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Ernst & Young I,LP congratulates the Hospital oll another year of faw~rable operating results, l would like to thank the lIospital's rnanagement and accounting departmenl for lheir efforts in helping us to timely meet your reporting deadlines. As a result of our audit, 1 am pleased lo present this 1997 Audit Results Binder for North Oaks tlealth 
The 1997 Audit Results Binder includes, among other items, audited financial statements, compliancc reports, selected operating slatistics and graphs, and The Board Report, an Ernst & Young LLI' publication oll current lrends and developments in the heallh care industry. l hope you find lhe 1997 Audit Results Binder an effective tool for rcviewing operalions for 1997 and useful as a stepping stone inlo 1998. ]f you would like additional information or have questions, please contact me. 1 wish you continucd success in 1998 and look forward to continuing to serve you. 
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Hospital Service District No. 1 of Tangipahoa Parish, l.ouisiana Financial Statemenls 
Years ended June 30, 1997 and 1996 
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Report of Independent Auditors 
The Board of Commissioners l lospital Service District No. 1 of Tangipaboa Parish, Louisiana 
We have audited the accompanying balance sheets of ltospital Service District No. 1 of Tangipaboa PaIish, Louisiana (the ttospilal or tile District) as of June 30, 1997 and 1996, and tile lelated statements of revenue, expenses and ftllld balance and cash flows for the years then ended. These financial statements are the responsibility of tile ltospital's man- agement. Our responsibilily is to express an opinion on these financial statements based on otn audits. 
We conducted our audits in accordance with generally accepted auditing standards. Those standards ~equire that we plan and perform the audit to obtain reasonable assurance aboul whether the financial statements are fl'ee of material misstatement. An audit includes OXalllilling, Oil a lost basis, evidence supporting the amounts and disclosures ill the fill~ln- cial stalements. An audit also includes assessing the accounting pril~ciples used and signiD canl 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 relerred to above present faMy, in all material respects, the l]nallcial position of tile Hospila] at June 30, 1997 and 1996, and the results of ils operations and its cash flows lbr the years then ended in conformity with generally accepted accounting principles. 

September 17, 1997 
L/-P 



t]ospital Service District No. 1 of Tangipahoa Parish, Louisiana Balance Sheets 

Assets Ctlrront assels: Cash l'atienl accounls receivable, net of estimalod uncollect blos of $3,978,0110 in 1997 and $4,286,1100 in 1996 Assets whoso use is limited required l)r current liabili- ties self-insurance claims and debt service Inventories Prepaid expenses and other currenl assets ']'olal ctlrrelll asse|s Assets whose use is limited: Under bond indenture agreement held by trustee Revenue Bonds, Series 1994 and 19911 Fly board for lllant and equipment additions and rep]aceme~lt~ By board for solf-illsurance claims 

1997 1996 

26,489,093 25,737,141 
25,217,348 40,248,729 28,788,989 663.8311 23,990,13(/ 657,175 54,670,167 Loss assets whose use is limited required fl)r currenl liabilities 2,794,914 2,960,485 Noncur~onl assels whose use is limiled 

Notes rcceiwlblc Unamortized debt issuance costs 
Properly, plant and equipment: Land Buildings and equipment Collslrtlction ill pI'O~HOSS Less acctlnltllal('.d d(:precialion 

51,875,253 61,935,549 
561,837 2,11411,755 
267,688 
4,009,784 74,399,222 27.934.363 

578,696 2,157,957 
352,922 
3,829,784 66,531,521 7,6411,887 1116,343,369 40.282.740 78,0(12,192 35,782,456 66,060,629 42,219,736 $147,295,255 $ 132,982,00 



IAabilities (~tlrlent liabilities Accounls payable Accrued salaries and payroll-related costs Accrued interest payable Accrued selfqnsurance claims Estimated Ihfid-party payor setllements Medicare and Medicaid Current portion of capital lease obligations Current portion of long-term debt 'Total current liabilities 

June 30 1997 1996 

20,328,460 15,587,277 
Capital lettse oblig, ations, exchlding current portion 429,185 680,299 Long-term debt, net of unamortized bond discount of $879,086 in 1997 and $929,571 in 1996, exchlding cunent portion 59,905,914 60,870,429 66,631,696 55,843,996 

$147,295,255 $132,982,0(ll 



Hospital Service District No. 1 of Tangipahoa Parish, Louisiana Slalements of Revenue, Expenses and Fund Balance 

Net palicnl service 1-cvclltlC Oilier revenue Tolal revenue 
l ;.xpenses: Routine services Ancillary services 1 lousehold and property Dielary and cafeteria Adminislration and general Provision for bad debls Depreciatiol~ lnteres! Total expenses RcvcnHc ill eXCeSS of expellees Fund balance at beginning of year Conlributions for equipment additions Fund balance at end of year 

Year ended June 30 1997 1996 $ 95,953,997 3,119,636 $ 88,756,907 3,373,595 99,073,633 92,130,502 
15,559,034 37,471,918 3,836,1)211 2,142,049 21,513,962 1,918,797 4,731,274 1.112.878 

14,374,868 35,240,637 3,710,696 1,969,919 18,460,769 2,060,922 4,422,739 1.392.663 88,285,933 81,633,213 10,787,700 10,497,289 
55,843,996 45,327,836 18.871 $ 66,631,696 $ 55,843,996 



Hospilal Service District No. 1 of Tangipahoa Parish, l.ouisiana 
Statements of Cash Flows 

Operating aelivities Revenue in excess of expenses A([}nslnlenls to recollci]e revenue ill excess of expenses to net cash provided by operating activities: l)eprEciation Net loss (gain) on disposals of assets ]nterest income Interest ExpEnse ChangEs in operating assets and liabilities Patient accnnnts receivable Inventories, prepaid expenses and other ctnTent assets Estimated third-party payers settlements Medicare and Medicaid Accounts payable, accrued salm'ies and payroll-related costs, and other accrued expenses Net cash provided by operating activities 
Capital and related financing activities Purchases of prt~perty, plant and equipment Proceeds flom disposals of assets l'rincipal payments on hmg-term debt l'rincipal payments on capital lease obligations Interest payments on bonds and capital leases C.ha nge in other assets, net Net cash used in capital and related financing activities 
Investing aclivilies lnterest earned (Increase) decrease in assets whose use is limflEd Under bond indel:dure agreement By board for plant and equipment By board for self-insurance claims Other Net cash provided by investing activities Net increase (decrease) in cash (~ash at beginning of year Cash at end of year See accompanying noles 

Year ended June 311 1997 1996 $ 10,787,700 $ 10,497,289 
4,731,274 15,179 (1,660,097) 1,112,878 512,894 25,839 
1,362,4117 2.953,819 

4,422,739 (1,100) (1,804,233) 1.392,663 (3,392,358) (367,872) (1,256,698) 
19,841,893 11,280,596 
(27,654,483) 16,815 (585,000) (2411,822) (3,8117,988) 85,234 

(11,386,062) 1,100 (555,001)) (349,982) (3,493,273) 18.871 (32,186,244) (15,764,346) 
3,557,881 4,042,695 
15,031,381 (4,798,859) (6,655) 16.859 

3,325,179 (3,733,274) (45,066) 43,426 13,800,607 3,632,96( 



Hospital Sei'x;ice District No. 1 of Tangipahoa I'arish, Louisiana Notes to Financial Statements 
1. Organization and Significant Accounting Policies 
Organizalion llospita] Service l)istrict No. 1 of Tangipahoa Parish, Louisiana (the tlospital or the I)istricl) is a nonprofit public corporation organized under powers granted to parish police juries by ChapteJ 10, Title 45 of the Louisiana Revised Statutes of 1950. All corpurate powers are vested in the board of commissioners appointed by the Tangipahoa Parish Police Jury. The District owns and operates North Oaks Medical Center, a 268-bed acute care hospital, and North Oaks Rehabilitation Hospital, a 35-bed hospital which provides rehabilitation and skilled nursing services. The Hospitals are located on two campuses in the city of Hammond, Louisiana. As a political subdivision, the Hospital is exempt from federal income taxes under Section 115 of the Internal Revenue Code. Tiffs exemption also applies to ,SlBIC incon]e taxes. Basis of Accounting 
The 1 lospital uses Ihe accrual basis of accounting for proprietary funds. Under Govern- monlal Accounting Standards Board (GASB) Statement No. 20, Accounting arid Financial Reporting for Proprietary Funds and Other Governmental Entities 7hat Use l'roprieta0, Fund Accounting, the Hospital has elected not to apply Financial Accounting Standards Board (FASB) pronouncements issued after November 30, 1989. Inventories Inventories are wdued at the latest invoice price which approximates lower of cost (first ill, first-out method) or market. Property, Plant and E'quipment 
The Hospital records all property, plant and equipment acquisitions at cost except for assets donalcd Io the Hospital. Donated assets are recorded at appraised value at tile date of donation. The Hospital provides for depreciation of its plant and equipment using the straight-line method based on the estimated useful lives of the assets as suggested by the American l]osF, ital Association. Equipment recorded under capital lease obligations is included in buildings and equipment and the associated amortization of these assets is included in depreciation expense. 



Hospital Service District No. 1 of Tangipahoa Parish, Louisiana Notes to Financial Stalements (continued) 
1. Organization aud Significant Accounting Policies (continued) Debt Issuance Expense The llospilal recorded as an asset the costs incurred in connection with the issuance of the 1994 Revenue Bonds. These costs are being amortized using the interest method ow~'r the life of the bond issue. The amortization is included in interest expense in the statement ol revenue, expen';es and fund balance. Self-Insurance Claims Accrued self-insurance claims represent the ttospital's accrual for self-insured professiona liability and wolkers' compensation claims and employee health. Net Patient Service Revenue and Related Receivables 
Net patient service revenue is reported at the estimated net realizable amotmts from patients, tbfi d-party payers, and others for services rendered. The Hospital provides care to patients even though they are covered by contractual payment arrangements that do not pay full charges or may lack adequate insurance. As a result, the Hospital is exposed to certain credit risks. The ltospital manages snch risks by regularly reviewing its accounts and contracts and by providing appropriale allowances. 
Medicare and Medicaid Reimbursement The llospital is paid under the Medicare Prospective Payment System (PPS) which pays the llospital a predctem~ined amount for Medicare inpatient services rendered based, for the most part, on the Diagnosis Related Group (DRG) assigned to the patient. Medicaid inpatient services are paid on a prospective per diem syslem. Medicare outpatient services, psychiatric care, home health services, bad debts, skilled nursing services, ~ehabilitation services, and Medicaid outpatient services arc reimbursed a lemative amount during the year which is subject to a retroactive payment adjustment determined in accordance with appropriale Medicare or Medicaid program regulations. Retroactive cost ,;ettlements are accrued on an estimated basis in the period the related ,;ervices are lendered and adjusted as necessary in future periods as final settlements are determined. 



Hospital Service District No. 1 of Tangipahoa Parish, Louisiana Notes to Financial Statements (continued) 
1. Organization and Significant Accounting Policies (continued) 
Use of Estimates Tile preparation of financial statements requires management to make estimates and assumptions that affect amounts reported in the financial statements and accompanying notes. Such esthnales and assumptions could change in the fnture as more informatinn becomes known, which could impact Ihe amounts reported and disclosed herein. Changes in Presentation of Comparative Slalements 
Certain amounts m tile 1996 financial statements have been reclassified to conli)rm to the 1997 prescnlation. 
2. Cash and ]nvcstmenis Stalules authorize tile ltospital to invest in Untied States Government obligations and agencies, cmtilicates of deposit of national hanks located in Louisiana or banks organized under the laws of Louisiana, any federally insured investment, guaranteed investment tun- tracts issued by a financial institution having one of tile two highest rating categories of Standard & Poor's C.orporation or Moody's ]nvestors Services, or in nmtual or tltlst institutions which are registered with the Securities Exchange Commission under the Securities Act of 1933 and the Investment Act of 1940 and which have underlying invest- ments consisting solely of securities of the United States Government or its agencies. The Hospilal's bank balances of deposils at June 30, 1997 and 1996, which are included in cash and assets whose use is limited ell the balance sheet, were entirely insured or cellal- eralized with sceurities held by an agent for Ihe pledging bank in the ltospital's name. *t June 30, 1997 and 1996, the ttospital had invested $35,705,311 and $51,404,862, respectively, in U. S. Government obligations and money market accounts whose under- lying inveslments consist solely of securities of the U. S. Government or its agencies, which are held by a trustee or an agent of lhe Hospital in the llospital's name. The cost of such invcsm~ents approximates market al .lune 30, 1997 and 1996. These funds are recorded in assets whose use is limited on the balance sheet. 



Hospilal Service I)istrict No. I of Tangipahoa Parish, Louisiana 
Notes lo Financial Statements (conlinued) 

3. Iteallh Insurance Program Reimbursement 
The l lospilal participates in the Medicare and Medicaid programs as a provider of medical services to program beneficiaries. I)uring the years ended June 30, 1997 and 1996, approximately 67% and 69%, respectively, of the Hospital's patient service charges were furnished to Medicare and Medicaid progrmn beneficiaries. 
Laws and regulations governing the Medicare and Medicaid programs are complex and suhject to interpretation. The ttospital believes that it is in compliance with all applicable laws and ,egulations and is not aware of any pending or threatened investigations involv- ing allegalions of potential wrongdoing. While no such regulatory inquiries have been made, compliance with such laws and regulations can be sul~iect to future govennnent review and interpretation as well as significant regulatory action including fines, peludties, and exclusion from the Medicare and Medicaid program. 
Medicare and Medicaid settlements have been determined following the principles of reimbursement applicable to each program and have been recorded in the accouuts of the: ltospital. Estimaled settlements for the years through June 30, 1994 have been audited or reviewed by program representatives and adjustments of $677,000 and $382,000 for fiscal years 1997 and 1996, ,espcctively, have been recorded to iacrease net patient service revenue in each of the years to reflect the efR:ct of changes made by program representa- tives. No significant differences arc anticipated between the settlements recorded and file final settlements to he determined by program representatives. 4. Charily Care 
The llospital provides care to palients who meet certain criteria under its charity care policy wilhoul charge or al amounts less than its established rates. Because the ltospital does not Imrsuc collection of amounts determined to qualify as charity care, they arc not reported as revenue. 
The Hospital maintains records to identify and n',onitor the level of charity care it provides. These records include the amount of charges foregone for services m~d supplies furnished imder its charity care policy. The following information measures the level of charity care provided during tbe years ended June 30, 1997 and 1996. 1997 1996 Charges foregone, based on eslablished rates $ 5,9115,626 $ 4,395,212 



Hospital Service District No. 1 of Tangipahoa Parish, Louisiana 
Notes to Financial Stalements (continued) 

5. Assets Whose Use is Limited 
The terms of tile. l tospital's 1994 and 199(I Revenue Bonds require funds to bc maintained on deposit in certain accounts with tile trustc.e. The limds ell deposit in tile accounls are required to be invested by the trustee ill accordance with the terms of the Bond Resolu- tion. As o| June 3(I, 1997 and 1996, the %ntis were deposited as follows: 
Bond debt service accourJts Sinking fund accomlts Construction aec(itlllt Capitalized interest Reserve accounts 

1997 1996 $ 431,378 1,7115,413 18,144,250 
4.936.307 
$ 269,974 853,397 32,274,185 1,865,238 4.985.935 $ 25,217,348 $ 4(I,248,729 

The ltospital board (if commissioners has designated Hospital funds to be used lot furore plant and equipment additions, separate and apm't from the expansion program, and to fund sell-insurance claims. 
The funds, included in assels whose use is limited, were invested in certificates of deposil, U. S. Government obligations and m(mey market funds ".x, hich am carried a~. c~st which approximates the market value at June 30, 1997 and 1996. 
6. Note Receivable The tlospital entered into an agreement with tile Cancer, Radiation and Research Founda- lion (the l~oundalion) for the purpose of constructing a facility thal provides radiation ontology treatments on an outpatient basis. Under the terms of tile agreement, tile 1 lospi- la] loaned $680,331 to the Foundation to construct the thcility on the Hospital's campus. The note receivahle fiom the Foundation is payable over 30 years and bears an annual interest rate of 5.5%. The Hospital holds a mortgage on lhe facility (excluding e(luipment, lurniturc and fixtures) Io collateralize the note receivable. In addition, the ltospital agreed to lease tile land upon which the facility is located to the Foundation for a nominal annual lental fee. The inilial lease term is for 3(I years with 3 successive 10-year renewal options. 

10 



Hospital Service District No. 1 of Tangipahoa Parish, Louisiana 
Notes to Financial Statements (continued) 

7. Employee Retirement Plan 
The Hospital has a defined contribution plan which covers all lidl-fime employees who elect to participate after they have met certain eligibility requirements. Under the plan, tilt' llospital is required to contribute 2% of the salaries of eligible employees while partici- pants may contribute up to tile maxinmm ]evel allowed by the Internal Revenue Code or 25% of gross salary, whichever is less. The participants vest immediately in the Hospital's and their contrihutiuns. The retirement benefits received by the participants will depend upon tile accumulated value of their accounts upon termination, attaining age 59 1/2, severe financial hardship, or death. Retirement expense included in administration and general expense on the statement of levenue, expenses and fund balance was $393,343 in fiscal year 1997 and $385,110 in fis- cal year 1996, representing the required cmlllibtlfions ill both years. Employee colllrihu- lions were $871,410 in 1997, representing 4.43% of total covered payroll. Total payroll ~md covered payroll were $46,454,558 and $19,667,166, respectively, for the year ended June 30, 1997. 
g. Risk Managenlent l'rior to July 1, 1993, tile Hospital was sell:insured for medical malpractice on a claims- made basis for individual clairns up to $100,000. Effective Jnly 1, 1993, the Hospital sub- scribed to the Louisiana llospital Association Insurance Trust Fund for medical malprac- tice coverage up to $100,000. For individual malpractice claims in excess of $10(I,000, the ltospital participates in the State of Louisiana Patient Compensation Fund (the Fund). Tile Fund provides malpractice coverage to the Hospital fur claims in excess of $100,000 up to $500,00(1. According to current state law, medical malpractice liability (exclusive of future medical care awards) is limited to $500,000 per occurrence. Hospital management has no reason to believe thai the Hospital will be prevented froru continuing its participation in the Fund. 
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. As of June 30, 1997, the llospital has accrued $649,400 for the esti- mated loss and litigation expenses related to professional liability claims for which the I lospital is self-insured. Claims have been filed alleging damages in excess of the amounl accrued Rir estimated malpractice costs. It is the opinion of management that estimated malpractice costs accrued at June 30, 1997 are adequate to provide fl~r potential losses resulting from pending or threatened litigation. Additional claims may be asserted against 



Hospital Seri.,ice District No. 1 of Tangipahoa Parish, Louisiana Notes to Financial Statements (continued) 
8. Risk Management (continned) tile Hospital arising lronl services provided to patients through June 30, 1997. The Hos pital is tumble to determine the ultimate cost of the resolution of such potential claims and accordingly, no accrual has been made for them. The Hospital is; self-insured for workers' compensation up to $225,000 per claim, and employee health up to $80,000 per claim. A liability is recorded when it is probable that a loss has been incurred and the amount of that loss can he reasonably estimated. Liahilities for claims incurred a~e reevaluated periodically to take into consideration recently settled claims, fiequeney 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. Changes in the flnspital's aggregate claims liahility in fiscal years 1997 and 1996 were as follows: Cllrrent Year Beginning of Claims and Balance Year Ended Fiscal Year Changes in Claim a| Fiscal June 30 Liability Estimates I'awnents Year End 1997 $ 1,195,{155 1996 $ 1,517,345 9. Cal)ital Lease Obligations 

$ 5,224,547 $ 4,121,783 $ (4,583,279) $ (4,444,073) $1,836,323 $1, ] 95,(155 
The l]ospital has entered into capital lease obligations for radiology, cat scan and tele- phone equipment. Future mininmm lease payments, by year and in the aggregate, under d~ese capital lease obligations consisted of the R~llowing at June 30, 1997: 1998 19!19 2(}00 2001 2002 Total minimum lease payments Less amount representing imputed interest Present value of net minimum lease payments (including $251,115 classified as cunent) 

$ 28 [,250 245,928 208,309 
735,487 55,187 $ 680.300 2 



Hospital Service District No. 1 of Tangipahoa Parish, Louisiana 
Notes to Financial Statements (continued) 

10. l.ong-Ternl Debt (eonlinued) On July 5, 1994, the District issued $61,535,00(I of Hospital Revenue Bonds, Series 1994 (tile Series 199d Bonds). 3"he proceeds of tile Series 1994 bonds, along with olher avail- able funds were used to advance refund $10,(115,00(1 of the Series 1990 bonds, ftnld certain additions, renovation and improvements to the Hospital and reimburse the ltospfial lor the cost of previous property, plant and equipment acquisitions. The Series 1994 Bonds consist of $16,190,000 of serial bonds and $45,345,000 of term bonds. The serial bonds mature annually in amounts ranging fi-om $50,000 al February 1, 1995 to $1,815,(10t) at February 1, 2009 and bear interest rates ranging fl-om 3.80% 1o 5.95%. Tile lerm bonds consist of $10,855,000 due February 1, 2014 bearing interest al 6.125% and $34,49(I,0(1(I duc: February l, 2024 bearing inlerest at 6.25(1%. The term bonds are subjecl Io mandatory sinking fund redemption prior to maturity at par in amounts ranging from $l,920,000 at February 1, 2010 to $4,465,000 at February 1, 2024. Payments el the scheduled principal and interest on the 1994 Revenue Bonds are insured by AMBAC lndenmily (?orporu0on. Under the terms of tim Bond Indenture, the Hospilal is required to maintain, among other provisions, a certain debt service coverage ratio and minimum level of days cash on band. 
In connection with tile advance refunding of a portion of tile outstanding Series 1990 Bonds, $10,150,00(I in proceeds fi'om the Series 1994 bonds were deposited in an irrew> cable trust with a trustee and used to purchase U. S. Government securities. The U. S. Government securities held by the trust, together with interest to be earned, are suffk:ient lo provide for the payment of principal and interest on tire portion of the SEries 1990 Bonds advance refunded. As a result, $10,015,000 of the Series 1990 13ends are consid- ered to be defeased effective July 5, 1994. During fiscal years I997 and 1996, tile Hospital capitalized interest cosl el $2,617,646 and $2,620,239, respectively, as part of the expansion project. In addition, interest earned on unexpended bond proceeds in tile amount of $1,667,965 and $2,225,841 in fiscal years 1997 and 1996, respectively, were capitalized as a reduction to the expansion project. The scheduled malurities of the Series 1990 Bonds (portion not advance refunded) and tile Series 1994 Bonds for the next five fiscal years ending June30 are as follows: 1998-- $1,015,000; 1999 $1,070,000; 2000 $1,125,000; 2(1(11 $1,180,000; 2(102 $1,24(I,000; and $56,170,0(10 tllereafter. 



Hospital Service District No. I of Tangipahoa Parish, l,ouisiana 

11. Commitments 
Notes to Financial Statements (continued) 

The Hospital had incurred $25,929,829 related to the expansion projecl in connection with the 1994 Bond Issue. The Signalure Building and the Medical Office Buildin~2 are ,.3xpected to be {~ll~leted-in March 1998 at an estimated additional cost of approximalely .$22,11(I,095. Deposils of $1,831,888 have been placed on equipment whose total purchase price is $6,466,728 which will be placed in service in the new hospilal building. 
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Report of Independent Auditors on the Internal Control Structure 
]'tie Board of Commissioners Hospital Service I)istricl No. 1 of Tangipahoa Parish, Louisiana 
We have audited the financial statements ot" ttospital Service District No. 1 of Tangipahoa Parish, Louisiana (the District) as of and for the year ended June 30, 1997, and have issued ore" report thereon dated September 17, 1997. 
Wc 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 lhe financial statements are free of material misstatement. 
The management of Ihe District is responsible for establishing and maintaining an internal c, ontrol 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 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 management's authorization and recorded properly to permil the preparation of financial statements in accordance 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 evalua- lion of the structure to future periods is subjecl to the risk that procedures may become inadequate because of changes in conditions or that the effectiveness of the design and operation of pol:icies and procedures may deteriorate. In planning and performing our audit of the financial statements of the District for the year cnded June 30, 1997, we obtained an understanding of the internal control structure. Wilh lcspect to the internal control structure, we obtained an understanding of the design of ~elevant 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 assurance on the internal control structure. Accordingly, we do not express such an opinion. 



Otn consideration of the: imernal control structure would not necessarily disclose all mai- lers ill tile internal control structure that might be material weaknesses under standards established by the American Institute of Certified Public Accountants. A material wcak- hESS is a condition in which the design or operation of one or more of the specific internal control slructure elements does not reduce to a relatively low level the risk that errors or irregularities in amounts that would be material in relation to tim financial statements being audited may occur and not be detected within a timely period by employees in the nolmal course of perl~rming their assigned functions. We noted no matters involving the internal control structure and its operation that we consider to be material weaknesses as defined above. This report is intended for the information of the board of commissioners, management, and the Office of Legislative Auditor, State of I,ouisiana. However this report is a matter of public record and its distribution is not limited. 

September 17, 1997 
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Report of Independent Auditors on Compliance With Laws and Regulations 
The Board of Commissioners Hospital Service District No. 1 of Tangipahoa Parish, Louisiana 
'We have audited Ihe linancial statements of Hospital Service District No. 1 of Tangipahoa Parish, Louisiana (the District) as of and for the year ended June 30, 1997, and have issued our report thereon dated September 17, 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 perfnrm the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. Coml~liance with laws, regulations, contracts, and grants applicable to the District is the responsibility of lhe District's management. As part of obtaining reasonable assurance about whether the financial statements are free of material misstatement, we performed tests of the District's compliance with certain provisions of laws, regulations, and contracts. However, the objective of our audit of the financial statements was not to provide an opinion on overall compliance with such provisions. Accordingly, we do nnt express such an opinion. The District has advised us that it has not received any grants; accordingly, no procedures were applied by us with respect to grants. The results of otu tests disclosed no instances of noncompliance that are required to be reported herein under Government Auditing Standurds. 
This report is intended for the reformation of the board of commissioners, managemcnl, and the (7)ff~ce of Imgislative Auditor, Stale of Louisiana. However this report is a maner of public record and its distribution is not limited. 

September 17, 1!)97 
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Report of Independent Auditors on Compliance With Revenue Bond Resolution 
The Board of Cornmissioners ltospital Service District No. 1 of Tangipahoa Parish, Louisiana 
We have audited, in accordance with generally accepted auditing standards, the balance sheel of Hospital Service District No. 1 of Tangipahoa Parish, Louisiana (the District) as of June 30, 1997, and the related statements of revenue, expenses and fund balance and cash flows for the year then ended, and have issued our report thereon dated Septcmber 17, 1997. In connection with ore audit, nothing came to our attention that caused us to believe thai the District failed to comply with the terms, covenants, provisions, or conditions of Sec- lions 2(18, 401,402, 501, 5(14 through 507, 512, 601, 602, 711,718, 802(a), 802(b), and 1301 of the Composite Bond Resolution relating to $13,0(10,000 ttospilal Revenue Bonds (Series 199(I) and $61,535,000 Hospital Revenue Bonds (Series 1994) reflecting the provisions of Resolutions adopted by ltospital Service Districl No. 1 of the Parish of Tangipahoa, State of Louisiana on July 17, 199(I, November 28, 1990, Ivlay 18, 1994, and Jtme 22, 1994 insofar as they relate to accounting matters. However, our audit was not directed primarily toward obtaining knowledge of such noncompliance. This reporl is intended solely for the information of the board of con]missioners, n]an agement, the bond trustee, and the Office of Legislative Auditor, State of Louisiana However this report is a matter of public record and its distribution is not limited. 

September 17, 19!17 
~ ~ ~LLP 
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Independent Accountants' Reporl on Schedule of Depreciation and Principal Requirements 
The Board of Commissioners Ilospital Service District No. 1 of Tangipahoa Parish, Louisiana 
We have reviewed the accompanying Schedule of Depreciation and Principal Require- rnents as of June 30, 1997, in accordance with standards established by the Ammicau lnstin~te of Certified Public Accountants. All inlormation in this schedule is the represen- tation of the management of Hospilal Service District No. 1 of Tangipahoa Parish, l,ouisiana (the tlospital). A review consists principally of inquiries of Hospital personnel and analytical procedures applied to linaucial data. 11 is substantially less in scope than an audit in accordance wilh generally accepted auditing standards, the objective of which is the expression of an opin- ion regarding the accompanying Schedule of Depreciation and Principal Requirements taken as a whole. Accordingly, we do not express such an opinion. /ks described in Note 1, lhe schedule referred 1o above has been prepared in accordance wilh Section 512 of tile Composite Bond P.esolulion relating to $13,000,00(I Hospital Pevcnue Bonds (Series 1990) and $61,535,000 Hospital Revenue Bonds (Series 1994) reflecting line provisions of Resolutions adopted by Hospital Service District No. 1 of the l'arish of Tangipahoa, State of Louisiana, on July 17, 1990, November 28, 199(/, May 18, 1994, and June 22, 1994. 
Based on our review, we are not aware of any material modifications thai should be made 1o tbc accompanying Schedule of Depreciation and Principal Requirements as of June 30, 1997 in order for it to be in conformity wilh the basis of accounting described in Note 1. This report is intended solely for the information of the board of commissioners, mauage meut, and tile bond trustee and should not be used for any other purpose. 

September 17, 1997 ~f" ~LLP 



Hospital Service District No. 1 of Tangipahoa l)arish, Louisiana Schedule of Deprecialion and Principal Requirements 
June 30, 1997 Excess Principal Excess l'ayments Depreciation Over Over Depreciation Fiscal Year Ending Principal Depreciation Principal (Depreciaiion June 30 Payments Amounts PavmenLs Shortfall) 

Prcseu| Vain{, of l}cpreciaiiol Shortfall Section 512(e 1998 1999 2(1(10 2(101 2002 2003 20(14 20(15 2006 2007 2008 2(1/19 201 {} 2011 2{}12 2013 2(114 2015 2(116 2(117 2018 2{119 2020 2(}21 2022 2{}23 2{124 

$ 1,015,000 $ 5,347,157 $ 4,332,157 $ 1,(170,000 7,101,634 6,031,634 1,125,000 7,101,634 5,976,634 1,18(I,000 7,101,634 5,921,634 1,240,000 7,101,634 5,861,634 1,310,000 6,967,266 5,657,266 1,375,000 6,967,266 5,592,266 1,455,000 5,830,186 4,375,186 1,535,000 4,505,454 2,970,454 1,620,000 4,430,604 2,81(I,604 1,715,000 4,272,909 2,557,909 1,815,0011 4,185,636 2,370,636 1,920,000 4,185,475 2,265,475 2,(14(1,000 4,185,314 2,145,314 2,165,00(I 4,162,216 1,997,216 2,295,(}00 3,564,084 1,269,084 2,435,000 1,638,773 2,585,000 42,997 - 2,750,00(1 42,997 - 2,920,000 42,997 - 3,100,000 42,997 - 3,295,000 42,99? - 3,5(1(I,000 3,720,000 3,955,000 4,200,000 -- - 4,465,000 -- - 

796,227 2,542,0(}3 2,707,003 2,877,003 3,057,003 3,252,003 3,500,000 3,720,00{1 3,955,{100 4,20(I,000 4,465,000 35,071,242 

758,312 2,3(}5,674 2,338,414 2,366,921 2,395,246 2,426,700 2,487,390 2,517,849 2,549,435 2,578,443 2,610,601 $ 25,334,985 $ 61.800.0(}0 $88,863,861 $62,135,103 $ 
See accompanying ilole 



Hospital Service District No. 1 of Tangipahoa Parish, Louisiana Nole f,o Schedule of Depreciation and Principal Requirements 

1. Basis of Presentation 
June 30,1997 

The computation in the Schedule of Depreciation and Principal Requirements is prescribed by Section 512 of the Composite Bond Resolution relating to $13,0(10,000 Hospital Reve- nue Bonds (Series 1990) and $61,535,000 tlospital Revenue Bonds (Series 1994) reflect- ing the provisions of Resolutions adopted by Hospital Service District No. 1 of the Parish ,of Tangipahoa, Slate of Louisiana, on July 17, 1990, November 28, 1990, May 18, 1994, and Jtme 22, 1994. The amount on deposit in the Accumulated Capital Reserve Account as of June 30, 1997 was $0. The assumed annual discount rate and the annual rate of return is 5% per Section 512(e) and (f) of the Bond Resolution. The Accunmlated Capital Reserve Requirement is calculated to be $25,334,985 (Section 512(g)). The Hospital expended $6,553,474 during the year ended June 30, 1997 for the acquisi- lion of depreciable properly. Therefore, the net requirement is $18,249,241, requiring equal annual deposits of $706,230 each year through 2013. 
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Independenl Accountants' Report on Schedule of Debt Service Coverage Ratio, (?ash on Hand, and Average Daily Expense 
The Board of Commissioners ttospital Service District No. 1 of Tangipahoa Parish, Louisiana 
We have reviewed the accompanying Schedule of Debt Service Coverage Ratio, Cash on tland, and Average Daily Expense for the yea1 ended June 30, 1997 of Hospital Service Districl No. 1 of Tangipahoa Parish, Louisiana (the District). Our review was conducted in accordance with standards established by the American Institute of Certified Public Accountants. A review is subslantially less in scope than an audit, the ol~jective of which is the expres- sion of an opinion on the accompanying Schedule of Debt Service Coverage Ratio, Cash on ltand, and Average Daily Expense. Accordingly, we do not express such an opinion. 1"he Schedule of Debt Service Coverage P, atio, Cash on Hand, and Average Daily Expense is prescribed by Section 711(e) of the Composite Bond Resolution relating to $13,000,000 Hospital Revenue Bonds (Series 1990) and $61,535,(100 Hospital Revenue Bonds (Series 19!141 reflecting the provisions of Resolutions adopted by Hospital Service Dislrict No. 1 of the Parish of Tangipahoa, Slate of Louisiana, on July 17, 1990, Novem- ber 28, 1990, May 18, 1994, and June 22, 1994. Based on our review, nothing came to our attention that caused us to believe that the ;lccompanying Schedule of Debt Service (.'overage Ratio, Cash on }land, and Average Daily Expense is not presented in confonnily with the basis set forth in Note 1. This report is inlended solely for the infornaation of the board of commissioners, manage- ment, and the bond trustee. However this ~eporl is a matter of public record and its distri- bution is not limited. 

September 17, 19!17 



Hospital Service Distric! No. 1 of Tangipahoa Parish, Louisiana Schedule of Debt Service Coverage Ratio, Cash on Hand, and Average Daily Expense 
Year ended June 30, 1997 

Deb! service coverage ratio: Net income available for debt service Excess of revenue over expenses Add: Depreciation hlteresi expense Eel income available for debt service 
Maxinmm anrma] debt service 
Debt service coverage ratio 
Minimum required debt service coverage ratio per Section 501 
Cash on hand: Cash on hand 
Average daily expense Operat lg expenses Less: Depreciation Provision for bad debts 
Average daily expense (based on 365 clays) 
Minimum required days cash on hand per Section 718 
See accompallyillg hole 

$ 10,787,700 4,731,274 1,112,878 $ 16,631,852 $ 5,023,799 
3.3 
1.2( 

$ 33,166,599 
$ 88,285,933 4,731,274 1,918,797 $ 81.635.862 $ 223,660 
148 45 



Hospital Service Dislricl No. I of Tangipahoa Parish, Louisiana Note Io Schedule of Debl Service Coverage Ratio Cash on Hand, and Average Daily Expense 

1. Basis of Presentation 
June 3(I, 1997 

The compulation in the Schedule of Debt Service Coverage Ratio, Cash on lland, and Average Daily Expense is prescribed by Sections 71 l(e) and 718 of the Composite Bond Resolution relating Io $13,00(I,000 Hospilal Revenue Bonds (Series 199(I) and $61,535,(100 Hospital Revenue Bonds (Series 19941 reflecting the provisions of Resolu- lions adopted by Hospital Service District No. 1 of the Parish of Tangipahoa, Slate of Louisiana, on July 17, 1990, November 28, 199(I, May 18, 1994, and June 22, 1994. 
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The Board of Commissioners Hospital Service District No, 1 of Tangipahoa Parish, Louisiana 
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We have audflcd, ill accordance with generally accepted auditing standards, the fiuancial statements of Hospital Service District No. 1 of Tangipahoa Parish, Louisiana fnr the year ended June 30, 1997, and have issued our repen thereon dated September 17, 1997. 
Statement on Audiling Standards No. 61, Communication With Audit Committees, requires tl~e independent auditor to communicate to the audit committee certain informa- lion rcgarding the scope and results of the audit to assist the committee in overseeing the financial reporting and disclosure process for which management is responsible. This letter ,;ummarizcs the reporting requiremenkq of this statement for our 1997 audit. Auditors' Responsibility Under Generally Accepted Auditing Standards 
Our audit, conducted in accordance with ge.nerally accepted auditing standards, is designed to provide reasonable, rather than absolute, assurance that the ttospital Service l)islric! No. 1 of Tal]gipahoa Parish, Lnuisiaua financial statements are free of malerial misstatement. These financial statements are the responsibility of management and it is our responsibility to express an opinion on these financial statements based on our audit results. 
Significant Accounting Policies The accounting principles followed by Hospital Service District No. 1 of Tangipahoa Parish, Louisiana and the methods of applying these principles conform, in all material respects, will] generally accepted accounting principles generally used by governmental health care entities. The annual audited financial statements include a summary of these significant accounting policies. During the course of our audit, wc noted no changes in significant accounting policies or their application. Accounting Estimates and Managemenl Judgments The preparation of financial statements requires the use of accounting estimates and man- agement judgments. These estimates and judgments are generally based on knowledge and experience aboul past and current events and assumptions about future events. Certain estimates arc particularly sensitive because of their significance to the financial statements and the possibility that actual future events affecting them may differ significantly from 



management's c'urrent expectations. Examples of these areas at the Hospital Service Dis trict include estimated Medicare and Medicaid settlements and, to a lesser degree, allow ances for uncollectible accounts and self-insured reserves. 
Estimated Medicare and Medicaid Settlements The Hospital Service District files Medicare and Medicaid cost reports with appropriate intermediaries based on an aggressive interpretation of cost reimbursement rules and regulations in effect. Amounts recorded as due to or from these third-party contractual agencies are based on the results of analyses using a more conservative interpretation of rules and regulations. Final determination of ultimate amounts earned under contractual reimbursement programs is subject to review and audit by the appropriate intermediaries. Differences between estimates and actual results are recorded as adjustments to net reserves in the period final determination ks made. During fscal 1997, adjustments recorded were $677,000 related to prior year's cost report settlements. ,4llowances for Uncollectible Accounts The ltospital Service District records an estimate for uncollectible patient accounts based on past experience and other factors that could currently impact collectibility. Procedures used in fiscal 1997 were consistent with prior periods. Self.Insurance Reserves Prior to July 1, 1995, the Hospital Service District was self-insured for professional liabil- ity up to $100,000 on a claims made basis. The Hospital Service District remains self- insured li)r individual workers' compensation claims and employee health claims up to $225,000 and $80,0(}0, respectively. Estimated amounts are recorded as liabilities for sell: insured risks based on individual circumstances and historical experience. The total self- insured liability at June 30, 1997 was approximately $1,800,000. Significant Audit Adjustments During our review of the client's calctdation of the allowance for contractuals, we noted an audit adjustment for the current year that had a positive impact on the operating slate- ment of $964,000. This entry was posted to the financial statements. There were no olher significant audit adjustments. Other Matters 
Statement on Auditing Standards No. 61 also requires communications to the board of commissioners in the following areas: Other information in documents containing audited financial statements 
~ Disagreements with management. 



Consultations with other accountants ~ Major issues discussed with management prior to retention ~ Difficulties encountered in dealing with management when performing the audil ~ Methods of accounting for significant unusual transactions and for controversial or emerging areas. 
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NovmnbeJ 5. 1997 
[loard of ( ~onllnissionel s NorOi Oaks t lealth System l)eat Mclnbms of the Board of Commissioners "We are pleased to plcsenl tile results of out audit of tile financial statemc:nts of Nollh Oaks Health System. Our approach for tire System was designed to combine a historical perspective with a focus on |he 1 leald* Care industry as well as the System's current and emerging business issues. 'lhis Re.poll to the l~oatd of Commissioners summarizes our audit process, the scope of our engagenmnl, tile repo~ls issued and various analyses and observations relalcd to the. Syslem's financial posilioii and results of operations. 'lhe document also contains a review of the Board of Coinmissioners connnunications required by our professional standards, as well as current accounting developments fllat will affect the System. ~lllc completion of this year's audit was accomplished through the effective support and the ~ ssistance of the System's finance, medical, and admilfistrative personnel. As always, we strive to continually improve the quality of our audit services. "Ibis meeting is a forum for you to provide feedback on ways we can continue to meet and exceed your expectations. We appreciate tlds opportunity to meet with you. If you have any questions or comments before-hand, please: call Greg Swan at (504) 596-4206. Very truly yours 
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Focus 1997 
[Audit Results 



of What We Agreed To Do 
Our Approaoh A~ ~)isctlssed with Man,'~gemci/I dt~Jing the phumin~~ mceling, ~mr a~dit plan lepresented an approac ]csponsivc Io the assessment of 1 isk for the System. Specifically, we designed om audit lo: :~ Issue an opinion on lhc financial statements of the System. 1~ ];.xprcss negallve assurance oil the Systcln's compliance with Revenuc l~ol/d Resolution. ~- Issue an Indepeiidcnt Audilols' Reporl oil Schedulc of Debt Seivicc ('ovcrage Ratio, Cash on ]land and Avelaj.,e Daily tixpense. Issue an Independent Auditors' Report on Schedule of Depreciation and tMncipal Reqniremcnls. 1~ ]{xpl-css negative assurance oil Ille System's conlpliarlee with laws and regulations. 
,Areas of AuOit Emphasis The principal areas of audit emphasis were as follows ;~- Accounts receivable, revenue and allowances fol uncollectibles ;m- R.eiinbm'selucllt setklenlent cstilnates and related rese/~es :~ Capilal expcndilures. :~ The System's Medicare and Medicaid fl.aud and abuse compliance program. ~. I)cbl Compliance. Vmious rescla/es, in palYlCular the resel~es related no the self-insurance program 
l'hcrc were no changes to ore" planned approach oi areas of a~dit emphasis 

Audit Results 



U P..d.a..t..e.._.~..f......!..d..e.r~..t..i..f..!...e..d gu;-ineg;-i~isi~-; Kcy issues discussed in our pleaufing session, includil;g lhci] business and audit implications, arc outlined below. Relcvaat comments relating to each itgnl are s~lB~lnaliT.ed ol~ the accon~pagyillg page 
nternal/External Factors 

Industry Issue 
Medicaid Reform Industry Issue Medicare Fraud 
Industry Issue Managt'd (;are Environlnenl 

Continued pressures on reducirtg paylnents and on inovelnent to nlallaged care 
Business Implication 

ttigh dependency on third party reimburset0.ent attd continued erosion of paynlenls presenls the Systelii with operating margth challenges 
There is a major ttIIS initiative to Managenlent should evaluate tile effectiveness of ils conduct detailed reviews of complimlee program Medicare payments for fraud and abuse. Similar reviews can be expected by the state The percentage of patients covmed System assulnption of additional risk to maintain by nlanaged care contracts is patient volumes increasing. Current i.ouisiarta Mmlaged Care growth is below the nati on averages Business Issue lqnancial instability of state Medicaid Funding piogram attd resulting pressures to reduce pa}anents Business Issue Low Case Mix Index 

Audit Results 

llig|l dependency on reimbursement and continued erosion of payments presents the Syslcm with operating margin challenges l,ow Case Mix hldex relative to Possible loss of revelllles peers 

3 



Update of Idedtified Business R 
1997 Audit Implication 

Industry Issue Medicare and Medicaid Reform 

Industry Issue Medicare Fraud 
Industry Issue Managed Care Fnvironn|ent 
Business I~sue Medicaid Vundinl~ 

sks (continued) 

~ Medicare/Medicaid fraud and abuse reviews 

Obtain art understanding of management's inoldtoting activities over Jnleraal controls 

Audit Results and Comments 
Review the Medicare/Medicaid Ne ]ncollle/[~oss Per Dischlrge Inquired oflnanagenlent as to tile resalt of Medicare/Medicaid fraud aud abuse: reviews Tile Syslcm has undergone several audits by third party payor auditors. The findings to date have not been significant. Through discussions with lllmlagemenI we have obtailted all underslalMiug of lnallagemcn t' s inoi/itottng activities over itdernal controls 

Review significant contracts for proper recording of During our substailtJve testing we revenues and for related liabilities and risks reviewed significant eoidlacts for proper recordin.g of revenues and die related contractual allowance discount. 

Business Issue Low Case Mix Inde~ 

Audit Results 

We noted fllat manageulent takes a conservative approach to recording h~come related to payments expected Irom Medicaid in response to their fanding "tlil cettailflies. Mmlagement should review its current DRG coding and ensure that accounts are properly coded 

4 



Comments Financial Statement Highlights 
Smmnm'ized Balance. Sheets 

Assets Total curl cn/assets Nollcorrellt assets whose l.lsc is linlited PJopcrty, plant and equipment: ()dl~r Tola] assets I,iabililies ] oral curt cnt liabilities I ,oilg-lerln debl I;und balance 
Summarized Statements of P.evenuc, 

Tola] revenue l';xpcnses: Routine services /MlcillaiT services AdminislJati(m and general Other Total expenses Revenue ii/excess of expenses 

June 30 1997 1996 

Expenses and Fund Balance Year ended June 30 1997 1996 99,073,633 92,130,502 
15,559,034 37,471,918 21,513,962 13,741,019 

14,374,868 35,24l),637 18,460,769 13,556,939 88,285,933 81,633,213 10,787,700 10,497,289 
Summarized Statements of Cash Plows 

Revenuc in excess of expenses Depreciation Changes in operating assets and liabilities Net cash provided by operating activities Purchases of propm~y, plait and equipment lhincipal and interest payments Interest eallmd Change in assets whose use is limited ()flier Net increase (decrease) in cash 
Audit Results 

Year ended June 30 1997 1996 

1,456,256 (850,790 
5 



Significant Metri(~ Gross l)atieu| Revenue by Payor Source 1997 

nMedic~o~47 9% 1Medicaad-19 5% r'loflle~-8 5% DHMOAManaged Care- 
The slight growth in managed care from 1996 lo 1997 is consistent with indusuy trends. It is anticipated that the payor class will continue to increase into 1998. 

Gross Patient Revenue by Payor Source 1996 

OMcdicare~480% IMelhcaid=214% ~lodmr=8 9% nllMO/Managed Care.-17.2% ISelf Pays4 5% 
In 1996 1 in 2 Americans was enrolled m heahh maintenance organizations, preferred provider organizations, point-of-service plans, or some form of "nlanaged care." For the non elderly insmed population, this figure is even higher: nearly 2 in 3 non elderly insured Americans were enrolled in one form of managed ca'(:. Medicare reforms are likely to include reductions in physician and hospital leimbursenlent and increased incentives for llloi'e senior citizens to move into managed care plans. 

Audit Results 6 



5.20 500 4.8~) 4.6() 4.40 4.2[) 4.00 

Average Length of Stay (Unadjusted) 

AW: 
~ Ma a~,c t ,~ h luld colllintle lo nlollilor length ol stay as an area to control costs 

Operating Profit Margin (%) 

The System conlmues to have a strong operating profit margin 

Audit Results 7 



Current Ratio 

The working capital ratio conlinucs 1o be staMe and above the majority of die Sys;tenm's colnpclitols 
Days Cash on Hand 

The days cash on hand remains strong, despite conlinued invesUnents in plant and equipment. 

Audit Results 8 



Days in Net Accounts Receivable 

Avc 
~ Paticnt accounts receivable is net of thc allowance Ior bad debts of $4,286,000 in in ] 997. ~ Allowance for bad debts decreased fhle to the inlproveinent ill the n anaged care pay aging. The allowance was computed consislently with prior pcriods. 

FTEs per Adjusted Daily Census 

Ave 
,, t:I'ES and rclaled costs arc two variables which directly effect profitability. 0, These calculations include a slight increase in the number of FFEs from 1304 in 1996 to 1357 in 1997 
Audit Results 9 



Salary ~,: P, enefits per FTE Personne 

Aw 
Hencfits m icladcm lo salary costs approxmmted 16.21% of salary expense fol 19~~6 and 16.78% of salary expense for 1997. 

Debt Service Coverage Ratio 

ratio 
The System continues to exceed its minimum debt service coverage ratio of 1.2 

Audit Results 10 
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995 

Net Income/Loss Per Discharge 

/ i! IA= I fI I I I. / - ___q,> i / / 
/ 

gzczz:_cc-:z::~~ 
-$800 -$d,0b ~$400-$200 $0 $200 $400 $600 $800 $1,00051,200 IOMedicare mMedicaidt 



Slatemont of Audiling Standards No. 61 and olher professional slandards require the auditor to provide lhe Board of Comlnissioners with additional information regarding lho scope and resulls of lhe audit thai may assisI the CtmlmiUee in overseeing lnanagemenl's financial repolling and di!;c]ostlro process. Bolow we SHlllnlarizo lhe.se required conlllltlllicaliolls. 
Area Auditors' Responsibilities under Generally Accepted Auditing Standards (GAAS) The linancia] stalelnents are tile rcsponsthility of :llallagelllelll. Our audit was designed ill accordance with GAAS which provides for reasonable, rather thail absolute, assulaiice w]lether the finallcia] statelnents are free of inateriai lnisstatemelll We have a responsibility Io opine oi1 whether the finallciai slatements are fairly stated in accordance with Generally Accepted a.cconntin~ Principles. Significant Accounting Policies Initial selection of and changes in significant accotlllting policies or their application and new acCOlltllillg all{[ reporting standards during the year must be reported. 

Comments 
]1 iS our opirtion that scope of otlr audil was adequate and thai tim financial statemeitts of North Oalc~ llealth Syslem as of June 30,1997 are presented fairly in coMonnity with generally accepted accounting principles applied on a consistent basis. 

Tile accounting principles followed by North Oaks llealtl System and the methods of applying these principles conform, in all material respects, with generally accepted accounting principles generally used by governmental hea] thcare entities. Management Judgments and Accounting I-stirllates "t'he preparation of fmm~cial statements requires the use of accotglling estilllales. Certain estimates are particularly sensitive due to their significance to the linancial slalenlents and tile possibility that future events may differ significantly from managelIlelll's expectations. 

Audit Results 

Stgl~ificai~t estimates i~d,aded in the 1997 finaucia stalelllents are: ]Z~timated Medica re and Medicaid Settlements for whicll the difference between estimaled and actual results are recorded as atijustment to net revelnle in the period tile fiaal determination is made. Allowancefo~ Uncollectible Accounts which is based on past experience aItd other factors. Procedures used ill fiscal 1997 were consistent with prior periods. Self-Insurance Reserves for professional liability, worker's compensation and employee health clailrLs. The total self- insured liability at June 30, 1997, was approximately $1.800,000. 



Required Communi 
Area Significant Audit Adjustments 
g,;iion=s !. ~. ~..n3..!_~..~..~...~..~ 

Commenl:s There was olle audit adjusnnellt for tile current year fol ~,9G4.,000 that had a posilive impact on the profit and loss statelllent, qhe audit adjttstn:lent resuhed frolll ii/altageitlent'$ estinlate of [l-lc allowance for CO)ltractllals accounts made prior to closing the boo!,x~. Proposed audit adjustllleIltS arc cvahlated in the aggregate giving consideration Io the offsetthlg effect of comparable diflerences in the prior year. For the past two years, Iherc have beel/no proposed audit adjtlstlllellls that have not been recorded. Disagreements with Management on Financial There were no disagreements witll Mallagelrlell Accounting and Rel~lorting Matters Consultation with Other Accountants rlo file best of our kllowledge there were 11o consultations with oilier aecoullthlg finns or illdependent accottntalltS about auditing or acco/lllthlg lnatlers as they relate to the 1997 audited financial stalements. !Serious DifficuRies Encountered In Performing '1 here were no difficulties encountered ill performing the 1the Audit audit. Material Errors, Irregularities and Illegal Acts 

Audit Results 

Our audit did ItOt identify mty reportable conditions inc]uding lnaterial weakltesses in internal accountiltg COIltYO1S or material errors, material irregularities or passible illegal acts. 
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Value S (1] ~td(litiO]) I(I pli)\Jl]lll? yOU \\ith Ihc [L;~LI}[~ ~1I (K]I ~O.Jdit, [1}is ]ll(.'Clil}~' ]ll'ovid~ ~/ f~/ILIIIl I(~ )~fi[/~ yu~ ( x]~ccIali(q)~; ]c~,~l](]ill~, (}//1 SOl'ViCeS eooill? fOl\Villd \Vc JllCIkl(Ic bt:]o\v ,qOlllC ]CLClll cX;llDplcs el vtt}tl(,-~l,hl~ tic, EisItlll(-( plovidcd Io the ~ystcl/l, {iRa scott yOtll illptl] aS IO addllional val\w v,'c can blin? to the 5~,,tc tlll(] Ihc l {Otlld 
Issue Description of Assistance Knowledge Transfer ]nfornlafion Security Revie~ Key perfonnance indicatol s colnpared to colnpelitors selecled a p} allltill,~ evellt 

Value 
sstlallce of letter of recOllllllClldaliolls Io led hunillg, l)ireclor of lliforlnatioll ,qyslelus 

Increasing Shareholder Value 

Cost Reports 

Research on tlfiliOll reimb/irsentel program l:hnployees were allowed to receive lax heneflts for tuition reimburscmcm provided by North Oaks Performed research and provided tlospilal was able to request refunds of backup appropriate fonlkS for file Hospital to withholding taxes that had been mistakenly request rebind of backalp withheld withholding taxes 
Assistance in determining the ttospital obtained assurance that they had appropriate method of calculating correctly prepared the current year cost repor physical therapy salary equivalents lirrfits Review of audit adjustanent for mmecessary borrowing received from Medicare intermediary 

Audit Results 



North Oaks Health System 

Lookin~ Ahead to 



~ n g-iS gm ~nTi(m gnT-i;i gi; u7 5:;~ m 
Ernst & Young continues to serve you with a muhi-disciplinary team of professionals who offer both health nine expertise and a long history of involvement with the System. Their entlmsiasm and conlnlitluent 1o lhe Sysleln results in lcsponsive, innovative and forward looking service focused oli ils business issues. 
Engagement Member l.. Grog Swan Bruce Linklater Melanie M. }lousey 

Responsibility 
Engagement Audit Partner Independent Review Pmtner Audit Senior 

Years of Health Care Experience 
20 28 4 

Years of Service to the System 



Health C+a+r=++7 Ho-~--b D.e..ye.+[ o p i'n...e..r1..t..s. tals -- Accounting Emerging GASB Issues Itnd Pronouncements 
~ (;AS]~ Statcmunt N~. 3]. Accot#lti~tg amt t"inal~cic~[ RelJortit~gfol Cerl:~in ltlve~tme~t; ,m3/c~ 
~. }'~l+osule c " If t, Ae :ou i g and t"inatzciE+l Reporting ]or NoPle~.clPapl(4e ")'l++~+sczctiol++ ~ ] 'XpOSLIIC draft, Basic t"b+aPlcial Statement,-and Management's ])iSC[lSrsiOpI and A~talvsis:/+~t State a~zd ].ocal GovctTtments 



Risks -- 1998 New 
The following issues arc on the horizon for the 1998 atldit, and will be pursued in mu plannin activilies fol nexI year. We encourage your discussion of these and ally oilier en~el'ging Inattcis. 
Understanding Internal/External Factors 
Ilealth Care Fraud and Abuse 

Business replication 1998 Audit implication The Federal government These government We will continue to COllllnllBi( continues to aggressively anti fraud mid abuse file inlporlzutce of testing the pursue strategies to elindnate iuitiatives hig~dight the effectiveness of existing fraud aild abuse in tile health need for effective programs or other colnpens:ltill care system, corporate colnpliance controls. programs. 
Balanced Budget Act of 1997 
Managed Care Environlll elll 

Year 2000 Information Systems Issues 

The Balanced Budget Act wi] result in reductions in FFS payments aJld major strnclula chmtges to the Medicare program. The percentage of patients covered by managed care contracts is increasing. Capitatiott arrangemelltS continue to grow in volunte 

We will continue to reviews tht effect tim ltalanced Budgel A< will have oil the Systein's reimbllrsement. 
"lhe tlospital will We will conthme to revie~ assume additional risk nlallaged care contracts and to maintain patient assess die impact they have ol volmnes and faces tie tIospital's revenue. increased pressure to care for patients efficiently. Most mainframe systercts and Management has begun We will contillue It reviev, and applications support only two- to evaluate the Year discuss with management its digit years. Yea* 2000 requires 2000 impact. Vendor approach and progress rela tire these systems to recogltiTe pae 'l~ges presumably Year 2000 issues and will shar~ four-digit years to aw)id will be altered through industry practices with calculation errors, vendor solutions, inanageinent as they become available. 

Operation of Satellite Sites 

Tile industry trend continues to The revenue recognized move toward the treatnlent of by the ] lospital will be patients on all outpatienl basis driven luore by the arid the establishment of reimbursement satellite locations to provide agreements in place for these services, outpatient services. Accounts receivable issues associated with outpatient services will require greater emphasis. 



i ii g~; iiii ga Business Risks Assessment -- 1998 continued) 
These topics arc explained in greater detail because of their cunent relevance: to the llospital currcntb Balanced ]h|dgel Act of 1997 In planning for the changes the Budget Act ,,viii create for your organization, consider the following, steps: Step l, Financial hnpact -- Consider how the Budget Act payment reduction and managed eal~ growth provisions will affect the ttospital's bolloln line. Step 2, tinwronnlent -- Discuss the attributes of the environment in which the Hospital does business What will the for ces in the Budget Act mean for your market environment? Your key stakeholders? 
Step 3, l?.uterprise Vision -- After you assess the overall effects of the Act on your environmel consider how it affects your organization's mission and your stakeholder's wants. 
Step 4, Sraategic Implications -- What are the strategic implications for your enterprise as a whole? ()n selected dcpartlnents? On your strategic partners? What arc the strategic implications for your key stakeholders? Consider the interrelationships l:)etween implications fur your key stakeholders and for your enterprise. SIep 5, lnfrastructt~re --- What kinds of people, processes, and teclmologies will be needed for your enterprise and your key stakeholders to succe(d ? 
Step 6, New Competencies -- What new skills will you need to bring to your organization? flow wi you bling them there? What new skills will your stakeholders need? 
Step 7, Change Assessment: The Proactive Approach -- Using this method to assess the overall changes ill your environment, your nfission, your strategy, your infrastructure, and your coml~etencies, assess the degree of change you will need to go through to meet your priorities. Thcn develop specific action steps from your answers to each questions above. Corporate Compliance Progrmn The federal govelmrnent is aggressively pursuing strategies to eliminate fraud and abuse in the heahh care system. Unfortunately, the laws and regalations in this area are not always clear and arc continually evolving. In some cases, what was generally accepted practice in the past has subsequently been deenled to be fraudulent or abusive. In addition to the obvious business reasons for establishing m~ effective corporate cong)liance program, owanizations have another incentive as well--the requirements of the Federal Sentencing Guidelines for Organizations ("Guidelines"), issued by the Federal govemntent in 1991. In implemenling a corporate compliance program, the Hospital should consider the requirements of the Guidelines. The negative ranaifications of violalions of laws and regulations may be miligated il 



lllanag(lllCl/i has CXElCised due care ill cstablislting a col]~olalc conlpliance proeotaln 111al Inters lh~ nlhliunnn aspccts of an effective progranl under tile Guidelines. 1;el cxampl~ the range of the fine Jt,l an olganizalion with a corporate compliance program ',]',at w, eets the rcq~.tilenlcnts of the (~uidelincs is s/ibstantia]]y less than tile range of thc fill(: for all organization without such a proglaln. It is not etl(Itlo~l to simply eslablish a colporatc con/pliancc proglanl. As; 11oled abovE, imcs ulld~:l I}ll Guidelines may bc mitigaled only if the organiTation lnaintains an eflective progranl, Thcrcfolc, aflcl the tlospital establishes a corporate compli&llce progr&lu, it is imporzant thai the ploglan(s effectiveness be ewdualcd and docunlcntcd on a pmiodic basis. 'J'o slrcnglhcn CODIlOIs we gnconrage nl&llagcnlcllt and {tic boards to implcmen thc cflcctivcncss of its Coiporale Compliance Ih'ngJam oil a periodic basis. "l̀he following is a list of areas specifically identified by thc Office of the Inspector General as potential prublenl &leas in tile industry: ~ Capital Cost Prospective Payment Systcln. ~ Outlier Payments. ~ Multiple Ihoviders Within the 72-l~our Payment Window. ~ l)iagnosis-Related Group Miscoding. ~ Outlier Adjustment Follow-up. ~ Cost at Non-fh'ospcctive Paynlent System Providers. ~ ltospilal Discharge Planning. ~ Ownership ofHonle Ileahh Agencies impact on discharge planning ~ Medicare Paying for hems Included in Medicaid Rates. ~ Bad Debt Claims by Medicare t:l'oviders Yet IIMO I.iable Chargelnaster Review We recommend that management review iks charge structm-e to identify certain benefits such as ~ a greater percentage of every dollar of rate increase being realized in net revEnue; ~ a more colnpetitive rate structure; ~ identification of opportunities for additional reimbursement; ~ ininilnization of the possibility of fraud and abuse violations by verifying Ct~I' coding; ~ identification of services provided to patients which are not being charged for or alternative charge structuring which better reflects actual resource consumption and changes in technology; &lid ~ ensming all individual charges of the hospital are at least Equal to "usual, customary, &lid reasonable" industry fee screans. Intermediate Sanctions Legislation 'l'he new ]ntermediate Sanctions legislatiol'~ imposes substantial penalties on certain individuals that receive or approve unreasonable compensation or engage in non-fair-market-value transactions with certain tax-exenq~t organizations. "l]'le penalties apply reuoactively to compensation arrangenlents or transactions occurring after September 13, 1995, except for payments made pursuant to any written contract that was binding on that date. ]'he new penalties will genre'ally not apply to compensation &lzangements and transactions approved by an independent board or comnlittee. The board or conm~ittee must use appropriate comparability data &lid adequately document its determination. ]'he board or committee generally must conduct this 



T cvi c,,\ ]>l oc:~.:s,~ bc'J~,]c th c oi ? an i zaliun ],aye, tl m~t takcn, tho ]RS may vicw the tiansa~ tiun ~v,~ co]llpcl]ga{iOll Ol any congic]Cla{ioll, ll [huge stC,l~S nlcaSOllab]c, iCgtllting ill cxc isc I~lxcg being illil~C~c ']]/~.I'CfDIC, \VC highly lcCOllllllell(] yon ]cvJe\v your o]eanization's cxposulc to tilt' "'Sal/CliOhs'> ('xcix laX. All {,IEalfi~'Ctt[OI~ s]lOtl]d ]'ovi(w s12ch atc~ts as co]ly3el~satiol~ lc;'cls [llld Ihe ],lOCCss itl dclt'lllkitt SdlllC, [1% \Vl:]l 8% O~hCI" llfH]SflCliOllg between your CXelll]~l Ol'?~tlliZfltiOI] all(] a "di~;qtl~diJicd pcINtHt "four orf, an[zaiion should proactively address this lcgislalion. 



'Trends 
Nor~l Oaks ]]calah Baton Roug~ Lakeview Car I~dy of St "1 all~lL~ny Syst ~1 Ge~a] East Jcfl~a son Re,iota] ttlc I ,ake Parish (Xcupancy Rate (%) MedicaJe (?as( Mi~ ln&x Medic at c Day~ % Medicaid Days % ffh,~ a6ng I~ofit M ar~'in (%) 'l oral 1'10fil Mar g~n (%) D~bt Sn vice Coverage Ratio ,[)ash l,]ow to "l'o~] Liabilities L'~urtel d Ratio Days Cash on ll an:l ] )ays ill Ne( ka* ~nts Rer eivahle A~age Paylnettt l'aaod (Day~) ] ,ong t~lll Liabilities to CapitMizatlon Capital Cos~ a s a % of (~,~1ating Hxpcmcs A~age Age of Plato (Yeats) ]:fEs Wr Adju gtea Daily C~mu s Salary & Benefits i~ |TFE P~ sonml Oalpauell Re~~ ill,: as a % of Tolal Patient Revetutc i Jlt-olic~-ul,le Ratio (%) 
5.76 $42,703 36.73 46.89 25.19 40.21 

76.16 1.59 58.87 5.27 2.03 8.42 55.28 0.19 4.71 197.81 64.28 59.03 0,36 7.27 7.70 5.97 $44,833 27.50 44.62 
7.32 $39,885 34.24 40.88 

56.97 58.20 1.56 1.37 57.68 49.91 6.82 18.66 6.77 5.52 12.19 5.96 27.81 7.26 0.18 0.30 2.06 2.10 11.53 37.68 73.88 71.49 53.08 58.06 0.48 0.29 7.30 6.88 8.00 6.76 5.74 6.60 9,359 $40,540 23.04 37.32 37.71 44.26 Source: ttCIA 
Kcy pcrforn]ance indieators provide a diagnostic tool to evaluate the Hospital's perfozn]ance relative to its Fccrs/direct conlpetilors. We are also compiling historical comparisons to assist management in analyzing Ferfornlancc trends. The co]~jsons are based uEgn the late~_t2Zear in which all colnEetitors have data reported in the tICIA datahasc~1995 . The I]CIA calculations utilize the infornlation reported on the Medicare reporting forms and may not rcsuh in the sanlc ratios/data as would be dctermined by using auditcd financial statements. 
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1=9 9 8 /~_Ud.!~t.....l~.!_a n nJ..n=~g PlaTmin~, ful lhc ]99~ audil will bc developed ill (o~~pc]alion with IIHIIHI~CIIICI/[ As a balanced cll~II, il will ~ivc lull ICCO~qliliOI110 l}le CXiSlill.~ intcrlla] (Olltlols, aE \~,,c]l as an ~t~;~(~~,lllC[ll (if il/hclcnl illlll ~ oI]IlkI] ri~t.x. I{Cilly rcs]~l, lsi\'~ ~) thcsc li%k a%5,cb,};lllCl'll~;, ~l~c 199S au~lil .,'fill adchcss bt)~h "youl and n~ana?ctn~'li~'s cx]~c~ hlliol)>; all(] I'lOvidc fill the bcsl utilization oI audit rcsotuccs. ~,1c will COlltilltW [o IllCCl with lllal/a~;lllCi/[ [hlOLl~]lOl][ thc yca] to lcview CtlllellI dc\'cloplliCllts ;llld challcng, c the: continuin~ adequacy of the 1998 audit plan. Ally siE, nificant changcs to lhc plan will bc lllOlllpt]y colIlllltlllicMcd Io yo/1. 
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I~ North ()aks Health System 

rocess 

A process focused on continuous improvement and exceeding client expectations. 
ERNST& YOUNG LLP 



o u L..~..u_d .!..L P.L~.c.e.s..s 
Co-Develop Expectations In scIlill~, ]litlt/I;d c'~peclalions> WC ;t~,lCC OlE ]) kllKlerSlalKlill~~ t]lc ~yslem's needs; 2/ plovidhl~, uscltl] deli\,ciables; and, ',) meas~.~ril~g tbc value of ore relatioi~ahip. This mcctiu~' with the Board of (!ol/llnis~ioltels allows us to valich~te alld (xiend this agreelnent. Drivers Audit lisk is influenced by b~.isincss risk. Oul audit begins widi ulKlelstanding factors that could affect the ~yslclli's btlsiness condilioli and risk, in~ludili~, slakeholder needs, iiidtlstl), tlelldg, evolving stand:lidS~ COliipelili'~l.> Sll;degy and nlalke[ devcloplnents. Business Risks ~,We lllOnilor key is, sties aild changes ill tl~~ btlsiness ellviroltll3ellt to undcrstarld the System's business iisk~, "1 hrough this underst;mding, we con~ider the affects of an) ideutified business lisks on our combined (Jnh~ietl alKl colllro]) lisk assessments alld Oll the llatule, exteltt and timing of otlr audit procedures Methodology \Villi all understallding of current and emerging business ]isks, we establish a "portfolio" of audit procedures> "lhese include: core c~.~mpliattce procedures; analysis of processes that manage and COlltrol business risk; and procedures necessitated by events that occur ttu'oughout the year. The niix and emphasis evolves as the business evolves. Team We wolk to leverage the rcsomces that exist within the Systellfs lntelnal Audit and Financial I)eparlnlents. 'lhis teaniiilg enahlcs us to eliminate unnecessary .duplication, increase audit quality and increase the cost- effectiveness of our re]ationship. FOCUS Our priniac~ deliverable is assurance as described in our opinion of the System's financial statelnents. Respecting tile talents of management, and the processes and conlrols they employ, we have the right tealn looking al tile right Iliings. Our resuP, s are to be objective, efficielit axed provide a real-time view of the business. Client Satisfaction We lliOnilor ouI success ill llleetillg tile System's IIceds alld expectatiolls through oul client satisfaction ilnprovemenl process. Value Scorecard The goal of a "traditional auSil is to render m~ opinion on tim System's financial statements. Our goal is to deliver on all of your expectations mid to be measured against these expectations. 111 addition to the attest objective, we expect to be cva]uated on: 1) providing "early wanting alerts," i.e., timely comrnmfications regarding financial information aid controls; and 2) providing meaningful business insight that helps the System succeed. 
Audit Results 
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