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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS 

To the Board of Com m issioners of 
H ospital Service D istrict N o. 1 of 
Tangipahoa Parish, Louisiana: 

W e have audited the accom panying balance sheets of H ospital Service District N o. 1 of Tangipahoa Parish, 
Louisiana (the Hospital or the District) as of June 30,1999, and the related statements of revenue, expenses 
and fund balance and cash flows for the year then ended. These financial statem ents are th e responsibility of 
th e H ospital's m anagem ent. Our responsibility is to express an oph~ion on th ese financial statem ents based 
on our audit. The financial statements of tile Hospital as of June 30,1998 were audited by other auditors 
w hose report dated Septem ber 25, 1998, expressed an unqualified opinion on those statem ents. 

W e conducted our audit in accordance w ith generally accepted auditing standards and the standards 
applicable to financial audits contained in Governm ent Auditing Standards issued by the Com ptroller 
General of th e United States. Those standards require th at w e plan and perform  th e audit to obtain 
reasonable assurance about w hether the financial statem ents are free of m aterial m isstatem ent. An audit 
includes exam inin g, on a test basis, evidence supportin g th e am ounts and disclosures in the financial 
statem ents. An audit also includes assesshlg the accounting principles used and significant estim ates m ade 
by m anagem ent, as w ell as evaluating the overall fin ancial statem ent presentation. W e believe that our audit 
provides a reasonable basis for our opinion. 

The Year 2000 supplem entary inform ation in N ote 13 is not a required part of the basic financial statem ents 

but is supplementary information required by the Governmental Accounting Standards Board (GASB), and 
w e did not audit and do not express an opinion on such inform ation. Further, w e w ere unable to apply to the 
inform ation certain procedures prescribed by professional standards because disclosure criteria specified by 
GASB Technical Bulletin 98-1 as am ended are not sufficiently specific to perm it m eaningful results from the 
prescribed procedures. In addition, w e do not provide assurance that th e H ospital is or w ill becom e 
Year 2000 com pliant, that the H ospital's Year 2000 rem ediation efforts w ill be successful in w hole or in part, 
or that parties w ith w hich the H ospital does business are or w ill be Year 2000 com pliant. 

In our opinion, tile financial statem ents referred to above present fairly, in all m aterial respects, th e financia 
position of the Hospital at June 30,1999, and the results of its operations and its cash flows for the year then 
ended in conform ity w ith generally accepted accounting principles. 

In accordance w ith  Governnrent Auditing Standards, w e have issued our report dated Septem ber 13, 1999, on 
our consideration of th e H ospital's internal control over financial reportin g and our tests of its com pliance 
w ith certain provisions of law s, regulations and contracts. 

N ew O rleans, Louisiana 
Septem ber 13, 1999 



H OSPITA L SERVICE DISTRICT N O . 1 

OF TAN GIPAH OA PARISH , LOUISIAN A 

BALAN CE SH EETS 

FO R TH E YEARS EN DED lU N E 30, 1999 A N D 1998 

CU RREN T ASSETS: 
Cash 
Patient accounts receivable, net of estim ated uncollectibles of 
$6,058,000 in 1999 and $6,024,000 in 1998 

Assets w hose use is lim ited required for current liabilities, self- 
insurance claim s and debt service 

Inventories 
Prepaid expenses and other current assets 

Total current assets 

une 30 

$ 4,714,893 $ 2,336,530 

21,980,118 20,351,183 

2,775,594 
530,744 

1,149,038 

3,279,105 
225,609 

1.467.489 

31,150,387 27,659,916 

A SSETS W H O SE USE IS LIM ITED : 
Under bond indenture agreem ent held by trustee: 
Revenue bonds, Series 1994 and 1990 9,501,435 

By board for plant and equipm ent additions and replacem ents 42,255,693 
By board for self-hlsurance claim s 613,641 

52,370,769 

Less assets whose use is lim ited required for current liabilities 2,775,594 

N O N CURREN T ASSETS W t lOSE USE IS LIM ITED 

N O TE RECEIVA BLE 

D EFERRED CO M PEN SATIO N PLAN IN VESTM EN TS 

U N AM O RTIZED D EBT ISSUA N CE CO STS, net 

O TItER A SSETS 

PROPERTY, PLANT AND EQUIPM ENT 
Land 
Buildings and equipm ent 
Construction in progress 

49,595,175 

525,240 

2,205,320 

1,808,465 

4,119,404 
128,326,984 
6,462,379 

138,908,767 
Less accum ulated depreciation _  

53,566,522 

85,342,245 

~1~ 626,832 

The accom panying notes are an integral part of these financial statem ents 

15,790,084 
32,755,324 

623,314 

49,168,722 

3,279,105 

45,889,617 

543,931 

1,524,831 

1,924,002 

182,455 

4,119,404 
123,582,758 
1,541,674 

129,243,836 
44,950r213 

84,293,623 

$162,018,375 



CURREN T LIABILITIES 

OSPITAL SERVICE DISTRICT N O . 1 

OF TAN GIPAHOA PARISH , LOUISIAN A 

BALAN CE SH EETS 

FO R TH E YEARS EN DED IU N E 30. 1999 A N D 1998 

Accounts payable 
Accrued salaries and payroll-related costs 
Accrued interest payable 
Accrued self-insurance claim s 
Estim ated third-party payor settlem ents - M edicare and M edicaid 
Current portion of capital lease obligations 
Current portion of long-term  debt 

Total current liabilities 

CAPITAL LEASE OBLIGATION S, excluding current portion 

I)EFF.RRE1) COM PEN SATIO N  PLAN  

LONG-TERM DEBT, net of unam ortized bond discount of $779,023 in 
1999 and $828,793 in 1998, excluding current portion 

Total liabilities 

FUN D BALAN CE 

une 30 

$ 5,946,017 
3,443,326 
1,506,911 
4,458,172 
9,377,760 
807,328 

_  1,125,000 

26,664,514 

1,668,090 

2,205,320 

57,810,977 

88,348,901 

_  82,277,931 

_$170,626,832 

The accom panying notes are an iutegral part of these financial statements. 

$ 6,622,716 
3,309,147 
1,528,980 
2,001,534 
8,368,466 
815,936 

1,070,000 

23,716,779 

2,484,458 

1,524,831 

58,886,207 

86,612,275 

75.406,100 

$162,01~  



H O SPITAL SERVICE D ISTRICT N O . 1 

O F TA N GIPA H OA 

A TEM EN TS O F REVEN UE, EXPEN SES A N D FUN D BA LAN CE 

R TH E YEARS EN DED IUN E 30, 1999 AN D 1998 

N ET PATIEN T SERVICE REVEN U E 

OTt 1ER REVEN U E 

Totalrevenue 

EXPEN SES: 
Routinese~ ices 
A ncillary services 
H ousehold and property 
Dietary and cafeteria 
A dm inistration and general 
Em ployee benefits 
Insurance - legal and risk m anagem ent 
O ther adm inistration and general 

Provision for bad debts 
Depreciation 
Interest 

Total expenses 

une 30 

$110,087,063 $108,272,433 

__  4~291,575 ~ 6831425 

114,378,638 ~ 955,858 

15,371,648 
41,664,943 
4,445,067 
2,544,318 

11,234,987 
3,366,242 
12,209,018 
4,244,226 
8,694,824 
3,633,729 

18,216,041 
42,867,014 
4,857,533 
2,263,431 

10,179,598 
1,560,080 
12,066,646 
3,824,201 
5,919,911 
1.426.999 

107,409,002 103r181,454 

REVEN UE 1N EXCESS O F EXPEN SES BEFO RE CUM ULATIVE 
EFFEC I' OE A CHANGE IN ACCOUNTING PRINCIPLE 6,969,636 8,774,404 

CU M ULATIVE EEFEC I' OF A CH AN GE IN A CCOU N TIN G 

PRINCIPLE __  (97,805) 

REVEN UE 1N EXCESS OF EXPENSES AFTER CUM ULATIVE 
EFFECT OF A CH AN GE IN ACCOUNTING PRINCIPLE 6,871,831 8,774,404 

FUN D BALAN CE AT BEGIN N IN G OF YEAR 

FUN D BA LAN CE AT EN D O F YEAR 

75.406.100 

~ 82.277.931 

The accom panying notes are an integral part of these financial statem ents 

~ 631,696 

$75M 06L100 



OPERATING AC flVITIES 

H OSPITAL SERVICE DISTRICT N O . 1 

OF TAN GIPAI IOA PARISH , LOUISIAN A 

STATEM EN TS O 

R THE YEARS ENDED [UNE 30,1999 AND 1 

Revenue in excess of expenses 
Adjustments to reconcile revenue in excess of expenses to net cash 
provided by operating activities: 
Depreciation 
Net loss (gain) on disposals of assetS 
Interest incom e 
Interest expense 
Changes in operating assets and liabilities 
Patient accounts receivable 
Inventories, prepaid expenses and other current assets 
Estim ated th ird-party payor settlem ents - M edicare and 
M edicaid 

Accounts payable, accrued salaries and payroll related costs 
and other accrued expenses 

N et cash provided by operating activities 

CAPITA L AN D RELATED FIN ANCIN G ACTIVITIES 
Purchases of property, plant and equipm ent 
Proceeds from  disposals of assets 
Principal paym ents on long-term debt 
Principal paym enls on capital le~se obligations 
Interest paym ents on long-term  debt and capital lease obligaUons 
Change in other assets, net 

N et cash used in capital and related financing activities 

IN VESTING ACTIVITIES: 
Interest earned 
(Increase) decrease in assets whose use is limited: 
U nder bond indenture agreem ent 
By board for plant and equipm ent 
By board for self-insurance claim s 

O ther 

N et cash provided by bw esting activities 

Net increase (decrease) in cash 
CASH AT BEGIN N IN G OF YEAR 

CASH AT EN D O F YEAR 

une 30 
1998 

$ 6,871,831 $ 8,774,404 

8,694,824 
1,251 

(2,496,088) 
3,925,864 

(1,628,935) 
13,316 

1,009,294 

~ 892,049 

_ j ~18283,406 

00~81,650) 
206,114 

(1,070,000) 
(824,976) 

(3,873,463) 
.

182,455 

~ 461,520) 

2,739,833 

6,288,649 

(9,500,369) 
9,673 

__  
18,691 

5,919,911 

(22,171) 
(1,841,698) 
1,426,999 

(1,857,533) 
(206,349) 

2,123,443 

669,221 

14,986,227 

09,569,744) 
50,510 

(1,015,000) 
(528,736) 

(3,862,815) 
__  

85,233 

2(~ ,840,552) 

2,957,724 

9,427,264 

(3,966,335) 
40,516 
17,906 

~ ) . 8,477,075 

2,378,363 

__  
2,336,530 

~ A ,ZL48~ 393 

The accom panying notes are an integral part of these financial statem ents. 

(1,377,250) 

. 
3,713,780 

~ 2J336.530 



H OSPITAL SERVICE DISTRICT N O . 1 

OF TAN GIPAH OA PARISH, LOUISIANA 

N OTES TO FIN AN CIAL STATEM ENTS 

FOR TH E YEAR EN DED IUN E 30,1999 AN D 1998 

1. ORGAN IZATION AN D SIGN IFICAN T ACCOUN TIN G POLICIES: 

O rganization 

I Iospital Service District No. 1 of Tangipahoa Parish, Louisiana (the Hospital or the District) is a nonprofit 
public corporation organized under powers granted to parish police juries by Chapter 10, title 45 of the 
Louisiana Revised Statutes of 1950. All corporate pow ers are vested in th e board of com nrissioners appointed 
by the Tangipahoa Parish Police Jury. The District owns and operates North Oaks M edical Center, a 205-bed 
acute care hospital, and N orth Oaks Rehabilitation H ospital, a 45-bed hospital which provides rehabilitation 
and skilled nursing services. The H ospitals are located on tw o cam puses in the city of H am m ond, Louisiana. 
As a political subdivision, the t tospilal is exem pt from  federal in com e taxes under Section 115 of the Internal 
Revenue Code and from state incom e taxes. 

Cash and Cash Equivalents 

Cash and cash equivalents include investm ents in highly liquid debt instruments with au origin al m atu rity of 
th ree m onths or less, excluding am ounts w hose use is lim ited by board designation or other arrangem ents 
under trust agreem ents. 

Basis of Accounting 

The H ospital uses th e accrual basis of accounting for proprietary funds under Governm eutal Accounting 
Slandards. 

hw entories 

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

The H ospital records all property, plant and equipm ent acquisitions at cost except for assets donated to the 
Ilospital. Donated assets are recorded at appraised value at the date of donation. The H ospital provides for 
depreciation of its plant and equipm ent usin g th e straight-lin e m ethod based on the estim ated useful lives of 
the assets as suggested by the Am erican H ospital Association. Equipm ent recorded under capital lease 
obligations is included in buildings and equipm ent and the associated am ortization of th ese assets is included 
in depreciation expense. 



.D ebt Issuance Ex elZKK~  

The H ospital recorded as an asset the costs incurred in comlection with the issuance of the 1994 Revenue 
Bonds. These costs are being am ortized ushlg tile interest m ethod over the life of the bond issue. The 
am ortization is included in interest expens e h~ the statem ent of revenue, expenses and fund balance. 

Investm ents 

All investm ents are stated at fair m arket value. Differences betw een the cost and the fair m arket value of tile 
investm ents are included hi hw estm ent incom e. 

Self-lnsurance Claim s 

Accrued self-insurance claim s represent file H ospital's accrual for self-insured professional liability, w orkers 
com pensation claim s and em ployee health claim s. 

N et Patient Service Revenue and Related Receivables 

Net patient service revenue is reported at the estim ated am ounts realizable h'om patients, third-party payors 
and oth ers for services rendered. The H ospital provides care to patients even though th ey are covered by 
contractual paym ent arrangem ents that do not pay full charges or m ay lack adequate insurance. As a result, 
the ttospital is exposed to certain credit risks. The H ospital m anages such risks by regularly review ing its 
accounts and contracts and by providing appropriate allow ances. 

M edicare and M edicaid Reim bursem ent 

The I tospital is paid under the Medicare Prospective Payment System (PPS) which pays the Hospital a 
predeterm ined am ount for M edicare inpatient services rendered based, for the m ost part, on tile Diagnosis 
Related Group (DRG) assigned to the patient and based on RUG categories for skilled nursing facilities. 
M edicaid inpatient services are paid on a prospective per diem system . 

M edicare outpatient services, psychiatric care, hom e health services, bad debts, rehabilitation services, and 

Medicaid outpatient services are reimbursed on a tentative basis during the year which is subject to a 
retroactive payment adjustment determined in accordance with appropriate Medicare or Medicaid program 
regulations. Retroactive cost settlem ents are accrued on an estim ated basis in the period the related services 

are rendered and adjusted as necessary in future periods as final settlements are determined. 

Use of Estim ates 

The preparation of financial statem ents requires m anagem ent to m ake estim ates and assum ptions th at affect 
am ounts reported in the financial statem ents and accom panying notes. Such estim ates and assum ptions 
could change in th e future as m ore inform ation becom es known, which could im pact th e amounts reported 
and disclosed herein. 



O rganizational Costs 

The H ospital elected to adopt Am erican Institute of Certified Public Accountants Statem ent of Position 98-5 

"Reporting on the Cost of Start-up Activities," in its fiscal year ending June 30,1999 and, accordingly, 
expensed previously capitalized startup costs. The im pact of adopting this statem ent w as a reduction in 
unrestricted fund balance of $97,805 which is reflected as the cumulative effect of a change in accountiug 
principle in the Statement of Revenues, Expenses, and Fund Balance for the year ended June 30,1999. 

2. CAStt A N D IN VESTM EN TS 

Louisiana state statutes authorize the Hospital to invest in obligations of the United States Governm ent other 
Federal agencies, certificates of deposit of national banks located in Louisiana or banks organized under th e 
law s of Louisiana, any Federally insured investm ent, guaranteed investm ent contracts issued by a financial 
institution having one of the tw o highest ratin g categories of Standard & Poor's Corporation or M oody's 
Investors Services, or in m utual or trust institu tions w hich are registered w ith the Securities Exchange 
Com m ission under the Se curities Act of 1933 and the Investm ent Act of 1940 and which have underlying 
investm ents consisting solely of securities of th e United States Governm ent or its agencies. Louisiana State 
statutes also require that all the deposits of the H ospital be protected by insurance or collateral. The m arket 
value of collateral pledged m ust equal 100% of the deposits not covered by insurance. The tlospital's bank 
balances of deposits at June 30, 1999 and 1998, which are included in cash and assets whose use is limited on 
th e balance sheets, w ere entirely in sured or collateralized with securities held by an agent for the pledging 
bank in the H ospital's nam e. 

At June 30,1999 and 1998, the Hospital had invested $51,757,128 and $48,545,408, respectively, in 
U . S. Governm ent obligations and m oney m arket accounts whose underlying investm ents consisted solely of 
securities of the U. S. Governm ent or its agencies, which are hold by a trustee or an agent of th e H ospilal in 
the Hospital's name. As of June 30,1999 and 1998 the investments are recorded at market value and, in assets 
w hose use is lim ited on the balance sheet. 

3. H EALTII INSURAN CE PROGRAM  REIM BURSEM ENT 

The H ospital participates in the M edicare and M edicaid program s as a provider of m edical services to 
program beneficiaries. During the years ended June 30, 1999 and 1998, approximately 56% and 59%, 
respectively, of the t Iospital's patient service charges w ere furnished to M edicare and M edicaid program 
beneficiaries. 

M edicare and M edicaid settlem ents have been determ ined follow ing the principles of reim bursem ent 
applicable to each program  and have been recorded in  the accounts of the tlospital. Estim ated settlem ents for 

the years through June 30,1995 have been audited or reviewed by program representatives. No significant 
differences are anticipated between the estim ated settlem ents recorded and th e final settlem ents expected to 
be determ ined by program  representatives. 



4. CH ARITY CA RE: 

The t Iospital provides care to patients w ho m eet certain criteria under its charity care policy w ithout charge 
or at am ounts less than its established rates. Because the H ospital does not pursue collection of am ounts 
determ ined to qualify as charity care, such am ounts are not reported as revenue. The H ospital m aintains 
records to identify and m onitor the level of charity care it provides. These records include the am ount of 

charges foregone ($5,841,000 in 1999 and $5,064,000 in 1998) for services and supplies furnished under its 
charity care policy. 

5. ASSETS W H O SE USE IS LIM ITED 

The term s of the H ospital's 1994 and 1990 Revenue Bonds require funds to be m aintained on deposit in 
certain accounts w ith the trustee. The funds on deposit in tbe accounts are required to be invested by th e 
trustee in accordance with the terms of the Bond Resolution. As of June 30,1999 and 1998, the funds were 
deposited as follow s: 

Bond debt service accounts 
Construction account 
Reserve accounts 

$ 2,087,853 
2,579,297 
4,834,285 

9,501,435 

$ 2,562,111 
8,333,728 

.~ 44 894,245 

~ ,790,08~ 

The ] ~ospital board of com m issioners has designated H ospital funds to be used for futu re plant and 
equipm ent additions, separate and apart from the expansion program , and to fund self-insurance claim s 
These funds, included in assets w hose use is lim ited, w ere in vested in certificates of deposit, 

U. S. Government obligations and money market funds at June 30,1999 and 1998. 

6. N OTE RECEIVABLE: 

The Hospital entered into an agreement with the Cancer, Radiation and Research Foundation (the 
Foundation) for the purpose of constructing a facility that provides radiation oncology treatments on an 
outpatient basis. Under the terms of the agreement, the Hospital loaned $680,331 to th e Foundation to 
construct the facility on the H ospital's cam pus. The note receivable from  th e Foundation is payable over 
30 years and bears an annual interest rate of 5.5%. The Hospital holds a mortgage on the facility (excluding 
equipment, furniture and fixtures) to coUateralize the note receivable. In addition, the I Iospital agreed to 
lease the land upon w hich the facility is located to the Foundation for a nom inal annual rental fee. The initial 
lease term  is for 30 years w ith  3 successive 10-year renew al options. 



7. EM PLOYEE RETIREM EN T PLAN S 

Defined Contribution Plan 

The 1 Iospital has a defin ed contribution plan which covers all full-tim e employees who elect to participate 
after they have m et certain eligibility requirem ents. Under tile plan, the H ospital is required to contribute 2% 
of tile salaries of eligible employees w hile participants m ay contribute up to the m axim m n level allowed by 
the Internal Revenue Code or 25% of gross salary, w hichever is less. The participants vest im m ediately ill all 
contributions. The retirem ent benefits received by tile participants will depend upon th e accum ulated value 
of their accounts at distribution upon termination, attaining age 59-1/2, severe financial hardship, or death. 

Retirem ent expense included in adm inistration and general expense on the statem ent of revenue, expenses 
and fund balance was $494,000 in fiscal year 1999 and $4 65,000 in fiscal year 1998, representing tile required 
contributions in both years. Em ployee contributions were $1,099,000 in 1999, representing 4.44% of total 
covered payroll. Total payroll and covered payroll were $50,741,759 and $24,716,438, respectively, for tile 
year ended June 30,1999. Total payroll and covered payroll were $50,498,687 and $23,225,564, respectively 
for the year ended June 30,1998. 

)eferred Com pensation Plans 

GASB Statem ent N o. 32, Accounting and Financial Reporting for Internal Revenue Code Section 457 Deferred 
Compensation Plans (Statement 32) requires governments to report Section 457 plan assets and a 
corresponding liability in their fhlancial statem ents if they m eet certain criteria and are considered fiduciary 
funds. The I Iospital has two deferred com pensation plans w hich m eet the criteria outlined in  Statem ent 32. 
Accordingly, the Hospital has recorded an asset and a corresponding liability of $2,205,320 and $1,524,831and 
for the fair market value of the plan assets as of June 30,1999 and 1998, respectively. 

8, R~ K M AN AG EM EN T 

The l tospital participates in the State of Louisiana patient compensation Fund (the Fund). The Fund provides 
m alpractice coverage to the Hospital for claims in excess of $100,000 up to $500,000. According to current 
state law, medical malpractice liability (exclusive of future medical care awards) is limited to $500,000 per 
occurrence. I Iospital m anagem ent has no reason to believe that the H ospital w ill be prevented from  
continuing its participation in th e Fund. 

Prior to July 1,1993, the Hospital was self-insured for medical malpractice on a claims-made basis for 
individual claims up to $100,000. Effective July 1,1993, the Hospital subscribed to the Louisiana Hospital 
Association (LHA) Insurance Trust Fund for medical malpractice coverage up to $100,000. On November 1, 
1997, the Hospital returned to being self-insured for the first $100,000 of professional liability claims. From 
July 1,1993 to November 1,1997, the Hospital was insured by the LHA Trust Fund for general liability 
claim s. Subsequent to Novem ber 1,1997, th e Hospital has m aintained a funded self-insured program against 
general liability claims and purchased excess liability coverage with $1,000,000 self retention. 

The H ospital is involved in other litigation arising in  the ordinary course of business. Claim s allegiug general 
and m alpractice liability have been asserted against the H ospital and are currently in various states of 
litigation. As of June 30,1999, the Hospital has accrued $1,934,000 for the estimated loss and litigation 
expenses related to general and professional liability claims for which the Hospital is self-insured. Claims 
have been filed allegin g dam ages in excess of the am ount accrued for estim ated m alpractice costs. It is the 
opinion of m anagement that estimated m alpractice costs accrued at June 30,1999 are adequate to provide for 
probable losses resultin g from pending or threatened litigation. Additional claims m ay be asserted against 
tile Hospital arising from services provided to patients through June 30,1999. The Hospital is unable to 
determ ine the ultim ate cost of the resolution of such potential claim s and, how ever, an accrual has been m ade 
for these claim s. 



The Hospital is self-insured for workers" compensation up to $225,000 per claim, and employee health up to 
$100,000 per claim . A liability is recorded when it is probable th at 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 claim s, frequency of claim s and other econom ic and social factors. The I Iospital 
purchased com m ercial insurance which provides coverages for workers' compensation and employee health 
clainas in excess of the self-insured limits. The Hospital had accrued $1,613,000 at June 30,1999 ($l,051,000 at 
June 30,199g) for such claims. 

9. CAPITAL [,EASE OBLIGATION S 

The H ospital has entered into capital lease obligations for radiology, CT scan, M RI and telephone equipm ent. 
Future m inim um lease paym ents, by year and in the aggregate, under these capital lease obligations consisted 
of fire following at June 30,1999: 

2000 
2001 
2002 
2003 

Total m inim um lease paym ents 
Less am ount representing im puted interest 

$ 978,092 
772,566 
772,667 
316,922 

2,840,247 
364,829 

Present value of net m inim um  lease 

payments (including $807,328 classified as current) $ 2,47~4~ 1818 

The cost of leased assets included in equipment totaled $4,748,910 in 1999 and 1998 and accumulated 
amortization was $2,375,596 and $1,571,932 at June 30,1999 and 1998, respectively. The related equipment 
collateralizes the capital lease obligations. 

The H ospital has entered into various cancelable operath~g leases for equipm ent tlsage. Operating lease 

expense was approximately $209,000 and $1,108,000 for the years ended June 30,1999 and 1998, respectively 

10. 1,O N G -TERM  D EBT: 

The lIospital's long-term debt as of June 30,1999 and 1998 consisted of bonds payable as follows 

H ospital Revenue Bonds, Series 1994 
Less unam ortized bond discount 

Less current portion 

11 

$ 59,715,000 
7790a0~_23 

58,935,977 

1,125,000 

$ 57,8109~77 

$60,785,000 
828,793 

59,956,207 

1,0700~0~00 

$58,886,207 



O11 July 5,1994, the District issued $61,535,000 of Itospital Revenue Bonds, Series 1994 (the Series 1994 
Bonds). The proceeds of the Series 1994 bonds, along with other available funds were used to advance refund 
$10,015,000 of the Series 1990 bonds, fund certain additions, renovation and improvements to the I lospital 
and reim burse the ttospital for the cost of previous property, plant and equipm ent 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 from $50,000 at February 1,1995 to $1,815,000 at February 1, 2009 and bear 
interest rates ranging from 3.80% to 5.95%. The term bonds consist of $10,855,000 due February 1, 2014 
bearing interest at 6.125% and $34,490,000 due February 1, 2024 bearing interest at 6.250%. The term bonds 
are subject to mandatory sinking fund redemption prior to maturity at par in amounts ranging from 
$1,920,000 at February 1, 2010 to $4,465,000 at February 1, 2024, Paym ents of the scheduled principal and 
interest on the 1994 Revenue Bonds are in sured by A M BA C Indem nity Corporation. U nder the term s of the 
Bond Indenture, the H ospital is required to m aintain, am ong other provisions, a certain debt service coverage 
ratio and minimum level of days cash on hand. The Hospital capitalized interest cost of $90,000 aud 
$1,463,000, during the years ended June 30,1999 and 1998, respectively, as part of the expansion project. 

As of June 30,1999, approximately $13,500,000 of the Series 1990 Bonds are technically outstanding although 
th ey are considered to be defeased as a result of the transactions outlined above. 

The Series 1994 bonds scheduled to mature for th e next five fiscal years ending June 30 are 2000 - $1,125,000; 
2001 - $1,180,000; 2002 - $1,240,000; 2003 - $1,310,000; 2004 - $1,375,000 and $53,485,000 thereafter. 

11. CO M M ITM EN TS: 

The Hospital has incurred $4,300,000 related to the renovation of th e former hospital building in connection 
w ith the 1994 Bond Issue. The renovations are expected to be com pleted in Septem ber 1999 at an estim ated 
additional cost of approxim ately $6,480,000. 

12. CO N CEN TRATIO N S OF CREDIT RISK 

The H ospital grants credit w ithout collateral to its patients, m ost of w hom  are local residents and are insured 
under third-party payor agreements. The mix of receivables from patients and third-party payors at June 30, 
1999 and 1998 w as as follow s: 

M edicare 
M edicaid 
M anaged Care 
Other third-party payors 
Patients 

12 

28.4% 
7.0 
31.6 
19.7 

. 13.3 

100.0 % 

31.9% 
7.2 
30.2 
21.1 
9.6 

100.Q% 



13. IM PACT OF YEAR 2000 COM PUTER ISSUES (UN AUDITEI 

The Year 2000 issue results from certain com puter program s being w ritten using tw o digits rather th an four to 
define the applicable year. The Hospital's com puter program s and certain com puter aided m edical 
equipm ent that have tinle-sensitive softw are m ay recognize a date using "00" as the year 1900 rather than the 
year 2000. This could result in system  failures or m iscalculations causing disruption of operations or m edical 
equipm ent m alfunctions that could affect patient diagnosis and treatm ent. The H ospital believes that w ith 
m odifications to existing softw are and hardw are and conversions to new softw are and hardw are w hich are 
expected to be com pleted before the end of 1999, the Year 2000 issue w ill not pose significant operational 
problem s for its com puter system s. H ow ever, in the event that such m odifications and conversions are not 
m ade, or are not com pleted tim ely or are not effective, the Hospital is prepared w ith contingency plans to 
ensure tile necessary operations and delivery of patient care w ill continue. The Year 2000 issue could have a 
m aterial financial im pact on the operations of the H ospital. 

The H ospital has initiated a Hospital-wide program to prepare its com puter system s and applications and 
m edical equipm ent for the year 2000. The Itospital expects to incur internal staff costs as w ell as external 
consulting and other expenses related to infrastructure and facility enhancem ents necessary to prepare the 
system s for the year 2000. H ow ever, there can be no assurance that tile system s of other com panies, on w hich 
the Ilospital's system s rely, will be tinrely converted or that any such failure to convert by another com pany 
(such as third-party payers) would not have an adverse effect on the Hospital's systems. 

14. GOVERN M ENTAL REGULATION S 

The healthcare industry is subject to numerous laws and regulations of Federal, state and local govermnents. 
These law s and regulations include, but are not necessarily lim ited to, m atters such as licensure, accreditation, 
goverm nent healthcare program  participation requirem ents, reim bursem ent for patient services, and 
M edicare and M edicaid fraud and abuse. Government activity has increased with respect to investigations 
and allegations concerning possible violations of fraud and abuse statutes and regulations by healthcare 
providers ira recent years. Violations of th ese law s and regulations could result in expulsion from  goverum ent 
healthcare program s togeth er w ith  the im position of significant fines and penalties, as w ell as significant 
repaym ents for patient services previously billed. M anagem ent believes th at tire Hospital is ira compliance 
w ith  fraud and abuse as w ell as oth er applicable governm ent law s and regulations. Com pliance w ith such 
laws and regulations can be subject to future government review and hlterpretati0n as well as regulatory 
actions unknow n or unasserted at this tim e. 
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REPORT O F IN DEPEN DENT PUBLIC ACCOUNTANTS 
ON  SUPPLEM EN TAL FIN A N CIA L IN FORM ATION  

H ospital Service District N o. 1 of 
Tangipahoa Parish, Louisiana 

O ur audits were conducted for the purpose of form ing an opinion on tire financial statem ents taken as a 
w hole. The follow ing supplem ental financial inform ation, as listed on the contents page, is presenfed for 
purposes of additional analysis and is not a required part of file financial statem ents. Such inform ation, 

except for the page marked "unaudited," on which we express no opinion, has been subjected to tile auditing 
procedures applied in our audits of the financial statem ents and, in our opinion, is fairly stated in all m aterial 
reports in relation to the financial statem ents taken as a w hole. 

N ew O rleans, Louisiana, 
Septem ber 13, 1999 



ANCILLARY SERVICF~q: 
Admit Express 
Amb~l~t ory Surgery 
Anesthesia 
Bl~ d Bank 
C~rdi~logy 
Central Supply 
Corporate Health 
El~ tre, ev.ce pl~Mogr ~pb, y 
Emergency Room 
Family Medicine Clinics 
Hon~ 1 le~Rh Care 
Nosplce 
} |yperbarlc Services 
L~bor a~d OeRvevy Ro~m 
latbor~tow 
Opemtmg R~ nl 
i)harn~~y 
Radiology 
g~overy Room 
Rehab Set tees 
Tram itlon Care 
Llrgent Care 
Other Patient Revenue 

Allowances 
Charity Care 

Net Patient S.em lce Revenue 

Other Operating Revenue 

REVENUE IN EXCE.%  OF EXPENSFG 
BEFORE CUMUI .AT1VE EFFECE" OF A 
CI IANGE IN ACCOUNTING 
I~I,~INCR,LE 

CUM UI,ATIVE E FRECT OF A CHANGE 
IN ACCOUNTING PRINCIPLE 

REVENUE IN EXCILC'S OF E,KPEN~ES 

~ r2,~  Direct Expenses 

$17,446,803 
3,038,175 
4,810.554 
2,604,000 
1,582,M 0 

~ 36759a 
31,84%662 

167,336 
1,646,167 
5,354,269 
1,702.723 
20,156,~,f~ 
31,417,069 
656,796 
013350. 

10,779,121 
2,437,030 
6,165.851 
980,393 
510,19'7 

3.377.047 
22,055,943 
9,774,394 
20,056,852 
29,236,117 
1,424,147 
10,944,924 

3,214,719 
--  9955~ 
~180,~  
212,018,877 

(96"090.453) 

$ %081,467 
1,256,106 
1,929,970 
1,110,868 
720,354 

177,791 
658.~A7 

1,900,336 
542.119 
2,031,060 
4.341,720 
312,390 
78,099 

4,89O3O8 
2,497,195 
1,779.073 
540,059 
lO9,4o8 

1,39O ,775 
3,387,273 
Z61~.426 
3,922,402 
5,722.910 
362,955 

3,403,305 
30,021 
96S,461 

41 664 '~3 

Charges Over 
~ 9~es 

$ 8,365,396 
1,782,069 
2,880.584 
1,493.132 
862,186 

00,455) 
9g~.120 

3,453,933 
1,160,604 
~18,123A4~ 
27.075.349 
344,406 
435A45 

5,300,813 
(6o365) 

2,386,778 
d40,334 
400,789 

1,977.272 
18,668,670 
7,161,968 
16.134.450 
23,513,207 
1,061,192 
L541,619 
(30,021) 

2,249.250 
99 558 

138~55~.272 

154,982,286 

(96,090,'153) 
(s, s4Ls61) 

s&~ 047 

6,445,318 
2,544,318 

SO 3~3~72 411 

6,969,636 

Charges Over 
C_h0r~ .es~ _ _  D ect Ex~ ens~ ~i,~t Expe~% 

$ 15.540,997 
2,771,369 
4,768,840 
3,324,000 
L83%710 

$ 9,735,782 
1.556,779 
2,124,390 
2,025.898 
833.064 

1~94o~12~ 

$ 5,805,215 
1,214,590 
2.644,450 
1,298,102 
LO01.~ 6 

__  (85 2,2281 
30,094,816 18,216,0,11 11,878,775 

_L171 6~28 216 
201,723,(y32 

(88,386"170) 
- S( 5~ ,429) 

95,O28 
793.155 
1,68Z655 
563,029 

2.372,g39 
4,152,862 
293,9O 5 
75,601 

4,447.668 
3,235.321 
2,261.519 
460,058 
75,223 

1,368,(XB 
3,210.114 
2,069,73.4 
4,018,174 
6,368.883 
30g,592 

3,72~..000 
281,271 

1,OC~,320 

_].28 76~L~1 202 
140,639,977 

(88,38~.,170) 
(5,064,429) 

10,179,598 
1.560,080 
12,066,646 
3,824,201 
5,919.911 

_ _h4z6~999 

47,o90~:~99 
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OTI IER REVENUE: 
Cafeteria 
Day Care 
Gift Shop 
Interest Incom e 
Rental incom e 

110SPFFAL SERVICE DISTRICT NO. 1 OF TANGIPAHOA PARISH LOUISIANA 

X-Ray School incom e 
M iscellaneous 

OTH ER REVENUE AN D ALLOW ANCES 

ALLOW ANCES: 

Administrative adjustments 
Blue Cross, Louisiana State Em ployees Group 
Benefits and O ther Contractual Allow ances 

M edicaid Contractual Allowances 
M edicare Contractual Allowances 

19 

Year Ended lune 30 

$ 700,437 
417,113 
244,541 

2,739,833 
256,760 
109,120 
115,906 

$ 715,943 
456,468 
275,447 

1,841,698 
190,993 
95,898 
106.978 

$ 4.583._7~  [[~,6B3~425 

$1,439,891 $ 1,593,563 

2,3,826,111 
24,781,801 
46,042,650 

20,347,670 
22,333,604 
44,111,333 



AL SERVICE DISTRICF NO. 1 OF TANGIPAHOA P 

PATIEN'F AND HOSPITAL STATISTICAL DATA 

A DM ISSIONS: 
Adult and Pediatric 
New born and N ICU 
Extended Care Unit 
Psychiatric Care 
CM R Services 

PATIENT DAYS: 
Adult and Pediatric 
Medicare (included in adult and pediatrics) 
Medicaid (included in adult and pediatrics) 
Newborn and NICU 
Extended Care Unit 
Psychiatric Care 
CM R Se rv ices 

OPERATING ROOM  PATIENTS 

O UTPATIENT REGISTRATIONS 

EM ERGENCY ROO M  VISITS 

AVERAGE DAILY CENSUS: 
Adult and Pediatrics 
Extended Care Unit 
Psychiatric Care 
CM R Serv ices 

AVERAGE LENGTH OF STAY (excluding newborn) 
All Patients 
M edicare Patients 
M edicaid Patients 
Extended Care Unit 
Psychiatric Care 
CM R Services 

PERCENTAGE OF TOTAL PATIENT DAYS: 
M edicare 
M edicaid 

1 tOM E t IEALTI t VISII'S 

FAM ILY M EDICIN E CLIN IC 

FULL TIME EQUIVALENTS (lq'Es) 

Year Ended lune 30 

9,417 
1,552 
367 
229 
343 

41,888 
19,390 
7,971 
5,867 
4,058 
3,259 
4,842 

Z713 

68,105 

53,594 

115 
11 
9 
13 

4.5 
5.8 
3.5 
10.9 
14.2 
14.1 

46.3% 
19.0% 

29,338 

33,919 

1,443 

9,515 
1,644 
447 
235 
171 

43,184 
21,577 
7,284 
6,354 
5,032 
4,159 
4,128 

Z140 

58,035 

49,872 

118 
14 
11 
11 

4.5 
5.8 
3.4 
11.4 
17.7 
24.0 

50.0% 
16.9% 

38,814 

35,671 

1,455 



A I(I't lull, A NI)t!RSI!N lJ ,1) 

REPORT OF IN DEPEN DENT PUBLIC ACCOUNTANTS ON 
COM PLIAN CE AN D ON INTERN AL CONTROL 

OVER FINAN CIAL REPORTIN G 

The Board of Com m issioners 
H ospital ,Service District N o. 1 of 
Tangipahoa Parish, Louisiana 

W e have audited the financial statem ents of H ospital Service D istrict N o. 1 of Tangipahoa Parish, Louisiana 

(the Hospital) as of and for the year ended June 30,1999, and have issued our report thereon dated 
Septem ber 13,1999. W e conducted our audit in accordance w ith generally accepted auditing standards and 
the standards applicable to fhlancial audits contained in G overnm ent Auditing Standards issued by the 
Com ptroller General of th e United States. 

Com pliance 

As part of obtaining reasonable assurance about w hether the financial statem ents are free of m aterial 
m isstatem ent, w e perform ed tests of tile H ospital's com pliance w ith certain  provisions of law s, regulations, 
and contracts, noncom pliance w ith w hich could have a direct and m aterial effect on the determ ination of 
financial statem ent am ounts. H ow ever, providing an opinion on com pliance w ith those provisions w as not 

an objective of our audit, and accordingly, we do not express such an opinion. The results of our tests 
disclosed no instances of noncom pliance that are required to be reported herein under Governm ent Auditing 
Standards. 

Internal Control Over Financial Reporting 

In planning and perform ing our audit, w e considered the H ospital's internal control over financial reporting 
in order to determ ine our auditing procedures for the purpose of expressing our opinion on the financial 
statem ents and not to provide assurance on the internal control over financial reporting. Our consideration of 
th e internal control over financial reporting w ould not necessarily disclose all m atters in the internal control 
over financial reporting th at 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 relatively low level 
the risk that m isstatem ents in am ounts that w ould be m aterial in relation to th e firlancial statem ents being 
andited m ay occur and not be detected w ith in a tinrely period by em ployees in the norm al course of 
perform ing their assigned functions. W e noted no m atters involving the internal control over financial 
reporting and its operation that w e consider to be m aterial w eaknesses. 

This report is intended for the hfform ation of the board of com m issioners and m anagem ent, how ever, this 
report is a m atter of public record and its distribution is not lim ited. 

N ew  O rleans, Louisiana 
Septem ber 13, 1999 



A RIt IUle, A NI)tiRSt!N 1,1,1' 

REPORT OF IN DEPEN DENT PUBLIC ACCOUN TANTS ON 
COM PLIAN CE W ITH REVEN UE BON D PROVISIONS 

The Board of Com m issioners 
I Iospital Service District N o. 1 of 
Tangipahoa Parish, Louisiana 

W e have audited, in accordance w ith generally accepted auditing standards, th e balance sheet of l Iospilal 
Se rvice District No. 1 of Tangipahoa Parish, Louisiana (the Hospital) as of June 30,1999, and tile related 
statem ents of revenue, expenses and fund balance and cash flow s for the year then ended, and have issued 
our report thereon dated Se ptem ber 13, 1999. 

In connection w ith our audit, nothing cam e to our attention that caused us to believe that the H ospital failed 
to com ply w ith file term s, covenants, provisions, or conditions of Sections 208, 401,402, 501,504 through 507, 

512, 601,602, 711, 718, 802(a), 802(b), and 1301 of the Composite Bond Resolution relating to $13,000,000 
I lospital Revenue Bonds (Series 1990) and $61,535,000 Hospital Revenue Bonds (se ries 1994) reflecting the 
provisions of Resolutions adopted by H ospital Service District N o. 1 of th e Parish of Tangipahoa, State of 
Louisiana on July 17,1990, November 28,1990, M ay 18,1994, and June 22,1994 insofar as they relate to 
accounting m atters, lIow ever, our audit w as not directed prim arily tow ard obtaining know ledge of such 
noncom pliance. 

This report is intended solely for the inform ation of the board of com m issioners, m anagem ent and the bond 
trustee. H owever, this report is a m atter of public record and its distribution is not lim ited. 

N ew  O rleans, Louisiana 
Septem ber 13,1999 



A I<It tUIZ A N1)|iRSt!N I J .]~ 

REPO RT O F IN DEPEN DEN T PU BLIC A CCOU N TA N TS ON 
SCH EDULE OF DEBT SERVICE COVERAGE RATIO, 
CASH ON H AN D AN D AVERAGE DAILY EXPENSE 

The Board of Conm rissioners 
H ospital Service District N o. 1 of 
Tangipahoa Parish, Louisiana 

W e have reviewed tile accom panying Schedule of Debt Service Coverage Ratio, Cash on ttand, and Average 
Daily Expense for the year ended June 30,1999 of Hospital Service District No. 1 of Tangipahoa Parish, 
Louisiana (the Hospital). Our review was conducted in accordance with standards established by the 
A m erican Institute of Certified Public A ccountants. 

A review is substantially less in scope than an audit, the objective of which is the expression of an opinion on 
the accom panying Schedule of D ebt Service Coverage Ratio, Cash on H and, and Average D aily Expense. 
Accordingly, w e do not express such an opin ion. 

The Schedule of D ebt Se rvice Coverage Ratio, Cash on H and, and Average D aily Expense is prescribed by 

Sections 501, 711(e) and 718 of the Composite Bond Resolution relating to $13,000,000 1 Iospital Revenue 
Bonds (se ries 1990) and $61,535,000 Hospital Revenue Bonds (Series 1994) reflecting the provisions of 
Resolutions adopted by H ospital Serv ice District N o. 1 of the Parish of Tangipahoa, State of Louisiana, on 
July 17,1990, November 28,1990, M ay 18, 1994, and June 22,1994. 

Based on our review , nothh'tg cam e to our attention th at caused us to believe th at the accom panying Schedule 
of D ebt Service Coverage Ratio, Cash on I land, and Average D aily Expense is not presented in conform ity 
w ith the basis set forth in N ote 1. 

This report is intended solely for the inform ation of th e board of com m issioners, m anagem ent, and the bond 
trustee. H ow ever, th is report ~s a m atter of public record and its distribution is not lim ited. 

N ew O rleans, Louisiana 
Se ptem ber 13, 1999 



H OSPITAL SERVICE DISTRICT NO . 1 

O F TA N GIPA H OA PA RISH  LO UISIAN A 

SCH EDULE O F D EBT SERVICE COVERAGE RATIO 

CASIt O N H AN D AN D AV ERAGE D AILY EXPEN SE 

FOIl TH E YEA R EN DED IUN E 30,1999 

DEBT SERVICE CO VERAG E RA TIO : 
Net incom e available for debt service: 
Excess of revenue over expenses 
A dd: 
D epreciation 
Interest expense 

Net incom e available for debt service 

M axim um  annual debt service 

Debt service coverage ratio 

M inim um  required debt service coverage ratio per Section 501 

CASH  O N  H A N D: 
Cash on hand* 

A VERAGE DA ILY EXPEN SE: 
Operating expenses 
Less: 
D epreciation 
Provision for bad debts 

Average daily expense (based on 365 days) 

Days cash on hand 

M inim um required days cash on hand per Section 718 

$ 6,871,831 

8,694,824 
3t633,729 

$_ 1_9 2~00 384 

L 4J 44,466 

~ 4.05 

~  

~ ,584,227 

$107,409,002 

8,694,824 
4,244,226 

~_ .94 46~6~9 952 

$~ _  258,822 

184 

45 

*Cash on hand, as defined per the Bond Resolution, includes unrestricted cash and m arketable securities 

(including board-designated funds but excluding the proceeds of any indebtedness) as of the last day of the 
fiscal year. 

The accom panying notes are an integral part of this financial statem ent. 



H O SPITA L SERVICE D ISTRIC F N O . 1 O F 

TA N GIPA H O A PARISH . LO UISIAN A 

N OTES TO SCH EDULE OF DEBT SERVICE COVERAGE 

1. BA SIS O F PRESEN TATIO N 

RATIO . CA SH  O N  H AN D AN D AVERAG E 

D A ILY EXPEN SE 

FO R TH E YEAR EN DED IUN E 30.1999 

The com putation in the Schedule of Debt Service Coverage Ratio, Cash on H and, and Average Daily Expense 
is prescribed by Sections 501, 711 (e) and 718 of the Composite Bond Resolution relating to $13,000,000 
Hospital Revenue Bonds (Series 1990) and $61,535,000 Ilospital Revenue Bonds (Series 1994) reflecting the 
provisions of Resolutions adopted by Hospital Service District No. 1 of the Parish of Tangipahoa, State of 
Louisiana, on July 17,1990, November 28, 1990, M ay 18,1994 and June 22,1994. 



Septem ber 13, 1999 

AA RTHUR 
N D ER SEN  

To tile Board of Con'unissioners of 
H ospital Service District N o. 1 of 
Tangipahoa Parish, Louisiana 

Suilc 45(10 
201 S( ( halk'~ A~ t'ln~, 
New O H~'a.~ IA 70170 ]b0( 
[~04 [G I 5151 

As part of our audit of the financials statem ents for H ospital Service District N o. 1 of 

Tangipahoa Parish, Louisiana (the Hospital) for the year ended June 30,1999, we considered the 
H ospital's internal contTol structure in determ ining the scope of our audit procedures for the 
purposes of renderin g an opinion on tile financial statem ents. W hile our prim ary purpose in 
this engagem ent w as not to provide assurances on the internal control structure, w e noted tile 
m atters outlined below  that w e w ant to brin g to your attention. 

M odification of Bad D ebt Tem plate Calculation 
The tlospital captu res reserves for bad debt in several general ledger accounts and uses a 
tem plate to calculate the bad debt allow ance required on accounts receivable. The tem plate w as 
developed several years ago by the H ospital and has not been revised. A lthough th e overall 

level of bad debt reserves was adequate at June 30,1999, given the changes in the 
reim bursem ent generated by the grow th in m anaged care and the changes in M edicare and 
M edicaid paym ent structures, tile reserve m eth odology and m echanics of booking entries to 
capture w riteoffs and reserves should be review ed periodically to ensure that current 
procedures and calculations are consistent w ith current reim bursem ent and provide a 
m echanism  for m anagem ent to easily m onitor the reserve. 

M anagem ent R esnonse 

The bad debt reserves of the H ospital are com puted using w rite off percentages from  
several years ago. These percentages are adequate to cover any of our accounts receivables 
th at are not collectable for year ended June 30,1999. During the fiscal year, we analyzed 
paym ent percentages for ti~e con~m ercial payors and the private payors to determ in e 
collectability. Due to the in crease in the M anaged Care patients, w e w ill set up procedures 
to calculate these reserves to ensure that our percentages are changing w ith the new 
contracts. M edicare and M edicaid paym ent structures are review ed and m onitored w ith th e 
cost reports th at are prepared on an in terim  basis throughout th e fiscal year. 



Inform ation Technoloev Risk A ssessm ent 
D uring our discussions regarding Inform ation System s used by the H ospital, w e noted several 
areas in w hich additional internal controls w ould im prove th e security and integrity of the 
system s. A separate detailed m em o has been provided to m anagem ent that discusses control 

procedures that should be considered in managing and operating the systems(Exhibit A). 

This letter is intended solely for the use of m anagem ent and the Board of Directors and is not 
intended for any other purpose. 

W e appreciate th e courtesies and cooperation extended to our representatives during th e course 
of their w ork. W e w ould be pleased to discuss the recom m endations in greater detail or 
otherw ise assist in their im plem entation at your convenience. 

Very truly yours, 



M s. Susie H ow es 
M r. Ted Bruning 
Ashar Zaheer and M ichael Sullivan, H ouston 
Septem ber 9, 1999 
N orth Oaks H ealth System  
Inform ation Technology Risk A ssessm ent 

For year ended 06/30/99 

EXH IBIT A  

PURPOSE: 
As part of the IT Risk Analysis process and the 1999 audit plam aing

, w e com pleted on 
September 9, 1999 our general Information Tecfmology (IT) controls risk assessment for 
N orth  Oaks H ealth System  in H amm ond, Louisiana. This m em orandum  docum ents th e 
nature of the IT function at N orth O aks and summ arizes th e scope of our review

, ou r 
finding, and our overall assessm ent of the im pact of 1T on audit testing

. 

SCOPE O F REVIEW : 
O ur review  w as perform ed th rough discussions w ith: 

~ Shirley H siIlg, Director of Finance 

~ Ted Bruning, CIS Director 
~ Beth Ciam pa, Financial System s Analyst 
~ Aim  H urst, A ssistant System  Analyst 
~ Lisa Locicero, CIS H elp Desk Coordinator 

O ur prim ary focus in perform in g this risk assessm ent w as to identify any significant 
control w eaknesses th at m ight have an im pact on audit scope. 

Based on the audit engagem ent team 's planned non-reliance on general inform ation 

technology (IT) controls, we determined that our review would be limited to a general 
IT controls risk assessm ent. This assessm ent w as designed to gain m~ understanding of 
N orth  Oaks" IT system  security, m anagem ent, and Year 2000 exposure. It is not an 
assessm ent of th e system s them selves. N o application review s w ere perform ed and no 
com pliance testing w as perform ed; therefore, our review  m ay not disclose all 
w eaknesses, particularly those that are application-specific, in the environm ent. This 
prim ary basis for all fin din gs and conclusions w as inquiry of Inform ation System s 
Departm ent persorm el. 

The follow ing areas w ere covered hi our IT Risk Assessm ent for N orth Oaks 

1) Organization and M anagement of IT Activities and Processes 

2) Application Systems development maintenance 

3) Systems Software/Hardware Support 

4) Computer Operations 

5) Internal Audit of IT 



6) Back up, Offsite Storage and Contingency Plam~ing 

7) Security Administration 

8) Purchasing Procedures 

9) hrternet Policy 

IT BA CKG RO U N D : 

N orth Oaks H ealth System s CIS Departm ent is currently in a Year 2000 m oratorium , 
postponing any non-essential initiatives until second quarter 2000. CIS Year 2000 
com pliance goals are 80-85% com plete w ith the ultim ate goal of com pletion by th e end 
of Septem ber. N ot directly associated w ith  Year 2000 com pliance, the CIS staff has 
nearly doubled in the last year as a result of a grow th in th e user base and a subsequent 
perception of slow  response tim es from  IT support. 

N orth O aks is currently under contract w ith hffopartl~ers Consulting Co for IT 
M anagem ent and related IS services. Ted Bruning w as hired by hffopartners and 
rem ains as CIS Director for N orth O aks on an outsourcing basis. N orth O aks also 
receives in dustry trend inform ation from  Infopartners. 

The H elp Desk function appears to be operating sm ootllly under its current strategy. 
User issues are directed to the CIS H elp Desk coordin ator, Lisa Locicero. The 
coordinator logs all calls and dispatches th e calls to th e appropriate teclm ician or 
analyst. H ardw are and standard desktop softw are issues are directed to a technician, 
netw ork analyst or netw ork engineer designated to address these issues. In addition to 
those resources, th ree to four analysts are dedicated to resolving operation softw are 

issues (e.g., HBOC and Nurse Staffing). Operation software not supported by CIS is 
routed to Liaisons for level one support. The Liaisons follow  up w ith vendors for issues 
that cannot be resolved im m ediately by them selves. 

Currently, 24 servers are in operation on site w ith one server off site. The onsite servers 
all are housed in an environm entally protected room  w ith  card sw ipe security that logs 

entrants. The off site server houses Long Term Care and M DS (minimum data set) 
inform ation and is adm inistered rem otely. There are plans to im plem ent a m icrow ave 
link to roplace the T1 currently in place. 

All system s in total host 725 individual users w ith separate user IDs for each application. 
The follow in g activities are takin g place in  this environm ent: 

~ Installin g new Tim e and Attendm~ce softw are 
~ Upgrading Payroll, Financial, & Clinical softw are 

FIN A N CIA LLY SIG N IFICA N T SYSTEM S 

O ur review indicated that the CIS Departm ent is significant to financial reportin g and 
business operations. The follow ing is the list of financial applications at N orth O aks for 
the 1999 audit year: 



General Ledger 

Accounts Payable/Materials M anagement/EDI 
Payroll/HR/M edical Records 
Patient Billin g 
O rder M anagem ent 
Patient Inform ation 
Pharm acy 

IT RISK ASSESSM EN T 

O verall the N orth O aks environm ent appears to have lim ited exposure to risk. The CIS 
Departm ent is am ply staffed. CIS continues to focus on Year 2000 contingency plans 
and initiatives w hich are closely m onitored and w ill be com pleted by Septem ber 30, 
1999. The Inform ation M anagem ent Team , consisting of IT persom lel and others, assists 
C1S by m onitoring the flow of data throughout the hospital. 

The follow in g areas have been identified as areas of risk: 

~ Lim ited internal IT audit docum entation 

~ Lim ited security at off site server location 

~ Server room  location at edge of building w ith  50% glass facing th e parking 
lot 

~ Limited mechanism in place of system violation/tampering notification 

The Financial Director believes that tile IT support is m ore than adequate and that no 
apparent issues currently exist w ith CIS. The current size of th e staff relative to the 
num ber of users w ould reinforce th at sentim ent. 

The CIS Director's goal for Year 2000 initiatives, excluding the payroll softw are upgrade 
and the tim e and attendance softw are im plem entation, w as to be com pleted by 
Septem ber 1999. According to a client provided report, 11% of the initiatives are 
incom plete, but the Director expressed colffidence in achieving com plete Year 2000 
readiness by Decem ber. Further, tile Director has reserved resources for th e first quarter 
of 2000 to resolve potential Year 2000 related issues. 



ganization and M anagem ent of IT Activities and Processes 

Control(s) 
> The Com puter hfform ation Services departm ent is inhouse, The position of 

ClS Director is outsourced to Infopartner - a consulting services com pany. 
> The 1999 C1S Capital Equipm ent budget was $1.7M M . The figure is one 

com ponent of the total IT budget w hich is roughly 2-3% of th e total hospital 
budget w ith a trend haereasing in the recent past and the future. 

> An IT Steering Co~runittee handles requests from  the user group w hile an 
Inform ation M anagem ent Team  m eets bi-m onthly to ensure high 
effectiveness and efficiency of in form ation flow throughout the hospital. 

> An IT Steering Corm nittee is focusing on the form alization of a charter that 
outlines the developm ent of a strategic direction to w hich inform ation 
technology w ill adhere, 

> Staff m em ber train in g appears to be focused on adm inisterin g N orth  Oaks' 
various packaged applications, 

W eakness(es) 
10% of th e Y2K com pliance areas are still aw aiting com pliance review s 

and/or corrections. 

Recommendation(s) 
~" The IT Steerin g Com m ittee should ensure th at developm ent and 

maintenance projects are prioritized and resources allocated to best meet 
N orth O ak's overall business and Y2K needs. 

M anagem ent Resoonse 
Prioritized development and maintenance Information Systems Projects will appear 
in the annual IS Plan for FY 2000/2001, which will be completed in April Of 2000. 
The Information Systems Steering Committee (ISSC) will outline a suggested 1T 
strategy and tactical plan for achieving it. Anticipated resources needed for various 

development and maintenance projects will be identified. 

This IS Plan w ill then be presented to Adm inistrative Council for review and 
reconm aendation. 

A nnlication System s D eveloom ent M aintenance 

Control(s) 
HBOC (implemented in 1994) averages one vendor-related upgrade 
annually. 
A lim ited num ber of custom  changes to H BOC have been m ade and 
docum ented. These changes are tested and approved by the users. 
Development is always conducted inhouse and changes to the code or objects 
are docum ented. 

)~ Change requests to delivered softw are are recorded on a standard form  and 
presented for approval by th e director of the requesting departm ent. 



> A periodic review of all applications' upgrade logs is conducted to ensure 

tim eliness of execution 

Systems Softwarefl]ardware Support 
Control(s) 

The helpdesk is the single poin t of contact for all user hardw are o1' software 

issu es. 

The helpdesk determ ines w hether a call needs to be channeled to a technician 
or to a departm ental liaison - a superuser versed in a specific application 
w ho can help resolve the issue or who can log the issue for discussions w ith 

the softw are vendor. 
The helpdesk is staffed 8 hours a day and is covered by alternates w hen the 
staff is aw ay helping users. 

Com nuter O oeratlons 

Control(s) 
A ccess to the envirom nentally controlled server room  is restricted by security 

card readers. 
All access to th e server room  is logged. 
U IX3 tests are conducted arm ually. 

)~ Director approval is required to grant user access to system  resources. 
M any IT persotm el have deep application security access as a result of job 
function. 

Recomm endatlon(s} 
M IS security adnrin istration procedures should be defined and observed for 
the follow ing: 
~ Periodic review s of user access requirem ents to ensure that access to 

com puter resources is conthruing to be assigned on a business-need-only 
basis and approved by a departm ent director 

~ Server room  access logs need to be periodically review ed and appropriate 
m easures need to be defined for violations. 

M anagem ent Response 

O ur current inform al user access policy, w hich grants access for bushress-need-only 
upon approval by an em ployee's Director w ill be review ed and set as form al CIS 
Policy/Procedure. A suggested change in the current process stipulating a periodic 
review of a user's current access level privilege w ill be drafted and subm itted to our 

Information Management Committee (IM C) ha February 2000 for review and 
reconm rendation. 

Printiug of server room  access logs will be discussed wi01 our Building & Grounds 
departm ent as this departm ent currently contxols the proxim ity lock system  installed 



on our server room . O ur expectation is to begin printing and review ing access logs 
periodically. Further, the m atter of appropriate disciplinary action for violations w ill 
be review ed w ith our H um an Resources departm ent. 

Internal Audit of IT 

W eakness(es) 
There is no form ally defined in ternal audit process in place. The 

administration relies on the haformation M anagement Team (formed as a 
result of JCAHO). 

Recommendation(s) 
A form al internal audit procedure and schedule should be defin ed, and 
observed, th at: 
~ perform s evaluations of the IS controls environm ent on a regular basis 
~ perform s application controls review s of financial application system s on 

a regular basis. 
~ A ssures outside vendor contract obligations are being fulfilled in a tim ely 

nran n er. 

M anagem ent Response 

Definition of a form al internal audit procedure that evaluates IS environm ent 
controls, review s application controls of financial application system s, and assures 
that outside vendor contract obligations are being fulfilled in a tim ely m anner w ill be 
drafted, review ed and planned to becom e form al CIS policy in April 2000. 

Back uo, O ff Site Storage, and contin~encv Plannin~ 

Control(s) 
Backups are perform ed daily on a tw o-w eek rotation and stored onsite in tw o 
different fireproof locations. 

W eakness(es) 
There is no form ally docum ented disaster plan. 
The data center is on the first floor so floodin g m ay be of concern. Also, th e 
far w all of the room  is roughly 50% glass w ith  the AC unit positioned right in 
front of the w in dow . This configuration m ay result in m inim um  dam age to 
servers in the event of flying debris during a tornado, but a possible cutoff of 
the cooling in the room  is at risk. Additionally, the w indow faces a parking 
lot, th us lending the server room  to additional com prom ise. Finally, th e 
w indow does not appear to have enough tintin g or coverin g to prevent a 
passerby from  peerin g in. 



Recommendation(s) 
Develop an IS disaster plan that identifies and im plem ents a "hotsite"

, or 
other alternatives to recover from  a total loss of production systenr data

. 

M anagem ent R esponse 

A CIS disaster plan that identifies various disaster recovery alternatives and 
projected associated costs will be developed for the FY 2000/20001 budget by ISSC 
and delivered to A dnm aistrat~ve Council in April of 2000 for review and 
reconunendation. 

Security A dm inistration 

Control(s) 
Separate passw ords are issued for netw ork and vendor applications - 
synchronization can be requested 
Application level security is defined at the individual screen and feature level 
A DP report is run and review ed quarterly to m onitor user security 
levels/assignm ents 

W eakness(es) 
As a result of their job function a number of people (5-6) appear to have 
unlim ited privileges to patient and payroll data system s. Com bined w ith no 
internal audit procedures currently in place, this situ ation m ay pose a 
som ew hat high-risk scenario that requires tim ely resolution. 

Recommendation(s) 
Form al policies should be developed defining the organization's hfform ation 

security objectives and the responsibilities of employees with respect to 
protecting corporate inform ation. These policies should cover all com puting 

platforms (e.g., mainframe, midrange, local area networks and personal 
computers) and should be actively and visibly supported by management. 
O verall access control softw are security option param eters should be defined 
in a m mm er that w ould prom ote a w ell secured installation. H igh-level 
control options of th e access control system  should be defin ed to enforce 
security restrictions and to lim it the num ber of unsuccessful resource 
attem pts. 
A separate security adm inistration function should be defined w ithin CIS

, as 

a totally independent function or w ith  th e individual data ow ners. In 
addition, this function should be assigned at an adequate organizational level 
to ensure proper enforcem ent of security policies and procedures. 

)~ Security violation reports should be developed
, im plem ented, and scheduled 

for periodic review  w ith  resolution m easures in place. 



M anaemm ent Resrmnse 

Current access request form s and confidentiality agreem ents are in the process of 

being reviewed and/or revised. These collective forms and agreements will become 
related documents to formal C]S Policies/Procedures in February 2000. 

Access control softw are security option param eters and im plem entation of a high- 
level control system  to lim it unsuccessful resource access attem pts are being 
investigated. The in vestigation and defin ition of param eters are expected to be 
com plete in  the first quarter of 2000. 

The suggestion of a separate and totally independent security adm inistration 
function w ith in CIS or w ith individual data ow ners w ill be brought to our IM C in 
Decem ber 1999 for consideration. 

Proposed security m onitoring policy and procedures, reporting, review  and 
resolution w ill be drafted and subm itted to our IM C for review and recom m endation 
in February 2000. 

Purehasin~ Procedures 

Control(s) 
> Purchase thresholds/authorizations for all non-revenue generating 

equipment (IT hardware/eqnipment) are clearly defined. 
> A d H oc requests h'om  the user group are presented to departm ent directors; 

directors m ake a case to the Steerin g Conunittee on behalf of th e user and a 
reconnnendation is m ade by the com m ittee as to how to proceed. 

lnternet Polic3~ 

Control(s) 
> Access to the Internet is given on as needed basis, determined by job function 

and business need, approved by a departm ent director. 

> W ithin 30 days the local ISP (Intemet Service Provider) will no longer be 
adnxinistering/maintaining the firewall security. 

W eakness(es) 
> There is no form al com pany policy on internet usage and no usage 

m onitoring. 

Recomm endation(s) 
> A form al policy should be defined and com m unicated to th e user group. 
> As in ternet usage expands throughout the com pany the procedures and 

m aintenance of th e firew all m ay need to be revisited. Also, a m onitoring 
package should be im plem ented to ensure that usage policies are bein g 
adhered to. 



Service level agreem ents w ith file 1SP have to be m onitored and audited 
periodically to ensure contractual obligations are being m et in a tim ely 
m anner. 

M anagem ent Resvonse 

Draft of a form al policy on lnternet usage and procedure for usage m olxitoring w ill 
be subm itted to our IM C in February 2000 for review and recormnendation. 

Bandw idth utilization of our hlternet colm ection thorough our Internet Service 

Provider (ISP) is being monitored periodically to ensure contractual obligations are 
being m et. 


