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Suile 350D One Shell Square New Orleans, LA 70139-3599 

Tn~A~nd~nt A1~dltnrRv R~rt 
The Board of Con~nissioners Hospital Service District NO. 2 of St. Mary Parish, Louisiana (Lakewood Medical Center): 
We have audited the accompanying balance sheets of Hospital Service District No. 2 of St. Mary Parish, Louisiana (Lakewood Medical Center) (the Medica3 Center) as of Dece~nber 31, 1996 and 1995, and the related statements of revenues and expenses of unrestricted fundst changes in fund balances, and cash flows for the years then ended. These financial statements are the r~sponsibility of the Medical Center's management. Our responsibility is to e~ress an opinion on these financial statements based on our audits. We conducted our audits in accordance with generally accepted auditing standards and 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. AI, audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financia~ statements. An audit also includes assessing the accounting principles used and significant estimates rmade by D~nagement, as well as evaluating the overall financial statement presentation. We believe that. cur audits provide a reasonable basis for our opinion. In our opinion, the financial statements referred to above present fairly, in all raaterial respects, the financial position of Lakewood Medical Center as of December 31, 1996 and 1995t and the results of its operations and its cash flows for the years then ended ~n conforntity with generally accepted accounting principles. In accordance with Government Auditing Standards, we have also issued a report dated March 6, 1997, on our consideration of the Medical Center's internal control structure and a report dated March 6, 1997, on its compliance with laws and regulations. 

March 6, 1997 



 



LAKEWOOD MEDICAL CENTER Statements of Revenues and Expenses Years ended Decen~er 31, 1996 and 1995 
Net patient service revenue (note 8) Other revenue 
Expenses Total operating revenues Salaries, wages and benefits Professional fees Supplies and other Provision for uncollectible accounts Depreciation and amortization Interest Total operating expenses LoSS from operations Nonoperatlng gains (losses): Ad valorem taxes Donations Interest income Rental income, net Loss on equipment disposal Total nonoperating gains, net 

199~ 1995 $ 22,681,695 184,115 20,796,907 157.942 22.865~_$~IQ 20.954.849 
10,297,610 1,238,733 5,900,944 1,647,744 1,505,344 723.772 23.242.156 21.314,147 ~376.346) (359.298) 
749,611 21,537 71,433 37,772 

804.986 88Q~35~ Revenues and gains in excess of expenses and losses $ 428t640 521,055 
See accompanying notes to financial statements. 



LAKEWOOD MEDICAL CENTER Statements of Changes in Fund Balances - Restricted and Unrestricted Funds Years ended December 31, 1996 and 1995 

Balance at January i, 1995 Additions (deductions) : Ad valorem tax receipts Investment earnings Revenues and gains in excess of expenses and losses Debt service on general obligation bonds: Principal payments Interest paid or accrued Donations received Transfers to finance property, equipment and other Balance at Dece/nber 31, 1995 Additions (deductions) : Investment earnings Revenues and gains in excess of expenses and losses Debt service on general obligation bonds: Principal payments Interest paid or accrued Donations received Transfers to finance property, equipment and other Bslance at Decer~)er 31, 1996 

~,~nH RR]ances Restricted for debt Service Restricted on general for plant obligation replacement ~Q~ ~g~d other UnrestricL~ $ 2,540,824 
446,252 126,227 
(345,000) (162,000) 
2,606,303 
117,427 
(365,000) (140,300) 

36,537 __(21.537) 15,000 

86,959 --. (86. 959) 

2,588,938 
521,055 
345,000 

3,454,993 
428,640 
365,000 

Se:e accompanying notes to financial statements. 



LAKEWOOD MEDICAL CENTER Statements of Cash Flows - Restricted and Unrestricted Funds Years ended December 31, 1996 and 1995 
Cash flows from operating activities: Loss from ~>erations Interest expense considered capital financing activity Adjustments to reconcile operating loss to net cash provided by operating activities: Depreciation and amortization Provision for uncollectible accounts Changes in operating assets and liabilities: Decrease in patient receivables Increase in other receivables Decrease in prepaid expenses and other assets Decrease (increase) in inventories Increase (decrease) in accounts payable accrued expenses and current liabilities (Decrease) increase in accrued salaries Decrease in due to third-pazty payors Net cash provided by operating activities Cash flows from investing activities: Net rental receipts Ad valorem taxes received Utilization of (investment in) assets limited as to use Investment earnings Net cash provided by (used in) investing activities Cash flows from capital and related financing activities: Acquisitions cf property, plant and equipment Principal paid on long-term debt and capital leases Interest paid on long-termdebt and capital leases Restricted donations received 

/~.9_~ 1995 $ (376,346) (359,298) 704,512 723,772 
1,626,074 (2,255,036) 1,840,091 (11,973) 68,227 174,082 351,089 (106,488) (154.552) 

1,505,344 (1,647,744) 2,067,275 (12,816) 23,390 (120,445) (297,182) 288,455 (17.106) 
1.85~_~ 2.153.645 
71,289 591,289 1117,882 2(14.232 

90,667 593,863 (1,013,318) 197.660 
____~4.692 (131.128) 
(1,394,369) (930,902) (920,311) (750,029) (708,829) ___~ 6. 959 (968,750) 36.537 Net cash used in capital and related financing activities (2~6.550) (2.613.144) (Continued 



Restrict 
Net decrease equivalents Cash and cash equivalents Cash and cash equivalents 

Reconciliation of cash and cash equivalents to the balance sheet: Cash and cash equivalents in current assets Cash and cash equivalents in assets limited as to use: For plant and equipment additions and replacement by board of conu~ssioners For maintenance and purchase of capital and technology For debt service on revenue bonds For debt service on general bonds 

36,141 I15,125 
152,241 202,489 170,327 1,517 147,706 1,577 __ 3.97~ 

The Medical Center entered into capital lease obligations of $1,702,330 for new equipment in 1996. 
See accompanying notes to financial statements. 



(i) 

LAKEWOOD MEDICAL CENTER Notes to Financial Statements December 31, 1996 and 1995 
Lakewood Medical Center (the Medical Center) is a nonprofit public corporation, exempt from federal income taxes under: Internal Revenue Code Section 115 (as a governmeI~al entity) and Section 501(a) (as a hospital organization described in Section 501(c)(3))A. owned by Hospital Service District NO. 2 of St. Mary Parish, Louisiana (the District). The Medical Center is organized under powers granted to Parish Pol~ce Juries by the State Legislature under Act 420 of 1950. All corporate powers are vested in a Board of Cc~unissioners (the Board) appointed by the Parish Police Jury of St.. ~Lry Parish, Louisiana. The significant accounting policies used by the Medical Center in preparing and presenting its financial statements are sununarized as follows: 

(b) 

(c) 

(d) 

Inventories consisting primarily of medical supplies and drugs, are stated at the latest invoice price which approximates the lower of cost (first-in, first-out), ormarket. 
Management of the Medical Center has made a number of estimates and msstu~tions relating to the reporting of assets and liabilities and the disclosure of contingent assets and liabilities to prepare these financial statements in conformity with generally accepted accounting principles. Actual results could differ from those estimates. 
The Medical Center utilizes the proprietary fund method of accounting whereby revenue and expenses are recognized on the accrual basis. Substantially all revenues and expenses are subject to accrual. 
Pursuant to Governmental Accounting Standards Board (GASB) Statement NO. 20, Accounting and Financial Reporting for Proprietaa7 Funds and Other Governmental ~tlties That Use Proprietaa~ Fund Accounting, the Medical Center has elected to apply the provisions of all relevant pronouncements of the Financial Accounting Standards Board (FASB), including those issued after November 30, 1989. (Continued) 



(e) 
(f) 

LAKEWOOD MEDICAL CENTER Notes to Financial Statements 
Cash Rnd Cash EauivR]ents Cash and cash equivalents include investments in highly liquid debt instruments with an original maturity of three months or less. 
Assets limited as to use include Assets set aside by the Board of Con~nissioners for future capital improvements over which the Board retains control and may at its discretion subsequently use for other purposes, and Assets set aside under indenture agreements Assets limited as to use that will be used for current liabilities are reflected as current assets in the accompanying balance sheets. (g) ~ii~ent s 

(h) 

(i) 

Investments are stated a.t cost, adjusted for amortization of premiums, accretion of discounts and impairments in value that are deemed other than temporary. Premiums and discounts are amortized using the straight-line method which is not materially different from the interest method. 
Property, plantp and equipment are stated at cost less accumulated depreciation. Donated equipment is recorded at fair value at date of donation, which is then treated as cost:. Equipment under capital lease is stated at the lower of the present value of min~num lease payments at the beginning of the lease term or fair value at the inception of the lease. Depreciation on plant and equipn~nt is calculated on the straight- line method over the estimated useful lives of the assets. Equipment held under capital lease obligation~ is amortized on the straight-line method over the shorter of the lease term or est~nated useful life of the asset. ~nnd RR]RnC~ Te~n~VRr~V Restricted f~r D~ht R~rv~c~ n~ 
Upon receipt of tax revenues levied through December 31, 1994, the Medical Center records the proceeds from ad valorem taxes levied on property within Hospital Service District NO. 2 of St. Mary Parish, (Continued) 



(j) 

(k) 

LAKEWOOD N/EDICAL CENTER Notes to Financial Statements 
Louisiana as additions to the temporarily restricted fund balance for debt service on general (~ligation bonds. These monies are available only for payment of the debt service on the general obligation bonds. As principal payments are m~de on the general obligation bonds, a transfer to unrestricted funds is recorded. Interest payments result in a transfer to other revenue in the statement of revenue and expenses of unrestricted funds to offset the interest on the general obligation bonds included in expenses. Beginning in the year ended December 31, 1995, the proceeds from ad valorem taxes levied on December 31 of each year on property within Hospital Service District NO. 2 of St. ~L~ry Parish, Louisiana for the same tax year ended Dec~nber 31, are recorded as additions to assets l~nited as to use for plant and equipment additions and replacement by Board of Co~nlssioners. These funds are only available for the n~aintenance and purchase of capital and technology. Current taxes are received beginning in December of each year and become delinquent after February 28 of the following year. 
For purposes of display, transactions deemed by raanagement to be ongoing, ~jor, or central to the provision of health care services are neported as revenue and expenses. Peripheral or incidental transactions are reported as gains and losses. 
Net patient service is reported at the estimated net realizable amounts from patients, third-.party payors, and others for services rendered, including estimated retroactive adjustments under reimburse~ent agreements with third-party payors. Retroactively calculated contractual adjustments arising under reimbursement agreements with third-party payors are accrued on an estimated basis in the period the related services are rendered and adjusted as final settlements are deterntlned. 
The Medical Center 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 Medical Center does not pursue collection of amounts determined to qualify as charity care, such amounts are not reported as revenue. 

(Continued 



(27 

(m) 21ncome y~ 
(n) 
(o) 

LAKEWOOD MEDICAL CENTER Notes to Financial Statements 
The Medical Center qualifies provisions of the Internal Revenue is not subject to Federal or State as tax-exempt under existing Code, and its income, generally, income taxes. 
Expenses related to issuance of bonds are deferred and amortized over the period the bonds will remain Outstanding. 
Certain reclassifications have been made in the 1995 financial statements to conform with the 1996 presentation. cRRh Rnd CR~h RGl*~va]~ntR Cash and cash equivalents include cash on deposit with financial institutions, excluding amounts whose use is limited by Board designation. At December 31, 1996 and 1995, the Medical Center had cash as follows: 
Demand deposits Petty cash 

(3) Bank Deport s 

1996 1995 $ 34,441 - I.~00 113,425 ... 1.700 $ 36,141 I15t125 
Under state law, the bank balances of bank deposits and cash balances included in assets limited as to use by board designation, as discussed in note 4, must be secured by Federal deposit insurance or the pledge of securities owned by the fiscal agent. At December 31, 1996 and 1995, the market value of pledged securities plus the federal deposit 

10 

(Continued) 



(4) 

LAKEWOOD MSDICAL CENTER Notes to Financial Statements 
insurance exceeded the amount on deposit with the fiscal agent banks. At December 31, 1996 and 1995, the Medical Center had bank deposits as follows: 
Secured by Federal deposit insurance Collateralized by securities held by the pledging financial institution's trust department in the Medical Center's name Total 
Carrying value of bank deposits in the balance sheets 

199~ 1995 $ 444,840 452,835 
1.951.033 ~.821.635 $ 2t395t873 
$ 2t163~915 

3,274,470 
2.902.098 

Reconciliation of carrying value of bank deposits to the balance sheets 19~ 1995 Demand deposits Cash and cash equivalents in assets lindted as to use: For plant and equipment additions and replacement For maintenance and purchase of capital and technology relating to maintenance taxes For debt service on revenue bonds For debt service on general bonds Certificates of deposit in assets li~ted as to use: For plant and equipment additions and replacement For debt service on general obligation bonds 

34,441 113,425 
152,241 202,489 
170,327 1,517 8,465 147,706 1,577 3,971 

200,000 1.796.924 2.232.930 
$ 2,1639~9~15 2~902,098 

Gove]:nmental accounting standards require that the carrying amounts of investments as of the balance sheet date be categorized according to the level of credit risk associated with the Medical Center's investments at the time. The level of credit risk is defined as follows: 
ii (Continued) 



Category 1 - 
LAKEWOOD MEDICAL CENTER Notes to Financial Statements 

Insured (including government securities) or collateralized with securities held by its agent in the Hospital's name. or registered, the Hospital oi 
Category 2 - Uninsured and unregistered, collateralized with securities held by the counterparty's trust depax~tment or agent in the Hospital's name. Category 3 - Uninsured and unregistered, or uncollateralized, including balances collateralized with securities held by the pledging financial institution, but not; in the Hospital's name. The details of assets limited as to use at December 31, 1996 and 1995 are as follows: 1,996 1995 For plant and equipment additions and replacement by board of c~m~ssioners: Cash and cash equivalents $ 152,241 Certificate of deposit U.S. Treasury notes Accrued interest receivsble 
For maintenance and purchase of capital and technology relating to ~intenance taxes received: Cash and cash equivalents U.S. Treasury notes Accrued interest receivable 

585,221 __ 6.199 
202,489 200,000 690,988 3.826 __~43.661 I~97.303 

170,327 584,853 i0.97~ 147,706 ___/66.159 147.706 For debt service on Series 1978 revenue bond - cash and cash equivalents __ ~.517 __ 1.577 For debt service on Series 1976 general obligation bonds: Cash and cash equivalents Certificates of deposit U.S. Treasury notes Accrued interest receivable 

12 

8,465 1,796,924 97,595 ._~0.803 
3,971 2,232,930 97,394 395.319 2~33.787 ~,729.614 (Continued 



(5) 

LAKEWOOD MEDICAL CENTER Notes to Financial Statements 
Total assets limited as to use Less a/nounts classified as current 

~L93~ 1995 $ 3,845,124 3,976,200 __~6.467 514.177 Noncurrent assets lim/ted as to use $ 3_z~3"29r657 3r462~02~ 
On December 31, 1996 and 1995, all assets whose use is limited are a Category 1 t~)e investment. In connection with the 1978 revenue bond, the Medical Center established a sinking fund and reserve fund. The reserve fund is used for the purpose of making payments of principal and interest on the bond if funds available for payment of principal and interest in the sinking fund are insufficient. At Decen~)er 31, 1996 and 1995, there were no funds on deposit in the reserve fund. The amounts on deposit in the sinking fund were $1,517 and $1,577 at December 31, 1996 and 1995, respectively. The Medical Center has not funded the sinking fund since Septex~ber 1993 (see Note 6). Prnnf~rtv Rnd ~.s11~Dm~nt Property an equipment, by major category, at December: 31, 1996 and 1995 are as follows: 
Land and improvements Building and improvements Fixed equipment Major moveable equipment 
Less accumulated depreciation 
Equi~neat under capital lease obligations Less accumnlated amortization 

13 

i~99~ 1995 $ 118,210 22,625,729 3,792,436 6.804.534 33,348,909 23.517.844 
118,210 22,499,287 3,732,729 6.503.116 32,853,342 22.883.18~ 9.823.065 9.970.15~ 3,878,520 1.300.536 2,176,190 922.592 2.577.984 1.253.598 $ 12t401tO49 11.223.751 (Continued) 



(6) 
LAKEWOOD MEDICAL CENTER 
Notes to Financial Statements 

Long-tern~ debt; at December 31, 1996 and 1995 are as follows 1.93~ 1995 Revenue bond, Series 1978, 6%, due serially to 2011, with remaining installments ranging from $370,000 to $716,000 $ 7,936,000 7,936,000 General obligation bonds, Series 1976, interest ranging from 6% to 6.2%, in varying installments through 2001 with remaining annual installments ranging fr~n $390,000 to $505,000 2,230,000 2,595,000 Note payable to St. M~ry Parish, noninterest-bearing ~22.575 2u~ 10,188,575 10,569,486 Less current installments of long-term debt 815.911 380.911 $ 9~)72~664 I0t188~575 In 1978, the Medical Center issued to the National Oceanic and Atmosphe3:ic Administration (NOAA), Office of Coastal Zone Management, its revenue bond in the amount of $10,636,000, secured by a pledge of the Medical Center's future revenue. The bond can be paid prior to maturity without penalty. In connection with the issuance of the 1978 revenue bond, the Medical Center is required to maintain funds in a revenue bond sinking fund, reserve fund, and depreciation fund. The reserve fund and the depreciation fund are to be funded up to certain amounts w~th excess revenue as defined in the Resolution. During 1994, the reserve fund was exhau~ted to pay the debt service payments on the revenue bond (see note 4}. The Medical Center is currently not in compliance with the Resolution as it does not have the required funds on deposit in the sinking fund, reserve fund and the depreciation fund. However, the revenue bond payment schedule cannot be changed as a result of the lack of required funds on deposit. The bondholders, after giving proper notice, have the right to appoint a receiver of the Medical Center, however the bondholders have indicated that they currently have no intention to exercise this right. During 1994, the Medical Center requested a moratorium on interest and principal payments to NOAA. The Medical Center was granted a two yea~ 
14 

(Continued) 



LAKEWOOD ~I)ICAL CENTER Notes to Financial Statements 
moratorium for its principal pa~nents, however all interest payments were required to be paid in full by December 1995. All interest payments were rmade as required in December 1995. General Obl/~ation Bonds. Series/_9_7~ - During 1976, the District issued $6,250,000 of general obligation bonds to acquire hospital buildings, nuachinery and equipment. The bends are payable from the proceeds of a special ad valorem tax levied by the St. Mary Parish Police Jury ove~ the period the bonds are outstanding. The tax receipts and related interest earned on invested unezpended tax receipts are restricted for the payment of principal and interest on the general obligation bonds (see note 4). The bonds are callable at the option of the District in inverse order of rmaturities on any interest payment date at the principal amount, plus a pr~niu~n of up to 1.5%. - In 1979, the Medical Center entered into a loan with the Parish of St. Mary, Louisiana, for $200,000. In 1986, the Hospital leased space to the Sheriff of St. Mary Parish for 15 years in satisfaction of the remaining unpaid principal amount of $166,667. During 1991 and 1993, the lease was amended to include additional office space for use by St. Mary Parish. The Medical Center paid interest approximately $624,000 and $883,000 1996 and 1995, respectively. relating to long-term debt of during the years ended December 31, 
Aggregate maturities of the Medical Center's long-term debt at Dec~nber 31, 1996 are as follows: Year ended 

(7) Lea S~_~ 

1997 1998 1999 2000 2001 Thereafter 
The Medical Center has entered capitalized in accordance with Statement No. 13, Accounting for agreements, the Medical Center 

15 

$ 815,911 871,664 915,000 965,000 1,015,000 5.606.000 $ 10,188,575 
into lease agreements that have been Financial Accounting Standards Board Leases. Under the terms of the leasing is obligated to psy a monthly rental (Continued) 



LAKEWOOD MEDICAL CENTER Notes to Financial Statements 
payment over the primary te~ of the lease, which generally is for five years. Depending on the lease agreement, the Medical Center has the option tc purchase the leased eq%lipment at the fair n%arket price, renew the lease for an additional lease term at the fair n%arket rental rater or return the equipment to the lessor. Future rainimu~ lease payments at December 31, 1996 under capital l~ase obligations are as follows: Year ending ~emb~u/1 1997 1998 1999 2000 2002 
Less imputed interest 

$ 644,834 644,834 394,067 394,067 __~42.127 2,319,929 ~283~ 76~) Present value of future lease obligations 2,036,162 Less amounts due within one year Long-te~n portion of capitalized lease obligations 
~25.009) 

Leased assets included in equipment totaled $3,878,520 and $2,176,190 at both December 31, 1996 and 1995. Related accumulated amortization was $1,300,536 and $922,592, respectively. The leased equipment collateralizes the capital lease obligations. The Medical Center is obligated under non-cancelable operating leases for equipment. Future lease payments for one of the leases is based upon patient usage. Amount8 paid under this lease totaled $69,751 and $17,397 during 1996 and 1995, respectively. Other future minimum lease payments for operating leases having initial or ren~ining noncancelable lease terms in excess of one year as of December 31, 1996 are sununarized as follows: Year ending D~cemb~_2d~ 1997 1998 

16 

$ 69,751 64,851 
{Continued) 



(8) 

LAKEWOOD MEDXCAL CENTER Notes to Financial Statements 
Total rental expense incurred for all operating leases was $124,368 and $82,630 for the years ended December 31, 1996 and 1995, respectively. The Medical Center leases office space to members Of its medical staff under operating leases whose terms are generally for 5 years. Assets held for lease at December 31, 1996 consist of buildings and improvements with an original cost of $1,092,895. Accumulated depreciation of the leased assets totaled $429,031 at December 31, 1996. The future minimum lease rentals at Dece~nber 31, 1996 to be received from these leases are as follows:: Year ending 
1997 1998 1999 2000 2001 

$ 74,643 72,018 72,018 3,466 3,177 
The Medical Center has agreements with governmental and other third- party payors that provide for reimbursement to the Medical Center at amounts different from its established rates. Contractual adjustments under third-party reimbursement programs represent the difference between the Medical Center's billings at established rates for services and amounts rein~Dursed by third-party payors. A stumnary of the basis of reimbursement with major third-party payors follows: ~ Medicare - Inpatient acute care services rendered to Medicare program beneficiaries are paid at prospectively determined rates-per- discharge. These rates vary according to a patient classification syst~n that is based on clinical, diagnostic and other factors. Certain types of exempt inpatient and outpatient services related to Medicare beneficiaries are paid based upon a cost reimbursement methodology. The Medical Center is paid for cost reimbursable items at a tentative rate with final settlement determined after submission of annual cost reports by the Medical Center and audits by the Medicare fiscal intermediary. Medicaid - Inpatient services rendered to Medicaid progra~ beneficiaries are generally paid at an all-inclusive per diem rate. Outpatient services rendered to Medicaid progra~L beneficiaries are reimbursed based upon a cost reimbursement methodology. The Medical 

17 
(Continued) 



LAKEWOOD MEDICAL CENTER Notes to Financial Statements 
Center is paid at a tentative rate with final settlement determined after sub~dssion of annual c~st reports by the Medical Center and audits by the Medicaid fiscal intermediary. Presented below is a sununary of net patient service revenue for the years ended December 31, 1996 and 1995: 
Gross patient service revenue Less provision for contractual adjustments 

19.c!~ 1995 $ 36,261.,259 33,072,864 13.579.564 12.275.957 $ ~., 695 20.796,907 
The Medical Center participates in the Medicare and ~dicaid programs as a provider oi! medical services to program beneficiaries. The Medical Center derived 65% and 68% of its gross patient revenue in 1996 and 1995, respectively, from patients covered by the Medicare and Medicaid programs. (1.0) Charity 

(11) 
The Medical Center provides car(~ to patients who meet certain criteria under its charity care policy without charge or at amounts less than its established rates. The Medical Center provided charity care of approximately $105,000 and $99,000 in 1996 and 1995, respectively, based upon foregone charges using established rates. 
At Dece~er 31, 1996 and 1995, employees of the Medical Center have accumulated and vested $197,470 and $312,597, respectively, of employee leave benefits. This is recorded as an obligation of the Medical Center. (3.2) P e n s i9/I_~ Effective January I, 1996, the Medical Center adopted a defined contribution plan. Employees who have completed one year of service and are age 21 or older, are eligible to participate in the Plan. Plan participants are fully vested after 5 years of service or upon participant death or disability. The amount contributed to the plan by the Medical Center is determined by the management of the Medical Center. Management approved a funding 

18 (Continued) 



(13] 

LAKEWOOD MEDICAL CENTER Notes to Financial Statements 
level of 3% of each eligible participant's compensation as of July 7, 1996. No contributions were made prior to July 7, 1996. Compensation is defined as base pay up to a ~ximur~ of 80 hours for each pay period including regular hours worked, vacation and holidays. Total salaries for all employees for the period July 7, 1996 to December 31, 1996 were $4,707,153. Total covered compensation for eligible plan participants for the period July 7, 1996 to December 31, 1996 was $2,680,133. Plan contributions for the same period were $80,404. Loans to participants are not allowed and plan participants are allowed to direct ths investment of their plan assets to those investment options designated by the plan administrator. The plan does not allo~ for investment in insurance policies or qualifying employer securities Or employer real property. 
The Medical Center grants credit to patients, substantially all of whom are local residents. The Medical Center generally does not require collateral or other security extending credit to patients; however, it routinely obtains assignment of (or is otherwise entitled to receive) patients" benefits payable under health insurance programs, plan8 or policies (e.g., Medicare, Medicaid, Blue Cross and conuuercial insurance policies). At Decer~ber 31, 1996, the Medic~l Center had net receivables from the Federal government (Medicare) of approximately $130,000 and the State of Louisiana (Medicaid) of approxin~itely $173,000. Amounts included in due to third party payors represent estimated settlements to be paid to Medicare and Medicaid for all cost reports for which final settlements have not been made. Final settlement has been made by the intermediary for all years through December 31, 1993 for Medicare and Medicaid. 
The Medical Center participates in the Louisiana Hospital Association Trust Fund and the Louisiana Patients' Compensation Fund for medical malpractice claims. AS a participant, the Medical Center has a statutory limitation of liability which provides that no award can be rendered against it in excess of $500,000, plus intezest and costs. The Trust Fund provides malpractice coverage for claims up to $100,000 and the Compensation Fund provides additional coverage on a claims-made basis for claims over $100,000 and up to $500,000. The Medical Center provides health insurance benefits to its employees under a self--insured plan. The plan requires that the Medical Center pay the first $50,000 of covered benefits per employee. The Medical Center has reflected its estimate of the ultimate liability for known and incurred but not reported claims in the accompanying consolidated financial statements. 
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Suite 3500 One Shell Square New Orleans. LA 70139 3599 

The Board of Conun/ssioners Hospital Service District No. 2 of St. Mary Parish, Louisiana (Lakewood Medical Center): 
We have audited the financial statements of Hospital Service District No. 2 of St. Mary Parish, Louisiana (Lakewood Medical Center) as of and for the year ended Dece~)er 31, 1996, and have issued our report thereon dated March 6, 1997. We conducted our audit in accordance with generally accepted auditing standards, and 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 general purpose financial statements are free of material misstatement. The management of Lakewood Medical Center is responsible for establishing and raaintaining an internal control structure. In fulfilling this responsibility, estimate8 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 management 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 managementts authorization and recorded properly to permit the preparation of financial statements in accordance with generally accepted accounting principles. Because of inherent lir~itations in any internal control structure, errors or irregularities may nevertheless occur and not be detected. Also, projection of any evaluation of the structure to future periods is subject to the risk that procedures may become inadequate because of changes in conditions or that the effectiveness of the design and operation of policies and procedures may deteriorate. In planning and performing our audit of the financial statements of Lakewood Medical Center for the year 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 assessed control risk in order to determine our auditing procedures for the purpose of expressing our opinion on the financial statements and not to provide an opinion on the internal control structure. Aeco~:dingly, we do not express such an opinion. 



KPMG Peat Marwick LLP Suite 3500 One Shell Square New Orleans, LA 70139 3599 Our consideration of the internal control structure would not necessarily disclose all matters in the internal control structure that might be material weaknesses undez standards established by the American Institute of Certified Pub[tic Accountants. A material weakness is a condition in which the design or operation of the specific internal control structure elements does not reduce to a relatively low level the risk that; errors or irregularities in amounts that: would be material in relation to the general purpose financial statements being audited may occur and not be detected within a timely period by employees in the no2Tmal course of performing their assigned functions. We noted no matters involving the internal control structure and its operation that we eonsidez to be material weaknesses as defined above. Howeverr we noted certain matters involging the internal control structure and its operation that we have provided to the management of Lakewood Medical Center, in a separate letter dated Marcb 6, 1997. This report is intended for the information of the Board of management, and the Legislative Auditor. However, this report public record and its distribution is not limited. 

March 6, 1997 

M0r1~b~r FLrrl~ 0f 

Commissioners, is a matter of 



Suite 3500 One Shell Square New Orleans, LA 70139-3599 

The Board of Co~ssioners Hospital Service District No. 2 of St. Mary Parish, Louisiana (Lakewood Medical Center): 
We have audited the financial stat~nents of Hospital Service District NO. 2 of St. Mary Parish, Louisiana (Lakewood Medical Center) as of and for the year ended December 31, 1996, and have issued our report thereon dated March 6, 1997. We conducted our audit in accordance with generally accepted auditing standards, and 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 general purpose financial statements are free of material misstatem~ent. Compliance with laws, regulations, contracts, and grants applicable to Lakewood Medical Center is the responsibility of Lakewood Medical Center's management. As part of obtaining reasonable assurance about whether the general purpose financial statements are free of materiel ntl setatementr we performed tests of Lakewood Medical Center's compliance with certain provisions of laws, regulations, contracts, and grants. However, the objective of the audit of financial stateanents was not to provide an opinion on overall compliance with such provisions. Accordingly, we do not express such an opinion. The results of our tests disclosed no instances of noneomplience that are required to be reported herein under Government Auditing Standards. This report is intended for the information of the Board of Com~iesloners, management, ~nd the Legislative Auditor. Howevert this report i8 a matter of public record and its distribution is not limited. 

March 6, 1997 
M~rrlbc~r F irrT1 Or 



March 6, 1997 
~C~F~DENTIAL 

Suite 3500 One Shell Square New Orleans, LA 70139 3599 

The Board of Comnlissloners Hospital Service District No. 2 of St. Mary Parish, Louisiana (Lakewood Medical Center) Dear Members We have audited the financial statements of Hospital Service District NO. 2 of St Mary Parish, Louisiana (Lakewood Medical Center) for the year ended December 31, 1996, and have issued our report thereon dated March 6, 1997. In planning and performing our audit of the consolidated financial statements of Lakewood Medical Center, we considered internal control in order to determ/ne our auditing procedures for the purpose of expressing our opinion on the financial statement8 and not to provide assurance on internal control. A material weakness is a condition in which the design or operation of internal control components does not reduce to a relatively low level the risk that errors or irregularities in amounts that; would be material in relation to the financial statements being audited may occur and not be detected within a tin,ely period by employees in the no~n~ll course of perfor~u[ng their assigned functions. Our consideration of internal control would not necessarily disclose all n~%tters in internal contzol that might be m~terial weaknesses under standards established by the American Institute of Certified Public Accountants. However, we noted no matters involving internal control and its operation that we consider to be material weaknesses as defined above. Status of Our Observations D~ Nb~r~h ]4. 1996 Presented es appendix A is a s~mary of the current status of matters contained in our letter, dated March 14, 1996. 
This report is intended solely for the information and use of the Board of Commissioners, management and others within Lakewood Medical Center. We wish to acknowledge the cooperation and courtesy extended to us by the management and ethers of Lakewood Medical Center throughout the audit. Should you have any questions concerning the matters presented in this letter, we will be pleased to discuss them with you at your convenience. 

~0rtlbl~r ~ ~irll of 

Very truly yours, 
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