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Report of Independent Auditors 

The Board of Com m issioners 
M orehouse Parish H ospital Service District 

W e have audited the accom panying balance sheets of M orehouse Parish H ospital Service 

District (M orehouse General Hospital) as of M ay 31, 1998 and 1997, and the related 
statem ents of revenue, expenses, and fund balance and cash flows for the years then 
ended. These financial statem ents are the responsibility of the Hospital's m anagement. O ur 
responsibility is to express an opinion on these financial statem ents based on our audits. 

W e conducted our audits in accordance w ith generally accepted auditing standards and 
Government Auditing Standards issued by the Comptroller General of the United States. 
Those standards require that we plan and perform the audit to obtain reasonable assurance 
about whether the financial statements are free of m aterial m isstatement. An audit inch}des 
examining, on a test basis, evidence supporting the amounts and disclosures in the 
financial statem ents. An audit also includes assessing the accountin g principles used and 
significant estimates m ade by m anagement, as well as evaluating the overall financial 
statement presentation. W e believe that our audits provide a reasonable basis for our 
opinion. 

]n our opinion, the fin ancial statements referred to above present fairly, in all m aterial 
respects, the fin ancial position of M orehouse General Hospital at M ay 31, 1998 and 1997, 
th e results of its operations and its cash flows for the years then ended in conform ity with 
generally accepted accounting principles. 

In accordance with Governm ent Auditing Standards, we have issued our report dated 
August 7, 1998 on our consideration of M orehouse General H ospital's internal control 
over financial reporting and our tests of its com pliance w ith certain provisions of laws, 
regulations and contracts. 

August 7, 1998 

~  ~ ~ LLP 



M orehouse General H ospital 

Balance Sheets 

A ssets 
Currenl assets: 
Cash and cash equivalents 
Patient accounts receivable, less allow ances for 

uncollectible accounk~ of $2,921,173 in 1998 and 
$2,008,224 in 1997 

Settlem ents due from third-party payors 
Inventories 
Current assets whose use is lim ited 
Prepaid and other assets 

Total current assets 

Noncurrent assets whose use is lim ited 

O ther assets: 
U nam ortized bond issuance costs 
Am ounks due from physicians, net 

Properly, plant, and equipm ent: 
Land 

Buildings 
Fxluipm ent 
Construction in progress 

less accum ulated depreciation 

Total assets 

M ay 31 
1998 1997 

$ 1,762,660 $ 3,334,620 

5,634,576 
1,966,273 
807,480 
495,019 
280.375 

5,820,182 

861,990 

239,005 
10,946,383 10,255,797 

4,664,169 2,324,243 

m  

287,081 

272,384 
10,069,469 
19,866,011 
2,038.089 

13,249 
320,659 

241,678 
9,504,779 
18,140,025 

32,245,953 27,886,482 

19,296,195 17,413,01(1 
12,949,758 10,473,472 

$28,847,391 $23,387,420 



Liabilities and fund balance 
Cunent liabilities: 
Trade accounks payable 
Retainage payable 
Em ployee com pensation and payroll taxes 
Settlem ents due to third-party payors 
O ther accrued liabilities 
Current portion of capital lease obligations 
Current portion of long-term debt 

Total cun'ent liabilities 

Capital lease obligations, less cun'ent portion 
Long-term debt, less current portion 
Total liabilities 

Fund bal~mce 

Total liabilities and fund balance 

See accompanying notes 

M ay 31 
1998 1997 

11,122,700 6,212,446 

17,724,691 17,174,974 

$ 28,847,391 $23,387,42(I 



M orehouse G eneral H ospital 

Statem ents of Revenue, Expenses, and Fund Balance 

Net patient service revenue 
O ther revenue 
Total revenue 

Expenses: 
Routine services 
Ancillary services 
General services 
Fiscal and adm inistrative services 
Depreciation and am ortization 
Pro vision for bad debts 
lnteresl 

Tolal expenses 
Revenue in excess of expenses 

Fund balance at beginning of period 

Other changes (Note 1) 
Fund balance al end of period 

See accompanying notes 

Y ear ended M ay 31 
1998 1997 

$30,911,967 
1.093.943 

$29,082,378 
1,104,963 

32,005,910 30,187,341 

5,100,517 
13,306,937 
2,878,627 
5,964,430 
1,941,269 
2,025,071 
289.341 

4,998,079 
11,607,102 
2,679,016 
5,848,932 
1,902,220 
1,792,307 
208.241 

31,506,192 29,035,897 
499,718 1,151,444 

17,174,974 
49.999 

16,022,767 
763 

$17,724,691 $17,174,974 



M orehouse G eneral H ospital 

Statem ents of Cash Flow s 

O perating activities and gains and losses 
Reven~e in excess of expenses 
Adjustments 1o reconcile revenue in excess of expenses to net 
cash provided by operating activities: 
Depreciation and am ortization 
lntercsl expense 
Interest incom e 
Provision for bad debts 
Provision for uncollectible physician receivables 
(Gain) loss on sale of building and equipment 
Changes in operating assets and liabilities: 
Patient accounts receivable 
Inventories, prepaid, and other assets 
Trade accounts payable and retainage payable 
Em ployee com pensation, payroll taxes, and other 
accrued liabilities 

Settlem ents due to/from third-party payers 
Net cash provided by operating activities 

C apital and related financing activities 
Purchases of land, buildings, and equipm ent 
Paymenls of capital lease obligations 
Paym ents of long-term debt 
Interest expense 
Proceeds fi'om the issuance of long-term debt 
Net cash provided by (used in) capital and related financing 
activities 

Investing activities 
hllerest incom e 
Increase in assets whose use is lim ited 
Loan paym ents from physician 
Net cash provided by (used in) investing activities 
Net increase in cash and cash equivalents 
Cash and cash equivalents at beginning of period 
Cash and cash equivalents at end of period 

Year ended M ay 31 
1998 1997 

$ 499,718 $ 1,151,444 

1,941,269 
289,341 
(246,721) 
2,025,071 

2,968 

(1,839,465) 
13,140 

1,482,130 

(105,143) 
3.255.649) 

1,9(12,220 
208,241 
(251,498) 
1,792,3(17 
178,918 
(17,923) 

(2,307,039) 
1,019 

122.187 

276,161 
76(1,085 

806,659 3,816,122 

(3,198,255) (1,527.954 
(980,800) (810,592 
(105,577) (214,285 
(289,341) (208,241 
4.750.000 

176,027 (2,761 ,(172) 

246,721 251,498 
(2,834,945) (103,386) 

33r578 6,105 
(2~554~646) 154,217 
1,571,96(I 1,209,267 
3~334~620 2,125,353 

$ 1,762,66(I $ 3,334,620 

During the years ended M ay 31, 1998 and 1997, the ttospital entered into capital leases 
totaling $1,159,020 and $1,190,346, respectively. 

See accompanying notes 



1. A ccounling Policies 

l)escription of Business 

M orehouse G eneral H ospital 

N otes to Financial Statem ents 

M ay 31, 1998 

M orehonse Parish Hospital Service District (District), doing business as M orehouse 
General Hospital (Hospital), was organized on December 17, 1982 under powers granted 
to parish police juries by the State of Louisiana. The geographical boundaries of the 
District coincide with those of M orehouse Parish. All corporate powers are vested in a 
board of com m issioners appointed by the M orebouse Parish Police Jury. The District is 
exempt flom incom e taxes as a political subdivision of the State of Louisiana under 
Section 115 of the Internal Revenue Code. The District is also exem pt from federal 
income tax under Section 501 (a) as a hospital organization described in Section 501 (c)(3). 
The federal incom e tax exem ptions also extend to slate incom e taxes. 

Basis of Accounting 

The ltospilal uses the accrual basis of accounting for proprietary funds. Under G overn- 
mental Accounting Standards Board (GASB) Statement No. 20, Accounting and 
Financial Reporting for Proprietary Funds and Other Governmental Entities That Use 
Proprietary Fund Accounting, the Hospital has elected not to apply Financial Accounting 
Standards Board (FASB) pronouncements issued after November 30, 1989. 

Net Patient Service Revenue and Related Receivables 

Net patient service revenue is reported at the estin~ated net realizable am ounts from 
patients, third-party payers, and others for services rendered. The Hospital provides 
services to patients who reside prim arily in the local geographic region. Patient accounts 
receivable for which the Hospital receives paym ent under contractual arrangements are 
stated at the estimated net am ounts from such payers, which are generally less than 
established billing rates. At a result, the H ospital is exposed to certain credit risks. The. 
ttospital m anages such risks by regularly reviewing its accounts and contracts and by 

providing appropriate allowances. 

Charity C are 

The H ospital provides care without charge, or at am ounts less than established rates, to 
patients w ho m eet certain criteria under its charity care policy. Because the H ospital does 
not pursue: collection of am ounts determined to qualify for charity care, they are not 
reported as revenue. 



M orehouse General H ospital 

Notes to Financial Statements (continued) 

1. Accounting Policies (continued) 

Contractual Third-l'arty Payers 

The ltospital provides acute care inpatient services to M edicare beneficiaries and is paid a 
predeterm ined am ount for these services based, for the m ost part, on the Diagnosis 
Related Group (DRG) assigned to the patient. M edicare inpatient acute care capital- 
related costs are paid on a prospectively determined amount per discharge, subject to a 
m inim um level based on a percentage of capital-related costs. 

M edicaid inpatient services are paid on a prospective per diem basis. M edicare, bad debts 
and outpatient psychiatric and hom e health services to M edicare beneficiaries are 

reimbursed, subject to certain limitations imposed by governmental authorities, on a cost 
basis. Retroactive cost settlem ents based upon annual cost reports are estim ated and 
recorded in the financial statem ents. Fin al determination of am ounts to be received under 
cost reimbursement regulations is subject to review by program representatives. The 
difference between a final settlement and estimated settlement in any year is reported as an 
adjustment of net patient service revenue in the year the final settlement is made. 

Use of Estinm tes 

The preparation of financial statements in conform ity w ith generally accepted accounting 
principles requires m anagement to make estim ates and assum ptions that affect the 
amounts reported in the financial statements and accompanying notes. Actual results could 
difl'er fiom those estim ates. 

Inventories 

Inventories are valued at the latest invoice price which approximates the lower of cost 
(first-in, first-out method) or market. 

Property, Plant, and Equipm ent 

The Hospital records all property, plant, and equipment acquisitions at cost, except for 
assets donated to the H ospital. Donated assets are recorded at appraised value at the date 
of donation. The Hospital provides for depreciation of its plant and equipment using the 
straight-line m ethod in amounts sufficient to am ortize the cost of its assets over their 
estim ated usefnl Jives. 



M orehouse G eneral H ospital 

Notes to Financial Statements (continued) 

1. Accounting Policies (continued) 

Assets held under capital lease obligations are included in equipment. These assets have 
been recorded at the present value of the m inim um lease paym ents which approxim ated 

the fair market value of the leased assets (see Note 6). Amortization of leased assets is 
provided for using the straight-line method over the term of the related lease and is 
included in depreciation and am ortization expense. 

Investm ents and Investm ent Incom e 

D uring the year ended M ay 31, 1998, the Hospital elected to adopt the provisions of 

GASB Statement No. 31, Accounting and Financial Reporting for Certain Investments 
and For General lnvestnwnt Pools; accordingly, all investments are stated at fair m arket 
value. Differences between the cost and the fair m arket value of the investments are in- 
cluded in in vestment incom e. The cumulative effect of the difference between the cost and 
the fair m arket value of the investments w as previously reported as a separate component 
of fund balance. A reclassification of $49,999 from fund balance to interest income was 
recorded in the current year. The accounting change w as applied retroactively; how ever, 
prior period financial statem ents were not restated as the effect is not m aterial. 

Cash Equivalents 

The H ospital considers all highly liquid in vestments with a m aturity of three m onths or less 
when purchased to be cash equivalents. 

Reclassifications 

Certain reclassifications have been m ade to the 1997 financial statem ents to conform to 
their 1998 presentation. 

2. Cash arid Investm ents 

Statutes authorize the Hospital to invest in United States governm ent obligations, 
certificates of deposit of national banks located in Louisiana or banks organized under the 
laws of Louisiana, any federally insured investment, guaranteed investment contracts 
issued by a financial institution having one of the tw o highest rating categories of 
Standard & Poor's Corporation or M oody's Investors Services, or in m utual or trust 
in stitutions which are regkstered with the Securities Exchange Com mission under the 
Securities Act of 1933 and the Investment Act of 1940 and which have underlying 
investm ents consisting solely of securities of the United States governm ent or its agencies. 



M orehouse G eneral H ospital 

Notes to Financial Statements (continued) 

2. Cash and Investm ents (continued) 

The ttospital's bank deposits consist of dem and deposit accounts and certificates of 
deposit. These bank  deposits are included in cash and cash equivalents and assets whose 
use is limited. At M ay 31, 1998 and 1997, the Hospital's deposits were fully insured or 
collateralized with securities held by the agent of the pledging banks in the Hospital's 
nanle. 

In addition to the bank deposits held, the Hospital had invested $1,386,536 and 
$1,326,534 at M ay 31, 1998 and 1997, respectively, in a mutual fund whose underlying 
investm ents consist solely of securities of the United States government or its agencies 

(see Note 3). These funds are recorded in assels whose use is limited on the balance sheet. 

3. Assets W hose Use Is Lim ited 

Tim terms of the ltospital's 1997 Revenue 
deposit in certain accounts with the trustee 
required to be invested by the trustee in 
Resolution. 

Bonds require funds to be m aintained on 

The funds on deposit in the accounts are 
accordance with the terms of the Bond 

In addition, the H ospital's board of com missioners has designated certain assels to be used 
for future plant and equipment additions. The com position of assets whose use is limited 
as of M ay 31, 1998 and 1997 were as follows: 

Board-designated assets: 
Certificates of deposit 
M utual fund investment 

Trusteed funds (principally United States government 
obligations): 
Consuuction Fund 
D ebt Service Fund 
Debt Service Reserve Fund 
Capital A dditions and Contingencies Fund 

Total assets whose use is lim ited 

Less current portion 
N oncurrent assets whose use is lim ited 

M ay 31 
1998 1997 

5,159,188 2,324,243 

495,1t19 
$ 4r664~169 $ 2,324~243 



M orehouse G eneral H ospilal 

Notes to Financial Statements (continued) 

4. Third-Party Reim bursem ent 

The Hospital participates in the M edicare and M edicaid program s as a provider of medical 
services to program beneficiaries. D uring the years ended M ay 31, 1998 and 1997, 
approximately 75% and 77% , respectively, of gross patient service charges were derived 
from M edicare and M edicaid program beneficiaries. Certain M edicare and M edicaid 
services are reim bursed on a cost basis. Regulations in effect require annual retroactive 
settlements for these costs based upon cost reports filed by the H ospital. Although final 
settlements are not m ade until a subsequent period, the Hospital estim ates and records 
these retroactive settlements in its financial statem ents in the period in which services are 
rendered. 

Laws and regulations governing the M edicare and M edicaid programs are com plex and 

subject 1o interpretation. The Hospital believes that it is in compliance with all applicable 
laws and regulations and is not aware of any pending or threatened investigations 
involving allegations of potential wrongdoing. W hile no such regulatory inquiries have 

been made, compliance with such laws and regulations can be subject to future 
governmc, nl review and in terpretation as well as significant regulatory action including 
fines, penalties, and exclusion from the M edicare and M edicaid program . 

l)ifferences between original estimates and subsequent revisions (including final 
settlements) are included in the statement of revenue, expenses, and fund balance in the 
period in which the revisions are m ade. During the years ended M ay 31, 1998 and 1997, 
net patient service revenue was increased by approxin~ately $170,000 and $700,000, 
respectively, to reflect changes in the estim ated settlements for certain prior years. 

M anagement does not anticipate significant unfavorable adjustments by program 
representatives to unaudited M edicare or M edicaid settlements for the years ended 
M ay 31, 1996 through 1998. 

5. Em ployee Retirem ent Plan 

The H ospital sponsors a noncontributory, defined-contribution retirem ent plan, which 
covers substantially all full-tinm em ployees after they have met certain eligibility 
requirem ents. Under the provisions of the plan document, the Hospital is required to 
contribute 10% of the eligible em ployee's salary. The plan provides for the contributions 
(and interest allocated to the employee's account) to become partially vested after three 
years of continuous employm ent and fully vested after seven years of continuous 
employment. The unvested portion of an account of an employee who terminates 



M orehouse G eneral H ospital 

Notes to Financial Statements (continued) 

5. Employee Retirement Plan (continued) 

em ploym ent before becom ing fully vested is used to reduce the Hospital's current year 
contribulion requirement. For the years ended M ay 31, 1998 and 1997, the contribution 
requirements were $939,136 and $943,675, respectively. 

The ltospital has an additional retirement plan which covers all em ployees not covered  
under the above plan. Under the provisions of the plan, the Hospital is required to 
conlribute 6.05% of the participating employee's salary. The em ployee becomes partially 
vested after three years of continuous employm ent and fully vested after seven years of 
continuous em ploym ent. For the years ended M ay 31, 1998 and 1997, the contribntion 
requiremenls were $111,034 and $63,721, respectively. 

Contributions made during the periods for both plans discussed above were $979,897 and 
$9(19,294 in 1998 and 1997, respectively. The Hospital's unfunded contribution requlie- 
ment relaled to both plans of $220,995 and $180,127 at M ay 31, 1998 and 1997, respec- 
tively, is included in other accrued liabilities on the balance sheet. Total payroll for all 
employees was $11,938,722 and $10,919,291 for the years ended M ay 31, 1998 and 
1997, respectively. All em ployees of the Hospital are covered by one of the two plans dis- 
cussed above. 

The Hospital established the M orehouse General Hospital Tax Deferred Savings Plan. 
This plan, which qualifies as a tax-sheltered annuity plan under Section 403(b) of the 
lnterual Revenue Code, covers all employees w ho elect to participate. The plan allow s 
participanls to defer a portion of their annual compensation. The am ount of annual 

contributkms to the plan by participants is subject to certain lhnitations as defined in the 
plan agreement. The participants vest 100% immediately in their contributions and 
inves/menl earnings of the plan. The plan agreem ent allows discretionary em ployer 
con/ribulions to be m ade to the plan. N o employer contributions were m ade during the 
years ended M ay 31, 1998 and 1997. 

Retirement expense net of forfeitures related to the above plans included in fiscal and 
administrative services on the statements of revenue, expenses, and fund balance was 
$979,897 and $960,596 for the years ended M ay 31, 1998 and 1997, respectively. 

6. Leases 

The Hospilal has entered into several capital leases for various types of equipm ent. Under 
lhe terms of the leasing arrangem ents, the Hospital is obligated to pay a m onthly rental 
paym ent over the prim ary term of the leases, which range from five to seven years. 

11 



M orehouse G eneral H ospital 

Notes to Financial Statements (continued) 

6. Leases (continued) 

Fulure minim um lease paym ents, by year and in the aggregate, under capital leases 

consisted of lhe following at M ay 31, 1998: 

Fiscal year ending M ay 31 
1999 
2000 
2001 
2002 
2003 
Thereafter 

Total m inim um lease paym ents 
Amount representing interest (ranging from 0% to 10.4%) 
Present w~lue of net minimum lease payments (including $851,129 
classified as current) 

$1,041,645 
1,015,214 
701,757 
439,205 
183,559 
8,322 

3,389,702 
419.647 

$2.970,(155 

The cost of leased assets included in equipment totaled $5,019,728 and $5,602,902 and 
accumulated amortization was $2,217,048 and $3,106,073 at M ay 31, 199g and 1997, 
respectively. The equipm ent collateralizes the capital lease obligations. 

During the years ended M ay 31, 1998 and 1997, the Hospital entered into capital leases 

totaling $1,159,020 and $1,190,346, respectively. 

7. Long-'l['erm  Debt 

The Hospital's long-term debt as of M ay 31, 1998 and 1997 consisted of bonds payable as 

follows: 

H ospital Revenue Bonds, Series 1997 
Less current portion 

1998 1997 

On November 3, 1997, the ttospital issued $4,750,000 of Hospital Revenue Bonds (Series 
1997) which are term bonds with an annual interest rate of 5.24% . Payment of the 
scheduled principal and in terest on the 1997 Revenue Bonds is due in m onthly installments 

12 



M orehouse G eneral H ospital 

Notes to Financial Statements (continued) 

7. Long-Term Debt (continued) 

of $38,15;9. The 1997 Revenue Bonds are obligations of the Hospital secured by a pledge 
of the H ospital's revenue. 

Under the term s of the Bond Indenture, the H ospital is required to m aintain, am ong other 
provisions, a specified m inim um debt service coverage ratio. 

The scheduled m aturities of the Series 1997 Bonds for the next five fiscal years ending 
M ay31 are as follows: 1999-- -$219,775; 2000--$231,572; 2001-- $244,(103; 2002--  
$257,099; 2003--$270,898; and $3,421,076 thereafter. 

8. M alpractice, Em ployee M edical and W orkers' Com pe~t~ation Insurance 

During the ordinary course of operations, the H ospital has been named a defendanl in 
lawsuits alleging m edical m alpractice. The Hospital is insured for m alpractice insurance 
coverage on a claim s-made basis for individual claim s up to $1(10,000. For individual 
malpractice claims in excess of $100,000, the Hospital participates in the State of 
Louisiana Patient Compensation Fund. This fund provides m alpractice insurance coverage 
on a claim s-made basis for claim s up to the statutory maximum exposure of $500,000, 
which currently exists under Louisiana law , plus in terest and future m edical costs. The 
Hospital has purchased additional m alpractice insurance providing coverage up to 
$900,()00 in the aggregate. The Hospital has renewed its existing m alpractice insurance 
through O ctober 31, 1998. 

The Hospital is self-insured for workers' compensation up to $200,000 per claim, and 
employee health up to $45,0(10 per claim. A liability is recorded when it is probable that a 
loss has been incurred and the am ount of that loss can be reasonably estim ated. Liabilities 
for claims incurred are reevaluated periodically to take into consideration recently settled 
claims, ficquency of claims and other econom ic and social factors. The Hospital purchased 
com mercial insurance which provides coverages for workers' com pensation and em ployee  
health claim s in excess of the self-insured lim its. 

9. C om m itm ents 

The Hospital has incurred approximately $2,000,000 related to the renovation in 
connection with the 1997 Bond Issue. The renovations are expected to be com pleted in 
April 199!) at an estimated additional cost of approximately $2,750,000. 



M orehouse General H ospital 

Notes to Financial Statements (continued) 

10. Impact of Y ear 2000 Computer lssues (IJnaudited) 

The Year 2000 Issue is the result of com puter programs being written using two digits 
rather than fim r to define the applicable year. Any of the H ospital's computer program s 
that have time-sensitive software m ay recognize a date using "00" as the year 1900 rather 
than the year 2000. This could result in system failure or m iscalculations causing disrup- 
tions of operations and patient care, including, among other things, a failure of certain 
patient care applications and equipment, a failure of control systems, a temporary inability 
to process transactions, send invoices, or engage in sim ilar norm al business activities. 

Based on a recent assessment, tile Hospital determined that it will be required to modify or 
relilace significant portions of its software, hardware and patient care equipm ent so that its 
systems will function properly w ith respect to dates in the year 2000 and thereafter. 
Affected system s m ay include clhlical and biom edical instrumentation and equipm ent used 
within the H ospital for purposes of direct or indirect patient care such as inlaging, 
laboratory, pharmacy, and respiratory devices; cardiology m easurem ent and support 

devices; emergency care devices (including monitors, defibrillators, dialysis equipment, 
and ventilalors); operating room extuipment (including lasers, transfusion equipment, 
anesthesia equipment, and pumps); automated implants and/or the devices used to 
program them; and general patient care devices (including telemetry and endoscopy 
equipmcnl and IV pumps). The Hospital presently believes that with modifications to 
existing software and conversions to new clinical and biom edical instrum entation and 
equipmenl, the Year 2000 Issue will not pose significant operations problem s. However, if 
such m odifications and conversior~s are not m ade, or are not com pleted tin, ely, the Year 
2000 Issue. could have a m aterial im pact on the operations of the Hospital. 

The Hospital plans to initiate formal communications with all of its significant suppliers 
and large customers to determ ine the extent to which the Hospital's interface system s are 
vulnerable to those thhd parties' failure to remediate their own Year 2000 Issues. The 

ltospital's total Year 2000 project cost and estimates to complete include the estimated 
costs and time associated with the im pact of third-party Year 2000 Issues based on 
presently available inform ation. However, there can be no guarantee that the systems of 
other com panies on which the Hospital's system s rely w ill be timely converted and would 
not have an adverse effect on the Hospital's system s. 

The Hospital will utilize both internal and external resources to reprogram , or replace, and 
test the software and patient care equipm ent for Y ear 2000 m odifications. The H ospital 

anticipates completing the Year 2000 project prior to any anticipated impact on its 
operating system s. 



M orehouse G eneral H ospital 

Notes to Financial Statements (continued) 

I0. lml)aet of Year 2000 Computer Issues (Unaudited) (continued) 

The date on w hich the Hospital believes it w ill com plete the Year 2000 m odifications is 
based on management's best estimates, which were derived utilizing numerous assump- 
lions of fiature events, including the continued availability of certain resources, third-parly 
m odification plans and other factors. H owever, there can be no guarantee that these 
estim ates will be achieved and actual results could differ m aterially fi'om those anticipated. 
Specific factors that m ight cause such m aterial differences include, but are not lim ited to, 
tire availability and cost of replacem ent equipment and personnel trained in this area, the 
ability to locate and correct all relevant com puter codes, and sim ilar uncertainties. 

15 
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Report of Independent A udilors on Com pliance 
and on Internal Control O ver Financial Reporting 

Based on an Audit of Financial Statem ents Perform ed 
in A ccordance W ith G overmnent Auditing Standards 

The Board of Com m issioners 
M orehouse Parish Hospital Service District 

// 

W e have audited the financial statements of M orehouse Parish Hospital Service District 
(M orehouse General Hospital) (the Hospital) as of and for the year ended M ay 31, 1998, 
and have issued our report thereon dated August 7, 1998. W e conducted our audit in 
accordance with generally accepted auditing standards and the standards applicable to 
financial audits contained in Government Auditing Standards, issued by the Comptroller 
G eneral of the United States. 

Com pliance 

As part of obtaining reasonable assurance about whether the financial statements are flee 
of m aterial m isstatement, we performed tests of its com pliance with certain provisions of 
laws, regulations, and contracts. However, providing an opinion on compliance w ilh those 

provisions was not an objective of our audit, and accordingly, we do not express such an 
opin ion. 

The results of our tosls disclosed no instances of noncompliance that are required to be 
reported herein undm' Government Auditing Standards'. 

lnlernal Control O ver Financial Reporting 

In planning and performing our audit, we considered M orehouse General H ospital's 
internal control over financial reporting in order to determine our auditing procedures for 
the purpose of expressing our opinion on the fnancial statem ents and not to provide 
assurance on the internal control over financial reporting, Our consideration of the internal 
control over financial reportin g would not necessarily disclose all m atters in the internal 
control over financial reporting that m ight be m aterial weaknesses. A m aterial weakness is 
a condition in which the design or operation of one or m ore of the internal control 
com ponents does not reduce to a relalivcly low level the risk that m isslatemem s in 



am ounts thal w ould be m aterial in relation to the financial statem ents bein g audited m ay 
occur and not be detected within a timely period by employees in the normal course of 
perform ing their assigned functions. W e noted no m atters involving the internal control 
over financial reporting and its operation that we consider to be m aterial weaknesses. 

This report is inlended for the information of the board of com missioners, m anagem ent, 
and the Office of Legislative Auditor, State of Louisiana. However, this report is a m atter 
of public record and its distribution is not lim ited. 

August 7, 1998 

q" ~ LLP 
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Independent A ccountants' Report on 
Schedule of D ebt Service Coverage Ratio 

The Board of Com m issioners 
M orehouse Parish Hospital Service District 

W e have reviewed the accom panying Schedule of D ebt Service Coverage Ratio for the 
year ended M ay 31, 1998 of M orehouse Parish H ospital Service District. O ur review was 
conducted in accordance with standards established by the Am erican Institute of Certified 
Public Accountants. 

A review is substantially less in scope than an audit, the objective of which is the expres- 
sion of an opinion on the accompanying Schedule of D ebt Service Coverage Ratio. 
Accordingly, we do not express such an opinion. 

The Schedule of Debt Service Coverage Ratio is prescribed by Section 5.1 of the Bond 
Resolution relating to $4,750,000 Hospital Revenue Bonds (Series 1997) reflecting the 
provisions of Resolutions adopted by M orehouse Parish Hospital Service District on 
N ovem bcr 3, 1997. 

Based on our review , nothing came to our attention that caused us to believe that the 

accompanying Schedule of Debt Service Coverage Ratio is not presented in conformity 
with the basis set forth in N ote 1. 

This report is intended solely for the inform ation of the board of com missioners, m anage- 
m ent, and the bond trustee. H owever this report is a m atter of public record and its distri- 
bution is not lim ited. 

August 7, 1998 

~  ~ ~ LLP 



M orehouse Parish Hospital Service District 

N ote to Schedule of D ebt Service Coverage Ratio 

1. Basis of Presentation 

M ay 31, 1998 

The com putation in the Schedule of Debt Service Coverage Ratio ks prescribed by 
Section 5,1 of the Bond Resolution relating to $4,750,000 Hospital Revenue Bonds 
(Series 1997) reflecting the provisions of Resolutions adopted by M orehouse Parish 
H ospital Service on Novem ber 3, 1997. 
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Report of Independent Auditors on 
Com pliance W ith Bond Resolution 

The Board of Com m issioners 
M orehouse Parish Itospital Service District 

W e have audited the f'm ancial statem ents of M orehouse Parish H ospital Service District 

(the Hospital) as of and for the year ended M ay 31, 1998, and have issued our report 
thereon dated August 7, 1998. W e conducted our audit in accordance w ith generally 
accepted auditing standards and the standards applicable to financial audits contained in 
Government Auditing Standards, issued by the Comptroller General of the United Stales. 

In connection with our audit, nothing came to our attention that caused us to believe that 
the H ospital failed to comply with the term s, covenants, provisions, or conditions of 
Sections 2.7, 4.1, 4.2, 5.1 through 5.6, 6.1, 6.9, and 10.1 of the Bond Resolution relating 

to $4,750,000 Hospital Revenue Bonds (Series 1997) reflecting the provisions of 
Resolutions adopted by the M orehouse Parish Hospital Service District on Novem ber 3, 
1997, except as noted below , insofar as they relate to accounting m atters, ttow ever, our 
audil was not directed prim arily toward obtaining knowledge of such noncom pliance. 

Section 5.3 - Debt Service and Other Funds requires that the H ospital transfer from the 
General Fund, m onthly in advance on or before the 20th day of each m onth of each year

, a 

sun] equal to the am ount of principal and interest due on the Bonds on the first day of the 
next m onth. D uring our review of the transfers, we noted not all transfers were m ade prior 
to the 20m of the m onth; however

, all transfers were m ade prior to the due date of the 
paym ent. 

Section 5.3 - Debt Service and Other Funds also requires that a Reserve Fund be 
established and an am ount equal to the reserve fund requirements be m aintained in the 
account at all times. The reserve fund requhements are equal to the Hospital's debt service 
for one year. As of M ay 31, 1998, the balance in the reserve fund reflected a deficit of the 
1999 debt service amount by $3,078. 



This report is intended solely for the inform ation of the board of com m issioners, 
m anagement, the bond trustee, and the Office of Legislative Auditor, State of Louisiana. 
ltowever, this reporl is a m atter of public record and its distribution is not lim ited. 

August 7, 1998 

t.t3' 
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In planning and perform ing our audit of the fm ancial statem ents of M orehouse Parish 

Hospital Service District (M orehouse General Hospital) as of and for the year ended 
M ay 31, 1998, we considered its internal control to determine our auditing procedures for 
the purpose of expressin g our opinion on the financial statements and not to provide 
assurance on internal control. The following suggestion is submitted to assist in improving 

procedures and controls. 

Audit Report 

W e noted an instance of noncom pliance regarding failure to subm it the audited financial 
statements to the Office of Legislative Auditor within six m onths of the close of the 
entity's fiscal year, as required by Louisiana Revised Statue 24:513. W e suggest that 
m anagem ent subm it the audited financial statem ents as  required by the Statue. 

M anagem ent Response 

In the future, if the PS& R is not available we will work to obtain other information to be 
used to com plete the cost report and thus issue the audited financial statements as required 

by the Office of legislative Auditor, State of Louisiana. 



Corporate Compliance 

The federal government continues to aggressively pursue strategies to elim inate fraud and 
abuse in lhe health care system . The law s and regulations in this area are not always clear 
and are continually evolving. In som e cases, what was generally accepted practice in the 
past has  subsequently been deemed to be fraudulent or abusive. D uring our audit, wc 
noted tbat the H ospital had not yet established a corporate com pliance program designed 
to prevent errors or acts that m ay be deem ed fraudulent or abusive. 

In an effort to prom ote voluntary developm ent of corporate compliance programs, in 
February 1998, the Office of Inspector General (OIG) released its long-awaited 
Compliance Program Guidance for Hospitals (M odel Program). W ithin the M odel 
Program , the OIG provides its views on the value and fundamental principles of 
compliance programs and specific elem ents that each hospital should consider when 
developing and implementing an effective program . The M odel Program is based, in part, 
on the U.S. Sentencing Commission Guidelines for Organizations (Guidelines) which set 
forth the m inim um expectations of an effective com pliance program . Failure to implem ent 
an  effective program increas es the risk of errors, omissions, and im proper actions which 
increase tile risk of significant liabilities to the Hospital, An effective corporate compliance 
program not only reduces the risk of legal or regulatory infractions, but also mitigates the 
penalties resulting from such infractions. 

The development of an effective corporate compliance program requires a substantial 
com mitm ent of time, energy, and resources by senior m anagem ent and the Hospital's 
board of directors. H owever, the OIG believes that the costs of im plementing a program 
are far outweighed by the long-term benefits, including: 

~ Dem onstrating to the com munity and employees the H ospital's strong 
com m itm ent to honest and responsible provider and corporate conduct. 

~ Providing a m ore accurate view of em ployee and contractor behavior relating to 
fraud and abuse. 

~ Creating a centralized source for distributing inform ation on health care statutes, 
regulations, and other program directives related to fraud and abuse. 

~ Reaffirm ing th e Hospital 's com m itm ent to its m ission, vision, and principles. 

Furthermore, while developing a compliance program is voluntary (i.e., the Hospital is not 
required by law to follow the new guidelines), when a hospital has an effective compliance 
program in place that predates any governmental investigation, the OIG indicates that it 
"may be a factor toward reducing a provider's risk of crim inal, civil, or administrative 
liability" in an investigation. Also, the OIG notes that recent cas e law suggests that the 



failure of a corporate director to attem pt in good faith to institute a com plian ce program in 
certain situations m ay be a breach of a director's fiduciary obligation. 

The absence of an effective corporate compliance program subjects the Hospital's 
m anagement and board of directors to significant exposure. Therefore, we suggest that the 
im plementation of a corporate com pliance program be given the highest priority. 

As noted above, the Hospital's compliance program must be effective to afford it the 
protection under the G uidelines. In the M odel Program , the OIG notes that the "existence 
of benchm arks that dem onstrate implementation and achievements are essential to any 
effective program ." As part of im plementing its program , for exam ple, the Hospital should 
consider surveying its em ployees to benchm ark its com pliance culture. Future surveys 
should be used to measure the change in the Hospital's com pliance culture. In addition, 
ongoing m onitoring activities, exam ples of which are discussed below , are required to 
docum ent the program 's effectiveness. 

In connection with im plem enting an enterprise wide corporate compliance infrastructure, 
we recomm end that the Hospital take steps to help ensure that control, com pliance, and 
m onitoring procedures are operating effectively to minim ize the risk from fraud and abuse 
throughout the organization and to dem onstrate the complian ce program 's effectiveness. 

As part of this process, the Hospital should consider: 

~ Perform ing a formal risk assessment for each function or department of the 
Hospital to identify risks and challenge the adequacy of controls. 

Usiug automated tools to prevent or detect potential billing irregularities (e.g 
lah unbundling). 

~ Conducting special compliance audits to evaluate the effectiveness of the 
Hospital's com pliance program . 

~ Implem enting procedures to prevent employing or retaining sanctioned 
individuals or engaging in transactions with sanctioned entities. 

In its published guidance, the O1G strongly encourages organizations to im plement the 
above as well as certain other internal control/m onitoring processes. 

M anagem ent Response 

W e are complying with the suggestion made by Ernst & Young and have begun to 
develop a corporate compliance plan which will meet the minim um requirements as 
suggested by the OIG 's m odel program . 



Year 2000 Information Systern.~" Issues 

The Hospital's information systems and other embedded systems (e.g., medical devices 
and automated facility equipment) are dependent on the processing of certain date-specific 
patient car e, billing and other pertinent business information. W ith the im minent arrival of 
the Year 2000, a significant business issue has  been created that directly in, pacts the above 
technologies employed by the Hospital. The problem relates to the m anner in which these 
technologies handle date processing. M ost technologies do not incorporate specific logic 
for properly handling dates after December 31, 1999 due to assumptions made by 
software and magnetic chips that a two-digit year is in the twentieth century (i.e., 1900s). 
M ost technologies have been developed with tile two-digit year assumptions due to the 
lack of com puter m em ory and this being a way to save on previously expensive m em ory. 

The Year 2000 problem is a very serious and complex issue, and it threatens virtually all 
areas of a company's operations to some degree. System failures or m iscalculations due to 
Year 2000 inapact m ay cause disruptions in operations and patient care, including, am ong 
other things, a failure of certain patient care applications and equipm ent, a failure of 
control system s, a temporary inability to process transactions, send in voices, or engage in 
norm al business activities. Your operations could be significantly affected if you, your 
custom ers or your suppliers do not deal effectively with the Y ear 2000 issue. 

Specific to a health care organization, particular attention should be directed to clinical 
and biomedical instrumentation and eq uipment which may be affected by the use of 
embedded chips. Affected system s m ay include, but ar e not linfited to, those used within 
the System for purposes of direct or indirect patient care such as  im aging, laboratory, 
pharm acy, and respiratory devices; cardiology measurement and support devices; 

emergency care devices (including monitors, defibrillators, dialysis equipment, and 
ventilators); and general patient care devices (including telemetry and endoscopy 
equipment and IV pumps). 

Our responsibility as  your auditors is to plan and perform the audit to obtain reasonable 
assurance ahout whether the financial statem ents are free of m aterial m isstatement. As 
such, our audit of the H ospital's financial statem ents is not designed to determ ine the 
Hospital's readiness for the Year 2000. Further, we have no responsibility with regard to 
the H ospital's efforts to m ake its system s, or any other systems, such as those of vendors, 
service providers, or any other third parties Year 2000 ready, or to provide assurance on 
whether the H ospital has addressed or will be able to address all affected system s on a 
tim ely basis. 

In coniunction with our audit planning, we made limited inquiries of selected personnel 
regarding the Hospital's Year  2000 readiness plan. Based on our lim ited inquiries, 
m anagement inform ed us that they believe the Hospital is progressing in the plan for Year 
2000 readiness. The H ospital should follow through with the planned testing and 
exam ination of all areas  that m ay be affected. 



W e recommend that you continue to monitor the plan's progress, as well as continuously 
reassess your systems and operations to identify areas  of risk not previously identified. It is 
critical that file H ospital im plem ent its plan on schedule. 

W hile performing our lim ited inquiries described above, we also became aware of other 
areas thal we believe require additional attention as part of the Hospital's Year 2000 
efforts. O ur com ments should not be considered as  all-inclusive of the issues and risks of 

the Year 2000. As the Year 2000 group continues with this project, we recommend they 
consider the following m atters: 

,, Address this project from a business perspective to ensure all equipment and 
non-IT system s are ready for the Year 2000. 

Assess exposures to external agents. Because the H ospital cannot be assured that 
its vendors, bankers, and other business partners will be properly prepared for 
the changeover, the Hospital should consider im plementing additional 
verification procedures to test the accuracy of inform ation received from the 
external agents that is date-dependent. 

Additionally, we recom mend that m anagement develop an appropriate risk 
management program reporting directly to Hospital executives to ensure the 

projects are on target for solving the problem and meeting the deadline. 

M anagem ent Response 

W e are com plying w ith the suggestions m ade by Ernst &  Y oung and are proceeding w ith 
the Year 2000 plan we have im plem ented. 

Balanced Budget Act 

Traditional government entitlem ent program s are the prim ary target for spending 

reductions in the Balanced Budget Act of 1997 (the Act). The Act reduces overall 
spending by $140 billion over five years, $115 billion of which is in the M edicare program. 
Every provider's revenue and finan cial bottom line will be im pacted with hospitals, 
physicians and post-acute providers such as SNFs and HHAs absorbing most of the cuts, 
Hospitals remain a target because of the impending bankruptcy of the Part A Trust Fund 
and reports of high hospital m argins on M edicare. A short-term analysis of the Act does 
not yield an accurate view of its im pact. The Act's impact is not linear; less than 10% of 
its financial im pact will be experienced in the first year. Only 25%  of the im pact w ill be felt 
in the first two years. To understand the full im pact on its revenue, an organization should 
perform , al a m inim um , a five-year analysis. 



M anagem ent Response 

W e are generally following the steps that Ernst & Y oung asked us to consider. W e are 
giving the m ost consideration to analyzing the impact of paym ent changes that are 
effective on June 1, 1998 at the beginning of our new fiscal year. 

This letter is intended solely for the inform ation and use of the board of com missioners, 
m anagement, and the O ffice of Legislative Auditor, State of l~ uisiana and is not intended 
to be and should not be used by anyone other than these specified parties. 

W e wouhl be pleased to discuss the above m atters or to respond to any questions, at your 
convenience. 

August 7, 1998 

q" ~ LLP 


