneficiaries under the age of one year old. During fiscal year 1995, the Hospital received notice that the Health Care Financing Adminislration (HCFA) is challenging the Louisiana I)epartment of Health m~d Hospitak~ (DHH) method for reimbursing hospitals in the State of Louisiana for the cost of services provided to medicaid beneficiaries under the age of one year old. The ttospital has been informed by officials of DHH that DHH is trying to resolve the issues raised by HCFA and maintain the proposed reimbursement methodology for the period July 1, 1992 through June 30, 1994. The outcome of this matter and the impact on the Hospital's financial statemenks c~mnot be determined at this time. 



Slidell Memorial Hospital and Medical Center 
Notes to Consolidated Financial Statements (continued) 

4. Community Benefits As a comlr-mnity health care provider, the Hospital's stated mkssion is "to meet the needs of the community by providing quality medical and health education services in a compassionate and cost-effective manner." As such, total revenue includes that generated h-ore direct patient care, rentals from various medical office buildings, interest income, mad sundry revenue related to the operation of the Hospital and its member organizations. 'The Hospilal provides care to patients who meet certain criteria under its charity care policy without charge or at amounts less than its estabfished 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 during the three-month period ended December 31, 1996, measured at established rates, approximated $1,011,00(I. 
In addifion, the ttospital sponsors or participates in numerous activities to benefit the comnmnity. Many of these activities are sponsored with the knowledge that they will not be self supporting or financially viable. The Hospital has conducted a Community 1 lcalth Assessment to identify health risks in the community. Through this research, the Hospital has developed wellness and prevention programs that target these high-risk areas for a healthier community. Annually, the Hospital sponsors several health fairs and programs regarding such issues as diabetes, breast cancer, prostate cancer, smoke stoppers, nutrition, exercise, cardiology, women's health, parenting skills, developmental topics, etc., to provide access to the community on health-related information. Also, the Hospital provides health screening at no cost or a reduced cost to the community. Some health screenings include prostate cancer, cholesterol, colorectal, skin cancer, glucose and thyroid screenings. 
The Hospital also donates employees' time and encourages its employees to volunteer for charitable organizations and to participate in fund-raising activities. In addition, the Hospital aided various community service organizations through donations and sponsorships. 5. Leases 
The Hospital leases medical and admh~istrative equipment under operating leases with terms that vary from month-to-month to fiw~ years. Total rental expense included in other direct expenses on the consolidated statement of revenue, expenses and fund balance was $177,303 for the three-month period ended December 31, 1996. 



Slidell Memorial Hospital and Medical Center Notes to Consolidated Financial Statements (continued) 
5. Leases (continued) The Hospilal a/so /eases medical equipment under lease agreements accounted for as capital lease obligations in accordance with Financial Accounting Standards Board Statement No. 13. These capital lease obligations expire at various dates through 20(11. Llpon exphation, the Hospital has the option to either renew the capital lease obligation or purchase the related equipment. The land, buildings and equipment balances on the consolidated balance sheet include equipment under capital lease obligations of $7,129,317, less accumulated amortization of $3,241,058 at December 31, 1996. The future minimum lease payments at December 31, 1996 for noncancelable leases are as follows: 
1997 1998 1999 20(~ 2001 and thereaf~r 
Amounls representing imputed interest Present value of capital lease obligations (including $1,257,819 classified as amounts due within one year) 

Operating Capital Leases Leases 

$ 180,978 3,554,752 364.833 
$ 3,189.919 The Hospital and its subsidiary, CameLlia, lease space to physicians through a combination of cancelable and noncancelable lease agreements. Rental income earned under these agreements was $205,589 for the three-month period ended December 31,1996. 



Slidell Memorial Hospital and Medical Center Notes 1o Consolidated Financial Statements (continued) 
5. Leases (continued) The future mininmm lease payments to be received from noncmacelable lease agreements at December 31, 1996 are as follows: 

6. Long-Term 1)ebt 

1997 1998 1999 2000 2001 

Operating Leases $ 548,462 396,406 186,571 71,583 $ 1,203,022 
The details and balances of long-term debt are presented below: 
Hospital Revenue Bonds, Series 1994, described in detail below ($1,080,000 due in 1997) $ 32,260,000 Hospital Revenue Bonds, Series 1996, described in detail below ($616,432 due in 1997) 7,893,062 Certificates of Indebtedness, Series 1995, described in detail below ($151,111 due in 1997) 976,231 Note payable to physician, 8%, due October 1, 1999, with monthly principal and interest payments of $1,420 ($14,099 due in 1997), collateralized by land and building with a net book value of $130,000 
Less amounts due within one year 

43,058 41,172,351 1,861,642 $ 39,310,709 



Slidell Memorial Hospital and Medical Center 
Notes to Consolidated Financial Statements (continued) 

6. Long-Term l)ebt (continued) Itospital Revenue Bonds On May 5, 1994, tile Hospital issued $35 million of Hospital Revenue Bonds, Series 1994 (tile t994 Revenue Bonds) to finance the cost of constructing improvements to the Hospital and to defease or liquidate outstanding debt. The bonds are collateralized by a pledge of all future operating revenue of tile Hospital. Proceeds from the 1994 Revenue Bonds were deposited with a trustee and restricted for the purpose described in the Trust Indenture. At Decenther 31, 1996, the 1994 Revenue Bonds consisted of: (1) $13,830,000 of serial bonds with interest rates ranging from 4.8% to 6.0%, payable in annual installments of $1,080,000 to $1,750,000 from October 1, 1997 to 2006; (2) $5,905,000 of 6.125% term bonds due October 1, 2009, with mandatory sinking fund requirements of $1,855,000 to $2,085,000 from October 1, 2007 to 2009; (3) $4,565,000 of 6.125% term bonds due October 1,2011, with mandatory sinking fund requirements of $2,215,000 and $2,350,000 on October 1, 2010 and 2011; and (4) $7,960,000 of 6.25% term bonds due October 1, 2014, with mandatory sinking fund requirements ranging from $2,495,0110 to $2,815,001/from October 1, 2012 to 2014. The bonds are subject to redemption prior to maturity, at the option of the Hospital, on or after October 1, 2004, in whole or part with premiums of up to 2% of the principal balance. 
In connection with the 1994 Revenue Bonds, the Hospital purchased a bond insurance policy issued by Connie Lee Insurance Company which guarantees the scheduled payment of principal and interest on the 1994 Revenue Bonds. ALso, the Hospital entered into a Trust Indenture with First National Bank of Commerce which stipulates certain terms and covenants with which the Hospital must comply. The Hospital was in compliance with these covenants as of Decelnber 31, 1996. On October 7, 1996, the Hospital issued $8 million of Hospital Revenue Bonds, Series 1996 (the 1996 Revenue Bonds) to finance the cost of constructing improvements to the Hospital. ]'he 1996 Revenue Bonds bear interest at 5.7% and are payable monthly in equal installments of principal and interest totaling $87,533. The 1996 Revenue Bonds are subject to the 1994 Trust Indenture and have been kssued on a parity with the outstandhlg 1994 Revenue Bonds. The 1996 Revenue Bonds am subject to rcdemption prior to maturity, at the optiou of the Hospital, at an.,ahne, in whole or in part with a defined prepayment penalty. Essentially, the pre, payment penalty is equal to the economic difference, if any, to the original purchaser of the bonds, of obtaining an equivalent loan at the time of file redemption. 



Slidell Memorial Hospital and Medical Center Notes to Consolidated Financial Statements (continued) 
6. Long-Term Debt (continued) 
On May 5, 1994, the Hospital defeased tile 1988 Revenue Bonds outstanding with a portion of the proceeds from the 1994 Revenue Bonds. The Hospital created an irrevocable trust to provide for the payment and retirement of the outstanding 1988 Revenue Bonds. The ttospital deposited U. S. Government Securities with a net carrying value of $10,259,635 into the trust from the proceeds of the 1994 Revenue Bonds together with other funds provided by the Hospital. Securities deposited in the trust fund, together with interest earned, are sufficient to provide for the payment of principal and interest on the defeased 1988 Revenue Bonds on the respective maturity dates. The unpaid principal balance of the 1988 Revenue Bonds was $8,360,000 at December 31, 1996. During 1966 and 1975, the Hospital issued Rew~nue Bonds of $625,00(I and $2,5(10,(1(1(/, respectively, Io expand and improve Hospital l~tcilities. On October 11, 11988, these bonds were defeascd with the proceeds of the 1988 Revenue Bonds. The Hospital created an irrevocable trust to provide for the paymenl and retirement of its outstanding 1966 and 1975 Revenue Bonds. Proceeds from the 1988 Revenue Bonds were used to purchase U.S. Government securities thai were deposited in the irrevocable trust. The U.S. Government securities, together with interes! earned, are sufficient to provide for the payment of principal and interest on the defeased Revenue Bonds on the respective maturity dates. These bonds had unpaid principal balances of $155,0(10 and $770,000, respectively, at December 31, 1996. 
Certificates of Indebtedness On April 20, 1995, the Hospital issued $1,203,000 in Certificates of Indebtedness, Series 1995 (the Certificates) to refinance two promissory notes due in April 1995. Principal is payable in monthly installments commencing on May 20, 1995 and maturing in 2(102. The tmpaid principal of the Certificates bear interest at a rate of 8.5% which is payable monthly. The Certificates are secured by and payable solely from the Hospital's excess ammal revenues. The Hospital was in compliance with all covenants associated with the Certificates as of December 31, 1996. The combined aggregate amount of maturities and sinking fund requirements of long-lcrm debt for the next five years are: $1,861,642 iu 1997; $1,962,239 in 1998; $2,073,375 in 1999, $2,175,923 in 2000, and $2,310,922 in 2001. 
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Slidell Memorial Hospital and Medical Center 
Notes to Consolidated Financial Statements (continued) 

7. Employee Benefits 
The Hospilal has a qualified noncontributory defined contribution pension plan which provides pension benefits tbr eligible employees. Employees are eligible to participate in the plan when they have a minimum of one year of continuous service. The plan agreement requires the Hospital to contribute a percentage of the first $17,500 of compensation, plus an additional percentage for the portion of compensation in excess of $17,500. The percentages to be applied are based oll years of continuous service and range from .8% to 8%. Participating employees become fully vested immediately in Hospital contributions and the interest allocated to their accounts. The Hospital's total payroll for the three-month period ended December 31, 1996 was $8,()26,113, and its contributions were determined based on covered salaries of $4,68(l,284. During, the three-month period ended December 31, 1996, the Hospital made required contributions to the plan of $235,651 (approximately 5% of covered payroll). 8. Risk Management 
The Hospital is involved in litigation arising in the ordinary course of business. Claims alleging malpractice have been asserted against the Hospital and are currently in various stages of litigation. The Hospital participates in the Louisiana Hospital Association Trust Fund and the Louisiana Patients' Compensation Fund for insurance coverage on medical malpractice clainls. 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 inlerest and cosls. The Trust Fund provides malpractice coverage for claims up to $10(l,000 and the Compensation Fund provides an additional $400,000 of coverage. These lunds provide the Hospital with malpractice coverage on an occurrence basis up to the $500,000 statutory /imitation. Hospital management has no reason to believe thai the Hospital will be prevented from continuing its participation in the Fund. Additional claims may be asserted against the Hospital arising fiom services provided to patients through December31, 1996. The Hospital is unable to determine the ultimate cost of the lesolulion of such potential claims and, accordingly, no accrual has been made for them. The Hospital is self-insured for workers' compensation up to $275,000 per claim, and employee health 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 lor 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. 



Slidell Memorial Hospital and Medical Center Notes to Consolidated Financial Statements (continued) 
8. Risk Management (continued) Changes in the Hospital's aggregate claims liability for the three-month period ended December 31, 1996 were as follows: Current Period Three-monfl~ Beginning of Claims and Period Ended Fiscal Period Changes ill Balance Claim at Fiscal 1)eeember 31 Liability Estimates Payments Period End 1996 $ 878,348 $ 1,279,805 $ (1,308,702) $ 849,451 
9. Hill-Burton Granl~ The Hospital received grants for equipment and improvements under the federal Hill- Burton Act. The grants are subject to an agreement with the United States that if, during a 20-year period, there is an unapproved change in ownership, or the Hospital ceases to be a tax-exempl entity, the grants will have to be repaid. The acceptance of these grants requires the ttospital to provide a certain amount of free or below-cost care to indigent patients. The Hill-Burton obligation is scheduled to expire in 1998; however, the Hospital has satisfied the uncompensated services commitment and has no further commitment to provide uncompensated services in accordance with the requirements of the grant. 
10. Commitments The Hospital has sow'.ral major construction projects planned or in process, funded by the issuance of its revenue bonds. The remaining estimated costs to be incurred related to these projects is approximately $3,570,000. The amount of interest capitalized related to these projects during the three-month period ended December 31, 1996 is immaterial to the consolidated financial statements. 
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Slidell Memorial Hospital and Medical Center Noles to Consolidaled Financial Statements (continued) 
| O. Commitments (continued) At December 31, 1996, the Hospital had commitments to acquire $532,000 of equipment which it plans to purchase with working capital in fiscal year 1997. As of December 31, 1996, the Hospital had invested $1,008,000 to acquhe part ownership in a health maintenance organization (HMO) joint venture. The HMO began operations in January 1995. At December 31, 1996, the Hospital had outstanding commitments of $1,000,000 to provide additional working capital funds to the HMO. The amount is to be paid by December 31, 1997. 
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Reporl of Independent Auditors on Compliance With Laws and Regulations, Contracts and Grants 
The Board of Commissioners St. Tammany Parish Hospital Service District No. 2 
We have audited the consolidated financial statements of St. Tammany Parish Hospital Service District No. 2 (d/b/a SBdell Memor~a~ Hospital arid Med~,cal Ce~ter) as of and for the three-month period ended December 31, 1996, and have issued our report thereon dated June 23, 1997. We conducted our audit in accordance with generally accepted auditing standards and Government Auditing Standards, issued by the Comptroller General of lhe United States. Those standards require that we plan and perform the audit to obtain reasonable assurance about v,,hc.ther the. c~nsotidated financial sta~ments are free of material misstatement. Compliance with laws, regulations, contracts, and grants applicable to Slidell Memorial Hospital and Medical Center is the responsibility of Slidell Memorial Hospital and Medical Center's management. As part of obtaining reasonable assurance about whether the con- solidated financial statements are free of material misstatement, we performed tests of Slidell Memorial ttospital and Medical Center's compliance with certain provisions of laws, regulations, contracts, and grants. However, the objective of our audit of the con- solidaled financial statements was not to provide an opinion on overall compliance with such provisions. Accordingly, we do not express such an opinion. The results of our lests disclosed no instances of noncompliance that are required to he reported herein under Government Auditing Standards. This report is intended for the information of the board of commk~sioners, management, the Office of Lcgislatiw~ Auditor, State of Louisiana, and the cognizant and other federal agencies. However, this report is a matter of public record and its distribution is not limited. 
June 23, 1997 ~ ~LLF 
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Report of Independent Auditors on the Internal Control Slructure 
The Board of Commissit~ners St. Tammany Parish tlospital Service District No. 2 
We have audited the consolidated financial statements of St. Tammany Parish Hospital Service District No. 2 (d/b/a Slidell Memorial ttospital and Medical Center) as of and for Ihe three-month period ended December 31, 1996, and have issued our report thereon dated June 23, 1997. We conducted our audit in accordance with t,enerally accepted auditing standards and Government Auditing Standards, issued by the Comptroller General of the United States. Those standards require that we plan and perforrn the audit to obtain reasonable assurance about whether the consolidated financial statements are free of material misstatement. 
The management of Slide]] Memorial Hospital and Medical Center is responsible for establishing and maintaining an internal control structure. In fulfilling this responsibility, estimates and judgments by management are required to assess the expected benefits and related costs of internal control structure policies and procedures. The objectives of an internal control structure are to provide mana~ement with reasonable, but not absolute, assurance that assets are safeguarded against loss from unauthorized use or disposition, and that transactions are executed in accordance with management's authorization and recorded properly to permit the preparation o1 consolidated financial statements in accor- dance with generally accepted accounting principles. Because of inherent limitations in any internal control structure, errors or irregularities may nevertheless occur and not be detected. Also, projection of any evaluation of the internal control slructure to future periods is sub.ieet to the risk that procedures may become inadequate because of changes in conditions or that the efleetiveness of the design and operation of policies and proce- dures may deteriorate. In planning and performing our audit of the consolidated financial statements of Slidell Memorial Hospital and Medical Center for the three-munth period ended December 31, 1996, we obtained an understanding of the internal control structure. With respect to the internal control structure, we obtained an understanding of the design of relevant policies and procedures and whether they have been placed in operation, and we asses~d control risk in order to determine our auditing plocedures for the purpose of expressing our opinion on the consolidated financial statements and not to provide an opinion on the intenaal control structure. Accordingly, we do not express such an opinion. 



Our considmation of the internal control structure would not necessarily disclose all matters in the inlornal control structure thai might be material weaknesses under standards established by tile American Instilute of Certified Public Accounlams. A material weakness is a cm~dition in which the design or operation of one or more of the specific internal control slruclure elements does not reduce to a relatively low level the risk thai errors or irregularities in amounts that would be material in relation to the consolidated financial slatements being audited may occur and not be detected within a timely period by employees in lhe normal course of performing lbeir assigned functions. We noted no mat- ters involving the inlemal control structure and its operation that we consider to be male- rial weaknesses ~ts defined above. 
This report is intended tbr the information of the board of commissioners, management, and the Office of Legislative Auditor, Stale of Louisiana, and the cognizanl and olher federal agencies. However, this report is a matter of public record and its distribution is not limited. 
Jkme 23. 1997 
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