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151 I J udsofl Road, Suite A I xmgview, Tcxas 75601 903/758 9690 Fax 903/758-1800 

Board of Directors Homer Memorial Hospital Homer, l,ouisiana 

NEUMAN, RICHARDSON & CO., L.L.P. CI'~RTIFIED PUBLtC ACCOUNTANTS 
INDEPENDENT AUDITOR'S REPORT 

Jim I,. Neuman, CPA Jerry G. Ricllardson, CI'A - ooO~,o Stephen P. I)tlCk, CPA Joseph S. KClmcdy, CPA Jolumic A 'l},'lct, CPA 

We have audited the accompanying financial statements of Homer Memorial Hospital, a component unit of the Town of Homer as of June 30, 1998 and 1997. These financial statements are the responsibility of Homer Memorial Hospital's management. Our responsibility is to express an opinion on these financial statements based on out' audit. 
We conducted out" audits it] accordance with generally accepted auditing standards and the standards applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General of the United States. Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are fi'ee of material misstatement. An audit include examining on a test basis, evidence supporting the amounts and disclosures in the financial statements. An attdil also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion. 
In our opinion, the financial statements referred to above, present fairly, in all material respect, the financial position of Homer Memorial Hospital as of June 30, 1998 and 1997, and the results of its operations and its cash flows for the years then ended in conformity with generally accepted accounting principles. In accordance with Government Auditing Standards, we have also issued our report dated September 23, 1998, on our consideration of the Homer Memorial Hospital's internal control over financial reporting and out tests of its compliance with certain provisions of laws, regulations, contracts and grants. 
man, Richardson & September 23, 1998 



HOMER MEMORIAL HOSPITAL BALANCE SItEETS June 30, 1998 and 1997 ASSETS Current Assets: Cash and cash equivalents Patient receivables, less allowance for contractual adjustment & doubtful accounts of $1,704,991 - 1998 and $2,239,902 - 1997 I~,ducational conWacts receivable ]nvenlories l'repaid expenses Due fi'om health insurance programs Assets whose use is limited for cun'ent liabilitie~s Total Current Assets Assets Whose Use is Limited: By board: l:or capital improvements l:or self-funded insurance For education purposes For contingencies By grantor: For equipment Under bond indenture agreement 
l.ess portion classified as current Net Assets Whose Use is Limited Property and Equipment: I ~and and land implxwements Buildings and fixed equipment Major moveable equipment Equipment under capital lease 
Less accumulated depreciation and amortization Net lh'operty and 1 ~luipment Other Assels: l,;ducational contracts receivable Receivable fi'om physician Rental property, less accumulated depreciation of $17,710 for 1998 and $14,456 for 1997 Health services start-up costs Total Other Assets TOTAL ASSETS 
See Notes It Financial Statements. 

1998 1997 
$ 362,597 $ 474,579 
2,281,203 212,833 359,004 93,632 466,195 105,567 

3,125,568 162,477 276,869 77,079 446,142 91,351 3,881,031 4,654,065 
27,116 14,929 13,287 2,822,943 -0- 450.711 3,328,986 105,567 ) ( 

26,276 4,114 14,975 2,090,920 
19,686 413,922 2,569,893 91,351 ) 3,223,419 2,478,542 132~68 5,791,508 3,278,962 303.910 9,507,348 5,903,369 ) ( 
132,968 5,787,158 3,290,097 116,574 9,326397 5,443,225 ) 3,603,979 3,883,572 286,668 171,468 46,844 84,117 589,097 
272,577 30,000 50,098 112.155 464,830 $11,481,009 



HOMER MEMORIAL HOSPITAL BALANCE SHEETS - Continued June 30, 1998 and 1997 

Current Liabilities 
LIABILITIES AND FUND BALANCE 

Accounts payable Accrued payroll and benefits Accrued uncompensated absences Due to health insurance programs Interest payable Cuq'ent portion of long-term debt Total Current l,iabilities 
Long- Term Debt: Capilal lease obligations Hospital revenue bonds payable l.ess current portion Net l,ong-Term Debt 
Fund Balance: Unrestricted Temporarily restricted Total Fund Balance 

90,710 414,052 218,296 -0- -0- 145,668 
$ 238,406 428,005 228,474 -0- 1,644 108,269 868,726 1,004,798 

212,719 3,186,429 3,399,148 145,668 ( 
55,391 3,266,507 3,321,898 108,269 ) 3,253,480 3,213,629 

7,175,320 -0- 7,242,896 19,686 7,175,320 7,262,582 TOTAL LIABILITIES AND FUND BALANCE $11,297,526 

See Notes to Financial Statements 

$11,481,009 



HOMER MEMORIAL HOSPITAL STATEMENTS OF REVENUES AND EXPENSES Years Ended June 30, 1998 and 1997, 

Net Patient Service Revenue 
Other Operating Revenue Total Revenue 
Operating Expenses: Salaries and employee benefits Professional and contractual fees Supplies and olher expenses Bad debt expense l)epreciation Interest Total Operating Expenses 
Non-Operating Revenue: Advalorem tax revenue Investment income I ,oss on sale of assets Total Non-Operating Revenue 
Excess of 1 ~xpenses Over Revenues 

See Notes to Financial Statements. 

1997 
$ 12,063,440 $ 13,277,139 
71,801 67,563 12,135,241 13,344,702 
6,559,292 1,384,935 3,336,723 708,158 595,274 204,595 12,788,977 

6,811,204 1,724,057 3,757,116 459,104 666,537 206,774 13,624,792 ( 653,736 ) 280,090 
358,855 207,619 -0- 566,474 

817 143,749 17,659 126,907 ( $ 87,262 ) $ 153,183 



HOMER MEMORIAL HOSPITAL STATEMENTS OF CHANGES IN FUND BALANCE Years Ended June 30, 1998 and 1997 

Balance, June 30, 1996 Investment income from restricted funds 
l';xeess of expenses over revenues Balance, June 30, 1997 Purchase of equipment with restricted funds 
!:,XeeSS of expenses over revenues Balance, June 30, 1998 

See Notes to Financial Statements. 

Unrestricted $ 7,396,079 -0- 
153,183 $ 7,242,896 19,686 87,262 ) 

Temporarily Restrlcled $ 18,694 992 -0- $ 19,686 19,686 



HOMER MEMORIAL HOSPITAL STATEMENTS OF CASH FLOWS Years Ended June 30, 1998 and 1997 
From Operating Activities: Cash received on patients' account,~ Interest received Cash received from sale of meals, vending, etc Cash paid in salaries and benefits Cash paid in fees and supplies Cash paid in interest expense Net Cash Provided (Used) 
From Non-Capital Financing Activities Taxes received 
From Capital and Related Financing Activities: lh'incipal payments on long-teml debt From Investing A cfivities: Educational contract advances, net of cancellations & payments Proceeds from sale of assets Advance on physician contract Decrease (increase) in assets whose use is limited Purcha~ of property and equipment Net Cash Provided (Used) 

$12,179,594 139,979 71,801 6,583,423 4,940,004 206,239 661,708 

$11395A72 144,741 67,563 6,871,385 5,311,493 206,815 381,917 
358,855 817 
106,406 102,179 
3,193 -0- 141,468 759,093 128,771 

74,894 8,150 30,000 850,880 169,176 1,026,139 584,960 Net Increase (l)eerea~) in Cash and Cash Equivalents ( 111,982 101,681 Cash and Cash Equivalents Beginning of year" l';nd of year 

See Notes to Financial StatementS. 

474,579 372,898 362,597 474,579 



HOMER MEMORIAL HOSPITAL STATEMENTS OF CASH FLOWS - Continued Years Ended June 30, 1998 and 1997 
Reconciliation of Net Income to Net Cash Flows From Operating Activities Loss from operations Adjustments: Depreciation Provision for bad debts Inlerest received Decrease (increase) in operating assets: (]ross patient accounts receivable, net of bad debts Inventories Prepaid expenses Due from health insurance programs Start-up costs increase (decrease) in operating liabilities Accounts payable Accrued payroll and benefits Accrued uncompensated absences Due to health insurance programs Interest payable Total Adjustments Net Cash Used in Operating Activities 

$ 653,736 ) $ 280,090 
595,274 708,158 139,979 136,207 82,135 16,553 20,053 28.038 147,696 ) 13~53 ) 10,178 ) -0- 1,644 ) 1,315,444 

666,537 459,104 144,741 1,015,904 30,1 (13 2,948 446,142 78,382 118,453 41,391 18,790 19,621 41 101,827 $ 661,708 ( $ 381,917 
Supplemental Disclosures on Non-cash Financing Activities: During 1998, the Hospital purchased equipment for $183,656 through capital lease an'angements. 

See Notes lo Financial Statements. 



HOMER MEMORIAL HOSPITAL NOTES TO FINANCIAL STATEMENTS June 30, 1998 and 1997 
NOTE 1 - ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
Organizatio__qn Homer Memorial Hospital is an enterprise fund of the Town of Homer, 1.ouisiana, and is exempt from income taxes. The hospital is an acute care facility which is controlled by a board of directors, who a,c a separate and distinct body fi'om the Selectmen of the Town of Homer. The board members consist of citizens appointed by the Mayor and Selectmen of the Town of Homer. The board members serve without compensation. 
Summary of Si~,nificant Accountin~ Policies Use of Estimates The preparation of financial statements in conformity with generally accepted accounting principles requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the reporting period. Actual results could differ from those estimates. 
Temporarily Restricted Fund Balance Temporarily restricted funds are those whose use by the Hospital has been limited by donors to a specific time period or purpose. These funds at year-end consist of unspent grant funds received fi'om the State of Louisiana to be used for the put'chase of tele-radiology equipment. During 1998, the funds were used toward the purchase of radiology equipment. 
Net Patient Service Revenue Net patient service revenue is reported at estimated net realizable amounts fl'om patients, third-party payers, and others for services rendered, including estimated retroactive adjustments under reimbursement agreements with third-party payers. Retroactive adjustments are accrued on an estimated basis in the period the related services are rendered and adjusted in future periods as final settlements are determined. 
Patient Receivables Receivables are stated at the full value of all charges incurred by the patient. Allowances have been provided for the estimated accounts uncollectible and for third-party contractual adjustments at year end. Receivables are written off as the accounts are determined to be uncollectible. Inventories hwentories repre~nl dietary and medical supplies on hand and are valued at the latest invoice price which approximates the lower of cost (first-in, first-out method) or market. 
Prepaid Expenses Prepaid expenses are amortized on a straight-line basis over the term of the respective items. 



HOMER MEMORIAL HOSPITAL NOTES TO FINANCIAL STATEMENTS June 30, 1998 and 1997 
NOTE 1 - ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES Assets Whose Use is Limited Assets whose use is limited represents cash which has either been designated by the Board of l)irectors or which is required to be maintained separately due to bond indenture, donor, or grant requirements. Board-designated assets may, at the board's discretion, be subsequently used for other purposes. Amounts required to meet current liabilities of the hospital have been reclassified in the balance sheet at June 30, 1996 and 1995. 
Property and Equipment l'roperty and equipment is recorded at cost, and depreciation is computed using the straight-line method. Estimated useful lives range from 5 to 33 years on buildings and fixed equipment and 3 to 20 years on moveable equipment. Property Tax Revenues Advalorem tax revenues consist of tax proceeds received by the Hospital from Claiborne l'arish Hospital District No. 2, which was created in 1989, by the Police Jury and approved by the Parish voters on September 15, 1989, to levy a ten mill tax on property for ten years, l)uring 1997, the District did not levy the property tax; however, the tax was re-instated in 1998. Due to the fact that the District is a separate entity controlled by a separate board of directors, the Hospital cannot levy the prope~ay tax. Accordingly, taxes receivable are not reflected in the accompanying financial statements. Cash and Cash Equivalents For the purpose of the statement of cash flows, all cash that is not limited to use is treated as cash and cash equivalents. 
Pledged Assets The hospital's property and equipment is pledged as collateral on the Hospital Revenue Bonds in the original amount of $ 3,800,000. 

NOTE 2 - HEALTH INSURANCE PROGRAM REIMBURSEMENT 
The Hospital participates in the Medicare and Medicaid programs as a provider of medical services to program beneficiaries. For the years ended June 30, 1998 and 1997, 72% and 57%, respectively, of the Hospital's patient revenues were generated by services furnished to Medicare and Medicaid program beneficiaries. A summary of the payment arrangements follows: Medicare - lnpatienl acute care services rendered to Medicare program beneficiaries are paid at prospectively determined rates per discharge. These rates vary according to a patient classification system that is based on clinical, diagnostic, and other factors. Inpatient nonacute services, certain outpatient services, and defined capital and medical education costs related to Medicare beneficiaries 



ltOMER MEMORIAL HOSPITAL NOTES TO FINANCIAl, STATEMENTS June 30, 1998 and 1997 
NOTE 2 - HEALTH INSURANCE PROGRAM REIMBURSEMENT - Continued 
are paid based on a cost reimbursement methodology. The Hospital is reimbursed for cost reimbursable items at a tentative rate with the final settlement determined after submission of annual cost reports by the Hospital and audits thereof by the Medicare fiscal intermediary. The Hospital's classification of patients under the Medicare program and the appropriateness of their admission are subject to an independent review by a peer review organization under contract with the Hospital. The Hospital's Medicare cost reports have been settled by the Medicare fiscal intermediary through Juue 30, 1994. 
.Medicaid - I'rior to July 1, 1994, inpatient acute care services rendered to Medicaid program beneficiaries are paid at established daily rates for each patient day. Outpatient services arc reimbursed under a cost reimbursement methodology. The Hospital is reimbursed at a tentative rate during the fiscal year. These rates may be adjusted by the fiscal intermediary during the fiscal year. Final settlement is determined after submission of annual cost reports by the Hospital and audits thereof by the Medicaid fiscal intermediary. The Hospital's Medicaid cost reports have been settled by the Medicaid fiscal intermediary through June 30, 1994. Since July 1, 1994, the Hospital has been paid for substantially all services rendered to inpatient Medicaid program beneficiaries under prospectively determined rates, which are paid on a per diem basis. Costs incurred on services rendered to Medicaid inpatients which exceed the prospectively determined payment rates are not recoverable from the Medicaid program or its beneficiaries. No changes were made to the outpatient reimbursement. 

NOTE 3 - NET PATIENT SERVICE REVENUE The following is a summary of net patient service revenue for the years ended June 30, 1998 and 1997 1998 1997 Inpatient charges Outpatient charges Total patient charges Medicare and Medicaid contractual adjustments Medicaid dispropollionate payments Charity care charges forgone Administrative, Pl'O, and other adjustments Net patient service revenue 

$ 10,216,588 6,565,849 16,782,437 4,776,529 520,021 75,586 386,903 $ 12,063,440 

$ 10,582,776 9,263,734 19,846,510 ( 6,198,887 ) -0- ( 56,845 ) ( 313,639 ) $ 13,277,139 



ItOMER MEMORIAL HOSPITAL NOTES TO FINANCIAL STATEMENTS June 30, 1998 and 1997 
NOTE 4 - 1NDIGENT CARE The Hospital provides services for the indigent who qualify under guidelines established by the Hospital. These guidelines determine eligibility based on income, residency, resources, and household composition. The Hospital maintains records to identify and monitor the level of indigent care it provides. These records include the amount of charges written-off for services and supplies furnished under its indigent care policy. The following information measures the level of charily care provided during the years ended June 30 1998 and 1997: 

Charges forgone based on established rates 1998 $ 75,586 1997 $ 56,845 Estimated costs and expensesincurred to provide charity care $ 54,000 $ 38,000 
NOTE 5 - EDUCATIONAL CONTRACTS RECEIVABLE 
The Hospital provides educational assistance to selected medical students and certain employees who contractually agree to return to the Hospitars service area after graduation. Under the terms of Ihese contracts, the Hospital advances funds to assist the students in their educational costs, l';mployees agree to repay the loan through extended years of service at the Hospital. Medical students repay the loan by practicing in the Hospital service area for a period of years. The loans, including interest, become immediately due and payable to the Hospital if the employec or medical sludent does not provide services for the Hospital for the full period of time within the contract. These loans are classified as current assets in the financial statements. The following is a sunnnary of the net educational contracts receivable at June 30, 1998 and 1997: 
Balance, beginning of year l~,ducational advances Assessment of interest on balances due Cancellation and repayments of contracts Balance, end of year 

1998 $ 435,054 46,805 67,640 49,998 ) ( $ 499,501 $ 435,054 



HOMER MEMORIAL HOSPITAL NOTES TO FINANCIAL STATEMENTS June 30, 1998 and 1997 
NOTE 7 - I|OSPITAL REVENUE BONDS - Continued Sinking fund requirements - the Hospital is required to make monthly deposits of $ 23,608. In June, 1991, the Hospital began paying the debt in monthly installments in lieu of establishing a sinking fund. Accordingly, a sinking fund is not reflected in the financial statemenls. Reserve fund requirements - the Hospital is required to make monthly deposits of $ 2,361 until the fund has accumulated $ 283,290. Contingency fund requirements - the Hospital is required to make monthly deposits of $1,194 Actual and required balances of the reserve fund and contingency fund at June 30, 1998 is as follows: Actual Required Excess Reserve fnnd $ 317,935 $ 221,910 $ 96,025 Coutingency fund 132,776 112,236 20,540 Total $ 450.711 $ii~ 334.146 .$ 116.565 
Farmers Home Administration permits the Hospital to pay on the principal and interest monthly in lieu of annually. The monthly payments are applied to reduce the principal debt when paid. Assuming the continuation of monthly payments, future principal and interest requirements on the bonded debt for the next five fiscal years are as follows: Fiscal Year 1999 20(10 2001 2002 2003 NOTE 8 - PENSION PLAN 

P~ndpal $ 90,638 $ 96,348 102,418 108,870 115,728 
Interest 192,652 186,942 180,872 174,420 167,562 

Total $ 283,290 283,290 283,290 283,290 283,290 
All Hospital full-time employees participate in the Municipal Employees' Retirement System, State of l.ouisiana ("System"), a multiple employer public employee retirement system (PERS). The payroll for Hospital employees covered by the System for the year ended June 30, 1998, was approximately $4,841,000; the Hospital's total payroll was approximately $5,634,000. 
Membership is mandatory as a condition of employment beginning on the date employed if the employee is on a permanent basis working at least thirty-five hours per week, not participating in another publicly funded retirement system, and under the age of sixty at the date of employment. 
The system is compri~d of two plans. "Plan A" combines the original plan and a supplemental plan while "Plan B" involves only the original plan. Any member of Plan A can retire provided he/she is 



HOMER MEMORIAL HOSPITAL NOTES TO FINANCIAL STATEMENTS June 30, 1998 and 1997 
NOTE 8 - PENSION PLAN - Continued age fifty-five with twenty-five years of creditable service; is age sixty with a minimum of ten years of creditable service or at any age with thirty or more years of creditable service. A member of Plan B can retire provided he/she is age fifty-five with thirty years of creditable service or is age sixty with a minimum of ten years of creditable service. In lieu of lerminating employment and aceepting a service retirement allowance, any member of Plan A or B with thirty years of service at age fifty-five; twenty years of service at age sixty; fifteen years of service at age sixty-two; or ten years of service at age sixty-five may elect to participate in the deferred retirement option plan (I)ROP) for up to two years and defer the receipt of benefits. Upon commencement of participation in the I)ROP plan, membership in the System terminates. During participation in the plan, employer contributions are payable but employee contributions cease. The monthly retirement benefits that would have been payable, had the person elected to cease employment and receive a service retirement allowance are paid into the I)ROP fund. This fund does not earn interest. In addition, no cost of living increases are payable to participants until employment which made them eligible to become members of the System has been terminated for a least one full year. Upon termination of employment prior to or at the end of the specified period of participation, a participant in the plan may receive, at his option, a lump sum from the account equal to the payment into the account, a true annuity based upon his actual balance in that fund, or any other method of payment if approved by the board of trustees. The monthly benefits that were being paid into the deferred retirement option plan fund will begin to be paid to the reth'ee. If a participant dies during the parlicipation in the plan, a lump sum equal to his account balance in the plan fund shall be paid to his named beneficiary or, if none, to his estate. If employment is not terminated at the end of the two years, payments into the plan fund cease and the person resumes active contributing membership in the System. Additional accrued benefits are based on final average compensation used to calculate the member's oliginal benefit unless the additional period of service is at least thirty-six months. 
Generally, the monthly amount of retirement allowance for any member of Plan A or Plan B shall consist of an amount equal to three percent or two percent, respectively, of the member's final compensation multiplied by his/her years of creditable service. However, under certain conditions as outlined in the statutes, the benefits are limited to specified amounts. Both plans provide for death and disability benefits. Benefits and employer/employee obligations to contribute are established by state statute. Each participating employer of Plan A contributes an amount equal to 6.75% of each and every member's earnings. Each employee in Plan A contributes 9.25% of monthly earnings. Under Plan B, each participating employer contributes an amount equal to 3.75% of each and every member's earnings, Each employee in Plan B contributes 5.00% of monthly earnings. The System also receives 1/4 of 1% of ad valorem taxes collected within the parishes of Louisiana, except for Orleans l'arish. 



HOMER MEMORIAL HOSPITAL NOTES TO FINANCIAL STATEMENTS June 30, 1998 and 1997 
NOTE 8 - PENSION PLAN - Continued Tax moneys am apportioned between Plan A and Plan B in proportion to the salaries of plan participants. These additional sources of income are used as additional employer contributions. The remaining employer contributions are determined according to actuarial requirements and are set annually. The contribution requh'ement for the year ended June 30, 1998 was approximately $726,000, which consisted of $278,000 from the Hospital and $448,000 from the employees. The "pension benefit obligation" is a standardized disclosure measure of the presenl value of pension benefits, adjusted to the effects of projected salary increases and step-rate benefits, estimated to be payable in the future as a result of employee, service to date. The measure, which is the actuarial present value of credited projected benefits, is intended to help users assess the System's funding status on a going concern basis, assess progress made in accumulating sufficient assets to pay benefits when due, and make comparisons among PERS and employees. The System does not make separate measurement of assets and pension benefits obligation for individual employers. The pension benefit obligation at June 30, 1997, (the latest actuarial report furnished to the hospital), for the System as a whole, determined through an actuarial valuation performed as of that date (valued at market) was approximately $ 386 million. The System's net assets available or benefits on that date (valued at cost) was approximately $453 million, leaving an unfunded pension benefit obligation of $67 million. The Hospital's contribution for the year ended June 30, 1997, represented approximately 4% of total contributions paid by all participating entities. Five-year historical trend information showing the System's progress in accumulating sufficienl assets to pay benefits when due is presented in the System's annual financial report. No securities of the Hospital are held by the System. 
NOTE 9 - OFF BALANCE SHEET RISKS 
Concentrations of credit The Hospital operates in Homer, Ix~uisiana, and grants credit on its services to its patients, substantially all of whom are local residents of the l'arish. Generally, the Hospital accepts assignments of patients' benefits payable under either public or private insurance programs or policies in lieu of collateral to secure its patient accounts receivable. At June 30, 1998 and 1997, approximately 52% and 72%, respectively, of patient accounts receivable was related to beneficiaries of the Medicare and Medicaid programs. Future changes (if any) occurring within the local economy or the Medicare and Medicaid reimbursement methods can significantly affect the operations of the Hospital. Cash balances At June 30, 1998, the aggregate carrying amount of cash, including assets whose use is limited, was $3,691,583 that are invested in one bank and the l,ouisiana Asset Management Pool. The corresponding bank and pool balances tolaled $3,747,840. The difference between the carrying amount reported by the Hospital and the bank and pool balances repl"esents deposits and checks which 



ItOMER MEMORIAL tlOSPITAL NOTES TO FINANCIAl, STATEMENTS June 30, 1998 and 1997 
NOTE 9 - OFF BALANCE SHEET RISKS - Continued 
had not cleated the bank at June 30, 1998. All funds are fully secured by either lq)IC coverage or securities pledged against the deposits. At June 30, 1998, the pledged securities were approximately $780,000 in excess of the actual deposits. Volume of services The District is dependent upon local physicians practicing in the immediate service area for its volume of patients. Any decrease in the number of physicians fi'om the current level can significantly affect hospital operations. 

NOTE 10 - CONTINGENCIES The Hospital is the defendant in certain litigation arising in the normal course of its business. In the opinion of management and the Hospital's legal counsel, the claims are without merit and the awards for damages (if any) resulting fi'om these claims will not exceed the applicable insurance coverage. Therefore, the Hospital has made no provision for a loss contingency related to these suits in the financial statements. 



1511Ju(Ison Road, Suile A Lollgview, qexas 75601 903/758-9600 Fax 903/758 1800 NEUMAN, RICHARDSON & CO., L.L.P. CERTIFIED PUlU JC ACCOUNTANTS 
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REPORT ON COMPLIANCE AND ON INTERNAL CONTROL OVER FINANCIAL REPORTING BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT A UDITING STANDARDS 
To the Board of I)ircctors Homer Memorial Hospital Homer, l.ouisiana 
We have audited the financial statements of ttomer Memorial Hospital, a component unit of the Town of Home], as of and for the yea]" ended June 30, 1998, and have issued our report thereon dated September 23, 1998. We conducted our audit in accordance with generally accepted auditing standards and standards applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General of the United States. 
Compliance As part of obtaining reasonable assurance about whether Homer Memorial Hospital's financial statements are free of material misstatements, we performed tests of its compliance with certain provisions of laws, regulations, contracts and grants, noncompliance with which could have a direct and material effect on the determination of financial statement amounts. However, providing an opinion on compliance with those provisions was not an objective of our audit and, accordingly, we do not express such an opinion. The results of our tests disclosed no instances of noncompliance that are required to be reported under Govermnent Auditing Standards. Internal Control Over Financial Reporting In planning and performing our audit, we considered Homer Memorial Hospital's internal control over financial reporting in order to determine our auditing procedures for the purpose of expressing our opinion on the financial statements and not to provide assurance on the internal control over financial reporting. Our consideration of the internal control over financial reporting would not necessarily disclose all matters in the internal control over financial reporting that might be material weaknesses. A material weakness is a condition in which the design or operation of one or more of the internal control components does not reduce to a relatively low risk that misstatements in amounts that would be material in relation to the financial statements being audited may occur and not be detected within a tinaely period by employees in the normal course of performing their assigned functions. We noted no matters involving the internal control over financial reporting and its operation that we consider to be material weaknesses. However, we noted other mauers involving Ihe internal control over financial reporting that we have reported to management of Homer Memorial Hospital in a separate letter dated September 23, 1998. 



This report is intended for the information of the board of directors, management, and the Legislative Auditor's Office of the State of Louisiana. However, this report is a matter of public record, and its distribution is not limited. 
Ncuman, Richardson & Co., I..I..P September 23, 1998 
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151 I Judsoll Road, Suilc A lxmgview, Texas: 75601 903/758.9600 Fax 903/758 1800 NEUMAN, RICHARDSON & CO., L.L.P. 
To the Board of 1)irectors Homer Memorial Hospital Homer, l.ouisiana 

CERTIFIED PUBLIC ACCOUNTANTS 
Jiln ] ,. Nclllnall, CPA Jcrly G, Richardson, (!I'A - ooOoo Slcpheil It Duck, CPA Joseph S, Kt'nncdy, (!PA Johnnle A. q)'lt'r, (?PA 

In planning and performing the audit of the fmancial statements of Homer Memorial Hospital for the year ended June 30, 1998, we considered its internal control structure 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. However, we noted certain matters involving the internal control structure and its operation that we consider to be reportable conditions under standards established by the American Institute of Certified Public Accountants. Reportable conditions involve matters coming to out' attention relating to significant deficiencies in the design or operation of the internal control structure that, in our judgment, could adversely affect the Hospital's ability to record, p,'ocess, summarize, and report financial data consistent with the assertions of management in the financial statements. 
Board Approval of Fixed Asset Additions Comments: It is out" understanding that the board is to approve all fixed asset additions of $ 2,500 or more. We did not notice any board approval within the board minutes for the following addition: Date Vendor Fo__Er A mount 4/29/98 Stephenson Floor Covering X-ray floor covering $ 2,870.00 This expenditure was reclassified as an equipment addition through an audit adjuslment; thoreforc, it was not initially presented to the board for approval. Hospital's~onse: This was an apparent oversight by the hospital as we normally have all additions to the equipment account and major repairs presented for board approval. Since this was initially recorded as a repair expense, it was not listed on the equipment additions schedule presented to the board for approval. We will strive to also report major repairs to the board. 
Board Approval of Specific Transactions Comments: In our review of board minutes, we did not notice any approval for the line of credit (with an outstanding balance of $ 171,468 on June 30, 1998) for I)r. Elizabeth Doze which 



began in September, 1997. Also, a signed copy of this contract could not be located when we conducted the field work of the audit. 
Hospital's Response: The contract was in the hands of our attorney. We have now furnished you a copy of this signed contract. 

Cost Report Statistics Comments: Despite the introduction of DRG's in the early 1980's, and the recent passage of the Balanced Budget Act of 1997, cost reimbursement issues can continue to have a positive financial impact on the Hospital. Accordingly, there is still room for additional reimbursement in the next few years if accurate, and timely statistics are maintained. For example, Medicare has recently broadened the allocation methods for medical records. As a result of this coupled with the square footage performed by us, we recently re- opened o1" amended your cost reports for 1995 and 1996 and have received additional reimbursement of $ 9,462 and $ 47,726 respectively. 
Examples where the accumulation of cost report statistics was lacking in the current year were in the following areas: Cost Report Stallstie Comments BtIU meals served Not maintained fi'om July through March ER physician admin, time Not maintained (Optional) Intern and resident time Not maintained 
Hospital's Response: Since April, 1998, BHU meals have been maintained which not only include patient meals, but employee and guest meals. We understand the ER physician's administrative time is optional and not necessarily required. We will strive to maintain a log of the physician's time while in the ER. Our contract with LSU Medical School indicates that they are responsible for maintaining time studies of the interns and residents. We will communicate to them the importance of maintaining these time schedules. 

Y2K compliance comments Colnments: We understand the Hospital is currently reviewing all computer applications to ensure they are compliant with the year 2000. We encourage the continuation of this process to remain in compliance with current Medicare requirements as well as avoiding future malfunctions of the various technological systems and equipment at the Hospital. H_ospital's Response: We haw: recently accepted the bid on a new software system that is Y2K compatible. In addition, we have been in contact with all known hardware and software dealers concerning their compliance with the Y2K situation. 



Summary of Prior Year Findings 
We have reviewed the Hospital's responses to items noted in the previous year's managemen! letter concerning (1) board minutes; (2) Payroll account reconciliation; and (3) BHU reimbursement changes. Based on our review, we believe the Hospital has responded appropriately to these findings. 
We appreciate the opportunity 1o serve you with your accounting needs and the many courtesies extended to us while visiting at the Hospital. This letter is intended solely for the benefit of management and the Board of Directors and is not intended for any other purpose. 
Neuman, Richardson & Co., L.L.P. September 23, 1998 


